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2003-0056 M
STAFF REPORT
SUBJECT:

Proposed ORDINANCE 2003-0055 authorizes the issuance of up to $120 million of Unlimited Tax General Obligation (UTGO) Refunding Bonds in order to refund all or a portion of the County’s 1993C UTGO Refunding Bonds.  Proposed MOTION 2003-0056 is the companion legislation accepting the offer of the underwriter to purchase the aforementioned bonds. 
SUMMARY:
Proposed ORDINANCE 2003-0055 would authorize the issuance and sale of limited tax general obligation (UTGO) bonds in an aggregate principal amount not to exceed $120 million to provide funds to refund all or a portion of the County’s currently outstanding 1993C UTGO bonds.  The 1993 bonds were a refunding issue.
The debt service on the bonds comes from excess property tax levies approved by voters in 1979, 1988, and 1990.  The original bonds issued in those years were for Forward Thrust (1979), the Regional Health/Harborview project (1988) and Open Space (1990).  
 
ANALYSIS:
Interest rates for municipal bonds have been trending down for the past several months.  The 1993 bonds that would be refunded carry interest coupon rates ranging from 4.5% to 5.00%.  An analysis of the potential savings of refunding these bonds was prepared by the County’s financial advisor, Seattle-Northwest Securities Corporation, on February 19, 2003.  This analysis was based on market conditions at that time.   The analysis indicates that yields on the new bonds would average 2.85%.  In present value terms, the County would save approximately $7.4 million.  In percentage terms the savings would amount to 6.48% of the refunded bonds.
The proposed refunding is a “current” refunding, meaning that the refunding bonds are to be issued within 90 days of the call date of the bonds being refunded.  As such, the Council’s guideline for “advance” refundings that present value savings be a minimum of 5% of the amount of bonds being refunded does not apply.  However, the refunding analysis indicates that savings will exceed the guideline anyway.  Market conditions can change rapidly;  thus, there is no guarantee that interest rates will continue to be as favorable as they were when the analysis was prepared.  On the other hand, rates may go even lower, leading to even greater  present value savings.  The ordinance provides that the Finance Manager, in consultation with the County’s financial advisor, will determine whether the bonds shall be sold by negotiated sale or by competitive bid.  The Finance Manager has determined that a negotiated sale is in the best interests of the county.  With the complexity of refunding bonds, it is generally better to do a negotiated sale.  This allows for last minute changes to the structure of the debt and makes it much easier to delay or postpone the sale of the bonds if market conditions deteriorate. The Finance Manager anticipates acceptance of an offer to purchase the  bonds  on March 31.  


REASONABLENESS:
Proposed Ordinance 2003-0055 and the placeholder motion reflect good business practice to refund outstanding bonds and realize interest savings.  Council adoption of this legislation would be a reasonable business decision.
AMENDMENT TO PROPOSED ORDINANCE 2003-0055:
A striking amendment (S1) to Proposed Ordinance 2003-0055 is attached.  This amendment incorporates a number of changes requested by Preston Gates and Ellis LLC as counsel for the underwriters and agreed to by county bond counsel Gottlieb, Fisher and Andrews, PLLC.  Also, some conforming changes are made to reflect the decision to sell the bonds by negotiated sale.
AMENDMENTS TO PROPOSED MOTION 2003-0056:

An amendment (S1) to Proposed Motion 2003-0056 is attached.  This amendment provides for a negotiated sale of the bonds rather than a competitive sale.  
A title amendment (T1) is also attached that changes the motion title to reflect a negotiated sale.
INVITED:
Bob Cowan, Director, Department of Finance
Nigel Lewis, Senior Budget and Finance Analyst, Department of Finance

Daniel Gottlieb, Bond Counsel, Gottlieb, Fisher & Andrews, PLLC 
Jim Hattori, Financial Advisor to King County
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1. Striking Amendment to Proposed Ordinance 2003-0055.1

2. Proposed Ordinance 2003-0055.1
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6. Executive transmittal letter dated  February 5, 2003
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K:\Nogle\2003 UTGO Refunding Bonds\2003-0055,0056 UTGO Refunding Bonds 3-5-03 sr wdn.doc

_919431712

