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STAFF REPORT
SUBJECT:

This staff report discusses a proposed motion to accept conditions and terms of the sale of a bond anticipation note (BAN) that will pay off an outstanding BAN that will mature on October 30, 2008.  If approved, this motion will serve as a “placeholder” and be brought back to the full Council upon the official sale of the notes.  
SUMMARY:


Proposed Motion 2008-0502 is a BAN sale motion which authorizes a BAN for 2009 to provide interim financing for projects where funding has been authorized but the projects are not yet complete.  If approved, the motion, which contains “blanks” to be filled in upon sale of the BAN, serves as a placeholder motion that will be brought back to the Council when final details of the actual sale are known.  
Approval of this request will provide funds to pay off an outstanding BAN in the amount of $44 million that is due to mature on October 30, 2008 and will provide additional interim financing for on-going projects.  The proposed BAN is estimated to provide approximately $50 million for Chinook Building equipment and fixtures and on-going construction of the Integrated Security and Jail Health Project in the King County Correctional Facility (KCCF).  
BACKGROUND:
Bond Anticipation Notes: 
Bond Anticipation Notes (BANs) are issued by the County to serve as a “line of credit” or short-term loan, pending the issuance of bonds to cover long-term debt financing.  The use of BANs during the construction process allows the County to be more precise with the aggregate amounts issued when the projects are converted to long-term financing.  This short-term financing could also be provided by way of interfund loans.  However, BANs are preferred in lieu of interfund borrowing due to lower interest rates.

BANs are typically issued with a one-year maturity.  If the short-term financing is needed for longer than one year, the initial series of BANs are retired through a subsequent issuance of BANs.  This process can be repeated until the capital project is complete and the limited tax general obligation (LTGO) bonds for permanent financing are sold.  

Limited Tax General Obligation Bonds:
Once a capital project is complete, LTGO bonds (also known as councilmanic bonds) are issued for permanent financing.  These bonds include a promise of the full faith and credit of the issuing agency.  However, as the term “limited” implies, this promise extends only to the taxing authority of the County without a vote of the people.  Bonds issued with voter approval are referred to as unlimited tax general obligation bonds or simply general obligation bonds.

Prior Council Actions: 

The Council, via Ordinance 14167 (July 2001), authorized the issuance of LTGO bonds in an aggregate principal amount not to exceed $125 million, to provide long-term financing for the Courthouse Seismic Project, North Rehabilitation Facility Project, and the Regional Communications and Emergency Control Center Project. Interim financing, in the form of bond anticipation notes (BANs), was also authorized at that time. 

Ordinance 14463 (September 2002) authorized a change in the scope of the North Rehabilitation Facility project, amending it to include $1.65 million dollars for “demolition of the 1940s era buildings housing the County’s North Rehabilitation Facility (NRF) located in the City of Shoreline on the State of Washington Campus.” Ordinance 14463 further authorized inclusion of a new project, Courthouse Earthquake Repairs. 

Ordinance 14745 (September 2003) authorized inclusion of the Integrated Security and Jail Health Project to the list of authorized projects covered by the bonds. Furthermore, the amount of bonds/notes authorized to be issued was increased from $125 million to $145 million. Finally, the name of the Regional Communications and Emergency Control Center project was changed to the Regional Communications and Emergency Coordination Center (RCECC).

Ordinance 14992 (September 2004) was approved giving the Executive authority to issue bonds/notes with a principal amount not to exceed $150 million. This ordinance also added the Courthouse Lobby and Jail Intake Transfer and Release projects to the list of projects authorized under the original legislation. 

Ordinance 15285 (September 2005) authorized the additional projects for inclusion in the BAN:  Orcas Building Acquisition and Tenant Improvement Project, the PAO (Prosecuting Attorney’s Office) 4th floor Courthouse move, the Pedestrian Tunnel Project, and the Skybridge Feasibility Study.  
Ordinance 15604 (October 2006) approved a change in scope of the Pedestrian Tunnel Project to include construction costs, the addition of the New County Office Building (NCOB) equipment – resulting in  a maximum outstanding aggregate principal amount of $170,000,000.  
Bond Financed Projects

Currently $121 million of the authorized financing for facilities improvements has been converted to long-term financing in the form of LTGO bonds.  The Executive sold $27.6 million in LTGO bonds in 2003 and $82.4 of LTGO bonds in 2004.  The following projects were covered by this financing: (1) Courthouse Seismic Project, (2) NRF Demolition, (3) RCECC, and (4) Courthouse Earthquake Repairs.  
Further, $10.7 million in bonds were also sold in 2007 that covered five additional projects:  (1) Orcas Building, (2) PAO 4th floor Courthouse move, (3) Pedestrian Tunnel Project, (4) the Skybridge Feasibility Study, and (5) Courthouse Lobby Project.  
ANALYSIS: 

Approval of this request will provide funds to pay off an outstanding BAN in the amount of $44 million that is due to mature on October 30, 2008 and will provide additional interim financing for on-going projects.  The proposed BAN is estimated to provide approximately $50 million for Chinook Building equipment and fixtures and on-going construction of the Integrated Security and Jail Health Project in the King County Correctional Facility (KCCF).  

Proposed Motion 2008-0502 will authorize a BAN sale for 2009 to provide interim financing for these projects that have been approved, but are not completed.  The sale motion, which contains “blanks” to be completed upon sale of the BAN, serves as a placeholder motion that will be brought back to the Council when final details of the actual sale are known.  
Of the $170 million currently approved in capital projects, $121 million (of principal) has already been financed by the issuance of bonds.  The current annual debt service on this amount is $9.989 million.  If the full amount of the requested bond authority is utilized, the annual debt service for the full $170M would be approximately $14.5 million, depending on final terms of the bond sales.  
Terms of the Bonds

The Executive intends to sell approximately $50 million for Chinook Building equipment and fixtures and on-going construction and completion of the ISP in the KCCF.  The BANs will be converted to LTGO bonds upon completion of these designated projects and will serve as short-term financing in the interim. 

REASONABLENESS
Proposed Motion 2008-0502 would allow for the financing for already approved projects.  The motion appears reasonable and will serve as a place-holder motion to be brought forward when the details of the BAN sale are finalized.  The Committee should pass this motion without recommendation as the final details of the sale will not be known until the date of sale. 
INVITED:


Ken Guy, Director, Finance Division

Nigel Lewis, Senior Debt Analyst, Finance Division

Bob Cowan, Director, Office of Management and Budget
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