
[image: image1.png]



Metropolitan King County Council

Budget & Fiscal Management Committee

	Agenda Item No.:
	2, 3, 4 & 5
	
	Date:
	May 19, 2004

	Proposed No.:
	2004-0073

2004-0103

2004-0126

2004-0186
	
	Prepared By:
	David Layton


STAFF REPORT
SUBJECT:
Today’s discussion is on a series of interrelated legislation for the proposed New County Office Building (NCOB).  They are:  

1. Proposed Motion 2004-0073 approving the proposed NCOB Phase II Project Plan which will release an expenditure restriction of $400,000,

2. Proposed Ordinance 2004-0103 amending the proviso language in Ordinance 14812 and provide early release of $350,000 for phase II of the NCOB.

3. Proposed Motion 2004-0126 approving the NCOB site selection recommendations,

4. Proposed Motion 2004-0186 approving the reevaluation report of the central steam plant feasibility study which will release $250,000 of expenditure restriction.

BACKGROUND: 

The purpose of today’s briefing is to provide the BFM Committee an opportunity to review a package of legislation pertaining to the planning for the proposed New County Office Building.  These planning and design decisions and policy directions will establish the location of a new county office building and where county agencies should be located – decisions that will drive the “look and feel” of the public’s interaction with King County for decades to come.

The county continues to face budget challenges in the Current Expense (CX) Fund with projected deficits of $15 million to $20 million annually for the foreseeable future. While the county has contained jail costs and achieved over $6 million savings in 2003, the Council recognizes that without further reductions in operational costs, by 2009 the costs of the county’s criminal justice system would entirely consume the CX Fund. 

Moving from leased office space to county-owned space and constructing a new office building could provide the county an opportunity to achieve additional, significant long-term savings. Further, constructing the new building on county property would demonstrate the county’s policy-driven commitment to improving the use and management of the county’s portfolio of assets, a policy consistent with the recommendations of the Budget Advisory Task Force and the Property Expert Review Task Force.

The recommendation of these independent reports was that it was significantly more cost effective for the county to own rather than continue leasing space.  These recommendations were further validated in 2001 in a consultant report entitled Alternatives to Reliance on Leased Space.  The Council formally adopted the policy to transition from leased space to owned space with the adoption of the 2002 Space Plan.  In December 2003 the King County Council hired The Staubach Company, a nationally recognized real estate consulting firm, to conduct an independent review of the Alternatives to Reliance on Leased Space report.  Staubach concurred with the policy that it is in the County’s best interest to transition from leased to County-owned property.

The last committee briefing on the package of legislation related to the Propose New County Office Building occurred on April 7, 2004.  Subsequent to the April 7th briefing a series of sessions were conducted to review site analysis recommendations.  These sessions occurred on May 5th following the regularly scheduled BFM Committee meeting.

  NCOB PHASE II 











The Council’s review and approval process for the Phase II NCOB is organized into a series of policy choices and decision points based on the orderly progression of the work leading to the authorization to proceed into final design and construction.  Phase II components include:

Today’s Discussion

1. A motion to approve the Project Plan 

The plan includes a summary of the scope, schedule, & budget and a follow up report on the Executive’s proposal to recover the land value as part of the project.

2. An ordinance to amend the proviso expenditure authority for early release of funds.

The proposal for an early release of expenditure restrictions ($350,000) is based on the Executive’s assessment that project approvals might lag behind the pace of expenditures projected by the cash flow.  The proposal is intended to maintain planned progress.
3. A motion to approve the site selection.

Site selection is the Executive’s recommendation of a preferred site based on the site evaluations of the three proposed sites proposed in 2003 (Ordinance 14812).

4. A motion to approve the reassessment of the proposed central steam plant.

The reassessment of the proposed central steam plant was necessitated by a challenge by Seattle Steam on the Executive’s 2003 analysis.

Future Discussions

5. A motion to approve a report on alternative Work Release space usage.

The analysis of Work Release is based on a request by the Council to consider the merits of alternative locations of Work Release from its current location in the Courthouse.  This request is tied to the use of space in King County and is interrelated with the proposed NCOB, Integrated Security Project (KCCF), the Space Plan and other space use proposals.

6. An ordinance to approve the NCOB lease and development documents.

Lease and development documents are the legal instruments associated with the proposed “63-20” Tax exempt lease project delivery methodology and is the final step in authorizing the Executive to proceed into final design and construction.

