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EXECUTIVE SUMMARY

ENGAGEMENT

Heartland was engaged by the State of Washington (the “State”) to complete a site
analysis of the State of Washington Department of Social and Health Service's
("DSHS") Rainier School (the “Property" and/or "Site”) in Buckley. The State
engaged Heartland to undertake an analysis of the five Department of Social and
Health Service’s ("DSHS") residential habilitation centers to identify potential surplus
real estate parcels at each center, evaluate opportunities and constraints with such
parcels from a real estate perspective, and recommend a strategy to optimize and
capture value from such real estate. The Site analysis provides information
regarding the physical characteristics of the facility, regulatory issues that could
impact redevelopment, market and financial issues that could affect the Site, and
potential alternative uses for portions of the Site. This information can be utilized as
a foundation to analyze alternative uses in the future if DSHS were to relocate
certain uses and/or dispose of the related Property with the ultimate goal of
providing a practical approach to realizing the estimated value of the excess property
at the Site.

During the course of the engagement, Heartland completed the following:

«  We conducted initial meetings with various State agencies and personnel to
obtain background information on the Site and to understand the impacts of any
plans, commitments, or agreements on potential alternative uses;

=  We reviewed all available relevant materials, maps, and graphics referring to the
physical condition of the land, buildings and other improvements at the Site.
These materials provided information on ownership, tax parcels and legal lots,
building and improvement ages and square footages, building construction, land
areas, and access. Our review included three reports, which we used information
from following confirmation of the facts, rather than duplicate their efforts.
These reports were:

- The July 2002 Complete Appraisal of Real Property by Cushman & Wakefield
(the “Appraisal”);

- The December 2002 Capital Study of the DDD Residential Habilitation
Centers Report 02-12 from the Joint Legislative Audit and Review Committee
(the “JLARC Report”}; and

- The April 2003 Report on the Potential Excess Property of the Department of
Social and Health Services Division of Developmental Disabilities Residential
Habilitation Centers from the Department of General Administration (the "GA
Report™).

It is important to note that our assignment was to consider only market-based real
estate options and disposition alternatives for the Property. The previous reports
from JLARC and General Administration take a wider scope and weigh potential sales
of portions of the Property against other options that involve maintaining ownership
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or operational use of the Property. Therefore, our analysis, recommended
alternatives and implementation strategies may contradict some recommendations
from those previous reports;

»  We reviewed political and regulatory factors that could affect new uses and/or
redevelopment of the Site. We evaluated the regulatory constraints and impacts
to potential uses. This evaluation included a review of local land use codes and
zoning regulations to understand the range of permissible uses and potential
development capacity as well as the need for and likelihood of a rezone,

*»  We researched the physical characteristics of the Site and determined their
impact on future development;

» We considered alternative uses for the Site and estimated the development
capacity for those alternative uses;

=  We reviewed and conducted market research to inform the potential market
acceptance for possible alternative uses on the Site; and

=  We conducted financial analyses of the various alternative uses and strategies
discussed in the report.

PROPERTY DESCRIPTION
Area and Neighborhood

Portions of the Property are located within the City of Buckley (the “City” or
“Buckley”), just inside its eastern boundary with unincorporated Pierce County.
Buckley is in the predominantly rural southeastern corner of the Puget Sound region,
about 35 miles southeast of Seattle and 25 miles east of Tacoma. The remainder of
the Site is in unincorporated Pierce County, just south of its border with King County
and north of Mount Rainier National Park. There is no direct access route to the Park
from the area. The Site is at the edge of the region’s urban development and there
is virtually no additional development to the east or south. This is likely to continue
into the foreseeable future.

Buckley can be characterized as a low-density community of rural single-family
homes and limited suburban medium-density multi-family. The town center has a
traditional retail and services core, and areas in the western portion of the city have
a limited variety of light-industrial uses.

In the unincorporated portions of the Site, rural residential, forestry and agricultural
uses are predominant.

The Property totals approximately 1,109.31 acres on 17 tax lots (see the Site Map at
the end of the Property Description Section). Roughly 1,065 acres of this area are
on eight of these tax lots.

The Property can also be segregated into five areas, according to use. These areas

are described below and will be described in further detail in the Property Description
Section of this report.
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Use Area Size (Acres) Location on Site
Main Rainier School Campus 105.00 Center
Wastewater Treatment Plant 16.52 North
WSU Dairy Farm 170.04 West/Northwest
Rural Residential Land (R20) 230.00 East
Forestland 586.50 Southeast

The Property is mostly level, with areas of rolling hills. Some portions of the R20
land and forestry areas have hills and steep slopes. With the White River running
along its northern portions, the Property has some river frontage.

Structural

A facilities inventory, from the Developmental Disabilities Division ("DDD") of DSHS,
showed a total of 68 buildings on the Campus portion of the Site, containing 867,890
square feet. The 2002 Appraisal lists a total of 75 buildings with 863,681 square
feet.

Most of the older buildings constructed with the original campus have poured-in-
place concrete exteriors, with wood interior beams and floors. The newer buildings,
those built from the late 1950s and later, are mostly wood frame construction. The
buildings vary greatly in condition and quality.

We did not receive similar building or improvement data for the WSU dairy portion of
the Property. The Appraisal states that the improvements total about 25,000 square
feet in eight main buildings and that WSU spent about $5,000,000 in the mid 1990s
to upgrade the facility.

On the northern portion of the Site, the Rainier School owns its own wastewater
treatment plant. This plant is included in the DDD facilities inventory. This facility is
widely considered to be technologically obsolete, however, and is in need of repair or
replacement. We received no potential cost estimates.

The Rainier School also owns and operates, in partnership with the City of Buckley, a
water system that traverses the Property. This system draws water from South
Prairie Creek, southeast of the Site. The improvements consist of over six miles of
pipeline, a 1,700,000-gallon reservoir, and a chlorination station. This system is
currently in need of major repairs. Cost estimates for these expenses are
approximately $3,300,000.

Utilities

Electricity is provided by Puget Sound Energy, while natural gas is provided by the
City of Buckley. Telephone service is provided by Verizon.

As mentioned in the Utilities Section, the Rainier School provides its own water and
sewer services. Water is delivered via a system either owned (per GA Report) or
jointly owned (per Appraisal and JLARC Report) and operated with the City of
Buckley. DSHS has claims to water rights of up to approximately 2,534 acre-feet per
year. However, the actual use appears to be much less than this amount and the
valid claim may be for much less, as well.
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The wastewater/sewer system is owned by the DSHS and is located on the northern
portion of the Site, along the White River. Both the water and sewer systems are
outdated and in need of repair. They are approaching the ends of their useful lives
and will need to be replaced.

Regulatory

The Site is located within Buckley and in unincorporated Pierce County. We will
summarize both jurisdictions' land use regulations below.

City of Buckley

The portions of the Site located within Buckley are predominantly zoned P, or Public,
with some areas along the White River zoned S, or Sensitive Areas. The P zone is
intended for a wide variety of public uses and the Buckley Comprehensive Plan and
zoning designations generally support the types of activities that DSHS currently
engages in at the Site.

According to our discussion with Dave Schmidt, Buckley City Administrator, the City
would consider a rezone of the Property if the current DSHS facility ceased its
operations. The likely new designation would be some form of low density
residential, as this is typical of surrounding properties. However, this does not
necessarily eliminate the possibility of other uses. Mr. Schmidt stated that the final
land uses decision would rely on the City's ability to provide water and sewer
services, as well as other factors, such as job creation and overall community
benefit.

Pierce County

Approximately 816.5 acres of the Site lies within unincorporated Pierce County.
About 230 acres is zoned R20, or Rural 20, a residential designation allowing one
homesite per 20 acres. The remaining 586.5 acres is zoned Designated Forestland,
which supports timber harvesting operations and is highly restrictive on
development. This classification would allow one homesite per 80-acre lot. These
zoning designations are consistent with the Pierce County Comprehensive Plan,

Environmental

The main campus portion of the Site has historically been utilized for institutional
uses and little or no ground contamination would be expected from these uses. It
appears that some of the buildings may contain asbestos in their construction, which
could affect potential alternatives for the Site, especially those involving potential
demolition or significant renovation of the existing buildings. In our review of
documentation for the Site, we found no other evidence of contamination or
hazardous materials located on the main campus.

According to previous reports and our discussions with WSU and PSHS officials, dairy
and agricultural operations on the WSU portion of the land may have resulted in
some soil contamination. We received no information on the characterization or
locations of this contamination. According to our research, DSHS is taking the lead
in clean-up efforts.
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It appears that there are two creeks that run on the Property. Both are unnamed
and appear to be somewhat seasonal. Both empty into the White River, which runs
along the northern edge of the Site. Those portions of the Property that front the
White River will have limited developability, due to restrictions and setbacks.

The Site's proximity to Mount Rainier also poses some significant environmental risks
associated with volcanic activity. The White River is a potential route of pyroclastic
mudflows, or lahars, that result from volcanic eruptions. Most of the Site is at a
sufficient elevation to lessen the risk of inundation, but portions along the White
River are identified as zones of probable inundation.

Market

Several different land uses were briefly analyzed to determine feasibility for potential
development at the Site. Rehabilitation center, single-family residential,
agricultural/forestry, and public utility uses were deemed to be feasible uses for
different sections of the Property. No one use appeared to be feasible for the entire
Property.

The Appraisal identified five sales of rehabilitation centers in Washington. The sales
ranged in price from $33.87 to $95.86 per square foot of building, including land
value, overall, with a range of improvements value of $13.04 to $56.74 per square
foot.

Residential uses were split into three types - Rural Residential (15- to 25-acre
parcels), Residential/Forestry (40-acre and higher parcels), and Subdivision Land
(larger parcels slated for subdivision). Below is a chart summarizing the residential
land sales information and value conclusions.

