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STAFF REPORT
SUMMARY:  
County elections operations have been reviewed by several outside groups and experts.  Those groups have generated a number of reports, several of which recommended consolidation of elections operations into a single facility.  This means that the elections ballot processing functions, the Elections Distribution Center (EDC), and the Mail Ballot Operations Satellite (MBOS) functions should be co-located into a single facility.  Currently, elections administrative functions are housed in the county administration building in downtown Seattle while MBOS and EDC operations are temporarily located in leased space at the King County airport.  FAA regulations preclude the use of airport space as a permanent location for elections functions.  

As far back as April of 2005, in Motion 12099, the Council enacted legislation directing the Executive to consider a range of options to consolidate elections functions.

On Tuesday, February 20th, the King County Executive presented the Council with two options for a consolidated King County elections facility.  The first option involves constructing a facility on county-owned property commonly known as “Goat Hill” in the downtown Seattle area.  The second option is to pursue a long-term lease - with an option to purchase - for an existing facility known as the Earlington Property in Renton.  As described below, three pieces of legislation are involved with these two options:
Option 1 – Goat Hill

Proposed MOTION 2007-0135 would designate the county-owned Goat Hill property as the county’s consolidated elections facility location and authorize the Executive to pursue construction of a building at this location to house the elections division and the Criminal Investigation Division (CID) of the King County Sheriff’s Office (KCSO), which is currently located at the Regional Justice Center.


Option 2 – Earlington Property

The Earlington Property, located at 919 SW Grady Way in Renton, contains two buildings and is currently under contract for purchase by the real estate investment/development company, Unico Properties Inc.  This property, specifically the larger building on the site, was identified as a potential elections facility as a result of a Council mandated search process in late 2006.  Unico has proposed to redevelop the building to suit the needs of a consolidated elections facility and then lease the building, with an option to purchase, to the County.  Proposed ORDINANCE 2007-0133 is a supplemental appropriation of $343,551 to various building funds necessary to implement the proposed lease agreement and make related improvements to a consolidated elections facility at the Earlington Property.  Proposed ORDINANCE 2007-0134 is an ordinance designating the Earlington property as the county’s consolidated elections facility; directing the Executive to develop options for the downtown location of the CID other than the Goat Hill Property; and authorizing the Executive to enter into a long-term lease with an option to purchase the Earlington facility in Renton.
It should be noted that there are significant time constraints related to ordinances 2007-0133 and 2007-0134.  Unico Properties has an option to purchase the Earlington Business Center that was recently extended to March 15.  For a variety of reasons, Unico has indicated the need for Council action prior to this deadline in order to move forward with the project.  The legislative proposals under consideration today were received by the Council on February 20th – council staff have had six days to consider both of these proposals and prepare their analysis.  Further analysis and legal review of these proposals are warranted.  Today’s briefing serves to allow Council Members an opportunity to review the proposals, formulate questions and direct staff to areas where further analysis may be required.  Council staff will work with the Committee to ensure that hearings are scheduled in order to meet all requisite deadlines and that any proposed amendments to the legislation are prepared. 
Copies of the Executive’s legislative proposals, transmittal letter, the term sheet for the Earlington Building proposal and the corresponding fiscal note are included as Attachments 1 through 6 to this report.

BACKGROUND:

As stated above, many outside groups have reviewed King County elections operations and a repeated focus of those reviews has included consolidation of operations into a single facility.  The Council and the Executive have pursued a number of options since 2005 to move forward in realizing a consolidated facility.  A more complete chronological history of all those efforts is available upon request.
The most recent report from an outside group reviewing King County elections operations was the King County Citizens’ Elections Oversight Committee (CEOC) “Annual Report on King County Elections – February 2007”.  This report was issued on January 31, 2007.  This document and the corresponding cover letter are included as Attachment #7 to this report.

