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August 2, 2013
The Honorable Larry Gossett
Chair, King County Council

Room 1200

C O U R T H O U S E 

Dear Councilmember Gossett:

The attached ordinance would authorize the issuance of up to $100 million of new limited tax general obligation (LTGO) bonds (the Bonds) in order to provide the funds needed to refund outstanding bonds and exercise the County’s purchase option on the Chinook Building and the related Goat Hill Parking Garage (the Buildings).  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 Buildings were originally constructed between 2005 and 2007 using the proceeds from the issuance of so-called “63-20” lease revenue bonds by a non-profit entity (Goat Hill Properties) that was specially created to develop the project in order to protect the County from construction cost risks. The non-profit entity holds ownership of the Buildings as long as any 63-20 bonds are outstanding.  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.

Despite recent sharp increases, interest rates remain very low by historical standards.  Therefore, it is prudent to put in place the authority to refund these bonds in order to lower future financing costs.  The proposed ordinance would provide such authority, subject to the requirement that a refunding would only be undertaken if financial market conditions would produce debt service savings that exceed the County’s target for such a transaction as specified in the adopted Debt Management Policy (Motion 12660).
While such a refunding could be undertaken by having the non-profit issue new 63-20 bonds, the interest rates on such bonds would be higher than those that could be obtained on regular County-issued LTGO bonds.  Specifically, Seattle Northwest, the County’s financial advisor, 
estimates that the rates on LTGO bonds would be between 20 and 40 basis points (0.2-0.4%) lower than those on new 63-20 bonds, which, assuming that all the outstanding bonds are refunded, would result in additional debt service savings of between $2 and $5 million.  While in both cases the credit is ultimately an LTGO of the County, the difference in interest cost is explained by the market’s familiarity and acceptance of the County’s credit versus that of a single-purpose non-profit entity.  In other words, investors are already comfortable with the County’s credit story which limits the amount of due diligence they need to do on a County LTGO bond.  Conversely, a 63-20 lease revenue bond backed by the County’s LTGO would be a “story” bond and would require further due diligence by investors in order to understand the credit. 
Based on the recommendation of the County’s financial advisor, the debt service savings from a refunding are therefore maximized by issuing the Bonds as LTGO bonds and using the proceeds to exercise the County’s option to purchase the Buildings from the non-profit at a price sufficient to pay off the outstanding 63-20 bonds.  Because the Buildings have long been completed and occupied, the original rationale for using 63-20 bonds -- namely the elimination of construction risk for the County -- is no longer applicable, making this proposed course of action a prudent choice.
Given prevailing market conditions at the end of June, the refunding of all of the outstanding 63-20 bonds would be expected to result in debt service savings with a present value of approximately 6%, which would exceed the County’s minimum 5% savings target.  However, depending on future financial market conditions, the Bonds may be issued in multiple series if the refunding of only a portion of the outstandng 63-20 bonds were initially to meet the County’s savings target.  In such a case, the County would not take title to the Building until all of the remaining 63-20 bonds were either refunded at a later time or reached maturity.
In light of the above savings analysis, once authorized, the finance director will move to expedite the refunding if still justified.  The exact terms of the Bonds will be established by the finance director in consultation with the County’s financial advisor and confirmed by the King County Council in a sale motion to be adopted on the day of the sale.

For the above reasons, this proposed legislation is considered prudent and we would welcome the Council’s timely review.  If you have any questions in this regard, please call Ken Guy, Director of the Finance and Business Operations Division, at 206-263-9254.
Sincerely,

Dow Constantine
King County Executive
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