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Washington State Legixhuiure
Jamuary 12, 2005
Mike Muspby, Treasurer
Oftice of the State Treasurer "
Stat= of Washington :'
Legislative Bldg., Room 230

PO Box 40200
Olympia, WA 98504-0200

Dear Mike,

Thauk you for the opportunity to provide advioe to you as you prepared the Report: on 63-
20 Capital Projcot Financing. As members of the advisory committee we have loamsd 2
great dea! aud appreciate the conscientions aud expett work of your ataff, ;

While it appears that the current draft will meet the minimum requirements of the .
legislative directive, the study raiscd significant issues that could beaefit from additional
exploration and anslysis. Without this additional work, this study is at riek of producing
;ec:hmmcndaﬁons increasing the cost of financing wod constructing major public
acilities; 3

In general, we find this study’s focns is too narrow becase it compites only the finanoial
fransaction costs and intercst rates of 63-20 financing with conventional bonds and other
borrowing dptions. Finaocing costs are only one important dimension to conslder; Other
factors, including the total project and life-oyolc costs, project schodules, and the 1ore
comprehensive view that is required when meneging ati entire project, can havs
signifiently greater impact on {otal project costs, C

We belisve the Report on 63.20 Capital Project Financing could be substantialty
strengfheied and made more usefil to policy and decislon makers if several specific
{ssues are addressed further, including: (1) managing the transfer of tisks; (2) the tdegree
to which develapers are insulated from the public constrzction oversight process ¢nd the
costs and bencfits of that irolation; (3) differences in the natute of design/construgtion
processes when the debt holdet/owner is not a public entity; ahd (4) the risk to public
works. Substantial evidence about these aspects is readily avzilable so doing this:should

not take an Inordinate smount of lime.

Thess isaties are espesially relevant now as we sec increases in contractor claim,
payments, are faced with cxtended projest schedules, and feel the pinch of cost inflation
due to international competition for construction materials and skills, Reliance ah
ireditional financing and public works contracting ptocedures alons may place the state at
a disadvantage and cost our taxpayers more. Meanwhile, state agenoles in need of new
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facilities tmay find themgelves loasing space that could otherwise be acquired and dwoed
by the state for jts Jong-term needs. Unfortunately, these leases (amounting to 1.2yniition
gquare feet in the lust 6 years) neither repult in state ownership nor do they typically allow

. for {ax exempt Suancing. This incteases the finance and constriction cost which Htate

govenmment ends up paying In higher lease rutos than would otherwige be the case:

‘We guggest the abave izsues be addressed in 2 more comprehensive manner than Was
underteken iu the Report on 63+20 Capital Projeot Fipancing and in & mammer which
addresses the linkege befween financing, construction, meintshance and ownership, siot
mersly finsneing, so that the pros and cons cau be delineated more completely. Giveu
the cutrent discuissions of alternative contracting, shortfills i’ maintenance and popr
lotig-term capital facility planning, this could be a large scrvice to futurs decision fnekers.
This conld bs done as 2 combined effort that includss the Logislature and Exscutive so
that exports from the development, financial, and constrnction/design conmunities can
all participate as appropriate. ’

Thank you againt and we hope that you can support our recommendation to smdyt:his'
imaportant matter finther. .

Sincereliw,

o VN o

Senator Karen Frager
Legislative District #22 Legislative Distriot #16
Rep. Fred Jarrstt Rep, Timm Onusby

Legislative District #41  Legislative Distdot #3

Mike Roberts Thomas Gerlach
Office of Finahcial Management ) Turner Construction )
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Benefits of Using 63-20 tax exempt financing

Timelinesg; projects can be delivared much more quickly than the traditional design-
bid-build procurement and delivery method

GMP: the developer identifics a guaranteed maximum price (GMP) at the end of design
development stage

Risks: are appropriately shared:
e Intarest rate risk — public sector jurisdiction
¢ Lease up risk - public sector jurisdiction
» Construction risk (schedule and price) ~ private sector developer

Approval Authority: jutisdiction maintains complete control and approval authority
during the design and development process

Flexibility: trade-offs of budget, schedule & quality issues can be assessed i light of
alternatives that the private sector developer preserits to the local jurisdiction

Ultimate Ownership: jurisdiction is the effective owner of the project during the lease ~
becoming the actual fee simple owner upon expiration of the lease.

Development Expertise; reliance upon a private sector developer that is actively
engaged in substantial and ongoing development projects

Development Coordination: developer acts as central design-build coordinatox of all
aspects of development, achieving the local jurisdiction’s programmatic requirements

Negotiafed Contracts: ongoing developer relstionships with contractors, architects,
engineers, and consnltants are utilized and maximized on behelf of the project

Aggxp_gﬁate Incentives and Disincentives: identifled in the development agreement
- and based upon the issues particular to the specific development requirements

ngg_go_gga all aspects of the development project are entirely open book and subject to
formal audit

Non-Profit Facilitator; non-profit facilitator / issuer of the 63-20 tax exempt debt
provides substantial expertise and underwriting perspective in terms of accuvately
assessing project parameters

Property Management: can be accomplished using private sector contractors and
approaches or blended with local jurisdictional management