In keeping with past reports, one of the highest “priority concerns” identified by the CEOC in their annual report was to “consolidate elections operations into a single facility”.  In December of 2006 Executive Staff presented the CEOC with information on the two building options then under consideration.  Following that presentation the CEOC generated a list of reasons as to why they held a majority opinion that the Earlington Business Center option should be pursued.  Those reasons are substantially reiterated in their annual report. 
Throughout 2005 and 2006, the Council pursued a number of legislative efforts in order to help find or construct a consolidated elections facility as expeditiously as possible.  One such effort was the development of a “Solicitation for Offers” (SFO) process in cooperation with the Executive.  Although the Council allocated significant funds to this effort, no submittals were received by the deadline on August 22, 2006.
Concurrent to preparing and issuing the SFO, Facilities Management Division (FMD) staff were evaluating the feasibility of constructing a new consolidated elections facility on the County-owned “Goat Hill” property in downtown Seattle (this property is located immediately to the south of the new county parking garage on 6th Avenue).  A request for qualifications (RFQ) was issued on 3/9/2006 to construct a facility on the goat hill site that would include a consolidated elections facility as well as space for the Criminal Investigation Division (CID) of the King County Sheriff’s Office (KCSO) and space for a consolidated data center. By August of 2006, the developer Scannell Properties was selected by FMD to begin this work.  In October of 2006, the Executive transmitted proposed legislation (2006-0379) for a supplemental budget appropriation to account for the costs of moving forward with planning efforts on the goat hill development proposal.  Because the SFO yielded no results, contemporaneous market-based comparisons to the goat hill proposal were not available during the Council’s consideration of the supplemental budget appropriation request within 2006-0379.  As a result, the Capital Budget Committee revised the legislation to require a new broker-assisted market search that would proceed concurrently with development of the goat hill proposal (resulting Goat Hill appropriation was $750,000).  The intent of this action was to generate market comparisons to the goat hill proposal prior to moving forward with a substantive investment beyond just planning funds.  This legislation passed the full Council on October 23, 2006 (Ordinance number 15627).  The legislation required executive staff to convene weekly meetings to inform council staff on the ongoing results of the broker assisted search process.  Ordinance 15627 also required submittal of a summary report of the broker assisted process “to the county council … including a report on each potential property reviewed” by December 31, 2006.  The summary report was received on December 29, 2006 and is available upon request.
The summary report details the results of a market search conducted by Real Estate Brokers GVA Kidder-Matthews.  GVA identified nine potential sites or facilities that generally met the conditions outlined by King County.  One site in particular appeared to be quite well-suited to King County’s needs.  This site, known as the Earlington Business Center in Renton, contained two separate buildings.  An option to purchase this site was later exercised by Unico Properties L.L.C., a large institutional developer and property owner.  Following this action, King County representatives began negotiations with Unico to determine if an agreement could be reached that would allow development of a consolidated elections facility for the larger building on the property.  Unico promptly responded to King County’s inquiries with a development proposal.  This proposal has since developed into the Earlington Business Center consolidated elections facility that is before the Committee today.  
Option 1 – Goat Hill

Proposed Motion 2007-0135 - This legislation would designate the county-owned Goat Hill property as the county’s consolidated elections facility location and authorize the Executive to pursue construction of a building at this location to house consolidated elections functions and the Criminal Investigation Division of the King County Sheriff’s Office, which is currently housed in the Regional Justice Center facility in Kent.  Budget appropriation for planning activities for this project were authorized by the Council during 2006.  Much of this budget appropriation has not yet been spent and further appropriations are not necessary to move forward with Goat Hill as the site of a consolidated elections facility.
Goat Hill Development Status:   In August of 2006, the Goat Hill building proposal included up to three County functions including a consolidated elections facility, space for a consolidated data center, and space for the King County Sheriff’s Office Criminal Investigation Division.  Executive staff have reported that negotiations with Scannell properties, the originally selected developer for the site, were not successful and that negotiations with the second responsive bidder, Wright-Runstad, have recently commenced.  A summary history of negotiations with Scannell Properties has been prepared by Executive Staff and is available upon request.  Based on the protracted negotiations the potential opening date for a Goat Hill facility is now projected to be March of 2010.
As noted above, the Goat Hill Development was originally envisioned to be performed as a “63/20” project and include three County functions with the following space requirements:







Square Footage

Parking Spaces

New Elections Program 


81,858


225 spaces

Data Center




28,000


32 employees

Criminal Investigation Division

15K to 20K 


80 – 120 spaces

Since the original Goat Hill legislation was considered, executive staff continued to evaluate data center space needs and options to construction, which is an exceptionally expensive endeavor.  The Executive has recently confirmed that a potential long-term lease for data center space has been identified and any building proposal on Goat Hill will not include that function. 
Criminal Investigation Division Space Needs:  
For some time now it has been envisioned that the Criminal Investigation Division of the King County Sheriff’s Office, which is currently located at the Regional Justice Center in Kent would be relocated to the downtown Seattle area.  
Recent conversations with King County Sheriff’s Office (KCSO) representatives indicate that the Sheriff remains focused on CID moving to the downtown Seattle campus of King County buildings.  For operational reasons, the King County Courthouse is the Sheriff’s preferred location for CID.  Policy actions related to this situation are detailed in Attachment #8.
One option that has been considered in some detail by Executive staff is to relocate the KCSO Technical Services Division from the Courthouse into the County administration building.  CID could then move from the RJC into the Courthouse space vacated by Technical Services.  Although moving elections offices from the administration building would make space available for KCSO Technical Services Division, preliminary analysis holds that an additional 10,000 square feet would still be required to accommodate all of KCSO Technical Services functions.

