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Executive Summary

Adverse Economic Imbact of the Closure on the Region and the Potential for
Recovery After the EDC (Chapter 1)

The impact analysis presented in the EDC application suffers from a series of
theoretical and practical limitations that most likely overstate the socioeconomic
impacts associated with the closure of Fitzsimons Army Medical Center. The
first weakness in the application methodology relates to the choice of an overly
small region of impact (ROI). In addition, the economic impacts are likely to
have been overstated due to an inflated estimate of onsite employment, as well
as the lack of consideration given to job replacement efforts in the determined
ROL

Specifically, the Fitzsimons Redevelopment Authority (FRA) estimated that total
detrimental impacts are expected to be on the order of 12,316 direct and indirect
jobs, accounting for $328 million in total output. By contrast, USACERL
determined that impacts would likely amount to 4,920 direct and indirect jobs, or
$220 million in gross output. In any case, even under the most conservative
assumptions, a full economic recovery from the closure of Fitzsimons will be
likely, particularly given the relative insignificance of the closure on the regional
economy.

Extent of Long-Term Job Creation (Chapter 2)

USACERL’s analysis of potential long-term job creation suggests that about
3,370 direct and 6,447 total jobs will eventually be created as a result of the
EDC. While the direct estimate presented in the EDC application of 3,731 jobs
varies slightly, USACERL's review suggests that this direct estimate was
generated in a methodologically sound manner.

Overall, the major discrepancy between the FRA’s estimate and USACERL's esti-
mates resulted from the FRA's failure to consider indirect employment effects,
which resulted in an understatement of total job creation. Nevertheless, the
total number of jobs that will eventually be created as a result of the proposed
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EDC will likely mitigate adverse employment impacts generated from the 1995
BRAC decision. '

Consistency of the EDC Application With the Overall Redevelopment Plan
(Chapter 3) ‘ '

After reviewing the FRA EDC application and January 1997 Fitzsimons
Redevelopment Plan, USACERL finds that the application is generally
consistent with the goals, objectives, and implementaﬁon strategies set forth in
the Redevelopment Plan. Although little attention is given to the specific
marketing strategies and techniques outlined in the Redevelopment Plan, the
application creates an environment in which goals and objectives can be.
achieved. Unlike other EDC submissions reviewed by USACERL, the success of
the EDC and Redevelopment Plan rests largely with an educational public
benefit conveyance (PBC) to the University of Colorado Health Sciences Center
(UCHSC). The relationship between UCHSC and the proposed EDC is
important in evaluating the ability of the application in meeting the goals
expressed in the Redevelopment Plan.

Business Plan Review and Market and Financial Feasibility (Chapter 4)

The FRA is requesting an EDC to acquire approximately 332 acres of Fitzsimons
Army Medical Center along with water, wastewater, storm water, gas and steam
utility systems, and 1.4 million sq ft of building space for a proposed
consideration of $1 million. USACERL concludes that the applicant’s proposed
business plan for the redevelopment of Fitzsimons adequately demonstrates
financial feasibility through a long-term approach to investment and job
creation, potential access to external ﬁnancing sources, and a well-reasoned
implementation plan, but is enhanced through USACERL scenario development.
The net present value (NPV) of the business plan for the 25-yr project analysis
period, as estimated by the FRA, was calculated to be positive $1.2 million.
USACERL’s developed alternative scenario for the business plan produced an
NPV range of positive $2.6 million to $4.6 million.

The centerpiece of the applicant’s EDC business plan is the 147-acre bioscience
park, which can potentially accommodate over 1.5 million sq ft of new bioscience
and related uses. However, other land uses are contemplated to complement the
bioscience park and University of Colorado Health Sciences Center (UCHSC).
These land uses include commercial, retail, multi-family residential, flex
office/industrial, and recreation. Key components and assumptions of the FRA’s
business plan include:
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o Average bioscience park absorption of 62,400 sq ft/yr over 25 yr (1.56 million
sq ft) can only be achieved through the active presence of UCHSC and opera-
ional and economic synergies fostered between the FRA and UCHSC (e.g.,
consultation with faculty, access to specialized equipment and facilities, etc.)