Type Value Range (per acre)
Rural Residential $6,000 - $8,000
Residential/Forestry 41,800 - $2,000
Subdivision Land $13,000 - $15,000

Sources: 2002 Appraisal, NWMLS, MetroScan

ALTERNATIVES AND STRATEGIES

The Alternatives and Strategies Section of this report formulates three potential
alternatives for the Site and discusses implementation strategies for the preferred
alternative: (i) Alternative I assumes the Site would be sold "As- Is," to a single
buyer; (ii) Alternative II assumes the potential value of demolishing the buildings
and selling the raw land beneath them; and (iii) Strategy III assumes the potential of
keeping the existing buildings on the Site, then selling certain portions of the
Property.

In each Alternative, issues regarding the water and sewer systems must be resolved,

as there are potential costs associated with these systems that could heavily impact
the values of the properties.
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Alternative I: Vacate Premises and Sell Property As-Is

Alternative I would be considered if DSHS entirely ceased operations at the Rainier
School. It would entail marketing the Site, perhaps to a buyer interested in
performing a similar institutional use at the Site, or a developer of recreational uses,
such as a golf course. Marketing the Property to such buyers could potentially result
in a sale, which would allow DSHS to dispose of the Property in a relatively simple
manner. However, given the unique nature of the Site, there would likely be a very
long marketing period, given the size of the Property and limited number of buyers
for institutional or recreational properties.

Alternative I: Vacate Premises and Sell Property As-Is

Hig Low Probable
Net Present Value Conclusion $4.2M $.07M $2.0M

Alternative II: Vacate Premises and Demolish Structures, Sell Vacant Land

Alternative II could also be considered if DSHS ceased operations at the Rainier
School. This option would allow the Site to be marketed to a wider pool of buyers,
as the vacant land would have more development and use potential than it has when
burdened with the existing buildings. Additionally, as mentioned in the Regulatory
Section of this report, a potential rezone of the Property allowing residential uses
could broaden the marketability of the Site. However, the costs associated with
demolition would negate most of the value added to the Site.

Alternative II: Vacate Premises and Demolish Structures, Sell Vacant Land

High Low Probable
Net Present Value Conclusion $0.1M (%$0.4M) ($0.2M)

Alternative II1: Disposition of Properties Not Associated with Campus, While
Keeping Campus Intact for Continued Use or Sale

Alternative III would allow DSHS to remain and expand on the campus portion of the
Site, but would allow the excess land in other parts of the Property to be sold in
pieces, most likely to a number of different parties. If DSHS no longer operates a
facility at the Site, the campus could then be sold as a campus property since the
estimated demolition costs exceed the estimated land value. The pool of buyers for
these smaller pieces would be larger and, therefore, the marketing time could be
expected to be shorter. This alternative could allow the State to capture these
values over a shorter period of time than in Alternatives I or II. The smaller pieces
would also likely sell for a higher per-acre price than the large, single transactions in
Alternatives I and 1I. Without the demolition of existing structures, this option would
require little up-front costs for the State.

Alternative III: Disposition of Properties Not Associated with Campus, While Keeping
Campus Intact for Continued Use or Sale

High Low Probable
Net Present Value Conclusion $7.1M $6.5M $6.8M
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RECOMMENDATIONS

Based on our analysis, we recommend the strategy presented as Alternative III:
Disposition of Properties Not Associated with Campus, While Keeping Campus Intact
for Continued Use or Sale above, There is ample excess land on this campus that
can be optimized through near- to mid-term sales and the addition of the 100 to 150
acres for the existing campus area should be considered a second priority. This also
allows DSHS the option to continue operations at the Site as long as it wishes. The
shifting of the utilities provides the appropriate control of these utilities and allows
the opportunity for redevelopment of the area south of Collins Road in the future
following DSHS's discontinued use of the Site. Due to the negative land value of the
campus area when taking into account the demolition costs, until the land value
exceeds demolition costs, there is no practical reason to demolish the campus. The
only two practical options at this time, if the campus is no longer used by DSHS, are
to mothball the Site or to sell the Property as a campus.

A timeline illustrating the implementation steps described above in Alternative III is
included in the Recommendations Section of this report.
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PROPERTY DESCRIPTION

AREA AND NEIGHBORHOOD

Part of the Site is located within Buckley, just inside its eastern boundary with
unincorporated Pierce County. Buckley is in the predominantly rural
southeastern corner of the Puget Sound region, about 35 miles southeast of
Seattle and 25 miles east of Tacoma.

Buckley can be characterized as a low-density community of rural single-family
homes and limited suburban medium-density multi-family. The town center has
a traditional retail and services core, and areas in the western portion of the City
have a limited variety of light-industrial uses.

The remainder of the Site is in unincorporated Pierce County, just south of its
border with King County, and north of Mount Rainier National Park. There is no
direct access route, however, to the Park from the area.

In the unincorporated portions of the Site, rural residential, forestry and
agricultural uses are predominant.

The Site is at the edge of the region’s urban development and there is virtually
no additional development to the east or south.

SITE OVERVIEW

The Rainier School, originally established as a facility for the mentally retarded by
the Washington State Legislature in 1937, was built in 1938, The Site is still
used by DSHS as a residential school for developmentally disabled people. The
various buildings on the main campus house over 400 residents, as well as
administrative offices and other support activities.

We were provided with copies of various maps, title reports, and other
documents that describe different parts of this large Property. The Property size
has been estimated by several sources, all at slightly varying acreages.

The most recent report, the 2002 appraisal by Cushman & Wakefield, utilizes
Pierce County Assessor's data for a size of 1,108.06 acres. Previous documents
place the Property anywhere from 1,010 acres to as many as 1,235 acres.
Obviously a priority, before any real estate action is taken on these lands, would
be to have a professional and accurate survey of the Property.

For this analysis, we have chosen to use the Assessor's data. Our research of
this data indicates a total size of approximately 1,109.31 acres on 17 tax lots.
Roughly 1,065 acres of this area are on eight of these tax lots.

For analysis, the Property can be segregated into five areas, each containing
different land uses, which are discussed below.
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Previous professional reports about the Property utilized much of the same
information in our files. Therefore, for the sake of consistency, we have chosen
to use most of the same land areas and sizes for our descriptions and analysis of
the physical property.

Main Rainier School! Campus

The Campus for the Rainier School occupies approximately 105 acres of the Site.
Located in the far eastern portion of Buckley, the Campus is bounded on three
sides by public roads. Private residences are located on several adjacent
properties.

Wastewater Treatment Plant

The Rainier School owns and operates its own sewer and wastewater treatment
facility. The treatment plant is located on a 16.52-acre portion of the Site, north
of the Main Campus. This area is also within Buckley.

Access to this Site is via an easement through the Shay Estates Plat, off of Collins
Road.

Washington State University Dairy Farm

The WSU Dairy Farm is located at the northwestern corner of the Site and
occupies about 170 acres. This area is also within Buckley. This research and
educational facility was built around the same time as the Main Campus, in the
late 1930's.

Access to the Property and facilities is off of Collins Road.

Also located on this segment of the Site is the Collins School. The school was
built in the 1930s, but now is leased from DSHS by the White River School
District as an alternative high school.

According to the documents we received, there was some question as to whether
DSHS or WSU owns this land. Our discussions with DSHS and WSU officials did
not clarify the issue, and there appears to be lingering confusion about the
ownership of this portion of the Site. The Pierce County Assessor lists DSHS as
the owner of this land. Therefore, in our analysis, we will assume DSHS
ownership.

Rural Residential Land

The eastern and southern portions of the Site are located in unincorporated
Pierce County. Approximately 230 acres directly east of the Main Campus are
zoned for 20-acre residential lots.

This segment of the Site has both open pastures and wooded areas, as well as
some frontage along the White River. It appears that there are several areas
that would make attractive homesites. The State Department of Natural
Resources (DNR) has estimated that there are about 40 acres of merchantable
timber on this portion of the Property.
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This area has access off of Levesque Road and several private roads running
through the interior of the Site. These private roads would appear to be in good
locations for providing access to homesites on subdivided parcels.

Designated Forestland

The largest segment of the Property is also located in unincorporated Pierce
County. The approximately 586 acres in the southeastern portion of the Property
are zoned Designated Forestland and would allow 80-acre lots to be created. The
area is heavily wooded and most of the merchantable timber is remaining.

DNR estimates that more than 400 acres of this portion of the Property may have
merchantable timber. DNR has also indicated that if the Property were managed
by DNR, this area would likely not be harvested. DNR would attempt to market
the Property to a conservation group due to habitat potential.

Surrounding Uses

The immediate vicinity of the Site is characterized by various uses, including
residential, agricultural, and forestry uses.

North - White River and 15-acre Puget Sound Energy property. Across the White
River, King County rural and agricultural uses.

Across Collins Road from campus, one single-family residential plat.
West - Rural residential uses
East - Rural forestry and agricultural uses
South - Rural residential, forestry and agricultural uses
Access

= The Site is about two miles east of downtown Buckley and State Route 410.
State Route 167 is approximately 12 miles west, near Sumner and Puyallup.

= The main campus is bounded by Ryan Road to the south, Levesque Road to the
east, and Collins Road to the north. All three are rural two-lane asphalt roads
with no curbs or sidewalks.

= Access to the Campus is off of Levesque and Ryan Roads. Access to the WSU
and wastewater facilities is off of Collins Road. The R20 land east of the campus
is accessed from Levesque Road. The forestland in the southeast portion of the
Site is accessed via a private road, which begins at the intersection of Ryan and
Levesque.
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Topography/Hydrology

= The Property is mostly level, with areas of rolling hills. Some portions of the R20
land and forestry areas have hills and steep slopes.

= The White River runs along the northern and northeastern portions of the
Property. The Site has a small amount of river frontage.

