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SUBJECT:


PROPOSED ORDINANCE 2004-0091 would authorize the issuance of unlimited tax general obligation bonds in order to provide funding for Harborview Medical Center capital improvements.  The maximum amount of bonds that could be issued under this ordinance is $164,000,000.
BACKGROUND:


In September 2000, the voters of King County approved the issuance of $193.13 million of unlimited tax general obligation bonds for capital projects at Harborview Medical Center.  The levy the voters approved is an excess levy – and required a supermajority (60%) yes vote.
The Council in April 2003 (Motion 11684), approved the following project elements:

· Seismic stabilization of the east wing inpatient facility.

· Elimination of two older buildings due to seismic risk.

· Construction of new facilities to house the displaced functions.

· Expanded critical care capacity

The various projects approved by the Council in April 2003 were estimated to cost a total of $263.2 million.  The difference between the estimated cost of $263.2 million and the $193.13 million in bonds would be paid for by Harborview operating revenues and interest to be earned on the investment of the bond proceeds.

The following table summarizes the project funding.

	Funding Source
	Amount

	King County’s $193.13 million voter-approved bonds – net of issuance costs of $1,930,000
	$191,200,000

	Harborview revenues
	55,987,000

	Interest earnings
	16,013,000

	          Total
	$263,200,000


The Council in August 2003 (Ordinance 14744) approved a change in scope for the project that added:

· One floor of parking for 150 vehicles at the new Ninth and Jefferson Building (NJB)

· The addition of two “shelled” floors at the NJB

· Tenant improvements for the two “shelled” floors

This change in scope has added $29.6 million to the total cost of the project.  However, the amount of bonds that the voters approved will not change because of these scope changes.  Instead, Harborview and the University of Washington have committed to providing the additional revenues needed to fund the additional project work.

The following table shows the current total project cost estimate.

	Project Element
	Estimated Cost

	Project administration
	$2,500,000

	Independent consultants
	500,000

	Art
	2,000,000

	Land and mitigation
	2,340,000

	Core U/W managed costs
	5,024,000

	Construction
	279,168,000

	Project savings reserve
	1,268,000

	            Total
	$292,800,000


As is apparent from the table above, the total project is now estimated to cost $292.8 million.  This is an increase of $29.6 million over the original project estimate.  As noted above, Harborview and the UW have committed to providing the additional funding for this change in scope.  The following table summarizes the changes between the current funding plan and the original funding plan.

	Funding Source
	Original Amount
	Change
	Revised Amount

	King County’s voter-approved bonds - net of $390,000 issuance costs and bond premium
	$191,200,000
	1,540,000
	$192,740,000

	Harborview and UW revenues
	55,987,000
	29,600,000
	85,587,000

	Interest earnings
	16,013,000
	(1,540,000)
	14,473,000

	            Total
	$263,200,000
	$29,600,000
	$292,800,000


The changes in the project and project funding are discussed in the Analysis section of this staff report.

SUMMARY:

A series of bonds are needed for this capital program.  Proposed Ordinance 2004-0091 will authorize the Finance and Business Operations Division (FBOD) of the Department of Executive Services to proceed with the issuance and public sale of the next two series of bonds needed to fund the Harborview Medical Center capital improvements.  The par amount of bonds to be issued under this ordinance is $164,000,000.  These bonds are unlimited tax general obligation bonds.  They are being issued pursuant to a vote in September 2000 by the people of King County whereby the voters agreed to property tax levies sufficient to pay the debt service on a total of $193.13 million of bonds over a maximum period of 20 years.
This would be the second issuance of bonds for this project.  The first issuance was in 2001 in the par amount of $29.13 million.  (The debt service schedule for these bonds is included in this staff report as Attachment 5).  The bonds to be issued in April in the amount of $110 million, plus the final series of bonds in September in the amount of $54 million will bring the total to the $193.13 million authorized by the voters.
	Bonds Series
	Amount of Issue

	2001 Bonds
	$29,130,000

	April 2004 Bonds
	110,000,000

	September 2004 Bonds
	54,000,000

	           Total
	$193,130,000


ANALYSIS

Timing of Issuance of Voter-Approved Bonds – Multiple Series
In 2000 and 2001, when the original financing plan was developed, the County was able to earn over 6% on investment of the bond proceeds.  The investment market has declined markedly over the years so that now, the County is realizing net yield of approximately 3.8% on investments.  While the rate the County is realizing on investments has dropped, the rate the County must pay on bond issues has remained basically the same at around 4.75%.

