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SUBJECT

An ordinance approving the financing plan for the acquisition of property interests in the Eastside Rail Corridor.
SUMMARY

In 2013 King County entered into a Purchase and Sale Agreement with the Port of Seattle to acquire property interests in the ERC in order to support a multiuse vision for the corridor, including a well-integrated trail system that supports the regional transportation network, infrastructure to support the regional wastewater system, other uses, and preserving the ERC for reactivation of interstate freight service.
The Purchase and Sale Agreement provide the County with up to three years to pay the remaining purchase price of approximately $12.5 million plus accrued interest.  Proposed Ordinance 2014-0374 would pay this balance through approximately $2 million from Wastewater, the sale of $5.6 million of bonds backed by Conservation Futures Tax, and the sale of $5.6 million of bonds backed by the General Fund.
BACKGROUND

The Eastside Rail Corridor (ERC) is a 42-mile former rail line running from the City of Renton to the City of Snohomish and extending through the cities of Snohomish, Woodinville, Kirkland, Bellevue, Renton, and Redmond, and parts of unincorporated Snohomish and King Counties. In 2003, the BNSF Railway Company (BNSF) announced its intention to divest itself of this rail corridor. In response, in 2009, a group of regional partners, including King County and the Port of Seattle, signed a Memorandum of Understanding that envisioned a regional approach to preserve the corridor for multiple uses (Ordinance 16738). To begin that regional effort, the Port of Seattle acquired BNSF’s interests in the corridor between Renton and Snohomish. The southern portions of the corridor (between Woodinville and Renton, and from Woodinville to Redmond) were railbanked.
 King County became the Interim Trail Sponsor
 of the railbanked portion and also purchased a multipurpose easement from the Port in the railbanked area (Ordinance 16084). Additionally, King County’s wastewater treatment system includes conveyance facilities that run within and cross the ERC.
The Port then sold its property interests in the railbanked portion of the corridor
: 

· The City of Redmond purchased the Port’s interest in the areas within the city boundaries;

· Puget Sound Energy purchased a utility easement along the entire corridor except within the Redmond-owned portion; 

· Sound Transit purchased all of the Port’s remaining interest in roughly 1.1 miles of the corridor in Bellevue (called the “Sound Transit Mile,” the planned location of its East Link Hospital Station), as well as high capacity transit easements on the remainder of the railbanked area; and
· The City of Kirkland purchased all of the Port’s remaining interest in the segment of the corridor located largely within its boundaries.

On February 8, 2013, King County and the Port executed a purchase and sale agreement for King County to acquire all of the Port’s remaining interest in the remaining 15.6 miles of the railbanked area, as well as a 3.6-mile trail easement north of the railbanked area, between Woodinville and Brightwater (Ordinance 17503). In addition, the County continues to own its multipurpose easement in the areas of the ERC acquired by Kirkland and Sound Transit, comprising approximately 6.6 miles. In total King County owns property interests in approximately 25.8 miles of the ERC.
The County and the Port closed on the County’s acquisition in the corridor for $15,800,000, plus any interest accrued between the closing date of February 13, 2013 and the date of the final payment. The Port credited the County $1,903,000 already paid to the port in 2008 for the multipurpose easement. In 2013 the County also paid the Port $1,449,000 from federal funds provided through the Puget Sound Regional Council. These payments reduced the balance owed to the Port to approximately $12.5 million. The interest on this balance between February 2013 and January 2015 is approximately $700,000, for an outstanding balance of $13.2 million.
The Purchase and Sale Agreement between the County and the Port specified the remainder of the purchase price must be paid within three years of the closing date and allowed for the option to pay the balance owed in cash and/or property in lieu of cash. The Purchase and Sale Agreement listed eight Harbor Bond properties that the County could choose from if it wished to convey property to the Port as a way of funding the purchase. These properties currently have a combined appraised value of $29.3 million and generate nearly $1.3 million in annual income for the General Fund.
The Council did not concur with the approach of conveying properties in satisfaction of the remaining debt and passed Motion 17503 on December 1, 2012 directing the Executive, no later than 18 months after closing, to prepare and submit to the Council an ordinance for approval of a financing plan to pay the remainder of the purchase price of the ERC.

Consistent with that policy direction, the Executive has proposed to pay the balance owed to the Port in cash, rather than exercising the option to transfer property. The financing approach proposed is consistent with internal briefings from Executive staff.
ANALYSIS

Fiscal Impact
Having conducted due diligence related to the appropriate nexus of funding, the Executive originally proposed to pay the remaining balance as follows:

Wastewater contribution for ERC easements



$2 million

Bonds backed by Conservation Futures Tax (CFT)


$5.6 million

Bonds backed by the General Fund




$5.6 million

The bonds are assumed to be 15 year bonds with an annual repayment obligation of $490,000 per year for each fund. The Executive’s proposed 2015-2016 budget reflects this proposal.

