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STAFF REPORT
SUBJECT:
Today’s discussion is on two three 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.  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 with construction.

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.

3. Proposed Motion 2004-0186:  A motion to approve the reassessment of the proposed central steam plant which was necessitated by a challenge by Seattle Steam on the Executive’s 2003 analysis.  Approval of this motion will release $150 thousand of proviso restricted funds.

BACKGROUND:

Today’s discussion on the three pieces of legislation summarized above is the next steps in a series of legislative review, approval and decision points for the proposed new county office building (NCOB).  The following table illustrates how these pieces fit into the overall NCOB approval process.

	Legislation
	Summary
	Council Action

	Ordinance 14420
	Approval to initiate Phase I effort to evaluate options for a new/purchased office building & Phase II Central Steam Plant
	07/15/02

	Ordinance 14812
	Ordinance to approve Phase I recommendation to build a new office building and approved supplemental appropriation of $1.2 million to proceed into the next phase.  Phase II includes site evaluation, site selection, preliminary design, engineering and Master Use Permit application
	12/08/03

	Proposed Motion 2004-0186
	Reevaluation of the central steam plant proposal.  
	05/19/04 & 08/18/04 BFM Committee Briefings. Released Proviso Restrictions 08/30/04

	Motion 11925
	Motion to approve the project plan.  The plan includes Phase II scope, schedule, budget and recommendation for recovery of land value.
	05/24/04

	Motion 11931
	Motion to approve the Executive recommended Automotive Center Site as the location for the NCOB.
	06/07/04

	Proposed Motion 2004-0268
	Motion to approve the report on Work Release report Feasibility Study – Relocate and Backfill.  Work Release.
	07/28/04 BFM Committee Briefing.  Released Proviso Restrictions 08/30/04

	Proposed Ordinance 2004-0378
	Ordinance to approve proposed 2004 Space Plan.  Transmittal dated July 23, 2004.
	

	Proposed Ordinance 2004-0377
	Ordinance to approve NCOB Lease Documents and Development Agreement.  Transmittal dated July 22, 2004
	08/18/04 BFM Committee Briefing

	Proposed Ordinance 2004-0376
	Ordinance to approve supplemental appropriation for the next phase of NCOB design (Phase III) and explore acquisition of an alternative site for the automotive maintenance function. Transmittal dated July 22, 2004.
	08/18/04 BFM Committee Briefing


On June 7, 2004 Council approved Motion 11931 which approved the executive’s recommended Automotive Center site as the site for the NCOB and the Goat Hill site as the site for the parking garage.  The Council amended the motion to request a report responding to a series of twelve issues relating to the project.

Today is the seventh review of Phase II New County Office Building legislation this year.  The most recent committee discussion occurred on August 18, 2004.  Additionally, executive staff have conducted a series of design review sessions to acquaint members with the status of the design.

Changing Market Conditions:  During review of the motion to approve the site selection in June 2004, public testimony was heard regarding current changes in real estate market conditions.  In response to the testimony FMD sought an update analysis from the real estate consulting firm of Kinzer Real Estate Services.  Kinzer evaluated market shifts in July 2004 and reported findings to the BFM Committee in an Executive Session on August 18th.

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

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

The unique project delivery methodology proposed for this project utilizes a “63-20” provision of the IRS tax code.  This delivery method is a lease-leaseback arrangement rather than the traditional design-bid-build or GC/CM delivery methods used for typical capital improvement projects (CIP).  Previous “63-20” projects include the Patricia Bracelin Steel Memorial Building which opened in June 2004 and the King Street Center Building.  

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:

Legal Review:  Council’s legal counsel review of the leases and development agreement is complete.  Aside from a few minor issues the documents appeared legally acceptable.  These lease and development documents are modeled after previously approved similar documents for the King Street Center Project and the Patricia Bracelin Steel Memorial Building.  Based on discussions with executive staff, the missing items will be provided prior the final council action on the legislation scheduled for early 2005.  