Project Budget:  Estimated Costs for Goat Hill and other project alternatives have been identified by executive staff in a summary worksheet that is included as Attachment #9 to this report.  The total estimated cost for the project, listed under “Option A” is identified as $48.3M.  Please note that this amount does not include a construction cost of $2.25M for 90 parking spaces to serve the elections division – that expense is assumed to be supported by charges to employees for the use of these spaces.
Option 2 – Earlington Property

Proposed Ordinance 2007-0134 - This legislation would designate the Earlington property, located at 919 SW Grady Way  in Renton, Washington, as the site for the County’s consolidated elections facility.  The legislation would also allow the Executive to enter into a long-term lease of a building on the Earlington site.  This lease agreement includes an option to purchase the building shortly after occupancy.
The terms of the “Lease with Option to Purchase” agreement are included in a term sheet as Attachment #5 to this report.  Under the agreement, Unico Properties would divide the Earlington site into two parcels and lease one of the parcels along with the associated building and parking spaces to the county.  Unico would make substantial improvements to the two-story, 94,000 square foot building.  The county would have the right to approve the design of the building remodel although the costs of the remodel would be the sole responsibility of Unico.  The county would begin making rent payments upon occupancy and completion of the improvements, which is currently assumed to occur by December of 2007.  The terms of this type of build-to-suit arrangement are governed by RCW 36.42.
This legislation would also direct the Executive to explore other facility options to house the King County Sheriff’s Criminal Investigation Division.  This action is required as it does not appear feasible to construct a facility on Goat Hill to serve just one county function.  

Proposed Ordinance 2007-0133 is a supplemental request, which will be needed if the Council opts to effectuate the lease with an option to purchase at the Earlington site in Renton.  The Executive is requesting 2007 appropriation authority for:

1. December 2007 rental costs of $108,551,

2. Installation of fiber infrastructure of $200,000, and

3. Project management costs of $35,000.

A more detailed analysis of the expense to provide fiber optic service to the building is included as Attachment #10 to this report.
Project Budget:  Estimated Costs for acquiring a consolidated elections facility at the Earlington Property, as well as estimated expenses for accommodating CID in the Courthouse and have been identified by executive staff in a summary worksheet that is included as Attachment #9 to this report.  The total estimated cost for the project assuming purchase of the building, listed under “Option B” is identified as $42.5M.  This amount would likely be financed using Long Term General Obligation Bonds.  An analysis of the rental rates for the building is provided in Attachment #11.  Lease costs for the building are estimated to be approximately $14.47 per sf per year, which is comparable to mid-range market rates in the area.  A recent market overview provided by the Executive, Attachment #12, ranged between $11 per sf and $26 per sf.   
Time Constraints Associated with Earlington Business Center

Unico properties currently holds an option to purchase the Earlington Business Center.  The original deadline to exercise that option was January 31st.  Based on the interest expressed by the County, however, Unico paid a non-refundable deposit on the building of $350,000 in order to extend that deadline until February 28th.  Unico has articulated their concern that the Earlington Business Center is not as viable an investment for the firm without a potential tenant, such as King County.  Pending construction along Interstate 405 may cause some disruption to the site.  Although the disruption can be mitigated and is accounted for in their proposals to King County, Unico anticipates more difficulty in generating interest in the buildings as a result of tenant uncertainty.  UNICO has requested a decision by the County Council prior to exercising their option to purchase the Earlington Business Center.  Following transmittal of legislative proposals, the Council received notice on February 22nd, that UNICO received an additional two-week extension of their purchase option, extending their deadline to March 15, 2007. 

This issue is being heard today by the Committee of the Whole, less than six calendar days after receipt of the legislation, as part of an extraordinary effort by the Council to ensure that a valuable opportunity is not lost.  It is worth noting that Executive staff have made great efforts to deliver this legislation and have been supportive of Unico’s efforts to get an additional extension.  That said, Council staff have been severely restricted in their ability to perform due diligence review of this potentially $40+M public investment. 

	SUMMARY PROJECT COMPARISON

	 
	Earlington Project & KCSO Moves
	Goat Hill Project

	Parking
	332 on-site spaces at 
	Construct 90 spaces for elec.

