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[bookmark: _Toc153906423]Executive Summary

Ordinances 19325[footnoteRef:1], 19530[footnoteRef:2] and 19377[footnoteRef:3] (collectively “the Ordinances”) respectively authorize the issuance of Unlimited Tax General Obligation (“UTGO”) bonds, Limited Tax General Obligation (“LTGO”) bonds, and Sewer Revenue Bonds.  As required by the Ordinances, this report provides a detailed description of County bond issuances undertaken during 2023.   [1:   Link to Ordinance 19325]  [2:   Link to Ordinance 19530 ]  [3:   Link to Ordinance 19377] 


Pursuant to the Ordinances, the Council authorized the King County Finance Director (i.e., the director of the Finance and Business Operations Division) to approve the sale of both County general obligation and revenue bonds. The Ordinances specify, however, that such approval is conditional upon the results of the sales meeting certain parameters described therein.  

Delegation of such authority enables King County to hold bond sales on a much larger number of dates during the year beyond just those when the Council is in session, as was previously the case. Such timing flexibility allows the County to be more responsive to changes in market conditions.

Section 12 of Ordinance 19325, Section 13 of Ordinance 19530, and Section 28 of Ordinance 19377 each require that the Finance Director provide an annual report to the Executive Finance Committee and the County Council describing each series of bonds approved pursuant to such authority. The report must be transmitted by March 31 of each year. 

This report meets the requirements of the Ordinances for all the County’s bond issuances undertaken during 2023.

[bookmark: _Toc153906424]Background 

The Department of Executive Services (DES) provides internal services to King County agencies. DES has a variety of direct customers, from all county agencies in need of facilities maintenance and paycheck processing, to motor vehicle drivers applying for vehicle tab renewals.  The Finance and Business Operations Division’s (FBOD) mission is to provide exceptional customer value for accounting, procurement, treasury, and small business services.  Treasury services include debt management services, including the issuance of bonds and related compliance activities over the life of the bonds.

[bookmark: _Toc153906425]Sales Undertaken

After a difficult year in 2022, as rapidly rising interest rates resulted in sharply curtailed issuance activity, the County needed to sell a substantial volume of bond issues during 2023.  Each such individual issue is described briefly in chronological order below.




April 4:		$75,000,000 of LTGO and Refunding Bonds, Series 2023A (14 bids received)
  
The winning bid was provided by Morgan Stanley & Co. LLC, offering a true interest cost (TIC) of 3.27% for the bonds, which have an average life of 11.5 years.

The proceeds provide $73.3 million of new funding for the Solid Waste capital program, Conservation Futures-backed land acquisitions, electronic vehicle charging stations, case management system projects, and WLRD climate equity projects.

In addition, a portion of the proceeds was used to refinance (i.e., “refund”) outstanding LTGO bonds totaling $12.7 million that are callable within 90 days of the April 20 closing.  The refunding reduces future debt service costs by approximately $0.4 million, the present value[footnoteRef:4] of which equals 2.9% of the bonds being refunded.  This ratio exceeds the savings targets for evaluating current refunding opportunities for bonds with short remaining lives that are identified in the County’s Debt Management Policy as adopted by Motion 15984.[footnoteRef:5]  [4:  The “present value” of debt savings is determined by comparing the debt service payments of current bonds with the anticipated debt service payments of the new and/or refunded bonds, then uses the difference between the two to calculate the total amount of savings in debt payments in today’s dollars.]  [5:  Link to Adopted Debt Management Policy (Motion 15984)] 


For market context, after rising significantly throughout most of 2022, interest rates improved during the first quarter of this year as investors came to believe that the Federal Reserve was close to ending, or at least moderating its future tightening moves.  Specifically, the 10-year Treasury yield declined by more than 50 basis points to the then current 3.35% since yearend.  Tax-exempt municipal rates declined along with Treasuries during this period.  One recent factor behind this change in sentiment regarding the Federal Reserve’s future actions was concern regarding the health of the banking system in the wake of the Silicon Valley Bank collapse, which inspired a significant “flight to quality,” causing credit spreads to widen. 
 
