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s Local Redevelopment Authorities (LRAs) im- 
plement their reuse plans, many are discovering 
that the process often involves substantial com- 
plexity, risk, and public investment. As a result, 

it is critical that the LR4 make judicious decisions regarding 
how to efficiently allocate resources to conduct development. 
One effective approach is to outsource major development 
tasks to private-sector master developers. This article seeks 
to answer the following questions: 
@ \\hen are L R h  best advised to outsource development? 
* %'hat should they aim to achieve by bringing in a developer? 

@ How can the LRA best structure the developer selection 
process? 

0 What are the key elements of the development and dispo- 
sition agreement? 

By James R. Musbach and David W. Zehnder 

Financial Expectations for Base Reuse 
Projects 

Too oRen, it is assumed that reuse projeck will generate 
substantial short-term sales and lease proceeds. In reality, 
these projects often take several years to generate positive 
cash flow, which may be more modest than expected when it 
does materialize. This is due to a myriadof factors, includ- 
ing the "cherry picking" of key assets by federal and other 
public agencies, the high cost of rehabilitation or demolition 
of military buildings, and backbone infrastructure that is 
unsuitable for reuse. In addition, jurisdictions often find - 
that there are estensive costs associated with the operation 
and maintenance of utility systems, procision of public serv- 
ices, and the time required from a jurisdiction's legal, plan- 
ning, public works, and administrative staff. 

The Economic Future of the San Joaquin Valley 

$narnic projects, create jobs, diveaifi the employment base, 
a d  bolster the t a ~  base without requiring substantial infu. 
kons of public in\.estment, this outcome is considered a suc. 
cers. To the extent chat an LRA can accomplish these things 
x d  generate net cash flow for the larger community, all the 
berter. Therefore, LR4s usually prioritize their goals and 
o'cjectives to look beyond the maximization of net development 
proceeds. Priority goals may include: 

1. Convert obsolete facilities to  a viable reuse proj. 
ect, Military bases invariably have obsolete buildings and 
i;-5astructure that need to be rehabilitated or demolished 
zd replaced. These preconditions make the execution of a 
Rase  Plan a complex and challenging process. Creation of 
2 viable reuse project entails numerous activities, including 
demolition, site preparation, development of a regulatory 
ksnework, negotiation of land and building transactions, 
recvaing financing, providing public senices, and maintain- 
ing land and capital. 

1. Stimulate the local economy. ?diLtary base buildings 
zii land can provide unprecedented opportunities to rural and 
~ S a n  LRAs through the provision of airports, air cargo facili- 
les, hangars serving a diverse array of tenants, and land areas 
ixpzble of accommodating largescale, mixed use projectj in 
r b a n  infill locations. The net effect can be resurgence in the 
!ccd economy through new and diverse jobs, an e.yansion of the 
tousing stock, and associated economic effects. 

3. Improve community urban form. Over the years, 
ri!itary bases have often created local districts that have 
dstinctly different qualities than surrounding communities. 
.\ riiajor challenge of any LRA is to weave these former bases 
kick into the fabric of surrounding neighborhoods. 

4. Improve the local tax base. The leasing of buildings, 
Project Goals: What Takes Priority? c~pottunitie: for new development, and spin-off effects in the 

Short-term financial returns t?pically are not the over- kd economy give LRils an opportunit:; to improve the 
riding objective of LRA~, If L R b  can create attractive and : C C ~  ULX base to the benefit of the entire community. James R. Mnsbach is a principaf uith 
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Outsourcing Base Reuse 
With the closure of military bases across the countp,  many local gocernments are becoming own- 
ers of significant real estate assets. The complex derelopmerzt processes and risks associated with 
the successful redevelopment o f  these former bases are often beyond the purposes and capabilities 
of local government agencies. This article discusses the goals of  local gocernment in these types of 
projects, the options open to them for outsourcing decdopment tasks, and the most effective 
method for selecting a private sector master developer. 
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5. Create revenue sources to  provide long-term ben- 
efit t o  local jurisdictions. If a reuse and redevelopment 
plan is well conceived, supported by requisite market condi- 
tions, properly executed, and well negotiated so as to reward 
both public and private entities, it is likely that a community 
can derive a net financial gain from a former military base 
land asset, a t  least over the long term. 