Additionally quarterly reports will be provided to keep everyone current on the progress of the NCOB.

2. NCOB PHASE II PROJECT PLAN




Proposed Motion 2004-0073
On January 30, 2004 the Executive transmitted the proposed project plan for phase II of the NCOB.  The plan is in response to a proviso requirement in Ordinance 14812 and requires council approval of the plan by Motion (Motion 2004-0073) in order to release partial expenditure authority (Attachment #1).  The NCOB Phase II Project Plan was reviewed in committee on April 7, 2004.

Scope:

The scope of work for the NCOB Phase II consists of site selection, development of schematic design and engineering necessary to submit for a Master Use Permit (MUP)
.  Proposed tenant agencies, space needs, and FTE projections for the New County Office Building are summarized in Attachment #10.

The three building sites under consideration for further evaluation and site selection at the time Ordinance 14812 was adopted were:

Option A:
Goat Hill Site

Option B:
King County Automotive Center Site

Option C:
North Kingdome Parking Lot Site

Schedule:

Schedules were provided for each of the three development Options (Goat Hill Site -Option A, Automotive Center Site - Option B, and North Kingdome Site - Option C).  The Site Selection Report cited a number of development uncertainties related to the North Kingdome Site (Option C) which resulted in an executive recommendation to discard the North Kingdome Parking Lot Site (Option C) as a candidate site.

The proposed schedules assumed an occupancy date of August 2007 as the optimal date for both the Goat Hill Site (Option A) and the Automotive Center Site (Option B).  Committee staff requested a leasing analysis to confirm if an actual optimum tenant move date could be determined.  The Executive’s lease analysis of costs, term dates and holdover costs
 from January through December 2007 confirmed that it will be in the county’s best interest to move tenants earlier in 2007 rather than later:

Schedule impact of existing leases:

Average monthly rent for NCOB candidate tenants




$422,043

Average monthly decrease of termination & holdover costs Jan 2007 - Dec 2007
($55,000)
Net average monthly cost







$367,000

As a result the proposed project schedules were revised to reflect earlier completion dates (Attachment #11). This analysis will be useful as a tool to optimize move dates on a tenant by tenant basis.  The NCOB cash flow pro-forma is based accumulation of lease payments cash reserve prior to the start of debt service payments in March 2008.

Lease termination restrictions will require careful planning and awareness of the notification schedule as noted by the following lease summary:

	Lease
	Lease Rate
	Termination
	Notification

	Exchange Building
	$25.72 - +0.50 annually

$18.00 +0.35 annually

$26.47 +$1.00 annually
	12/31/05, 6/30/06, 12/31/06, 6/30/07
	12 months notice

	Wells Fargo Building
	$23.50 - +0.50 annually up to max $28.00
	Not earlier than 12/31/06
	12 months notice

	Key Tower
	$24.00 – up to max $26.00 in 2008
	3/31/07, 9/30/07, 3/31/08
	24 months notice

	Walthew Building
	$23.00
	12/31/06
	

	Bank of America Tower
	$25.00
	Not earlier than 12/31/04
	12 Months notice


Revised Schedules:  Subsequent to the April 7th briefing the proposed schedules for the Goat Hill Site (Option A) and the Automotive Center Site (Option B) were revised to include the following:

1. Revised Council Reviews:  Council review periods were extended to reflect average 60 calendar day review periods and to limit the number of project review and approval points to be consistent with previous “63-20” projects.  Council project review points include the following:

· Project Plan





Proposed Motion 2004-0073

· Project Site Selection




Proposed Motion 2004-0126

· Development Agreement & Lease Documents
Proposed Ordinance XXXXX

2. Reduced Design Schedule:  Design periods were reduced by encouraging concurrent design development and Master Use Permit and SEPA processes.

3. Reduced Construction Schedule:  Further refinement of construction schedule assumptions methods and techniques by executive staff and the developer reduced the schedule by several months.

Council Design and Planning Participation:  Recognizing the Council’s interest in the design and development of the NCOB, Executive staff have proposed that the council establish a committee to comment and advise on the design, finishes and relationship to the courthouse campus of the NCOB.  This committee could consist of interested council members and staff and would be provided briefings on a bi-weekly basis.  These briefings would continue until the MUP process is complete and would not replace the weekly council staff attendance at the NCOB development team meetings.