Areas along the river are classified by the City as “Environmentally Sensitive
Areas.” Development is restricted and will likely require 200-foot setbacks, as
well as a comprehensive plan review and approval process by the City.

There are also two creeks running through the Property, which both run into the

White River. These creeks do not appear to have any designation which would
require extensive setbacks.
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STRUCTURAL

This section summarizes the primary structures that make up the Site. Floor plans,
seismic analyses, and condition reports for the structures were not provided to
Heartland.

OVERVIEW
Main Rainier School Campus

» A facilities inventory from the Developmental Disabilities Division ("DDD") of
DSHS showed a total of 68 buildings on the campus portion of the Site,
containing 867,890 square feet. The 2002 Appraisal lists a total of 75 buildings
with 863,681 square feet.

* Most of the older buildings, constructed with the original Campus, have poured-
in-place concrete exteriors, with wood interior beams and floors. The newer
buildings, those built from the late 1550s and later, are mostly wood frame
construction. The buildings vary greatly in condition and quality.

» The older buildings on the Campus are very likely to contain asbestos in their
construction materials. Any scenario involving demolition or renovation will need
to consider this situation.

= Included in the Campus inventory is a Superintendent’s Residence, which is
currently leased to a physician who provides emergency medical support to the
School. This large house on the southwestern edge of the Campus was
constructed with the original Campus in the late 1930s. Currently, it is not
directly involved with the School’s operations.

WSU Dairy

= We did not receive similar building or improvement data for the WSU Dairy
portion of the Property. The Appraisal states that the improvements total about
25,000 square feet in eight main buildings and that WSU spent about $5,000,000
in the mid 1990s to upgrade the facility.

Collins School

s« Also referred to as the Collins Cottage, this building is located north of the Main
Campus on Collins Road. The facility is situated on the WSU Dairy portion of the
Site, but is separate from the dairy operations. The facility is currently leased to
the White River School District as an alternative high school.
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UTILITIES

OVERVIEW

Because the Site currently supports such a large operational facility, it is reasonable
to assume that the available utilities could support many types of development with
the upgrades described below.

Electrical

Puget Sound Energy
Telephone

Verizon

Natural Gas

Puget Sound Energy
Water

The Rainier School provides its own water services. Water is delivered via a system
either owned (per GA Report) or jointly owned (per Appraisal and JLARC Report) and
operated with the City of Buckley. This system includes the headworks, a
transmission pipeline, a reservoir, a sand filtration system, a chlorination station,
and backup wells. Though the treatment systems have been built over time, the
primary headworks and pipeline system have been operated jointly between the City
and School for over 50 years. Much of the system is now in need of extensive
repair.

The source of the surface water is the South Prairie Creek, a tributary of the Carbon
River. The headwaters are several miles southeast of the School and are delivered
to the Site via pipeline. The treatment system, including the 1,700,000-gallon
reservoir and chlorination station, is located on the Forestry portion of the Site.

The Rainier School historically has water rights 2,534 acre-feet per year from this
surface source. However, a water right requires the owner to display beneficial use
of the volume allotted, or the water right may decrease. The Appraisal indicates that
the School's rights may be much less than their certificate states. They quote a
government official who stated that both the City and the School together had a valid
claim for no more than 706 acre-feet per year. This is less than 18 percent of the
3,982 acre-feet that both parties have in water right claims.

It appears that, while the School's water rights are separate from the water system,

they may not be feasibly severable due to the fact that beneficial use is a component
of the water right.
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There are also three wells on the Property used for backup supply when water quality
from the source stream is poor or when the surface source system is undergoing
maintenance. We were not provided with any information of the extent of the
School's ownership or water rights associated with the wells.

Ownership of the headworks was not clear, either. The Cushman & Wakefield
analysis assumed that the headworks is jointly owned with the City of Buckley, in
proportion to their water rights contribution (Buckley 1,448 ac-ft/Rainier School
2,534 ac-ft).

Likewise, the agreement between the City and DSHS distributes responsibility for
maintenance, operation, and capital improvements between the two parties
according to their actual water usage. The Rainier School's consumption has
typically been between 25 to 35 percent of the total. The School's share of potential
capital expenditures has been estimated as high as $3,300,000.

The appraisal speculates that it "may be beneficial to become a normal paying
customer of the City of Buckley water system in order to avoid the capital costs and
on-going maintenance costs. In that case, the Rainier School might benefit from
deeding both the water rights and the water supply facility to the City of Buckley in
exchange for avoiding these costs.” We will include this potential transaction in our
analysis.

Sewer/Wastewater

The sewer and wastewater treatment system is owned by the Rainier School. It is
located north of the Main Campus on the WSU Dairy Farm portion of the Site. The
facility is adjacent to the White River, north of Collins Road and the Shay Estates
Plat.

The facility is old and its water treating technology is outdated. The system
currently operates within its permit-allowed discharge levels, which have been
grandfathered, but discharge of pollutants from the system into the river is more
than 30 times the level of newer systems. The Appraisal quoted an official at the
State Department of Ecology as saying “the system would likely need to be
completely replaced within the next five to ten years, based upon population growth
in the area and increasing water quality requirements.” We received no potential
cost estimates. There is a potential temporary solution in that the treated water can
be used to irrigate agricultural fields, reducing the total volume discharged into the
river.

There is some speculation that the City could be interested in purchasing this portion
of the Site for a new wastewater facility. This area has enough land to accommodate
a new facility and is adjacent to the White River, which would facilitate discharge of
the treated water. Also, the current buildings on the WSU Dairy Farm could be used
by the City as maintenance facilities and the agricuitural land and irrigation systems
could be used for dispersing treated wastewater.
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[ REGULATORY

The Regulatory Section of this report summarizes the land use regulations that apply
to the Site. The Site is located within Buckley and in unincorporated Pierce County.
We will examine both jurisdictions' land use regulations.

COMPREHENSIVE PLAN AND ZONING

City of Buckley

» The portions of the Site located within Buckley are all zoned P, or Public. This
zone is intended for a wide variety of public uses and the Buckley Comprehensive
Plan and zoning designations generally support the types of activities that DSHS
currently engages in at the Site.

= According to the 2002 Appraisal, the City of Buckley would consider a rezone of
the Property if the current DSHS facility ceased its operations. The likely new
designation would be some form of low density residential, as this is typical of
surrounding properties. However, the City would likely consider other forms of
zoning if the corresponding use created jobs and overall community benefit.

Pierce County

= Approximately 816.5 acres of the Site lies within unincorporated Pierce County.
About 230 acres is zoned R20, or Rural 20, a residential designation allowing one
homesite per 20 acres. The remaining 586.5 acres is zoned Designated
Forestland, which supports timber harvesting operations and is highly restrictive
on development. This classification would allow one homesite per 80-acre lot.

* These zoning designations are consistent with the Pierce County Comprehensive
Plan.

PERMITTED USES
City of Buckley
» P Zone - Public and recreational uses.

= Low Density Residential Zones (RA, R-3, R-4) - Single-family dwellings, adult day
care and family homes, public parks, and existing agricultural uses.

Pierce County

= R20 Zone - Single-family dwellings, accessory dwelling units, and resource uses
(agriculture, forestry).

» FL Zone - Single-family dwellings, forestry resource use, non-profit recreational
uses, and public utilities
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Uses REQUIRING A CONDITIONAL USE PERMIT
City of Buckley

*» P Zone - Government buildings, schools, wastewater treatment plants,
cemeteries, and public utilities (except electric generation facilities)

* Low Density Residential Zones (RA, R-3, R-4) — Public utilities (except electric
generation facilities), golf courses, and churches

Pierce County

= R20 Zone - Group homes, day care and educational facilities, non-profit
recreational uses, lodging, and electric generation facilities

» FL Zone - Group homes, lodging, and electric generation facilities
LoT COVERAGE

City of Buckley

= P Zone - Case-by-case review

» Low Density Residential Zones - RA, 25 percent; R-3 and R-4, 40 percent
Pierce County

= R20 Zone - 25 percent

= FL Zone - N/A

BUILDING HEIGHT

City of Buckley

= P Zone - Case-by-case review

= Low Density Residential Zones (RA, R-3, R-4) — 30 feet

Pierce County

= R20 Zone - 40 feet

= FL Zone - 40 feet

SETBACKS

City of Buckley

s P Zone - Case-by-case review

» Low Density Residential Zones (Front/Rear/Sides) - RA, 25/25/25; R-3 and R-4,
25/12/25
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Pierce County

» R20 Zone - (Front/Rear/Sides) - 25/30/10
= FL Zone - (Front/Rear/Sides) - 25/30/30
SuBDIVISION/PARTITION PROCESSES

City of Buckley

« Land divisions in Buckley are divided into two categories: (i) divisions of property
into two to four lots are termed "short subdivisions;" and (ii) divisions of property
into four or more lots are called "subdivisions."”

» To divide a lot in Buckley, an applicant must follow the regulations outlined in
Chapter 18 of the Buckley Code.

= Subdivisions, in which no lot is smaller than five acres or lot line adjustments that
create no new lots, are exempt from the subdivision and short subdivision
regulations.

» According to Buckley’s Code, there is not a minimum lot size in the P Zone. All
development and subdivision in this zone is reviewed by the City on a case-by-
case basis.

= Within the RA, R-3, and R-4 Zones, minimum lot sizes are 20,000, 12,500, and
10,000 square feet, respectively.

= Subdivisions require both preliminary and final approval by vote of the City
Council. Planning Commission recommendations and public hearings are held
prior to both votes by the Council.

» Short Subdivisions, on the other hand, are reviewed by the City Engineer and
City Planner and are preliminarily approved without Council action. Final
approval requires a Council vote.

Pierce County

= To divide a lot in Pierce County, an applicant must follow the regulations outlined
in Title 16 of the Pierce County Code.