Given such uncertainty, investors looked for ways to reduce risk in their portfolios. The County’s LTGO debt, with its triple-A ratings provided a good opportunity to accomplish this, which helps to explain the large number of bids (14) received for the sale. 

June 26:	$129,970,000 of Sewer Revenue Bonds, 2023 (11 bids received)  
The winning bid was provided by Jefferies LLC, offering a TIC of 3.68% for the bonds, which have an average life of 15.5 years.  
The proceeds provide $138 million of new funding for the Wastewater Treatment Division’s (WTD) capital program.  As part of the ongoing cash optimization strategy, the issuance freed up a comparable amount of WTD’s net operating revenue that was used to defease outstanding higher-coupon bonds in October.[footnoteRef:6]  In combination, this sale and defeasance reduced future WTD debt service by over $20 million.  The present value of these savings equates to 10.0% of the par amount of the bonds that were defeased, again comfortably exceeding the target for such transactions identified in the Debt Management Policy, [6:  When a bond is defeased, it refers to the process of the County setting aside funds in a trust account to pay make future coupon payments to investors through the remaining life of the bonds.  The process allows the debt obligation to be removed from the County financial balance sheet without incurring pre-payment penalties.] 

In terms of market context for this bond sale, interest rate conditions were generally favorable during the spring as concerns regarding the health of portions of the banking system and a seeming easing of inflationary pressures combined to reduce fears regarding the future course of the Federal Reserve’s monetary policy.
It should be noted that the financing team decided to bring this sale forward to Monday, June 26th, to avoid competing for attention with a combined $1.3 billion in AAA-rated competitive sales from other entities scheduled for Tuesday, June 27th, and a heavy issuance calendar later in the week.  The flexibility to adjust the scheduled date of this sale provided another example of the benefits of the delegated sale authority that the Council has granted to the Finance Director in the Ordinances.  
November 14:	 $84,035,000 of LTGO and Refunding Bonds, Series 2023B (14 bids received)
The winning bid was provided by Truist Securities, Inc., offering a TIC of 3.85% for the bonds, which have an average life of 10.5 years.
The proceeds will be used to provide $78 million of new funding for the Ames Lake Trestle Bridge replacement project, the Skyway Community Center, the Ray Baum Act Compliance updates, Conservation Futures Tax-backed land acquisitions, the Solid Waste capital program, Climate Equity projects, and Community Facility projects. 
In addition, a portion of the proceeds were used to refund $13.1 million of outstanding LTGO bonds that are callable within 90 days of the December 6 closing.  This refunding reduces future debt service costs in years 2024-2026 by more than $0.4 million, the present value of which equals 3.1% of the bonds being refunded.  This ratio exceeds the savings targets that are identified in the Debt Management Policy for evaluating current refunding opportunities for bonds with short remaining lives such as these.

