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September 17, 2008
The Honorable Julia Patterson
Chair, King County Council

Room 1200

C O U R T H O U S E 

Dear Councilmember Patterson:

The attached proposed sale motion would accept the winning bid and fix the interest rate and other terms of a sale of approximately $49 million of new bond anticipation notes (BANs).  The county needs to issue these new BANs in October of this year in order to provide the funds needed to pay off an outstanding series of BANs in an amount of $43,975,000 that will mature on October 30, 2008, as well as to provide additional interim financing as needed for certain ongoing facilities projects.  

The sale of these BANs is authorized under the provisions of county ordinance 14167, as subsequently amended.  This ordinance established a program using the sale of sequential BANs to provide interim financing for a number of large county facility projects during their construction until bonds are issued to provide permanent financing upon their completion.  The facilities projects that have been financed in this manner have included, among others, the Kent Pullen Regional Communications and Emergency Coordination Center, the Courthouse seismic retrofit and the acquisition of and tenant improvements in the Orcas Building.  These projects have already been completed and bonds have already been issued to provide the permanent financing.

The BAN that matures on October 30, 2008, and the new replacement BANs to be sold pursuant to the enclosed motion, provides continued interim financing for the soon to be completed security upgrades and remodels of the jail health facilities and the intake, transfer and release areas at the downtown county jail, as well as the purchase of fixtures and furnishings for the new Chinook Building. 
The replacement BANs are expected to have a maturity of several months while permanent debt financing arrangements are made in late 2008 or early 2009.  To provide permanent 
financing for the facilities projects, the county is planning to convert the replacement BANs into variable rate debt rather than use traditional fixed rate financing.  This approach is based on the recommendation of the county’s financial advisor in order to reduce overall exposure to changes in interest rates and potentially lower debt service costs. 

For example, as interest rates fall, the county’s general fund earns less on its cash investments and this loss in earnings can be partially offset by paying lower interest rates on variable rate bonds.  The variable rate bonds thus provide a natural “hedge” to help offset the impact of changes in interest rates.  Lower debt service costs may also result from this approach.  The total initial cost of such variable rate debt is expected to be approximately 2.25%.  By contrast, the expected interest rate on bonds issued in the form of traditional fixed-rate obligations is currently approximately 4.50%.

The proposal for variable rate financing is consistent with the principles in the county’s debt management policy, adopted by motion 12660.  To create a prudent level of variable rate debt exposure, the county plans to issue $50 million of variable rate demand bonds to provide permanent financing for the designated facilities projects.  Since the current expense fund holds average investment balances well in excess of $100 million, the issuance of $50 million of variable rate debt would is viewed as “hedged” variable rate debt as defined in the debt management policy.  The variable rate financing package is expected to be transmitted to the council no later than the end of October.
The underlying legislation that authorizes the issuance of the BANs delegates authority to the Director of the Finance and Business Operations Division to take the steps necessary for the public sale thereof.  On the day of the sale of the BANs, which is expected to take place in mid-October, a revised substitute version of the enclosed sale motion will be brought before the Council for approval.
Failure to approve this sale would necessitate paying off the maturing BAN with internal county funds, which could not subsequently be reimbursed from bond proceeds.  
If you have questions regarding this legislation, please call Ken Guy, Director of the Finance and Business Operations Division, at 206-263-9254, or Nigel Lewis, Senior Debt Analyst in the Treasury Operations Section, at 206-296-1168.
Sincerely,

Ron Sims

King County Executive

Enclosures 

cc:
King County Councilmembers




ATTN:  Ross Baker, Chief of Staff





        Saroja Reddy, Policy Staff Director




       Anne Noris, Clerk of the Council





       Frank Abe, Communications Director
Bob Cowan, Office of Management & Budget Director
James J. Buck, County Administrative Officer, Department of Executive 
    Services (DES)
Ken Guy, Director, Finance and Business Operations Division, (FBOD) DES
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