The original financing plan assumed that over $16 million would be available for project funding from interest earnings.  The decline in rates noted above has necessitated revising this estimate downward to about $14.5 million.  The Executive has estimated that this difference of $1.5 million will be made up by issuing the bonds at a slight premium.  This will have the effect of providing more net bond proceeds with the trade-off being very slightly higher interest rates on the bonds.
In order to achieve the new interest earnings estimate of $14.5 million and increase the net bond proceeds to offset the loss of interest earnings, the Executive has proposed an acceleration of the issuance of the remaining bonds.  So, instead of the original plan of issuing bonds in 2001, 2004, and 2007, the new plan is to issue the remaining bonds in two series this year.  The first series of $110 million would be issued in April.  The remaining $54 million would then be issued in late August/early September.

Arbitrage

The timing of the issuance of bonds has been revised to also address the need to comply with expenditure of bond proceeds timeframes that are established in the Internal Revenue Code (IRC).  These regulations are designed to prevent municipalities from profiting by issuing tax-exempt bonds at low interest rates and investing the proceeds of the bonds at higher interest rates.
  The potential profit from this type of scheme is referred to as arbitrage.  Staff has reviewed the projections of cash flow and the IRC regulations concerning arbitrage.  The cash flow as projected appears to reasonably address the IRC requirements so that the County will be in compliance.

Bond Provisions

Proposed Ordinance 2004-0091 sets all the terms, definitions, and conditions necessary for the potential issuance and sale of the bonds.  The County’s bond counsel prepared the ordinance and motions.  The proposed ordinance delegates authority to the Finance Manager to take the steps necessary for the public sale of the bonds.  

On the days of the sales, a Sale Motion will be brought before the Council to accept the winning bid or the selected underwriter and to fix the interest rates and other terms of the debt.  To initiate the necessary Council process prior to such dates, two placeholders of sales motions, Proposed Motion 2004-0092 and 2004-0093, were included in this legislative package.  Current plans of the Harborview Bond Program project call for $110 million in bonds to be issued in April and $54 million in September.
Ratings
Currently, the County enjoys an AA+ rating from Standard & Poor’s (S&P) on its Unlimited Tax General Obligation bonds.  A rating of AA+ is only very slightly below S&P’s highest rating of AAA.  The rating essentially means that the issuer’s capacity to meet its financial commitments is very strong.  Moody’s Investor’s Service has assigned an Aaa rating to the County’s past UTGO bonds, their highest rating.
Future LTGO Bonds

As noted above, the Council approved an expansion in scope for this project in September 2003.  The scope change was requested by HMC in order to add parking, two additional floors to the NJB, and for tenant improvements for the additional floors.  In order to fund these additions, HMC has negotiated a Facilities Use and Reimbursement Agreement with the University of Washington and has committed parking operating revenues.  However, the upfront financing for these scope additions and other portions of the project will need to be provided in part by $47.8 million of the County’s limited tax general obligation (LTGO) bonds, to be issued in 2008.
Review of the cash flow and operations projections for the parking program and the terms of the Facilities Use and Reimbursement Agreement indicate these revenue sources will be sufficient to pay the debt service on the LTGO bonds.  Thus, there would be no impact on the County’s financial resources.
As noted above, limited tax general obligation bonds will be issued in 2008 in the principal amount of $47.8 million.  Harborview Medical Center has pledged to pay the debt service on these bonds with parking revenue surpluses (estimated at $1.6 million annually) and the revenue from the Facilities Use and Reimbursement Agreement executed between HMC and the University of Washington (estimated at $2.3 million annually).

REASONABLENESS
Proposed Ordinance 2004-0091 and the placeholder motions (2004-0092 and 2004-0093) are consistent with previous Council actions.  The BFM Committee was briefed on the Harborview Medical Center projects on March 10.  The projects are proceeding in accordance with plans.  This legislation will provide the next phase of financing for the projects.  The County’s commitment to issue voter-approved bonds has not changed from what was approved by the voters in 2000.
INVITED:


· Bob Cowan, Manager, Finance and Business Operations Division
· Nigel Lewis, Senior Budget and Finance Analyst, Finance and Business Operations Division
· David Thompson, Bond Counsel, Preston Gates & Ellis

· Jim Hattori, Financial Advisor to King County

· Bob Williams, Senior Fiscal Analyst, Facilities Maintenance Division
ATTACHMENTS:

None
� Under the IRC in general, municipal corporations must rebate to the federal government the excess of interest earned on the investment of bond proceeds over the interest paid on the bonds.  The amount of bonds that can be issued must be correlated with the cash flow forecasts so that there is a reasonable expectation that 85% of the bond proceeds will be spent within 36 months.  Meeting this goal allows the County to issue the bonds, invest the bond proceeds, and use the interest earnings on the project.  Any arbitrage that is realized is then paid to the federal government.  In the current market, the County is not able to realize interest earnings on investments that are in excess of the interest being paid on the bonds.  Therefore, there will not likely be any arbitrage earnings that must be rebated to the federal government.
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