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Metropolitan King County Council
Budget and Fiscal Management Committee

STAFF REPORT

	Agenda Item:
	12
	Name:
	Mike Reed

	Proposed No.:
	2022-0386
	Date:
	October 26, 2022



SUBJECT

Authorizing the sale of bonds to support County projects associated with the 2023-2024 Proposed Budget, and authorizing refunding of outstanding debt.

SUMMARY

Proposed Ordinance 2022-0386 would authorize the sale of Long-Term General Obligation Bonds of up to $625,000,000, to support the capital needs associated with the 2023-2024 Proposed Budget, and the refunding of existing County debt. 

BACKGROUND 

Proposed Ordinance 2022-0386 would authorize the sale of Long-Term General Obligation (LTGO) Bonds in the aggregate principal amount of $625,000,000 in support of capital projects associated with the 2023-2024 Biennial Budget, and to support the refunding of existing bonded indebtedness where it is in the County’s interest to do so.  

LTGO bonds are backed by the full faith and credit of the County, and can be issued by the County without voter approval.  This is the most common County debt issuance and King County typically has several LTGO bond sales each year.

The County’s Debt Policy[footnoteRef:1] notes that: [1:  Motion 15984] 


"Debt financing is primarily utilized to provide funding for the acquisition and construction of County capital assets.  Debt financing for capital projects offers several important benefits vis-à-vis cash funding, including the following:

· Allows the County to undertake capital expenditures prior to accumulating sufficient funds necessary for completion of the entire project;
· Preserves cash for other purposes, including notably the retirement or defeasance of previously issued higher cost debt (so called “cash optimization”);
· Allows the cost of such assets to be spread over future users of those assets, thereby providing greater inter-generational equity; and
· Allows the County to benefit from the subsidy for municipal entities provided by the federal government through the ability to issue debt on a tax-advantaged basis."

Proposed Ordinance 2022-0386 also provides authority for the refunding of certain existing debt.  The County periodically refunds (refinances) outstanding debt for the purpose of achieving debt service savings.  

In most refunding transactions, the County issues new fixed rate bonds with a life equal to the remaining life of the bonds to be refunded.  The refunding bonds are sized so that the proceeds, which are deposited into an escrow account together with investment earnings, will provide sufficient funding to make the remaining debt service payments on the refunded bonds until they are retired.

The County’s Debt Policy notes that the most efficient refunding option is the issuance of tax-advantaged refunding bonds, since they will typically provide the lowest borrowing costs.  It further states that an advance refunding using tax-advantaged refunding bonds will be undertaken if it produces debt service savings with a present value of at least 5% of the refunded bonds.  

Proposed Ordinance 2022-0386 also grants certain authority to the County’s Finance Director in the bond sale process.  The Finance Director is authorized to:

· Approve the issuance and sale of bonds upon the Finance Director’s approval of interest rates, terms, aggregate principal amount, principal maturities and redemption rights,
· Execute sale documents—the signature of the Finance Director is sufficient to bind the County;
· Determine whether sales will be by competitive bid, negotiated sale, or other;
· Determine whether bonds will be sold as tax-advantaged, tax-exempt or taxable bonds;
· Determine which of the Refunding Candidates are to be refunded.

ANALYSIS

The table below identifies the projects by agency, project name, proceeds, project description, and authorizing legislation.

Table 1.  Proposed LTGO Bond Projects 

	Agency
	Project Name
	Total Proceeds
	Description
	Project Authorization

	DPD
	Case Management
	$2,022,000 
	Funds the upgrade of the case management system used by the Department of Public defense. 
	Pending 2023-2024 Biennial Budget - Capital

	DNRP
	Conservation futures site acquisition
	$50,000,000 
	Funds the acquisition of open spaces for conservation purposes.
	Pending 2023-2024 Biennial Budget - Capital

	DCHS
	Climate Projects  - White Center Hub
	$6,000,000 
	Implement the White Center Community Hub Project that includes affordable housing and a community center providing community event space, educational and family counseling, primary and behavioral healthcare, and nonprofit office space.
	Previously approved operating contracts. -  Ordinance 19364

	DCHS
	Climate Equity Projects - Green Building and Zero Energy Grant Pool
	$5,500,000 
	Select affordable housing projects (rental or homeownership) to install green building elements above what is required by code.
	Previously approved operating contracts. -  Ordinance 19364

	DLS
	Climate Equity Projects - Energize Home Appliance Upgrade Pilot
	$1,950,000 
	Run a pilot program to install high-efficiency heat pumps in up to 150 homes occupied by residents with low- and moderate-incomes in the White Center and Skyway unincorporated areas. 
	Previously approved capital projects. -  Ordinance 19364