Achieving these goals requires a concerted blend of p u b  
lic and private-sector skills, as development is inherently a 
publidprivate process whenever a land asset is initially 
owned by a public entity. As discussed in the nest section, 
LRAs must conduct a thoughtful assessment of their capa- 
bilities in determining the most appropriate outsourcing 
s t ra tea .  

Options for Outsourcing 
Major development tasks can be divided benveen the LRA 

and private developers in a variety of ~ a y s .  Options range 
from the LRA carrying out all master developer functions 
in-house, to turning over master development entirely to the 
private sector through a simple bulk sale disposition, with 
many alternative hybrids. 

The role of the city in the master development process 
and the corresponding role of the private sector depend on the 
capabilities ofthe city, the complexity of the project, and the 
political context in which implementation \dl occur, Poten. 
tial arrangements include: 
0 In-house Development with Developer1 Consultant 

Input. In this case, the LRA retains otvnerahip and hires 
a private development company to provide adlice. The de- 
veloper functions as temporary staff and may earn a com- 
mission or flat fee, or some combination thereof. This re- 
lationship allows the city to retain control over the process 
as well as any revenues realized, but requires ongoing staff 
resources. 

0 Contract  Development. Here, the LRA retains owner- 
ship of the land and hires a development company on a 
for-fee basis to carry out master development tasks. This 
allows the LRA to retain control over development as veil 
as any upside financial returns realized. Financing would 
be secured with the assets of the LRi without developer eq- 
uity 

0 J o i n t  Venture, This arrangement involves sharing of 
both responsibilities and revenues. Tgically, the LR.4 con- 
tributes the land, and may or may not provide the backbone 
infrastructure. The developer takes on project manage- 
ment responsibility. Both parties secure the financing to 
which their status gives them access. A major advantage 
of this arrangement is the broader range of available fi- 
nancing sources. The LR4 has the opportunity to share 
in development profits, but also assumes a degree of risk. 

* Bulk Disposition to  Private Developer. In this case, the 
LM selects a private development company !or compa- 
nies) through a competitive bidding process to purchase 
the entire property and redevelop it according to the adopted 
reuse plan. This is generally the simplest nay for the LRA 

to acquire development expertise and minimize ongoing 
responsibilities. However, the city cedes some control over 
the redevelopment process and upside revenues it might 
othemise receive. 

The LRA as "Executive Developer" 
The division of responsibilities behveen the public and 

private sectors shodd be b a e d  on a careful assessment of the 
skills and financial tools each entity can provide to the reuse 
process. Generally, the public sector is good at  providing 
land, entitlements, public senices, and public financing. Ad- 
ditiofially, it can manage developer selection and disposition 
processes. These hnctions can be categorized as %excutivew 
level functions. If the agreement is well structured, the LR4 
retains ultimate oversight and control over the quality and 
character of development, while protecting the local juris- 
diction from undue risk exposure and responsibility for de- 
velopment tasks it is ill-equipped to carry out. 

Conversely, the private sector tends to be skilled at  taking 
on risk in an uncertain environment, marshaling financial re- 
sources from the investment community, phasing demolition 
and infrastructure installation, and selling andor building 
structures in a manner that is responsive to the real estate 
mzrket. 

In general, L R h  may be more successful in the role of 
executive developer, outsourcing day-to-day development 
t a s k  to a private master developer for the following rea- 
sons: 
* Complex projects require seasoned esperience in the day- 

to-day management of development. Implementation of a 
reuse plan requires skills in contract management, con- 
struction management, infrastructure planning, financing, 
asset maintenance, and marketing. Although expertise 
may be brought in-house by the recruitment of an euperi- 
enced developer, this recruitment may involve substantial 
effort and expense. 