Guaranteed Maximum Price (GMP):  The final GMP was received on September 2, 2004.  The following table shows the comparison between the original proforma from December 2003 and the council approved Automotive Center site Option B from June 2004:

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
	$10,344,391

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


	Description
	RSF
	Additive Cost
	Total Cost
	Cost

/RSF

	Baseline - Option B (June 2004)
	261,000
	-
	$85,926,009
	$329

	Current Proposal (GMP-Total Project)
	284,252
	$15,014,732
	$100,940,741
	$355

	Current Project (GMP Office Bldg Only)
	284,252
	($18,400,093)
	$82,540,648
	$290


Additions and Deletions:  The final GMP incorporates a number of design and scope changes that have been added or deleted since the original proforma and the council approved the Automotive Center site in June 2004 (Option B).  These changes and the (GMP) cost impacts are summarized below:

· Addition of Two Office Floors:  




$2,579,522
The office building has been increased by 23,252 RSF from the original proforma of 261,000 to 284,252 RSF (i.e. two additional floors).  This increase is based on an economic analysis of several alternative building options as well as the recommendation by the Properties Expert Review Task Force (PERT) that if the county builds a new building it should build the largest development permitted by code.  

· Parking Garage Relocation:  




Estimated $3,780,000
The parking garage has been relocated from 5th Avenue to front on 6th Avenue.

· Vehicle Maintenance Shop Relocation:  



($2,343,000)

The current proposal is to relocate the existing vehicle maintenance shop to a more cost effective location.  The original proforma included a $2 million allowance to address maintenance shop issues.  Proposed Ordinance 2004-0376 includes a $3.5 million CIP to provide real estate market research, due diligence, and acquire a new site for the vehicle maintenance shop.  The proposed relocation facility is approximately twice the size of the space needed for the automotive maintenance function and FMD is investigating co-location opportunities for other county functions currently in lease space.

· Reduced Parking:  






($2,240,000)
The current (GMP) proposal assumes a reduction of approximately one floor of parking under the NCOB (92 spaces).  Additionally, there is a reduction of 65 surface parking spaces on Goat Hill due to City of Seattle zoning restrictions.

Alternative Cost Options (not included in budget):  The following items were considered during design but were not included in either prior budgets or the current (GMP) project budget.

· Tunnel Option:






$2,350,000
Council requested that an option to include a pedestrian secure access tunnel from the NCOB to the parking garage be considered.  The estimate fully loaded (GMP) cost including financing for the pedestrian tunnel is $2,350,000 with an annual debt service of $165,000.

· Hot Water System Changes:  




Not Included
Previous cost estimates and budgets did not include the capital costs for a system wide steam or hot water system pending evaluation of alternative systems.  The current design and (GMP) price includes a stand alone hot water boiler system sufficient to serve only the NCOB.  The current system does not serve any other county buildings such as the Courthouse, Administration Building, or the King County Jail.  However, previous financing proformas included an estimated capital cost and energy revenue savings as a placeholder until the energy system decision could be made.

Revised Financing Plan:  A revised financing plan has been developed based on the final GMP.  The plan is structured to show the combined project as well as separate stand-alone summaries for the parking garage only and the office building only.  

Summary of financial plan Changes:

· Includes net cost adjustment of $15 million since 06/02/04 to address:

· Scope refinements, additions & deletions noted above 

· Construction cost increases caused by changing market conditions.

· Assumes parking revenues for all parking will be used to pay the full allocated portion of project debt service for the Goat Hill parking ($18.4 million) (note:  previous financing plan included only $460,000 annually for 250 vehicles added by the project).

· Assumes county parking fees will be adjusted to competitive market rates (financing plan assumes 80%-85% of current market rates).

· Assumes the current (2004) annual parking contributions to the Child and Family Services ($522,000) and the current expense fund (CX) fund ($435,000) will be maintained and indexed at 3% for inflation.

· Net annual parking revenues for 921 vehicles (2008) after required contributions are deducted will be $1.3 million which will average $124/Space/Month.

· Assumes the tenant agency rents will be equal to their existing lease rates projected to 2007 (move-in) and indexed at 3% for inflation.

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

· Due to an initial fund balance (six-month lease revenues - $2.6 million) the combined project will have a positive cumulative fund balance throughout the life of the term.