The first design and planning session was held on Wednesday May 5th in the Southwest Conference Room between 12:00 noon to 2:30 PM to review the analysis of the site options which formed the basis for the developer to recommend the Automotive Center Site as the preferred option.  A copy of the analysis materials is included in the staff report in Attachment #12.
Budget:

Ordinance 14812 appropriated $1.2 million for the phase II scope of work pending approval of a series of proviso restrictions.  A summary of the phase II budget is as follows: 

Table A

Approved Phase II Budget




Architect



297,000

Structural Engineer


  70,000

Civil Engineer



  22,000

Electrical Engineer


  10,000

Mechanical Engineer


  20,000

Minimum Signage for MUP

    2,000

Elevators



  10,000

Lighting (exterior for MUP

    2,000

Traffic Engineer


  30,000

Green Consultant


  30,000

Reimbursables



    7,000

Survey




  42,000

Soils Testing



  85,000

MUP Permit Estimate


  40,000

Subtotal


687,000

King County Staff/Advisors

225,000

Steam Plant Design


300,000
Total Proposed Budget
         1,212,000

King County Staff Costs:  The total King County staff costs for Phase II and Phase III (construction) are budgeted at $456,954 which represents less than 0.7% of the Guaranteed Maximum Price (GMP).  This compares to 0.6% staff cost for the Patricia Bracelin Steel Memorial Building GMP which utilized a similar 63-20 project delivery methodology.  Staff costs for traditional Design-Bid-Build projects generally run around 7% of the Maximum Allowable Construction Cost (MACC).

Steam Plant Design:  It is anticipated that only a portion of the steam plant design budget of $300,000 will be needed based on the current recommendation to utilize a simpler more straight forward central hot water boiler system design for the King County complex of buildings.

Land Liquidity Options:  The Executive report entitled An Approach to Reducing King County Office Space Costs provided information showing that if the county selected a county owned site for the proposed NCOB an opportunity existed for the county to recover the land value and achieve a one time cash revenue equivalent to the value of the land.  The example provided was based on an assumed $10 million value for the Goat Hill site.  The Council included a proviso restriction in Ordinance 14812 and asked the executive to evaluate the land liquidity proposal further and make a formal recommendation.

The proposed project delivery methodology for the NCOB is a “63-20” tax exempt lease-lease back financing strategy.  As a reminder, “63-20” tax exempt bond financing is a provision of the Internal Revenue Service (IRS) tax code that allows a non-profit corporation to issue tax exempt bonds to finance a project utilized by a government agency.  This project delivery methodology has been used by the county on the King Street Center and the Patricia Bracelin Steel Memorial Building projects.  

Under the initial land liquidity proposal (12/2003), the land would be transferred to the non-profit entity.  The bonds issue would be sized to include the value of the land.  The county would then receive payment for the land from the bond proceeds in a lump sum.  Under this concept, the tenant lease payments would be used to retire the debt including the land value.  At the end of the lease term (+/- 25 years) land ownership would revert back to King County along with the building.

Subsequent discussions with the Prosecuting Attorney’s Office and the county’s bond council concluded that application of the land liquidity concept within a “63-20” tax code delivery methodology was an untested position and could result in unintended transaction risks for the county.  As a result in January 2004 the Executive recommended an alternative internal county process that will avoid any transaction risks yet still achieve the financial objectives of land liquidity.  The Executive’s current recommendation is to charge the NCOB tenants rent through the county’s central overhead and recover the value of the land in rent payments each year as a CX revenue.  Because the majority of proposed NCOB tenants are non-CX agencies (92%) it is estimated that rent revenues accruing to the CX fund would be in the range of $720,000 annually.  

The report notes that the Executive’s recommended land liquidity concept will receive a full legal review prior to implementation.

Options for use of the Land Liquidation Funds:  Under the proposal, tenant rent payments should start accruing once occupancy of the NCOB occurs sometime in 2007.  The proposed financial model for the NCOB assumes debt service payments will start in March 2008.  The Council could designate use of these funds either through the annual budget process; or, by policy, designate use of these funds for a specific purpose.

CX Debt Service Policy:  The county’s CX debt service policy is defined in Motion 11196 (2001) and Motion 5888 (1984).  These policies are summarized as follows:

· Required annual debt service payments shall not exceed 5% of the general fund’s net revenue available for debt service.

· Anticipated year-end undesignated CX fund balance should be between 6% and 8% of estimated annual revenues.