e The Economic Development Administration (EDA) bioscience incubator will
be a catalyst for early development and an ongoing stream of bioscience
“graduates” to the Bioscience Park

e Infrastructure improvements totaling $31.4 million, a majority of which will
arise from demolition, will only be made when development warrants it to
reduce overall borrowing costs (i.e., “pay-as-you-go” system)

e The 18-hole golf course will be operated for 18 years (Year 2016) at which
time it will be prepared for Phases III and IV of the Bioscience Park

e 25-yr development revenues total $83.4 million, the majority of which ($49.4
million) is derived from the bioscience park, with the balance derived from
existing building leasing, golf course revenues, and ground lease revenues

e 15-yr projected operating expenses total over $28.2 million, the majority of
which ($21.4 million) stem from administration and marketing

e The FRA proposed to fund 25-yr operational shortfalls through the potential
use of tax increment finance (TIF) bond issues, EDA grant funding, and City
of Aurora and State of Colorado sources

e A project discount rate of 15 percent is applied to pro forma cash flows

USACERL’s CERL1 Scenario represents two project assumptions that test the
overall financial feasibility of the FRA business plan. First, USACERL’s market
feasibility analysis revealed that the FRA’s projected absorption rates and full
buildout are achievable given (1) UCHSC’s relocation schedule and »proposed
level of investment into Fitzsimons, (2) the FRA’s infrastructure improvement
program and implementation plan which soundly supports bioscience end users,
and (3) favorable bioscience trends locally and nationally. However, in response

_ to the well-known volatility of the industry in general and the dominant com-
petitive presence of Boulder County as a currently favored bioscience location,
USACERL reduced bioscience park absorption: '

¢ Total 25-yr bioscience park absorption decreased from 1.56 million sq ft to 1.3
million sq ft, decreasing total revenues from $83.9 million to $80.5 million
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e Project NPV decreases from positive $1.2 million to regative $0.81 million
and positive $0.65 million at 15 and 11% discount rates, respectively

The second assumption change relates to USACERL’s infrastructure findings.
Although USACERL found the FRA’s development infrastructure program to be
generally sound in terms of approach and supportive of job-creation goals, some
notable findings were revealed that led to a reduction in overall proposed costs.
The most significant infrastructure cost findings were related to demolition,
bioscience park improvements, and roads. Findings from the CERL1 Scenario
change are as follows: ;

¢ Total 25-yr development infrastructure costs are reduced from $31.4 million
to $25.5 million

e Project NPV increases from positive $1.2 million to $2.4 and $4.3 million at
15 and 11 percent discount rates, respectively

In addition to the two scenarios presented, USACERL also developed an alterna-
tive project view. The project view addresses the apparent omission of the sale of
reusable buildings at the end of the 15-yr planning horizon. According to the
FRA, nearly 107,000 sq ft of existing building space will be leased through Year
25 (2022), yet no mention is made as to how these buildings will be managed or
disposed of beyond that time. USACERL assumed that the FRA would sell the
buildings to investors in Year 2022 for $4.0 million (assumes 50% operating cost
ratio and a 15% capitalization rate).

When CERLI1-recommended assumption changes are applied to the FRA busi-
ness plan, a new range of project NPVs is calculated. Without a Year 25 sale of
reusable buildings, the FRA business plan is found to be financially feasible as
evidenced by calculated NPVs ranging from positive $2.4 million to $4.3 million
at 15 and 11% discount rates. When Year 25 building sales of $4 million are
applied, the indicated value of the FRA business plan rises to positive $2.6 mil-
lion to $4.6 million, and thus is the amount of monetary consideration that could
be defended in negotiations with the FRA.