· Required NN lease rate for breakeven in 2007 is $20.49/RSF.  The average projected lease rate for tenant agencies in 2007 will be $18.28/RSF.  Projected lease rates will exceed required breakeven rates beginning in the fifth year.  However, the project will have $2.6 million of lease revenues that will offset shortfalls in the early years.  See Attachment #10.
PHASE II FOLLOW-UP:  The report entitled New County Office Building:  Phase II Follow-up which includes responses to the questions requested by Council in Motion 11931 was transmitted as an attachment to proposed ordinance 2004-0377
.  Staff analysis of the findings is summarized in the following outline. The full text of the responses is included in this staff report in Attachment #9.

A. Property Entitlements:  A strategy for securing necessary property rights is available for discussion in an executive session.  A supplemental appropriation funding request has been transmitted under proposed ordinance 2004-0376.

B. Alley Vacation:  Under the current proposed design, the parking garage does not require an alley vacation and thereby avoids the additional cost and prohibitive time constraints of an alley vacation process.

C. Reduced Garage Height:  In response to City of Seattle and county councilmember concerns the parking garage has been shifted east from Fifth Avenue to the east half of the site in order to create a more pedestrian friendly landscaped edge along Fifth.  This alternative location negated the need to reduce the height of the garage.

D. Stepped Garage:  Same response as item “C” above.

E. Pedestrian Tunnel:  Preliminary designs indicate that the existing secure pedestrian access system could be extended from the new office building to the parking garage.  Pending approval, the secure access would connect the lower lobby of the new office building via a tunnel under 5th Avenue to a secure proximity card controlled elevator lobby at the SE corner of 5th and Jefferson Street.  From this lobby pedestrians would access a covered secure horizontal tunnel to the parking garage elevator lobby.  Preliminary estimates for the pedestrian tunnel are approximately $2.3 million (annual debt service approximately $165k) which is not currently included in the project.  Additionally, because the tunnel is not on county owned property the construction costs cannot be financed within the IRS tax code “63-20” lease-lease back program.  However, the tunnel could be included in the construction project assuming financing could be reimbursed from other revenue sources such as increased parking revenues.

F. Automotive Maintenance Shop Function:  Previous financing models included a $2 million allowance as a placeholder to address what to do with the existing maintenance shop function.  Council requested a specific relocation plan.  Relocating the shop function to the proposed new county parking garage does not represent a highest and best use and is not cost effective.  Based on an assessment of acquisition opportunities and parking garage construction costs it is more cost effective to relocate the automotive shop function elsewhere.  The response proposes a supplemental appropriation (Proposed Ordinance 2004-0376) of $3.5 million to fund real estate market research, due diligence on acquisition opportunities, and acquisition of a new site for the automotive shop.  Discussions of acquisition opportunities will require an executive session.

G. KCCF Sally Port Access:  Preliminary design documents indicate that the alley on Goat Hill is directly across from the KCCF drive through sally port.  This alley will be widened at Jefferson Street to provide a 36 ft wide level access to facilitate improved DOC inmate bus maneuverability and provide direct alignment with the KCCF sally port.  

H. Skybridge Relocation:  Preliminary concepts to relocate inmate transport from the skybridge to a tunnel access varied widely.  The most aggressive concept included a direct deep tunnel from KCCF to the Courthouse ($30 million).  A more modest concept utilized an indirect connection through the Administration Building of shallow tunnels and elevators ($6 million).  The study was preliminary and did not include operational impacts to DAJD Court Detail and any other impacted agencies.  Due to the complexity required to complete a thorough analysis, the Executive recommended that the skybridge relocation feasibility study be separated from the New County Office Building and considered as a separate CIP project as part of the 2005 budget.