* A complex political ecvironment may argue for disposition 
to the private sector to insulate transaction and develop- 
ment dedsiom &om the political process to some degree. Ef- 
fective public involvement will, however, be important. The 
local community uill likely be more willing to yield con- 
trol of the redevelopment process if it has a clear under- 
standing of the pros and cons of private-sector involve- 
mefit, as well as the mechanisms available for ensuricg 
accountability. 

9 Substantial fmancial resources are required to carry out 
succ~ssful redevelopment of a military base. Established 
private developers have access to the capital marhe$, in. 
cluding substdtial existing lines of credit. 
Regvdless of the level of outsourcing, the LRI plays a 

critical role in the success of the project by providing: (1) 
regdatory guidance, including zoning and general plan land 
use designations; (2) land and building assets; 13) low-cost 
financing; and (4) the ability to hold the land to enhance 
project feasibility. This last point relates to the ability of the 
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LRA to be a "patient de\teloperln as the organization, unlike 
private ievelopen, has the ability to hold the land for long pe- 

, riods without incurring high holding costs. This ability to 
hold the land allows the LR.4 to pursue public policy and 
community development goals to a greater degee than could 
a private developer. 

Selecting a Master Developer 
There is a five-step process for selecting a highly qualified 

developer for exclusive negotiations. These five steps include 
establishing initial economic parameters, settling on a so- 
licitation approach, issuing the request for qualifications, 
structuring and issuing the request for proposals, and se- 
lecting a preferred developer from a short list of top candi- 
dates. 

STEP 1: LRA ECONOMIC DUE DILIGENCE 
h accurate assessment of regional market conditions 

and projected financial performance of a facility's land and 
building assets is critical to a successful developer selection 
and negotiation process. Some of this information nil1 have 
been developed as a part of the reuse plan and the business 

formation, with specific emphasis on establishing a reason- 

i 
plan supporting the EDC application. Additional analysis / 

be focused on updating and augmenting baseline in. I 
for the residual land value of the base, supported 

by \veil-documented assumptions regarding infrastructure 
values, building lease projections, and other items. 

By conducting detaiIed economic analysis at the outset, the 
LRA will have realistic expectations and be well informed if 
and when it s e e k  to delegate responsibilities; it will be bet- 
ter able to cratl an acceptable hancing and disposition pack- 
age with the selected private developers andor builders. Fi- 
nancial and economic due diligence will also help the LRA to ' 

determine whether the local jurisdiction can afford to provide 
public services, and whether offering access to ta-Y-exempt 
financing andlor other financial resources is likely to be re- 
quired to ensure project feasibility. It also will let the LRA 
know how much, in terms of price, amenities, and risk, it can 

~ a l i s t i c a l l y  demand of interested developers. 

STEP 2: DETERMINE SOUCl'lXTlON PROCESS 
The competitive RFQlRFP solicitation process offers a 

valuable opportunity to maximize the bid price and devel- 
opment quality and minimize public subsidy Stating clear 
and specific.requirements based on realistic expectations. 
establishing a consistent format for proposal submissions. 
providing input regarding expectations during pre-bid dis- 
cussions. and evaluating past examples of candidate devel- 
opers' work can all contribute to a highquality pool of pro- 
posals. 

For purposes of redeveloping a former military base into 
a v~ta l  part of the community, the RFQ/RFP approach is 
clearly superior to simply putting property on the market. In 
particu!ar, by screening developers using predetermined cri- 
teria, the LR.4 has a better chance of realizing development 
of consistent quality, which is responsive to the city's es- 

LRA Priority Goals 
O Convert obsolete facilities to a viable reuse project 
O Stimulate the local economy 
* *  Improve community urban form. 
6 Improve the local tax base 
Q Create revenue sources to provide long-term benefit 

to local jurisdictions 

LRA Outsourcing Options 

-3 In-house Development with DeveloperlConsultant In- 
put 

9 Contract Development 
+ Joint Venture 
*:* Bulk Disposition to Private Developer 

Key Elements of a Successful RFP 
+ Land use and other regulatory constraints 
+ The status of current land improvements 
6:. Functions the LRA intends to perform 
8 Current market expectations 
+:* Preliminary phasing concepts 
O Infrastructure costs 
O Available public financing 
6 LR1 risk management parameters 
4:. Acceptable deviations from the reuse plan 

