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STAFF REPORT
SUBJECT:
Proposed Motion 2006-0331 would reaffirm the policy decision of the County Council that proceeds from the sale of the Johnson Hardware Building become part of the permanent endowment for the Youth Sports Facilities Grant (YSFG) fund.
BACKGROUND:

The Johnson Building

The Johnson Hardware Building is located at 590 First Avenue South in Seattle.  The property is irregular in shape, lying between Railroad Way South and Occidental Avenue South.  The land area is approximately 21,478 square feet, with 265 feet of frontage on Railroad Way and 241 feet on Occidental.  A site map is included as Attachment A to the proposed motion.  This property was appraised, in 2004, at $2.35 million. The property is also associated with the Kingdome North Lot Development. The County Council authorized the Executive to execute a purchase and sale agreement via Ordinance 15044 in 2004. The County has agreed to a $2.2 million purchase price for the property.  

Located on the property is a two-story brick building that was built in 1903.  The building is approximately 42,668 square feet in size.  It has been used primarily as a warehouse over the years.  This property was acquired from the Johnson family by King County in May 1980 at a cost of $950,000, as part of the Kingdome development project.  From 1980 to 1997, the building was used by the Kingdome stadium authority and the Seattle Mariners as a storage facility.

At the last Council meeting, a question was asked regarding whether the County made money on this investment. Information regarding this assessment is included below. 
The total rate of inflation since 1980 is approximately 152.9%. Applied to the initial purchase price of $950,000, this would represent a value of $2.4 million. This is essentially a “how much would it cost in today’s dollars” calculation using a simple inflation average. A present value calculation using the purchase price of $2.2 million and an average discount rate of 3.5% would have required an initial investment of $889,442 in 1980. These numbers approximate both the agreed upon sales price in today’s dollars and the initial investment price in 1980. 
Staff also performed an analysis compounding inflation rates by each historical year. The results are contained in Table 1 below and show that the property would have a value in today’s dollars of almost $2.6 million. It should be noted, however, that this discrepancy is primarily related to the hyper-inflation rates experience in 1980 and 1981 of over 10% annually. 
Table 1:
Initial Investment adjusted for inflation
	Year
	Principal
	Inflation
	 Total 

	1980
	950000
	13.58%
	 $        1,079,010 

	1981
	1079010
	10.35%
	 $        1,190,688 

	1982
	1190688
	6.16%
	 $        1,264,034 

	1983
	1264034
	3.22%
	 $        1,304,736 

	1984
	1304736
	4.30%
	 $        1,360,839 

	1985
	1360839
	3.55%
	 $        1,409,149 

	1986
	$1,409,149
	1.91%
	         $1,436,064 

	1987
	1,436,064
	3.66%
	          1,488,624 

	1988
	1,488,624
	4.08%
	          1,549,360 

	1989
	1,549,360
	4.83%
	          1,624,194 

	1990
	1,624,194
	5.39%
	          1,711,738 

	1991
	1,711,738
	4.25%
	          1,784,487 

	1992
	1,784,487
	3.03%
	          1,838,557 

	1993
	1,838,557
	2.96%
	          1,892,978 

	1994
	1,892,978
	2.61%
	          1,942,385 

	1995
	1,942,385
	2.81%
	          1,996,966 

	1996
	1,996,966
	2.93%
	          2,055,477 

	1997
	2,055,477
	2.34%
	          2,103,575 

	1998
	2,103,575
	1.55%
	          2,136,180 

	1999
	2,136,180
	2.19%
	          2,182,963 

	2000
	2,182,963
	3.38%
	          2,256,747 

	2001
	2,256,747
	2.83%
	          2,320,613 

	2002
	2,320,613
	1.59%
	          2,357,511 

	2003
	2,357,511
	2.27%
	          2,411,026 

	2004
	2,411,026
	2.68%
	          2,475,642 

	2005
	$2,475,642
	3.39%
	          $2,559,566 


On the chart above, you will note that the rates in 1980 and 1981 are in excess of 10% annually. The average inflation number for 1982-1989 is 3.96%. If you were to insert 3.96% for 1980 and 1981 the 2005 value would be reduced to $2.207 million. 
While the Johnson Building was acquired with voter-backed bond proceeds, as part of the Kingdome development, the custodian Stadium Fund has been closed. In absence of other direction, the proceeds of the sale would accrue to the current expense fund. However, Council has directed, by Ordinance 14797, that the proceeds of the sale of the Johnson Building will become part of the permanent endowment of the YSFG fund. 
Youth Sports Facilities Grant Program

Ordinance 10454 (1992) created an additional sales and use tax on rental vehicles in King County. Twenty-five percent of the proceeds from this tax are deposited into the Youth Sports Facilities Grant Fund to promote the development, renovation and repair of sports facilities serving the County’s youth. Acceptable projects are those that develop, renovate or repair youth sports facilities. 