Need and Extent of Proposed Infrastructure Improvements (Chapter 5)

According to the FRA, development infrastructure costs required to bring the
Fitzsimons EDC parcel up to marketable, code compliant, and functional stand-
ards total $31.4 million ($23.0 million in 1998 constant dollars). The categories
of infrastructure improvements include: (1) roads - $5.9 million, (2) domestic
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water - $1.4 million, (3) sanitary sewer - $1.0 million, (4) storm water - $2.6
million, (5) demolition - $13.7 million, and (6) bioscience park improvemenfs -
$6.7 million. In terms of infrastructure phasing, the FRA has proposed a
judicious strategy whereby only 17.5 percent of infrastructure improvements are
programmed within the first 5 years of redevelopment while the market for
Fitzsimons property is tested. It was the finding of USACERL that the FRA’s
infrastructure costs as a total fall slightly above an independent cost range of
reasonableness.

overall proposed development costs. First, the FRA’s proposed $13.7 million
outlay for demolition is most likely an overstatement of project requirements.
USACERL’ independent review of installation documents revealed a lower level
of crawlspace asbestos than the FRA had assumed ($13.7 million vs $10.6
million). Second, USACERL took exception to the FRA’s $6.7 million bioscience
park costs because applicable park acreage was likely overstated and costs to
extend steam and condensate lines were erroneously included ($6.7 million vs
$4.9 million). The FRA has assumed in the EDC business plan that the central
heating plant and supporting steamlines will be decommissioned in 2 yr. Third,
USACERL noted some minor differences in road and wet utility cost estimates
that likely overestimate system costs by $1.8 million. In summary, USACERL
independently reduced required infrastructure costs by nearly $5.9 million to a
new total of $25.5 million, which enhances overall financial feasibility while
simultaneously supporting job-creation goals.

As to need and extent, USACERL noted several significant findings that lowered

Extent of State and Local Investment and Risk (Chapter 6)

The level of operating and capital investment and scope of redevelopment
observed at Fitzsimons are substantial, totaling nearly $59.6 million. The FRA
has outlined an investment strategy that soundly accommodates job-creation
goals while simultaneously reducing operating:-and infrastructure investment
risks, in spite of an inherently risky bioscience reuse. USACERLs CERL1
Scenario improves the prospects for risk management and financial feasibility
through independently supportable assumptions that improve 25-yr cash flows.
In addition, external sources of project financing, including the Economic
Development Administration (EDA), State of Colorado, and City of Aurora, may
contribute grant or debt funding to invest in job creation and reduce projected
operational shortfalls. Nevertheless, this level of local investment by the FRA
should be looked upon favorably by the Army in negotiating the final terms and
" conditions of the transfer agreement.
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Local and Regional Real Estate Market Conditions (Chapter 7)

In general, USACERL confirms the market analysis and findings presented in
the FRAs reuse plan and EDC application. Driven by the strength of the
regional economy, the availability of modern municipal infrastructure to support
new development, and other contributing factors, the real estate market in the
Denver metropolitan area is continuing to experience sustained growth. The
Fitzsimons site offers a unique location within the Aurora submarket given its
proximity to Denver International Airport and the larger Airport/Montbello sub-
market to the north. Thus, although Fitzsimons faces substantial competition

. from alternative development sites, given the current strength of the regional
market, USACERL supports the FRA’s finding that Fitzsimons can successfully
compete for an adequate share of tenants if the existing facilities are marketed
at below average market rates.

The Army’s Disposal Plan, Other Federal Agency Concerns, and Other
Property Disposal Authorities (Chapter 8)

As part of the EDC application review process adopted by the BRAC office at
HQUSACE and presented at a Corps of Engineers Real Estate Workshop in
Denver, CO, in December 1995, USACERL has been asked to defer comment on
these issues to the Real Estate Directorate at HQUSACE and the Corps of
Engineers, Omaha District. In addition, both the negotiation process leading up
to the submittal of the formal EDC application and review of the legal
environment related to real and personal property are beyond the scope of
USACERL’s technical review.