The 14 bids received for these bonds reflect the market’s continued very strong appetite for the County’s debt, which once again received “AAA” ratings from all three credit rating agencies.  
By way of market context, after rising sharply over the period from August through October, longer-term interest rates improved markedly in early November as a consensus seemed to emerge that the tightening on the part of the Federal Reserve is coming close to an end.  This improvement culminated fortuitously on the day of the sale with the release of an unexpectedly favorable CPI report, reinforcing this consensus.
November 28:	$126,440,000  Limited Tax General Obligation Bonds, 2023, Series C (Taxable) (Social Bonds)
The County sold these bonds to provide funding for a variety of DCHS programs, most notably the Health through Housing (HTH) and Transit-Oriented Development (TOD) programs. Because of private-use issues associated with these programs, the bonds were not eligible for tax-advantaged financing and, therefore, had to be sold on a taxable basis, which increased the interest cost of the bonds. 
There were several very distinctive features of this sale, as follows:
Social Bonds Designation 
A distinctive feature of these bonds is their designation as Social Bonds based on the use of proceeds on programs that clearly further the County’s equity and social justice goals. Earlier this year, the County was awarded an external grant to promote equity and social justice considerations in the bond issuance program. Specifically, portions of these grant revenues were used to fund a Second Party Opinion from Kestrel Verifiers confirming the Social Bond designation.  The County also made a presentation to an Investor Roundtable comprised of social bond-oriented investors and increased disclosure in the Official Statement regarding the bond-funded programs with the goal of increasing demand for the bonds.    
Negotiated Sale 
Further, to market the bonds more effectively to social bond-oriented investors, this issue was sold on a negotiated basis to a team of underwriters led by Morgan Stanley & Co. LLC.  
Accelerated Sale Timing
This issue was originally scheduled to be sold on December 5. However, due to the stronger tone in the financial markets seen during November and a crowded projected municipal issuance calendar during the first week of December, which included a $750 million taxable sale for the State of Hawaii that would have provided direct competition for the County’s bonds, Morgan Stanley recommended accelerating the sale. Based on the extremely strong investor interest identified on November 28 during the first day of the two-day “order” period and a continuing rally in the Treasury securities market, Morgan Stanley recommended concluding the pricing on November 28. 
Results
Such flexibility in timing, which, as mentioned previously, is made possible by the delegated sale authority granted to the Finance Director by the Council, proved very valuable. Specifically, the initial offering had such strong demand that the pricing was improved significantly in each maturity by as much as 0.17%. As a result, the TIC of the overall issue, which has an average life of 11.2 years, came in at 5.35%. This rate was significantly lower than had been assumed in the 2023-24 Biennial Budget. 
While there was significant market demand for these bonds, we observed less than-expected appetite from the “social investor” community, at less than 3% of the total orders received. However, this is not to dismiss the value of this effort since it provided increased overall visibility for the County’s efforts on this front and may lay the groundwork for future pricing benefits.
November 30:	$91,650,000 Unlimited Tax General Obligation Bonds, 2023
These bonds will provide the second installment of funding in the amount of $106 million for the $1.74 billion voter-approved Harborview Bond Program.
The bonds were sold competitively, and the County received bids from 13 different underwriters.   The winning bid came from RBC Capital Markets LLC and provided a TIC of 3.34% for the bonds, which have an average life of approximately 12 years.  This rate was also significantly lower than had been assumed in the 2023-24 Biennial Budget.
[bookmark: _Hlk152216389]An interesting feature of this transaction was that the County utilized a different competitive sale platform (MuniAuction) that allows bidders to know whether they have provided the low bid and then improve their offers up until the end of the auction period.  This differs from the platform that the County normally uses for competitive sales, which does not allow for such follow-up.  For this sale, a total of 53 bids were received because many of the 13 underwriters who participated chose to continually improve their bids, although each failed to match the first bid from RBC.  
[bookmark: _Toc153906426]Conclusion and Next Steps

It is worth noting a couple of important commonalities across these bond sale transactions.

First, each of these County bond issues continued to benefit from extremely high credit ratings – Aaa/AAA for GO bonds (the highest available) and Aa1/AA+ for sewer revenue bonds, respectively.  Especially in times of greater market uncertainty, these excellent ratings proved very valuable in ensuring strong investor demand for the County’s bonds, resulting in very narrow credit spreads.  The appetite for the County’s highly-rated bonds is reflected in the large number of bids received in each of the competitive sales, as well as in the improvement in pricing in each maturity of the negotiated transaction on November 28th.

Second, due to a combination of the pressing need for some financings after the lack of activity during 2022, the County did not have a lot of flexibility to determine the broad timing of these transactions beyond some week-to-week or day-to-day fine-tuning.  However, such constraints notwithstanding, in a year that generally saw rising interest rates and extreme volatility, the chart below shows that the County’s timing of bond sales generally and fortuitously proved quite opportune, missing the interest rate peaks that occurred in both March and October.

The Executive will submit the next FBOD report detailing bond sales during 2024 in early-2025.
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