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STAFF REPORT
SUBJECT:
Authorizing the Executive to issue up to $89 million of limited tax general obligation (LTGO) bonds to provide new project financing and to refund outstanding bonds.
SUMMARY
Proposed Ordinance 2003-0398 would provide for the sale of LTGO bonds not to exceed $89,000,000.  The purpose of the bond sale is twofold:

1. New Project Financing: The proposed ordinance authorizes up to $9 million in bonds for the Treemont Conservation Easement Acquisition project. In July, the Council approved $8.7 million in appropriation authority for the project; and
2. Refunding Outstanding Bonds: The proposed ordinance authorizes the Executive to refund, on a current basis, up to $80 million in outstanding 1993 Series A bonds and 1993 Series B bonds. 
The ordinance sets all the terms, definitions, and conditions necessary for the issuance and sale of the bonds and authorizes the Finance Manager, in consultation with the county’s financial advisor, to determine whether the bonds will be sold by negotiated sale or competitive bid.  
Proposed Motion 2003-0399 is a companion piece of legislation to the proposed ordinance. The proposed motion would accept the purchase contract or winning bids for the purchase of the bonds approved by Proposed Ordinance 2003-0398 and for the 2003 Series A LTGO bonds approved on August 25th (Ordinance 14745) to provide the permanent financing for the Kent Pullen Regional Communications and Emergency Coordination Center (RCECC). It should be noted that the proposed motion is a placeholder for the final sale motion. On the day of the bond sale, projected to be in mid- to late October 2003, a sale motion will be brought before the Council to accept the purchase contract or winning bids and to confirm the principal amounts, maturity dates, interest rates and other provisions of the bonds.
PURPOSE OF THE BOND SALE
1. Treemont Conservation Easement Acquisition Project

Proposed Ordinance 2003-0398 authorizes up to $9 million of bonds to be issued to finance the Treemont Conservation Easement Acquisition project. On July 14th, the Council adopted Ordinance 14709, appropriating $8.7
 million to purchase a conservation easement on the 245-acre property from Port Blakely. On July 17th, the Executive Finance Committee approved interfund borrowing for the project, and the transaction closed on August 29th.  The bonds will reimburse the Open Space Non-Bond Fund (Fund 3522). 
The Finance Division estimates the average interest rate over the life of the 20-year bonds  will be between 5.0 and 5.25 percent. Annual debt service would be approximately $698,110 to $712,985, depending on the final interest rates when the bonds are sold. The Conservation Futures Levy (CFT) Fund would pay the debt service on $6.75 million or 77.5 percent of the bond and Real Estate Excise Tax (REET) 1 Fund would pay the debt service on the remainder, $1.95 million or 22.5 percent of the bond.  
Table 1 below outlines the proposed financing for the Treemont project and the level debt service payments from each fund; Table 2 shows the debt service impact in each fund and the remaining dollars available for programming in 2004. 
Table 1: Treemont Project – LTGO Bond Financing
	Project
	Bond Proceeds
	Term
	Interest Rate 
Annual Debt Service
	Revenue Sources

	Treemont Conservation Easement Acquisition
	Up to $9,000,000
	20 years
	5.0%

$541,637 (CFT)
$156,473 (REET1)
	5.25%
$553,178 (CFT)

$159,807 (REET1)
	CFT and REET 1

	TOTAL:
	
	
	$698,110
	$712,985
	


Table 2: Debt Service Impact on CFT and REET 1 Funds 
Assuming 5.25 Percent Interest Rate
	
	CFT1
	REET 12

	Estimated Revenues 2004
	$12,700,000
	$5,300,000

	Less: 
Current Debt Service
	-$5,400,000
	-$2,400,000

	
Debt Service for Treemont
	-$553,178
	-$159,807

	Dollars Available for Programming in 2004
	$6,746,822
	$2,740,193


1. CFT is based on a property tax collected county wide and may only be used for the acquisition of open space.

2. REET 1 is based on the sale of real property in the unincorporated areas of the county and may only be used to fund projects to “meet the capital needs” of unincorporated King County. In practice, REET 1 is used to fund the Parks Division’s capital improvement program (CIP). Actual revenues in 2002 were $6.8 million.

