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COMMITTEE ACTION

	
Proposed Substitute Ordinance 2021-0161.2 authorizing the issuance of up to $806 million in limited tax general obligation (LTGO) bonds to provide financing for County capital projects and refunding bonds to refinance outstanding LTGO bonds, as well as, revising the authority of the Finance Director regarding the sale of those bonds, passed out of committee on April 20,2021, with a “Do Pass” recommendation. The Ordinance was amended in committee with Amendment 1 to Attach Attachment A "Bond Form" to the Proposed Ordinance.




SUBJECT

Authorizing the issuance of up to $806 million in limited tax general obligation (LTGO) bonds to provide financing for County capital projects and refunding bonds to refinance outstanding LTGO bonds, as well as, revising the authority of the Finance Director regarding the sale of those bonds. 

SUMMARY

The proposed ordinance would authorize the Executive to issue up to $806 million in LTGO "project bonds" to provide financing for approximately $785.5 million of County capital projects with an allowance of approximately $20.5 million to cover potential financing considerations for those projects. Most of the projects covered under the proposed authorization were previously approved by the Council through various appropriations ordinances. Funding authorization for the Jail Management System Project, however, has yet to be approved by the Council. According to the Executive, legislation for the Jail Management System Project is expected to be transmitted in June 2021 and no bonds will be issued for this project until the Council approves the corresponding legislation.

[bookmark: _Hlk69294667]The proposed ordinance would also authorize the Executive to issue "refunding bonds" to refinance any outstanding LTGO bonds, as well as, any project bonds issued pursuant to the proposed ordinance, in order to achieve future debt service savings. Additionally, the proposed ordinance would allow the Director of the Finance and Business Operations Division of the Department of Executive Services (Finance Director) to approve the sale of project bonds and refunding bonds directly and without Council approval by sale motion, as is the current practice. This authority would expire after two years. The Finance Director would also be required to submit an annual report to Council describing each series of bonds sold during the prior calendar year. 
 
If approved by the Council, the Executive expects the first issuance of bonds pursuant to the proposed ordinance would occur in May or June 2021.   

BACKGROUND 

Debt Instruments.  King County typically uses three types of long-term debt instruments: 

1. Unlimited Tax General Obligation Bonds (UTGO).  This debt is payable from voter-approved tax levies.  The Harborview Medical Center bonds approved by voters last November[footnoteRef:1] are an example of current UTGO bonds issued by the County.  The Executive is planning to transmit a proposed bond ordinance to issue these bonds sometime this year. [1:  Ordinance 19117] 


1. Limited Tax General Obligation Bonds (LTGO).  These bonds are backed by the full faith and credit of the County.  These bonds can be issued by the County without voter approval and are the bonds typically being referred to when discussing the County’s credit rating.  Although ultimately pledging general fund revenues, LTGO debt is often also issued for the benefit of other funds that can document sufficient future revenues to pay the debt service.  This is the most common county debt issuance and King County typically has several LTGO bond sales each year. 

1. Revenue Bonds.  Revenue bonds are those backed by revenues by a particular source and are not backed by the full faith and credit of the County. Typically, these bonds are only used by major county funds with a long history of successfully borrowing and repayment, and dedicated revenue streams.  The Wastewater Treatment Division is the only county agency that regularly uses revenue bonds. 

Refunding of Fixed Rate Debt.  Fixed rate debt, in which the interest rate is established at the time of sale and held constant for the term of the obligation, is by far the largest portion of the county's outstanding municipal debt. Changing interest rates can create opportunities for savings through the redemption of selected outstanding bonds and "refunding" (also referred to as refinancing) those selected obligations with the sale of new bonds at lower interest rates. 

The County's Debt Management Policy[footnoteRef:2] adopted by the Council in 2007, calls for the refunding of outstanding debt if doing so will achieve net present value savings of 1% to 5% of the principal amount of the refunded bonds depending upon the remaining term of the refunded issue. [2:  Motion 12660] 


County Process for the Issuance of LTGO Bonds and Refunding Bonds.  The process for initiating the issuance of bonds typically involves two steps. First, the Council considers a proposed ordinance authorizing the issuance of debt for a specified purpose, such as the financing or refinancing of capital projects which have received prior approval by the Council. Second, following the receipt of responsive proposals from financial institutions, the evaluation and selection of a successful bidder, the Council considers a proposed motion approving the recommended bond sale which occurs on the day of the sale. The proposed sale motion generally includes such information as the participating financial institution, the interest rate, the term, and other pertinent conditions. 