Required public facilities 

Key Section Criteria for Master 
Developer 
Q Responsiveness to Master Plan Goals 
9 Effective Approach to Proposed Role 
O Financial Capacity 
9 Development Experience 
+ Public Involvement Skills 

pressed goals and objectives. In fact, the direct sales ap- 
proach is particularly ineffective where property has com- 
plicated constraints to development, a s  the city will likely 
receive a highly discounted price for the land due to the 
amount of risk a developer would be taking on. Alterna- 
tively! the initial offer may be dramatically reduced once the 
developer has conducted due diligence. 

STEP 3: ISSLT THE RFQ 
At this stage, the LRA should structure an RFQ and dis- 

tribute the document to a list of candidate master develop- 
ers. asking for qualifications relating to the folloning key at- 
tributes: 
6 Esprience in managing and controlling larpscale land as- 

sets. 
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* Development experience associated with multiple land 
uses. 

* Esperience conducting master planning, developing de- 
~ign/use guidelines, and securing entitlements. 

The financial capability to absorb high front-end costs and 
to hold propert: over long periods of time, 

8 The capability to provide effective marketing, brokerage, and 
asset management services. 

* Initial development concept. 
.ksuming the RFQ solicits interest in the project among 

a sufficient nunker of ivell-qualified developer teams, the 
LR\ should reviex quzlifications alongside its criteria and 
r.arron the field to three or four teams. Depending on the 
level of in-house espertise, some LR.k ma? iwnt  to conduct 
the quatiticstion: ret.ieiv with the assistance of consultants 
knoaledfeable abogt base reuse and that have the capabil- 
!y to conlpare acd evaluate finacia! inforn~ation included 
\virh!n the qualiEcations pack~ges.  

STEP 1: ISSLZ THE RFP 
The RFP process should strive to secure as  much agree- 

r:;ent s passible on den1 terns during the comperitive process. 
To the d e ~ e e  posible. the RFP should seek to obtain devel- 

oper commitment to a bid price and  development and in- 
vestment schedules prior to developer selection. This pro- 
vides a more precise basis for evaluation and reduces the 
need for lengthy negotiations tha t  may result in a deal less 
favorable than expected. Market conditions %ill affect how 
much burden can be imposed on candidates during the RFP 
pr0ce.s without limiting the pool of respondents. 

Key Elements of a Successful RFP 
4 t  this stage, the LRX should have a thorough under- 

standing of the underljing economic djnamics of the base 
reuse project and should include the follo\ving information in 
the RFP: 

Land use and other regulatory constraints. 
* The status of current land improvements. 

@ Functions the LRA intends to perform. 

* Current market expectations. 

@ Preliminary phasing concepts. 
8 Infrastructure costs. 
@ .4vailable public financing. 
* LR4 risk management parameters. 
@ Acceptable deviations from the reuse plan. 
* Required public facilities. 

If a base is well located within a dynamic market area, the 
LRA may have the latitude to require developer due diligence 
(market, engineering, financial, and planning) as a part of the 
proposal. l?us approach was used successfully by the city of 
Orlando for the Orlando Sava l  Training Center. I n  other 
cajes, this level of developer due diligence may need to wit un- 
til an exclusive negotiation agoreement (EN.\) is signed with the 
preferred developer team. In any  case, the RFP should incor- 
porate a schedule with regdar  check pointj by which the LR-\ 
can monitor progress and offer interim feedback. 

\%;here possible or appropriate, the LR4 should foster com- 
petition among short-list developers prior to the ENA. The 
LRX can summarize information received and judiciously 
provide general feedback to competing firms, xithout dis- 
closing sensitive or proprietary information. Developers will 
therefore be cognizant of what their competitors are  offer- 
ing, xhich may have the effect of increasing their respective 
offers. The LRA can also use the expertise of bidders to bol- 
ster and redim market ssunptions,  the L M s  planning a p  
proach. the optimal approach toward phasing the develop- 
ment of infrastructure 2nd land, and methods of financing 
improvements. The information provided by short-list de- 
velopers can thus raise the overall quality of the LRYs plan- 
ning assumptions, which can be used to the benefit of b o ~ h  
public and private parties during subsequent negotiations. 

