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REVISED STAFF REPORT
Proposed Ordinance 2003-0396 was passed out of the BFM Committee on December 10, 2003 with a DO PASS recommendation.  Proposed Motion 2003-0397 was passed out of BFM on December 10, 2003 without recommendation.  This proposed motion is a placeholder until such time as bonds are issued.
SUBJECT:

PROPOSED ORDINANCE 2003-0396 authorizes the issuance of up to $115 million of limited tax general obligation refunding bonds.  The proceeds of the bonds would be used to refund certain outstanding bonds that were issued to finance construction of Safeco Field.  The accompanying PROPOSED MOTION would approve a purchase contract for the bonds.
BACKGROUND:

At a special session of the State Legislature on October 17, 1995, called for the sole purpose of considering baseball stadium financing, the Legislature passed the Stadium Act.  This Act set forth a funding package for a new ballpark subject to implementation by the Metropolitan King County Council.  Washington State law (RCW 82.14.360) authorized King County to impose special stadium taxes and provided for a State sales tax credit.  King County approved Ordinance 12000 on October 24, 1995 imposing a surcharge of 0.5% on restaurant and bar sales and a 2% increase in the car rental tax.  A portion of State lottery revenues are also devoted to the stadium debt service.
King County, on behalf of the Washington State Major League Baseball Public Facilities District (PFD), issued $310,000,000 of limited tax general obligation bonds to provide funds for the construction of the new baseball stadium.  The bonds were issued pursuant to Ordinances 12000 and 12593, adopted by the King County Council on October 24, 1995 and January 6, 1997, respectively.  The County also issued $26,000,000 of taxable bonds to finance the construction of a parking facility adjacent to the stadium.  To pay the debt service on the parking facility, the County collects a 5% admissions tax on tickets for events at the stadium.  If the admissions tax is not sufficient to pay debt service on these bonds, the Seattle Mariners are responsible for the shortfall.  However, admissions taxes have been sufficient to date and in fact there is a $9.25 million surplus currently on hand.
Washington State law (RCW 82.14) requires King County to use all excess revenue from the taxes authorized to fund the baseball stadium in the following manner:
· First, for early retirement of the bonds; and
· Second, for a contingency fund to pay unanticipated capital costs on the baseball stadium, excluding any cost overruns on initial construction.

The bond covenants contained in Ordinance 12686 obligate King County to use any revenues received in excess of debt service for the purpose of defeasing or redeeming the bonds or for paying debt service in subsequent years in the event that the special taxes and revenues are not then sufficient to pay the debt service.  Furthermore, the Council adopted Motion 10695 on June 7, 1999 which affirmed King County’s commitment to use all revenue from the special baseball taxes that exceed the amount needed for principal and interest payments or to provide for subsequent years’ payments in any years, for early retirement of bonds.

Two tools available to the county in the management of the bonded debt for the baseball stadium are:

· Defeasance – essentially making additional payments on the principal when funds are available and,

· Refinancing  (refunding) – moving the bonds to lower interest rates as the market and bond covenants allow

Just since 1997, the special baseball taxes have generated approximately twenty million dollars more than had been projected (see Attachment 4) and have consistently exceeded the amount necessary to pay debt service.  The bonds were issued with the understanding that the principal and interest plus a debt service coverage ratio of 1.2 would be covered by the revenues anticipated by the Independent Financial Review Committee (IFRC).  Once a debt service payment is made, the funds which comprise the “cushion” in the debt coverage ratio become excess revenues.
Each year the County makes two debt service payments: an interest payment in June and a principal and interest payment in December.  With an early $5 million defeasance this month, the total of bonds defeased early has reached $41.7 million.  King County has accumulated a debt service reserve of approximately $5.25 million that it considers adequate to protect the current expense fund from future potential shortfalls in the amounts generated by the special taxes and revenues.  Of the original $310 million in tax-exempt stadium bonds, $227 million are currently outstanding.  It is anticipated that King County may be able to pay off the bonds four to five years early.  Once the bonds are fully paid off, the special baseball taxes will no longer be levied, saving local taxpayers an estimated $40 million annually.  There are currently $23 million of the original $26 million of parking bonds outstanding.  No early retirements have been made of parking bonds.
ANALYSIS:
The proposed ordinance would provide the authority (for one year) for the Finance Manager, in consultation with the County’s financial advisors, to determine the timing and packaging of the refunding bonds up to a limit of $115,000,000.   Similar authority was provided by the Council in 2002.  As a result of that authority, refunding bonds in the amount of $124,575,000 were issued.  Those bonds completely refunded the original Series B bonds issued in 1997. 
Proposed Ordinance 2003-0396 sets all the terms, definitions, and conditions necessary for the potential issuance and sale of bonds.  The County’s bond counsel prepared the ordinance and motion.  The proposed ordinance delegates authority to the Finance Manager to take the steps necessary for the public sale of the bonds.  

On the day(s) of the sale, a Sale Motion will be brought before the council to accept the winning bid, if a competitive sale, or accept the purchase contract, if a negotiated sale.  The motion will also fix the interest rates and other terms of the debt.  To initiate the necessary Council process prior to such dates, a version of the sale motion, Proposed Motion 2003-0397, is included in this legislative package.  The final Sale Motion will include a section entitled "Findings of Savings and Defeasance", as required by Section 13. B. in the proposed ordinance.
Section 17. A. of the proposed ordinance outlines that the council intends that the Finance Manager adhere to a refunding guideline that the present value of the savings achieved by any advanced refunding exceed a minimum level of 5% of the principal amount of Refunded Bonds that are advance refunded.  A recent rise in market interest rates has made achievement of this amount of present value savings on an advance refunding impossible at this time.  However, rates may fall in the near term to the point where this level of savings can be achieved.  The ordinance is intended to provide authority so that the Finance Manager can act quickly to take advantage of decreases in rates.
No fiscal note was transmitted with the proposed ordinance.
REASONABLENESS:

Refunding bonds to take advantage of lower interest rates is a very good business strategy.  This proposed ordinance will put the Finance Manager in position to quickly respond to the interest rate market if rates drop to the point that a refunding can achieve the target savings of 5% present value.  As such, approval of this ordinance is therefore a reasonable policy and business decision.

INVITED:

Bob Cowan, Director, King County Finance Division
Nigel Lewis, Senior Financial Analyst, King County Finance Division
David Thompson, Bond Counsel, Preston Gates & Ellis

Jim Hattori, Financial Advisor to King County
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