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STAFF REPORT
SUBJECT:  
AN ORDINANCE relating to designating King County a Recovery Zone in order to qualify for Recovery Zone Economic Development Bonds and Recovery Zone Facility Bonds authorized by the federal American Recovery and Reinvestment Act. 
SUMMARY: 
Proposed Ordinance 2010-0070, if adopted, will declare King County as a Recovery Zone as authorized by the federal American Recovery and Reinvestment Act (ARRA). With this designation, King County businesses and the County itself will qualify for federally subsidized bonds to finance business capital investments and public economic development projects including infrastructure projects, job training and educational programs. The federal government subsidizes 45 percent of the interest costs of the public projects while the bonds for private projects are tax exempt, having the effect of lowering the cost of borrowing for businesses. 
BACKGROUND: 

Under ARRA congress created two new types of bonds that receive federal subsidies for the interest payments. The State of Washington is entitled to an allocation of the national limitation – also called volume cap – in proportion to Washington’s loss of jobs in proportion to the loss of jobs nationally. The United States Department of Treasury has further allocated a portion of the state’s volume cap to municipalities with a population of over 100,000. This methodology gives King County approximately $23.2 million in issuing authority for taxable Recovery Zone Economic Development Bonds and just under $34.8 million in tax-exempt Recovery Zone Facility Bonds. The cities of Bellevue and Seattle have their own allocations for each bond program. King County qualifies for this program through approximately eight measures of economic distress.
On November 29, 2009 the Washington State Department of Commerce adopted emergency amendments to the Washington Administrative Code (WAC) to implement these programs. Under these rules, the State acknowledges King County’s authority to decide which projects get funded. ARRA requires that bonds under either program must be issued by December 31, 2010. Under the WAC rules, the State intends that any bond allocation not used by June 30, 2010 may be recaptured by the State and reallocated to other qualifying jurisdictions. The timeline is aggressive if King County wants to use its allocation by June 30. 
ANALYSIS: 

The Recovery Zone Facility Bond program is somewhat similar to tax-exempt private activity bonds, known as Industrial Revenue Bonds (IRB), authorized under the federal Internal Revenue Code.  The Recovery Zone bonds have fewer restrictions and apply to public sector projects and programs, which IRBs do not. 
It is clear that private companies are still having difficulty accessing credit and that public sector revenues are down. The federal interest subsidies for public projects may make it more feasible to pursue them. Tax-exempt bonds for private projects have the effect of lowering the cost of borrowing so that these projects may become more viable. For private companies that want to finance a project with the bond program, typically their bank would purchase the bonds as a mechanism to make the loan to the business. They accept a lower rate of interest on the bond than they would for a loan because the interest on the bond is exempt from federal income tax.
The Recovery Zone Economic Development Bond program could save King County financing costs on projects already in the pipeline that are planned to be financed using general obligation bonds. The timeline means only projects ready to go will be considered.

For private sector projects, Executive staff indicates that the Washington Economic Development Finance Authority (WEDFA) will issue the bonds. WEDFA also issues Industrial Revenue Bonds and is well suited to perform this function. Executive staff has prepared an application for Recovery Zone Facility Bonds and is preparing one for Recovery Zone Economic Development Bonds. Due to the short timeline of June 30 to issue bonds in King County, the Executive proposes that he determine which projects are funded. This raises a policy issue.
Policy Issue: Should the Executive decide which public and private projects should use the allocations or should the Council have input or final approval? The Executive would prefer to have the authority due to the short timeline to issue the bonds. On the other hand, the Council may wish to determine which projects are selected. For either bond program one project could use the entire allocation. Given the size of many public infrastructure projects, it would be fairly easy for one project to use the entire allocation. There is the potential that if the public and private allocations are used by June 30, King County could receive additional allocations from the State.
AMENDMENT:
At the chair’s request, staff has drafted an amendment to the ordinance that would require council staff to serve on a committee that recommends projects for Recovery Zone financing, and for the Council to approve the final list of projects by motion.

REASONABLENESS:
This program in general represents a reasonable business decision for the County.
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1. Proposed Ordinance 2010-0070
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