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REVISED STAFF REPORT

As reported out of the Budget and Fiscal Management Committee

Proposed Substitute Ordinance 2002-0370 received a “Do Pass” recommendation and passed out of committee with one change.  The Integrated Security and Jail Health Remodel Project (ISP) was removed via a striking amendment from the proposed list of projects to be funded by the BAN.

Proposed Motion 2002-0371 received a “Do Pass” recommendation and passed out of committee with no changes to the transmitted legislation.  The tentative date of the BAN sale is scheduled for September 16, 2002, at which time council should anticipate inclusion of the proposed motion on the agenda.
SUBJECT:
Proposed Ordinance 2002-0370 would revise the list of projects previously authorized to be funded by the public sale of bond anticipation notes (BANs), and 



Proposed Motion 2002-0371 would accept the winning bid for the sale of the BAN, second issuance.

BACKGROUND:


Bond Anticipation Notes are issued by the Department of Finance to serve as a “line of credit” or short term loan.  The BAN interim financing is used prior to the issuance of councilmanic bonds to cover long term debt.  It should be noted that although projects are identified for financing by the BAN, the projects will not be funded unless the council has reviewed the project and approved expenditure authority.  

BAN short term financing is used in lieu of interfund borrowing to:

(1) obtain a lower interest rate

(2) to correspond with the adopted current expense financial plan (the 2002 adopted budget does not assume debt service for these projects until 2003)
, and

(3) to allow flexibility in determining the final amount to be financed due to construction costs that could escalate prior to completion of the project.

The initial BAN series issued is retired by the following issuance, until such time as LTGO bonds for permanent financing are sold.  Executive staff originally indicated in 2001 that two BAN issuances were anticipated – in July of 2002 and 2003.  The first issuance of a BAN, with an aggregate principal amount of $65,000,000, was sold on October 1, 2001 and is due to be paid October 1, 2002.  (BANs are sold for one year periods so that any interest accrued does not come due during the issuance period and can be included either in the second issuance or in a LTGO bond for permanent financing.)  Proposed Motion 2002-0371 would authorize the county to accept bids for the purchase of the second issuance, which is anticipated to be in the amount of $100 million and will retire the previous BAN.  The second issuance would retire the loan, any interest accrued, and any underwriter costs involved with the sale.  

Proposed Ordinance 2002-0370 would revise the list of projects previously authorized in Ordinance 14167 to be BAN funded by amending the language contained within Ordinance 14167.  Ordinance 14167 provided for the funding of three projects: the Courthouse Seismic Project (CSP), the North Rehabilitation Facility (NRF), and the Regional Communications and Emergency Control Center (RCECC).  The proposed ordinance is requesting the addition of two projects: (1) Courthouse Earthquake Repairs Project and (2) the Integrated Security and Jail Health Remodel Project.  The proposed ordinance, if approved, would also change the scope of work on the North Rehabilitation Facility (NRF) project that was previously included in the list of projects that are authorized to be financed.  

ANALYSIS:

BAN Issuance (Proposed Motion 2002-0371)
Ordinance 14167, approved by council on July 16, 2001, authorized the sale of up to $125,000,000 of BANs for interim financing of three major capital projects.  The first series BAN was sold for $65,000,000.  This first issuance BAN, which was issued for one year, is due to be paid on October 1, 2002.  

The second series BAN will retire (pay off) the initial series and will provide additional funds for the projects until the permanent financing is ultimately provided by the sale of long-term councilmanic bonds.  (The adopted CX financial plan includes placeholders for the debt service to begin on long term councilmanic bonds for these projects in 2003 for RCECC and 2004 for CSP and NRF.)  Due to the council’s adopted 5% reserve policy for the CX fund, debt service capacity would not allow for long term debt service on any of these projects prior to 2003.  

The second issuance serves as a source of repayment for the first issuance – or existing loan.  The second issuance will retire the loan, pay any interest accrued, and any underwriter costs involved with the sale.  The first issuance was sold at 3.25% and the amount of accrued interest due is approximately $2,000,000.  (Had interfund borrowing been used for the projects rather than BAN financing, the interest due to other county funds for the loan would have been $3.25 million.)  The proposed motion will authorize a sale to expire at the end of one year and was prepared by bond counsel.  It is anticipated that the second issuance interest rate could be below 2.0%.  

