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SUBJECT

This briefing will provide an overview and description of public-private partnerships in King County, focusing on those aimed at construction projects. 

SUMMARY

The concept or term of “public-private partnership” is a common term when discussing public services. However, this term could refer to any number of types of projects that benefit the public and, in some cases, private business as well. A few examples of different types of public-private partnerships are described throughout the staff report.  

BACKGROUND

Provision of Service: This is probably the most common type of public-private partnerships whereby the public agency contracts and partners with either private business or non-profit agencies to provide a service benefitting the public. This could come in the form of a public agency contracting with a non-profit for human service work or a medical research lab partnering with a public or private hospital to perform medical research. 

Development of Public Assets: This type of public-private partnership is typically used to deliver a public asset and mitigate risks associated with development of that asset. The County has used one very common type of public-private partnership in this area to provide the public with new office buildings with minimal construction risk. The County currently has four buildings that were delivered under this type of project. 

Policy Advancement: This type of public-private partnership leverages a public asset to deliver desirable (to the policy makers) public policy outcomes. The Kingdome North Lot development is an example of this type of public-private partnership. 





ANALYSIS

This staff report is intended to focus on public-private partnerships that involve construction projects, so it will be aimed at Development of Public Assets and Policy Advancement types of partnerships. 

Development of Public Assets
King County, like many other governments, has a complex history with traditional ways of delivering major capital projects. The historical way for completing capital projects is known as design-bid-build whereby the agency does the design, bids the work and uses contractors to complete the work. While this approach gives the agency the most control over the final product, it also leaves the agency exposed to great amounts of construction risk. As such, agencies throughout Washington and across the County have sought out alternative delivery methods. One common type of alternative delivery method is known as a 63-20 project. This name refers to IRS Rule 20 from 1963 that allows governments, in certain circumstances, to enter into lease-leaseback relationships for delivery of public works projects. 

In a 63-20 project the County leases to a non-profit agency a portion of county owned land. The non-profit agency then sells bonds necessary to complete the project. Upon completion the governmental agency then leases back the space in the new building. This method has successfully mitigated construction risk to the County by having the non-profit agency holding only the bonds. There are no other assets available and therefore a disincentive exists that deters the non-profit and construction firm from engaging in construction disputes. 

The County has use the 63-20 method to deliver major projects. The projects, their initial construction budgets and final construction costs are included below as Table 1: 

	Project
	Construction Budget
	Construction Cost
	Difference
	 As a %

	Patricia Bracelin Steele Building
	 $               50,771,545 
	 $              48,300,280 
	 $     2,471,265 
	4.87%

	King Street Center
	 $               62,272,000 
	 $              63,165,301 
	 $      (893,301)
	-1.43%

	Chinook Building
	 $               92,421,000 
	 $              93,119,257 
	 $      (698,257)
	-0.76%

	Ninth & Jefferson Building
	 $            178,237,000 
	 $            188,760,514 
	 $ (10,523,514)
	-5.90%

	
	 $            383,701,545 
	 $            393,345,352 
	 $   (9,643,807)
	-2.51%



As illustrated by Table 1, while these projects did incur some changes to the cost during the construction phase, the differences between original construction budget and final construction cost come in a very narrow band and are much more acceptable levels of risk than one would normally assume for such large construction projects. 

The King County Auditor’s Office has had extensive review and oversight of some of the 63-20 projects and has found them a useful tool in delivering public projects. In the Ninth & Jefferson Final Oversight Report the Capital Projects Oversight Program found that “The public-private partnership successfully delivered the project.”[footnoteRef:1] When broadening the Auditor’s focus towards alternative delivery methods (not just 63-20) the Auditor has also observed that[footnoteRef:2]:  [1:  Final Oversight Report on Ninth and Jefferson Building Project, Page 3
]  [2:  Special Study: Alternative Capital Project Delivery Methods, Report 2008-02, Page 19-21] 

1. Having options for project delivery methods provides valuable flexibility
2. The County’s experience with public-private partnerships has been favorable

The auditor made a number of other observations and recommendations regarding these methods, but those are not really germane to the subject of this briefing. 

Policy Advancement
The other type of public-private partnership covered by this briefing focuses on partnerships where the public agency enters into agreements with the private sector to accomplish policy objectives. 

The most recent major example of this is the sale of the Kingdome North Lot. Upon demolition of the Kingdome and construction of the new stadiums the County ended up owning a 3.85 parcel of vacant land north of Century Link Field. This was a very valuable parcel. The County chose to enter into a form of public private partnership to achieve two specific policy objectives. The most recent amendment to the development agreement allowed for private sector housing and retail development on the property. 

The policy objective achieved by the County as part of this agreement is that within the 600 units authorized to be built on the parcel, 115 must be affordable housing units. This has long been a priority both for King County as an entity (it is a requirement of KCC that surplus land be evaluated for its use as affordable housing) and for the City of Seattle in the Pioneer square area. 

The project is still in under way, but these affordably housing units likely would not have been built without the partnership agreement between the County and the Developer. In addition, the County received $10.1 million for the general fund as the purchase price for the underlying land. 

ATTACHMENTS

1. Final Oversight Report on Ninth and Jefferson Building
2. Special Study: Alternative Capital Project Delivery Methods Report 2008-02


1 of 3

image1.png
kil

King County




