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Metropolitan King County Council
Budget and Fiscal Management Committee



STAFF REPORT

	Agenda Item:
	9
	Name:
	Brandi Vena

	Proposed No.:
	2020-0006
	Date:
	February 26, 2020



SUBJECT

The proposed ordinance would amend the 2019-2020 Biennial Budget ordinance by making a supplemental appropriation of $54,217,135 to the building repair and replacement fund for the purchase of 20.58 acres of property adjacent to the King County International Airport (KCIA).

SUMMARY

[bookmark: _GoBack]The Facilities and Management Division (FMD) of King County is requesting a supplemental appropriation of approximately $54.2 million to acquire property adjacent to KCIA in an effort to expand the airport's economic footprint.  The purchase price of the property would be paid for with limited tax general obligation (LTGO) bonds that would be issued this year contingent on council approval.  The bonded amount to purchase this property will be repaid via airport enterprise funds.  The acquisition of the property is generally consistent with the KCIA Master Plan, including the update that is currently underway, the KCIA Strategic Plan, and the 2019 Real Property Asset Management Plan (RAMP) that is currently before council for consideration.

BACKGROUND 

Property History
The property, located at 8531 East Marginal Way in Tukwila, Washington, has been occupied and used since the early 1940s as a steel and aluminum forge and mill where previous owners have produced parts for industrial and national defense clients.  Prior to that time, King County was listed as the owner of the property but, according to historical records located by executive staff, the site was idle land.

Beginning in 1941, the property was owned by Isaacson Iron Works which installed necessary equipment under a World War II production contract with the United States government.  Isaacson Iron Works subsequently acquired the equipment from the government in 1961.  From 1965 until 1992, Earl M. Jorgensen Co. (EMJ) owned the property and equipment.  In 1992, Jorgensen Forge Corporation (JFC) purchased the property and owned it until 2016 at which time JFC filed for Chapter 11 bankruptcy.  Star Forge, LLC then acquired the property and equipment in the bankruptcy proceedings.  Manufacturing operations located on the property ceased as of November 9, 2018.

Today, the property consists of 20.58 acres and is zoned Manufacturing Industrial Center/Heavy District.  It is bordered to the east by East Marginal Way, to the north by the Boeing Plant 2 facility, to the south by the Boeing-Isaacson facility, and to the west by the Lower Duwamish Waterway. It is situated west of KCIA, bisected by East Marginal Way.

Environmental Contamination and Liability
The property is located in and is part of the “Lower Duwamish Waterway Superfund Site” designated by the United States Environmental Protection Agency (EPA) and is subject to remedial actions pursuant to both the federal Comprehensive Environmental Response, Compensation and Liability Act (CERCLA) and the state Model Toxics Control Act (MTCA).  

All three entities that previously owned the property have entered into various agreements that relate to its remediation.  The property is subject to and/or governed by the following documents and agreements related to environmental obligations:

· The current owner, Star Forge, LLC, is a party to a Settlement Agreement and Order on Consent for Removal Action by Bona Fide Prospective Purchaser (BFPP Agreement) with EPA and the United States Department of Justice, pursuant to which Star Forge agreed to perform certain remedial work and to pay $500,000 into an escrow account in return for a covenant by the United States not to sue or to take administrative action against Star Forge, LLC.;

· The property is subject to Agreed Order No. DE 14143 between the Washington Department of Ecology (Ecology) and EMJ which is a result of Ecology having resolved its claims against JFC during bankruptcy proceedings;

· The property is subject to the Administrative Settlement Agreement and Order on Consent for Removal Action Implementation; and

· The current owner, Star Forge, LLC is a party to a Site Access, Information Transfer and Cooperation Agreement effective as of January 18, 2017 with EMJ.  The agreement allows EMJ, its consultants and contractors, and Ecology to access the property in order for EMJ to conduct remedial actions pursuant to the Ecology/EMJ Agreed Order and removal actions pursuant to the EPA/EMJ Consent Order.

These documents govern remediation and clean-up of the following sources of contamination: the Jorgensen Forge Outfall Site, which is situated along the northern property line along the path of stormwater conveyance pipes; the Early Action Area, which is an outfall site in the Lower Duwamish Waterway, and; other on-site contamination.

According to documents provided by executive staff, the cleanup related to the Jorgensen Forge Outfall Site has been completed to the satisfaction of the EPA.  Cleanup of the Early Action Area, including the removal of contaminated soil, is not yet complete.  Remediation of other on-site contamination has begun but is not yet complete. 


Key Terms of Purchase and Sale Agreement between Star Forge, LLC and King County  
In August 2019, King County entered into a Real Estate Purchase and Sale Agreement (REPSA) with Star Forge, LLC to acquire the property located at 8531 East Marginal Way in Tukwila, Washington.  Below are the key terms of the agreement:

· Purchase Price: $48 million plus demolition costs. Demolition costs are $5,792,134 for a total purchase price of $53,792,134.

· Environmental Obligations: The property shall be conveyed to King County at closing subject to environmental obligations. Star Forge, LLC covenants that it is in compliance with all applicable environmental obligations.

