January 20, 2005

E-mail message from Calvin Hoggard, Manager, Real Estate Services Section, Facilities Management Division

The Executive opposes requiring that a prospective buyer offering to replace the facility also be required to offer cash only. The Council asked that an all-cash option be allowed. Consequently, the proposed RFP now allows the respondent to propose either all-cash or a replacement facility or both but does not require both. One thought is that perhaps having the all-cash alternative will encourage more competition favorable to the County. If allowing an all-cash option is designed to increase competition in favor of the County; requiring both in the property trade alternative dampens it. Requiring a buyer with a replacement facility to also offer a cash-only option will discourage favorable responses from some prospective buyers preferring to respond only to the replacement option.

Why would a prospective buyer perhaps prefer to only to respond to the facility replacement option and therefore be discouraged by being required to also provide an all-cash alternate? Here are a couple of potential reasons:

1.
The respondent who has gone to the trouble and expense of securing a replacement site to offer may not likely wish to forego recouping those costs through also having to offer a competitive all-cash option. Also, a respondent that may have cash but no replacement facility is not being treated the same i.e., not being required to provide us with both options. This is probably unfair.

2.   The all-cash option carries substantial risk for the buyer in that the County must first find and build the replacement facility ourselves before the deal closes for the buyer. Thus a purchaser who wishes to move ahead more swiftly by removing this uncertainty cannot do so if the County at our option decides they must offer cash instead. Such a requirement will discourage a response in the first place and encourage a price discount on the all-cash option in a response that is made; particularly if forced. 

On the other hand, the prospect that the County has substantial duties to complete under the all-cash option before the deal closes also may encourage more weak proposals from potential buyers that are not as urgently in need of the site and could find an excuse to back out while the County pursues its replacement site before the deal closes. 

It does not gain the County more options to force prospective buyers who have property to trade to respond to both options. If both of the options or either one are truly viable then under the proposed RFP format they will be at hand for the Executive and Council when and if the time comes to make a decision to sell. If an assumption that we may not need to replace the facility underlies the idea that a cash option may give the County more flexibility we will still have that option at the time a sale decision is at hand. The property is attractive enough that a straight cash sale without a replacement requirement should not be difficult to do. However, the Executive has been very clear that facility replacement is essential to finding that the NLU property is surplus for purposes of sale. Therefore the replacement option as a stand alone option is also important because the County must factor into a cash proposal the risk we assume that a replacement facility will take more time and cost more as the County follows the processes necessary to find an acceptable site and build a replacement facility. It is highly likely that it will take the County more time and cost us more than it will a private developer making the proposal. Ultimately when the various proposals come forward it is in the County’s hands to evaluate the relative advantages of replacement versus all-cash proposals and to select which option best suits our needs and provides maximum financial benefit. We shouldn’t force an outcome in the structure of the RFP by not giving the market a free hand on the question of replacement.
