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STAFF REPORT
SUBJECT:


Proposed ORDINANCE 2002-0368 authorizes the issuance of up to $42.5 million of Limited Tax General Obligation (LTGO) Bonds.  Proposed MOTION 2002-0369 is the companion legislation accepting bids for the purchase of the aforementioned bonds.
SUMMARY:


Proposed Ordinance 2002-0368 would authorize the issuance and public sale of limited tax general obligation (LTGO) bonds in an aggregate principal amount not to exceed $42,500,000 to provide funds for road capital improvement projects.  The title to the proposed ordinance outlines the use of the bond proceeds for capital acquisition, improvement and major maintenance projects.  The language in the body of the ordinance makes it clear that use of the bond proceeds is for the capital acquisition, improvement and major maintenance of roads capital projects.  The ordinance sets all the terms, definitions, and conditions necessary for the issuance and sale of the revenue bonds.

Proposed Motion 2002-0369 accepts the winning bids for the purchase of the bonds.
FUNDING SOURCE: 
The Road Operating Fund and the Road Capital (CIP) Fund are supported by the unincorporated Road Levy, Gas Tax and Vehicle License Fees.  Most revenue to the Roads Capital Fund comes from an annual contribution out of the operating fund (the Construction Transfer), direct revenues from the vehicle license fee, investment interest from the fund balance (mainly used to defray inflation), grants, and developer fees.
The 2002 Road Operating Fund revenue profile is shown in the table below:

	Revenues
	$’s (000’s)
	%

	Property Taxes
	54,368
	60.1

	Gas Taxes
	14,314
	15.8

	Fees for service
	14,548
	16.1

	Sale of assets
	  4,763
	 5.3

	Other revenue
	  2,421
	 2.7

	total
	90,414
	100


Most revenue to the Road CIP fund comes from an annual contribution from the operating fund ($25.3 million in 2002), direct revenues from the vehicle license fee ($4.6 million in 2002), investment interest, grants and developer fees.  The 2002 Road Capital Fund appropriation was $73.4 million. 
As a reminder from budget deliberations in recent years, the Council’s primary focus has been to:

-
increase delivery of road capital projects, particularly concurrency and safety, 

-
reduce the unexpended appropriation authority in the fund,

-
place a larger proportion of budget increases in the construction fund transfer,

-
invest in older urban areas, particularly in pedestrian and safety programs, and 

-
invest in regional corridor improvements.
In order to accomplish the aforementioned goals the council adopted a six-year CIP in the 2001 budget which included bonding for major capital project construction starting in 2002.  The adopted CIP programmed the issuance of a total of $120 million in three segments - $39 million in 2002, $41 million in 2004, and $40 million in 2006.

The decision to bond allowed right-of-way acquisition and construction funds to be added to the CIP for several major projects including Novelty Hill Road, 124th Avenue N.E., Issaquah Fall City Road Phase III, the South Park Bridge, N.E. 124th Street Phase II, Carr Road, and the Carr Road/Benson Highway intersection.

Projects which were slated to receive bond funds in 2002 and 2003 are listed below:

	Project
	2002
	2003
	Total Project Funds in CIP
	Bond %

	NE 124th Street Phase II
	1,400,000
	3,200,000
	7,532,000
	61.1%

	Woodinville-Duvall Rd @ Avondale
	-
	1,900,000
	3,142,000
	60.5%

	SPAR – North Link
	10,000,000
	-
	12,545,000
	79.7%

	Avondale Road Phase II
	1,300,000
	-
	2,432,000
	53.5%

	140th Ave SE @ Petrovitsky*
	200,000
	900,000
	8,313,000
	47.6%

	SE 208th St @ 105th Pl SE
	-
	1,000,000
	2,070,000
	48.3%

	140th Ave SE
	350,000
	10,000,000
	13,391,000
	77.3%

	Elliott Bridge #3166
	600,000
	4,000,000
	9,643,000
	47.7%

	SE 277th St (West Leg)
	1,200,000
	950,000
	14,356,000
	15.0%

	Cost Model Contingency*
	1,000,000
	1,000,000
	22,368,000
	26.8%

	Total 
	16,050,000
	22,950,000
	
	


*Also has bond funds in 2004 and future years / Note:  Total project costs may be greater for projects that extend beyond the six-year CIP.

The payment schedule for the bond debt was projected in the 2002 CIP budget as follows:

	Years
	Annual Payment
	Payment applies to

	2003-2004
	$4,011,000
	2002 bonds

	2005-2006
	$8,524,000
	2002 and 2004 bonds

	2007-2016
	$13,575,000
	2002, 2004, and 2006 bonds


Proposed Motion 2002-0369 which accompanied the proposed ordinance in BFM is a draft of a typical motion that would accept the winning bid for the sale of the bonds and to fix the interest rates and other terms of the debt.  In the case of an actual sale a revised motion will be prepared and presented at full council.  Discussions with executive staff have indicated that the sale is likely to occur prior to the Federal Open Market Committee meeting scheduled for September 24, 2002.
ANALYSIS

The proposed issuance of project bonds is consistent with discussions surrounding adoption of the 2002 budget and the six-year Roads Capital Improvement Program.  Roads plans to retire the debt by 2016.  Adoption of a CIP with future year bonding assumes that all $120 million worth of bonds will be issued, effectively committing the County to making the $14.1 million annual payments from 2007 to 2016.  If revenues do not keep pace with inflation, debt repayment could crowd out funding for other priorities.
Proposed Ordinance 2002-0368 sets all the terms, definitions, and conditions necessary for the potential issuance and sale of bonds.  Proposed Motion 2002-0369 accepts the winning bids for the purchase of the bonds.  The county’s bond counsel with assistance from the prosecuting attorney’s office prepared the ordinance and motion.  The proposed ordinance delegates authority to the Director of Finance to take the steps necessary for the public sale of the bonds.
Section 15 of the proposed ordinance outlines the county’s pledge of local vehicle license fee revenue, tax revenues and the full faith and credit of the county for repayment of the bonds.

It should be noted that the Road Fund financial plan submitted as part of the executives 2nd Quarter Report indicate that the Road Operating Fund is estimating a negligible ($7,000) fund balance where the Target Fund Balance is 1.5% of Revenues ($1,356,211).  The major impacts seem to be a negative beginning fund balance coming into 2002 and accounting for the underexpenditure requirement.
REASONABLENESS
Proposed Ordinance 2002-0368 and the placeholder motion (2002-0369) are consistent with previous council actions.  Adoption of the ordinance and the placeholder motion will put the county in position to implement previous policy direction on the Roads capital program.  Council adoption of this legislation would be a reasonable business decision. 
INVITED:


· Linda Dougherty, Manager, Road Services Division, Department of Transportation
· Bob Cowan, Director, Department of Finance

· Nigel Lewis, Senior Budget and Finance Analyst, Department of Finance

· Dan Gottlieb, Bond Counsel,  Gottlieb, Fischer & Andrews                    


· Jim Hattori, Financial advisor to King County

ATTACHMENTS:


1. Proposed Ordinance 2002-0368
2. Proposed Motion 2002-0369

3. Executive transmittal letter dated August 14, 2002
4. Road Fund financial plan dated July 29, 2002
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