The sale motion will authorize the Manager of the Finance and Business Operations Division to take the steps necessary for the public sale of the BAN.  On the day of the sale, a Sale Motion will be brought before the council to accept the winning bid and to 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 2002-0371, is included in this legislative package.  

Review of Projects Previously Approved by Ordinance 14167 for Interim Financing by the BAN

Ordinance 14167 set all the terms, definitions, and conditions necessary for the issuance and sale of the BANs and authorized the sale of up to $125,000,000 for interim financing.  Ordinance 14167 provided for the funding of three projects:  

1. the Courthouse Seismic Project (CSP), 

2. the North Rehabilitation Facility (NRF), and 

3. the Regional Communications and Emergency Control Center (RCECC).  

A brief update on the status of those projects follows.

Courthouse Seismic Project (CSP)

Ordinance 14437, approved by the council on July 29, 2002, provided the final funding for the King County Courthouse Seismic Retrofit Project, approving $13.08 million.  The total cost of CSP has increased and is now estimated at approximately $83.3 million.  (See attachment 5 for funding history.)  The executive anticipates issuance of councilmanic LTGO bonds July of 2004– approximately the completion goal of the seismic retrofit and building upgrade – to permanently finance CSP.  Debt service would begin in 2004.  The BFM committee receives regular updates on the progress of the project.

Regional Communications and Emergency Control Center (RCECC)

Ordinance 14201 was approved by the council on September 16, 2001 and appropriated the final construction costs for the RCECC of $27,071,921, bringing the total project appropriation to $30,600,921.  The capital project number is #395702 and is appropriated in the Building Capital Improvement Fund.  The executive anticipates issuance of councilmanic LTGO bonds in the July 2003.  The BFM committee receives regular updates on the progress of the project.

North Rehabilitation Facility (NRF)
During the council’s review of the first series BAN, the executive proposed including approximately $22 million for planning, design and construction of replacement structures used by the North Rehabilitation Facility.  However, the first issuance of the BAN included only $1.2 million for NRF.  Although no policy or budget discussions were held regarding new construction costs at the facility for replacement of structures, the council chose to include NRF funding in the BAN, pending those discussions.  The inclusion of NRF in the BANs was to serve as a placeholder should construction and corresponding appropriation authority be approved.  

Change in Scope and Addition of New Projects  (Proposed Ordinance 2002-0370)
As noted in the background section of this report, Proposed Ordinance 2002-0370 would revise the list of projects previously authorized in Ordinance 14167 to be funded by the BANs.  Ordinance 14167 set all the terms, definitions, and conditions necessary for the issuance and sale of the BANs.  Any changes to the original projects identified for financing in the BAN authorization ordinance must be approved by the council.  The proposed legislation would amend the language contained within Ordinance 14167 by adding two new projects and changing the scope of work on the North Rehabilitation Facility (NRF) project.  

· Change in NRF Project Scope

The original scope of work for NRF was identified as the “planning, design and construction of replacement structures used by the North Rehabilitation Facility”.  The Executive now is proposing language for the “demolition of the 1940’s era buildings housing the county’s North Rehabilitation located in the City of Shoreline on the State of Washington campus”.  The Executive proposes to include $1.65 million in the BAN second issuance for this new purpose.  

King County currently leases the NRF from the State of Washington.  The Adult Justice Operation Master Plan (AJOMP), presented to the Law, Justice and Human Services (LJHS) Committee and adopted by the council in Ordinance 14430 on July 22, 2002, included preliminary details regarding the closure of NRF.  The AJOMP implementation plan is due to council on September 1 and is expected to include a proposal for the facility.  (A briefing on the implementation plan is tentatively scheduled for Committee of the Whole (COW) on September 16.)  In addition, the Executive’s proposed 2003 budget is expected to include the final details regarding closure of the facility.  