= |and divisions in Pierce County are divided into three categories: (i) divisions of
property into two to four lots are termed "short subdivisions;™ (ii) divisions of
property into four or more lots are called "subdivisions;" and (iii} divisions of
property in which the smallest lot is between five and 20 acres are termed “large
lot divisions.”

= Subdivisions of land in which the smallest lot is 20 acres or larger are exempt
from the subdivision, short subdivision, and large lot division requlations.
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= Subdivisions require both preliminary and final approval by vote of the City
Council. Planning Commission recommendations and public hearings are held
prior to both votes by the Council.

= Short Subdivisions and Large Lot Divisions, on the other hand, are reviewed by
various County departments and are summarily approved by the Pierce County
Planning Director.

TITLE

Copies of several title reports were provided to Heartland for this report. These
reports, however, did not cover the entire Property comprehensively and some of the
reports appeared to be outdated.

Given the lack of clarity or uniformity in these title documents, we have relied upon
information from the Pierce County Assessor's office to determine ownership of the

Property.

Included in the title report are several encumbrances, including various roadways,
railways and other rights of way, mostly accessing timber to the south and east. The
Northern Pacific Railway Company also has reserved mineral rights in the agricultural
fields east of the main campus. We received no other information regarding the
details of these items and, therefore, for the purposes of this report, we assume that
these encumbrances do not impact the overall value of the Site.
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ENVIRONMENTAL

SENSITIVE AREAS

=  Wetlands surveys were not provided. However, it appears that some portions of
the R20 land may have low spots that could contain wetlands. Wetlands areas
could present an obstacle to development and the Property should be closely
inspected for wetlands prior to any type of sale or development.

= The White River runs along the northern and northeastern portions of the
Property. The Site has a small amount of river frontage.

= Areas along the river are classified by the City as “Environmentally Sensitive
Areas.” Development is restricted and will likely require 200-foot setbacks, as
well as a comprehensive plan review and approval process by the City.

» There are aiso two creeks running through the Property, which both run into the
White River. These creeks do not appear to have any designation that would
require extensive setbacks.

POTENTIAL HAZARDS AND CONTAMINATION

= According to the National Flood Insurance Rate Map Community Panel Number
530138 0411C, the Main Campus is located within Zone C, which is classified by
FEMA as an area outside of a 100-year flood hazard. Portions of the R20 land
bordering the White River are within areas inundated by 100-year flooding.

» According to our research, there are two areas of contamination on the WSU
property. No maps or characterizations of the contamination were provided to us
for this report, It appears that DSHS is taking the lead in clean-up efforts. Any
future actions taken to capture value on the WSU Dairy Farm portion of the Site
will require a more detailed investigation into these issues.

» The Site's proximity to Mount Rainier also poses some significant environmental
risks associated with volcanic activity. The White river is a potential route of
lahars that result from volcanic eruptions. Most of the Site is at a sufficient
elevation to lessen the risk, but portions along the White River are identified as
zones of probable inundation.

= Some of the buildings may contain asbestos in their construction, which could
affect potential alternatives for the Site, especially those involving potential
demolition or significant renovation of the existing buildings.

» The Main Campus portion of the Site has historically been utilized for institutional

uses and little or no ground contamination of the Site would be expected from
these uses.
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MARKET

The Market Section of this report is intended to provide a brief overview of market
conditions for feasible uses at the Rainier School property.

PREVIOUS ESTIMATES OF VALUE

= In May 2002, the Joint Legislative Audit and Review Committee commissioned an
appraisal of the Rainier School'. The appraisal rendered two estimates of value
which are discussed in detail below.

- Use Value: The “use value” is defined as the value a specific property has for
a specific use. The use value is intended to give DSHS an idea of the utility
the Property has for continued use, taking into consideration its current
functionality and the cost to recreate the facility elsewhere. The use value is
a balance between the estimate of value as concluded using the cost
approach and the sales comparison approach. The appraisers estimated the
use value to be $40 million.

- @Go Dark Value: The “go dark value” is defined as the value a property has
under the requirement the current user must vacate the property. Essentially
the go dark value is a combination of what other users might be able to pay
for the salvageable buildings on the Site and the value of the land under
buildings that could not be occupied and were demolished. After accounting
for demolition costs, the appraisers estimate the go dark value of the
Property to be $6.7 million.

= Land Value: The appraiser’s estimate of l[and value for the 105-acre main
campus (assume a rezone to single-family residential) is $14,000 per acre or
$1,470,000. The appraiser’s estimate of land value for the 187-acre WSU Dairy
Site is $14,000 per acre or $2,429,000. The appraiser’s estimate of land value
for the 230 acres of R20-zoned land is $6,300 per acre or $1,450,000. The
appraiser’'s estimate of land value for the 587-acres of forestry land is $1,800 per
acre or $1,050,000. The appraiser’s total land value estimate for the Property
equals approximately $6,395,000.

MARKET ANALYSIS

As part of its 2002 Appraisal of the Property, Cushman & Wakefield analyzed the
feasibility of several different potential land uses. Most were deemed as not feasible,
due in large part to the Site's location and distance from non-residential uses. We
agreed with the conclusions of the appraiser's highest and best use and market
analyses, and we have provided additional market information to supplement their
findings. A summary of considered land uses follows:

1 Complete Appraisal of Real Property - Rainier School, Cushman & Wakefield, July 19, 2002
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Retail - Not Feasible - The Site's lack of exposure in its rural location would not
appeal to most retail developers. The current zoning does not allow retail uses.
Also, the population density in the immediate area is unlikely to support most types
of retail development.

Office - Not Feasible - A lack of easy access to the Site, coupled with an insufficient
local labor force in the immediate area would make this a difficult Site for office uses.
Also, the current zoning would not support office development.

Industrial - Not Feasible - While sufficient levels in some types of infrastructure
may be attainable, the lack of large roads and/or railroad spurs would hamper the
Site as an industrial development. A lack of proximity to associated office uses
would also be an obstacle. Lastly, current zoning would not support such a use.

Governmental - Not Feasible - The Site lacks the concentration of other
governmental services and supporting uses for a large facility. Also, the rural
location makes access more difficult for large portions of the governmental labor
pool.

Conference Center / Hospitality - Not Feasible - Cushman & Wakefield's
Hospitality Group estimated that the Site would only be able to function as a small
facility, hosting local or statewide groups for limited overnight meetings. Even at
this capacity, it was projected that potential revenues and profits would not justify
the enormous cost of converting the current school buildings to this use.

School / Educational Facility - Limited Feasibility - The Site's zoning and campus
design could support an educational facility. However, the rural location would be
unattractive for community colleges or other learning facilities, due to the lack of
exposure and access.

Agricultural / Forestry - Feasible on Specific Portions of the Site - Obviously, these
uses are now occurring on portions of DSHS land. Continued operations would be an
easy alternative, especially of forestry uses on portions of the Property lying in
unincorporated Pierce County.

Single-Family Residential - Feasible on Specific Portions of the Site - Given the
surrounding residential uses and sufficient market for single-family homes in the
area, this type of development could he a potential option for the Property, especially
for those portians of the Property outside the Main Campus. Current zoning on
Pierce County portions of the Property support low-density development. Though
portions of the Property inside Buckley are not currently zoned for residential uses,
the City has indicated that a rezone of areas north of the Main Campus would be
possible.

Single-family development would most likely not be feasible on the current Campus,
given that the cost of demolition of current buildings may exceed potential revenues
from sale of the land.

Multi-Family Residential - Not Feasible - Though single-family residential uses
may be feasible, current zoning regulations and comprehensive plans do not support
such a development. Also, the market for multi-family product in this rural area
would not likely support development.
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Assisted Living Facilities - Not Feasible - Though this use would appear, on the
surface, to be similar to the current use of the Rainier School, the design of the
campus would not work well for an elderly population. Facilities located within one
large building are highly preferred. Also, the local market for such uses is saturated
and would hamper the success of a new facility.

Rehabilitation Center - Feasible on Specific Portions of the Site - Though the
design of the Rainier School would suit this type of use, the overall size of the Main
Campus would be much larger than such a facility would require. This would limit
the amount a buyer would be willing to pay. Also, current zoning does not
technically support this use and would need to be altered.

Public Utility - Feasible on Specific Portions of the Site - The areas of the Site north
of the Main Campus would be attractive for a public utility, such as a wastewater
treatment facility for the City of Buckley. This portion of the Site would be attractive
for this use, due to its proximity to the White River, the sufficient amount of acreage
for such a facility, and the existence of current agricultural uses and a treatment
facility. The Appraisal states that and the City has expressed an interest in acquiring
this portion of the Site.

Recreational or Other Large-Scale Uses - Feasibility Unknown - Though not
discussed in the Appraisal, it is conceivable that the Rainier School Campus and
adjacent lands could represent a rather unique property for a developer seeking a
site for a large-scale development or recreational use, fair grounds, rodeo, or race
track. With its size (over 1,000 acres), location, and varying topography and river
frontage, it has several qualities that could be attractive to a developer with the
vision and means to create a large project.

PIERCE COUNTY REHABILITATION CENTER MARKET

The Appraisal identified five sales of rehabilitation centers in Washington. The sales
ranged in price from $33.87 to $95.86 per square foot of building, including land
value, overall, with a range of improvements value of $13.04 to $56.74 per square
foot.

As mentioned in the section above, rehabilitation centers would likely be feasible
only on a small portion of the Site. The facilities in these sales ranged from about
7,800 square feet to approximately 41,000 square feet. The largest sale would
represent less than five percent of the existing campus.

The 2002 Appraisal lists a value for the Main Campus as a rehabilitation center at
$950,000.

