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SUBJECT

Proposed Ordinance 2017-0158 would authorize the sale of surplus county property located on Vashon Island, WA to Zellerhoff Construction.

Proposed Ordinance 2017-0159 would make a supplemental appropriation of $510,000 to the Department of Natural Resources and Parks (DNRP) capital fund[footnoteRef:1] for the purchase of the historic Mukai Cold Process Fruit Barreling Plant (Mukai Barreling Plant) property located on Vashon Island, WA from Zellerhoff Construction and future capital improvements to the property. [1:  Fund 3160 (PARKS, RECREATION AND OPEN SPACE).] 


SUMMARY

DNRP is proposing to purchase the Mukai Barreling Plant property located at 18005 107th Avenue SW, Vashon Island, WA for historic preservation purposes. This property is part of the Mukai Agricultural Complex which is a King County Landmark and a National Register of Historic Places site. DNRP plans to lease the purchased property to the Friends of Mukai non-profit organization who currently owns and maintains the adjacent Mukai House and Garden property that make up the remaining part of the Mukai Agricultural Complex with the goal to integrate the two properties. Zellerhoff Construction, current owners of the Mukai Barreling Plant property, has agreed to the sale in exchange for the purchase of a county surplus property located nearby.

Proposed Ordinance 2017-0158 would authorize the sale of the 4.73 acre surplus property to Zellerhoff Construction for $500,000, and Proposed Ordinance 2017-0159 would make a supplemental appropriation of $510,000 to fund the purchase of the 2.05 acre Mukai Barreling Plant property from Zellerhoff Construction and future capital improvements to the property. The purchase agreement for the Mukai Barreling Plant property is a separate transaction that will not require Council approval. However, the purchase agreement will be contingent on the sale of the county surplus property to Zellerhoff Construction and vice versa. 

Legal counsel has reviewed this proposal and no issues requiring amendment have been identified.

BACKGROUND 

Mukai Agricultural Complex
The Mukai Agricultural Complex located on Vashon Island was designated a King County Landmark in 1993, and a National Register of Historic Places in 1994. The complex includes the Mukai House and Garden and the adjacent Mukai Barreling Plant. Built in 1926 by the Mukai family, the complex tells the story of Japanese American settlement and farming in the early 20th Century and the effects of World War II and internment on the Japanese American community.[footnoteRef:2] According to HistoryLink[footnoteRef:3], Mukai’s strawberry farm and processing plant became the first in the nation to experiment with freezing berries for long-distance shipment nationwide and overseas. According to DNRP, this is the only remaining agricultural property in the State of Washington owned by Japanese-Americans prior to and during internment. All of the Japanese-American owned agricultural properties were lost due to the internment of the Japanese-American community; however, the Mukai Agricultural Complex survived as a result of the family’s resources which allowed them to maintain the property during their absence. Eventually the Mukai family sold the property to other private entities. [2:  Executive Order 9066 was a United States presidential executive order signed and issued during World War II by United States President Franklin D. Roosevelt on February 19, 1942. This order authorized the Secretary of War to prescribe certain areas as military zones, clearing the way for the incarceration of Japanese Americans to concentration camps.]  [3:  HistoryLink website accessed May 15, 2017: http://www.historylink.org/File/3736.] 


In 2000, Island Landmarks, a non-profit organization, purchased the Mukai House and Garden for historic preservation purposes, with the support of $500,000 of public funds from King County, the National Park Service, and the State of Washington. According to DNRP, King County’s contribution was approximately $100,000. Former board members of Island Landmarks failed to preserve the property and make it accessible to the public. This resulted in a lengthy, litigious process between former and current board members of Island Landmarks over the Mukai House and Garden property. Current board members of Island Landmarks (now doing business as “Friends of Mukai”) was granted legal control to own and operate the House and Garden. Since then Friends of Mukai has been restoring and preserving the House and Garden and has also opened it to the public. 

In 2006, a former board member of Island Landmarks purchased the Mukai Barreling Plant property. That board member then sold it to Zellerhoff Construction in September 2013 for approximately $270,000. Since then Zellerhoff has been using the property for storage and business purposes.