Staff have been informed that the Executive is in negotiations with the state regarding the closure of the facility.  Even with the council adopted AJOMP decision to close the facility and the Executive’s decision to terminate the current lease with the State of Washington, it is unclear - without review of the implementation plan and the final details to be included in the Executive’s 2003 proposed budget - what obligations, if any, the county has for building demolition.  

However, as noted above, proposed inclusion of NRF in the BAN would add only $1.65M in the second issuance, allowing additional financing flexibility should the council chose to appropriate additional funding at a future date.  Although specific details regarding implementation of the facility closure and the demolition of buildings have not yet been reviewed by the council, the preliminary plans for closure of NRF have been discussed.  The requested change in language regarding the scope of the project would appear to coincide with AJOMP discussions.

· Proposed Additional Projects---Proposed Ordinance 2002-0370 would amend the language to include (1) Courthouse Earthquake Repairs Project and (2) the Integrated Security and Jail Health Remodel Project.  

(1) Courthouse Earthquake Repairs Project
At the time of the Nisqually earthquake in 2001, the Executive created a $2.4 million earthquake repair reserve in the Major Maintenance Reserve Fund (MMRF) - to finance emerging repairs - by holding certain major maintenance projects to free up funds.  MMRF was approved as a funding source because in the emergency situation, the council wanted to be sure that expenditure authority was in place, should immediate funding be required.  The projects put on hold were:

Courthouse 4th and James Sidewalk Replacement

Courthouse Cornice Repair 

Courthouse Window Repair

Courthouse Elevator Door Operators

Courthouse Jury Room Refurbishment

Regional Justice Center Pneumatic Tube Repair

The MMRF $2.4 million earthquake repair reserve project was not used in 2001 to finance earthquake repairs.  Interfund borrowing was used for any emergency repairs instead due to a lower interest rate.  (The MMRF model assumes a 6% interest rate, while interfund borrowing is currently at 3.6%.)  Staff to staff discussions continue regarding MMRF fund management and the committee will be further apprised of its status in continuing MMRF briefings.  The MMRF reserve for earthquake repairs project is not directly related to the BAN financing.

The BFM committee has been briefed regularly on the status of the Nisqually Earthquake Projects, which are listed in Attachment 7 to this report.  As shown in that attachment, the estimated county liability after reimbursement by FEMA at 75% of the project costs, reimbursement by the state at 12.5% of the project costs, and the insurance company after the deductible, is estimated to be $2,867,132.  This gap between reimbursements and the actual cost of repairs is the amount proposed to be included in the BAN financing.

(2) Integrated Security and Jail Health Remodel Project (ISP)

The ISP has an extensive history (see attachment 8).  A King County Corrections Facility (KCCF) jail health remodel was approved in 1991 and was included as a component of the 1991 Regional Justice Center (RJC) levy and was budgeted at $3.2 million.  The initial funding for that remodel was included in the 1992 corrections Ordinance 10251 and adopted at $3.5 million.  In late 1994 and early 1995, a second project was identified to replace worn security electronics in the KCCF.  

The 2002 adopted budget includes $2.71 in the MMRF for the KCCF Elevator Upgrades, but expenditures were restricted by proviso until a detailed project plan for the jail health remodel, elevators, security project and any related projects are provided to the council for approval.  The proviso response has not been received by the council, consequently the funding has not been released.  As noted in a June 5 briefing during BFM, the construction may not begin until summer of 2003.  

Due to the council’s continued deliberation of the ISP project, the Executive has agreed not to include the ISP in the projects listed for proposed BAN financing.

A possible third issuance of the BAN could occur next year.  Should council review of the scope, schedule and budget move forward for ISP and if appropriation authority is granted, the Executive has proposed a interim financing scenario that would use $1.3 million from the RJC levy that is currently in the Criminal Justice Fund.  The Executive could also use interfund borrowing as an interim financing tool.  Although this scenario would be more expensive in the short term, it would allow the council ample time to review the total project.