An interpretation provided by the PAO, following discussions with the Director of Finance that the proposed NCOB will not significantly impact the county’s debt service policy due to the low percentage of CX agencies programmed for the new building (7.66%).  This is because the county typically does not include debt service obligations in its policy calculations when the CX fund is not the direct, first source of payment.  BFM committee staff reviewed the PAO’s response and concur with the interpretation.  The NCOB is estimated to impact the debt service policy between $420,000 and $478,000 annually or less than 0.08% of the 2008 budgeted debt as shown in the following table:

	CX Debt Service
	Adopted 2004 Budget Projected 2006

CX Debt Service
	Projected 2008 

CX Debt Service
	Increase / Decrease

	Total Revenue
	$450,296,826
	$468,488,818
	$18,191,992

	Budgeted Debt
	$20,866,560
	$21,344,560
	$478,000

	Debt as %
	4.63%
	4.56%
	-0.08%


Reasonableness:  







Ready for Action
Based on the following pros and cons the revised Project Plan appears to be a reasonable business decision and Proposed Motion 2004-0073 is ready for Action:

Pros:

· The scope of work appears to include the elements necessary to addresses planning and design requirements for a project of this size and type to submit for a Master Use Permit.

· Project schedules have been revised and appear reasonable

· Staff and consultant budgets appear consistent with industry standards for a project of this type and size as well as other county “63-20” projects.

· Approval of the proposed Motion will release $400,000 of proviso expenditure restrictions and allow the project to proceed.

· Approval of the proposed Motion will mean that consideration of Proposed Ordinance 2004-0103 to release $350,000 of proviso restricted funds will not be necessary.

Cons:

· Council review and approval points are limited but consistent with previous “63-20” county projects.  However, Council may wish to accept the executive staff proposal to participate in a series of regular bi-weekly informal design and planning review sessions in lieu of more frequent formal design reviews.

· Postponement of action on Proposed Motion will continue to restrict funds and at some point impact the project schedule.

· Postponement of action on Proposed Motion 2004-0073 may precipitate consideration of Proposed Ordinance 2004-0103 to release $350,000 of proviso restricted funds.

2. NCOB PROVISO MODIFICATION



Proposed Ordinance 2004-0103
Ordinance 14812 included a series of proviso expenditure restrictions.  The first proviso restricted expenditure authority on $400,000 until Council approved by motion a Project Plan (Proposed Motion 2004-0073).  Proposed Ordinance 2004-0103 was transmitted to provide early release of $350,000 of restricted expenditure authority prior to approval of the Project Plan in order to avoid a possible cash flow situation (Attachment #3).

The executive’s cash flow analysis indicates that the consultant team will expend approximately $282,000 during March and April.  Executive staff reported at the April 7th briefing, that design work needed to proceed or the project could not meet the Council’s pre-budget cutoff date for transmittal of legislation and the project would fall several months behind schedule.  The Lease and Development Agreement legislation is scheduled for transmittal on July 15th and final council approval by September 10th.

Reasonableness:  







Ready for Action
Proposed Ordinance 2004-0103 will allow the project to move forward with design concurrent with council review of the Project Plan and Site Selection (proposed motions 2004-0073 and 2004-0126). Approval of the Project Plan motion in item #1 above (Proposed Motion 2004-0073) will nullify the need for action on this Proposed Ordinance 2004-0103.  Should the committee not take action on the Program Plan Motion then action on this proposed ordinance will result in the following:

Pros:

· Will release $350,000 of expenditure authority.

· Will allow the project to move forward with design concurrent with council review of the Project Plan and Site Selection legislation.

Cons:

· Will slow down or stop design work on the project until council approves the Project Plan and site selection.

· Will likely cause the project to miss the Council’s cut-off for legislation and postpone approval of the Lease Document Development Agreement until after budget in December or early in 2005.  Completion of the project and tenant occupancy will be delayed

3. NCOB PHASE II SITE RECOMMENDATION


Proposed Motion 2004-0126
The analysis report entitled An Approach to Reducing King County Office Space Costs included preliminary evaluation of three candidate building sites for further site evaluation and final site selection as part of a Phase II effort.  These three sites are:

· Option A:  Goat Hill Site

· Option B:  Automotive Center Site

· Option C:  North Kingdome Parking Lot Site

Council adopted Ordinance 14812 In December 2003 which provided a supplemental appropriation of $1.2 million to proceed with phase II.  The Executive transmitted his site selection recommendation on March 4, 2004.  Proposed Motion 2004-0126 would approve the executive’s recommended Option B:  The Automotive Center Site for the NCOB (Attachment #6).
Site selection options and recommendation were previously reviewed at the April 7th BFM Committee meeting.  

