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Metropolitan King County Council

Budget & Fiscal Management Committee

	Agenda Item No.:
	8 & 9
	
	Date:
	September 29, 2004

	Proposed No.:
	2004-0377

2004-0376
	
	Prepared By:
	David Layton


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

1. Proposed Ordinance 2004-0377:  An ordinance to approve the NCOB lease and development documents.  

2. Proposed Ordinance 2004-0376:  A supplemental appropriation of $7.1 million in expenditure authority to proceed into final design (Phase III), secure property rights, and authorize acquisition of an alternate site for the county’s automotive maintenance function.

SUMMARY:

Council is being asked to approve legislation that will authorize the Executive to enter into a lease agreement and authorize the sale of bonds, to construct a new $101 million office building for King County.  The project is a 284,000 RSF 13 story office building to be located on the existing Automotive Center site and an 829 vehicle parking structure on Goat Hill.  Under the proposed “Lease / Lease Back” delivery methodology the county will lease the building for 28.5 years and end of the lease term the county will take ownership of the property.  The financing plan assumes that annual lease payments (i.e. debt service on the bonds) will be paid by tenant agency rent payments and parking revenues.  Tenant agency rents are projected to be equivalent to their current outside lease costs.  Parking rates will be increased to market rates and current parking contributions to the CX fund and Child and Family Services are assumed to be equal to the current dollar amounts indexed at 3% for inflation.

The council is also being asked to approve a supplemental appropriation of $7.1 million of NCOB related items that will increase the total project budget by $5.1 million to $106 million.  

This request will do four things:

1. $1.9 million is requested to provide expenditure authority to complete detailed NCOB design.

(included in core budget).

2. $3.5 million to relocate the Automotive Maintenance function currently located in the Automotive Center to a site that is outside the downtown urban core 

(additive to core budget).

3. $1.6 million is requested to acquire property development rights for properties related to the NCOB

(additive to core budget).

4. $400 thousand to release proviso restricted expenditure authority for work previously transmitted (part of item #1 above).  Note release of these restricted funds has been achieved as part of the 2nd Quarter Omnibus Ordinance.

(included in core budget).

The above legislation represents the final council approval steps necessary for the Executive to move forward with final design and construction of the NCOB.

BACKGROUND:

Today is the ninth committee review of Phase II New County Office Building legislation this year.  Previous legislation included motions to approve the project plan, site selection, and a reevaluation of the central steam plant recommendation.  Council consideration of a Work Release Feasibility Study will be considered concurrent with the Jail Operational Master Plan later this year.  Previous review of the proposed legislation before the committee today occurred on August 18th and September 15th.

1. LEASE DOCUMENTS/DEVELOPMENT AGREEMENT
Proposed Ordinance 2004-0377

Today is the third review of the legislation to approve the NCOB lease documents and the development agreement, which was transmitted on July 22, 2004.  

Approval of the lease documents and the development agreement will be Council’s last opportunity for a formal approval of the project.  However, executive staff are committed to continue with the informal project review sessions to provide council participation throughout design.

ANALYSIS: 

A summary of outstanding NCOB issues from the committee discussions on August 18th and September 15th follow:

Legal Review:  All previously missing items and exhibits from the lease documents and development agreement have been completed.  Council’s legal counsel has completed the legal review of the documents and there are no outstanding unresolved legal issues.  The proposed legislation is ready for committee consideration and action.

Guaranteed Maximum Price (GMP):  As reported at the September 15th committee meeting the final GMP was $15 million higher than previous estimates.  The following table shows a comparison between the original December 2003 proforma and the June 2004 Council approved Automotive Center site Option B estimate and the final September 2004 GMP:

Total Project

	Cost Element
	Original Pro-forma

12/05/03
	Option B    Automotive Center Site

06/02/04
	Final GMP

09/15/04

	New County Office Building
	
	
	

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

	Shell and Core Architecture
	$1,331,000
	$1,720,000
	$1,906,000

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

	Shell & Core Construction
	$43,446,500
	$46,423,540
	$59,878,080

	Tenant Improvements
	$14,331,500
	$16,351,500
	$15,545,500

	Misc. Dev. Costs/Fees/Contingencies
	$9,293,710
	$10,290,030
	$11,086,770

	Total Development
	$70,165,710
	$76,965,070
	$90,596,350

	Financing
	$2,500,000
	$2,900,000
	$3,210,000

	Net Capitalized Interest
	$6,312,987
	$6,060,939
	$7,134,391

	Total Development w/financing(excl. land)
	$78,978,697
	$85,926,009
	$100,940,741


Cost Increase Summary:   Executive staff and the developer (Wright Runstad) attributed the increase in cost as a combination of changes in scope, unanticipated market conditions (steel, reinforcing steel & concrete prices), and a contractor estimating error.  At the request of council staff, Wright Runstad subsequently provided a summary crosswalk of the cost increase since June 2nd in Attachment #8.