In this scenario, Wastewater’s $2 million contribution was an estimate and would be adjusted to the value of the easements after a formal appraisal. Staff has since learned that the appraisal was completed, and that the appraised value of wastewater’s conveyance easements is $1.4 million.

As such, the Executive is now proposing to adjust the financing plan:
Wastewater contribution for ERC easements



$1.4 million

Bonds backed by Conservation Futures Tax (CFT)


$5.9 million

Bonds backed by the General Fund




$5.9 million

This means that an additional $300,000 of CFT and an additional $300,000 of General Fund bonds are needed to finance the repayment. Under this revised scenario, annual debt service payments would be between $500,000 and $525,000 for each fund.

The Executive has proposed to pay the outstanding balance in early 2015 in order to minimize the accrued interest on the amount owed.  Until the balance is paid, the County will be charged interest on the balance at a rate of 2.8 percent, compounded annually.  The County is paying approximately $350,000 in interest annually to the Port.  The annual debt service if the County sells bonds in January 2015 is will be approximately $1 million. In effect selling bonds allows the County to begin paying off debt instead of interest on debt. If the County waited until the due date of February 2016 to pay off the total amount due to the Port, the County’s total bond payments would increase by approximately $32,000 annually over the bond payments on the 2015 payment amount under the same terms. 
Policy Impacts
Completion of the purchase of the ERC is consistent with the County’s Strategic Plan goals of encouraging vibrant, prosperous, and sustainable communities, and safeguarding and enhancing King County’s natural resources and environment. It also advances the County’s Equity and Social Justice Initiative goals by supporting public access to open space, non-motorized transportation, and recreation in the ERC for all people. Finally, it supports the County’s Strategic Climate Action Plan by encouraging less-polluting transportation opportunities and compact communities that help limit greenhouse gas emissions from transportation-based sources.

Owning wastewater rights for conveyance facilities that run within and cross the ERC aids the County in maintaining and meeting the future expansion needs of its wastewater treatment system.

CFT funds are restricted for open space purposes. Wastewater funds are restricted for wastewater services. Using CFT, wastewater, and General Fund revenue to complete the purchase of the ERC is reasonable as both a prudent policy and business decision due to the ERC’s contribution to advancing County goals and policies.
AMENDMENT

Amendment 1 would reflect the changes to the ERC financing plan in order to charge Wastewater the appraised value of the wastewater easements in the corridor. This would reduce Wastewater’s contribution by $600,000 and increase the General Fund and CFT bond amounts by $300,000 for each fund.
ATTACHMENTS

1. Proposed Ordinance 2014-0374
2. Attachment A. Eastside Rail Corridor Financing Plan
3. Amendment 1 Proposed Ordinance 2014-0374
4. Revised Attachment A.

5. Transmittal letter

6. Fiscal note
INVITED
Pete Ramels, Senior Deputy Prosecuting Attorney, Prosecuting Attorney

Aaron Rubardt, Senior Business & Management Analyst, King County Executive

Jennifer Lehman, Budget & Finance Officer IV, Natural Resources & Parks
David St.John, Government Relations Administrator, Natural Resources & Parks
� Under the Federal National Trails Act, also known as the Rails to Trails Act, 16 U.S.C. §1247(d).


� As the Interim Trail User, the County is subject to legal obligations imposed by Section 8(d) of the Rails-to-Trails Act, 16 U.S.C. § 1247(d) and 49 C.F.R § 1152.29, as implemented through the Notices of Interim Trail Use (NITUs) for the various parts of the Corridor issued by the Surface Transportation Board (STB), and also the Trail Use Agreement entered into between BNSF and the County, and the STB-required Statement of Willingness to Accept Financial Responsibility (SWAFR). Pursuant to the Rails to Trails Act, all interim uses of railbanked corridors are subject to reactivation of potential interstate freight rail service.


� For the non-railbanked portion of the corridor, according to publicly available information, it appears that Snohomish County has acquired or shortly will acquire the Port’s remaining interests in the freight segment of the ERC from the City of Snohomish south to the King-Snohomish county line.  Similarly, publicly available information indicates that the City of Woodinville will shortly acquire the Port’s remaining interests in the freight segment of the ERC from the City of Woodinville north to the King-Snohomish county line.
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