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STAFF REPORT
SUBJECT:

An ordinance authorizing the refunding of the bonds issued to finance the construction of the King Street Center. 
SUMMARY:


Proposed Ordinance 2006-0160 would authorize CDP-King County (III), the non-profit organization that issued the debt to finance the King Street Center, to issue refunding bonds. 
BACKGROUND:

King Street Center

Ordinance 12614, passed in January of 1997, found that the “county council has determined that it is in the best interest of the county and its residents that the county’s department of natural resources and department of transportation be consolidated and housed in economical office space in downtown Seattle.” The ordinance further stated the policy intent that “It is hereby found an(d) declared that the public interest, welfare and benefit require the county to lease approximately 310,000 square feet of office space in downtown Seattle for county use.” These policy statements became the framework for the construction of the King Street Center. 
Ordinance 12754, passed in May of 1997, reaffirmed the intent of Ordinance 12614.  The Council decided to finance the King Street Center via a provision in federal law (Rule 63-20).  This name comes from the Department of Treasury Rule 63-20 which allows a type of financing for governmental use. Under this structure, the County selects a not-for-profit corporation to issue the debt (in this case CDP-King County III). This not-for-profit organization manages the property for the term of the lease. The lease on King Street Center is for 30 years. The county makes lease payments to CDP equal to the debt service on the bonds. CDP is responsible for making the bond payments. At the termination of the lease, the County will become the owner of the building. It should also be noted that neither with the original bonds, nor the refunding bonds, does the County ever pledge its full faith and credit. The County’s obligation to CDP lies with the lease, not the bonds. 
In June of 1997, CDP issued the bonds to finance construction of the new building with an original aggregate amount of $78,275,000. The term of the bonds was 30 years and the interest rates varied from a coupon rate of 5.00% to 5.25%. The building currently houses employees from the Department of Transportation and the Department of Natural Resources and Parks. The finished building also includes retail spaces on the ground level. 

Advance Bond Refunding

When bonds are issued, they include a “call date” or a date on which the county can redeem (pay off) the bonds early. With most County bonds this is after ten years. The County can also use a process called advance refunding to take full advantage of good market conditions. When advance refunding occurs, refunding bonds are sold and the sale is structured so that the proceeds of the new bonds, including interest to be earned on investment of the proceeds, are sufficient to pay the interest and principal on the old bonds until the call date. The proceeds are placed into an escrow account.  When the call date is reached, the original bonds are paid off from the escrow account and the County is left with a smaller debt service payment. The County’s current financial policies (unwritten) dictate that a minimum of 5% present value savings be achieved before an advance refunding can occur. While CDP is not technically held to this 5% standard, the fiscal note indicates that the 5% threshold is also the goal in this case. There is no such requirement for current refundings (refunding of a bond which has already reached its call date). 

ANALYSIS: 
The proposed ordinance would reaffirm the County’s support as an obligated entity for future bonds issued by CDP to refund the existing debt. The fiscal note indicates that the current annual debt service of $5.7 million would be reduced by approximately $270,000 if a 5% present value savings can be achieved. In the case of a refunding, the Executive would have the option of negotiating for a lower lease rate with CDP or transferring the savings into additional reserves for building maintenance and tenant improvement costs. At the termination of the lease, ownership reverts back to King County. There are still 21 years remaining on the outstanding bonds. The bonds first become callable in June 2007. 
There were times during the last half of 2005 when the bonds could have been reissued and saved the County this debt service amount. Since that time interest rates have risen and to the point that a 5% present value savings cannot be achieved.  However, the Committee can still act on this ordinance.  Interest rates may fall in the future and CDP with the approval in this ordinance would be able to quickly issue refunding bonds.  The ordinance provides that CDP must achieve a minimum present value savings of at least 5% before they issue the refunding bonds. The County’s financial advisor is also monitoring the bonds held by CDP. 

Unlike most refunding bond ordinances or bond ordinances, there is no expiration date included with this ordinance. The approval of this ordinance will essentially provide CDP with the authority to issue a bond refunding if the time is right. Other bond ordinances have an expiration of one-year from the date of passage. This alleviates the concern about current interest rates. The CDP missed an opportunity to refund these bonds last year because this legislation had not been transmitted to the County Council. Enacting this ordinance will enable the County to capitalize on future opportunities. Executive staff have indicated that if a refunding were to occur today, the savings would represent a present value savings of approximately 2%. If interest rates were to drop by as little as 40 basis points, the refunding would achieve the desired 5% savings. 
AMENDMENT: 

The proposed ordinance, as transmitted, did not correctly describe the policy to achieve a net present value savings of 5% on any advanced bond refunding. The ordinance simply contemplated “net savings” of 5%. Amendment A1 is available to the Committee and would add this language to the proposed ordinance.  
REASONABLENESS: 

The County attempts to realize 5% present value savings when refunding existing bonds. The adoption of this ordinance would be consistent with that goal. If a refunding occurs, the County hopes to save approximately $270,000 per year in decreased lease payments. If the interest rate situation does not improve, a refunding will not occur. Therefore, adoption of this ordinance would provide the CDP the ability to act quickly to take advantage of a future refunding opportunity and is therefore a reasonable and prudent financial and business decision. 
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Ken Guy, Director, Finance and Business Operations Division

Bob Cowan, Director, Office of Management and Budget

Nigel Lewis, Senior Debt Analyst, Finance Division
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4. Fiscal Note  
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