I. Parking Garage Operation:  A summary of the existing parking revenues and costs are shown in the following two tables:

Current Parking Rates

	
	Automotive Center Garage
	Goat Hill Surface Parking

	Total Parking
	568 Spaces
	162 Spaces

	
	Annual
	Per Space/Month
	Annual
	Per Space/Month

	Gross Revenues
	$900,000
	$132
	$362,232
	$186

	Expenses/Month
	($230,000)
	($34)
	($75,247)
	($39)

	Net Revenue
	$670,000
	$98
	$286,985
	$148


Current Parking Revenue Distribution

	
	Gross
	Net
	Human Services
	Current Expense

	Automotive Center
	$362,000
	$287,000
	$126,000
	$161,000

	Goat Hill Surface
	$900,000
	$670,000
	$396,000
	$274,000

	Total
	$1,262,000
	$957,000
	$522,000
	$435,000


J.
How the parking garage will be operated:  The follow-up response provides a clarification of how FMD proposes to operate the new parking garage.  The operations plan is summarized as follows:

· NCOB site:  The 92 new parking spaces below the new county office building (Automotive Center site) will be dedicated for the exclusive use of King County employees and county vehicles.  This parking will be a combination of reserved and festival (unreserved) spaces.

· New Parking Garage site:  The remaining 829 parking spaces on the will be open to the public as well as employee and county agency vehicles.  Parking will accommodate a combination of monthly, daily, and hourly parking on a festival basis (unreserved space).  Monthly customers will be given priority to ensure that parking will always be available.  Daily and hourly users will be available on a “space available” basis.  The parking plan will utilize overbooking techniques used by private sector parking garage operations to ensure maximum efficiency.

· Strategy for Establishment of Parking Rates:  The report recommends that parking rates be established based the following prioritized sequence:

1. Establish daily and hourly rates based on market conditions.

2. Use the daily and hourly rates to establish an equivalent monthly festival parking rate.

3. Use the monthly festival parking rate to establish an equivalent rate for monthly reserved parking rate.  The reserved parking rate would be priced to reflect the sufficient to recover the inability to the county to utilize this space when vacant (i.e. inability to overbook).

The report further recommends that the new parking garage be operated like a business and that fees and charges would be regardless of the user’s status.  Assignments, labor agreements, or other special conditions that would require or justify reduced or no payment would become the responsibility of the benefiting program or agency with appropriate justification and controls on those payments.  Under this proposal the parking garage operation would no longer subsidize reduced rate users.  With the exception of individual ADA patrons groups currently receiving special treatment would have to be subsidized by the benefiting program.  

The original NCOB pro-forma assumed the NCOB debt service would be generally covered by a combination of assumed allocation of revenue sources of tenant lease cost savings and other revenue sources related to the NCOB.  The only parking revenue assumptions in the original proforma were the revenues generated by the addition of approximately 250 new parking spaces created by the project (i.e. $460,000 annually).  

During the site approval review in June the Council requested a separate financial plan for the proposed new parking garage to confirm if parking revenues could cover the proportional debt service for the parking structure.  Under the most recent proposal (GMP – 09/15/04) based upon the recently completed parking analysis & market survey, the financing plan has been changed.  Parking revenues will now be used to pay the full allocated portion of project debt service for the Goat Hill parking ($18.4 million).

Parking Analysis & Market Survey:  Subsequent to transmittal of the follow-up report, executive staff received a detailed market survey and parking revenue analysis that indicates parking revenues in a new parking structure on Goat Hill could be considerably higher than anticipated.  Key elements of the parking analysis and marketing survey are summarized below:

· Market rates for monthly festival parking in similar parking structures in the immediate vicinity of the Goat Hill/Automotive Center are 40% - 60% higher than the $150/month the county currently charges at the Automotive Center Garage.  See charts below for a summary of market rates and financial plan assumptions.

· Market rates for hourly parking for similar parking structures in the immediate vicinity of the Goat Hill site are 33% - 133% higher than the county currently charges for parking on the Goat Hill lot.  See chart below.

· Parking rate schedule assumed in the financial plan was based on 80% of Key Tower Parking rate schedule and 85% of the Seapark Garage at 6th & Cherry (located adjacent to the Seattle Justice Center).  See charts below.

· Parking analysis assumes a 15% overbooking of festival parking spaces.

· Parking analysis assumes the new parking structure on Goat Hill will be open to the public and include short term (hourly) parking in addition to monthly parking.