The issuance of refunding bonds follows the same process. Should the County seek to issue new debt under more favorable terms, the Council must first approve an authorizing ordinance for the issuance of refunding bonds and then, on the day of the sale, adopt a sale motion.  

In 2020, the Council approved a different process for the issuance of refunding Wastewater Treatment Division bonds. Under the adopted ordinances,[footnoteRef:3] the Finance Director is granted the authority, for a period of six years, to issue refunding bonds on various types of outstanding and future[footnoteRef:4] wastewater treatment related debt, without having to seek new authorization from the Council. However, the Executive has continued to transmit, and the Council continues to consider, proposed motions approving the recommended sale of these refunding bonds.  [3:  Ordinance 19112 & Ordinance 19126]  [4:  Ordinances 19112 & 19126 authorized the refunding of variable rate debt issued in the future, new legislation would still be required for the original authorization of any such variable rate debt, as distinct from the refunding.] 


ANALYSIS

Proposed Ordinance 2021-0161 would accomplish two primary objectives. First, it would authorize the Executive to sell LTGO bonds to provide permanent financing for capital projects, the majority of which have been targeted for long-term financing in various appropriation ordinances including the 2019-2020[footnoteRef:5] and 2021-2022[footnoteRef:6] biennial budgets. Second, the legislation would grant the Finance Director authority to issue refunding bonds on any outstanding LTGO debt, as well as, future LTGO project bonds issued pursuant to the proposed ordinance and allow the Finance Director to approve the sale of those bonds directly and without Council approval by sale motion. [5:  Ordinance 18835]  [6:  Ordinance 19210] 


LTGO Bond Authorization.  As noted earlier, the proposed ordinance would authorize the Executive to issue up to $806 million in LTGO project bonds to provide financing for approximately $785.5 million of County capital projects with an allowance of approximately $20.5 million to cover potential financing considerations for those projects. According to the Executive, the allowance for financial considerations requested in the proposed ordinance is comprised of 1% for the costs of issuance plus a contingency if the bonds are sold at a discount to their par value. However, given the current low level of interest rates, the Executive expects the bonds will be sold either at par or with large premiums, meaning the contingency for paying discounts will likely not be necessary.

Table 1 below identifies the projects to be funded and the amount of funding each project is to receive under the proposed ordinance, as well as, the approving appropriation ordinance number.  

Table 1.  Projects Financed by PO 2021-0161

	Project Name
	
	Total (millions)
	
	Approved via Ordinance

	Affordable Housing Projects
	
	$300.0
	
	19210

	Transit Oriented Development Projects
	
	$187.0
	
	19210

	Transit Oriented Development Reserve
	
	$15.5
	
	19210

	Solid Waste Capital Improvements
	
	$197.8
	
	19210

	Conservation Futures Land Acquisitions
	
	$40.0
	
	18835 &19210

	Transit Infrastructure Projects
	
	$18.8
	
	19210

	MRJC Facility Improvement Projects
	
	$17.1
	
	19210

	Bridge Replacement Projects
	
	$6.3
	
	19210

	Jail Management System Project
	
	$3.0
	
	NA

	Projects Total
	
	$785.5
	
	

	Allowance for Financing Considerations 
	
	$20.5
	
	

	Total Authorization Request

	
	$806.0

	
	



As Table 1 shows, most of the projects are broader project categories. Some of the specific projects within these categories include:  

· Transit Oriented Development Projects: 
· Capitol Hill Housing/Bridge Housing: Northgate Project 
· KC Housing Authority: Kirkland Heights & Juanita View Project 
· Youth Care: Youth Opportunity Center & Housing Project 
· Renton Housing Authority:	Sunset Oaks Project 

· Solid Waste Capital Improvements:
· Cedar Hills Regional Land Fill: Leachate Lagoons 
· South County Recycling and Transfer Station 
· Closed Landfill Program 