Public Support for Mukai Agricultural Complex
The historic preservation of the Mukai Agricultural Complex has been a long standing priority for both the state and King County preservation programs. Since 2012, additional public funds from King County, 4Culture[footnoteRef:4], and the Washington State Department of Archaeology and Historic Preservation[footnoteRef:5] have been provided to the Mukai Agricultural Complex. Table 1 below provides additional details of these funds. [4:  King County Cultural Development Authority.]  [5:  The funds were appropriated in Washington State enacted 2015-2016 biennium budget 2EHB-1115 for the Washington State Department of Archaeology and Historic Preservation.] 


Table 1. Public Funds for Mukai Agricultural Complex from 2012 to 2017.

	Source
	Date
	Amount
	Description


	4 Culture
	2012 – 2017
	$149,000
	12 grants awarded for capital, operating, planning, and programming activities for the Agricultural Complex. 

Approximately $83,000 of capital awards remains to be used for capital improvements on the House and Garden. 

The total amount also includes $10,000 for 2017 that have been designated for the Barreling Plant but have yet to be awarded.


	King County
	3/14/2014
	$190,000
	Ordinance 17781 appropriated to the DNRP capital fund for capital improvements related to the Agricultural Complex. These funds were sourced from DNRP bond proceeds. 

Currently there is $112,000 remaining.


	King County
	2/12/2016

	$350,000   
	Ordinance 18239 provided expenditure authority to the DNRP capital fund to utilize state grant from the Washington State Department of Archaeology and Historic Preservation for the acquisition of the Mukai Agricultural Complex. This has not been used.




Historic Preservation in King County
In 1980, the Council adopted the Landmark Preservation Ordinance (Ordinance 4828) which established the King County Landmarks Commission to designate resources of historic or architectural significance as landmarks and to regulate their restoration, alteration, and demolition in unincorporated King County.[footnoteRef:6] DNRP’s Historic Preservation Program manages this effort in unincorporated King County and in many of the cities in the county.  According to DNRP, King County owns numerous landmark-designated properties and maintains those using county funds.  [6:  Chapter 5: Historic Preservation Movement in King County. Accessed May 15, 2017: http://your.kingcounty.gov/dnrp/library/dnrp-directors-office/historic-preservation/strategic-plan/historic-preservation-in-king-county.pdf.] 


County Surplus Property on Vashon Island
According to the Sale Property Summary (Attachment 4), the 4.73 acre property located at 103XX SW 188th Street Vashon Island, WA was acquired by the county in 1980 as a result of a trade with the state of Washington. The property has never been utilized by King County. The Vashon Forest Stewards (VFS), a non-profit organization, held a lease with the county from 2009 to 2014 for a log yard and wood-processing center to provide island forestry services and public education. The lease agreement waives the rent in exchange for public benefits which VFS provides to the residents of Vashon Island.[footnoteRef:7] VFS is currently in holdover status and a vacate letter was issued to VFS on May 1, 2017 to vacate the property by June 15, 2017. [7:  As per King County Code Section 4.56.150.E.1.d. However, VFS is required to pay Leasehold Excise Tax.] 


ANALYSIS

Dependencies between PO 2017-0158 and PO 2017-0159
Zellerhoff Construction has agreed to sell the Mukai Barreling Plant property to the county in exchange for their purchase of the county surplus property also located on Vashon Island. The two properties are 1.5 miles apart from each other. This dependency is reflected in the Purchase and Sale Agreement (PSA) for the surplus property sale (Proposed Ordinance 2017-0158) and the PSA for the county’s purchase of the Mukai Barreling Plant (Attachment 7). Therefore, should the Council choose not to adopt Proposed Ordinance 2017-0158, this in effect would terminate the PSA for the  purchase of the Mukai Barreling Plant property. In that case, the adoption of Proposed Ordinance 2017-0159, which appropriates the net sale proceeds for the purchase and capital improvement of the Mukai Barreling Plant property, would not be necessary.

It should be noted that King County Code does not require Council approval for the acquisition of real property unless the Council determines otherwise by ordinance.[footnoteRef:8] [8:  King County Code Section 4.56.152.] 


Surplus Property Sale Analysis
The sale of county surplus properties and the distribution of their proceeds is governed by Section 4.56 of the King County Code. Section 4.44.010 authorizes the Facilities Management Division (FMD) to conduct sales of all county surplus properties.

