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    Wendy SooHoo
Staff Report

Subject:  
Today’s discussion covers two pieces of legislation related to a two-part capital project involving the potential sale of King Street Center and the redevelopment of the King County Administration Building. They are:

1) Proposed Ordinance 2007-0446 requesting a $591,000 supplemental appropriation to fund the first phase of study of this project.

2) Proposed Motion 2007-0447 expressing Council support for exploration of the sale of King Street Center.
Summary:   
If approved, the proposed ordinance would appropriate $591,000 to fund a feasibility study of the Executive’s proposal to explore the sale of King Street Center and leverage its value to finance a new, larger building on the King County Administration Building site. The current vision is for an 850,000 square foot building with on-site parking and a tunnel system to replace the sky-bridge that currently links the King County Correctional Facility (KCCF), the Administration Building, and the Courthouse.  Redevelopment would be completed in a little over three years, with an expected move-in date of March 2011.  

Executive staff believes this two-part project would be cost-neutral. The estimated development costs of $347 million would be off-set by the value of the King Street Center—conservatively estimated to net $140 million—and by renting out 300,000 square feet of the building to non-County tenants.
The proposed ordinance was transmitted with a proposed motion expressing Council support of exploring the sale of King Street Center. This motion is redundant, as approval of the proposed ordinance would acknowledge Council support for the proposal.
Analysis: 
The requested $591,000 appropriation would fund a feasibility study of this two-part capital project. Executive staff has conducted preliminary analysis of the project and believes it could generate significant benefit for the County, leveraging the King Street Center’s private market value to redevelop a more attractive and efficient building on the King County Administration Building site. 

This report will first outline the specifics of the proposed capital project and will subsequently analyze the appropriation request. 

Scope: 
This proposal has two major components:  
1) Sale of the King Street Center: 
The County has received unsolicited inquiries from private market firms about purchasing King Street Center. Constructed in 1999 at a cost of $65 million, executive staff conservatively estimates its current worth at over $140 million, with conditions in Seattle’s commercial real estate market potentially pushing this price tag higher. Executive staff believes its value would more than cover the costs of relocating the 320,000 square feet of county office space in the King Street Center to a redeveloped Administration building. 

2) Redevelopment of KC Administration Building:
Built in 1970, the Administration Building sits on a prime parcel of land in downtown Seattle. The current building is old and according to executive staff, is increasingly expensive to maintain. The layout creates an inefficient use of space, and the architectural design is largely unattractive. As such, the transmittal letter indicates that executive staff has been exploring options to replace it with a new, more efficient, and attractive building. 
The current vision is for an 850,000 square foot building, rising to 340 feet tall. The building would be approximately 28 floors, with large floor plates on lower floors and stepped setbacks at higher floors (see Table 1). On-site parking would accommodate 425 cars. Additionally, the sky-bridge that currently links the King County Correctional Facility, the King County Administration Building, and the King County Courthouse would be replaced with an underground tunnel system to transport prisoners.  Council staff has requested information on how 850,000 square feet was determined as the appropriate size for the building.
Table 1:  Proposed Square Footage by Floor

	Floor
	Square Footage

	1 through 6
	40,000

	7 through 18
	33,000

	19 through 28
	23,000

	Total 
	

	28 Floors
	~ 850,000


Executive staff believes this two-part project would be cost-neutral to the county, while generating significant benefits. In addition to replacing an unattractive, inefficient building, the project would consolidate King County government offices, reducing operational costs, generating agglomeration benefits, and creating a “one-stop shop” for government services. Additionally, as LEED-certified, the new building would be 35 percent more operationally efficient than the current building. 
To achieve cost-neutrality, 300,000 square feet (35 percent) of the new building would be rented out to non-County tenants. Leases would range from seven to twenty years and would be competitively priced. Executive staff has stated that demand for this space is high. Interest has already been expressed by the State of Washington General Administration for 200,000 square feet, the Seattle Housing Authority for 50,000 square feet, as well as by various federal agencies. 

In addition to outside tenants, the new building would house 550,000 square feet of county offices, as outlined in Table 2.  
Table 2: County Tenants for New Administration Building
	
	Current Space
	New Space
	Notes

	King Street Center Tenants
	320,000
	320,000
	All functions would be relocated.

	KC Administration Building
	198,483
	125,000
	Elections will be moved to Renton.

PAO would be moved to Courthouse.

	King County Council
	43,981
	125,000
	Current space would be used for PAO.

	King County Executive
	31,504
	
	Move out of Columbia Center.

	Criminal Investigations Division
	22,000
	
	Looking for space for several years. 


Schedule: 

The Executive proposes moving forward quickly in order to take advantage of favorable commercial real estate market conditions to maximize the value of a sale of King Street Center. However, the timeline for a sale remains unclear. Executive staff is in the process of selecting a broker who will investigate the sale and determine the market valuation of the property. 

