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SUBJECT:
Proposed Ordinance 2004-0341 would authorize the issuance and sale of up to $30,000,000 of limited tax general obligation notes and/or bonds for interim and permanent financing of various open space acquisitions.  Proposed Ordinance 2004-0343 would authorize the issuance and sale of up to $150,000,000 of limited tax general obligation notes and/or bonds for interim and permanent financing of various capital projects.  Two companion motions would accept the winning bids for the issuance of bonds and/or bond anticipation notes.
BACKGROUND:  

Bond Anticipation Notes:

Bond Anticipation Notes (BANs) are issued by the County to serve as a “line of credit” or short-term loan, pending the issuance of bonds to cover long-term debt financing.  The issuance of BANs allows flexibility in determining the final amount to be financed due to construction costs that could increase or decrease prior to completion of the project.  As an alternative to BAN financing, an on-going capital project’s costs could be covered through interfund borrowing.  However, BAN financing is typically used in lieu of interfund borrowing as it carries a lower interest rate.

BANs are typically issued with a one-year maturity.  If the short-term financing is needed for longer than one year, the initial series of BANs issued can be retired through a subsequent issuance of BANs.  This process can be repeated until the capital project is complete and LTGO bonds for permanent financing can be sold.  
In October 2001, the County issued BANs in the principal amount of $65,000,000 as authorized by Ordinance 14167.  These BANs were issued to cover some of the capital costs associated with the Courthouse Seismic Project (CSP), the North Rehabilitation Facility Project (NRF), and the Kent Pullen Regional Communications and Emergency Control Center Project (RCECC).  When these notes matured on October 1, 2002, a second BAN issue was sold in the principal amount of $85,000,000, as authorized by Ordinance 14463.  The second issue added to the list of projects financing for the Courthouse Earthquake Repairs.  

When the second BAN issue matured in October 2003, the notes were redeemed by the proceeds of a third issuance of BANs, in the amount of $108,800,000, as authorized by Ordinance 14745.  The 2003 issuance was actually in two separate series in order to accommodate different timing in the completion of projects that were financed by these BANs.  Series A in the principal amount of $80 million carried a one-year maturity (to October 1, 2004) for financing of CSP, NRF, and the earthquake repairs.  Proposed Ordinance 2004-0343 before the BFM Committee today would authorize this issuance of bonds and BANs, the proceeds of which will be used to redeem these Series A notes.  
The Series B notes issued last year, in the amount of $28,800,000, financed the RCECC project.  These notes matured in November 2003, one month after issuance.  This short term was necessary to bridge a gap between the maturity of the 2003 notes and the issuance of bonds to provide permanent financing for the RCECC project.  The November 2003 bonds were issued in a principal amount of $40,435,000, of which $27,605,000 provided permanent financing for the RCECC project.
Details of the first three series of notes are shown in the following table.
Table 1

Bonds Anticipation Note Sale Details

	Motion No.
	11308
	11532
	11794

	Amount of Issue
	
	
	

	  Series A
	$65,000,000
	$85,000,000
	$80,000,000

	  Series B
	
	
	28,800,000

	    Total
	$65,000,000
	$85,000,000
	$108,800,000

	Underwriter
	
	
	

	  Series A
	Morgan Stanley, Dean Witter
	Morgan Stanley, Dean Witter
	Banc of America

	  Series B
	
	
	Lehman Bros.

	Maturity Date
	
	
	

	  Series A
	10/1/2002
	10/1/2003
	10/1/2004

	  Series B
	
	
	11/1/2003

	Coupon Rate/Yield
	
	
	

	  Series A
	3.25%/2.174%
	2.50%/1.52%
	1.052%/0.80%

	  Series B
	
	
	1.50%/0.80%


Limited Tax General Obligation Bonds:

Once a capital project is completed, limited tax general obligation (LTGO) bonds (also known as councilmanic bonds) are issued as the permanent financing.  LTGO bonds include a pledge of the full faith and credit of the issuing agency.  However, as the "limited" implies, the agency pledges only its taxing authority that is available without a vote of the people.
ANALYSIS:

This staff report covers four inter-related pieces of proposed legislation:

Proposed Ordinance 2004-0341 would authorize the issuance of up to $30 million of bonds and/or BANs for open space/conservation acquisitions.  The projects to be funded include the Juanita Woodlands and the Forestry and Nearshore Initiative.  Details of these acquisitions are given later in this staff report.

