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STAFF REPORT
SUBJECT:
Proposed Ordinance 2013-0368 would authorize the issuance of up to $100 million of limited tax general obligation (LTGO) bonds for the purpose of raising funds to exercise the County’s purchase option on the Chinook Building and the Goat Hill Parking Garage from Goat Hill Properties (GHP).
BACKGROUND:

Limited Tax General Obligation Bonds:
LTGO bonds (also known as councilmanic bonds) are the type of bonds most 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 (UTGO) or simply general obligation bonds. 

“63-20” or “Lease – Leaseback” Bonds: 

The term “63-20” refers to IRS Rule 20, issued in 1963, which allows public entities to use intermediary non-profit corporations to develop and operate public buildings. The public building then pays rent to the non-profit. This allows the public agency to avoid construction risk. 
Chinook Building and Goat Hill Parking Garage: 

The Chinook Building and the Goat Hill Parking Garage were constructed between 2005 and 2007 using proceeds from 63-20 bonds issued by a Goat Hill Properties (GHP), a nonprofit entity.  The buildings were built on land leased by the County to GHP.  The County leases the buildings from Goat Hill Properties (GHP) at a rate based on the cost of debt service on the 63-20 bonds issued by GHP and then subleases space to various County agencies as well as non-County tenants. 

ANALYSIS: 

Under the terms of its contract with GHP, the County has an option to purchase the the Chinook Building and Goat Hill Garage at any time, provided that it is not in default on its lease, which runs through December 31, 2039.  Proposed Ordinance 2013-0368 would authorize the issuance of LTGO bonds to raise funds for the County to exercise its purchase option.  Purchasing the building will save the County approximately $300,000 annually after the cost of debt services on the new LTGO bonds is taken into account. 

Specifically: 


Savings on annual lease payments:
 $7,050,000


Estimated “new” LTGO debt service:
($6,750,000)

    Cost Savings



 $   300,000

This estimate assumes that a sufficient value of bonds could be sold to fully pay off the 63-20 bonds and exercise the purchase option for the Chinook and Goat Hill buildings.  If it were not possible to sell enough bonds at one time to complete the transaction while meeting the 5% savings target, this ordinance would allow for the bonds to be issued in multiple series.  In this case, the proceeds of the initial sale would be used to retire some of the outstanding 63-20 bonds and the lease payment owed to GHP by the County would be reduced to reflect the lower cost of debt service on the remaining 63-20 bonds.  In such a case, the scale of the County’s savings would be less than the estimated $300,000 per year and the County would not take ownership of the buildings until the remaining 63-20 bonds matured or could be refunded through additional LTGO bond sales.
REASONABLENESS: 

Proposed Ordinance 2013-0368 would allow the County to exercise its purchase option on the Chinook Building and Goat Hill Garage, buying both buildings from Goat Hill Properties at a price sufficient to pay off GHP’s outstanding 63-20 bonds. This purchase would result in a reduction in costs associated with the County’s lease of the building and would only be made if the 5% savings target could be realized.  As such, approval of this ordinance would constitute a reasonable business decision. 
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Ken Guy, Director, Finance & Business Operations Division

Nigel Lewis, Senior Debt Analyst, Finance Division

Rob Shelley, Financial Advisor, Seattle Northwest
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