PIERCE COUNTY/BUCKLEY RESIDENTIAL MARKET

Overall, the residential market in the Buckley and Eastern Pierce County areas has
been growing, somewhat slowly relative to more urbanized areas of Puget Sound.
As land prices continue to escalate in the suburban areas, growth in region is spilling
into these traditionally rural areas. The area surrounding Buckley and the Rainier
School is the last area for growth before the National parks, forests and wilderness.
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Areas immediately adjacent to the Site are comprised of well-established residential
uses of medium densities. Data from the Northwest Multiple Listing Service
("NWMLS") shows seven vacant residential land sales have occurred thus far in 2003
within Buckley and another eight listings are currently on the market. These sales
and listings range in size from one acre to 20 acres.

According to our conversations with local developers and from our analysis of the
market, demographic data, and growth forecasts, we estimate that sufficient demand
for significant residential development in the Buckley area is 10 to 15 years away. It
is possible that, with continued growth of the Puget Sound region and a decrease in
the number of available sites in more urban areas, the demand for new rasidential
development could support a project of several hundred homes in this area in that
timeframe. Even if sufficient demand were to occur in that time period,
transportation issues would pose the major obstacle to successful development at
the Site. Highway 410, the major route to Buckley from the rest of the Puget Sound
region, is only two-lanes for several miles leading into town, and would need to be
expanded to carry additional traffic. Also, Ryan Road, which leads from Highway 410
to the Rainier School, would also need to be expanded to accommodate any
significant development at the Site.

RESIDENTIAL LAND VALUES

Given the differing zoning and land use options on various parts of the Site, it is
necessary to consider three types of residential land values. The first is the value
rural residential parcels of 15 to 25 acres, which would reflect the R20 zoning on
Pierce County portions of the Site. The second is sales of residential forestry land of
40 acres or more, which would provide potential values for the large 80-acre parcels
required in Pierce County's FL zone. Lastly, sales of larger parcels slated for
subdivision would indicate values for DSHS lands inside the City of Buckley, which
could potentially be rezoned for medium density residential uses.

Below is a chart summarizing the land sales information and value conclusions for
the different types of property. Data from the 2002 Appraisal was corroborated with
updated information from the NWMLS and MetroScan.

Type Value Range (per acre)
Rural Residential $6,000 - $8,000
Residential/Forestry $1,800 - $2,500
Subdivision Land $13,000 - $15,000

Sources: 2002 Appraisal, NWMLS, MetroScan
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ALTERNATIVE STRATEGIES AND FINANCIAL ANALYSIS

OVERVIEW

This section identifies and briefly analyzes three potential alternatives for capturing
different values associated with the Property and the opportunities and constraints of
each. Our analysis culminates in a financial analysis that determines the net present
value and net cash flow from each aiternative. This report provides the State with
an analysis and recommendations that consider not only the highest present value,
but also the greatest cash flow. Rather than recreate what was already completed,
for the "AS IS” analysis, we relied on the accuracy of the recent Appraisals, which we
have discounted to account for our opinion that marketing timeframes would be
longer than the Appraisal indicates. For the other analyses (alternatives assuming
changes of uses, value after demolition, etc.), we completed a residual land value
model, which calculates the net present value and net cash flow based on a
discounted cash flow. This model considers the market rate for developed land, the
costs to develop the land, the time to entitle, develop and sell the land, and the
appropriate discount rate to reflect the risk and return for such a project. Alternative
III represents a "preferred" option.

Alternative I: Vacate Premises and Sell Property As-Is

Alternative I would be considered if DSHS entirely ceased operations at Rainier
School. It would entail marketing the Site, perhaps to a buyer interested in
performing a similar institutional use at the Site, or a developer of recreational uses,
such as a golf course, which would be unlikely in this rural location. Marketing the
Property to such buyers could potentially resuit in a sale, which would allow DSHS to
dispose of the Property in a relatively simple manner. However, given the unique
nature of the Site, there would likely be a very long marketing period, given the size
of the Property and limited number of buyers for institutional or recreational
properties.

Pros:

= This would allow the State to capture associated values from the Property in one
transaction; and

= If a large-scale development was planned, it could be welcomed by the City or
County to promote economic development or community goals. This would be
particularly important to the community if operations at the Rainier School were
moved to another location.

Cons:

* The number of potential buyers would be small, due to the size of the Property
and the number of obstacles to development at the Site (demolition of structures,
rezone of land, etc.);

= Potential buyers could include institutional uses, such as rehabilitation centers,

recreational/camp groups, recreational developers, or large-scale master plan
developers. Unfortunately, this pool of buyers is small;
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A small poal of buyers would suggest that the marketing period for the Property
could be an extended amount of time. It is not unrealistic to expect that
marketing time could extend to the six-to-nine-year range;

An extended marketing period could result in higher maintenance and holdings
costs for the State, especially if DSHS is required to participate in capital
improvements to the water and sewer/wastewater systems;

Most potential buyers would require the existing structures to be extensively
renovated or demolished completely, lowering the overall value that could be
captured by the State; and

Cushman & Wakefield's estimated “Go Dark” value, or the value of the Property if
DSHS were to vacate the Site, was $6,700,000 for the entire Property. This
value is a good indicator for our analysis, as it makes the same assumption that
DSHS would discontinue all operations at Rainier School and that the Site would
be sold "As Is.” The resulting value to the State, however, would be significantly
less after marketing time and sales and maintenance costs.

IMPLEMENTATION STEPS

Begin establishing a more direct and cooperative relationship with the City of
Buckley. There are multiple fronts on which the City and DSHS must meet,
including the water system and a potential wastewater facility on State property.
DSHS is a powerful economic influence in the Buckley area and the City is likely
to realize the benefits of working closely together. Likewise, the City could
possibly hold solutions to several of DSHS's potential problems, including its
water and sewer/wastewater systems, and disposition of the WSU Dairy Farm
site. In any case, a relationship in which the parties feel familiar with and open
to each other will likely result in more positive outcomes for both.

Conduct a thorough investigation into the ownership and actual value of DSHS's
water system and water rights, and then potentially enter into discussions with
the City of Buckley. This would include conclusively determining the volume of
water that DSHS is entitled to draw from its surface source at Carbon Creek, as
well as a clear understanding about the ownership of the water system
components and obligations for operational and capital expenses. Once the value
of the water system and water rights together is quantified and measured against
the costs required for operation and maintenance of the system, it will be
possible to determine whether the current system has an overall net value to
DSHS.

The Appraisal estimates DSHS's portion of potential capital expenditures for the
water system at $3,300,000. If DSHS can prove a valid claim of its 2,534 acre-
feet of water rights, and those water rights are worth an estimated $1,500 per
acre-foot, then the indicated vaiue of the water rights is roughly $3,800,000. If
this estimate is correct, it would appear that, regardless of the current value of
the water system, it would make financial sense to go ahead with the capital
expenditures.
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However, as mentioned in the Utilities Section above, it is possible that the actual
combined water right of DSHS and the City is only 18 percent of the original
amount, due to lower actual consumption. If DSHS's valid water right is
determined to be roughly one-fifth of its original 2,534 acre-feet, at $1,500 per
acre-foot in value, it would be worth only about $760,000. In this case, the
value of the water system in its current condition would need to be more than
$2,540,000 to justify the projected capital expenditure.

Obviously these values need to be investigated very closely, as the financial
implications would impact DSHS's interests heavily. Once all these values are
positively identified, it would then be possible to begin discussions with the City
of Buckley as to what sort of arrangement would best serve the interests of both
parties.

«  Conduct a thorough investigation into the ownership and value of DSHS's
wastewater treatment facility and the WSU Dairy Farm, then potentially enter
into discussions with the City of Buckley regarding a sale or trade for the land
north of Collins Road. It has been mentioned that the City may be interested in
purchasing this portion of the Site, as it has several of the qualities necessary for
a wastewater facility. It is unclear whether the land is owned by WSU or by
DSHS. As with the water system, it is vital to fully understand both ownership
and value of the Property before entering into any type of negotiation with the

City.

Once ownership is clarified, it would be necessary to first determine the current
value of the wastewater facility and associated land, minus any necessary capital
expenditures and operating costs. Then this net value would need to be
compared to the cost of similar services over time, if they were provided by the
City.

As mentioned in the Utilities Section above, the facility is old and would likely
need to be completely replaced within the next five to ten years. Though we
received no cost estimates, it would reason that this expense would likely exceed
the current value of the facility. If this is the case, there may potentially be an
incentive for the State to trade, or sell at a discount, this portion of the Property
to the City in exchange for sewer services.

If this is done, it will be important to negotiate an agreement with the City that
would allow any future redevelopment of alternative uses on the Main Campus to
use this system, as well. Also, the Collins School is currently located on this
parcel and is leased to the White River School District. Termination of this lease
agreement would require completion of the school year, or 30-day notice during
the summer break. Any sale or transfer of the parcel would need to consider this
situation.

The land underlying the WSU Dairy Farm and wastewater treatment facility is on
the same legal lot (Pierce County Assessor's No. 0619021000) as part of the
Rainier School Campus and the small Collins School building. If a transaction is
contemplated, whether by sale or other means, we suggest dividing the parcel
and creating a new lot north of Collins Road, which could be transferred to the
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City. If the parcel was sold to the City and operation of the school were to
continue, a similar lease agreement would need to be executed between the
School District and the City. Alternatively, an additional legal lot could be created
for the land underlying the school and either kept by DSHS and leased as it is
currently, or sold to the School District.

=  Complete a survey of the Property. In order to accurately portray the Site to
potential buyers, a survey needs to be completed. An asbestos survey of the
existing buildings and a Phase 1 environmental assessment for the entire
Property should also be completed.

=  Prepare a marketing package and interview and select an appropriate marketing
company that has experience in campus/healthcare properties. Given the unique
nature of the Property, particular care should be placed on selecting an
appropriate marketing group to work with the State to obtain the optimal value in
the shortest period of time,

~  Design and Implement a Marketing Plan in conjunction with selected broker to
broadly and widely expose the Property to potential buyers.

