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Metropolitan King County Council

Budget & Fiscal Management Committee

AGENDA ITEM No.:
_________


DATE: September 30, 2002



PROPOSED No.:
2002-0452 O



PREPARED BY:    William Nogle  




2002-0451 M
REVISED

STAFF REPORT
2002-0452 O Passed out of Budget and Fiscal Management Committee on September 25, 2002 with a DO PASS recommendation.
2002-0451 M Passed out of Budget and Fiscal Management Committee on September 25, 2002 with no recommendation and will be held for action at full council until the actual date of sale.
SUBJECT:

Proposed ORDINANCE 2002-0452 authorizes the issuance of up to $75 million of Limited Tax General Obligation (LTGO) Bonds in order to refund certain currently outstanding transit enterprise bonds.  Proposed MOTION 2002-0451 is the companion legislation accepting the offer of the underwriter to purchase the aforementioned bonds. 
SUMMARY:
Proposed ORDINANCE 2002-0452 would authorize the issuance and sale of limited tax general obligation (LTGO) bonds in an aggregate principal amount not to exceed $75 million to provide funds to refund certain currently outstanding 1993 transit bonds.  The 1993 bonds were themselves a refunding issue that took advantage of lower municipal bond market interest rates.  The 1993 bonds are callable on January 1, 2003 and a total of $66,880,000 of these bonds are outstanding.  The original bonds were issued by the Municipality of Metropolitan Seattle (“Metro”) prior to King County assuming the rights, powers, functions and obligations of Metro in 1994. 
The debt service on the refunded bonds comes from a two-tenths of 1% sales and use tax that was approved by voters at elections in 1972 and 1980.  This funding source will be pledged by the provisions of the ordinance to pay debt service on the 2002 refunding bonds.  The 1993 bonds, being fully defeased, shall be deemed no longer outstanding.  
ANALYSIS:
Interest rates for municipal bonds have been trending down for the past several months.  The 1993 bonds that would be refunded carry interest rates ranging from 5.1% to 5.625%.  An analysis of the potential savings of refunding these bonds was prepared by UBS Paine Webber, the proposed underwriter for the refunding bonds, on September 17, 2002.  Paine Webber based their analysis on the market conditions at that time.  Paine Webber’s analysis indicated that yields on the new bonds would range from 1.6% to 4.5%.  In present value terms, the County would save approximately $5.9 million over the life of the bonds.  In percentage terms the savings would amount to 8.91% of the refunded bonds.
The proposed refunding is a “current” refunding, meaning that the refunding bonds are to be issued within 90 days of the call date of the bonds being refunded.  As such, the Council’s guideline for “advance” refundings that present value savings be a minimum of 5% of the amount of bonds being refunded does not apply.  However, the Paine Webber analysis indicates that savings will exceed the guideline anyway.  Market conditions can change rapidly;  thus, there is no guarantee that interest rates will continue to be as favorable as they are today or that the present value savings will be as much as the Paine Webber analysis indicates.   The Finance Manager anticipates pricing of the bonds approximately two weeks after the Council approves this ordinance.  So, chances are very good that the County will realize the very favorable rates that we are now seeing in the municipal bond market.  
The ordinance provides that the Finance Manager, in consultation with the County’s financial advisor, will determine whether the bonds shall be sold by negotiated sale or by competitive bid.  The Finance Manager has indicated that the complexity of the issuance of refunding bonds makes a negotiated sale more feasible than a competitive sale.  
REASONABLENESS:
Proposed Ordinance 2002-0452 and the placeholder motion reflect good business practice to refund outstanding bonds and realize interest savings.  Council adoption of this legislation would be a reasonable business decision.
INVITED:
Bob Cowan, Director, Department of Finance
Nigel Lewis, Senior Budget and Finance Analyst, Department of Finance

Hugh Spitzer, Bond Counsel, Foster Pepper

Jim Hattori, Financial Advisor to King County
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