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Metropolitan King County Council
Budget and Fiscal Management Committee



STAFF REPORT

	Agenda Item:
	6
	Name:
	Rachelle Celebrezze

	Proposed No.:
	2015-0332
	Date:
	October 14, 2015




SUBJECT

The proposed ordinance would authorize the sale of surplus County-owned property located in North Bend.

SUMMARY

Proposed Ordinance 2015-0332 would approve the sale of a surplus 3.47 acre parcel in the North Bend area, located within Council District 3.  The property was purchased by the Roads Services Division in 2002 to provide a replacement area for vegetation that was being destroyed by the reconstruction of the Edgewick Bridge.  The property was declared surplus in December 2010.  

Since December 2010, the Facilities Management Division has attempted to sell the property on several occasions.  The proposed ordinance would authorize the Executive to convey the surplus property to Dulcich Realty, in accordance with the terms of the Purchase and Sale Agreement ("PSA") entered into by the County and Dulcich Realty on June 5,2015.  Under the PSA, Dulcich Realty has agreed to purchase the property for $73,500--$11,000 more than the most recent appraised value of the property.

BACKGROUND 

The approximately 3.47 acres of surplus property proposed to be conveyed under the proposed ordinance was originally purchased in 2002 by the Roads Services Division to provide a replacement area for vegetation that was destroyed during reconstruction of the Edgewick Bridge.  Additionally, the parcel was used for necessary right of way and as a staging area for the reconstruction of the bridge.  A 31,688 square foot (0.73 acres) and a 6,167 square foot (0.14 acres) mitigation easement for the purpose of protecting and maintaining the replacement vegetation is reserved in the proposed Purchase and Sale Agreement.  According to Executive staff, development of the property is restricted due to regulations protecting flood zones, floodways, aquatic and sensitive areas and State shoreline.  Executive staff also report that the property is not served by public water supply or sewer.

The property was declared surplus by the County on December 1, 2010, and the Facilities Management Division began to actively market the property in 2011.  Given the restrictions on development, FMD's appraisers considered the property to be suitable only for recreational use and appraised the property at $45,000.  FMD received one offer for the property in 2011 and signed a purchase and sale agreement for $45,000—the appraised value—subject to Council approval.  The prospective purchaser was Frank Dulcich of Pacific Aquaculture.  During Council review of the purchase and sale agreement[footnoteRef:1], the Council questioned whether the land could be used for residential and agricultural development, thereby potentially increasing the value of the property.  It was determined that an alteration exception could be approved for some level of residential or agricultural development on the land, and Council did not approve the sale of the property. [1:  Proposed Ordinance 2011-0237.] 


In August 2011, FMD reappraised the property at $73,500, assuming that some amount of residential or agricultural development could occur on the property.  Mr. Dulcich submitted another offer for the property at that time—for $49,000, which Executive staff report that he then raised verbally to $60,000.  FMD did not accept the offer, determining that it was too far below the appraisal value of the property.

In May 2013, FMD reappraised the property at $62,500, but continued to market the property with a list price of $73,500.  In December 2013, FMD received an offer of $73,500—full list price.  A review appraisal carried out in May 2014 supported the $62,500 appraisal value.  Given the lower appraisal value and after conducting due diligence activities, the prospective buyer counteroffered by reducing the purchase price to $50,000.  FMD did not accept the counteroffer and terminated the transaction in September 2014.

FMD then readvertised the property, setting December 14, 2014 as the deadline for submission of offers.  Both of the previous prospective purchasers submitted bids.  The winning—and highest—offer was for $73,500 from Dulcich Realty.  FMD accepted Dulcich Realty's offer and entered into a PSA with Dulcich Realty in June 2015, subject to Council approval.
  
ANALYSIS

Procedure for Declaring County Property as Surplus

Under King County Code, FMD is authorized to sell County property that has been declared surplus to the County's needs, but only after following the procedure outlined in the King County Code.[footnoteRef:2]  In addition, if the value of surplus property exceeds $10,000[footnoteRef:3], Council approval of the sale is required.   [2:  KCC 4.56.070.]  [3:  KCC 4.56.080.] 


