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STAFF REPORT
SUBJECT:

Proposed Ordinance 2010-0402 would authorize the issuance of $117 million in additional bonded debt for King County. These bonds would be issued to provide permanent financing for projects backed by various county funds. The proposal would also capitalize on subsidized interest programs recently approved by the federal government to reduce the overall costs to the county. 
Proposed Motions 2010-0403, 2010-0404, 2010-0405, and 2010-0406 are placeholder bond sale motions that will be amended and approved on the day of the sale. These motions will be discussed later in the staff report. 
BACKGROUND:

Limited Tax General Obligation Bonds:
LTGO bonds (also known as council manic bonds) are the type of bonds commonly issued by the County. These bonds include a promise of the full faith and credit of the issuing agency. This means that the promise extends only to the taxing authority of the County without a vote of the people.  Bonds issued with voter approval are referred to as unlimited tax general obligation bonds or simply general obligation bonds. All bonds discussed today will be a form of LTGO bond. 
Historically the bonds to finance the projects covered by this bond sale would typically be issued as standard tax-exempt LTGO bonds. These bonds have an implied interest savings in that the purchasers of the bonds do not have to pay federal income tax on the earnings from the bonds. This allows the County to sell the bonds at favorable rates. 
However, with passage or the American Recovery and Reinvestment Act (ARRA), otherwise known as the federal stimulus package, additional debt management tools became available to the County. Under these new tools, other types of taxable LTGO bonds, also became an option for the County. 
Specifically, several types of projects were authorized by the Act, which, if constructed, would be subsidized through the federal government paying a portion of the interest costs. A summary of the different types of bonds is included below: 

· Build America Bonds (BABs): this program allows state and local government to issue taxable LTGO bonds for projects that they could otherwise issue tax-exempt bonds. The County’s ability to issue BABs is unlimited. The federal government pays 35% of the interest on BABs. 

· Recovery Zone Economic Development Bonds (RZEDBs): are LTGO bonds issued to finance construction of public infrastructure or construction of public facilities, or capital facilities in recovery zone areas. With adoption of Ordinance 16787 the Council has designated the entire county as a recovery zone. The County’s limit on RZEDB bonds is currently $23.2 million and is based upon a federal formula. The federal government subsidizes 45% of the interest on RZEDB bonds. 
· Qualified Energy Conservation Bonds (QECBs): are LTGO bonds issued for projects that will lead to energy savings of at least 20%. The County’s current limit for QECB bonds is $12 million based upon a federal formula. The federal government subsidizes 70% of the interest on the QECB bonds. 

ANALYSIS: 

The County has a comprehensive debt management program and also has a sufficiently large capital improvement program that allows the County to reduce effort and costs by packaging bonds sales together. Toward that end, the County has historically held one LTGO bond sale in the fall of each year and included as many projects as possible in that one sale. A summary of the various projects included in this sale is included below as Table 1. 
Table 1: Proposed Bonded Projects

	Project Name
	Total Bond Amount

	McKinstry Essention Contract Energy Efficiencies
	      6,203,825 

	Earlington HVAC and Roof Energy Project
	      2,800,000 

	Camera Recording System
	      3,165,485 

	FMD: Data Center Specifications/Infrastructure
	    10,399,795 

	OIRM:  Data Center Specifications: Relocation/Contingency 
	      9,688,967 

	KCSO IRIS/TESS Software Replacement Project
	      3,615,726 

	IT Reorganization Project  
	      2,716,742 

	Major Maintenance Reserve Fund 
	      3,000,000 

	Northeast Novelty Hill Road
	    43,000,000 

	Atlantic Central Operations Building
	    23,983,096 

	Northbase HVAC Replacement
	      3,589,804 

	                                  Total
	  112,163,440 


The only project included in this proposed bond sale which has not previously been approved by the County Council is the Earlington HVAC and Roof Energy Project. This project is up for consideration by the Committee later on today’s BFM agenda. If that project is not approved the project would be removed from the bond sale prior to final action. 
Because of the various interest rate subsidies, the Executive plans to finance the projects with different series of bonds using up authority for the most highly subsidized bonds first. In effect timing and structuring the debt as follows: 

· In the first series of bonds, all eligible LTGO QECB bonds would be sold and the federal government would subsidize 70% of the interest. 

· Then LTGO RZEDB eligible projects would be debt financed with the federal government backing 45% of the interest. 

· Next, LTGO BAB eligible projects would be debt financed with the federal government subsidizing 35% of the interest. 

· Finally, for projects not eligible for any of the above classes, or for amounts in excess of the authorizations discussed earlier bonds would be sold as LTGO bonds without a federal subsidy. 

Structuring the debt in this manner will allow the county to minimize interest costs while taking the most advantage of the federally subsidized program. The county may not use its entire federal formula allotment for QECB bonds in this series of LTGO bonds. To the extent the county does not use the entire allotment, the County retains the flexibility to apply any remaining funds to projects in 2011. The County will use its entire allotment of RZEDB bonds in this series of bonds. 
REASONABLENESS: 

Proposed Ordinance 2010-0402 provides financing for projects previously approved for construction by the County Council. The various debt sales will be structured to result in the lowest interest costs while taking advantage of ARRA subsidized interest. For these reasons, adoption of this ordinance appears to be a prudent business decision.  

Proposed Motion 2010-0403 is a draft sale motion that will be used to sell LTGO, non-federally subsidized tax exempt bonds. The motion is currently blank and should be passed without recommendation at this time. 
Proposed Motion 2010-0404 is a draft sale motion that will be used to sell taxable, federally subsidized Build America Bonds. The motion is currently blank and should be passed without recommendation at this time. 

Proposed Motion 2010-0405 is a draft sale motion that will be used to sell taxable federally subsidized Recovery Zone Economic Development bonds. The motion is currently blank and should be passed without recommendation at this time. 
Proposed Motion 2010-0406 is a draft sale motion that will be used to sell taxable federally subsidized Qualified Energy Conservation bonds. The motion is currently blank and should be passed without recommendation at this time. 
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Dan Gottlieb, Bond Counsel, Gottlieb Fisher

ATTACHMENTS:
1. Proposed Ordinance 2010-0402
2. Proposed Motion 2010-0403
3. Proposed Motion 2010-0404
4. Proposed Motion 2010-0405

5. Proposed Motion 2010-0406

6. Transmittal Letter Dated July 14, 2010
7. Fiscal Note
PAGE  
4