North Kingdome Parking Lot Site Discarded:  The April 7th briefing also reviewed the Executive’s decision to discard the North Kingdome Parking Lot Site (Option C) as a viable option.  The report summarized the overriding development uncertainties and site encumbrances for Option C and concluded in Section 2.3.1, page 10 that:  

“Notwithstanding the highly speculative nature of the development assumptions, it is currently infeasible to site an office building on the North Kingdome Parking Lot that will meet the county’s requirements.”

The bulk of the Executive’s site selection analysis focused on a comparison between the two remaining county-owned site options (the Goat Hill Site – Option A and the Automotive Center Site – Option B).

Comparison of Option A and Option B:  A cost comparison between the original pro-forma, Option A and Option B is summarized in the following excerpts from Table 1 Economic Comparisons to Original Pro-forma; proviso response #2, page viii:

	Cost Element
	Original 12/03 Pro-forma
	Option A    Goat Hill Site
	Option B Garage Site

	New County Office Building
	
	
	

	Entitlements and Utilities
	$865,000
	$865,000
	$983,000

	Shell and Core Architecture
	$1,331,000
	$1,331,000
	$1,720,000

	Shell & Core Engineering
	$898,000
	$898,000
	$1,197,000

	Shell & Core Construction
	$43,446,500
	$39,457,000
	$46,423,540

	Tenant Improvements
	$14,331,500
	$14,331,500
	$16,351,500

	Misc. Dev. Costs/Fees/Contingencies
	$9,293,710
	$9,253,815
	$10,290,030

	Total Development
	$70,165,710
	$66,136,315
	$76,965,070

	Financing
	$2,500,000
	$2,900,000
	$2,900,000

	Net Capitalized Interest
	$6,312,987
	$5,538,929
	$6,060,939

	Total Development w/financing(excl. land)
	$78,978,697
	$74,575,244
	$85,926,009


	Existing Automotive Center Garage
	
	
	

	Exterior Enhancement (voluntary)
	
	$2,521,104
	-

	Vehicle Restraint (safety)
	
	$1,666,205
	

	Seismic Upgrade (safety –funded project)
	
	$720,000
	

	MMRF (maintenance – funded projects)
	
	$1,510,000
	-

	Subtotal Automotive Center
	
	$6,417,309
	$0


	Total Combined Projects (excluding Land)
	
	$80,992,553
	$85,926,009


Existing Automotive Center Garage Projects:  The series of planned infrastructure improvements to the existing Automotive Center noted in the table above are summarized in the following table:

	Description
	Justification
	Estimate
	Comments

	Vehicle Restraint
	Safety
	$1,666,205
	Seattle Building Code requirement (voluntary-non retroactive).  Space Plan policy – To maintain safe and attractive buildings

	Exterior Enhancement
	Aesthetic
	$2,521,104
	Exterior facing to upgrade compatible with NCOB (voluntary)

	Seismic Upgrade
	Safety
	$720,000
	A total of $1,138,173 appropriated in 2000 through 2003.  Remaining unencumbered (03/17/04) $720,000

	MMRF
	Maintenance
	$1,510,000
	Various 6-year MMRF CIP projects

	Total
	
	$6,417,309
	


If the Automotive Center Site (Option B) were selected the MMRF & seismic upgrade projects could be cancelled and funding (+/-$2.2 million) assigned to either the NCOB project or reallocated for some other purpose.

Several additional Automotive Center Site (Option B) issues were identified and discussed at the April 7th briefing and are summarized in the following table.  Costs shown in the following table are included in the cost summaries above.

	Demolish existing Automotive Center and Replace
	Option B Requirement
	$11.6 million
	Premium construction cost (including soft costs) to demolish and rebuild a new parking garage for 568 vehicles.  Cost is included in the construction cost for Option B

	Automotive Center Maintenance Shop Relocation
	Option B Requirement
	$2 million
	Placeholder Estimate only.  Final resolution of the maintenance shop relocation is unresolved at this time.

	View Protection       (i.e. property value)
	Option B Requirement
	No Allowance Established
	Option B will require some form of view protection from a possible major development on the western half of the block.  This might mean acquisition of property or air rights.


Land Value:  The above summaries are exclusive of any county-owned land value assumptions.