Economic Benefit to the Federal Government (Chapter 9)

Based on the eligibility factors/criteria reviewed for this report, it is the opinion
of USACERL that the applicant. is eligible for an Economic Development
Conveyance. USACERL recommends that the Army consider up to $3.0 million
in facility layaway and annual maintenance and repair costs when negotiating
the final terms and conditions of the conveyance. It is also USACERL’s
recommendation that the Army look favorably upon the FRA’s level of
investment, which will likely create over 3,700 jobs, when deciding if a discount
from fair market value (FMV) is warranted. Finally, the USACERL-estimated
range of business plan value is positive $2.6 million to $4.6 million compared
with the FRA’s offer of $1 million, but the Army’s final determination of value
and possible consideration must rest largely on the results of a negotiation




USACERL TR 99/17

process between the Army and the FRA and the results of the Army’s FMV

appraisal process. :

Review of Application for Completeness (Chapter 10)

USACERL concludes that the FRA’s EDC application is complete. The appli-
cation includes a complete project narrative, EDC contributions to job creation
and economic development, a business plan, justification for use of the EDC
process, and a statement of the FRA's legal authority to acquire and dispose of

property.
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Introduction

Background

The Fitzsimons Army Medical Center (AMC) Economic Development
Conveyance (EDC) parcel consists of approximately 332 acres and 1.4 million sq
ft of building space in Adams County, CO. Fitzsimons is approximately 8 mi east
of downtown Denver in the northern quadrant of the City of Aurora. The site
has good access to population and commercial centers in both the city and
surrounding region due to its proximity to regional expressways and arterials.
Primary site ingress and egress is achieved by East Colfax Avenue, a major east-
west arterial that provides convenient access to I-70 to the east and downtown
Denver to the west, and that also represents the southern boundary of
Fitzsimons. Secondary site access is from Peoria Street, which serves as the
western boundary of the site and provides almost immediate access to 1-70 (see
Figures 1, 2, and 3 beginning on page 20). The areas surrounding Aurera are
characterized by a variety of highly developed land uses that include residential,
commercial, and small amounts of light industrial use. In general, Fitzsimons
lies within what is know as the “East” industrial and office submarket, which
primarily includes the city of Aurora (Figure 4).

When Fitzsimons was slated for closure by the 1995 Base Realignment and
Closure (BRAC) Commission, the City of Aurora established the Fitzsimons
Redevelopment Advisory Committee (FRAC) and subsequent Fitzsimons
Redevelopment Authority (FRA) to facilitate the - reuse and economic
redevelopment of the surplus parcels. Since the-1995 announcement, the Army
has begun to demobilize the surplus parcels in anticipation of the EDC and
mandatory operational closure in September 1999. The FRA and Army have
begun work on conveyance/leaseback arrangements and transfer plans in antici-
pation of the approval of the proposed EDC.

Concurrent with the FRAC’s reuse planning process, the University of Colorado
Health Sciences Center (UCHSC) expressed interest in locating a new campus at

Fitzsimons and ultimately filed an educational public benefit conveyance (PBC) '
application with the Army and Department of Education. This application was
viewed by the FRAC as providing a catalytic use for the site that was otherwise
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not outwardly available. Accordingly, the FRAC integrated the UCHSC vision,
objectives, and implementation strategies into the January 1997 Fitzsimons
Redevelopment Plan. The redevelopment of Fitzsimons is unique in that the
primary engine for job creation and economic development will be a PBC
recipient. As a result, USACERL'’s technical evaluation strongly considered the
UCHSC’s impact on EDC market and financial feasibility.

On 2 July 1993, President Clinton announced a major new policy to speed the
economic recovery of communities adversely affected by military base closures or
realignments. The President requested that Congress provide additional
authority to expedite the reuse of closing military bases, in an effort to create
new jobs and reestablish the economic base. Congress provided this new .
authority (commonly called the “Pryor Amendments”) and subsequent
amendments as Title XXIX of the National Defense Authorization Act (NDAA)
for Fiscal Year (FY) 1994. The Department of Defense (DoD) has recently
codified the final implementing regulations for this legislation at 32 CFR 90-92,
“Revitalizing Base Closure Communities.” Collectively, these new rules are
intended to facilitate the conveyance (transfer of military real and personal
property) from the Federal government to an approved Local Redevelopment
Authority (LRA). ‘

These new regulations created a new property transfer authority called an
Economic Development Conveyance (EDC), which gives greater flexibility to the
military departments and affected communities to negotiate the terms and
conditions of the conveyance if specified criteria are met. On 15 January 1998,
the FRA, acting as the approved LRA, filed an EDC application with the Chief of
the Base Realignment and Closure Office at Headquarters U.S. Army Corps of
Engineers, for the conveyance of certain parcels at Fitzsimons. Included as part
of the EDC applicaf;ion was a copy of the Fitzsimons Redevelopment Plan and
Master Infrastructure Plan and supporting technical appendices.

