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COMMITTEE ACTION

	
Proposed Substitute Ordinance 2024-0116.2, which would authorize the creation of a general government commercial paper program, passed out of committee on May 8, 2024, with a “Do Pass” recommendation. The Proposed Ordinance was amended in committee with Striking Amendment S1 to make technical and clarifying changes.





SUBJECT

An ordinance authorizing the issuance of commercial paper in an aggregate principal amount at or below $150 million to finance or refinance County capital projects.

SUMMARY
 
Proposed Ordinance 2024-0116 would authorize the establishment of a Commercial Paper (CP) program for general government purposes. The purpose of the program, which would be modeled after the existing Wastewater Treatment Division CP Program, would create an additional financing option for capital projects.  

Specifically, it would allow for the issuance of limited tax general obligation (LTGO) notes, or CP, in an amount not to exceed $150 million outstanding at any given time, to provide funding to finance or refinance County capital projects. Notes would be issued in maturities with terms of up to 270 days, with principal and interest being paid at maturity or rolling maturities until the County decides to retire the principal associated with the original notes. The program would be backed by self-liquidity via the King County Investment Pool (KCIP).

The proposed ordinance would delegate authority to the Finance Director to approve the issuance and sale of notes, within the parameters set forth in ordinance.

Executive staff anticipate that this program, if approved, will be utilized for both the refinance of the Renton Red Lion Inn and the purchase of the Dexter Horton Building.

Striking Amendment S1 would make technical changes, including clarifying, correcting typos, and removing the effective date clause, as it was just articulating the regular course of action.

BACKGROUND 

Commercial Paper (CP). CP is a variable rate, short-term debt instrument issued by governments, financial institutions, and corporations for terms up to 270 days. For governments, CP can be tax-exempt or taxable, depending on the purpose of the financing.

Wastewater Treatment Division (WTD) Commercial Paper Program. Council approved Ordinance 19114[footnoteRef:1] in June 2020, which authorized the issuance of junior lien sewer revenue bonds and multi-modal LTGO bonds for WTD capital projects. The debt tools authorized in the ordinance allowed for variable rate bonds, including CP notes, as well as Water Infrastructure Finance and Innovation Act Loans. [1:  King County - File #: 2020-0197] 


Council further approved Motion 15771[footnoteRef:2], which approved the issuance of CP notes in an aggregate principal amount not to exceed $175 million, and setting terms for the program. [2:  King County - File #: 2020-0398] 


King County Debt Management Policy.  The King County Debt Management Policy was approved by the Executive Finance Committee on July 2nd, 2021, and adopted by Council on November 23rd, 2021, through Motion 15984[footnoteRef:3]. Section 4.3 allows the County to issue variable rate debt to lower the cost of borrowing, including variable rate demand bonds, floating rate notes, direct purchase bank loans, and CP.  Section 6.5 further states that, before pursuing short-term interim financing in the public markets, the issuance and interest costs "shall be compared with the cost of meeting with cash-flow need through temporary borrowing via an inter-fund loan from the King County Investment Pool." [3:  King County - File #: 2021-0333] 


ANALYSIS

Proposed Ordinance 2024-0116 would authorize the issuance of commercial paper in an aggregate principal amount at or below $150 million outstanding at any time to provide funding to finance or refinance County capital projects. The program would have a final maturity date of 2054, making it a 30-year program.

Definitions and Rules of Interpretation. The proposed ordinance would define terms related to the issuance of CP and the execution of mode agreements, dealer agreements, and related documents.  Further, rules of interpreting the proposed ordinance would be set out, including uses of plural and singular words and other matters of statutory construction.

