COUNTY OF LOUDOUN

Department of Management and financial Services

MEMORANDUM

To:

Tim Hemstreet, County Administrator
From:

Mark Adams, Ben Mays, Management and Financial Services
Date:

June 4, 2010
Subject:
Approval to Contract with Consultants for Analysis of the 
Proposed Kincora Community Development Authority

As directed by the Board of Supervisors at their May 4, 2010 Business Meeting, financial staff has been actively recruiting the outside technical support for needed analysis of the proposed CDA.  We have established appropriate Scopes of Work and Cost Information from the firms with expertise to supplement staff analysis.  Attached are the letters containing that information from Davenport and Company (the County’s Financial Advisor) and Jones, Lang and LaSalle (Development Scenario Analysis).  
As you know, we met with the applicant last week (Friday, May 28) and presented them with the proposals and a request for approval to proceed.  In order to meet our commitment to the Board of Supervisors’ with an analysis of the CDA proposal in July, we asked for the applicant to review the materials and to sign-off on our process by Tuesday, June 1st.  Attached to this memorandum is an email from Mike Scott that reiterates a phone conversation we had Thursday.  He has stated that the applicant does not agree to pay for the market analysis support that staff feels is essential to the “due diligence” required by the Board’s Fiscal Policy on Special Districts.  It was indicated to him that financial staff does not believe we can provide the Board of Supervisors with our recommendations on the CDA by July without this analysis.

In his correspondence, Mr. Scott has expressed reservations at our plan to use Jones, Lang, LaSalle for market analysis assistance based upon five concerns.  The first issue is that the work performed will have to be redone again at their expense at a later phase of their development process and that they do not wish to pay for it twice.  The staff’s concern is that the CDA financing plan and the related fiscal impact analysis is heavily dependent upon the assumption that a mixed-use combination of commercial/retail/residential and stadium attractions will induce a sufficiently high development yield over an aggressive time frame to allow the timely repayment of almost $100 million in debt.  Given current market conditions locally and nationally as well as the proximity of other currently unsuccessful mixed-use and Class-A office complexes, sensitivity analysis on market demand are needed to ensure that the business plan as presented will have a high likelihood of success in order to pay the debt for the improvements.  It is to be remembered that the developers of the other near-by mixed use and office complexes also believed that their development plans were viable within a reasonable time frame.
The second issue is that there is no need for such analysis as the property is already master planned for that level of office space, and that the Fulton Report calls for mixed-use development in order to achieve that desired commercial density.  Staff’s position is not that there will never be a demand for such products in the County, but is instead, a question of when that demand will occur.  Given the desire to receive the transportation improvements on as accelerated a schedule as possible, the question of when can the property be expected to have sufficient development to support the associated debt payments is paramount.  In discussions regarding the original proffer language of “Scenario 3” of the rezoning, the applicant indicates that they did not foresee moving beyond the full residential component and, therefore, less than half of the commercial component until at least 11 years, if not more.  So, again, the development schedule will have to be examined in order to test its viability in order to ensure that it is capable of carrying the debt obligations of the district.
The third issue of concern is the potential for conflict of interest because the proposed vendor has interest in other properties in the region.  Financial staff was asked to expedite the review of the CDA in order to return findings by July.  That did not allow for a traditional RFP process.  Jones, Lang, LaSalle has an ongoing retainer contract with Fairfax County to provide similar services.  That contract was the result of an open competition (RFP) by Fairfax and was deemed “ride-able” and in the interest of time, they were the firm asked to assist.  In order to find an advisor with sufficient knowledge of local commercial market conditions, they would almost have to be a locally participating firm.  We believe that Jones, Lang, LaSalle has an interest in a longer range relationship with Loudoun County, which would be ill-served by their biasing any analysis.
The fourth issue of the applicant is that their own requirement to have commitments to 30% of the property prior to sale of the bonds provides the County with sufficient security.  Staff still believes we need to have a reasonable, conservative independent estimate of when that 30% could occur, as well as an independent estimate as to when something closer to 100% can be likely achieved.  While the 30% level may launch the applicant’s pursuit of the CDA financing, if that does not occur until some number of years in the future, there would be a delay in the receipt of the desired transportation improvements.  Again the staff question is when?
Finally, the applicant indicates that the last scenario discussed by them, the use by the County of our capital facility proffers and our tax receipts to develop the road improvements earlier (but still at least 8 years in the future), relieves the pressure to decide upon a CDA financing arrangement.  Staff was asked to return to the Board with our analysis of the CDA proposal by July.  Without the market analysis, we do not feel we can provide analysis that would allow staff to provide the Board with a thorough recommendation.  We are still confronted with the question of when.  When will sufficient demand exist to alleviate concerns about the viability of the debt service payments?  When will sufficient demand exist to allow the developer to sell bonds?  