FINANCIAL ANALYSIS
The primary assumption in this financial analysis is that the appraised “"Go Dark”

value of $6.7 million is accurate, but we believe the marketing time will exceed what
is assumed in the Appraisal and therefore have discounted this value as shown.

High Low Probable
Marketing Time (Years) 3 9 6
Value $6.7M $6.7M $6.7M
Discount Rate 15% 25% 20%
Net Present Value Conclusion $4.2M $0.67M $2.0M
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Alternative II: Vacate Premises and Demolish Structures, Sell Vacant Land

Alternative II could also be considered if DSHS ceased operations at Rainier School.
This option would allow the Site to be marketed to a wider pool of buyers, as the
vacant land would have more development and use potential than it has when
burdened with the existing buildings. Additionally, as mentioned in the Regulatory
Section of this report, a potential rezone of the Property allowing residential uses
could broaden the marketability of the Site. The added value to the Site, if any, in
terms of reduced marketing time or value to potential buyers, would need to be
measured against the expected high costs of demolishing the existing buildings.

Pros:

= As with Alternative I, this would allow the State to capture associated values
from the Property in one transaction;

= Also similar to Alternative I, a potential large-scale development might be
welcomed as an economic development opportunity;

»  The pool of buyers would likely be much larger than Alternative I, as vacant land
presents fewer challenges to development and could support a wider range of
uses. Potential buyers could include recreational developers, or large residential
master plan developers;

*+ This larger pool of buyers, coupled with a short supply of large tracts of vacant
land in the region would most likely reduce the marketing time of the Property;
and

» Holding costs would be much lower without the burden of maintaining the
existing buildings, if DSHS could negotiate a solution to avoid capital
improvements to the water and sewer/wastewater systems.

Cons:

* The costs of demolishing the existing structures on the Property could be
prohibitively high, especially if extensive asbestos abatement is required. At a
conservative estimate of $4 per square foot for demolition, the demolish costs
would be approximately $3,400,000, which would likely be deducted from any
sale, assuming the buyer, not the State, completed the demolition; and

= The demolition of the buildings would require the full closure of the campus and
eliminate any opportunities for the campus to be used again in the future.

IMPLEMENTATION STEPS

» Begin establishing a more direct and cooperative relationship with the City of
Buckley. There are multiple fronts on which the City and DSHS must meet,
including the water system, or discussions about a potential wastewater facility
on State property. DSHS is a powerful economic influence in the Buckley area
and the City is likely to realize the benefits of working closely together. Likewise,
the City could possibly hold solutions to several of DSHS's potential problems,
including its water and sewer/wastewater systems, and disposition of the WSU
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Dairy Farm site. In any case, a relationship in which the parties feel familiar with
and open to each other will likely resuit in more positive outcomes for both.

s Conduct a thorough investigation into the ownership and actual value of DSHS's
water system and water rights, and then potentially enter into discussions with
the City of Buckley. This would include conclusively determining the volume of
water that DSHS is entitled to draw from its surface source at Carbon Creek, as
well as a clear understanding about the ownership of the water system
components and obligations for operational and capital expenses. Once the value
of the water system and water rights together is quantified and measured against
the costs required for operation and maintenance of the system, it will be
possible to determine whether the current system has an overall net value to
DSHS.

The Appraisal estimates DSHS's portion of potential capital expenditures for the
water system at $3,300,000. If DSHS can prove a valid claim of its 2,534 acre-
feet of water rights, and those water rights are worth an estimated $1,500 per
acre-foot, then the indicated value of the water rights is roughly $3,800,000. If
this estimate is correct, it would appear that, regardless of the current value of
the water system, it would make financial sense to go ahead with the capital
expenditures.

However, as mentioned in the Utilities Section above, it is possible that the actual
combined water right of DSHS and the City is only 18 percent of the original
amount, due to lower actual consumption. If DSHS's valid water right is
determined to be roughly one-fifth of its original 2,534 acre-feet, at $1,500 per
acre-foot in value, it would be worth only about $760,000. In this case, the
value of the water system in its current condition would need to be more than
$2,540,000 to justify the projected capital expenditure.

Obviously these values need to be investigated very closely, as the financial
implications would impact DSHS's interests heavily. Once all these values are
positively identified, it would then be possibie to begin discussions with the City
of Buckley as to what sort of arrangement would best serve the interests of both
parties.

* Conduct a thorough investigation into the ownership and value of DSHS's
wastewater treatment facility and the WSU Dairy Farm, then potentially enter
into discussions with the City of Buckley regarding a sale or trade for the land
north of Collins Road. It has been mentioned that the City may be interested in
purchasing this portion of the Site, as it has several of the qualities necessary for
a wastewater facility. It is unclear whether the land is owned by WSU or by
DSHS. As with the water systemn, it is vital to fully understand both ownership
and value of this Property before entering into any type of negotiation with the
City.

Once ownership is clarified, it would be necessary to first determine the current
value of the wastewater facility and associated land, minus any necessary capital
expenditures and operating costs. Then this net value would need to be
compared to the cost of similar services over time, if they were provided by the
City.
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As mentioned in the Utilities Section above, the facility is old and would likely
need to be completely replaced within the next five to 10 years. Though we
received no cost estimates, it would reason that this expense would likely exceed
the current value of the facility. If this is the case, there may potentially be an
incentive for the State to trade, or sell at a discount, this portion of the Property
to the City in exchange for sewer services,

If this is done, it will be important to negotiate an agreement with the City that
would allow any future redevelopment of alternative uses on the Main Campus to
use this system, as well. Also, the Collins School is currently located on this
parcel and is leased to the White River School District. Termination of this lease
agreement would require completion of the school year, or 30-day notice during
the summer break. Any sale or transfer of the parcel would need to consider this
situation.

The land underlying the WSU Dairy Farm and wastewater treatment facility is on
the same legal lot (Pierce County Assessor's No. 0619021000) as part of the
Rainier School Campus and the small Collins School building. If a transaction is
contemplated, whether by sale or other means, we suggest dividing the parcel
and creating a new lot north of Collins Road, which could be transferred to the
City. If the parcel was sold to the City and operation of the school were to
continue, a similar lease agreement would need to be executed between the
School District and the City. Alternatively, an additional legal lot could be created
for the land underlying the school and either kept by DSHS and leased as it is
currently, or sold to the School District.

=  Complete a survey of the Property. In order to accurately portray the Site to
potential buyers, a survey needs to be completed. An asbestos survey of the
existing buildings and a Phase 1 environmental assessment for the entire
Property should also be completed.

= Demolish the existing structures. Following closure of the campus, the buildings
would have to be demolished.

=  Complete a rezone of the Property to allow residential and potentially commercial
uses on the Property inside Buckley. Without a rezone, the land inside the city
has little to no alternative value.

= Prepare a marketing package and interview and select an appropriate marketing
company. Given the unique nature of the Property, particular care should be
placed on selecting an appropriate marketing group to work with the State to
obtain the optimal value in the shortest period of time.

» Design and Implement a Marketing Plan in conjunction with selected broker to
broadly and widely expose the Property to potential buyers.
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FINANCIAL ANALYSIS

The assumptions we have used for the financial analysis of Alternative 1I are:

Value

80-acre lot = $160,000
20-acre lot = $140,000
One-acre lot = $75,000
Absorption

80-acre lot — 1 per year
20-acre lot — 3 per year

One-acre lot - 8 per year

Expenses

Selling Costs ~ 3 percent
Demolition - $4 per square foot

Lot Development Costs - $30,000 per lot on small lots, none on 20- and

80-acre lots.