2. Refinancing Outstanding Bonds
The county has an opportunity to reduce debt service payments by refunding all of the outstanding 1993 Series A bonds and a portion of the 1993 Series B bonds. The refunding proposed in Proposed Ordinance 2003-0398 is a current refunding in which the county may redeem outstanding bonds within 90 days of the call date.  All of the bonds proposed for refunding have either a December 1, 2003 call date or January 1, 2004 call date.
The county financial guidelines indicate that advance refunding should yield a present value savings of at least 5 percent of the amount of bonds being refunded. This is mainly due to the fact that bonds may be advance refunded only once. An advance refunding is one in which the call date on the bonds is in the future by more than 90 days. The 5 percent savings target does not apply to current refundings. However, the projected savings on this particular current refunding, based on current market interest rates, would yield a present value savings of about $1.5 million or 6 percent, clearly in excess of the target.
The savings analysis performed by the Finance Division is outlined in Table 3. After the bonds are sold, the savings will be reflected in the financial plans for each revenue source paying the debt service on the bonds. In the case of the 1993 Series A bonds, all savings will benefit the Solid Waste Fund. 
Table 3: Refinancing 1993 Series A and 1993 Series B Bonds and PV Savings
	Bonds
	Amount Outstanding on Call Date
	Old Interest Rates
	Amount 
to be Refinanced
	Maturities to be Refinanced
	New Interest Rates
	Present Value Savings
	Revenue Source

	1993A
	$13,205,000
	5.50% – 5.90%
	$13,205,000
	2004-2007
	1.25% - 2.55%
	$995,622
(7.54%)
	Solid Waste Fund

	1993B
	$62,365,000
	4.63% - 5.00%
	$11,280,000
	2005-2008
	1.65% - 2.90%
	$467,102
(4.14%)
	Current Expense; CFT; Stadium Tax

	TOTAL:
	$75,570,000
	
	$24,485,000
	
	
	$1,462,724
	


ANALYSIS
LTGO bonds (also known as councilmanic bonds) are issued by the county to finance “big ticket” capital projects and to refund outstanding bonds when interest rates fall and debt service payments can be reduced.  

Proposed Ordinance 2003-0398 would implement the financing mechanism to complete the Treemont project which recently received Council approval with the understanding that bonds would be issued this fall to finance the project. The ordinance would also lower the debt service paid by various King County funds for the period beginning in 2004 through 2008, thereby realizing savings to taxpayers.  
Based on current interest rates, it is unlikely that the Executive will require the full $89 million in authority for this bond issue (2003 Series B).  The bond issue will likely be sized in the $34 to $40 million range to finance the Treemont project (up to $9 million) and refinance outstanding 1993 bonds; an amount likely not to exceed $25 million. Both the 2003 Series A bonds approved in August for the Kent Pullen RCECC and the 2003 Series B bonds will be sold on the same day in October. Proposed Motion 2003-0399 serves as the placeholder for the sale motion to approve the purchase contract or winning bids for both bond issues.
REASONABLENESS
Based on adopted Council policy, the savings analysis provided by the Finance Division and staff analysis, adoption of Proposed Ordinance 2003-0398 and Proposed Motion 2003-0399 appear to be reasonable policy and business decisions. 
INVITED
Nigel Lewis, Senior Financial Analyst, Finance Division
Jim Hattori, King County Financial Advisor, Seattle-Northwest Securities Corporation

ATTACHMENTS
1. Proposed Ordinance 2003-0398 
2. Proposed Motion 2003-0399

3. Executive’s transmittal letter dated August 19, 2003

� The bond amount is higher than the amount appropriated for the project due to financing costs, estimated at one percent of the bond, and interest charges on interim financing which will be capitalized in the final bond issue.�
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