Pedestrian Tunnel Option:  At the request of several council members an analysis of the cost to extend the existing pedestrian tunnel system from the new office building below Fifth Avenue to the Goat Hill parking structure was provided.  This tunnel would allow employees and visitors secure access from the parking structure to the County’s downtown complex of buildings (Courthouse, Administration Building, and NCOB).  The additive cost to the core project to include the secure pedestrian tunnel access in the project is $2.35 million ($165k annual debt service).  

The Committee may wish to provide policy guidance on the option to add the secure pedestrian tunnel access to the project.

Revised Financing Plan:  A revised financing plan has been adjusted to reflect the final GMP.  The plan assumptions were reviewed at the September 15th committee meeting and key elements of the plan include the following:

· Tenant agency rents will match current lease costs indexed at 3% for inflation.

· Parking rates will be based on current market rates indexed at 3% for inflation.

· Parking revenue contributions for CFSA and CX will match current rates indexed at 3% for inflation.

· The project is projected to have a positive cash flow throughout the term of the lease (27.5 years).

· The combined project will achieve a positive annual fund balance after the seventh year (2014).

· The combined project projected unallocated cumulative fund balance after 30 years is $110 million.

An excerpt of the revised financial plan is included in Attachment #9.

Phase II Follow-Up:   Staff summary of the report entitled New County Office Building:  Phase II Follow-up is included in staff report Attachment #10.
Parking Revenue Distribution:  The 2003 and 2004 adopted budget established a projected annual parking revenue contribution of $558,457 to the Children & Family Set Aside Fund each year (2003 through 2006).  The proposed NCOB proforma assumed that the CFSA contribution would be based at the current 2004 contribution level indexed at 3% for inflation.  

Committee members expressed interest in opportunities to increase the parking revenue contribution to CFSA at the September 15th meeting.  The following table summarizes several alternative parking contribution options provided by executive staff for council consideration:

Parking Revenue Distribution Options

	Options Description
	Results

	Baseline Proforma:  Assumes the CFSA contribution is based on 2004 levels indexed at 3% for inflation.


	· 2007 contribution $570k

· 30 year total $27 million.

	Option 1:  Assumes the CSFA contribution is the greater of:

1) Baseline Proforma or, 

2) 44% of net parking revenues.  
	· 2007 contribution $570k

· 2014 contribution is first year that 44% exceeds proforma contribution

· 30 year total is $6.7 million greater than baseline proforma.

	Option 2: Assumes the CSFA contribution is the greater of:

1) Baseline Proforma or, 

2) 55% of parking revenues.
	· 2007 contribution $570k

· 2008 contribution is first year that 55% exceeds proforma contribution

· 30 year total is $14.7 million greater than baseline proforma.



	Option 3: Assumes the CSFA contribution is the greater of:

1) Baseline Proforma or,

2) 100% of net parking revenues beyond a 6-months reserve of parking revenues are set aside.
	· 2007 contribution $570k

· 2012 contribution is first year that 100% and 6-month reserve exceeds proforma contribution

· 30 year total is $25.7 million greater than baseline proforma.

	Option 4:  Assumes the lease term is extended from 27.5 years to 30 years.


	· Decreases the annual expenses (lease payment) by approximately $47k.

· Not recommended by executive staff.

· Reduces financing options at the time of bond sale.

	Option 4:  Determine the dollar distribution of parking revenues annually during the budget process.
	· Provides for flexibility to determine dollar distribution annually during the budget process to address changing needs.

· Predictability is sacrificed with increased flexibility.

· Places council in a reactive mode to executive proposed budget.


A detailed analysis of the above parking revenue distribution options is included in Attachment #11.  

