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SUBJECT:

This package of legislation would authorize issuance of refunding bonds in an amount not to exceed $575 million if the right financial conditions exist to meet refunding policies. These refunding bonds will reduce debt service payments of the County. 
BACKGROUND:

Advanced Refunding

When bonds are issued, they include a “call date” or a date on which the county can pay off the bond early. With most County bonds this is after ten years. The County can also use a process called advanced refunding to take full advantage of good market conditions. When advanced refunding occurs, refunding bonds are sold. The sale is structured so that bond proceeds of the new bonds, including interest to be earned on investment of the proceeds, are sufficient to pay off the “old” bonds at the call date. The proceeds are placed into an escrow account.  When the call date is reached the original bonds are paid off from the escrow account and the county is left with a smaller debt service payment. The County’s current financial policies dictate that a minimum of 5% present value savings be achieved before an advance refunding can occur. There is no such requirement for current refunding (refunding of a bond which has already reached its call date). 

Revenue Bonds

As the name would imply, these bonds pledge future revenues, in this case, future sewer revenues towards the repayment of the obligation. Some prior issuances of bonds to support the Capital Improvement Program have been sold as Limited Tax General Obligation bonds. When selling LTGO bonds (see Table 1 for examples) on behalf of the enterprise fund, the County pledges not just revenues from future enterprise operations, but also pledges the limited “full faith and credit” of the County towards repayment of the bonds.  This allows the enterprise fund to take advantage of the County’s LTGO credit rating.

In these cases, the enterprise fund is also required to provide compensation for use of the higher credit rating to the County’s general fund. This compensation is referred to as a “credit enhancement payment.” This ordinance would authorize the issuance of refunding LTGO bonds backed with sewer revenue bonds. Currently “un-enhanced” sewer revenue bonds are rated one level below the County’s LTGO debt by Moody’s and Standard & Poors.  

Table 1: County Bond Ratings

	County Bond Ratings

	 
	Moody's 
	Standard & Poors

	LTGO Bond
	Aa1
	AAA

	Sewer Bonds
	A1
	AA

	Highest Possible Rating
	Aaa
	AAA

	# of levels different between Sewer and LTGO
	1
	1

	
	
	


Limited Tax General Obligation Bonds:
LTGO bonds (also known as council manic bonds) are the other type of bonds commonly issued by the County. These bonds include a promise of the full faith and credit of the issuing agency. This means that the promise extends only to the taxing authority of the County without a vote of the people.  Bonds issued with voter approval are referred to as unlimited tax general obligation bonds or simply general obligation bonds.
ANALYSIS:


This ordinance would authorize the Finance Manager to issue refunding bonds within one year of the effective date of these ordinances. The Executive has transmitted ordinances that would cover bond issues that could be refunded if interest rates were to lower by twenty-five basis points. As a point of reference, one basis point is 1/100 of one percent. If the policy threshold of 5% present value savings cannot be achieved, the refunding bonds will not be issued. 

Proposed Ordinance 2007-0190 would authorize the refunding of existing wastewater utility debt in an aggregate amount not to exceed $440,000,000. These bonds are LTGO bonds backed with sewer revenues. If a 5% present value can be achieved during 2007, the resulting annual debt service payments would be approximately $1.4 million lower for the remaining twenty eight years on the outstanding debt. These are rough estimates as the final financial savings will not be known until the actual bonds are sold. 
Proposed Ordinance 2007-0192 would authorize the refunding of existing LTGO debt in an aggregate amount not to exceed $75 million. If a 5% present value savings can be achieved on the full amount authorized by this ordinance, the savings would result in reduced debt service payments of approximately $475,000 per year for the remaining ten years of the bonds. 

Proposed Ordinance 2007-0194 would authorize the issuance of refunding bonds in an aggregate amount not to exceed $60 million. The bonds that would be refunded by this issuance are LTGO bonds backed by hotel-motel taxes. The original bond issuance was used to finance repairs to the Kingdome. If 5% present value savings can be achieved on this issue, the resulting debt service payments will be approximately $450,000 lower per year for the remaining 8 years on the bonds. 

Proposed Motions 2007-0191 and 2007-0193, and 2007-0195 which accompanied the proposed ordinances, are drafts of typical motions that would accept the winning bid or approve a purchase contract for the sale of the bonds. In the case of an actual sale or sales, a revised motion would be prepared for each sale and presented at full Council on the day of the sale. 

REASONABLENESS: 

Proposed Ordinances 2007-0190, 2007-0192 and 2007-0194 would allow the County to reduce debt service payments on existing King County debt. These refunding bonds would not be issued if the County cannot achieve at least a 5% present value savings on the existing bonds. Adoption of these ordinances constitutes a reasonable business decision.  

Proposed Motions 2007-0191, 2007-0193, and 2007-0195 are draft sale motions typical of what will be brought to the Council for final approval on the day of the bond sale. The Committee should pass these motions without recommendation because the final details of the sale are not yet known. 

INVITED:


Nigel Lewis, Senior Debt Analyst, Finance Division

Bob Cowan, Director, Office of Management and Budget
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