· Garage access would be controlled to ensure monthly parking patrons would have priority over short term parking.

· Parking analysis assumes the parking under the office building (92 spaces) will be used for county vehicles and employees and will not be open to the public.

· Parking analysis assumes the short term parking spaces will be 25% of the total spaces available plus 15% overbooking of the remaining 75% monthly parking spaces.

Excerpt from Parking Rate Market Survey:

	Location/Facility
	3-4 HRS
	6-10 HRS
	All Day
	Monthly

	KC Goat Hill Lot/Auto Center
	$7
	$10
	$10
	$150

	Seapark Garage, 6th & Cherry
	$12
	$18
	$22
	$240

	4th & Cherry Garage
	$12
	$16
	$16
	$210

	Key Tower, 6th & Cherry
	$12
	$18
	$22
	$255

	Butler Garage, 2nd & James
	$12
	$16
	$16
	$195

	Sinking Ship Garage, 2nd & Yesler
	$18
	$18
	$18
	$196


A complete copy of the recent parking rate survey is included in Attachment #13.

Parking Rate Structure Assumed in Financial Plan (80% of Key Tower Parking; or 85% of Seapark Garage)

	Location/Facility
	3-4 HRS
	6-10 HRS
	All Day
	Monthly

	NCOB/Goat Hill Parking Structure
	$10
	$14
	$18
	$204


Based on the results of the market survey and the parking analysis noted above, FMD has revised its previous recommendations for parking revenue distribution.  Applying the assumed parking rates above, annual parking revenues would be sufficient to cover the debt service for the Goat Hill parking structure.
Revised Revenue Distribution:  FMD recommends that market rates be used for pricing both NCOB office space and parking and proposes the following prioritized revenue distribution for the parking garage:

1. Priority 1: Parking revenues will now be used to pay the full allocated portion of project debt service for the Goat Hill parking ($18.4 million).  This represents a change from the original proforma which set aside only a portion of parking revenues for debt service (i.e. $460,000 for 250 new spaces created by the project).

2. Priority 2:  Reimburse annual parking operations costs and contributions necessary to maintain the parking garage through the county’s Major Maintenance Reserve Fund (MMRF).

3. Priority 3:  Maintain the current annual dollar contribution to Human Services ($522,000 in 2007) escalated by 3% on an annual basis. This proposed amount would not increase the contribution based on a higher revenue producing parking facility (i.e. would no longer use 44% as the basis to calculate the Human Services contribution as currently defined in K.C.Code ).  Maintain the current contribution to the current expense (CX) fund ($475,336 in 2007) escalated 3% for inflation.

4. Priority 4:  Allocate any remaining net revenues to the Current Expense fund.

King County Parking Regulations: Parking regulations are governed by King County Code (K.K.C 3.32) and any proposed changes to the code would require council approval.  Replacement of the existing automotive center with a new parking structure on Goat Hill represents an opportunity to revisit the county’s current parking policies to determine whether or not the current parking rates, policies, and revenue distribution should be revised.  A copy of the King County Code parking regulations is included in Attachment #12.
Assuming council approves the NCOB project as proposed, executive staff are prepared to transmit legislation recommending changes to the existing K.C.C parking regulations to be consistent with the proposed financial plan.  Council review and approval of proposed parking policies and rates is not time sensitive at this time and will not be required until substantial completion of the new parking structure in 2006.

Program Approval:  The 23,252 RSF increase in project scope is unprogrammed space.  According to the project schedule, the follow-up report (Attachment #9), and discussions executive staff, final programming will not be finalized until later in the project.  Under this proposed sequence the final decision on who will occupy the NCOB would not be made until after council has approved the lease documents & development agreement.  According to the King County Code the authority to approve building programs resides with the Council.   This authority is defined under applicable Capital Improvement Projects (CIP) sections.  However, the code appears to be less clear on the approval process where leases are concerned.  According to the PAO the “63-20” Lease-Lease Back process is a lease.  As such the Council’s last approval point for the NCOB appears to be the approval of the lease documents and the development agreement.

