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REVISED

STAFF REPORT
	PROPOSED ORDINANCE 2004-0089 was passed out of the BFM Committee on April 28, 2004 with a DO PASS recommendation.


SUBJECT:
An ORDINANCE authorizing the issuance of up to $50 million in limited tax general obligation bonds for the purpose of funding portions of Metro Transit’s Capital Improvement Program.
SUMMARY:


Proposed Ordinance 2004-0089 would authorize the issuance of up to $50 million in limited tax general obligation (LTGO) bonds for the purpose of funding long-lived projects that are part of the Public Transportation Fund’s (Metro Transit) adopted Capital Improvement Program (CIP).  The bonds would be backed by the sales tax collected in the County that is dedicated to capital funding for public transportation.  The bonds would additionally be backed by the full faith and credit of the County (i.e., these are “double-barreled” bonds).  

BACKGROUND:
King County government includes the Metro Transit Division, which operates an extensive public transportation system throughout the County including busses, streetcars, vanpools, and alternatives for elderly and disabled riders.  In 2003, Metro Transit maintained over 1,300 active busses, which operated more than 3 million hours of service, traveled more than 40 million miles, and were boarded by passengers over 90 million times.  

Operation of the Metro Transit system costs about $400 million annually, with an additional $150 million to $250 million spent each year on capital investments.  King County currently collects eight-tenths of one percent sales tax that voters incrementally approved for funding public transportation in 1972, 1980, and 2000.  The sales tax currently provides roughly $300 million in revenues for Metro Transit.  In addition, Metro Transit raises about $70 million annually from passenger fares and brings in about $60 million annually in grants.  The Public Transportation Fund’s financial plan that reflects the 2004 Adopted Budget is included as Attachment 4 to this ordinance.
The policy basis governing Metro Transit’s operations and capital investments are set forth in the 2002-2007 Six-Year Transit Development Plan, which was adopted by the King County Council in September 2002.  The Six-Year Plan anticipated roughly $900 million in capital investments over the Plan’s period, with the level of capital investments derived from projected expansion of service levels (e.g., bus hours) and age and maintenance requirements of existing equipment (e.g., busses) and infrastructure (e.g., park-and-ride lots).  Metro Transit’s largest anticipated capital expenditure is on procurement of busses, totaling over one-third of all capital expenditures in the planning period, or $225 million.

The Council annually adopts financial policies for the Public Transportation Fund.  The currently adopted financial policies direct 25% of collected sales taxes to the capital program, equivalent to a two-tenths of one percent sales tax rate.  In addition, the financial policies direct that the two-tenths of one percent sales tax dedicated to the capital program must first be used to meet debt-service obligations.
ANALYSIS:
What does the ordinance do?

Proposed Ordinance 2004-0089 would authorize the issuance of up to $50 million in bonds for public transportation purposes.  The ordinance also sets the legal obligations of the County and the legal terms under which the bonds would be issued.  These obligations and terms include:

· The pledge of certain County revenues to pay off the bonds;
· How ownership rights for the bonds are registered;
· What accounting funds will be used to set aside revenues to pay off the bonds;

· Where revenue from the sale of the bonds will go;

· How the bonds are to be redeemed or refunded;

· Conditions under which future bonds can be issued in order to protect investors in this bond issue (“bond parity”).
The ordinance also authorizes the Finance and Business Operations Division (FBOD) to move forward on organizing the sale of the bonds through either a negotiated sale with a particular underwriter or a competitively-bid sale.  In some cases, market conditions and the particulars of a bond sale make a negotiated sale more advantageous to the County.  In this case, FBOD indicates that they will very likely use a competitive bid process.  The ordinance also states that authority to issue the bonds lapses in one year from the effective date of the ordinance.
What does the motion do?

Once amended, the motion would approve the sale of the bond to a particular underwriter in a particular amount.  The motion also would establish certain terms of the bonds such as financial disclosure obligations of the County and whether the sale will include bond insurance.

Past practice of the BFM Committee has been to pass the bond motion out of Committee with “no recommendation”.  The motion is then ready to be amended with the sales details at full Council once an underwriter has been selected.

For what will the revenue from the bonds be used?
On September 9, 2002, the Council adopted Ordinance 14464 that established the 2002-2007 Six-Year Transit Development Plan.  Since that time, as part of the adoption of the annual budget, the Council has approved Metro Transit’s Capital Improvement Program that includes appropriation authority for hundreds of capital projects that support the Six-Year Plan.  The bond revenue would provide the necessary cash flow to support Metro Transit’s adopted CIP.  This bond issuance and a future issuance of $50 million were anticipated in the 2004 adopted budget.
For the 2002 through 2007 period, Metro Transit’s CIP includes over $100 million in capital projects that have useful lives of 25 years or longer.  Such projects include additional base capacity, construction of a new communications center, installation of a radio system infrastructure, and replacement of aging buildings that do not meet current seismic standards.  Without issuance of this $50 million in bonds, as well as the future planned issuance of another $50 million in bonds, Metro Transit will not have the cash flow available to complete construction of its current adopted CIP.

