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STAFF REPORT
SUBJECT:

Proposed Ordinance 2005-0500 would authorize the issuance of new Limited Tax General Obligation (LTGO) bonds to retire existing debt at cost savings to King County. 
BACKGROUND:

Limited Tax General Obligation Bonds:
Limited Tax General Obligation Bonds (LTGO), also known as councilmanic bonds, are used by the County to provide long-term financing for capital projects. These bonds include a promise of the full faith and credit of the County. This means that the promise extends only to the taxing authority of the County without a vote of the people.  Bonds issued with voter approval are referred to as unlimited tax general obligation bonds or simply general obligation bonds.

Advanced Refunding

When bonds are issued, they include a “call date” or a date on which the county can pay off the bond early. With most County bonds this is after ten years. The County can also use a process called advanced refunding to take full advantage of good market conditions. When advanced refunding occurs, refunding bonds are sold. The sale is structured so that bond proceeds of the new bonds, including interest to be earned on investment of the proceeds, are sufficient to pay off the “old” bonds at 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 principal amount and lower debt service payment. The County’s current financial policies dictate that a minimum of 5% present value savings be achieved before an advance refunding can occur. There is no such requirement for current refunding (refunding of a bond which has already reached its call date). 

SUMMARY:


Proposed Ordinance 2005-0500 would authorize the issuance of up to $60,000,000 of LTGO bonds to provide for refunding of existing County debt. This action would create savings for the County by reducing debt service payments. The Ordinance states as one of the findings that “Significant debt service savings can be realized by the county through the refunding of all or a portion of the 1996B Bonds, the 1997G Bonds and the 1999A Bonds.” 

The following LTGO debt is currently outstanding: 

Table 1: Outstanding LTGO Debt


[image: image2.emf]Issue Issue Date Outstanding Principal

General Obligations

1993 Various Purpose Series B December 1, 1993 42,110,000 $             

1996 Various Purpose Series A February 1, 1996 10,360,000                

1996 Refunding Series B March 1, 1996 5,510,353                 

1997 Baseball Stadium Parking April 1, 1997 4,185,000                 

1997 Baseball Stadium Series D April 17,1997 76,730,000                

1997 Kingdome Debt Service December 1, 1997 6,285,000                 

1997 Kingdome Refunding December 1, 1997 51,085,000                

1997 Various Purpose Series G December 1, 1997 39,090,000                

1997 Various Purpose Series A May 1, 1999 43,137,068                

2001 Various Purpose November 15, 2001 22,020,000                

2002 Refunding 1997 Series B May 20, 2002 100,755,000              

2002 Various Purpose September 30, 2002 34,035,000                

2003 LTGO Series A October 30, 2003 26,795,000                

2003 Refunding Various Purpose October 30, 2003 27,655,000                

2004 Refunding 1996 Series A September 21, 2004 57,045,000                

2004 LTGO Series B Octoer 1, 2004 82,435,000                

2004 Baseball Stadium Refunding December 21, 2004 13,195,000                

2004 Baseball Stadium Refunding December 21, 2004 32,075,000                

Total  674,502,421 $           

Payable from Internal Service 

1996 Various Purpose Series A February 1, 1996 1,745,000 $               

1997 Various Purpose Series G December 1, 1997 450,000                    

1999 LTGO Various Purpose A May 1, 1999 280,000                    

2001 LTGO Various Purpose November 15, 2001 775,000                    

Total  3,250,000 $               

Payable From Capital Leases

Public Health Various 309,349 $                 

GF Issaquah D.C. September 29, 1998 5,025,000                 

King Street Center Tenants June 1, 1997 74,385,000                

Harborview Medical Center November 13, 2002 62,540,000                

Total  142,259,349 $           

820,011,770 $            Total LTGO Liabilities from Governmental Operations

Governmental Activity General Obligation Long-Term Debt (From 2004 CAFR)


ANALYSIS:

The Executive has identified three series of bonds for refunding when the appropriate interest rate conditions exist; these series are 1) 1996 Series B, 2) 1997 Series G, and 3) 1999 Series A. These series are referred to by the ordinance as the “refunding candidates.” A summary of the refunding amounts by issue is included as Table 2. 
Table 2: Refunding Candidates

	Bond
	Refunding Amount

	1997 Various Purpose Series G
	$       21,560,000

	1999 Various Purpose Series A
	        17,820,000

	1996 Refunding Series B

	         9,420,000

	Total
	$       48,800,000


In Table 2, the first two issues (1997 and 1999) are very close to meeting the 5% requirement for advanced refunding. If interest conditions change by as little as twenty basis points (.20%), both series of bonds will meet the requirement to save 5% of the principal of the bonds being refunded. Keep in mind, one hundred basis points equals one percent. The other issue (1996) would require more drastic changes in the market. Based upon the level of possible refunding, the request from the Executive appears to be reasonable. 
As previously mentioned, the existing financial policies of the County dictate that a net present value savings of at least 5% must be achieved for a refunding to occur. Section 24 of the ordinance declares the legislative intent to be that the Finance Manager adheres to a refunding guideline that the present value of the savings achieved by any advanced refunding exceed 5% of the principal of the bonds being refunded. This is consistent with past council action.  Refunding of the 1997 and 1999 bonds would result in a present value savings to the County of approximately $1.97 million in reduced aggregate principal assuming at least 5% savings. 