Delegation of Authority.  RCW 39.46.040[footnoteRef:4] authorizes the County's Finance Director to serve as the designated representative to accept offers to purchase notes on behalf of the County. Further, the King County Debt Management Policy authorizes the County's Finance Director to execute Council-approved payment agreements and other documents related to such transactions and execute the documents related to transactions. [4:  Chapter 39.46 RCW: BONDS—OTHER MISCELLANEOUS PROVISIONS—REGISTRATION (wa.gov)] 


The proposed ordinance would delegate authority to the Finance Director to approve the issuance and sale of CP notes, within the parameters of the ordinance, to select CP dealers, and to execute mode agreements, dealer agreements, and related documents.  This delegation of authority is comparable to authority delegated to the Finance Director for the issuance of other debt, specifically, setting a maximum principal amount, maximum term, maximum interest rate, and pricing model by ordinance and delegating management of the program.

Commercial Paper Program Provisions.  The proposed ordinance would authorize the issuance of LTGO notes, or CP, in an amount not to exceed $150 million outstanding at any given time, to provide funding to finance or refinance County capital projects.

The Debt Management Policy allows for the issuance of CP notes, as referenced in the Background Section of this staff report. While the Debt Management Policy contemplates the potential use of commercial paper, the Executive needs authorization by ordinance to establish the program, similar to any other type of bond issuance.

CP notes are viewed as variable rate since, although the rate on a note is fixed for its 1- to 270-day term, when it matures, a new note may be issued with a new interest rate.

At the end of the terms of the note, whether that be the maximum 270 days or a lesser term length, matured notes could be funded by marketing new notes. This process is known as rolling maturities and could be done until the County opts to retire the principal associated with the original note.

Investors often require assurance that moneys will be available to repay a maturing note. The proposed ordinance would be backed by self-liquidity through the King County Investment Pool.

The Findings section of the proposed ordinance indicates that this financing option will reduce the overall costs of borrowing. Additionally, delegating the authority to approve the issuance and sale of notes would provide flexibility to the Finance Director to seek out the most cost effective borrowing option.

Further, the transmittal letter states that such a program would work well to provide interim financing while the County determines final project costs to warrant proceeding with standard fixed-rate permanent borrowing. It would also be a flexible program, providing an alternative to interfund borrowing from the King County Investment Pool that would be issued at tax-exempt interest rates.

Table 1 below summarizes the key provisions of the proposed CP program.

Table 1. Summary of Key Statutory Provisions

	Topic
	Summary

	Maturity Date
	Note terms would have a maturity date no greater than 270 days from issuance. Notes would not be subject to redemption prior to maturity.

	Series A and Series B Notes
	Series A Notes: Interest would accrue based on the number of days elapsed in a 365-day year. Series A notes are LTGO CP notes that are tax-exempt.

Series B Notes: Interest would accrue based on the number of days in a 360-day year. Series B notes are LTGO CP notes that are taxable.

Note: CP can be used for both tax-exempt and taxable series. Executive staff state that, while tax-exempt is the preferred mechanism for the County, there are certain County projects that may be financed that do not qualify for tax-exempt financing, primarily due to the amount of private use. 

	New Accounts and Funds
	Would direct the Finance Director or registrar to establish the following new accounts:
-the Note Fund would be an administrative subfund and would be the LTGO bond redemption fund to pay principal and interest on notes;
-the Note Payment Account for the registrar to pay notes;
-the Provider Repayment Account for payments to the credit provider or liquidity provider; 
-the Note Proceeds Account where note proceeds would be deposited; and
-the Refunding Account, if needed, to pay the principal, premium, and interest on the costs of issuing refunding bonds.

	Sale Parameters
	Would prohibit the aggregate principal amount of notes outstanding from exceeding $150 million with a maturity date no greater than 270 days. It would further prohibit the true interest of a note from exceeding 12%.

	Misc
	The proposed ordinance would establish other technical mechanics of the program, including:

-How the dealer submits a request to the registrar regarding the issuance of notes;
-Prohibiting delivery of notes not in compliance with the maturity date or maximum principal amount limitations;
-Mechanics for payment of matured notes;
-What happens when a note is lost or stolen;
-Pledging that the county budget will include an amount sufficient to make payments into the Note Fund; 
-A severability section;
-A section setting the effective date.