As a final note: the combined cost of support from the two firms would likely be in the $75-80,000 range.  If previous staff support efforts are comparable, the cost of County staff time should be around the $10-15,000 range.  The total cost of analysis should, therefore, be in the range of $90,000.  It is the policy of the Board of Supervisors that such costs will be paid by the CDA applicant.  It must also be noted that no project has, as yet, had a complete analysis performed following the guidelines spelled out in the Board’s amended Fiscal Policy on Special Assessment District’s (CDA). 
Summary
Financial staff does not believe that they can perform “due diligence” on the CDA proposal as outlined in the Board of Supervisors Adopted Fiscal Policy on Special Districts without resorting to the advice of an independent real estate market firm.  Without the ability to independently verify the potential timing of the proposal (the “When?” questions identified above), there is limited advice that we or Davenport can provide.  Staff does not, therefore, feel a need to proceed with further assistance from Davenport on this project until such time as access to information as to the real likelihood of the development scenarios is available.

Staff would not recommend that the Board proceed with considering the establishment of a CDA for this project without the ability to complete the County’s due diligence unless the Board directed staff to cover the costs of this analysis with Local Tax Funding.

Attachments


Email correspondence from Mike Scott

Davenport Scope of Work


Jones, Lang & LaSalle Scope of Work

Cc:
Mark Adams, MFS Neri, County Administration


Charles Yudd, County Administration

{Email Correspondence From Mike Scott}

From:
Michael Scott [mike@nortonscott.com]

Sent:
Thursday, June 03, 2010 7:26 PM

To:
Mays, Ben

Cc:
jmcgranahan@hunton.com; dcoughlan@tritecrealestate.com

Subject:
Kincora Market Study Proposal

Ben,

This note is to follow up my call to you this afternoon in which I indicated to you that Kincora is not willing to move forward with the market study of commercial potential for the North 28 Corridor in connection with a preliminary analysis of a CDA for the Kincora project.  As you are aware, this requirement for a market study was first put to us last Friday by you and your colleagues.  What we expected to receive was a request for an updated analysis by the County’s financial advisor at a $40K price, which seems both appropriate and acceptable to us.  This suddenly and unexpectedly turned into a $100K + undertaking when burdened with the proposed commercial market analysis.  As I indicated to you in this afternoon’s call, we have several points of objection.
1. A market study will ultimately be required to float CDA bonds.  The decision as to the author and scope of the study will need to be approved by the ultimate underwriter of the CDA bonds in connection with its due diligence process.  Were we to engage the County’s proposed broker to perform the study now, we would end up paying for a second study at that time.

2. The staff is asking that the market study confirm the ability of the property and North 28 Corridor to absorb commercial space over the next two decades.  Given that the Kincora property is already master planned for 4 million square feet of keynote office development it would seem as though the policy decision has already been made.  In fact, the County commissioned a study (the Fulton Report) to assist them is bringing this policy decision to fruition.  That report proposes exactly the kind of mixed-use flexibility that is being proposed at Kincora to achieve the County’s Class A build-out in the corridor.  You might also recall that our Fiscal Impact Analysis (which was also used as a basis for the CDA proposal) stretched an initially more aggressive absorption schedule to 19 years at your specific request, so we feel that our absorption assumptions already reflect the requested conservatism.

3. With no intent to impugn your proposed choice of a broker to conduct the analysis, your selected broker also represents a significant number of commercial properties that are competitive with Kincora in both Fairfax and Loudoun Counties.  We do not believe that with such a broker can analyze Kincora’s prospects with complete objectivity.

4. As you are aware, in order to underwrite any CDA bonds, we will have to have gathered land use project commitments generating sufficient assessments to cover approximately 30% of the debt service on the bonds.  At that point, the market conclusion becomes self-fulfilling.  We have confidence that once we having appropriate zoning, we will be able to achieve the results within a reasonably short time-frame.  We also believe, that, as was the case when a CDA was previously reviewed, your financial advisor can prepare its analysis based upon the 19-year commercial absorption assumptions.

5. Finally, we advanced a funding alternative for Gloucester that provides the County substantial assurances that Kincora’s share of the crossing will be there, with or without a CDA.  While we intend to work with staff to advance the CDA in an orderly fashion over the months to come, the County will have the revenues (or cash) to draw on in the event that it feels compelled to move on, what we all agree is, a badly needed transportation improvement.  This commitment is being memorialized in the proffers associated with our rezoning.

We appreciate your thoughtful consideration of our objections and respectfully disagree with the notion that a zoning decision cannot be made without this additional, expensive and unprecedented market study requirement.

Sincerely,

Michael W. Scott

Norton Scott LLC

PO Box 865

Great Falls, VA 22066

(703) 738-8736 x101 

(703) 783-8621 FAX

Mike@NortonScott.com  

