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REVISED STAFF REPORT
SUBJECT:
An ordinance authorizing the sale of surplus county property currently held by the Seattle-King County Department of Public Health.
SUMMARY:  This ordinance would authorize the sale of an undeveloped parcel of property located at 4500 Talbot Road South in Renton.  The property consists of 2.63 acres and is located in an area zoned for “commercial office public”.  The parcel is currently held by the Seattle-King County Department of Public Health (Public Health).
The Facilities Management Division (FMD), which has responsibility for disposing of the county’s surplus property, is seeking authorization to complete the sale of this property to private parties for a sales price of $1.25 million.  

CAPITAL BUDGET COMMITTEE ACTION:

At its meeting on October 11, 2006, the Capital Budget Committee (CBC) reported Proposed Ordinance 2006-0378 to the council with a “Do Pass” recommendation.

SELLING SURPLUS PROPERTY:  Each year, departments are required to justify to the Facilities Management Division (FMD) the continued retention of all properties.  If in FMD’s opinion the department has not justified retention of a property, or if the department identifies properties that are surplus to their needs, FMD is required to contact other county agencies to ascertain if the property may be used in providing essential services.  

If no other agency expresses an interest in the property, FMD is then required to determine if the property is suitable for affordable housing.  To be suitable for affordable housing, the property must be within the Urban Growth Area and zoned residential.  Any affordable housing development proposed for the site would have to be compatible with the neighborhood.

If the property does not meet the affordable housing guidelines, FMD is then empowered to declare the property as surplus.  Once the property is declared surplus, FMD is required to review other possible uses of the property before it is offered for sale.  These other uses include:

· Exchange for other privately or publicly owned land that would meet a County need;

· Lease with restrictive covenants;

· Use by other governmental agencies;

· Retention by the County if in a floodplain or slide hazard area; and,

· Use by nonprofit entities for public purposes.

After all of the above are accomplished, FMD may determine that the best course of action is to sell the property.  All sales of real and personal property must be made to the highest responsible bidder at public auction or by sealed bid, with two exceptions.  The county can negotiate a direct sale of the property to another governmental agency or when the county council, by ordinance, has determined that unique circumstances make a negotiated direct sale in the best interests of the public.

King County Code 4.56.130 requires that on transactions with gross sales proceeds of $250,000 or greater that will accrue to the current expense fund, ten percent of the gross sale proceeds are to be deposited into the arts and cultural development fund.  In this case, the proceeds will accrue to the public health fund, not current expense.
BACKGROUND:
The property at issue in this transaction is 2.63 acres of undeveloped property in a commercially zoned area of Renton.  King County originally acquired the property in 1989, intending to use the property as a site for a public health clinic.  The county planned to partner with the Valley Medical Center on the clinic.  The purchase price in 1989 was $402,270 ($400,000 for the property and $2,270 for closing costs).
The public health clinic has never materialized.  The Executive has stated that the clinic was never built because (1) plans for partnering with Valley Medical Center did not materialize; (2) traffic congestion, lack of parking and rising costs of development became substantial barriers to the project; and (3) the demographics of the area changed dramatically, and Public Health determined that it should focus public health services in locations further south in King County.

Given these factors, Public Health has determined that it no longer has any need for the property and declared the property surplus to its needs.  At that time, FMD began the process to formally declare the property surplus.  FMD completed an internal appraisal and estimated the property’s market value to be $916,500 as of July 2005.  
FMD circulated notices to other county departments and to cities, water, sewer, fire and school districts.  The only interest in the property generated from these notices was from the Valley Medical Center.  However, no agreement was reached with Valley Medical Center and, in March 2006, the Center declined to submit a formal offer.  FMD also determined that the property was not suitable for affordable housing because it is in a commercially zoned area of Renton.

Having completed the required evaluation and outreach, the FMD decided to formally market the property through a commercial real estate listing firm as authorized under county code.  During the process, FMD received three bids at a sales price of $1.0 million or above.  FMD entered into a purchase and sale agreement with the highest bidder at a purchase price of $1.25 million.  The closing date for the sale was originally scheduled for September 29, 2006, but has been extended to October 24, 2006.
ANALYSIS:
In general, the sale of the Talbot Road property appears to be a reasonable action.  The sales price of $1.25 million is about $300,000 greater than the 2005 appraised value and $848,000 more than the price the county paid to purchase the property in 1989.  The sales price was reached after multiple offers were received on the property.
The FMD completed all the procedural steps required to determine that the property is surplus to the county’s needs.  Public Health has determined that it cannot use the property for the purpose for which it was originally purchased.  Even though FMD conducted negotiations with the Valley Medical Center, the parties could not reach an agreement and the Medical Center declined to submit an offer on the property.  No other agencies expressed interest in the property and the property’s commercial zoning makes it ineligible to serve as low income housing.

Given all of these factors, there does not appear to be any need to keep the property.  However, the sale of this property raises a couple of related issues that will likely arise during the 2007 budget process:

· The Public Health Fund is in crisis.  Sale of the Talbot Road property was one of four short-term, one-time steps identified to balance the Public Health Fund financial plan for 2006.  
· The $1.25 million in revenue that would support the Public Health Fund this year is one-time money that is being used to fund on-going services.  The revenue from the sale could help balance the 2006 budget, but this revenue will not be available again in 2007.  Absent significant cuts in services, balancing the financial plan for 2006 with one-time revenue sources will require a significant increase in the General Fund resources to fill the gap in 2007.
Staff has been unable to determine as of the date of this staff report whether the property was purchased with Public Health funds, Current Expense funds or funds from a grant or bond issue.  The importance of this information involves whether there are restrictions on the use of revenues from the sale, whether these revenues can be used to balance the 2006 Public Health financial plan or whether the $1.25 million would belong to the county’s current expense fund.  

REASONABLENESS:  There does not appear to be any need to keep the Talbot Road property, and its sale appears to be reasonable.  However, as of the date of this staff report, it is unclear if there are any restrictions on use of the sale proceeds or which county fund is entitled to the use of the proceeds.  
-1-

O:\Budget & Fiscal Management\Sanders\2006 Budget Files\2006-0378 Talbot Prop Surplus\2006-0378 Talbot Prop Surplus 101106 sr pls.doc

_919829133