Escalation Factor

Revenue - 1.5 percent per year
Expenses — 2.5 percent per year

Net Present Value Conclusion

Net Cash Flow
Discount Rate

HEARTLAND / Washington State Investment Board - Rainier School

Probabie
($0.2M)
$2.6M
20%

November 2003 / Page 31



Wd 9%:T  E£0/€T/TT 1 dISM/pueRpIed
%000 S50 9315
1984 aJenbsg
816 607'T S3U0y [BI0L
0 121eMalsem
s} i21eM
Zit 0y $107 aY-T
oge oee 0511 5107 20¥-07
9.5 9£8 0z’ $307 340v-08
IV 33157 5307
18N S5049 jo
TAIBWUNnG pueq
09T'1 TET'T ¥0T'T £L0'T 1501 520°1 000'1 %05'2 1032|2353 150D
£60°T LL0'T T90°T a9v0'T 0E0'T ST0'T 0001 %%05°T 1031(B2ST 304d SIIeS
isi0je|eas]
00’8 00°'8 00’8 00’8 00'8 00'8 00'0 00'2TT 8 T 4 53107 20y-1
00°0 00'0 0§52 00'€ 00°€ 00’ 000 08'T1 € oz 4 5307 a19¥-02
001 00'1T 00T 00’7 00°1T 00'1 000 0CL 1 08 4 5107 20v-08
Piog 5101 TESAEI0 7Y s
ruondiosqy
_
(gs7’0Res) 6¥0'9T15 (1e0'8415) AepoL anjea |e101
0% 0% 0% 2NjeA Jaquui.
(852'08¢$) 60’9114 (re0’8L18) anjeA Juasald 19N
Ya00'SC Y005 T %00 02 ajey JUno3sIq
n>ﬂﬂb._. an|eA
SBT'EZ9'CH Jaqudi] IpnPUT -MO|d YseD 13N
0
9807908% VLT v6L$ (508'181%) £8RBT96T TS 96T 6LT' 1S 69.'19T'T$ (00070£67CS) S81'€e9'e$ £/8°CE8'C% MO|4 Ysed 18N
0% 0% (526'v2E'T%) 0% 04 0% (0o0'0E6'2$) (6z6'T1E'6%) (000'09z°8%) $1500 [€10L
000°0c$ 3071/3500
0 0 0 0 o] o) 0 (POS'vLS'T) (00Q'002'T) %00°64 Al aseyq
) 0 0 0 0 0 0 (g2v'ozb'1) (000'002°T) %0005 111 8seyd
o] 0 (5£5'42€'T) 0 o] 0 0 (s28'vze'T) (000’002°1) %00°'52 11 aseyd
0% 04 0% 0% 0% 0% (000’002'1%) (000'002°1%) (000'00Z'1%) 1 13seyd
153500 wewdoaaag 307
o3 0$ 0% 0% 0% 0% (000°0£L"1%) (9zv'9gL’c$) (000°09p'c$) 000'698 00°+$ 1 lowaq
35608 I57%
i15)50)
980'908% [ZAY VA 0LL'TPT'TS £8R'96T'TS 961°'641°'1$ 69/'191'1$ 0% YIT'SEG'TTS £L8'T6L 0TS 5paanoid s3eS 1aN
(TE6'¥C) (295+2) (EPE'GE) [VATX3] [0ZF'SE) (TE675E) 0 (ZZ1769€) (ZZT69€) %00 s3s0D Bulies
£10'1£8% o£s'81es PIT'BLT'TS 006'CET'T$ 999's12'1% 00£'461'T$ 0% Tv2'POE'TTS 000'zZ9T'11$ Spasdoig sa|es |ejol
1 {s8A=1 ‘ou=0) sbpjg apnpul
o 0 0 0 0 0 ] 0 0 i s sbutping
990959 0LE'9%9 B18'9€£9 L0¥'LT9 SE£1'819 000609 o] €82'60t'6 000'00%'8 5107 3.0V-1
o] 0 LLY'TLE S8T'6EY S69°2EY 00g'ozk 0 199'699'T 000'019°T $ 5107 313Y-02
IS6'LT$ S9eZLTS 818'691% 60E°£9T% 9£R'po1S 00t'Z91$ 0% Z0£'sZ2' 14 000°Z51°1$ 000'091$ $307 20v-08
breargd 573
:Speadold so|es
z 9 g 2 T k4 T PaTepUl PaIERUUN

s|qeqoid

pue se a)ig 24iug [|9S pue sBuIp|ing ysijowsq -Z SAREUIS)Y

MO[d YsSeD pajunodsiq

Asppong -gaIsm




Wd 9¢:T  €0/ET/TT

ETP°T
CET'T

00’8
00'0
00'0

SYE'T
967°T

00°8
00'0
000

¢TET
BLT'T

008
000
000

08T'T
191°7

00's
00'0
00°0

6v7°T
EPI°T

00's
000
000

8TZ'T
TARS

00’8
00°0
oz'o

687°T
arr'T

oo's
000
00'T

aISm/pueieay

%00°0€ $507 SNS
1984 asenbg
5310y (8301
a2)emaisem
1312/

$107 2.0%-T
§307 242¥-0T
§107 30¥-08

816 60T'T
0 EET

434
71T R oozt
0t oge oS’ Tt
s 948 oL
TV L2000 5 12a]
BN 55040 10 #

TAIeunung pue

%05'2 J0je|easg 1507
%081 10]e[EI5] 8344 53|€5
151036 8253

5107 9.0v-T
5107 3.10¥-02
$107 3.0v¥-08

T 4
(074 Z
08 z

blepri=pelr) e

— M0

tuopdiosqy

Aepoy anjeA je3o)
anjep Jaquny
aMEA IUISBU JON
ajey JunodsIg
TABpoL onjep

(1£0'941%)
%00°0C

49quil1 3pnpUT ~-MO14 Ysed ieN

0%

7889143

887'90/%

05875693

(8£67888%)

SEP'S29%

£5%'599%

G85°0695

(2£9'%99'¢%)

MO}4 yseD 33N

0$

(#0S'4£5'T$)

0%

(6t8'28Y'c$)

53500 18301

OoCcC OO

0$

0$

788'014$

882°9044

058°569%

(#0S'vL5'T)
0
0
0%

0%

995°5894

SEV'SL98

£5+°599%

[ B I e Jan

585°069%

o}
(ezt'oze'T)

o}

0%

(9z+'950'2$)

8L1'818%

3074500
Al @5eud
11I 85eyd
II aseyd
T i 3seuyd
151500 JuawdoRAaq 307
uontjowsq

_ ooo'oes

%00°SL
%00°'0S
%00°ST

000's98 00°'v$ T
I5op™ J57%
15350)

$paanold sa3|eS 19N

(@Lt'ee)

£50'6£4%

S22 39

1£1'824%

[§545474)

TLE'2148

(E0T7TC)

692'904$

(068702

¥ZE'969%

{185'02)

F£0'989%

(gge1T)

V6 TILS

(v0€'sT)

ZBP'EYBS

%00'€ $3502 Bul(|as

Spaadcd 53)eS 210l

OO0 00O

0
£50'6EL
o]

0%

0
TET'8TL
0

0$

0
TLELTL
0

0%

0
692°90L
0

0$

0
+ZE'969
0

0$

0
vE0'989
0

0$

0
968649
0
ar0'9E$

o}
£06'599
o}
SLS'LLTS

1 {saA=1 'ou=Q) sbp|g apnpug

# 00'0% i sBuipiing

848 : TS ; 5107 8.10Y-T

000'0vT$ 9T1'0% 5107 342v-07

000'091$ 50°0% 53107 342v-08
B3 5%

iSpaadold sI|es
ol|qeqold
1e sBbuip|ing Yysijowaq -z SAllEWIR)Y

Mmo|d ysed pajunoosiq
Aspdng -9ISM




Wd 9¥:T  £0/ET/TT

608°T
0Er'T

000
000
000

S9LT
20t'T

000
000
000

000
000
000

089°'T
L9E°T

000
000
[tle)e

6£9°'T
LPeT

00°0
00°0
000

665°1
£2e°1

000
00°0
00°0

095°1
£0e°1

00'0
00°0
00'0

Zest
887"t

000
000
000

S84°T
69C°T

000
00°0
000

SISM/pue|lieay

%00°0¢ ESES

Jaad4 auenbs

816 60T'T S2U3Y |€301
daiemalsepn
121eM

5107 a13y-T

$307 810¥-02
5307 840v-08

(4 54 i
434 0ge 0s'11
9L8 9/8 az'L
5515y i) 5151
BN 55019 10 2
TAIElIWIAG pue

%05'C Joje|easy 3500
%051 J01B|ED5] 3214d SI|BS
is103e]e353

g 1 4

€ 0z 4

T 08 4
TESASSI0T W7V e

107 240Y-T
5107 215Y-07
5107 243y-08

tuopndiosgy

AepoL anjep |e10L

anjea JaquilL
(1£0'841%) aneA JUasald 19N
00 0C a1ey Junossiq

TAEpPOL anjep

13qLUlL epnjdul -Mo|4 Ysed 18BN

0%

#MOJ ysed 19N

51500 |ejoL

coOoooDo
A

000°0c$ 107/1500

i Al 3seyq
11 @seyd

11 aseyd

T 1 9sByg
153500 Juawdolaazq 107

%00°'SL
%0070S
%00°5T

000'598 00'¥$ T
ISP B

151507

5pasdoId 53|8S 19N

%00'¢ 350D Bujjas

SpAA0IJ SRS [B301

(== ==}
B

OO0 O0O0
Hr

fo= R o ]

OO0 CQo

0000
hid

CSOoOO0OO0O
o

T {seA=1 ‘ou=0) sbpjg apnpur

1 00'04$ Mabd e sbulping

zL1$ 5307 210y-1

000'0¥ T4 91°'0% 5107 840¥-0¢

000°'091$ 50'0% $307 942y-08
bLurid I57%

1SpIRD0Lg SRS
a|qeqo.d
12 sBuipjing ysijowaq -Z AR} Y

Mmold ysed pajunodsiq
Aapdng -gISM



Alternative III: Disposition of Properties Not Associated with Campus, While
Keeping Campus Intact for Continued Use or Sale

Alternative I1I would allow DSHS to remain and expand on the Campus portion of the
Site, but would allow the excess land in other parts of the Property to be sold in
pieces, most likely to a number of different parties. If DSHS no longer operates a
facility at the Site, the Campus could then be sold as a campus property since the
estimated demolition costs exceed the estimated land value. The pool of buyers for
these smaller pieces would be larger and, therefore, the marketing time could be
expected to be shorter. This alternative could allow the State to capture these
values over a shorter period of time than in Alternatives [ or II. The smaller pieces
would also likely sell for a higher per acre price than the large, single transactions in
Alternatives I and II. Without the demolition of existing structures, this option would
require little up-front costs for the State.

Pros:

= The State would be able to capture associated values without impacting current
operations at the Rainier School;

»  Without having to consider the costs of demolishing the buildings of the main
campus, the State would be able to capture the full values associated with the
other parts of the Property with a minimum of up-front costs;

» Disposition of excess land could be accomplished in several smaller sales, or in
fewer larger sales;

» Value in other interests, such as timber or water rights (if any), could be
captured concurrently with land values;

= Marketing the Property in smaller, individual pieces would bring forth a larger
pool of buyers. The different areas of the Site could also be marketed to different
types of buyers simultaneously. For example, the R20-zoned land could be
marketed to residential developers or individuals, while the Site of the current
wastewater facility and WSU Dairy farmland could be marketed to the City or
other buyers; and

* A larger pool of buyers could translate into a shorter overall marketing time for
sales and allow associated values to be captured more quickly.

