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July 14, 2010

The Honorable Bob Ferguson
Chair, King County Council

Room 1200

C O U R T H O U S E 

Dear Councilmember Ferguson:

Enclosed for the King County Council’s review and approval is a proposed bond ordinance to finance approximately $112 million of capital projects.  We are respectfully requesting the council’s review and approval by September in order to sell bonds in October 2010.  This proposed ordinance is consistent with the financial stewardship goal in King County’s Strategic Plan and will help provide for the long-term sustainability of county services.

The project categories include general government facilities, the county data center, transit facilities, a road capacity project, and technology projects.  These amounts are summarized in the table below:
	Bond Ordinance Categories
	Projects Previously approved by Council 
($ in Millions)
	Projects Remaining to be Approved by Council
($ in Millions)
	Total

	General Government Facilities
	12.4
	2.9
	15.3

	Data Center:  FMD and OIRM Projects
	20.1
	0
	20.1

	Transit:  Atlantic Central Operations Building and HVAC project
	27.6
	0
	27.6

	Road Services:  Northeast Novelty Hill Road
	43.0
	0
	43.0

	Technology Projects
	6.3
	0
	6.3

	Total
	109.4
	2.9
	112.3


The general government facilities project remaining to be approved by council is the Earlington HVAC and Roof Project for the Elections Department.  This Energy Service Contract (ESCO) project was proposed in the energy ordinance transmitted to the County Council on July 1st.  Of the project cost total of $4.3 million, $1.4 million involves the reprogramming of projects with similar scope and non-bond revenue backing.  The remaining $2.9 million requires bond financing with bond payments paid out of the Facilities Management Division (FMD) Internal Service Fund using energy savings guaranteed in an ESCO contract.  Bids remain to be awarded for the Transit and Road Service projects.  In the event that the favorable construction bid climate results in lower bond financing requirements, the amount bonded will be reduced in the draft sale motion.
Proposed Financing Plan
Historically, permanent financing for a set of projects such as those identified above would simply be provided by the issuance of tax-exempt bonds.  With the passage of the federal American Recovery and Reinvestment Act (ARRA) in February 2009, however, various new financing options have been made available to municipal issuers.  As a result, it is now advantageous in many, if not most instances, to issue bonds on a taxable basis and receive credits from the federal government for a portion of the interest payments thereon.

Of special relevance for the county in this regard, the ARRA has authorized the county to issue the following three new types of taxable bonds:  Build America Bonds (BABs), Recovery Zone Economic Development Bonds (RZEDBs), and Qualified Energy Conservation Bonds (QECBs).  While there are many differences between these new instruments, the most noteworthy is the extent to which the federal government subsidizes an issuer’s interest payments.  Specifically, in 2010, the federal government will pay 35%, 45% and 70% of the interest paid on BABs, RZEDBs and QECBs respectively.

While the county’s ability under the ARRA to issue BABs to fund new projects is unlimited, the county’s issuance of both RZEDBs and QECBs is limited by the allocation of such debt that it was awarded by the federal government, unless other jurisdictions agree to allow the county to also utilize their allocations.  Currently, the county has the ability to issue up to $23.2 million of RZEDBs and $12.0 million of QECBs.  While there is no expiration date for the county’s QECB allocation, the RZEDB allocation must be issued by the end of 2010 or it will be forfeited.  Because of the limited availability of the two types of bonds with the most advantageous federal interest subsidy, it is important for the county to allocate these amounts to the various projects included in this authorization in a manner that maximizes the benefit.

As their name implies, QECBs, the most heavily subsidized instrument, can only be used for energy conservation projects that have been started since April 2009, comply with the federal Davis-Bacon prevailing wage rules, and which will generate energy savings of at least 20%.  

These requirements exclude most of the projects identified above.  The financing plan therefore proposes allocating approximately $6 million of the $12 million cap to portions of either of two general government facilities projects:  (1) the McKinstry Essention Contract Energy Efficiencies project for the Courthouse and Jail complex; and/or (2) the Earlington project and $3 million to a portion of the HVAC project at transit’s North Base, leaving approximately $3 million available to be carried over into next year for certain projects yet to be identified by the Department of Natural Resources and Parks.
With the adoption of Ordinance 16787, the council has designated the entire county a “recovery zone;”  therefore, RZEDBs may be utilized for any of the projects identified above that comply with the federal Davis-Bacon prevailing wage rules and have been started since the passage of the ARRA.  Because of the higher interest subsidy relative to BABs, however, it is prudent for the county to use its $23.2 million allocation for projects that have the longest expected lives and therefore will be funded by the longest-term bonds.  Two long-term projects, the data center and the Atlantic Central Operations Building, do not qualify for RZEDBs because these projects were underway before the ARRA was passed and/or they do not comply with the federal Davis-Bacon provisions.  As such, the financing plan proposes using all of the county’s RZEDB capacity to fund a portion of the last remaining long-term project on the list, the Northeast Novelty Hill Road project. 

The remainder of the projects identified above, including some portions of those projects selected for QECB financing and the portion of the Northeast Novelty Hill road project not funded by RZEDBs, will be financed by a mix of BABs and traditional tax-exempt bonds.  There is no limit on the usage of either of these financing tools so the choice between the two will be determined by market conditions at the time the bonds are sold.  Over the past year, the issuance of BABs has proven to be advantageous for bonds maturing somewhere in and beyond the 5-7 year range, while traditional tax-exempt bonds have still been the preferred vehicle for shorter maturities.
Because the bonds will be issued in all of these different possible forms, they will be sold in separate series.  The exact terms of each series of the bonds will be established by the finance director in consultation with the county’s financial advisor and confirmed by the council in sale motions to be adopted on the day(s) of the sale, which is tentatively planned to occur in October.  Since each type of bond will require a different sale motion, four drafts of sale motions are included in this legislative package for prior committee consideration.
Thank you for your consideration of this request.  If you have questions about the projects to be included in the proposed bond ordinance, please contact Dwight Dively, Director, Office of Management and Budget at 206-263-9727.  If you have any questions regarding these proposed bonds, please contact Ken Guy, Director, Finance and Business Operations Division, at 
206-263-9254, or Nigel Lewis, Senior Debt Analyst in the Treasury Operations Section, at 206-296-1168.
Sincerely, 

Dow Constantine
King County Executive
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