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The Honorable Dow Constantine





January 15, 2009
Chair, King County Council

Room 1200

C O U R T H O U S E 

Dear Councilmember Constantine:

The attached package of proposed legislation, comprised of one bond ordinance and two sale motions, is submitted in order to execute the county’s financing plans for the general fund in 2009.  The legislation will enable the county to issue approximately $90 million in new limited tax general obligation (LTGO) bonds (the bonds) in early 2009.    
The bonds will be issued for the combined purposes of:  (1) redeeming the $50 million of Bond Anticipation Notes (BANs) issued in October 2008 that mature on March 1, 2009, thereby providing for the permanent financing of the nearly completed downtown jail remodel and equipment for the Chinook building; and (2) providing for the permanent financing of several “new projects”, including the acquisition of the elections building in Renton, the refinancing of the Issaquah District Court, the Passage Point project, and several other smaller-scale projects.  The new projects have previously been approved by the council and debt financing was anticipated for each consistent with the county’s financial plans.
The proposed ordinance amends Ordinance 14167 to increase the maximum level of LTGO bonds that may be issued by $40 million, from $170 million to $210 million, so that the county can fully fund the aforementioned new projects.  Note that the county currently has outstanding approximately $108 million of LTGO bonds that have already been issued pursuant to Ordinance 14167, as previously amended, in order to provide the permanent financing for various other facility projects, including the Kent Pullen Regional Communication and Emergency Coordination Center and the Courthouse seismic project.
The proposed ordinance also amends Ordinance 14167 to provide the county with the added flexibility for the LTGO bonds to be issued as either fixed or as variable rate debt.  The current plan is to issue $50 million of the bonds in the form of variable rate debt and the remaining $40 million as traditional fixed rate debt, with the understanding that the county may need to alter these plans in response to changes in the municipal bond market.
The use of variable rate debt is considered a prudent strategy to help mitigate the exposure of the general fund to changes in interest rates.  To explain, as interest rates fall, the county’s general fund earns less on its cash investments.  This loss in earnings would be partially offset if the county were able to pay lower interest rates on variable rate bonds.  In the case of rising interest rates, increases in interest earnings could be used to offset increased interest rates on the bonds.  The variable rate bonds would thus provide a natural “hedge” to help offset the impact of changes in interest rates.  
This proposal for variable rate financing is consistent with the principles in the county’s debt management policy, adopted by Motion 12660.  Since the current expense fund holds average investment balances well in excess of $100 million, all of the $50 million of variable rate debt would be viewed as “hedged” variable rate debt as defined in the debt management policy.
Such use of variable rate debt may also result in lower debt service costs over the life of the bonds.  Although the recent turmoil in the financial markets has significantly increased the cost of obtaining liquidity support from banks for variable rate bonds, the all-in cost of such debt (including the cost of the liquidity support that will initially be provided through a standby bond purchase agreement from Bank of America) is still expected to be approximately 2.25 percent initially.  By contrast, the expected interest rate on the remaining approximately $40 million of the bonds that will be issued in the form of traditional 20-year fixed-rate obligations is expected to be approximately 5.25 percent.
The ordinance delegates authority to the Director of the Finance and Business Operations Division to take the steps necessary for the sale of the bonds.  The two motions in the package of legislation would then accept the terms of each of the sales of the bonds.  It is vitally important that the council approve this legislation no later than late January 2009 in order to provide sufficient lead time to issue the new bonds and pay off the $50 million in BANs maturing on March 1, 2009.
If you have questions regarding this legislation, please call Ken Guy, Director, Finance and Business Operations Division, at 206-263-9254, or Nigel Lewis, Senior Debt Analyst, Treasury Operations Section, at 206-296-1168.
Sincerely,

Ron Sims

King County Executive

Enclosures 

cc:
King County Councilmembers




ATTN:  Tom Bristow, Interim Chief of Staff





        Saroja Reddy, Policy Staff Director




        Anne Noris, Clerk of the Council





        Frank Abe, Communications Director
Bob Cowan, Director, Office of Management and Budget

James J. Buck, County Administrative Officer, Department of Executive 
    Services (DES)
Ken Guy, Director, Finance and Business Operations Division, (FBOD), DES

Nigel Lewis, Senior Debt Analyst, Treasury Operations Section, FBOD, DES[image: image1.wmf] 
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