Absent a council policy direction on the occupants (i.e. the program) the final decision on who will occupy the NCOB will likely be made by the executive without a mandated council approval process.

Changing Market Conditions:  A review of changing real estate market conditions by Kinzer Real Estate Services was provided during an executive session on August 18, 2004.   Based on the discussions at the August 18th Committee meeting the following advantages and disadvantages were noted.

Lease VS Own

Pros

· Short Term:  Possible reduction in short term lease renewal rates may provide temporary economic advantage over ownership.

Cons

· Long Term:  Over the long-term it is still preferable to own rather than lease.

· Continuing to lease is inconsistent with established county policy.

· Rising interest rates are likely and would off-set short term leasing advantages.

· Increasing construction costs are likely and would off-set short-term leasing advantages.

Buy VS Build

Pros

· Property acquisition prices have dropped and may suggest a dual track approach.

· Acquisition opportunities potentially offers quicker turnaround compared to building.

Cons

· Demand for “Class A” investment grade buildings remains high.

· The “great deals” are only found in older buildings which require greater renovation challenges.

· Multi-tenancy makes consolidation and/or relocation protracted.

· Any existing “non-public benefit” tenancy would require bifurcated financing and limit tax exempt bonds.

Reasonableness







Not ready for Action

Based on discussions with executive staff the legislation as transmitted is not time sensitive and the documents as transmitted have not been updated to include several important key elements necessary for committee action on the proposed legislation.  However, in order to stay on schedule, approval of the supplemental appropriations request to complete Phase III design ($1.5 million) is critical at this time (Proposed Ordinance 2004-0376).

Approval of the lease documents and development agreement will need to be approved prior to the start of construction in early 2005.

A summary of these missing items are:

· Miscellaneous blanks in the leases and development agreement.

· The guaranteed maximum price (GMP).

· The Tenant Improvement Allowance.

· The “not to exceed” Average Monthly Rent figure.

· King County Risk Management response to several PAO questions.

· Lease Agreement, Exhibit B; Plans & Outline Specifications.

· Lease Agreement, Exhibit C; Project Schedule.

· Development Agreement, Tenant Contingency Amount.

· Development Agreement, Exhibits A & B; Legal Descriptions

· Development Agreement, Exhibit C; Project Lease Agreement

· Development Agreement, Exhibits D & E; Base Shell & Core Costs

· Development Agreement, Exhibits F; Project Budget

· Development Agreement, Exhibits G; Preliminary Plans & Specifications.

· Development Agreement, Exhibits H; Project Schedule.

· Final Project Financial Plan

Next Steps:

1. Finalize Lease Documents and Development Agreement for action in early 2005.

2. Prepare technical amendment to delete Follow-up Report reference from the proposed ordinance (Attachment G).

2. SUPPLEMENTAL APPROPRIATION REQUEST

Proposed Ordinance 2004-0376

Today is the second 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:  Provide expenditure authority of $1.9 million to secure the Master Use Permit and to complete final design of the NCOB necessary to construct the project.

2. Relocate Automotive Maintenance Function:  Provide expenditure authority of $3.5 million to fund real estate market research and to acquire an alternative site for the automotive maintenance shop function currently located in the Automotive Center Parking structure.  

3. Property/Development Rights:  Provide expenditure authority of $1.6 million to secure property/development rights related to the NCOB.

4. Unreleased or Underfunded Phase II Work:  The $1.9 million requested for Phase III above includes a request for early release of $400,000 of previously appropriated but proviso restricted funding for Phase II. (Ordinance 14812).  These restrictions created a cash flow problem for the Phase II project.

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 scope of work tasks and budget is included in Attachment #11.  

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 concurrent with approval of the lease documents and development agreement legislation.

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.  

Striking Amendment S1:  As a consequence of the council’s action above, the Phase III design supplemental appropriation request should be reduced by $400,000 from $1,982,500 to $1,582,500.  
Additionally, in response to programming approval concerns raised under review of Proposed Ordinance 2004-0377 (i.e. proposed tenants for the NCOB) the Striking Amendment S1 includes a proviso restriction to provide council approval of proposed tenants.  See Striking Amendment S1 and Title Amendment T1 Attachments #2 & #3.