All surplus property sales need to abide by the requirements outlined in King County Code Section 4.56. Table 2 below provides the requirements, the reference to King County Code, and evaluates the outcome or status of each requirement for the sale of the surplus property to Zellerhoff Construction. The requirements are listed chronologically since each requirement is dependent on the outcome of another requirement (i.e. FMD surplus declaration must happen prior to FMD offer of parcel to other County agencies).

Table 2. County Surplus Property Sale Requirements and Outcomes Analysis.

	No.
	Requirement
	K.C.C. Reference
	Outcome/Status

	1
	FMD or Independent Appraisal
	n/a (not explicitly required by Code)
	The property was appraised by independent state certified appraiser, Murray Brackett, MAI of Valbridge Property Appraisers, on July 6, 2016. Appraiser used six comparable sales of lands of similar size, use and zoning. The estimated Fair Market Value was $500,000.


	2
	FMD surplus declaration
	4.56.070   
	FMD declared the parcel a surplus to its needs on September 29, 2016.


	3
	FMD offer of parcel to other County agencies
	4.56.070  
	FMD offered the property to other County agencies on October 6, 2016 and received no interest.


	4
	Determine if property is suitable for affordable housing
	4.56.100A.2 
	FMD determined that the parcel was not suitable for affordable housing on October 28, 2016, as the property’s is not zoned for a residential unit.


	5
	Final surplus declaration
	4.56.070  
	FMD declared the parcel surplus to County needs on December 8, 2016.


	6
	Public notification of surplus

	4.56.090
	The sale was not marketed and was a directly negotiated sale as per K.C.C. 4.56.100A.2. which allow the county executive has determined that unique circumstances make a negotiated direct sale in the best interests of the public.


	7
	Bid process
	4.56.100
	A bid process was not completed as per K.C.C. 4.56.100A.2. See above.


	8
	Purchase and Sale Agreement
	n/a
	The Purchase and Sale Agreement (PSA) was executed on December 14, 2016.


	9
	Council Approval
	4.56.080
	If the value of surplus property exceeds $10,000, Council approval of the sale is required. Therefore, under the terms of the PSA, the sale is contingent on the effective date of the ordinance 180 days from execution (June 13, 2017).


	10
	Disposition of Sale Proceeds
	4.56.130
	If approved by the Council, the sale proceeds would be disbursed first to FMD Real Estate Services (RES) for work associated with the sale of the surplus property, and any remaining funds would contribute to the General Fund. According to the fiscal note (Attachment 5), $40,000 would go to RES and the remaining $460,000 would be deposited in to the General Fund.

In addition to the proceeds that would accrue to the General Fund, sale of the surplus property would also have other financial benefits for the County. In particular, sale of the property to a non-governmental entity (current buyer) would return the property to the County's property tax rolls for an annual tax revenue estimated at $6,056. There is also savings to the County by removing payment of annual Noxious Weed, Surface Water, and Conservation Assessments of approximately $184.





Financial Analysis
Proposed Ordinance 2017-0159 includes appropriation authority of $510,000 to the DNRP capital fund. The revenue for these funds include $460,000, the net proceeds from the sale of the surplus property to Zellerhoff Construction, and $50,000 from Friends of Mukai proceeds who have committed to contributing to the purchase of the Mukai Barreling Plant property[footnoteRef:9]. As noted in the Background section above, there is existing expenditure authority in the DNRP capital fund from prior Council appropriations. DNRP has stated that they are requesting the full amount of the surplus sale proceeds so that additional funds can be used for property stabilization activities for the Mukai Agricultural Complex and rent subsidies for Vashon Forest Stewards. Table 3 below provides a breakdown of the remaining appropriation for the Mukai Agricultural Complex and DNRP proposed uses should Proposed Ordinance 2017-0159 be adopted. [9:  The $50,000 commitment by the Friends of Mukai non-profit organization is included as a contingency on the Purchase and Sale Agreement of the Mukai Barreling Plant property (Attachment 7).] 







[bookmark: _GoBack]
Table 3. Remaining Appropriation Authority for Mukai Agricultural Complex (including Proposed Ordinance 2017-0159).