	DPH
	Climate Equity Projects - Equitable Wastewater Futures
	$2,000,000 
	Provide on-site septic (OSS) replacements or sewer connections for low-income property owners who are not eligible for loans or need to offset loan costs. 
	Previously approved operating contracts. -  Ordinance 19364

	Parks
	Climate Equity Projects – Solar Safety Lighting
	$3,045,000 
	Funds the installation of solar lights along walking paths, parking lots and major trail intersections, as well as solar panels on existing picnic shelters throughout the park system.
	Previously approved operating contracts. -  Ordinance 19364

	WLRD
	Climate Equity Projects – Farmland Infrastructure
	$1,000,000 
	This project supports farmland access for beginning and BIPOC farmers as part of the County's farmland program. 
	Previously approved operating contracts. -  Ordinance 19364

	Fleet
	Electric Vehicle Charging
	$17,000,000 
	Funds the installation of electric vehicle charging infrastructure for use by the County's electric vehicle fleet
	Pending 2023-2024 Biennial Budget - Capital

	Airport
	Forge Site Acquisition
	$60,000,000 
	Funds the acquisition of land adjacent to the county airport.
	Pending 2023-2024 Biennial Budget - Capital

	FMD
	Harborview LTGO
	$25,000,000 
	Funds capital projects by Harborview medical center not included in the UTGO Bond.
	Pending 2023-2024 Biennial Budget - Capital

	DCHS
	Health Through Housing
	$85,000,000 
	Funds projects to provide housing for the Homeless.
	Pending 2023-2024 Biennial Budget - Operating

	SWD
	Landfill and Transfer Station Projects
	$233,500,000 
	Capital improvement projects for Landfill and Transfer Stations in Solid Waste Division.
	Previously approved capital projects

	FMD
	MRJC Projects in FMD 3 PJ's
	$47,000,000 
	Capital improvement projects at the MRJC in the Facilities Management Division.
	Pending 2023-2024 Biennial Budget - Capital

	DLS
	Participatory Budgeting Projects
	$10,000,000 
	Funds various projects determined by the Participatory Budgeting project in the department of local services.
	Previously approved capital projects

	DLS
	Skyway Community Center
	$2,400,000 
	Funds improvements at the Skyway Community Center.
	Previously approved capital projects

	DCHS
	TOD Affordable Housing
	$45,000,000 
	Funds projects to create affordable housing near transit centers.
	Pending 2023-2024 Biennial Budget - Operating

	E911
	E911 Call Center Equipment
	$850,000 
	Funds acquisition or improvement 911 Call center equipment.
	Pending 2023-2024 Biennial Budget – Capital

	PSB
	Community Facilities Projects (see below)
	$10,000,000 
	See the following:
	Pending 2023-2024 Biennial Budget - Operating

	 
	Rainier Valley Early Learning Campus
	$5,000,000 
	Early Learning campus—Rainier Valley; will support early learning for children, and workforce development for early learning teachers
	 

	 
	Aging in PACE
	$1,500,000 
	In support of International Community Health Services capital campaign for aging in place center and clinic specialized for Asian elders—25,000 sq ft. at Pacific Hospital in Beacon Hill
	 

	 
	PAWS
	$1,000,000 
	25-acre wildlife center in Snohomish County (serves Sno Co and King Co).  Supports Wildlife Care Unit, and an Aquatics Center for aquatic species. 
	 

	 
	Home Energy Retrofit Program
	$1,000,000 
	Expands the existing DLS “Energize” program to install high-efficiency heat pumps and solar panels in homes for low-moderate income residents in unincorporated White Center, Skyway.
	 

	 
	King County Search and Rescue
	$1,000,000 
	In support of funding to construct a new facility to house vehicles and equipment, and to support training volunteers.
	 

	 
	Mt. Baker Community Activation
	$500,000 
	Funds various neighborhood improvement projects (signage, lighting, sidewalks) in the Mount Baker Neighborhood
	 

	PAO
	Civil Case Management system
	$3,500,000 
	Upgrade PAO's civil case management software system.
	Pending 2023-2024 Biennial Budget - Capital



The primary provisions of Proposed Ordinance 2022-0386 are summarized below:

Authorization to Issue Project Bonds/Amount of Bonds
· The County is authorized to issue Project Bonds in aggregate principal amount not to exceed $625,000,000.
· All or some of the bonds may be subject to redemption before their stated maturity dates at the option of the County.
· The County shall redeem any term bonds at par plus accrued interest on the dates and in the years and principal amounts as set forth in the sale document.
Property Tax Support for Bond Redemption
· The County agrees that, for as long as the bonds are outstanding and unpaid, it will include in its annual budget and levy an ad valorem tax upon all property within the county subject to taxation in an amount sufficient, together with other revenues available for such purposes, to pay the principal and interest on the bonds as they become due. 
· The County pledges that the annual tax provided for in this ordinance to be levied for the payment of principal and interest will be within and as a part of the tax levy permitted to counties without a vote of the people, and that a sufficient portion of such taxes will be set aside and pledged for the payment of principal and interest on the bonds. The full faith, credit and resources of the County are pledged for the levy and collecting of such taxes and the prompt payment of principal and interest of the bonds as they become due.
Federal Tax-Exempt or Tax-Advantaged Bonds
· The County will take necessary actions to assure the tax-advantaged status of the Tax-Advantaged bonds, or the exclusion of interest on the Tax-Exempt bonds from the gross income of the owners of the Tax-Exempt bonds to the extent permitted under the federal tax code.  
· The County will not sell or transfer or dispose of personal property components of the projects supported by the Tax-Exempt bonds, other than as provided for in Treasury regulations, unless bond counsel indicates that such disposition will not affect the treatment of interest on such bonds as excludable from gross income for federal income tax purposes.
· The County will not take or permit actions that would qualify the bonds as “federally guaranteed” under provisions of the tax code, will comply with the “rebate of excess earnings provisions” of the tax code, will not take actions that would cause the bonds to be “arbitrage bonds” within the federal tax code, and will maintain a system to record ownership of each tax-exempt bonds in compliance with the tax code. 
Refunding Bonds
· The bonds are designated as Refunding Candidates as regards County provisions authorizing the issuance of bonds to refund outstanding obligations of the County; the County may issue refunding obligations or use any legally available revenue to pay principal, premium, if any, and interest on the bonds or any portion of the bonds included in a refunding or defeasance plan and to redeem, retire, refund or defease all or a portion of outstanding bonds.
· If money or government obligations bearing interest sufficient to redeem and retire, refund or defease the Defeased bonds are set aside in a special trust or escrow fund or account irrevocably pledged to that redemption, retirement or defeasance, then the defeased bonds will be deemed not to be outstanding, and no further payments need be made into the related Bond Account to pay principal and interest, and the registered owners will cease to be entitled to any covenant, pledge, benefit or security of this ordinance.  Owners will have the right to receive payment of the principal, any premium, and interest on the defeased bonds from the trust account. 
Authority of the Finance Director
· The County authorizes the sale of the bonds.  The Finance Director is authorized to proceed with the sale to refund the Refunded Bonds or finance the costs of any Project approved by the County Council prior to the sale date for the Bonds.  The Finance Director will determine, in consultation with the County’s financial advisors, the principal amount of each series, which of the Refunding Candidates will be refunded, whether each series will be sold by competitive bid, negotiated sale or otherwise, whether bonds will be issued and sold as Tax-advantaged bonds, tax exempt bonds, or taxable bonds, and whether any series will be designated as “green bonds” or social impact bonds.  
· The Finance Director is authorized to approve the issuance and sale of bonds upon the Finance Director’s approval of final interest rates, maturity dates, aggregate principal amount, principal maturities and redemption rights, so long as
· The aggregate principal amount of all project bonds does not exceed $625,000,000;
· The aggregate principal amount of the refunding bonds does not exceed the aggregate principal amount of the bonds to be refunded plus the amount required to effect the refunding, including amounts to pay the redemption price and the costs of issuance and refunding;
· The final maturity date for the project bonds is not later than 31 years after issuance;
· The final maturity date for the refunding bonds is by the end of the fiscal year that includes the final maturity date for the refunded bonds;
· The bonds to be issued are sold at a price not less than 95 percent;
· The true interest cost does not exceed 7.5% if the bonds are issued as taxable or tax-advantaged bonds; and
· The bonds conforms to the terms of this ordinance.  
· The Finance Director is authorized to execute sale documents, to be dated the date of sale of the bonds.  The signature of the Finance Director is sufficient to bind the County. 
· By March 31 of each year, The Finance Director will provide an annual report to the Executive Finance Committee and County Council describing the bonds approved based on this delegated authority.  
· The authority granted to the Finance Director expires two years after the effective date of this ordinance, however, amendments to sale documents may be executed, and performance based on sale documents may be completed at any time.  If a sale document for a series of the bonds has not been executed within two years, the authorization for issuance of the bonds is rescinded and the bonds shall not be issued unless reauthorized by Council ordinance.  
· The Finance Director is authorized to determine which of the Refunding Candidates are to be refunded, and whether it will be a current refunding or advance refunding.  A plan of refunding will be included in the refunding agreement or closing certificate.  Money in refunding accounts will be used to defease the refunded bonds and discharge related obligations by providing for the payment of principal, premium if any, and interest on the refunded bonds. 
· Moneys deposited in the funds and accounts provided in this measure will be invested for the benefit of those funds and accounts; the current expense fund will not receive any earning s attributable to such funds and accounts.  

Staff analysis of this legislation is ongoing.

INVITED


· Dwight Dively, Director, Office of Performance, Strategy, and Budget
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