In summary Striking Amendment S1 will modify the proposed ordinance in three ways:

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.
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 #6.

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 CX and Human Services contributions 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 tenant recommendations for the NCOB.

· Provides timely confirmation of proposed tenants concurrent with approval of the lease documents and development agreement.

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.

· Requires a decision to move forward with Phase III design before a definitive evaluation of building acquisition opportunities can be confirmed.
· Mandates a programming recommendation decision date potentially earlier in the process than staff prefer.

· Does not use the annual Space Plan as the legislative vehicle to establish policy.

3. CENTRAL STEAM PLANT REEVALUATION

Proposed Motion 2004-0186

Today is the third review of the Central Steam Plant Reevaluation report in 2004.  Previous committee discussions noted that the report recommendations were preliminary and that a final decision would not be made until the design was finalized and the guaranteed maximum price (GMP) was determined.  As a result the committee postponed action on the motion until the recommendations were finalized.  As a consequence committee action on the motion to approve the steam plant report was postponed.

During the review of the NCOB site recommendation (Motion 11931) the Council requested numerous additional work items which caused several new work items and some Phase III work to be accelerated.  The Executive informed the Council of a cash flow shortfall in a letter to the BFM Committee Chair dated July 15, 2004.  

Consideration for a central steam plant for King County has occurred in three phases.  The final recommendation to move forward with a central steam plant serving the county’s downtown complex of buildings and Harborview Medical Center was transmitted concurrent with Phase I of the New County Office Building in September 2003.  Energy savings from the county-owned central steam plant were projected to be $8.2 million over a 25-year period.

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 Proviso:  In response to this the Council approved the Executive’s request for a supplemental appropriation request for the NCOB phase II but added a proviso restriction requiring a reassessment of the central steam plant recommendation in order to give executive staff time to resolve the steam plant issue.  The text of the proviso is:

“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 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 reevaluation report Executive Summary concludes that:

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

Preliminary Recommendation:  The report further stated that the recommendation is preliminary in order to comply with the proviso requirements contained in Ordinance 14812.  Final recommendation on the alternative system would not be complete until the design was further developed and the Guaranteed Maximum Price (GMP) was 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 included 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 was 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 would 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.

Final Status:  The final energy system design is a complete departure from a central steam plant system and is instead stand alone central hot water system serving only the NCOB.  Hot water systems for the Courthouse and the King County Corrections Facility (KCCF) and the Administration Building will no longer be included in this project.  The current plan is that these buildings will be provided with individual hot water boilers located in each building as part of a series of separate stand alone CIP projects.  

Reasonableness:  







Not Necessary for Action

Action on the Motion to approve the central steam plant reevaluation report may not be necessary for the following reasons:

· The report as transmitted provided only a preliminary recommendation.

· The final design is a complete departure from a central steam plant concept.

· The final energy system is a traditional stand alone hot water system serving only the NCOB.

· The report is outdated and no longer reflects the current design recommendation.

· The proviso expenditure authority restrictions ($400,000) were released with approval of the 2nd Quarter Omnibus Ordinance on August 25, 2004.

Based on the above committee may choose to allow proposed Motion 2004-0186 to lapse.

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 Ordinance 2004-0377

2. Striking Amendment S1 to Proposed Ordinance 2004-0376

3. Title Amendment T1 to Proposed Ordinance 2004-0376

4. Proposed Ordinance 2004-0376

5. Transmittal Letter Dated July 22, 2004

6. Fiscal Note

7. Proposed Motion 2004-0186

8. Transmittal Letter, dated March 31, 2004

9. New County Office Building Phase II Follow-up; Section 2

10. Revised Financing Plan

11. Phase III Scope & Budget

12. King County Code Parking Regulations

13. Parking Rate Survey

� Note:  the phase II follow-up report was attached to the proposed ordinance as Attachment G.  Given that the report includes numerous alternatives and proposed executive policy recommendations that the report should have been more appropriately attached to the transmittal letter rather than the ordinance.  Staff suggests amending proposed ordinance to delete the report reference.
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