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STAFF REPORT
SUBJECT
AN ORDINANCE making a $475,000 supplemental appropriation request to explore replacing existing lease space by purchasing or building a New Office Building for King County.

SUMMARY 

Proposed Ordinance 2002-0210.1 would appropriate funds to cover the cost of:

1. Exploring “build or buy” options, and

2. Purchase an existing building, or

3. Selecting a company to construct a new King County office building; and 

4. To engage a consultant to perform a final feasibility analysis of a central steam plant designed to serve the county’s central government buildings and Harborview Medical Center; and 

5. Amend the 2001 Budget Ordinance, Ordinance 14018, Section 124 and Attachment 2 as amended.  

BACKGROUND

At the February 13, 2002 briefing on the Space Plan, proposed ordinance 2001-0407, Executive staff presented the following:

· A revised policy matrix clarifying the objectives and implementation plans for adopted space plan policies;

· The Seneca Group presented an updated comparison of owning versus leasing downtown office space; and

· Provided a timeline specifying executive and council next steps and decision points.

One of the next steps identified at the February 13, 2002 briefing was the transmittal of a supplemental appropriation request to implement exploration of a new office building.

2002 SPACE PLAN

A key implementation element of the Executive proposed 2002 Space Plan and addenda is the proposal for a new Office Building for King County, which reduces the dependency on existing lease space.  This proposal is consistent with both the proposed space plan policy and the existing space plan adopted in 1997.  

“[Progress] from high dependence on short-term leased space to owned space or leased space with option to own” (Motion 10259, passed July 28, 1997).

Reference is made to the Budget and Fiscal Management Committee (BFM) meeting on June 12, 2002; Agenda item #4 for additional information.

LEASE VS OWN ANALYSIS

The Council appointed a King County Space & Facilities Review Panel.  In it’s December 2000 report, the panel advised in Recommendation #4 that the County’s adopted goal of reducing leased space to 100,000 sf. (10% of inventory) was a reasonable goal which should be met.  Further in Recommendation #5 they advised that the County either “build or buy” space as an appropriate cost-effective option to reduce the inventory of leased office space.
The Executive responded to these recommendations by conducting both an Alternatives to Reliance on Lease Space Report and by employing the services of the Seneca Group and the Kinzer Real Estate Company to further analyze and recommend alternatives to meeting the policy objectives and expert panel advice.

A significant element of the financial analysis provided by the Seneca/Kinzer companies during the March 13, 2002 briefing, is that in comparison between current downtown leased space and a comparable sized County-owned facility would achieve economic equivalency after approximately 15 years.  The report further estimated that the net present value (NPV) savings to the County after 25 years will be approximately $84 million.  This reinforces earlier estimates by the County and was the basis for the long standing Space Plan policy to reduce it’s reliance on downtown leased space.

NEW KING COUNTY OFFICE BUILDING

On May 6, 2002 the Executive transmitted a supplemental appropriation legislation to solicit proposals and select a company to develop a new office building.  The appropriation request of $475,000, if approved by council, will allow the Executive to proceed with the primary implementation strategy of the 2002 Space Plan.  The new office building will be sized appropriately to economically convert some of the downtown leased tenancies to a County-owned building.  Based on discussions with Executive staff, part of the scope of the analysis is to determine the appropriate size building based on a needs assessment and a financing analysis (building assumed to be in the range of 250,000 gsf to 350,000 gsf).   Purchase options will also be explored as part of this process.  

A second component of the appropriation request is funding for the further development of the feasibility study for construction of a central steam plant to serve all of the central government buildings and Harborview Medical Center.  Phase 1 of the steam plant feasibility was transmitted on July 18, 2001 as part of the Alternatives to Reliance on Leased Space Report submitted in response to Council proviso.  

Responses to Council staff questions and additional supporting documentation for the supplemental appropriation were provided to Council staff by the Executive on May 28, 2002.  The documentation:

· Clarified objectives and project outcome

· Defined the proposed work tasks and program

· Provided a general time frame for implementation

· Includes budget summary by task.

The program is intended to be flexible.  For example, the process is intended to begin with a broad range of options, however as specific building opportunities emerge as the preferred option, other sub-tasks may not be necessary.  Proposal request is somewhat speculative such that if an optimum option is selected early in the process, costs could be considerably less.