A policy decision on parking rates and revenue distribution is not time sensitive and will not be needed until completion of the new parking garage in the 4th quarter 2005.
Proposed Occupants:  The project scope has changed since June 2nd to include an increase of two additional office floors (23,252 RSF) of unassigned space.  Attachment #12 summarizes the Executive recommended list of tenant agencies to occupy the NCOB and projected population.  According to transmitted documents the final list of tenants will not be determined until later in the project (Phase IV).  Council has previously communicated its intent to approve the NCOB occupants. Therefore, a proviso has been prepared (Proposed Ordinance 2004-0376) requiring the Executive to submit a report for council approval by motion.  

Time Sensitivity of Council Action:  Previously executive staff reported that action on Proposed Ordinance 2004-0377 was not time sensitive until sometime during the first quarter of 2005.  However, according to City of Seattle representatives, the Master Use Permit (MUP) may be issued as early as December 2004.  This could accelerate the project by as much as two months assuming action is taken on Proposed Ordinance 2004-0377 prior to receipt of the MUP.  Copies of the revised project schedules showing the impact of the alternative MUP issuance dates is included in Attachment #13.
Striking Amendment S1:  A striking amendment (S1) has been prepared that completes several missing cost figures throughout the proposed ordinance which were left blank in the transmitted legislation.  Striking Amendment S1 also inserts numerous missing attachments to the proposed ordinance, which were not available at the time the legislation was transmitted due primarily to the late delivery of the GMP.  The amendment also deletes Attachment G; New County Office Building Phase II Follow-up, as this document is part of the executive’s response to council questions and is not pertinent to the lease documents.

Reasonableness







Ready for Action

Based on the finalization of the lease documents and development agreement and extensive committee reviews on August 18th and September 15th adoption of Proposed Ordinance 2004-0377 appears to be a reasonable business decision.

2. SUPPLEMENTAL APPROPRIATION REQUEST

Proposed Ordinance 2004-0376

Today is the third review of Proposed Ordinance 2004-0376, which is a supplemental appropriation request for $7.1 million to do four things:

1.  PHASE III NCOB PROJECT:  







$1.9 Million
Phase III consists of the effort necessary to complete the Master Use Permit process scheduled for December 2005 and the completion of final design and construction documents necessary to construct the NCOB.  A summary of the Phase III scope & Budget is included in Attachment #14.
2.  RELOCATE AUTOMOTIVE MAINTENANCE FUNCTION:  


$3.5 Million
This request is based on the results of an analysis that evaluated the most cost effective location for the automotive maintenance shop function currently located in the Automotive Center Parking Garage.  The analysis was precipitated by the NCOB project, which proposes to demolish the existing Automotive Center Parking Garage and replace the parking in a new parking structure on Goat Hill.  The original NCOB proforma included a $2 million allowance as a placeholder to address the maintenance function until a final decision could be developed.  This supplemental request is the result of a recommendation by the executive to relocate the maintenance function to an alternative site.  The request will cover real estate market research, due diligence, and acquisition of an alternative site.

A cost comparison analysis was made to determine the cost to relocate the automotive maintenance function in the new parking garage on Goat Hill.  This cost analysis was used to make the threshold determination of whether or not to relocate the automotive maintenance function to the new parking garage or at a remote location outside the downtown urban core.  The analysis concluded that if a remote location could be achieved for $3.5 million or less it would be more cost effective to relocate the function elsewhere.

The property under consideration for relocation of the Automotive Maintenance function is located at 707 South Orcas Street and there is a non-binding purchase and sale agreement between King County and the landlord.  The property in question is 27,680 RSF, which is approximately double the current automotive maintenance function space need (14,000 RSF).  Therefore, assuming alternate King County functions can be appropriately co-located with the automotive maintenance function, then the price would be economically preferable to Goat Hill Parking structure location.

This request is time sensitive since a delay in council approval could jeopardize the acquisition opportunity. 

3.  PROPERTY/DEVELOPMENT RIGHTS:





$1.6 Million
Discussion of this item deals with real estate issues, which will need to be addressed in an executive session.  Based on discussions with executive staff this request is not time sensitive and could be postponed until 1st Quarter 2005.

4.  UNRELEASED OR UNDERFUNDED PHASE II WORK:



$400,000
Included in the $1.9 million request are equivalent funds to cover the proviso restricted funds ($400,000) from phase II (Ordinance 14812) for two NCOB reports.  In effect this request is for $400,000 of duplicate expenditure authority and is in lieu of a release of proviso restricted funds by approval of the motions approving the reports.  