	Item
	Amount
	Description


	Total Remaining Appropriation
	$972,000
	State Grant ($350,000); Remaining Capital Funds ($112,000); Proposed Ordinance 2017-0159 ($510,000)

	Property Acquisition
	($435,000)
	Purchase of Mukai Barreling Plant


	Vashon Forest Stewards Rent Subsidy
	($17,600)
	Partial rent payment for up to 2 years for Vashon Forest Stewards


	Stabilization and Capital
	($519,400)
	Site security, structural stabilization and other capital activities for the Mukai Agricultural Complex.


	TOTAL
	$0
	



Other Considerations
Vashon Forest Stewards (VFS)
As mentioned in the Background section above, VFS have been tenants of the surplus property since 2009 without having to pay rent in exchange for public benefit to the community. VFS is in the process of negotiating a possible lease agreement with Zellerhoff Construction to remain as tenants should proposed ordinance 2017-0158 be adopted. According to DNRP, VFS lacks the appropriate level of funds to easily seek tenancy elsewhere, and therefore $17,600 of appropriations included in Proposed Ordinance 2017-0159 is planned to be designated to VFS for rent subsidies for up to two years. DNRP has also stated that they are working to find county surplus property that can be used by VFS.

Long-Term Plans
DNRP plans to lease the Mukai Barreling Plant property to the Friends of Mukai non-profit organization in hopes that Friends of Mukai will preserve and maintain the property and appropriately integrate it with the Mukai House and Garden. However, given the litigious history of Island Landmarks (currently doing business as Friends of Mukai), DNRP will need to closely monitor this potential future lease.

Zellerhoff Construction
The county has cited code violations to Zellerhoff Construction for inappropriately using the Mukai Barreling Plant property. Currently, the property is zoned for residential use but Zellerhoff Construction has been using the property for business purposes. According to DNRP, the county has suspended pursuing this violation due to this proposal. The surplus property that Zellerhoff Construction is planning to purchase is zoned for industrial use.

In addition, there has been a history of noise ordinance violations by Zellerhoff Construction at the Mukai Barreling Plant property. According to DNRP, this has been resolved through the Department of Permitting and Environmental Review (DPER). This issue may not resurface if the proposed ordinance is approved since the surplus property, which Zellerhoff Construction is planning to purchase, is zoned for industrial use.

Water District
The PSA included in Proposed Ordinance 2017-0158 includes a contingency for the county to purchase a water share from Water District 19. This is the only public water district on Vashon Island. The county submitted an application to purchase the water share on March 9, 2017 and Water District 19 accepted the application and subsequently invoiced the county on April 4, 2017 for $10,650. According to DNRP, the county will submit payment for this invoice once Council approves the proposed ordinance and the ordinance becomes effective.

TIMING
Current terms of the PSA (Proposed Ordinance 2017-0158) require the Council approved ordinance to be effective 180 days from the effective date of the PSA, which would be June 13, 2017. In order to meet this deadline:

1. The Budget and Fiscal Management Committee would need to pass and expedite the proposed ordinances out of the May 24, 2017 meeting or the Council would need to relieve the committee at the May 30, 2017 full Council meeting; and
2. Council would need to approve the proposed ordinances at the May 30, 2017 full Council meeting.

It should be noted that the third amendment to the PSA for the purchase of the Mukai Barreling Plant (Attachment 8) requires Council approval of the proposed ordinances by June 9, 2017.

Lastly, Executive staff have indicated that they have reached out to Zellerhoff Construction should an amendment be necessary to extend this deadline.

INVITED

Christie True, Director, Department of Natural Resources and Parks
Bryan Hague, Manager, Facilities Management Division – Real Estate Services
Sid Bender, Manager, Office of Performance, Strategy, and Budget
ATTACHMENTS
1. Proposed Ordinance 2017-0158 and its attachment
1. Proposed Ordinance 2017-0159 and its attachment
Transmittal Letter
Proposed Ordinance 2017-0158 Sale Property Summary
Proposed Ordinance 2017-0158 Fiscal Note
Proposed Ordinance 2017-0159 Fiscal Note
Real Estate Purchase Sale Agreement with Zellerhoff Construction for Mukai Cold Process Fruit Barreling Plant property
Third Amendment of Real Estate Purchase Sale Agreement with Zellerhoff Construction for Mukai Cold Process Fruit Barreling Plant property
Community Support Letters
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