Proposed Ordinance 2004-0343 would amend Ordinance 14167, as amended.  Ordinance 14167 authorized the issuance of up to $145 million in bonds and/or BANs for a variety of facilities related capital projects, such as the Courthouse Seismic Project.  Proposed Ordinance 2004-0343 would amend that authority by adding the Courthouse Lobby and Jail Intake Transfer and Release projects to the list of projects authorized to be financed by bonds and BANs and would increase the authorized amount of financing to $150 million.
The table below shows the projects authorized for financing by the proposed ordinances.

Table 2

Projects to be Financed with Bonds or BANs
	Projects Name
	Authorizing Legislation

	Courthouse Seismic Project (CSP)
	Ordinance 14167

	North Rehabilitation Facility (NRF)
	Ordinance 14167

	Kent Pullen Regional Communications and Emergency Coordination Center(RCECC)
	Ordinance 14167

	Courthouse Earthquake Repairs
	Ordinance 14463

	Integrated Security and Jail Health Projects (ISP)
	Ordinance 14517

	Courthouse Lobby
	Proposed Ordinance 2004-0343

	Jail Intake Transfer and Release (ITR)
	Proposed Ordinance 2004-0343

	Juanita Woodlands
	Proposed Ordinance 2004-0341

	Forestry and Nearshore Initiative
	Proposed Ordinance 2004-0341


Proposed Motion 2004-0342 would accept a winning bid for the sale of bond anticipation notes that would provide interim financing for the projects listed in the table above.  The details of the motion will be inserted once the Finance and Business Operations Division (FBOD) has selected a winner bidder.  The sale is expected to occur later in September.
The motion anticipates the sale of three series of BANs.  Series A would be a one-year issue of $15 million to $20 million to provide interim financing for on-going facilities capital projects including the ISP, Courthouse Lobby, and ITR.  Series B is expected to mature in about one month after issue.  This issue would be used to cover $87 million in financing for the CSP, NRF, Courthouse Earthquake Repairs, and a small amount of remaining financing for the RCECC.  This one-month issue will then be redeemed by a bond issue that will provide permanent financing for these projects.  Series C would be a one-year BAN issue of up to $30 million for interim financing of the two open space projects that would be authorized by Proposed Ordinance 2004-0341.
Proposed Motion 2004-0344 would accept a winning bid for the sale of bonds to provide permanent financing for projects listed in the table above once they are completed.  The details of the motion will be inserted once the Finance and Business Operations Division (FBOD) has selected a winner bidder.  FBOD expects about $87 million in bonds to be issued for the CSP, NRF, Courthouse Earthquake Repairs, and a small amount for the RCECC.  These bonds would redeem the one-month issue of BANs that would be sold under Proposed Motion 2004-0342.  FBOD expects the bond sale to occur sometime in October.  
Review of Projects:

All of the projects proposed to be financed by these ordinances have been approved by previous Council actions.

Courthouse Seismic Project (CSP)
This project is complete except for punchlist items.  Substantial completion was certified on August 15, 2004.  The total cost of the project is estimated at $83.3 million, including financing costs.  The bonds to be issued in November will provide the permanent financing.  The financing will be for twenty years with annual debt service on the bonds estimated at $6,878,000.
North Rehabilitation Facility (NRF)

Initially, the NRF was to be replaced with new facilities.  The scope of work for this facility changed substantially with the decision by the Executive, as part of the Proposed 2003 Budget, to close the facility and turn it back to the State of Washington.  However, the lease with the State provides that the County would demolish the buildings at County expense if the County chose to terminate the lease.  As work on the demolition began, there was a determination that a very substantial amount of lead paint and asbestos would have to be abated.  That abatement effort is still in progress but is nearly complete.  Bids for the demolition are expected to be opened on September 10.  The bid package includes alternates that would provide for the demolition of several buildings on the site that are the responsibility of the State.  If the State chooses to go ahead, they will reimburse the County for the costs related to that portion of the work.  The cost for the State portion is estimated at $300,000.  The entire project is now expected to be completed by December.
Courthouse Earthquake Repairs

These repairs have been completed at a net cost to the County of $3.7 million.
Integrated Security Project (ISP), Jail Health and Intake Transfer and Release
These projects are currently in progress.  They are expected to cost $20.8 million in total.  Completion of the projects is planned for 2005 and that is when permanent financing will be provided.  The CX financial plan includes $640,500 for debt service in 2005, increasing to $1,281,000 annually thereafter.

Courthouse Lobby
The Courthouse Lobby project is partially funded through sale of the Renton and Federal Way District Court facilities.  The Renton District Court purchase price is expected to be within the target range.  Proposed Ordinance 2004-0384 has been transmitted to the Council for consideration.  This proposed ordinance will authorize the sale of the two facilities.  Approximately $700,000 to $900,000 of the cost of this project will be from the issuance of these bonds.