The redevelopment of the Administration Building would be completed in a little over three years, with an expected move-in date of March 2011. The transmittal letter sets out a redevelopment timeline with five main phases: 
1. Initial Study Phase 



September – November 2007

2. Pre-development Phase



December 2007 – March 2008

3. Design Phase 




March – August 2008

4. Completion of Permitting, 

Lease Negotiations, 

and Development Agreement


October – November 2008

5. Demolition and Construction Phase 

February 2009 – March 2011

Figure 1 below provides a more detailed description of the project timeline and includes three places where Council input will be required: 
· Approval of this ordinance to fund the initial study phase. 

· Appropriate funds for pre-development (December 2007).

· Adoption of lease and development agreement (October 2008). 

The transmittal letter indicates that Council will “have opportunities to review progress and provide policy direction” along the way. Staff has requested more detailed information about opportunities for Council oversight on both the redevelopment of the Administration building and the sale of the King Street Center.
Importantly, if this proposed ordinance is approved and initial study moves forward, pre-development appropriation legislation could be before the Council by the end of the year. 
Figure 1: Detailed Proposed Timeline
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Budget: 
Executive staff’s preliminary analysis indicates that this two-part project would be cost neutral to the County.
Costs: 

Executive staff estimates that development costs of the new Administration Building would total $347 million. This figure combines two elements—estimated hard costs and guaranteed soft costs from Wright Runstad and Company, the developer chosen for the redevelopment project. 

Selection of Wright Runstad: 
In October 2006, the County issued a Request for Concepts and Qualifications for the redevelopment of the Administration Building. Two developers responded—Sabey Corporation and Wright Runstad and Company. Both proposals were deemed qualified and equally attractive. To further evaluate the concepts, a Request for Proposals (RFP) was issued, requesting more specific design and financing proposals and requiring a guaranteed soft cost budget. The submitted proposals differed significantly along the guaranteed soft costs. Specifically, Sabey’s bid was $18 million (43 percent) higher than Wright Runstad’s bid, with higher costs in every major category. As a result, Wright Runstad has been selected as the developer for the project, should it move forward. 
Cost breakdown for new Administration Building: 

Using Wright Runstad’s soft costs, executive staff estimates total costs to be $347 million. Table 3 provides a breakdown of these costs: 
Table 3: Itemized Breakdown for Administration Building Redevelopment
	Item
	Cost

	Utilities, Entitlements, and FAR 
	$16,182,000

	Architectural Total 
	$5,300,000

	Engineering Total
	$3,665,000

	Demolition Total
	$2,208,710

	Construction
	

	Tunnel
	$8,000,000

	425 Parking Stalls 
	$14,875,000

	Building
	$144,500,000

	Other (fees, contingency)
	$20,516,188

	Total
	$187,891,188

	Tenant Improvements
	$67,895,000

	Miscellaneous Development Costs (legal, accounting, etc)
	$1,910,000

	Developer Fee including Sales Tax
	$7,875,000

	Developer Overhead including Sales Tax
	$1,900,000

	Developer’s Contingency
	$6,900,000

	Owner’s Contingency
	$5,000,000

	1% for the Arts
	$3,033,362

	Cost of Temporary Occupancy for Admin Tenants During Construction
	$5,200,000

	Construction Interest 
	$13,123,344

	Miscellaneous KC costs (consultant fees, special studies)
	$3,149,603

	Transaction Costs
	$4,076,578

	Rent Cushion Contingency
	$11,811,010

	
	

	Total
	$347,120,794


Excluded Costs: 
These cost estimates include most major elements of the project. However, there are several notable exceptions:
1) Temporary Prisoner Transport:  Once the skybridge is demolished, prisoners must be transported from the King County Correctional Facility to the Courthouse. The transport will require dedicated vehicles and security personnel. A study conducted in 2006 found that initial capital costs for this transport would be $1.3 million, funding 4 transport vans and construction of a new sallyport at the Courthouse. In addition, according to the study’s estimates, $1.1 million would be needed to cover the operational and staffing costs for two years during construction. 
2) Tunnel Costs: The $8 million cost of replacing the skybridge with a tunnel may be underestimated. The 2006 report found these costs to be in excess of $20 million. Additionally, it remains unclear whether necessary modification costs at the Courthouse and KCCF have been included. Council staff will continue to analyze this issue. 
3) Demolition Costs:  The estimated demolition costs are $2.2 million, which appear low. Council staff will continue to analyze this issue. 

4) Financing Costs: While financing during the construction phase has been included, long term interest payments are not included in the cost estimates. 

5) Moving Costs: The costs of moving King County tenants have not been included. Council staff will continue to analyze this issue. 

Revenues: 

To cover the redevelopment costs, executive staff has identified 4 sources of revenue: 

1) Sale of King Street Center:  





$151 million
Executive staff estimates that a sale of King Street would conservatively net $137 million. This figure was calculated by capitalizing the building’s market rate rental value and subtracting out the temporary lease costs for King Street employees for the time between a sale and the completion of the new Administration Building space. Assuming a 5 percent return during the construction phase, the sale proceeds would yield $151 million, which could be used to finance the new administration building. 
2) Rents from Outside Tenants:  





$125 million
While the pricing model for rental rates is under development, the 300,000 square feet of tenant space is currently projected to generate $125 million. 
3) Efficiency Savings: 






$ 27 million
Replacing the Administration Building with a more efficient building would yield $15 million in capital cost savings and $12 million in operating cost savings. 