In general, the FRA has requested that the Army transfer the EDC pércel under
the following general terms and conditions:

1. The FRA will pay the Army $1 million amortized over 5 years beginning in
2012 at a 6% interest rate; interest will not begin accruing until 2012.

2. Real property will be transferred via a quitclaim deed.

3. Personal property will be transferred by bill of sale.
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4. The proposed purchase price was calculated assuming all housing units
contain lead-based paint hazards, which will require remediation. If the
Army will, at its sole expense, perform the testing required to determine that
less than all the housing units require remediation, the FRA will adjust the
purchase price accordingly.

5. EDC parcels will be conveyed as they become environmentally cleared and
available for transfer by deed. Parcels unavailable for deed transfer will be
requested under a lease in furtherance of a conveyance.

6. The Army will continue to operate the central steam plant for up to 24
months after closure to allow time for reusable buildings to be retrofitted
with individual package boilers.

7. If required, the Army will subordinate their interest in the property in order
to allow the FRA or other parties to obtain financing.

8. The Army will decommission, environmentally clean, and demolish the
current wastewater treatment plant and provide a connection to the
metropolitan sanitary sewer system. The Army will also connect the golf
course irrigation system to the potable water supply system.

9. The FRA will have a right of first refusal to include in this EDC, or acquire
by other means of conveyance, any Fitzsimons site currently being requested
under a different transfer authority if such transfer cannot be completed.

Subsequent to the receipt of the application by Headquarters, U.S. Army Corps
of Engineers, the U.S. Army Construction Engineering Research Laboratories
(USACERL) was tasked by headquarters to provide a technical review of the
FRA EDC application, evaluating it for compliance with 32 CFR Part 91 and
related regulations. This report comprises USACERL's findings and conclusions.

Objective

The objective of this study was to technically evaluate the FRA EDC application
in terms of:

1. validity of the information provided by the FRA

2. completeness of the application according to the criteria and factors specified {

in the DoD regulations governing rural EDCs.
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The objective of this report is to document the study’s findings, noting any defi-
ciencies found in the application, and to attempt to address those deficiencies.

Tasking and Approach

The FRA’s EDC application was technically reviewed by a multidisciplinary work
group formed and managed through the USACERL Planning and Management
Laboratory (PL). With guidance from DAIM-BO, the USACERL work group
conducted a site visit to Fitzsimons during the week of 25-27 February 1998.
The purpose of the site visit was to collect source data and information with
respect to the FRA’s request for an EDC. Most of the group’s analytical work and
documentation occurred between 2 March and 4 May 1998.

Validity of the information provided on the EDC application was determined by
following a protocol specifically developed to demonstrate how the substance of
the application meets the criteria in the DoD implementing regulations related
to EDCs. Using data provided in the EDC application and supporting documents
as well as data gathered independently by team members, USACERL evaluated
the application according to the following criteria and factors:

* adverse economic impact of closure on the region and potential for economic
recovery after an EDC

¢ extent of long-term job generation

e consistency with the overall Redevelopment Plan (i.e., the Fitzsimons
Redevelopment Plan)

¢ financial feasibility of the proposed development, including market analysis,
and the need and extent of proposed infrastructure improvements

¢ extent of state and local investment and risk incurred

¢ current local and regional real estate market conditions in the affected area

* relationship to the overall Military Department disposal plan for the
installation, incorporation of other Federal agency interests and concerns,

and applicability of, and conflicts with other Federal property disposal
authorities
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e economic benefit to the Federal government, including protection and
maintenance cost savings and anticipated consideration from the transfer.

Another criterion to be reviewed under the EDC implementing regulations is the
proposed EDC’s compliance with applicable Federal, state, and local laws and
regulations. This type of legal review falls beyond the scope of USACERL’s
tasking and expertise, and is not addressed in this report.

After evaluating the validity of the information provided in the EDC application,
USACERL determined whether the application was complete in terms of the
seven criteria specified in the EDC implementing regulations. (These criteria
are discussed in Chapter 10, Review of the Application for Completeness.)