Prior to declaring County property as surplus, King County Code requires FMD to determine whether other County departments have a need for the property, whether the parcel is suitable for affordable housing, and whether there are other possible uses for the property.  FMD notified all County departments on November 3, 2010 of its intention to declare the property as surplus, and FMD reports that no County department expressed an interest in the property at that time and no other possible uses were identified.  In addition, the property was determined to be unsuitable for affordable housing development.  The King County Code defines, for purposes of the surplus property process, property as suitable for affordable housing if the property is located within the Urban Growth Area.[footnoteRef:4]  The North Bend property is located outside the Urban Growth Area.   [4:  KCC 4.56.070(C)(1) states that County property is considered suitable for affordable housing under that section if the parcel is located within the Urban Growth Area.] 


Given that no county department expressed an interest in the property and the determination that the property was not suitable for development as affordable housing, FMD formally declared the property as surplus on December 1, 2010.

In August 2015, at the request of the Vice Chair of the Budget and Fiscal Management Committee, Executive staff again inquired whether the Department of Natural Resources and Parks (DNRP) or the Water and Land Resources Division (WLRD) had an interest in acquiring the North Bend property.  Both DNRP and WLRD responded that the departments are not interested in acquiring the property.  

Property Appraisal

The property was most recently appraised by Real Estate Services (RES) in May 2013 for $62,500.  A review appraisal was conducted in May 2014 that supported the $62,500 appraisal.  

As noted in the background, although the property was originally appraised in 2010 at $45,000, that appraisal assumed that the property could only be used for recreational purposes.  The most recent appraisal value of $62,500 takes into consideration the fact that the property could support some limited agricultural or residential purposes.

Under the terms of the PSA, the Buyer has offered $73,500 for the surplus property, $11,000 more than the appraisal value.

Easement

As noted earlier, the PSA retains the 31,688 square foot (0.73 acres) and a 6,167 square foot (0.14 acres) mitigation easement that Roads needs to fulfill its mandate to provide a replacement area for vegetation that was destroyed during reconstruction of the Edgewick Bridge.  

Sale Proceeds and Other Financial Considerations

If approved by the Council, the sale proceeds will be disbursed first to Real Estate Services ("RES") for work associated with the sale of the surplus property, and any remaining funds will be returned to the Roads Fund, as the property was originally purchased with Roads Fund monies and any proceeds from the sale are required to be returned to that fund.  According to the fiscal note, $57,123 will go to Real Estate Services for appraisal work, review, and sale oversight.  This figure includes all of the costs incurred by RES since 2010 in connection with the sale of this surplus property.  The remaining $15,377 will be returned to the Roads fund.

In addition to the proceeds that would accrue to the Roads Services Division, sale of the surplus property would also have other financial benefits for the County.  First, sale of the property to a non-governmental entity, as is the case with the prospective buyer, will return to property to the County's property tax rolls.  Sale of the surplus property will also relieve the County from responsibility for the portion of a road maintenance agreement that runs with the property.  As the current owner of the property, the County is responsible for one-third of the costs associated with the road maintenance agreement.  Those responsibilities (and potential costs) would be transferred to the prospective buyer under the PSA. 

Contingencies

The buyer expressly waived all of the buyer's contingencies in sections 4.3, 5.1, and 5.1.1 of the PSA on July 22, 2015.  

The only remaining contingency in the PSA relates to Council approval of the sale.  Under the terms of the PSA, sale of the property was contingent upon Council approval of the sale within 120 days of June 5, 2015 (the effective date of the PSA), or October 4, 2015.  The PSA allows for one 60-day extension of the Council approval period, if agreed to by the County and Dulcich Realty.  

The parties agreed to the 60-day extension of the Council approval period, which was executed as the First Amendment to the PSA on September 24, 2015.  Under the terms of that amendment, the sale of the property is now contingent upon Council approval by December 4, 2015.


ATTACHMENTS

1. Proposed Ordinance 2015-0332 (and its attachments)
2. Purchase and Sale Agreement Extension
3. Transmittal Letter
4. Fiscal Note

INVITED
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1. Tony Wright, Director, Facilities Management Division
2. Michael Kulish, Acting Manager, Real Estate Services Section
3. Steve Rizika, Real Property Agent, Real Estate Services Section
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