Attachment A: Form of Commercial Paper Note.  The proposed ordinance would require CP notes to be substantially in the form of Attachment A to the proposed ordinance. Only a global note bearing a certificate of authentication would be valid. The Form of Commercial Paper Note states many of the provisions listed in the table above, including the maximum principal amount outstanding, how payments are made, committing the full faith, credit, and resources of the County, etc.

Compliance with the Debt Management Policy. As stated in the Background section of this staff report, King County's Debt Management Policy requires that, before pursuing short-term interim financing in the public markets (e.g. Commercial Paper), the issuance and interest costs "shall be compared with the cost of meeting the cash-flow need through temporary borrowing via an inter-fund loan from the King County Investment Pool."

Executive staff state that interfund loans are paying an interest rate that is taxable, which typically will be higher than the rate on tax-exempt CP. In the case of the WTD CP program, Executive staff state that the WTD is continuously looking at rates in the program and comparing rates for interfund borrowing through the KCIP to make issuance or redemption decisions.

Similarly for the proposed CP program, the Finance Director would make that determination.

Executive Finance Committee (EFC). On April 25, 2024, the EFC adopted a motion confirming a standing loan commitment for the General Government CP Program. This motion states that the EFC approves a standing interfund loan facility from the County surplus cash to the Borrowing Fund that may be drawn upon in the event of a failed remarketing of any maturing note. This would comply with the language in the proposed ordinance that the program would be backed by self-liquidity through the King County Investment Pool.

Anticipated Uses. The County Council approves by ordinance the issuance of LTGO bonds or notes to finance capital projects. Once approved by ordinance, the proposed ordinance states that a capital project would also be eligible for financing with CP note proceeds. Project costs would also include interest on financing; capitalizable costs of sales tax, such as acquisition, financing, surveys, etc; and the purchase of items like materials, equipment, permit acquisition, etc.  

The Executive has indicated that, in the near future, two capital projects would likely be utilizing CP: the Renton Red Lion Inn and the Dexter Horton Building.

Both acquisitions utilize the Building Repair and Replace fund, which is currently in a cash deficit. The long-term plan for the Renton Red Lion Inn is an ongoing discussion.  As the County does not yet know it's end use, the Executive seeks to utilize a more flexible funding source. Executive staff indicate that the Finance Director, if this proposed ordinance is adopted, would likely issue CP notes every three months until a long-term plan is determined.  If a typical LTGO bond were utilized instead of a CP note, the note usually cannot be called back for ten years and the general fund would be responsible for any debt service.  

The Dexter Horton Building supplemental appropriation ordinance and purchase and sale agreement are currently in front of Council via Proposed Ordinance 2024-0093 and Proposed Ordinance 2024-0147. The expected closing date on the property is June 2024, while the next LTGO various purpose bond issuance is tentatively scheduled for Quarter 4 of 2024. The CP program would be used as the initial financing for the costs until the long-term bonds would be issued for the debt in or around Quarter 4 of 2024. Executive staff state that interest rates for short-term borrowing are lower than what they would expect to see through an interfund loan at this time. The Building Repair and Replace fund does not have the cash on hand to finance the project until the bond is issued.

Fiscal Impact. The fiscal note transmitted with the proposed ordinance indicates that there is no anticipated fiscal impact. The proposed ordinance would provide an additional option for financing County projects and the projects that would utilize the CP program would have been approved for financing through an LTGO bond authorization ordinance.

Timing. The Executive has requested action on this proposed ordinance by June 1, 2024, to comport with the timing of the refinance of the Renton Red Lion property. As stated previously, the County acquired the Renton Red Lion Inn earlier this year with the expectation that the County would finance the associated costs. As stated previously, the Building Repair and Replacement fund is currently in a cash deficit, partially due to the pending financing for that facility. The Executive's preferred approach to financing the costs is to use the proposed CP program.

Amendment. Striking Amendment S1 would make technical changes, including clarifying, correcting typos, and removing the effective date clause, as it was just articulating the regular course of action.
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