Proposed Motions 2005-0501 and 2005-0502 which accompanied the proposed ordinance are drafts of a typical motion that would accept the winning bid or approve a purchase contract for the sale of the bonds. In the case of an actual sale or sales, a revised motion would be prepared for each sale and presented at full Council on the day of the sale. 

The proposed ordinance would provide the authority (for one year from the effective date of the ordinance) for the Finance Manager, in consultation with the County’s financial advisors, to determine the timing and packaging of the refunding bonds to a limit of $60,000,000. 

Proposed Ordinance 2005-0500 sets all the terms, definitions, and conditions necessary for the issuance and sale of bonds. The County’s bond counsel prepared the ordinance and motions. The proposed ordinance delegates authority to the Finance Manager to take the necessary steps for the public or negotiated sale of bonds. 

REASONABLENESS: 
Proposed Ordinance 2005-0500 sets the guidelines that the Finance Manager must follow before an advanced refunding must occur. While the request from the executive is about $11,000,000 more than anticipated usage during 2006, there is a margin for additional refunding if market conditions change.  Adoption of this ordinance as transmitted would provide a reasonable and prudent business decision. 

Proposed Motions 2005-0501 and 2005-0502 are draft sale motions that would be brought back to the full Council on the date of any bond sale or sales. As the current motions are blank with regards to details of the bond sale, the Committee should pass these motions without recommendation. Executive staff will present final details of the sale to the full Council on the day of the bond sale. 
INVITED:


Ken Guy, Director, Finance Division

Nigel Lewis, Senior Debt Analyst, Finance Division

Bob Cowan, Director, Office of Management and Budget

Dan Gottlieb, Bond Counsel, Gottlieb, Fisher & Andrews
Rob Shelley, Financial Advisor, Seattle Northwest
ATTACHMENTS:

1. Proposed Ordinance 2005-0500
2. Proposed Motion 2005-0501

3. Proposed Motion 2005-0502

4. Transmittal Letter

5. Fiscal Note

� The total listed for this series exceeds what is included in Table 1. There is additional outstanding principal from these bonds included with business-type activities and not included in governmental activities. Total outstanding principal from 1996 Series B bonds is $13,500,000. This bond is currently callable and not subject to the 5% advanced refunding requirement. 





PAGE  
4
O:\Budget & Fiscal Management\staffreportmaster\Hamacher\2005-0500 2-1-06 sr phh.doc

_919829133

_1199772216.xls
Sheet1

		Governmental Activity General Obligation Long-Term Debt (From 2004 CAFR)

		Issue		Issue Date		Outstanding Principal

		General Obligations

		1993 Various Purpose Series B		December 1, 1993		$   42,110,000

		1996 Various Purpose Series A		February 1, 1996		10,360,000

		1996 Refunding Series B		March 1, 1996		5,510,353

		1997 Baseball Stadium Parking		April 1, 1997		4,185,000

		1997 Baseball Stadium Series D		April 17,1997		76,730,000

		1997 Kingdome Debt Service		December 1, 1997		6,285,000

		1997 Kingdome Refunding		December 1, 1997		51,085,000

		1997 Various Purpose Series G		December 1, 1997		39,090,000

		1997 Various Purpose Series A		May 1, 1999		43,137,068

		2001 Various Purpose		November 15, 2001		22,020,000

		2002 Refunding 1997 Series B		May 20, 2002		100,755,000

		2002 Various Purpose		September 30, 2002		34,035,000

		2003 LTGO Series A		October 30, 2003		26,795,000

		2003 Refunding Various Purpose		October 30, 2003		27,655,000

		2004 Refunding 1996 Series A		September 21, 2004		57,045,000

		2004 LTGO Series B		Octoer 1, 2004		82,435,000

		2004 Baseball Stadium Refunding		December 21, 2004		13,195,000

		2004 Baseball Stadium Refunding		December 21, 2004		32,075,000

		Total				$   674,502,421

		Payable from Internal Service

		1996 Various Purpose Series A		February 1, 1996		$   1,745,000

		1997 Various Purpose Series G		December 1, 1997		450,000

		1999 LTGO Various Purpose A		May 1, 1999		280,000

		2001 LTGO Various Purpose		November 15, 2001		775,000

		Total				$   3,250,000

		Payable From Capital Leases

		Public Health		Various		$   309,349

		GF Issaquah D.C.		September 29, 1998		5,025,000

		King Street Center Tenants		June 1, 1997		74,385,000

		Harborview Medical Center		November 13, 2002		62,540,000

		Total				$   142,259,349

		Total LTGO Liabilities from Governmental Operations				$   820,011,770
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