The RFP should estab!i.;h a uniform response format, in- 
cluding categories of costs and revenues, and should specifi; 
desired public facilities and design features. ;\s a result, de- 
velopers' conceptual plans d l 1  mirror city requirements re- 
garding required infrastructure improvements, land use den- 
sities and mix, and requirements for pzrks, schools, open 
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space, and other amenities. This will help to limit unex- tions include the improved value of land, inflation and dij- 
petted adjustments to the net land value during negotia- count rates, infrastructure and demolition costs, operations 
tions with the preferred developer. and maintenance costs, and public financing terms. These 

STEP 5: SELECT TOP-RLVKED DEVELOPER FOR 
EXCLUSIVE lVEGOTIATION 

Key criteria for choosing the most appropriate candidate 
should be articulated in relation to specific goals of the city 
and the project. In general, important considerations in- 
clude: 
e Responsiveness to Master Plan Goals. It must be clear 

from the outset that the developer understands and is com- 
mitted to the objectives of redevelopment. Whether these 
include strengthening of the tax base, development of a co- 
hesive new neighborhood, or the creation of a vibrant com- 
munity center, successful realization of the reuse plan must 
begin with a firm understanding of these objectives and 
their incorporation in a developer's approach to the project. 
This is especially true if the developer will have flexibility 
in adapting the plan over time. 
Effective Approach to  Proposed Role. The LR.4 may 
elect to have a private developer perform certain functions, 
such as infrastructure improvements and marketing, while 
retaining some functions in-house. The developer's pro- 
posed approach to working with the LIW in the specified 
role, and the method and magnitude of compensation for 
those functions, should be key selection criteria. 

0 Financial Capacity. The financial capacity of the devel- 
oper and affiliated investors is a key criterion. This may be 
critical to their ability to cany the project fonvard through 
business cycle fluctuations. 

0 Development Experience. Overall, general manage- 
ment skills and the ability to raise financing and acquire 
entitlements are as important to success as physical con- 
struction and marketing. However, demonstrated esperi- 
ence with the specific land uses proposed in the reuse plan 
can also be an important selection criterion, particularly for 
affordable housing or town center commercial develop- 
ment, for e.mple. In some cases, it may be advantageous . 
for a development team to include partners with special 
expertise in certain types of development. 

Public Involvement Skills. The preferred developer 
must demonstrate the ability to work alongside and gain the 
trust of public-sector staff and the community This will be 
critically important in maintaining support for the devel- 
opment in cases 5vhere special interests are opposing spects 
of the plan. 

Negotiating With the Preferred 
Developer 

In general, a well-structured negotiation will clearly dis- 
tinguish assumptions required for an objective assessment of 

.mess market, cost, and financial characteristics from bu:' 
terms. Parties should work to agree on assumptions as soon 
as possible (preferably during the RFP process) and focus 
the negotiation on business terns. Examples of assump- 

items should be resolved as an initial goal of negotiations. 
Once these asumptions are identified, subsequent negoti. 

ations can focus on key business terms. These include such 
items aj minimum prices, the takedorm schedule, risk man- 
agement provisions, requirements for public improvementj, 
other performance requirements, the required return on in- 
vestment used to define net development proceeds (ifapplica- 
ble), and the formulas for distributing development proceeds. 

THE DEVELOPJlEiVT & DISPOSITIOiV AGREEikIEiYT 
Key agreenent provisions to be negotiated with the se- 

lected master developer include: 

Price Consideration 
The negotiated value of the land is usually derived through 

a detailed analysis of residual land values, taking into ac- 
count market assumptions and development costs. Cnex- 
pected changes in these assumptions can significantly affect 
the bottom line. 