· "As-Is" Condition of Property: King County acknowledges and agrees that the sale of the property is made on an “AS-IS, WHERE-IS and WITH ALL FAULTS” basis. The County acknowledges and accepts the presence of hazardous substances on, in, under or emanating from the property and further acknowledges and accepts that in the course of work performed under all Consent Orders and Agreed Orders, hazardous substances may be discovered prior to closing or after closing. In the event that they are discovered prior to closing, Star Forge, LLC shall immediately provide written notice to King County of the discovery.

· Demolition Work: Prior to Closing, Star Forge, LLC shall remove all personal property from the property, and deconstruct, demolish, and remove all improvements and fixtures located on the property, except that foundations, slabs, vaults, pavement and any improvements necessary to secure the property may be left in place.  Star Forge, LLC shall also leave the stormwater treatment system and all utility stubs on the property.  Star Forge, LLC agrees to diligently pursue and complete the demolition work on the property prior to closing.

· Due Diligence Period: Expires April 14, 2020.

· Closing: Within 15 days of the expiration of due diligence period or completion of demolition work, but no later than April 30, 2020.  If the demolition is not completed before March 31, 2020, the parties can negotiate for 30 day extension.

· Council Approval Contingency:  Performance under the REPSA is contingent on the approval of the purchase of the property and appropriation by the Metropolitan King County Council of sufficient funds to carry out the transaction.


ANALYSIS

	Building Repair/Replacement Subfund
	$54,217,135

	
2019 – 2020 Adopted Budget:
	
$38,811,345

	Supplemental Appropriations to Date:
	$17,307,198

	Total Appropriation to Date:
	$56,118,543



Rationale for the Acquisition
The stated rationale for the purchase of the property is "to secure land adjacent to the King County International Airport (KCIA)."  According to executive staff, there are limited opportunities to expand the economic footprint of KCIA due to its landlocked nature and increasing property values in the area.  In 2013, the economic impact of KCIA was estimated at $3.5 billion in local business sales, 16,336 jobs, and $1.08 billion in labor income[footnoteRef:1].  These facts, in addition to executive staff's statement that KCIA is experiencing strong demand for additional space, has led staff to determine that the location of the property is a suitable spot for warehouse, sortation, and fulfillment center activities and would be a strategic addition to the county's real estate portfolio. [1:  King County International Airport Economic Impact Study (2013).] 


Consistency with County Policy
Executive staff state that approval of this ordinance supports the guiding principle of financial sustainability and goal of mobility by increasing the county footprint in the vicinity of KCIA and planning for the long-term sustainability of county services.  The current Airport Development Plan within the KCIA Master Plan assumes that the airport is to be developed to complement and enhance both on-airport and off-airport regional economic development activities[footnoteRef:2].  Executive staff also state that the KCIA Master Plan update, which is currently in process, includes nearby land acquisition as a goal both for economic development and to protect the airport from encroachment.  Additionally, the 2014-2020 Airport Strategic Plan[footnoteRef:3] states that KCIA requires investment capital for "new projects funding that will allow the airport to invest in new ventures, attract new tenants and support redevelopment of existing properties."  The plan also sets out six goals to "position the airport to capture its full economic value."  The first goal lists conducting "assessments of key strategic properties . . . off the airport footprint to determine the uses that best align with KCIA's long-term vision[footnoteRef:4]."  The stated rationale for purchasing this property would therefore generally be consistent with both the strategic and master plans.   [2:  KCIA Master Plan (2004).  KCIA is currently undergoing a master plan update process.]  [3:  Council appropriated $450,000 for development of the 2104-2020 KCIA Strategic Plan in Ordinance 17232, adopted November 9, 2011.]  [4:  2014-2020 Airport Strategic Plan.] 


Further, King County's 2019 RAMP, approval of which is currently before council for consideration[footnoteRef:5], lists KCIA properties, including the negotiation of purchase and sale agreements, as initiatives related to new and expanding lines of business.  Should council approve that document, the purchase of this property would be consistent with the county policy framework for county facility development and management. [5:  Proposed Ordinance 2019-0376.] 


Financial Considerations
An appraisal was conducted in August 2019 using a value determination as if the property were demolished, clean, and ready for development.  Based on four recent sales of similar locations along the Duwamish waterway, the estimated fair market value of the property was set at $58 million.

The proposed ordinance would request a supplemental appropriation of $54,217,135 to the building repair and replacement capital fund in order to acquire the property.  According to the fiscal note, this amount includes: $52,217,135 for the purchase price of the property; $82,000 in FMD labor costs; and $343,000 for legal services, environmental study and survey.  Proposed ordinance 2020-0104 which would authorize a 2020 LTGO bond issuance has been transmitted to Council. The proposal would include funding for the property acquisition to be repaid over 30 years from KCIA enterprise funds.  Executive staff state that there are no other appropriation requests anticipated related to the acquisition.

Equity and Social Justice (ESJ) Impacts
Executive staff state that ESJ impacts were considered while developing this legislation. It was determined that shifting this site usage from a heavy industrial, high polluting usage to a light industrial use, in addition to increasing the county footprint in this neighborhood, would have neutral or positive ESJ impacts.  Executive staff indicate that there is no further documentation on how ESJ impacts were determined.
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