Budget Summary:  The following table summarizes a comparison between Options A & B which includes a change in the Total Development category due a recent adjustment in the financing assumptions:

	Description 
	Option A

Goat Hill
	Option B

Automotive Center

	Total Development (incl. Financing, Excl. land)
Minimum Bond Size to Finance
	$74,575,244
	$85,926,009

	Costs
	
	

	Annual Debt Service (1st year)
	($5,424,652)
	($6,250,314)

	MMRF
	($236,249)
	($236,249)

	Remodel
	($87,289)
	($87,289)

	Total Annual Costs
	($5,748,190)
	($6,573,852)

	Rent
	
	

	Rent $/SF (excluding land value)
	$22.02
	$25.19

	Value of Land (based on $10 million) $/RSF
	$2.79
	$0

	Total Rent
	$24.81
	$25.19

	CX
	
	

	CX Tenant Portion of Debt Service
	($420,000)
	($478,000)

	Land Value Revenue to CX
	$727,000
	$0

	Total Net CX
	$307,000
	($478,000)


Financing Analysis:  The proposed financing plan for the project (Automotive Center site – Option B) is structured to achieve the following:

1. Proposed tenants will be charged market value for space in the NCOB which is planned to be the same as the projected lease costs at the time of move in (2007).

2. The project financing plan is structured to accrue 6-months of capitalized rent before the first debt payment is due which will ensure that the project will always be in a positive cash flow position.

3. Revenues are projected to exceed expenditures after approximately three and a half years (Attachment #13).
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Financing Plan:  A copy of the proposed debt service financing plan for the Automotive Center Site (Option B) is included in Attachment #13.  The plan is based on holding the proposed tenant agency lease payments at projected 2007 levels and supplementing these lease payments with a series of other adjustments as follows:

· Revenues for 250 additional parking spaces added by the project.

· Utility savings for existing tenant lease utility pass-through costs compared to NCOB efficiency.

· Rental income from the State agency occupying Courthouse 4th floor (old Executive space).

· Payments from Motor Pool/Auto Shop for the $2 million allowance in project cost.

· Hot water net savings for Courthouse, Administration Building & Jail resulting from conversion to a central hot water system.

· NCOB lease term adjustment from 25 years to 27.5 years.

Parking Revenues:  The proposed financing plan assumes that parking revenues for 250 new spaces created by this project will be dedicated to NCOB debt service ($460,000 annually).  All existing (relocated) Automotive Center parking and Goat Hill surface parking revenues are not included in the proposed financing plan.  Currently, all parking revenues, including the Automotive Center, are dedicated by K.C.C. 3.32.090 (Ordinance 14639 May 12, 2003) as follows:

A. 44% of parking revenues shall be distributed to the children and family set aside fund for support of health and human services activities and the remainder (56%) shall be distributed to the current expense fund.

B. It is the intent of the council to annually, during the budget process, identify a portion of the revenue going to the current expense fund to be transferred to the major maintenance reserve fund to support major maintenance projects at the garage and other parking facilities, taking into account the major maintenance model and financial plan;

C. The department of executive services, facilities internal service fund shall be reimbursed by the current expense fund for expenses associated with the operation of the parking program.

Demolition of the existing Automotive Center parking garage and construction of a new parking structure on Goat Hill changes the underlying conditions upon which the current parking policies were established.  This raises several questions:

· Should the parking revenue policy be revisited?

· Should the current parking revenue distribution be revised?  Currently 44% of all parking revenues are dedicated to children and family set aside.  The percentage was established based on 2003 appropriation levels, however; parking revenues are likely increase in the proposed new “more efficient” garage.

· Should a portion of the parking revenues from the proposed new parking garage be dedicated to NCOB debt service?

Land Liquidity:  The financing plan for the Automotive Center Site (Option B) also does not include recovery for the land value estimated at $10 million.  Recovery of land value was recommended by the executive in Ordinance 14812; December 8, 2003 and reaffirmed in the proposed Project Plan recommendation in Proposed Motion 2004-0073; January 31, 2004.  

