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SUBJECT: This legislation would authorize the Executive to issue a request for proposals (RFP) for the sale and redevelopment of county-owned property on the north side of  Lake Union in Seattle and for the relocation of transit maintenance activities currently located there.  
BACKGROUND: The legislation comes in response to a 2005 Budget proviso calling for the RFP to include an all-cash purchase alternative and for Council approval of the RFP prior to its issuance. If approved, the Executive will issue the RFP in early February and select a proposal in May 2005, with the actual sale of the property contingent upon Council approval.

The committee held an initial discussion of this proposal at its January 12, 2005 meeting and directed staff to provide additional analysis on several of the issues raised during that discussion.
Minimum Acceptable Cash-Only Bid

When the alternative of a cash-only proposal was added to the RFP at the Council’s direction, the Transit Division also added a provision that no cash offer of less than $11 million would be considered. This amount is well in excess of the appraised value of the Lake Union property and is intended to reflect the value to the Transit Division of an informal purchase offer that it received in 2003. In return for the Lake Union property, the Transit Division would receive a combination of cash and a replacement facility constructed elsewhere for the transit maintenance functions currently based at Lake Union. 

When King County sells property through an RFP process, it typically sets a minimum cash bid reflecting the appraised value of the property. The proposed $11M minimum cash offer for the Lake Union property is based not on an appraised value but rather on a combination of cash ($3M) and an estimate of what it would cost the Transit Division to buy land and construct a replacement facility ($8M). While this may be the dollar value of the new building envisioned on the specific piece of land that has been selected, it should be viewed as the benchmark against which other proposals are measured only if a replacement facility is needed. If the Lake Union crews could be satisfactorily relocated for substantially less, an all-cash offer of less than $11M which left more revenue for other transit capital needs would be of greater benefit to the transit system.
Whether or not the replacement facility cost estimate is accurate, its use as the basis for setting a minimum cash offer results in a threshold that is so far above the appraised value that it is highly unlikely that the RFP will produce any cash offers at all. Even the development company that submitted the informal cash-and-facility offer would be unlikely to make an all-cash offer since it could build the facility for less than the $8M that is built into the $11M minimum offer threshold.

Replacement Maintenance Facility
Without a realistic minimum cash offer threshold in the RFP, the Council would likely be in the position that it sought to avoid with the budget proviso: reviewing a proposed sale that involves a replacement facility while having no way of knowing how much that proposer, or any other, would pay in cash alone for the Lake Union property.  Prior to reviewing a proposed Purchase and Sale Agreement based upon RFP responses, the Council will consider the need for a replacement facility. Among the questions to be answered will be: 

· What is the basis for assuming that the replacement facility will require 20 percent more floor area and 30 percent more acreage?

· Can current and future maintenance crews be accommodated at an existing Transit property?

· Do the three maintenance functions at Lake Union (bus shelter cleaning, landscaping and sign installation/maintenance) need to continue to be co-located?

· Given that 80 percent of new transit service will be allocated to the East and South Subareas in the future, is it efficient to construct a new maintenance facility with systemwide responsibilities in the West Subarea?

If the Council identifies viable, less-costly relocation options, it will be unable to determine how much more of the sale proceeds could be directed to other transit capital needs unless there is a realistic minimum cash offer threshold in the RFP. 

Risks
The Transit Division has stated that the RFP’s $11 million minimum cash-only requirement is necessary in order “to ensure that the county would not lose money by using the RFP process.” If this reflects a concern that removing or lowering the $11M minimum would result in cash offers that are inferior to the original cash-and-facility offer, they can be rejected. If the concern is that the development company which originally approached the Transit Division might reduce its offer, it is not clear that removing the $11 million cash-only minimum from the RFP would have any effect upon the developer’s position. As indicated in the final paragraph of its October 1, 2003 letter of intent, the development company has always had the ability to withdraw or reduce its proposal at any time:

This letter is not to be deemed an offer and is not binding upon Buyer or Seller. This letter is, however, an expression of our interest to conduct serious negotiations which could result in a binding Purchase and Sale Agreement. Neither party will be bound until a final Purchase and Sale Agreement is executed by both the Buyer and Seller.

Expanding the Replacement Facility Alternative to Require a Cash Equivalent Proposal

The current RFP permits interested parties to propose a cash-only purchase or a cash-and-replacement-facility purchase, or both. The unsolicited purchase offer that initiated this process in 2003 included cash and a newly constructed replacement facility on property purchased for that purpose. The fact that this offer is valued at substantially more than the appraised value of Transit’s Lake Union property raises the possibility that it, or a similar cash-and-facility proposal, may emerge from the RFP process as the selected purchaser regardless of whether the Council determines in the interim another relocation option would provide the greatest benefit to the transit system. At that point the Council’s options will be to: 

· approve the proposed sale; 

· re-run the RFP process without the replacement facility alternative, or 

· choose not to sell the property.

There are several possible RFP modifications to address this situation, in conjunction with the elimination or reduction of the minimum cash requirement: 

· a requirement could be added that all proposals include a cash-only purchase offer, or 
· a statement could be added strongly encouraging all respondents to include an all-cash offer and making it clear that the county may ultimately determine that a replacement facility is not its highest priority.
At the January 12th BFM meeting, Executive staff voiced concerns with any RFP provision that would require cash-only offers from all proposers. Those concerns are described in more detail in a January 20th e-mail message (Attachment 3).
Site Evaluation Matrix

At the committee’s January 12th meeting, Transit Division staff stated that they were proposing revisions to the RFP matrix to be used to evaluate proposed replacement maintenance facility sites. The revised matrix (Attachment 4) is structured to create a four-stage evaluation process:

· a pass/fail test of minimum site area;

· a rating system for site criteria related planned maintenance functions;

· a pass/fail test of essential building characteristics applied to both new and existing buildings, and

· a rating system for building configuration applied to existing buildings.

Additionally, a passing score for the rating systems in the matrix is reduced from an average of 3.5 points (4 points possible) to an average of 3 points. Revision of the minimum passing score will necessitate an amendment to the RFP attached to the legislation.
ATTACHMENTS:
 

1. Proposed Motion 2005-0002, with attachments
2. Executive Letter of Transmittal, dated December 15, 2004
3. E-mail message dated January 20, 2005 from Calvin Hoggard, Manager, Real Estate Services Section, Facilities Management Division
4. North Lake Union Upland Parcel Replacement Evaluation Matrix
INVITED:

Kevin Desmond, General Manager, Transit Division

David Crippen, Managing Engineer, Design and Construction Section, Transit Division
Calvin Hoggard, Manager, Real Estate Services Section, Facilities Management Division
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