· Conservation Futures Land Acquisitions:
· George Davis Creek Acquisition
· Raging River Natural Area Acquisition
· Grow Ballard P-Patch

· Transit Infrastructure Projects:
·  South Annex Base 
· Interim Base

· Bridge Replacement Projects:
· 277th Street Bridge Replacement Project
· Upper Tokul Bridge Replacement Project 	

The only project which has not yet received Council approval is the Jail Management System Project. Section 13 of the proposed ordinance restricts the delegated authority of the Finance Director to prohibit the sale of bonds for projects which have not been approved by Council. Since the bonds are sold in multiple series, if the Council has not approved the Jail Management System appropriation by the first bond sale under this authorization, the project will be excluded from the initial sale and covered under a subsequent sale once the Council has approved the project’s authorizing legislation. 

The exact terms of the bonds will be established by the Finance Director in consultation with the County’s Financial Advisor. According to the Executive, the first bond issuance pursuant to the proposed ordinance is expected to occur in May or June 2021.

Bond Issuance Authority.  As noted in the background section of this staff report, the typical process for the issuance of LTGO bonds requires Council approval of both an authorization ordinance and a sale motion. The proposed ordinance would allow the Finance Director, under specified conditions and in consultation with bond counsel and the County’s Financial Advisor, to directly issue and approve the sale of refunding bonds for all outstanding LTGO debt and all future debt authorized under this ordinance. This delegated authority to the Finance Director would expire after two years of the effective date of the proposed ordinance. Any new projects targeted for long term financing which have not previously been approved by the Council and which are not included in the proposed ordinance, would still require Council approval of an authorization ordinance before any debt could be issued. 

According to the Executive, the proposed delegation of authority to the Finance Director significantly increases the number of days in a year when the County can sell bonds, as currently bonds can only be sold on days of regular Council meetings. The Executive has stated that the restrictions imposed by limiting sale opportunities increases the risk that the County may have to sell bonds which are less favorable to the County than they would otherwise be. The County's Financial Advisor also notes that the State of Washington, the City of Seattle, and most other large jurisdictions in the state provide this delegated authority.

The proposed ordinance specifies the conditions under which the Finance Director may issue and sell LTGO bonds and refunding bonds. These conditions include: 
· The aggregate principal amount of new project bonds authorized under this ordinance must not exceed $806 million; 
· The aggregate principle amount of refunding bonds must not exceed the principle amount of the bonds being refinanced, except that which is reasonably required to effect such refunding as allowed under state law;[footnoteRef:7]  [7:  RCW 39.53.050] 

· The final maturity date for the project bonds to be issued is not later than 31 years after its date of issuance;
· The final maturity date for the refunded bonds is not later than the end of the fiscal year of the final maturity date of the bonds to be refunded; 
· The refunded bonds meet the savings targets as provided in the County's Adopted Debt Management Policy;
· The bonds are not sold at a price less than 95.0%; 
· The true interest costs for the bonds do not exceed 5.0% for Tax-Exempt Bonds; and
· The true interest cost for the bonds do not exceed 7.0% for Taxable or Tax-Advantaged Bonds. 

The proposed ordinance would also require an annual report be provided to the Council describing the bonds approved by the Finance Director over the prior calendar year. The report must be transmitted by March 31 of each year and this reporting requirement would expire three years after the effective date of the ordinance. 

According to the Executive, there is approximately $800 million in outstanding County LTGO debt which would be potentially eligible for refunding. The Executive notes however, that unless market conditions were to change dramatically over the two year period in which the authority would be granted, only a relatively small portion of the outstanding bonds will meet the targeted debt saving levels to become candidates for refunding. Furthermore, it is likely none of the new debt authorized under this ordinance will become eligible for refunding. Based on current market expectations and tax rules, the Executive estimates $200 million of the $800 million in outstanding LTGO debt may potentially be refunded over the two-year period.  

AMENDMENT

Amendment 1 attaches Attachment A "Bond Form" to the Proposed Ordinance. Section 8 of the proposed ordinance requires that all bonds issued shall be substantially in the form of Attachment A to the ordinance. However, Attachment A was accidentally left out during the transmittal process.  
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