Finally, the USACERL work group compiled its findings into this report and a

briefing for the sponsor. The final briefing was given to Army decisionmakers on
6 May 1998.

Units of Weight and Measure

U.S. standard units of measure are used throughout this report. A table of
conversion factors for Standard International (SI) units is provided below.

Sl conversion factors

1in. = 25.4 mm
11t = 0.305m
1sqin. =  6.452¢cm’
1sqft = 0.093m’
1sqyd =  0.836m’
tcuin. = 16.39cm®
1cuft = 0028m°
icuyd = 0764m°
1 gal = 3.78L

1 mi = 1.61 km

1 psi = 6.89 kPa
11b = 0.453kg
°F = (°C x 1.8) + 32
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Office Submarket

OFFCE SUBMARKETS
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(Source: Grubb & Ellis 1998.)
Figure 4. Real estate submarkets for the Denver Metropolitan Area.
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1 Adverse Economic Impact of the
Closure on the Region and the Potential
for Recovery After the EDC

Prepared by:

Shawn R. Hill, Community Planner
Jonathan D. Trucano, Community Planner
USACERL, ATTN: CECER-PL-N

P.O. Box 9005

Champaign, IL 61826-9005

(217) 352-6511 x6307

Background

Pursuant to 32 CFR §175, the prescribed content of the Economic Development
Conveyance (EDC) application must include a description of the economic impact
of a base closure on the local communities. This chapter addresses these
concerns by examining the extent of closure impacts and whether the proposed
Fitzsimons Army Medical Center EDC request will facilitate a recovery of lost
jobs and revenues.

Methodology

To determine economic impacts from the closure of Fitzsimons, USACERL first
reviewed the Fitzsimons EDC Application, the January 1997 Reuse Plan, the
U.S. Army Final Environmental Impact Statement (FEIS), and other referenced
documents to determine the extent of the adverse economic impact experienced
in the Denver region as a result of the closure. USACERL found that, while
these documents describe some of the adverse impacts that have resulted from
the closure, they do not present a sufficiently comprehensive socioeconomic
analysis of possible closure and reuse scenarios to make a cogent determination.

- -Accordingly, USACERL chose to use a two-part analysis for evaluating the Fitz-
simons EDC application. For part one, USACERL examined the assumptions
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and methodologies used to develop the impact estimates in the EDC application
for their internal consistency and appropriateness. In part two, USACERL
developed independent estimates of the likely impacts of the closure. In
developing these independent estimates, USACERL relied primarily on Implan
Pro vl.1, a software program that uses a standard input-output modeling
methodology to generate impact multipliers from county-level economic data.
Implan Pro has been used extensively by private and public entities to quantify
positive and negative economic effects that may result from a wide array of
investment scenarios, including the closure of military bases.

Review of EDC Application Assumptions and Methodology

USACERL’s review of the economic impact estimates presented in the EDC
application suggests that these estimates suffer from at least two methodological
shortcomings, both of which probably caused the impact estimates to be
dramatically overstated. These limitations are delineated as follows.

Choice of Region of Impact

The first weakness in the application methodology relates to the choice of an
overly small region of impact (ROI). An ROI is a geographic area selected as a -
basis on which social and economic impacts of project alternatives are analyzed. -
It is important to realize that any given economic effect will almost never have
the same boundaries as a city or county. Accordingly, the choice of an ROI can
“have a significant impact on the results of a socioeconomic analysis; more
specifically, an overly small ROI tends to neglect important regional economic
interrelationships and thus incorrectly amplifies perceived local impacts.

The 1997 Reuse Plan identified the five-county Denver Primary Metropolitan
Statistical Area (PMSA) as the primary region of economic and market influence
for Fitzsimons redevelopment potential.” Alternatively, USACERL defined a
‘seven-county ROI, which included Boulder and El Paso counties, in addition to. . -
the five counties selected by the reuse plan and EDC application. The criteria
used to determine this ROI were residency distribution of installation employees,
the commuting distances and times, and the location of businesses providing
goods and services to the installation and its personnel and their dependents.