Long Term Financing – CX Debt Service

Short-term interim financing (BAN) is reasonable until project construction is complete and costs are finalized.  When permanent bonds are issued for the projects, the BAN interest will be capitalized into the projects and debt service will be charged back to CX fund balance.  

The second quarter report from the budget office indicates that the CX fund is currently carrying debt service in the amount of $13,493,382.  The debt service plan included with the 2002 budget, Attachment 9, shows a reduction in debt service for 1986C series bonds.  Anticipated long term bond financing debt for the projects funded in the BAN are projected to begin for the RCECC in 2003, CSP in 2004, and NRF in 2004.  

The Executive’s proposed financing plan was reviewed in BFM on July 3, 2002.  A copy of the plan, which shows the new proposed schedule compared to the CX debt service schedule adopted with 2002 budget, is included as Attachment 10 to the staff report.  Highlights of the July 3, 2002 discussion show that project CX debt service is lower than currently assumed in the adopted financial plan from 2003 through 2007.  The effect of this is to slightly narrow the projected shortfall in CX by 0.3% in 2003, 0.9% in 2004.

This is generally being accomplished by a combination of pushing the actual issuance of debt further out to reflect schedule delays and utilizing existing placeholder debt service capacity for the North Rehabilitation Facility Project which the executive no longer recommends.  In addition, the total amount estimated for financing has been decreased for some projects and increased for others.  The long term financing – or councilmanic bonds – for CSP, RCECC, NRF, ISP and earthquake projects included in this BAN are identified in the long term projections in the plan.
Striking Amendment

A striking amendment to Proposed Ordinance 2002-0371 has been prepared that would delete the addition of the Integrated Security and Jail Health Remodel Project (ISP) from the proposed legislation.  The Executive has agreed not to include the ISP project in the proposed ordinance.  Although the BAN is an interim financing tool and projects must have received expenditure authority from the council to proceed with funding, no extensive policy or budgetary discussions have occurred regarding this project.  The Executive has stated in the transmittal letter that the ISP project will be included in his proposed 2003 budget.  The striking amendment removes this placeholder from the BAN project list until the council has had ample time for review and due diligence regarding this project.  

Reasonableness

Proposed Motion 2002-0371

The first issuance is due to be paid on October 1, 2002.  Therefore, if the proposed motion is not approved by council prior to the October 1 due date, interfund borrowing would be required to make the payment.  As noted earlier in the report, the interfund borrowing rate is 3.6% and would be higher than the anticipated second issuance rate below 2.0%, which saves almost $1.25 million in interest costs.

Because the first issuance of the BAN in the amount of $65,000,000 is due, it would constitute a reasonable business decision to approve the proposed motion for the second issuance.  The second issuance would repay the BAN and incorporate any transaction costs and accrued interest, as well as establish the line of credit to proceed on the projects included in Ordinance 14167.

Proposed Ordinance 2002-0370

Savings on the included projects would be gained from lower interest rates and from processing costs and fees to underwriters, etc.  It should be noted that the BAN is a financing mechanism and that the funds can not be expended until the council has approved appropriation authority.

The council has approved expenditure authority for the construction of CSP and RCECC and has also reviewed and approved projects for earthquake repairs.  The AJOMP briefings regarding the closure of NRF have continued, noting the plan for closure of the facility.  Consequently, the change in NRF scope to demolish buildings rather than replace structures would appear to coincide with closure plans.  These projects all appear to be reasonable for BAN financing.  

Because the Executive has agreed to remove the ISP from the list of projects approved for BAN financing (as proposed in the striking amendment), approval of Proposed Ordinance 2002-0370 would appear to be a reasonable business decision.

INVITED:

· Steve Call, Director, Budget Office

· Bob Williams, Budget Office

· Nigel Lewis, Department of Finance

· Jim Hattori, Financial Advisor

· Dan Gottlieb, Bond Counsel

� The CX financial plan does not include debt service for BANs.  Any interest accrued on the principal of the BAN or underwriter costs are included in the second issuance amount.  When the permanent financing is in place, debt service for the bonds is then included in the CX financial plan.  (The executive proposes to sell bonds for permanent financing in 2003 and 2004.)
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