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March 20, 2012
The Honorable Larry Gossett
Chair, King County Council

Room 1200

C O U R T H O U S E 

Dear Councilmember Gossett:

The enclosed ordinance would authorize the issuance of general obligation bonds (GO bonds) for the sole purpose of reducing future debt service costs by refinancing any of King County’s outstanding general obligation bonds, including all such new bonds to be issued in the future.  The proposed legislation would enhance the County’s ability to take advantage of historical low interest rates and is consistent with the financial stewardship goal in King County’s Strategic Plan.  We would therefore like to request the council’s expeditious review. 
The adoption of this ordinance would mark a significant departure from the County’s past practice for refinancing GO bonds (referred to as “refundings”).  Historically, whenever financial market conditions would improve, selected issues of outstanding GO bonds would be identified as refunding candidates based on achieving the relevant threshold debt service saving targets, as specified in the County’s adopted Debt Management Policy (Motion 12660).  An ordinance would then be transmitted to permit the issuance of new bonds to refund such candidates and, once adopted, the County would proceed with the refunding.
As proposed, the King County Council would delegate authority to the Director of the Finance and Business Operations Division (Finance Director) to approve refunding bond sales.  However, such proposed delegation of authority is conditioned on the Finance Director providing prior notification of planned refundings to the County’s Executive Finance Committee (EFC) and further obtaining EFC approval of the sales.  The EFC includes the Council’s chair of the Budget and Fiscal Management Committee and three other members from the Executive Branch: the Director of the Office of Performance, Strategy and Budget; the Finance Director; and the County Administrative Officer.
The substitution of the EFC’s approval for that of the King County Council’s will expedite refundings so that the County is able to take full advantage of lower interest rates and reduced borrowing costs.  Since the EFC is already responsible for countywide debt management policies and oversight of the County’s investment pool, this new responsibility for authorizing refunding sales is consistent with the EFC’s broad financial purview.
While the historical practice of preparing separate refunding ordinances and sale motions has generally worked well, it does have drawbacks.  First, it is unnecessarily cumbersome in terms of requiring repeated legislative action.  Second, and much more importantly, it does not provide sufficient flexibility for the County to quickly take advantage of changes in market conditions.  Often, by the time that the necessary legislation is prepared, transmitted and adopted, a process which can take a considerable amount of time, the opportunity to achieve the required savings from refunding such bonds will have passed.
The proposed legislation would instead simply authorize the refunding of any outstanding GO bonds and, with the inclusion of appropriate language in the relevant ordinances, future GO bonds as well.  With the need to obtain legislative authority eliminated, the time between identifying potential refunding candidates and effecting a refunding transaction would be significantly reduced, lowering the chance that intervening adverse changes in financial market conditions will have eliminated the opportunity.
Under the proposed ordinance, the Finance Director would proceed with any refunding that is expected to meet the County’s debt service savings targets subject to a requirement to provide at least 28 days prior notification of any planned sale to the EFC.  Assuming EFC support for the refunding, the Finance Director would be authorized to either accept the winning bid for such bonds in the case of a competitive sale or execute a bond purchase agreement in the case of a negotiated sale.  However, the Finance Director’s exercise of such delegated authority is conditioned on obtaining the approval of the EFC, either at a meeting prior to or on the actual day of the sale.  Such delegation of authority to the Finance Director will eliminate the current need to have a separate Sale Motion adopted by the Council on the day of a sale.  This offers two advantages that may potentially be significant.
First, there are weeks during the course of the calendar year when it is currently either impossible or difficult to schedule bond sales because the Council is either in recess or occupied with other business, most notably the annual budget.  The inability to sell refunding bonds during such weeks may mean that the County is unable to take advantage of unusually favorable market conditions.  The requested delegation of authority to the Finance Director would permit the sale of refunding bonds to take place during such weeks, potentially resulting in lower borrowing costs for the County.
Second, the current need to have a Sale Motion adopted forces the County to hold all of its bond sales on a Monday.  While it has sometimes been alleged that such timing works to the detriment of the County’s pricings because of the greater risk of market-moving news events over the preceding weekend, it is highly doubtful that there has been any such systematic adverse impact on the County.  However, as the municipal marketplace has evolved in recent years, it has become somewhat more common to hold retail order periods one to two days prior to offering bonds to institutional investors.  Holding such retail order periods is more difficult when the sale to institutional investors is delayed to the subsequent week, as currently must be the case for the County’s Monday sales.  The requested delegation of authority to the Finance Director would permit the sale of refunding bonds to take place on days of the week other than Mondays and would facilitate such retail order periods.  In addition, the County would no longer be constrained by avoiding refunding bond sales on Mondays coinciding with County holidays, thereby providing more options for the County to capture favorable market conditions that may occur.
At this time, the proposed ordinance would only apply to GO bonds and would not affect the current process for refunding sewer revenue bonds or the refunding of double-barreled Limited Tax General Obligation bonds which pledge sewer revenues backed by the County’s full faith and credit.  The County currently has sufficient flexibility to refund bonds for the Wastewater Treatment Division based on current bond authorization ordinances.  However, because the advantages described above apply to all types of refundings, we will consider developing a similar ordinance for expediting Wastewater bonds later this year.
If you have any questions in this regard, please call Ken Guy, Director of the Finance and Business Operations Division, at 206-263-9254, or Nigel Lewis, Senior Debt Analyst in the Treasury Operations Section, at 206-296-1168.
Sincerely,

Dow Constantine
King County Executive
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ATTN:  Cindy Domingo, Acting Chief of Staff
  Mark Melroy, Senior Principal Legislative Analyst, BFM Committee
  Anne Noris, Clerk of the Council


Fred Jarrett, Deputy County Executive, King County Executive Office (KCEO)


Rhonda Berry, Assistant Deputy County Executive, KCEO

   Carrie S. Cihak, Chief Advisor, Policy and Strategic Initiatives, KCEO
Dwight Dively, Director, Office of Performance, Strategy and Budget
Caroline Whalen, County Administrative Officer, Department of Executive 
    Services (DES)

Ken Guy, Director, Finance and Business Operations Division (FBOD), DES


Nigel Lewis, Senior Debt Analyst, Treasury Operations, FBOD, DES[image: image1.emf] 
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