Development Analysis:  On May 5th a series of demonstration sessions were conducted to review Wright Runstad’s analytical and qualitative analysis that led to the recommendation of the Automotive Center Site as the preferred site for the NCOB.  The analysis concluded that development of the NCOB on the Automotive Center Site was economically advantageous while preserving future development flexibility on the Goat Hill Site.  A copy of Wright Runstad’s analysis is included in Attachment #12.  A summary of the qualitative advantages of the Automotive Center Site was also provided:

· Flexibility of future development

· Development potential best meets King County requirements

· Optimizes light & air for entire campus

· Makes a better neighborhood

Pedestrian oriented

· Campus connection

Links Yesler Building to other KC facilities

· Parking separation & security

Preserves a secure tunnel access

· Replaces a sub-standard garage

Review Summary: Review of the site options at the April 7th briefing and subsequent review sessions on May 5th and May 14th identified a number of unresolved issues.  While these issues are not necessarily material to an overall site approval decision, they are nevertheless important considerations in the Council’s approval process.  A summary of the issues are summarized below:

1. Concern with property development west of the Automotive Center Site.

2. Concern with a 9-story parking structure along 5th Avenue.

3. Consider securing a Goat Hill alley vacation that would allow:

· Development of the parking structure across the entire Goat Hill Site.

· Achieve a lower “pedestrian scale” profile along 5th Avenue.

· Stair-step the parking structure to follow the Goat Hill site slope and reduce costs.

4. Consider extending the secure/weather protected pedestrian tunnel from the Automotive Center Site to the Goat Hill Site.

5. Finalize resolution of the Automotive Center Maintenance Shop function.

6. Provide a Parking Plan to clarify how the new parking structure will be operated.

7. Review K.C.C. parking regulations to confirm if policies, rates or dedication of revenues should be updated.

8. Reconsider the possibility of achieving land value recovery for Option B.

Reasonableness:






Conditionally Ready for Action

The economic and qualitative analysis provided by Wright Runstad supports the “business case” for approval of the Automotive Center site.  Provided a mechanism is initiated to address the unresolved issues noted above, approval of Proposed Motion 2004-0126 appears to be a reasonable business decision.

Recognizing that the site approval decision is time sensitive, and acknowledging that the issues noted above are important considerations, a Striking Amendment (S1) to Proposed Motion 2004-0126 has been prepared that will:

1. Approve Proposed Motion 2004-0126 (Automotive Center Site – Option B).

2. Provide for a reporting, review, and approval process to allow adequate time to resolve the issues noted above.

5. CENTRAL STEAM PLANT REEVALUATION 

Proposed Motion 2004-0186
Consideration for a central steam plant for King County has occurred in three phases.  

Phase I:  Phase I of the Central Steam Plant Feasibility Study was initiated in 2001.  The phase I report prepared by the Notkin & Associates Inc. was transmitted in July 2001 as part of the Alternatives to Reliance on Leased Space Report.  The report indicated that a central steam plant for King County appeared economically feasible particularly if Harborview Medical Center was included in the building group.  However, the report was inconclusive and recommended that a more detailed analysis was needed.

Phase II:  Phase II of Central Steam Plant Feasibility Study was initiated in July 2002 (Ordinance 14420) as part of a Phase I effort to evaluate options for a new/purchased office building for King County.  The report, Evaluation of Options for Reducing King County Office Space Costs was transmitted in September 2003 and included an economic analysis on the Central Steam Plant by R.W.Beck (Harris Group).  This report indicated that a county-owned central steam plant would result in the following savings:

	Description
	Annual Savings
	Total Savings (25-yr financing term)

	King County Buildings
	$535,000
	$8.2 million

	Harborview Medical Center
	$700,000
	


The report recommended that the county proceed with a central steam plant for King County and Harborview Medical Center.  At the December 3, 2003, BFM Committee briefing on the report, the results of the Executive’s analysis were challenged by Seattle Steam Company in a report by funded by Seattle Steam (A.E. Associates).  A subsequent joint meeting on December 4, 2003 between Facilities Management Division (FMD), Seattle Steam Company representatives and BFM Committee staff confirmed that the findings of the two reports would require additional time to reconcile.  

Reassessment:  The Council approved the Executive’s request for a supplemental appropriation request for the NCOB phase II but imposed a proviso restriction that required a reassessment of the central steam plant recommendation.  

“Of this appropriation for CIP project number 395210. King County Office Building Feasibility $250,000 may not be expended or encumbered until the executive submits a report and council approves by motion the following report:  A reevaluation report of the central steam plant feasibility study by R.W. Beck, contained in the report entitled An Approach to Reducing King County Office Space Costs, dated September 15, 2003.  The report shall include a response to the report prepared by Seattle Steam Company entitled Analysis of King County Steam Plant Reports, dated December 2, 2003.  The report shall also be coordinated with Seattle Steam Company contract agreements with King County and Harborview Medical Center and include a legal interpretation of the terms of these agreements.”

