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SUBJECT:  

An ordinance authorizing a purchase and sale agreement for the sale of the County’s surplus Blackriver Building, located at 900 Oakesdale Avenue SW, Renton, and a leaseback of a portion of the building.

SUMMARY:

The King County-owned Blackriver Building in Renton was declared by the Facilities Management Division (FMD) to be surplus to the County’s needs and offered for sale.  The County received five purchase offers and accepted the highest qualified offer, submitted by Unico Investment Group LLC, in the amount of $5,550,000.

Department of Assessments (DOA) currently occupies 12,265 square feet of the Blackriver Building and uses the space for its residential appraisal division.  The proposed sale includes a leaseback lease that would allow the DOA to continue to occupy its space in the Blackriver Building.

BACKGROUND:

The Blackriver Building is a 74,280 gross square foot three-story office building that was purchased by King County in 1998.  At the time it was purchased, the building was primarily occupied by the Department of Planning and Environmental Review (DPER) (formerly the Department of Development and Environmental Services) at a time when the agency had 375 employees and served more urban areas in King County.

The 2011 Real Property Asset Management Plan (RAMP), Volume II (Ordinance 17171) identified the sale of the Blackriver Building as part of a strategy to “consolidate and co-locate departments… to reduce facility overhead, increase efficiency, and save money.”  DPER was subsequently moved to the Snoqualmie area to better serve the rural area and fit its current workforce of 88 employees.  The DOA is the only county agency remaining in the Blackriver Building, occupying half of one floor of the building.

On December 13, 2013, FMD declared the Blackriver Building surplus to County needs.  FMD found the site unsuitable for affordable housing because the location is zoned Commercial Office in the City of Renton and contains an office building.  FMD also determined that the DOA continuing to occupy its space in the Blackriver Building was the most cost-effective option.

The property was then professionally marketed for sale with the inclusion of a leaseback lease for the DOA to continue occupying its current space in the building.  Purchase offers were received from five buyers.  The County accepted the highest qualified offer, dated January 31, 2014, in the amount of $5,550,000, submitted by UPI 900 Oakesdale LLC, which is owned and controlled by Unico Investment Group LLC.  FMD negotiated a Purchase and Sale Agreement (PSA), subject to Council approval, for an “as is” all-cash sale.

The leaseback lease for the 12,265 square feet of the building currently occupied by DOA would be for a ten-year term with four five-year extension options.  Base rent would be $13.50 per square feet, totaling $13,798.13 per month, escalated $0.50 per square foot annually, and reset to market value every five years.  The rent also includes the tenant’s pro rata share of building operating costs, which is 17.5 percent.

ANALYSIS:

Follow up
In panel last week, members asked about the $555,000 payment to Cultural Development Authority from the proceeds of the sale of the Blackriver Building. This payment is in response to code section 4.56.130 A which states:
On transactions with gross sale proceeds of two hundred fifty thousand dollars or greater that are to accrue to the current expense fund, ten percent of the gross sale proceeds are to be deposited into the arts and cultural development fund.

This provision was added in 2001 when the Council passed Ordinance 14260. 

Fiscal Impact

The sale of the Blackriver Building would provide $5,500,000 to King County in 2014, distributed as follows:

	General Fund
	$1,693,553

	Cultural Development Authority
	$555,000

	Debt Service Repayment Fund
	$2,871,575

	Facilities Management Internal Service
	$88,879

	Real Estate Services
	$340,993

	TOTAL 
	$5,550,000



The funds distributed to FMD and Real Estate Services are to reimburse those agencies for activities associated with the sale of the property.  The Debt Service Payment amount of $2,871,575 involves paying the remaining balance owed for the purchase of the building ($2.810M) and the 2014 accrued interests ($61,575).

The total annual rent costs (base rent plus pro rata share of operating costs) to the DOA are projected to be:

	2014
	2015
	2016
	2017
	Sum of out-year impacts

	$71,778[footnoteRef:1] [1:  Based on an assumption that the DOA lease would take effect in October.  Since the lease will not take effect until after Council approval, the 2014 rent costs will be lower. ] 

	$292,013
	$301,847
	$311,791
	$2,209,000



This constitutes a significant increase in rent costs for DOA as shown in comparison to the following table of DOA’s rent over the past five years for the same space in Blackriver Building under County ownership. This increase is assumed in the Executive’s proposed 2015/2016 budget for DOA. 

	2010
	2011
	2012[footnoteRef:2] [2:  According to the Office of Performance, Strategy, and Budget, the 2012 O&M per-square-foot costs were offset by reductions in the labor and non-labor building costs associated with space consolidations implemented in the 2012 budget.] 

	2013
	2014

	$98,611
	$111,979
	$74,928
	$108,990
	$157,183



The Office of Performance, Strategy, and Budget stated that the difference between DOA’s Blackriver rent costs under County ownership and the proposed lease is due to the fact that DOA’s lease payments to the County do not reflect the full cost to the County, since Blackriver debt service costs are paid out of a separate General Fund appropriation.

According to FMD, the DOA rent of $13.50 per square foot was based on a review of comparable properties and recently signed leases at competitive properties in the south end real estate market.

Rationale for Selling the Property

King County is authorized to sell county real property when doing so is in the best interest of the county (K.C.C. 4.56.020.A). The property summary prepared by FMD states that vacating most of the Blackriver Building and selling it are part of the policy direction contained in the 2011 RAMP, and that the proposed sale would reduce operating costs and liabilities and provide $5,500,000 in one-time funds to support other county needs.  The property was appraised to be worth $5,600,000 on September 11, 2013.

Surplus Property Requirements

According to FMD, the department followed the requirements set forth in K.C.C. 4.56.070 and declared the Blackriver Building surplus because no County agencies expressed interest in the property, and the property was determined to be unsuitable for affordable housing due to the commercial office zoning.  Council approval by ordinance is required for sale of surplus property valued at greater than $10,000 (K.C.C. 4.56.080).

Rationale for Leasing Space for the Department of Assessments

K.C.C. 4.56.186 authorizes the County Executive to lease real property for use by the county as may be authorized within appropriations approved by the council. The code states that “In leasing real property for use by the county, the executive shall assess the needs of county departments and agencies and determine which real property best accommodates such needs.”  Council approval is required by ordinance for any lease for real property longer than two years.

FMD determined that remaining at the Blackriver Building was in the best interest of the County and the DOA because having a tenant made the Blackriver Building more valuable at the time of the sale, and saved the DOA the costs associated with moving.  DOA has a continuing need to have their residential appraisal division located in a central area within King County.

Legal Review

Council Legal Counsel reviewed this PSA and found no substantive legal issues.

INVITED:
1. Helene Ellickson, Office of Performance, Strategy, and Budget
2. T.J. Stutman, Office of Performance, Strategy, and Budget
3. Yiling Wong, Office of Performance, Strategy, and Budget
4. Gail Houser, Real Estate Services
5. Timothy Barnes, Prosecuting Attorney’s Office
6. Tre Maxie, Department of Assessments 
7. Richard Watson, Department of Assessments
8. Al Dams, Department of Assessments
9. Brendan Camarda, Department of Assessments
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