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SUBJECT
 
The proposed ordinance would authorize the refinancing (refunding) of existing debt. 

SUMMARY

Proposed Ordinance 2015-0385 would authorize the Executive to refund the existing outstanding debt associated with the Ninth and Jefferson Building (NJB) located on the Harborview Medical Center campus.

BACKGROUND 

There are several types of long-term debt instruments used by King County. These are: 

1. Unlimited Tax General Obligation Bonds (UTGO or just General Obligation Bonds). These bonds come with the full faith and credit of King County. These are voter-approved bonds with pledged repayment of obligations coming from the bond proceeds. The outstanding Harborview Medical Center bonds are an example of current UTGO bonds issued by the County. 

2. Limited Tax General Obligation Bonds (LTGO). These bonds come with the full faith and credit of the County that is not subject to voter approval. 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 as repayment is not guaranteed by the voters. This is the most common county debt issuance and King County typically has several LTGO bond sales each year. 

3. 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. The Wastewater Treatment Division is the only county agency that regularly uses revenue bonds. 

4. 63-20 Bonds. Named after IRS Rule #20 issued in 1963. This type of debt is issued by a non-profit corporation to let local governments manage construction 
risk.  The bonds issued to construct the Ninth and Jefferson Building (NJB) are an example of this type of bond. 

Proposed Ordinance 2015-0385 is a 63-20 issue that is being refunded and replaced with LTGO debt at a lower interest rate. 

ANALYSIS

Proposed Ordinance 2015-0385 would authorize the Executive to refund up to $183 million—the entire remaining debt—on the Ninth and Jefferson Building (NJB).   

The County issued the original debt for the NJB in 2006.  Of the $190 million of  63-20  lease revenue bonds issued, approximately $180 million were tax-exempt bonds and $10 million were taxable bonds in order to accommodate some potential amount of private use within NJB.  The 63-20 bonds were issued by a non-profit entity that was specially created to develop the NJB in order to protect the County from construction cost risks.  The non-profit entity holds ownership of NJB as long as any tax-exempt 63-20 bonds are outstanding and the County is responsible for making monthly lease rental payments to the non-profit entity in order to provide sufficient funds to pay the debt service due on these 63-20 bonds.  The majority of NJB is occupied by Harborview Medical Center, and the County’s rental payments that fund the debt service are charged to Harborview Medical Center.

Although the proposed ordinance would authorize the Executive to refund all of the existing debt—both the tax exempt and taxable debt—for NJB, Executive staff have stated that the taxable debt would likely not be refunded.  According to Executive staff, there is no financial benefit at this time to refund the taxable debt, in addition to the fact that it is simply more difficult to refund that debt.

In addition, Executive staff have indicated that, if approved, the Finance Director intends to refund the majority—but not all—of the tax exempt debt.  This means that the nonprofit entity would continue to own and operate the building until the final maturity of the 63-20 bonds (or a future refinancing).  As a result, there is expected to be no change in the operation of the building for tenants.  

The current estimate is that the refunding would save the County about 13.6 percent on a net present value basis, or about $21 million, which would be used to retire the majority ($155 million) of the tax exempt bonds.  The annual projected savings is $1.3 million. 

Authority under the ordinance expires two years after the effective date.

ATTACHMENTS

1. Proposed Ordinance 2015-0385 (with attachments)
2. Transmittal Letter
3. Fiscal Note
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