4) Parking Revenues: 






$ 20 million
Parking revenues are anticipated to generate $47,922 a spot over the life of the building. The total for the 425 spots would be $20 million. 

Table 4: Identified Revenue Sources for Administration Building Redevelopment
	Source
	Revenues

	Sale of King Street Center
	$151,000,000

	Rents from Outside Tenants
	$125,000,000

	Efficiency Savings 
	$27,000,000

	Parking Revenues
	$20,000,000

	
	

	Subtotal 
	$323,000,000

	
	

	Project Costs
	($347,000,000)

	Remainder
	($24,000,000)


As seen in Table 4, these revenue sources leave a remainder of $24 million. This money would be recouped through rents paid by County tenants. Executive staff estimates the remaining costs could be covered by rental rates of $9 per square foot on the 125,000 square feet of “additional” space (ie. not replacement for King Street Center or the Administration Building). 
Additionally, this remainder may be covered by: 
1) Rental Savings on Executive Space:   The Executive offices are currently housed in leased space in Columbia Center and pay market rate rents. Moving these offices to the new Administration building could yield measurable savings. 
2) Additional Proceeds on King Street Center Sale: Given the strong commercial real estate market in Seattle, the sale of King Street may yield significantly more than $137 million. 

3) City of Seattle Zoning Savings:  The City of Seattle charges fees based on the Floor to Area Ratio (FAR) of buildings in the downtown area. To build a 28 story building, FAR fees would exceed $11.6 million. However, executive staff is in discussions with the City of Seattle to proceed with the project as part of a Planned Community Development (PCD). As a PCD, the county could transfer development rights from other PCD parcels to the Administration Building site. The PCD approach could lead to FAR savings of up to $10 million.  

The PCD would include:

· King County Courthouse, 

· City Hall Park, 

· New County Office Building, 

· King County Correctional Facility, 

· Goat Hill property,

· Yesler Building, and 

· Administration Building. 

Council staff has requested more information on the PCD, how it will impact future development by the County, and whether the City of Seattle has approved this approach.
Legal Analysis: 
Several legal questions remain to be addressed on the project: 

1) The King Street Center was financed through a 63-20 arrangement, with the County paying rent to a non-profit on the building for 20 years before assuming ownership. Sale of the building before the end of the 20-year time period may have financial implications. 
2) The new Administration Building would be financed through a similar 63-20 arrangement. This arrangement may place restrictions on the development and leasing of the building.
Council staff is conferring with legal counsel on these matters. 

Appropriation Request:
This proposed ordinance represents the first step in pursuing the Administration Building project and the potential sale of King Street Center. It would appropriate $591,000 to fund a study of project feasibility. The itemized breakdown of this request is shown in table 5, and represents costs for the remainder of 2007.
Table 5: Itemized Breakdown of Appropriation Request
	Item
	Cost

	Staff Support
	$221,000

	Consultant Services
	$200,000

	Developer Survey Phase
	$170,000

	
	

	Total 
	$591,000


The $221,000 for staff support would fund Facilities and Management Division (FMD) work related to the project. This work includes conducting negotiations with Wright Runstad, the City of Seattle, and potential tenants, and managing activities related to the potential sale of King Street Center. 

In addition, $200,000 would purchase consultant services to augment FMD’s efforts. The consultants would work with the City of Seattle on the PCD proposal; assist the negotiation and documentation of the predevelopment agreement with Wright Runstad; assist in the sale of King Street Center; and assist in negotiations with outside tenants. 
Finally, $170,000 would fund the developer survey phase, in which the developer will produce more refined plans and costs for the project, as well as identify any major challenges. The transmittal letter notes that this work will involve close coordination with the City of Seattle to ensure that the new Administration Building compliments the city government campus and creates an attractive, efficient government services center. 

This figure also includes $50,000 in marketing funds to support the King Street Center sale evaluation process.
The transmittal letter notes that the Executive would not propose selling King Street Center without a viable Administration Building redevelopment plan. However, the letter indicates the study will examine the possibility of redeveloping the Administration Building without the sale of the King Street Center.    

Following the study, the Executive will make a recommendation about whether to go forward with the project. If the decision is yes, Council will then be asked to appropriate funds for the pre-development stage of the project. 

Next Steps: 
Council staff has received a large quantity of economic and financial information on the project. Staff is in the process of analyzing and synthesizing this data and will have more information for the Committee at the next meeting. 
Invited: 
Bob Cowan, Director, Office of Management and Budget

Sid Bender, Capital Budget Supervisor, OMB

Kathy Brown, Director, Facilities Management Division, DES

Jim Napolitano, Manager, Major Projects, Facilities Management Division, DES

De’Sean Quinn, Council Relations Director, King County Executive
Kurt Triplett, Chief of Staff, King County Executive

Attachments: 
1. Proposed Ordinance 2007-0446
2. Proposed Motion 2007-0447

3. Transmittal Letter

4. Fiscal Note
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