The reassessment report was transmitted on March 31, 2004.  Based on a preliminary review of the report New County Office Building Project Central Steam Recommendations - Reassessment it is clear that the original recommendation was overstated and that the economic benefits of a central steam plant are substantially less than originally forecast. Several key areas of the central steam plant contributed to this conclusion are summarized below:

· Core Plant and Required Storage

· Piping/Steam Distribution

· Interim Construction Costs

· Harborview Retrofit

· Energy Efficiency

The reassessment report also challenged several key assertions contained in the Seattle Steam report.  

Reassessment Report Recommendation:  The proviso response reevaluation report Executive Summary concludes that:

“…the county not move forward with a central steam plant serving both King County and Harborview Medical Center”  

The report further states that the recommendation is preliminary in order to comply with the proviso requirements contained in Ordinance 14812.  And that FMD expects to make a final recommendation on the alternative approach as the new building is designed and the maximum construction cost is determined.
Reasons given for the reversal of the previous recommendation include construction risks, market risks, and uncertainties of purchasing steam from an unregulated vendor.  The current recommendation is that:
“FMD… recommends pursuing an option that would provide similar economic benefits to the County as the central steam plant but at much lower outcome risk.”
The recommended option includes an increased boiler size for the NCOB sufficient to provide hot water to the County’s downtown core buildings in lieu of steam.  The boiler room is proposed to be located in the NCOB rooftop mechanical equipment space.  The downtown core buildings include: the Courthouse, Administration Building, King County Corrections Facility, and the Proposed New County Office Building.  Harborview Medical Center is no longer included in the reassessment recommendation. Under this recommendation Harborview will continue to rely on Seattle Steam as a vendor for the foreseeable future but the county would reduce its reliance on Seattle Steam.

Expenditures:  Expenditures to date for the steam plant feasibility studies and reevaluation report are:

	Description
	King County
	Consultants
	Total

	Phase I (Harris Group/Notkin)
	-
	$26,995
	$26,995

	Phase II (R.W. Beck)
	$31,436
	$65,409
	$96,845*

	Reassessment
	$12,457 

(estimate to date)
	Included in WR scope of work for new office bldg.
	$12,457

	Total
	$43,893
	$92,404
	$136,297


* Harborview contributed $50,000 to the phase II analysis.

Reasonableness:  







Not Ready for Action

Today is the first opportunity the committee has had to be briefed on the central steam plant reassessment.  Additionally, the executive’s recommendation is preliminary in order to comply with the proviso requirement.  And FMD continues to assess the alternative approach before making a final recommendation.  Staff analysis continues.
Next Steps:.

1. Finalize Review of the Steam Plant Report (Proposed Motion 2004-0186).  Resolution of the steam plant issue will allow the team to move forward with the energy design for the NCOB and the county’s downtown complex.

2. Review of Proposed 2004 Space Plan.  Transmittal is anticipated in June 2004.

3. Review of Development Agreement and Lease.  Transmittal is anticipated July 15, 2004.

INVITED:

· Kathy Brown, DES Director, Facilities Management Division

· Dave Preugschat, DES Deputy Director, Facilities Management Division

· Jim Napolitano, DES Capital Projects Manager

ATTACHMENTS:


1. Proposed Motion 2004-0073

2. Transmittal Letter, dated January 30, 2004

3. Proposed Ordinance 2004-0103

4. Transmittal Letter, dated February 25, 2004

5. Striking Amendment (S1) to Proposed Motion 2004-0126

6. Proposed Motion 2004-0126

7. Transmittal Letter, dated March 4, 2004

8. Proposed Motion 2004-0186

9. Transmittal Letter, dated March 31, 2004

10. Proposed NCOB Space & FTE Projections

11. Revised Schedules; Goat Hill Site (Option A) & Automotive Center Site (Option B)

12. Developer’s Site Selection Analysis, dated May 5, 2004

13. Proposed Financing Plan

� Master Use Permit (MUP) is a Seattle permitting requirement that includes resolution of site and zoning, issues early in the design process.  It is a first step in the overall Seattle building permit process.


� Holdover is staying beyond the termination date on a month to month tenancy. There is usually a penalty associated with holdover.
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