Although the communications center and radio system infrastructure projects are still being reviewed by the Council, Metro Transit’s current adopted CIP includes over $50 million in additional long-lived projects eligible for funding with the $50 million in bonds under consideration for issuance by this ordinance.

Attachment 5 provides a list of Metro Transit’s adopted capital projects that meet the criteria for funding with revenue from these bonds.

What is the capacity of Metro Transit to pay off the bonds?
The ordinance pledges the revenues from Metro Transit’s two-tenths of one percent sales tax rate dedicated to capital purposes for the payment of interest and principal on the bonds.  This revenue has also been pledged on previous Metro Transit bond issues that have a current outstanding principal of $127.5 million.  The $50 million bond issue contemplated by this ordinance, plus the outstanding principal on previous bond issues, plus a future planned issue of $50 million, would bring Metro Transit’s total outstanding debt to approximately $227.5 million.
The annual debt service payment on existing Transit bond issues totals approximately $11.8 million.  Debt service on this and the future bond issues will vary depending upon what market interest rates are at the time of issuance.  In the current interest rate environment, the debt service on this and the future planned bond issue is estimated at approximately $6.5 million per year.  Therefore, Metro Transit’s total annual debt service payments are estimated to be $18.3 million after the issuance of this $50 million in bonds and a future issue of another $50 million.
The proposed ordinance pledges the two-tenths of one percent sales tax revenues dedicated to Metro Transit’s capital program to the pay off of the bonds.  The two-tenths of one percent sales tax revenues are more than sufficient to cover the debt service on past and planned bond issues.  Even during the current economic downturn, these revenues have totaled around $74 million annually.  Thus, the sales tax revenues are 4 times estimated debt service (known as the “debt-service coverage ratio”).  The remainder of sales tax revenues is used to cover shorter-lived capital projects and Metro Transit’s operations.

What are the benefits and risks of issuing double-barreled bonds?
In addition to pledging Metro Transit’s two-tenths of one percent sales tax revenue for debt-service, the ordinance also pledges the resources of the County’s general fund to the pay-off of the bonds.  This means that, should Metro Transit be unable to meet full payment on the bonds, the County’s General Fund would be required to make the payments.  Bonds that not only are backed with a pledge of specific revenue but also are backed by the general resources of the county are called “double-barreled” bonds.

The advantage of double-barreled bonds is that the debt-service costs on such bonds are typically lower than on bonds backed solely by the sales tax.  This is because double-barreled bonds carry the County’s limited tax general obligation (LTGO) bond rating of Aa1 from Moody’s and AA+ from Standard & Poors.  The County’s financial advisor has estimated that the interest rates on double-barreled bonds are about a quarter of a percentage point (25 basis points) lower than on stand-alone sales tax bonds.  For this bond issuance of $50 million, that would translate to debt service savings of approximately $93,000 annually.
The risk of the County issuing double-barreled bonds is that General Fund resources would have to be used if Metro Transit is unable to make payment on these bonds.  However, given Metro Transit’s financial plan and debt-service coverage ratios, the risk to the General Fund appears minimal.

Should these double-barreled bonds be issued, Metro Transit will make payments to the General Fund for the use of the General Fund’s credit enhancement.  The payments from Metro Transit to the General Fund will equal one-eighth of one percent (12.5 basis points) of the annual amount of bonds outstanding.  Initially, this payment would be $62,500 and would decline each year as the bonds are paid off.  This payment will reimburse the General Fund for its pledge and is expected to still allow Metro Transit to benefit from lower total costs of borrowing than if the bonds were issued as stand-alone instruments.
When will the bond sale occur?
The bonds are expected to be sold on a competitive basis sometime toward the end of May.
Are other options available to finance Metro Transit’s CIP?
The use of bond anticipation notes (BANs) to provide interim financing for these projects was also considered as an alternative to the proposed immediate use of LTGO bonds.  Since this option would delay the take-out bond issue until 2005 or 2006, however, the transit division was reluctant to accept the risk of higher ultimate future financing costs that this would entail.
CHANGES TO TRANSMITTED LEGISLATION

None.  The Council Clerk will complete a technical clean-up of the ordinance before it comes before full Council.  The motion would be amended in full Council with the details of the actual bond sale.
REASONABLENESS

Passage of this ordinance would constitute a reasonable budget and policy decision.  Passage of the motion without recommendation to the Council would also constitute a reasonable decision and would allow the Council to move quickly once FBOD selects a winning bidder for the bond sale.
INVITED:
· Steve Call, Director, Office of Management & Budget
· Bob Cowan, Manager, Finance & Business Operations Division

· Nigel Lewis, Senior Debt Analyst, Treasury Operations Section

· Jim Hattori, Hattori & Associates, LLC
· Jill Krecklow, Finance & Administrative Services Manager, Metro Transit
ATTACHMENTS:

None
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