\\.here there is disagreement in these factors, alternative 
approaches may be used. One is to set minimum prices for 
the land and provide for upside participation (e.g., net pro- 
ceeds exceeding an established developer rate of return) to the 
LR4, as is being done at the Fleet Industrial Supply Center 
in Alameda, California. 

Depending on the breadth of activity to be undertaken by 
the private.sector master developer, there may be alternative 
methods of payment. For example, the master developer at  
>lather ilir Force Base in Sacramento, California, receives an 
hourly fee for asset management, planning, and development 
management assistance; a commission for lease revenues, 
land sales, and building sales; and cost-reimbursement for its 
on-site property management and marketing office. Finally, 
price consideration may include a tiered compensation struc- 
ture based on a percentage of gross or net proceeds to each 
pertinent party at specified points in the project. 

Property Take Down Schedule 
The developer must specify the rate, price, and other terms 

(such as subordination clauses) pertaining to the purchase 
schedule. The LR-\ can negotiate the inclusion of penalties 
or estension p a y e n t s  if the schedule is not adhered to, and 
they may want to ~ripulate the right to negotiate with another 
developer if condirions are violated. In some cases, coordi- 
nation with the federal government is necessary to ensure 
that the parcel release schedule permits the developer's as- 
sumed development schedule. 

Risk Management 
The LRA and the developer must assess the risks inher- 

encin the project. These include capital risk, business risk, 
and marke! risk. Subsequently, the question of how to al!o- 
cate risk must Se wswered. In general, the LR4 must ensure 
that public funds are not jeopardized by potential market 
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downturns, cost overruns, unexpected construction problems, 
and delays in the property clean-up schedule. The transac- 
tion terms will necessarily reflect the riskheward tradeoff 
appropriate to the LR.4's role in the development. 

Public Policy Objectives 
The LR.4 must establish requirements for the provision of 

key public facilities and amenities, including but not limited 
to parks, schools, and open space. In addition, it is important 
to establish the status of in-tract roads (either dedicated to 
the city or maintained as private assets!, maximum devel- 
opment densities, and other considerations. 

Other Provisions 
There are a number of other standard provisions that are 

typically addressed in the Disposition and Development 
hgeement and worth mentioning here. Examples include: 
* Performance standards. These can include the deadline 

for a refined development proposal, employment incen- 
tives, absorption targets, and other considerations. 

* Parcel remediation and release schedule. Here, coordiia- 
tion with the federal government is necessary to ensure 
that the take-down schedule is synchronized with toxics 
remediation. In some cases, a section 334 early transfer 
may be called for. 

a Thresholds for additional environmental re~iew associated 
with changes to the reuse plan. 

* Deed restrictions, including timetables for federal action 
if neces sq  

* Covenants c!early specifjing federal government respon- 
sibility for toxics remediation. 

* Dispute resolution mechznisms. 

Conclusion 
The base reuse and other large scale urban infill projects 

that are moving fo~vard across the nation represent remark- 
able opportunities to improve comunities, to bolster the lo- 
cal tau base, to expand and diversib job markets, and to cre- 
ate sources of long-term revenue benefitiqg local jurisdictions. 
As UAs move fonvard %ith the implementation of these pmj- 
eck, a strategic juncture is reached in the decision whether to 
conduct major development tasks in-house, versus outsourcing 
these tasks to a private-sector master developer. 

In many cases, where development challenges are sub- 
stantial and in-house resources are limited, outsourcing can 
be an effective Kay to meet community goals in a cost effec- 
tive manner. The LRA, as executive developer, can achieve 
the effective and expedient realization of the reuse plzn 
through the careful crafting of the RFQ and the RFP, strate- 
gic handling of the selection process, and informed negotia- 
tion of business terms. 

It's never too early to mark your calendar for  upcoming C U E D  conferences and professional training courses. C U E D  members  will 
receive registration materials automatically for each event, as  they become available. Non-members, o r  those wishing to receive additional 
copies of conference brochures, may contact C U E D  at 2071723-4735. Updated information also will be  available o n  the CUED home 
page, located at  ~ncw,cued.org 
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