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STAFF REPORT
SUBJECT:
Authorizing the Executive to issue up to $107.5 million of limited tax general obligation (LTGO) bonds to refund outstanding 1993 and 1996 bonds.

BACKGROUND:

The 1993 Series B and 1996 Series A bonds were originally sold to refund outstanding bonds and provide new funding for capital projects. The 1993B bond issue totaled $109.4 million to fund regional open space acquisition, improvements to Harborview Medical Center, the Courthouse and Kingdome and to provide grants for the construction of cultural facilities. Over 90 percent of the debt service on the outstanding 1993B bonds is backed by the Conservation Futures Tax (CFT) fund and the remainder is split between the Current Expense (CX) Fund and the Hotel-Motel tax. Currently, $42.1 million of the 1993B bonds remains outstanding with interest rates ranging from 4.50 to 4.75 percent.
The 1996A bond issue totaled $105.3 million to fund repairs to the Kingdome roof, surface water management projects and arts and farmland protection projects through the Council’s Arts and Natural Resources Initiative.  The 1996B bonds are backed by the Hotel-Motel Tax (55 percent); the CX Fund (29 percent) and the Surface Water Management Fund (13 percent). A total of $69.1 million in bonds are outstanding with interest rates ranging from 5.00 to 5.25 percent. 
SUMMARY:

The county has an opportunity to reduce debt service payments by refunding all or a portion of the outstanding 1993 Series B bonds and a portion of the 1996 Series A bonds up to $107.5 million. After the bonds are sold, the savings will be reflected in the financial plans for each fund paying the debt service on the bonds.

The proposed refunding is a current refunding for the 1993B bonds and an advance refunding for the 1996A bonds. A current refunding means the county may redeem outstanding bonds within 90 days before or anytime after the call date
.  The call date for the 1993B bonds was January 1, 2004. An advance refunding is one in which the call date on the bonds is in the future by more than 90 days. The call date on the 1996A bonds is January 1, 2006. The county financial guidelines indicate that advance refunding should yield a present value savings of at least five percent of the amount of bonds being refunded. This is mainly due to the fact that bonds may be advance refunded only once. The five percent savings target does not apply to current refundings. 

Proposed Ordinance 2004-0161 sets all the terms, definitions, and conditions necessary for the potential issuance and sale of bonds.  The County’s bond counsel prepared the ordinance and motion.  The proposed ordinance delegates authority to the Finance Manager to take the steps necessary for the public sale of the bonds.  The proposed ordinance would provide the authority (for one year) for the Finance Manager, in consultation with the County’s financial advisors, to determine the timing and packaging of the refunding bonds up to a limit of $107.5 million.   
On the day of the sale, a Sale Motion will be brought before the Council to accept the winning bid, if a competitive sale, or accept the purchase contract, if a negotiated sale.  The motion also sets the interest rates and other terms of the debt.  The ordinance allows the Finance Division to refund the bonds in two series to take advantage of market conditions. Therefore, the Executive has transmitted two motions: Proposed Motions 2004-0162 and 2004-0163 which serve as placeholders for the sale motions to approve the purchase contract or winning bids for both bond issues.

ANALYSIS:
LTGO bonds (also known as councilmanic bonds) are issued by the county to finance “big ticket” capital projects and to refund outstanding bonds when interest rates fall and debt service payments can be reduced.  

Proposed Ordinance 2004-0161 would implement the financing mechanism to lower the debt service paid by various county funds, thereby realizing savings to taxpayers. However, the Finance Division has indicated that the refunding is not viable at this time due to the recent rise in interest rates.  However, rates may fall in the near term to the point where savings can be achieved.  The ordinance is intended to provide authority so that the Finance Manager can act quickly to take advantage of decreases in rates.

The ordinance provides that the Finance Manager, in consultation with the County’s financial advisor, 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.  
The typical practice of the BFM Committee is to pass the bond ordinance with a DO PASS recommendation, assuming the committee approves that option. The practice regarding sales motions is to pass these without recommendation. At the time of sale, the motion(s) are presented to the Council for action with the specific terms and conditions inserted into the body of the legislation.
REASONABLENESS:

Refunding bonds to take advantage of lower interest rates is a very good business strategy.  This proposed ordinance will put the Finance Manager in position to quickly respond to the interest rate market if rates drop to the point that a refunding can achieve the target savings of five percent of present value.  As such, approval of this ordinance is therefore a reasonable policy and business decision.

INVITED:

Bob Cowan, Director, King County Finance Division

Dan, Gottlieb, Bond Counsel, Gottlieb, Fisher and Andrews

Jim Hattori, Financial Advisor to King County

Nigel Lewis, Senior Financial Analyst, King County Finance Division

ATTACHMENTS:


1.  Proposed Ordinance 2004-0161
2.  Proposed Motion 2004-0162
3.  Proposed Motion 2004-0163

4.  Executive transmittal letter dated March 22, 2004
� The call date is the date on which the county is authorized to redeem bonds prior to their maturity date. Typically, the call date is 10 years after the bonds are sold.
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