This request is no longer an issue since the committee approved release of these restricted funds on August 25th as part of the chair’s striking amendment to the 2nd Quarter Capital Omnibus Ordinance (Propose Substitute Ordinance 2004-0314.1).  The full Council approved Ordinance 14984 on August 30, 2004.  

Crosswalk with Base Project:  A crosswalk between the Base GMP price in Proposed Ordinance 2004-0377 and the supplemental appropriation in Proposed Ordinance 2004-0376 illustrates that the supplemental appropriation will add $5.1 million to the overall project costs.

	Description
	Base GMP Proposal  2004-0377
	Supplemental Appropriation 2004-0376
	Additive or Included to Base
	Total Project

	Phase III NCOB Project
	$1,582,500
	$1,582,500
	Included
	$0

	Relocate Automotive Maintenance Function
	$0
	$3,500,000
	Additive
	$3,500,000

	Property/Development Rights
	$0


	$1,600,000
	Additive
	$1,600,000

	Early Release of Restricted Funds
	$400,000
	$400,000
	Included
	$0

	Subtotal 
	$1,982,500
	$7,082,500
	
	$5,100,000

	Subtotal Base GMP Project
	$98,958,441
	-
	
	

	Total Base GMP Project
	$100,940,941
	
	
	$100,940,941

	Total Project w/Supplemental
	
	
	
	$106,040,941


Striking Amendment S1:  Based on the above a striking Amendment S1 has been prepared that will reduce Proposed Ordinance 2004-0376 by $2.0 million by the following modifications:

1. Deletes the $400,000 already released under the 2nd Quarter Omnibus Ordinance which reduces the Phase III design effort from $1.9 million to $1.5 million.

2. Postpones the $1.6 million for property acquisition rights.  

3. Adds a proviso restriction of $150,000 until the council approves by motion a report by the executive on the final tenant recommendations for the New County Office Building.

The expenditure request for $3.5 million to relocate the automotive maintenance function to an alternate site remains unaffected by Striking Amendment S1.  Striking Amendment S1 and Title Amendment T1 are included in the staff report in Attachments #2 & #3.

Fiscal Note:  Per King County Code 4.04.075, a fiscal note outlining the fiscal impact of this legislation is required and is included in Attachment #7.
Reasonableness:







Ready for Action
Approval of the Proposed Ordinance 2004-0376 or proposed Striking Amendment S1 should be based on consideration the on the following:

Pros:

· Phase III design is the next step in the development process for the NCOB.

· Moving forward with Phase III is consistent with the council’s policy to reduce the county’s dependence on lease space.

· The revised financial plan maintains tenant lease rates, and parking revenue contributions to CSFA and CX at projected 2007 levels.

· Provides for competitive operation of the proposed Goat Hill parking garage, which is consistent with the asset management recommendations of the Properties Expert Review Task Force (PERT) report.

· Clarifies council’s intent to review and approve the final NCOB tenant list.

Cons:

· Notwithstanding scope of work additions and deletions, the overall Guaranteed Maximum Price (GMP) is greater than previous estimates by $15 million.

· The financing plan requires a change in parking rates and policies.

· Assumes co-location of 14,000 RSF of a compatible county function with the automotive maintenance function exists.

· Mandates a final NCOB tenant decision date (01/31/05) potentially earlier than final programming effort.

· Uses a proviso rather than the annual Space Plan as the legislative vehicle to establish NCOB tenant policy.

INVITED:

· Kathy Brown, DES Director, Facilities Management Division

· Dave Preugschat, DES Deputy Director, Facilities Management Division

· Jim Napolitano, DES Capital Projects Manager

ATTACHMENTS:


1. Striking Amendment S1 to Proposed Ordinance 2004-0377

2. Proposed Ordinance 2004-0377

3. Striking Amendment S1 to Proposed Ordinance 2004-0376

4. Title Amendment T1 to Proposed Ordinance 2004-0376

5. Proposed Ordinance 2004-0376

6. Transmittal Letter Dated July 22, 2004

7. Fiscal Note

8. Wright Runstad Cost Increase Crosswalk

9. Revised Financing Plan

10. Staff Analysis Summary of  Phase II Follow-up

11. Parking Revenue Distribution Options

12. Proposed Tenant List & Population Forecast

13. Project Schedule

14. Phase III Scope & Budget
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