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STAFF REPORT
SUBJECT:
AN ORDINANCE that would fulfill certain IRS regulations governing the issuance of tax-exempt bonds for a not-for-profit located in unincorporated King County.  

SUMMARY:


The Bear Creek School, a private, not-for-profit K-12 school located in unincorporated King County, is organizing an issuance of $15 million in tax-exempt bonds.  The bonds will be issued on behalf of the School by a governmental entity in Colorado.  Through Proposed Ordinance 2005-0372, King County would approve the bond issuance.  Such approval, following a public hearing, is required by IRS regulations in order for the bond issue to be tax-exempt.  This action by the Council would have no significant financial or policy implications for the County.    
BACKGROUND:
The Bear Creek School is a private, not-for-profit K-12 school located in unincorporated King County near the City of Redmond.  The School is organizing $15 million in financing in order to construct additional educational facilities on its campus and refinance previous debt issued for such construction.  In order to lower its financing costs, the School would like to finance these projects with the issuance of tax-exempt bonds.  Tax-exempt bonds typically carry lower financing costs than other bonds because the bond holders do not pay income tax on the interest they earn and thus are willing to accept a lower interest rate.

The issuance of tax-exempt bonds for private, not-for-profit purposes is governed by IRS regulations.  IRS regulations require that:

1. The bonds will be issued on behalf of the not-for-profit organization by a local governmental unit.  In this case, the School is contracting with a public entity in Colorado who will issue the bonds.

2. The bond issuance be approved by the governmental entity issuing the bonds (i.e., the Colorado entity), as well as by the governmental entity with jurisdiction over the area in which the facilities to be funded by the bonds are physically located (i.e., King County).  

3. The public be given reasonable notice and a public hearing be held in the local area where the funds from the bond issue will be expended (again, King County).

ANALYSIS:
Proposed Ordinance 2005-0372 would approve the issuance of the bonds and thereby fulfill the second IRS requirement listed above.  As detailed in Section 2 of the ordinance, adoption of the ordinance and approval of the bonds by the Council is an action that has no significant financial or policy implications for the County.  The County is further protected from any liabilities or obligations (except for gross negligence of criminal misconduct) with respect to the bond issue by a written indemnification agreement between the County and the School.  Both the ordinance and the agreement have been reviewed by Council legal counsel and the Prosecuting Attorney’s Office.
The Council Clerk has advertised a public hearing (see Attachment 2) regarding the bond issue to be held in front of the Council on Monday, September 19, which would fulfill the third IRS requirement listed above.  Should the Committee report this ordinance out of committee today, the ordinance will be scheduled for final action before the full Council concurrent with the public hearing.

If the Council were not to approve the ordinance after a public hearing the School would be unable to proceed with their plans to finance construction of facilities through issuance of tax-exempt bonds.  The alternative for the School would be to arrange other financing, likely at a higher cost, such as the issuance of taxable bonds.

REASONABLENESS

As this action has no significant financial or policy implications for the County, passage of this ordinance would constitute a reasonable decision by the Council.  

ATTACHMENTS:
1. Proposed Ordinance 2005-0372
2. Public Hearing Notice
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