Cons:

* There are several complicating factors such as the water system that will need to
be addressed prior to executing this strategy;

«=  Given the limited demand in the area, the absorption timeframe for this strategy
will be fong, although likely still shorter than other alternatives;

» If several smaller sales were used to dispose of the excess land, the multiple
transactions would raise the overall sales and marketing costs. Managing this
disposition process would also be more complex; and

» Selling smaller portions of the Property individually would preclude any large-
scale or master planned development opportunities.
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IMPLEMENTATION STEPS

Begin establishing a more direct and cooperative relationship with the City of
Buckley. There are muitiple fronts on which the City and DSHS must meet,
including the water system, or discussions about a potential wastewater facility
on State property. DSHS is a powerful economic influence in the Buckley area
and the City is likely to realize the benefits of working closely together. Likewise,
the City could possibly hold solutions to several of DSHS's potential problems,
including its water and sewer/wastewater systems, and disposition of the WSU
Dairy Farm site. In any case, a relationship in which the parties feel familiar with
and open to each other will likely result in more positive outcomes for both. Prior
to selling the Property, we believe the State will need to at a minimum (1) enter
into a water and sewer service agreement for the campus which allows either its
continued use or reuse if the current DSHS facility is closed; and (2) rezone the
Property within the City of Buckley for residential uses.

Conduct a thorough investigation into the ownership and actual value of DSHS's
water system and water rights, and then potentially enter into discussions with
the City of Buckley. This would include conclusively determining the volume of
water that DSHS is entitled to draw from its surface source at Carbon Creek, as
well as a clear understanding about the ownership of the water system
components and obligations for operational and capital expenses. Once the value
of the water system and water rights together is quantified and measured against
the costs required for operation and maintenance of the system, it will be
possible to determine whether the current system has an overall net value to
DSHS.

The Appraisal estimates DSHS's portion of potential capital expenditures for the
water system at $3,300,000. If DSHS can prove a valid claim of its 2,534 acre-
feet of water rights, and those water rights are worth an estimated $1,500 per
acre-foot, then the indicated value of the water rights is roughly $3,800,000. If
this estimate is correct, it would appear that, regardless of the current value of
the water system, it would make financial sense to go ahead with the capital
expenditures.

However, as mentioned in the Utilities Section above, it is possible that the actual
combined water right of DSHS and the City is only 18 percent of the original
amount, due to lower actual consumption. If DSHS's valid water right is
determined to be roughly one-fifth of its original 2,534 acre-feet, at $1,500 per
acre-foot in value, it would be waorth only about $760,000. In this case, the
value of the water system in its current condition would need to be more than
$2,540,000 to justify the projected capital expenditure.

Obviously these values need to be investigated very closely, as the financial
implications would impact DSHS's interests heavily. Once all these values are
positively identified, it would then be possible to begin discussions with the City
of Buckley as to what sort of arrangement would best serve the interests of both
parties.
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In any case, we believe that the City is better suited to be a municipal utility
provider and it would benefit both the City and the State if the City controlled the
water right and provided water service to: (i) the campus; (ii) any potential
residential expansion within the city boundaries on State property; and (iii) the
ongoing dairy operations and other potential uses of the agricultural land within
the City boundaries.

« Conduct a thorough investigation into the ownership and value of DSHS's
wastewater treatment facility and the WSU Dairy Farm, then potentially enter
into discussions with the City of Buckley regarding a sale or trade for the land
north of Collins Road. It has been mentioned that the City may be interested in
purchasing this portion of the Site, as it has several of the qualities necessary for
a wastewater facility. It is unclear whether the land is owned by WSU or by
DSHS. As with the water system, it is vital to fully understand both ownership
and value of the Property before entering into any type of negotiation with the
City.

Once ownership is clarified, it would be necessary to first determine the current
value of the wastewater facility and associated land, minus any necessary capital
expenditures and operating costs. Then this net value would need to be
compared to the cost of similar services over time, if they were provided by the

City.

As mentioned in the Utilities Section above, the facility is old and would likely
need to be completely replaced within the next five to 10 years. Though we
received no cost estimates, it would reason that this expense would likely exceed
the current value of the facility. If this is the case, there may potentially be an
incentive for the State to trade, or sell at a discount, this portion of the Property
to the City in exchange for sewer services.

If this is done, it will be important to negotiate an agreement with the City that
would allow any future redevelopment of alternative uses on the Main Campus to
use this system, as well. Also, the Collins School is currently located on this
parcel and is leased to the White River Schoof District. Termination of this lease
agreement would require completion of the school year, or 30-day notice during
the summer break. Any sale or transfer of the parcel would need to consider this
situation.

The land underlying the WSU Dairy Farm and wastewater treatment facility is on
the same legal lot (Pierce County Assessor's No. 0619021000) as part of the
Rainier Schoo!l Campus and the small Collins School building. If a transaction is
contemplated, whether by sale or other means, we suggest dividing the parcel
and creating a new lot north of Collins Road, which could be transferred to the
City. If the parcel was sold to the City and operation of the school were to
continue, a similar lease agreement would need to be executed between the
School District and the City. Alternatively, an additional legal lot could be created
for the land underlying the school and either kept by DSHS and leased as it is
currently, or sold to the School District.

s« Complete a survey of the Property. In order to accurately portray the Site to
potential buyers, a survey needs to be completed. An asbestos survey of the
existing buildings and a Phase I environmental assessment for the entire Property
should also be completed.
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»  Perform administrative lot segregations on the R20- and FL-zoned lands. In
Pierce County, divisions of land into lots of 20 acres or more are not subject to
normal subdivision regulations and can be performed with minimal effort. As
long as the new lots conform to general size standards, approval of these lots is
an administrative process and is not subject to approvals from planners, councils,
or the public.

As smaller lots sell quicker and for a higher price per acre, dividing these portions
of the Property into smaller lots is a simple method to make marketing easier and
add value to the land.

The 230 acres of R20-zoned land is currently in three parcels. With 20-acre lot
sizes, eight new parcels could be created, for a total of 11 lots on this portion of
the Property. The 586 acres of FL-zoned land is currently in five parcels. With
80-acre lot sizes, two additional parcels could be created, for a total of seven
lots.

We suggest enlisting the services of a professional engineer or land planner to
design a lot layout that will make best use of the Property's existing roads and
access, river frontage, and varying topography and natural settings. The plan
should also minimize the impact of restrictions involved with any sensitive areas
setbacks or lahar zones along the White River.

s Capture Timber Value on the designated forestland portion of the Property. A
DNR estimate places the value of the timber on this portion of the Property at
$5,700,000 to $7,000,000 (in the GA Report). Subsequent conversations with
DNR staff have confirmed our estimate of approximately $5,000,000. DNR has
also suggested that, although no specific species were identified, the property
may be sold to a conservation group due to high potential conservation/habitat
values. On order to preserve higher land values in a sale, we would suggest
conducting a "real estate cut,” which will leave enough trees to make the Site
attractive for residential use. Typically we find that 80 percent of the timber
value can be harvested on areas developed as rural tracts. In addition, the State
should be certain to harvest these areas under permits that allow redevelopment
of the Property. Finally, the area used for extraction of the water for the existing
water right should be retained by the State and hopefully transferred to the City
as part of the water service agreement described above.

We suggest coordinating the timber harvesting operations closely with the land
planning efforts.

= Develop a marketing plan and sell the R20- and FL-zoned parcels as residential
homesites.

R20-Zoned Land
As mentioned in the Market Section above, 20-acre homesites would likely sell for

between $6,000 to $8,000 per acre, or $120,000 to $160,000. 11 lot sales at these
prices would indicate sales revenues of approximately $1,320,000 to $1,760,000.
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FL-Zoned Land

Eighty-acre lots on timberiand with a "real estate cut" would likely sell for around
$2,000 to $2,500 per acre, or $160,000 to $200,000. Seven lot sales at these prices
would indicate sales revenues of approximately $1,120,000 to $1,400,000.

If discussions with the City of Buckley do not result in a sale or exchange for the
WSU Dairy Farm parcel, work with the City to create a new legal lot north of Collins
Road and obtain a rezone of the land for a residential use. Once this is
accomplished, begin a marketing effort for the newly zoned land.

If the City considered a rezone, it would likely be for RA or RB residential designation.
Marketing of the newly zoned land could begin without going through the subdivision
process. If little interest is shown in the rezoned, but unplatted land, DSHS could
then either go through the subdivision process and receive preliminary approval, or it
could choose to hold the Property until a buyer surfaces.

FINANCIAL ANALYSIS

The assumptions we have used for the financial analysis of Alternative III are:
Value

80-acre lot = $160,000

20-acre lot = $140,000

Buildings = $1,240,000

Timber = $5,080,000 (80 percent of the mid point value estimate of DNR)
Absorption

80-acre lot - 1 per year

20-acre lot - 3 per year

Buildings in Year 8

Expenses
Selling Costs — 3 percent

Escalation Factor

Revenue - 1.5 percent per year
Expenses - 2.5 percent per year

With Sale of Buildings, but including Timber in Year 1

High Low Probable
Net Present Value Conclusion $7.1M $6.5M $6.8M
Net Cash Flow $9.2M $9.2M $9.2M
Discount Rate 15% 25% 20%
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RECOMMENDATIONS

Based on our analysis, we recommend following the strategy presented as
Alternative III: Disposition of Properties Not Associated with Campus, While Keeping
Campus Intact for Continued Use or Sale above. There is ample excess land on this
campus that can be optimized through near- to mid-term sales and the addition of
the 100 to 150 acres for the existing Campus area should be considered a second
priority. This also allows DSHS the option to continue operations at the Site as long
as it wishes. The shifting of the utilities provides the appropriate control of these
utilities and allows the opportunity for redevelopment of the area south of Collins
Road in the future following DSHS’s discontinued use of the Site. Due to the
negative land value of the campus area when taking into account the demolition
costs, until the land value exceeds demolition costs, there is no practical reason to
demolish the campus and, in most cases, the demolition would be completed by a
buyer, not the State. The only two practical options at this time, if the campus is no
longer used by DSHS, are to mothball the Site or to sell the Property as a campus.

The following timeline illustrates the implementation steps described above in
Alternative III.
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