Juanita Woodlands

King County took title of the Juanita Woodlands property in January of this year.  The $7 million purchase was temporarily financed by an interfund loan pending issuance of bond anticipation notes.  Per contract the Denny Creek Neighborhood Association (DCNA) pledged $500,000 to the County for the acquisition and has made the initial payment of $100,000 as scheduled.  The DCNA’s remaining $400,000 pledge is scheduled in two additional payments of $200,000 due January 4th in 2006 and 2008.  King County has the right to develop up to five acres of the 36.3 acres of the Juanita Woodlands property.  However, negotiations are underway and an agreement is close under which the County would waive the development rights in exchange for a $1.5 million pledge from DCNA.  Under this possible agreement, the land would be maintained for passive recreation only.
Forestry and Nearshore Initiative

The council approved the Forestry and Nearshore Initiative on December 2003 via ordinance 14817.  The Forestry and Nearshore Initiative is intended to preserve open space, working forests and undeveloped shoreline in King County.  This intiative has as its goals:

· contain urban sprawl and suburban development;

· provide sustainable forest management that conserves the environment and retains the local timber industry;

· protect the health of the near shore environment on Vashon and Maury Islands; and,

· further the conservation and open space efforts of King County and local communities.

The Forestry and Nearshore Initiative is funded by Conservation Futures Tax revenues of $21.1 million.
Current Expense (CX) and Conservation Futures Tax Financial Plans:

The CX financial plan (Attachment 6), including the debt service plan, adopted as part of the 2004 Budget, includes permanent financing debt service for the Courthouse Seismic project and earthquake repairs and the North Rehabilitation Facility beginning in 2004.  Debt service on permanent financing for the ISP, Courthouse Lobby, and ITR is scheduled for 2005.
The Conservation Futures Tax fund financial plan (Attachment 7) includes permanent financing for the Juanita Woodlands and Nearshore Initiative beginning in 2006.
REASONABLENESS:

Proposed Ordinance 2004-0341
The Council has approved the scope of and appropriation authority for the Juanita Woodlands and the Forestry and Nearshore Initiative open space projects.  Proposed Ordinance 2004-0341 would provide those projects with financing and therefore constitutes a reasonable business decision.
Proposed Ordinance 2004-0343
The Council has also approved the scope of and appropriation authority for the Courthouse Lobby and ITR capital projects.  Proposed Ordinance 2004-0343 would amend previous bond authorization to include financing for these projects.  As such, passage of this ordinance would constitute a reasonable business decision.
Proposed Motions 2004-0342 and 2004-0344
The current, third issue of BANs matures on October 1, 2004 with principal and interest amounting to $81,600,000.  If Proposed Motions 2004-0342 and 2004-0344 are not approved by the Council before that time, interfund borrowing will be necessary to pay the principal and interest on these notes at a higher cost.  Projects are ongoing and are in need of additional interim financing.  
Therefore, approval of these motions is a reasonable business decision that will allow for the timely payment of the outstanding notes, will provide interim financing for continuing capital projects, and will allow for the issuance of bonds for the permanent financing of the Courthouse Seismic project, NRF Demolition project, and Earthquake Repairs project.
Proposed Motion 2004-0342 will accept the winning bids for the BAN's and is expected to come before the full Council later in September.  Proposed Motion 2004-0344 will accept the winning bids for the LTGO bonds and is expected to come before the full Council in late October.  The Committee may wish to consider passing these motions out of BFM without recommendation due to the fact that the details of the sales will not be known until the day that these motions come before the Council for approval.
INVITED:
· Steve Call, Director, Office of Management & Budget

· Bob Cowan, Manager, Finance & Business Operations Division

· Nigel Lewis, Senior Debt Analyst, Treasury Operations Section

· Jim Hattori, Hattori & Associates, LLC

Steve Call, Director, Office of Management and Budget
Bob Cowan, Manager, Finance and Business Operations Division

Nigel Lewis, Senior Budget and Finance Analyst, Finance and Business Operations Division
Daniel Gottlieb, Bond Counsel, Gottlieb, Fisher & Andrews, PLLC
Jim Hattori, Financial Advisor to King County

ATTACHMENTS:

1.  Proposed Ordinance 2004-0341
2.  Proposed Ordinance 2004-0343
3.  Proposed Motion 2004-0342
4.  Proposed Motion 2004-0344
5.  Transmittal Letter dated July 12, 2004
6.  2004 Adopted General Fund Financial Plan
7.  2004 Adopted CFT Financial Plan
6                                                           K:\staffreportmaster\Cope\2004 Staff Reports\2004-0341-44  LTGO Bonds and BANs 9-1-04 sr wdn csc mwc.doc

