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METROPOLITAN KING COUNTY COUNCIL

COMMITTEE-OF-THE-WHOLE
REVISED STAFF REPORT

AGENDA ITEM:  5
DATE:  July 31, 2006
PROPOSED NO:  2006-0282
PREPARED BY:  Mike Alvine

SUBJECT:  AN ORDINANCE modifying the procedure for the sale of financial investment properties owned by King County; and amending Ordinance 12045, Section 6, as amended, and K.C.C. 4.56.075.
COMMITTEE ACTION:  At its July 31, 2006 meeting, the Committee of the Whole approved the ordinance with a do pass recommendations with 7 ayes, no nos and 2 excused.
SUMMARY:  If approved, the proposed ordinance would make two changes in code that affect the sale of County investment property.  The first change would allow negotiated sales in addition to the current methods: sale at pubic auctions and through listings with real estate sales firms.  Negotiated sales are an allowed procedure for all other surplus properties.  
The second change places a new criterion on determining the sale value of investment property.  Currently the code states: “In no case shall a property be sold for less than its appraised value.  This value shall be established by an independent appraisal.”  The new criterion would be to consider the “value that reflects the income producing” potential of the property and to sell the property for whichever is higher.”
BACKGROUND:  The County has a very limited number of investment properties.  County code has established a policy for investment properties: “It is the ultimate objective of the county to dispose of this type of property. Disposal should not occur until optimal market conditions exist for maximizing financial return to the county.”
Property Expert Review Task Force (PERT) – In 2001 the County Council decided to form an expert review panel to help the County move towards best practices in managing its substantial real estate holdings.  The PERT final report has served as a strategic guide for transitioning to a more systematic, policy driven approach to acquiring, selling and managing its properties and leases.

Most of PERT’s work focused on the role of real estate in providing the basic services of government.  Nevertheless a two of findings in the PERT report are relevant to investment properties and the subject legislation.  

· The County has a slow, inflexible decision-making process for acquiring or disposing of real estate. This can result in missed opportunities and increased costs.

· King County Code is not clear on priorities for financial return versus achieving public benefits as well as defining the priorities among public benefits.

Analysis
Negotiated Sales – Approving the option to sell investment property through a negotiated sale gives the Executive, and ultimately the County, more options in how to sell property.  It could also give the County more flexibility in getting concessions in how the property is developed and managed after the sale.  This could be useful for properties located in environmentally sensitive areas, residential areas or where there may be other special considerations.  
In some cases, current tenants of County properties or adjacent property owners are willing to pay more than the appraised value of property.  This is because the income producing potential of the property to an operating business can significantly exceed the appraised value.  Typically operating business will be in such a position more often than a developer who is looking for a market rate return on his or her investment.  An operating business considers the potential income stream of their expanded business, not just the income stream of the property in isolation.
Income Producing Value Analysis – This analysis asks the question: How much would the County have to borrow and invest in order to produce the same revenue stream as the investment property?  Adding this criterion to the code for sale of investment properties will likely to produce higher values and sales prices for the County.  The reason for this is that the County has a lower cost of borrowing because of its strong bond rating and tax exempt status.  Typically the low cost of borrowing would have the effect of making investment properties more valuable to the County than the standard market appraised value. 

It may be an oversight that this provision is not already part of the code since it is referenced a few lines earlier in the previous section (G).  K.C.C. 4.56.075 G states in part, “…A property shall be sold if analysis of its income producing potential and current market sales conditions demonstrates that a greater return to the public will be provided through sale of this property.”  This suggests that when this provision was adopted, decision makers were aware that such an analysis would produce a favorable value for the County.  
If the Council approves this ordinance, the sale of investment properties will still require separate Council approval.
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