	 
	 Earlington – 125 for CID in
	overflow accommodated 

	 
	 Downtown Seattle
	by nearby ex. Goat Hill garage

	 
	 
	125 constructed for CID

	Building size
	95,000+ SF
	up to 130,000SF

	 
	2 floors
	4 to 5 floors

	Functions 
	Consolidated Elections
	Consolidated Elections

	Served
	CID & KCSO Tech Services
	Criminal Investigation Division

	Occupancy
	Consolidated Elections Dec '07
	Consolidated Elections Mar '10

	Date
	CID to Courthouse Jan '01*
	New CID Facility Mar '10

	Total Estimated 
	 
	 

	Cost
	$42.5M
	$48.3M


*For further detail of schedule projections for moving CID to the Courthouse please see Attachment #13.  

PRELIMINARY ISSUES:

· Status of Legal Review - Pending
The review of legal documents and agreements related to these various proposals are being actively reviewed by the Prosecuting Attorney’s Office.  Council staff met with Prosecuting Attorney’s Office staff on Thursday, February 22nd and, at that time, legal review of the documents was ongoing.  
· Budget Estimates 
Some of the budget estimates associated with these proposals are general in nature, heavily reliant on substantial contingencies, and have received limited review by council staff.  The following issues have been identified and will receive further attention during staff’s continuing analysis.
Move Costs are Not Requested in the Supplemental

Not included in the supplemental request is an estimate of the cost to move Elections operations from the Temporary Elections Annex (TEA).  The Executive estimates that roughly one dollar per square foot, or $90,000 would be anticipated.  The cost was not included in the supplemental request because it is estimated that the cost will be covered by the contingency costs built into the agreement.  Council staff is working to further understand how this contingency is included in the lease agreement.  
Elections’ current annual lease costs at the TEA are $996,000.  This would translate to $83,000 monthly.  It is currently unclear whether current lease costs at the TEA for December could be applied to the December monthly rate at the new location.  

Also not included in the request is the cost of moving the current tenants (Work Source and Washington State University (WSU) to another location.  The terms of the agreement state that the county is responsible for addressing leases currently held with Work Source and WSU.  The landlord would be responsible for terminating any other leases in the currently impacting the facility.  (However, the landlord will be required to amend the Work Source and WSU leases to allow for county termination.)  Executive staff have stated that an estimate of these costs will be developed when a lease agreement for the parties is transmitted for council approval.  However, they have stated that if the county is able to successfully relocate WSU to Building B, as planned, the landlord will absorb the move costs.  

· Budget Appropriation Request

Supplemental authority may not be needed at this time.  There is an estimated $1.3 million in remaining appropriation authority associated with the Elections consolidation that was previously approved by the council.  This includes $700,000 from the $750,000 appropriation in CIP 395645 for the Broker assisted search and approximately $600,000 remaining from the $750,000 in CIP 395614 for the Goat Hill Facilities Project.  These numbers reflect only the known costs to date.  Some of the unencumbered dollars could possibly be used to cover the supplemental request.  Executive staff have cautioned that there is a lag time in the accounting system and final actual costs are not known.  Executive staff further caution that there may be additional costs associated with analysis of a new data center location and the CID relocation.  As originally envisioned, these appropriations were not designated for either a new data center location or CID relocation.  Council may wish to consider direction regarding the use of these CIP project appropriations.  
Council staff is working with Executive staff to further understand assumptions about the move costs and to determine whether a portion of the unspent appropriations should be reappropriated to cover the supplemental request.  
· Schedule Estimates to move CID to King County Courthouse

The detailed schedule for a CID move to the Courthouse in Attachment #13 was recently generated by executive staff.  Upon initial review, this schedule appears to be very conservative.  Funding request activities are estimated to take 5 months time, total time allocated to design of the two spaces totals 13 months and total construction time is identified as two full years.  It is possible that efficiencies in the process could likely narrow the 9 month difference between the delivery dates of new CID facilities.

· Financing Options
Two financing mechanisms may be considered to support Elections consolidation, depending upon the council’s decision.  Should the council approve the Renton site, Limited Tax General Obligation Bonds (LTGO) would be issued to support the purchase option.  If the Goat Hill option is selected, a 63/20 scenario would be used.  Both proposed financing options are discussed below:  
Renton Site Financing - LTGO Bonds

LTGO bonds, also known as councilmanic bonds, are used by the county to provide long-term financing for capital projects.  These bonds include a promise of the full faith and credit of the county.  This means that the 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.)  