The purpose of the New County Office Building Program appropriation request is defined as:

Identify program/building requirements, establish program plan, solicit proposals to select a site and contractor/developer to develop a new office building, evaluate best opportunities, and negotiate the business points of the new transaction, and make specific proposal to the County Council for approval.

The program consists of the following tasks:

1.
Development of Project Requirements




12 to 20 weeks
Define and receive final approval of the development parameters including preferred location, desired size, program plan and probable budget for a new office building

2. Identification of Potential Sites





10 weeks
Through the RFQ/RFP process, create a master list and a short list of potential sites based primarily on the practicality of development at the proposed site and financial feasibility of the proposal.

3. Negotiation of Control of Preferred Site




12 to 26 weeks
The delivery method, project capitalization, schedule, and budget will differ significantly depending on the preferred site.

4. Preparation of Contracts and Financing Detail, Legislative Package  
0 to 12 weeks

Under some scenarios, assembly of the development team will be by a private developer.  Under other scenarios , the County and its consultants will take the lead.  This accounts for the uncertainty of the duration of this activity.

5. Central steam and Cogeneration Support




20 to 24 weeks
Integrate the engineering consulting firm’s findings with the list of potential sites to determine the feasibility of co-locating the central steam/cogeneration facility with the new office building.

6. Due Diligence Acquisition Studies





TBD
Real Estate Advisory services for due diligence review of potential acquisition opportunities.  If necessary, some sites may need additional studies performed to further determine the feasibility of the site for a new office building

The New Office Building program is intended to provide an open process and provide the tools making an informed decision.  The time frame for the program varies significantly depending on variables of timing, the optimum site selected and ownership conditions but it is estimated to be between 26 – 52 weeks.

STEAM PLANT FEASIBILITY

A steam plant feasibility study was conducted as part of the Alternatives to Reliance on Leased Space Report transmitted in July 2001.  The study included five building group alternatives and two energy co-generation alternatives (co-generation is the simultaneous production of electricity and thermal energy).  Financial analysis of the steam plant feasibility study demonstrated that the building group alternatives that include Harborview Medical Center were the most economically feasible.  Harborview was estimated to be 80% of the total load of the building groups included in the study.  Without Harborview, the central plant loads are so low that only marginal improvement over Seattle Steam is provided.  The study further noted that more in-depth analysis be undertaken in order to determine the economic feasibility of the alternatives.  The analysis of the two co-generation alternatives was also inconclusive and the study recommended further analysis.  It is understood that Executive staff will clarify whether or not Harborview is willing to participate financially in the cost of any further analysis.

SCHEDULE
The proposed schedule for the New Office Building Program is based on a wide net approach and as such includes a considerable range of time as noted above (26 – 52 weeks).  This differs significantly from the proposed Lease VS Own – New Building Timeline provided at the March 13, 2002 BFM briefing which included only a 6 month time frame for site selection.

BUDGET
The Executive’s proposal of $475,000 needs to be analyzed in light of recent Facilities Management Division financial audit findings received on May 29, 2002.  The audit indicates higher than budgeted fund balance for 2001.  While reductions have been made to bring the fund balance back within the expected limits, the year end balance for 2002 is estimated in excess of $1,000,000.  It is reasonable to assume that adequate funds may already exist to fund this effort.  Council staff will further analyze this request.
STAFF NEXT STEPS
Several staff issues and next steps include the following:

· Given the future financial uncertainty of King County, what revenue stream and space need assumptions have been applied (or will be applied) in the proposed New Building analysis?

· Will the impacts of the projected Current Expense Fund deficits and other CIP project financing impacts be reflected in the financing plan?

· What review/approval milestones are anticipated in the proposal?

· What are the implications of schedule shift between the proposed schedule (26 – 52 weeks) and the site selection schedule provided in March 2002 (6 months)?

· Why isn’t the Facilities Management Division (FMD) Internal Service fund being used to fund this analysis?  

ATTACHMENTS
1. Supplemental Appropriation Ordinance 2002-0210.0

INVITED
· Pat Steel, Director, Facilities Management Division

· Dave Preugschat, Deputy Director, Facilities Management Division
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