The YSFG program requires partnerships between community groups (like soccer or softball leagues) and public agencies (like schools).  The Program also has a 1:2 funds matching requirement, in other words, for each two dollars from the YSFG program, the partnership must spend one dollar. The program has an annual RFP process for a review of the projects, and the program is specifically targeted to persons of under 21 years of age in low to moderate income neighborhoods. Approved grants can total between $5,000 and $75,000. 

ANALYSIS: 

Voters in the State of Washington in June 1997 approved Referendum 48 (the Stadium Act).  This referendum created the Washington State Public Stadium Authority (PSA) and authorized the financing, construction, ownership, and operation of a stadium and exhibition center suitable for National Football League football and Olympic and World Cup soccer games.  The Stadium Act authorized the PSA and “team affiliate” (First and Goal, Inc.) to determine the site and overall design of the stadium and exhibition center.

King County was required by the Stadium Act to acquire properties that the County and the PSA mutually determined would be necessary for the stadium project.  In the event that the Kingdome site was determined by the PSA and First and Goal, Inc. (FGI) to be the preferred site for the new stadium, the County would transfer the necessary properties to the PSA.  The Kingdome site was chosen and various properties were transferred in 1998 to the PSA.

The Johnson Building was already owned by the County but was not one of the properties that the County transferred to the PSA as being necessary for the stadium project.  However, on September 8, 1998, the Council via Ordinance 13262 authorized the Executive to enter into an agreement that allowed FGI to purchase an option for the Johnson Building.  The PSA was also granted the authority to use the Johnson Building for storage and this use continues to this day.  In March of 2000, the County granted an option to FGI to purchase the Johnson Building.  This option was to extend one year from the issuance of the certificate of occupancy for the new stadium.  The certificate of occupancy was issued on July 19, 2002.  Therefore, the option by FGI to purchase the Johnson Building expired on July 19, 2003.

Use of Sale Proceeds:

The 2004 budget ordinance (Ordinance 14797) included the following proviso in Section 22:

Consistent with the policies established in the 1998 Budget Ordinance, Ordinance 12926, any excess proceeds from the sale of the Kingdome property known as the Johnson Building, after meeting the requirements of Ordinance 13262 to support the housing opportunity fund, shall be used only for the acquisition, development, maintenance and operation of outdoor sports fields for youth and dedicated to the youth sports facility grant fund as an endowment reserve.
Under King County Code 4.56.130, on transactions with gross sale proceeds of $250,000 or greater that are to “accrue to the current expense fund, ten percent of the gross proceeds are to be deposited into the arts and cultural development fund” for transfer to the 4 Culture organization. The Prosecuting Attorney, in 2004, provided an informal opinion that proceeds from the sale of the Johnson Building are not subject to K.C.C. 4.56.130 because the Council has directed by ordinance that they accrue to the YSFG fund.  
STRIKING AMENDMENT: 

There are two discrepancies between the allowable uses outlined in the motion and the allowable uses under the current YSFG program. At the direction of the chair, staff has drafted a striking amendment. This amendment makes three changes: 1) strikes the word “outdoor”. The current motion indicates acceptable uses include “outdoor sports facilities”; in fact, the grant program funds may be used for any youth sports facility, 2) changes the language “acquire, develop, and maintenance” to the correct language of “develop, renovate and repair”, and 3) inserts an additional “WHEREAS” statement including the signed purchase and sale agreement with a sale price of $2.2 million. 

REASONABLENESS: 
The proposed motion, with the corrections made by the striking amendment, do not constitute a council policy change. The proposed motion reinforces the prior direction of the County Council. This decision would constitute a sound financial and policy decision. 
INVITED:
Bob Cowan, Director, Office of Management and Budget
Butch Lovelace, Program Analyst, Department of Natural Resources and Parks

Tom Koney, Assistant Division Director, Department of Natural Resources and Parks
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