Goat Hill – 63-20 Financing
Another method of financing large capital projects is associated with the Internal Revenue Service Revenue Ruling 63-20.  Under this financing plan, a single purpose non-profit corporation is created in order to issue bonds.  The county then leases the completed building from the non-profit entity.  Debt service on the bonds and other costs are covered by lease payments.  At the end of the lease, which coincides with bond maturity, the county owns the building.  
The use of 63-20 long term leases provides an alternative to issuing long term bonds.  In this 63-20 scenario, the underlying party responsible for the lease payment would be King County (just as it is on any LTGO debt).  The payment of these obligations is the responsibility of the non-profit corporation, although the full faith and credit of the county can help the non-profit finance at lower rates.   
Debt Service Capacity:  
Under either financing option, the county incurs debt – whether the debt is associated with LTGO bond issuance or 63-20 lease to own payments.  

In 2001, the council adopted a debt policy (Motion 11196) that limits Current Expense (CX) debt service payments to 5% of the general fund’s net revenue available for debt service.  The adopted 2007 general fund financial plan projected $627 million in general fund revenues for 2008, with an ending undesignated fund balance of $32 million.  

The CX debt service table, included as Attachment #14, is maintained by the Executive and shows long range county commitments and estimates out-year debt service obligations.  The table projects a 2008 commitment of $23 million for debt service, well below the 5% limit of $31 million.  The estimated debt service for $24,800,000 for 20 years at five percent interest would be $1.9 million.  Consequently, the county would not exceed debt policy requirements if the building were financed in 2008 with LTGO bonds.  However, it should be noted that a number of other capital commitments may be pending in the next few years, such as the South Entrance to the Courthouse, District Court and Superior Court needs, Work Education and Release (WER) and Community Corrections needs, and the Criminal Investigation Division (CID) move.  

It is a county priority to prudently manage debt and financial obligations, balancing whether there are sufficient revenues to pay for on-going program services and to meet debt requirements.  It should be noted that county reporting has historically not included 63-20 projects in the debt service calculations subject to the 5% limit
.  Because lease payments are not included in the table, the CX debt commitments lack transparency and debt obligations are not easily assessable to policy makers and the public.  This is an issue that the Financial Policy Task Force being convened by the council will be looking into.  
· Construction Risk

One additional issue related to timing of the two proposals is a consideration of construction risk.   In recent years the construction commodities market and price escalation for construction activity in the Puget Sound Region and across the country has had major impacts to the scopes, schedules and budgets of capital projects.  There is a substantial difference in the degree of certainty involved in retrofitting a simple 2 story tilt-up building with ample lay-down area (Earlington) when compared with a five or six story building situated on a steep slope in the downtown Seattle core with little room to spare (Goat Hill).  The risk of continuing escalation of costs will also be more inherent in a proposal that involves a later start date and longer construction time.
· Additional Consideration
The Mayor of the City of Renton recently sent a letter to the Chair of the Capital Budget Committee expressing her support for development of the Earlington Business Center as a consolidated elections facility.  This letter is included as Attachment #15.
NEXT STEPS:

Council staff will continue working with executive staff to review the proposed legislation.  Council staff will prepare amendments at the direction of Councilmembers and ready the legislation for action by the Council in the coming days.

INVITED:
Dale R. Sperling, President & CEO, Unico Properties

Kurt Triplett, Chief of Staff to the King County Executive

Kathy Brown, Division Director, Facilities Management Division
Jim Buck, Acting Director, Records, Elections and Licensing Division
Bob Cowan, Director, King County Office of Management and Budget
Noel Treat, DES Deputy Director, Facilities Management Division

Jim Napolitano, DES Capital Projects Manager, Facilities Management Division
De’Sean Quinn, Council Relations Director, Office of the King County Executive

Bob Thompson, Program Manager, Facilities Management Division
ATTACHMENTS:  
1.
Proposed Ordinance 2007-0133
2.
Proposed Ordinance 2007-0134

3.
Proposed Motion 2007-0135

4.
Transmittal Letter, dated February 20, 2007

5.
Term Sheet for Lease with Option to Purchase for Earlington Building

6.
Fiscal Note
7.
King County Citizens’ Elections Oversight Committee 2007 Annual Report 
8.
Policy actions related to moving Criminal Investigation Division 
9.
Summary Cost Comparisons for Project Proposals

10.
Analysis of Costs to Provide Fiber Optic Service to Earlington Property

11.
Analysis of Proposed Rental Rates for Earlington Facility
12.
Market Survey of Facility Rental Rates in the area of Earlington Property

13.
Detailed Schedule to Move KCSO Tech Services to Admin/CID to Courthouse

14.
Current King County CX Debt Service Table

15.
Letter from Renton Mayor, Kathy Keolker, dated February 1, 2007

� Lease costs are currently built into agency budgets, with the obligations then transferred to the Building Modernization Construction Fund, which pays out approximately $28 million per year for county lease commitments through a County Lease Master Project that is managed by the Facilities Management Division (FMD).  
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