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STAFF REPORT
SUBJECT:  

Proposed Ordinances 2010-0317 and 2010-0318 would approve the sale of two surplus property parcels in rural King County on Vashon Island.  The residential properties were appraised in 2009 and listed for sale with the Northwest Multiple Listing Service (MLS).  Both properties are being sold to adjacent residential owners for the full value.
SUMMARY:

On May 14, 2010, the Executive transmitted two ordinances that would approve surplus property sales located on Vashon Island in Council District 8.  Both residential parcels are “owned” by the Roads Fund.  This staff report will cover both proposals:

1. Proposed Ordinance 2010-0317 would authorize the sale of a property referred to as the Pole Yard property for the full list price of $20,000.

2. Proposed Ordinance 2010-0318 would authorize the sale of a property referred to as Tax Lot 108 for the full list price of $19,000.
If approved, the proposals would authorize the Executive to execute purchase and sale agreements to convey and deliver the properties to the identified buyers.  The Roads Services Division is the custodian of both residential parcels.  

· The Pole Yard property is a vacant lot located on the east side of Vashon Highway SW in the 21600 block on Vashon Island Street.  
· Tax Lot 108 is located in the 12800 block of Vashon Highway SW.
This ordinance advances the Council’s priority of Environmental Sustainability by strengthening stewardship of the property.  In addition, the Council’s priority for Financial Stewardship is enhanced, as the sale proceeds will strengthen the Roads Fund.
FOLLOW-UP FROM JULY 20 MEETING:

This is the second hearing for Proposed Ordinances 2010-0317 and 2010-0318.  
At the June 20 meeting of the BFM Committee, Councilmembers considered the Executive’s proposal to sell two Vashon Island properties, which have been declared surplus to the County’s needs.  As a reminder, the properties were appraised by Real Estate Services (RES) in 2009, listed by the Multiple Listing Services (MLS) at the full appraised value, and are proposed for sale to cash buyers for the full appraised/list price.  The Committee discussion raised concerns as to whether the parcels were appraised appropriately for the market at $20,000 for the Pole Yard property and $19,000 for Tax Lot 108.  Members questioned whether the parcels could have been valued at a higher price and requested further detail concerning the comparable properties used to determine the property values.
Council staff asked RES to provide the methodology and comparable information for the appraisals that were used to value the properties.  Attachments 11 and 12 are the Real Estate Services (RES) responses to those requests.  The provided information lists all factors and comparable properties used to determine the appraisal, as well as maps showing the locations of the comparable properties.  In addition, RES also looked at development potential – particularly the feasibility/availability of water and sewer services and septic system installation.  In other words, are the properties “buildable”?
According to RES staff, development potential is the most significant valuation factor for properties on Vashon Island.  Development factors include location, access, view, and availability to water and sanitary systems.  RES used these factors for the appraisals on the parcels proposed for sale.
Development Potential

At the July meeting, committee members asked detailed questions regarding water and sewer service and septic system installation.  RES looked at development potential regarding these services by conferring with Public Health inspectors from King County Public Health who are involved in septic installations on Vashon Island.  RES based these discussions on feasibility and used previous research by the appraiser to answer the questions as to whether the properties are “buildable”.  Their response is as follows:

· Pole Yard Parcel – Not buildable due to the lack of public water service and setback requirements which preclude construction of either a well for water service or a septic system for sewer service.
· Tax Lot 108 Parcel – Possibly buildable, subject to acquisition of a $10,000 water share from the Heights Water District servicing the north end of the island.  Construction of a septic system is considered difficult with costs estimated at up to $40,000 plus the cost of testing.  
Comparable Properties

RES looked for properties on Vashon Island that included similar development factors to establish a valuation for the county’s properties.  Comparable properties used to determine the appraised value for the Pole Yard property ranged from $16,500 to $31,000 and RES estimated that the property has a current market value of $20,000.  Comparables for the Tax Lot 108 property ranged from $15,000 to $31,000 and RES estimated that the property has a current market value of $19,000.  
Council staff asked RES whether any of the comparable properties had sold and if so, at what price.  RES staff stated that only one comparable sale similar to the subjects’ location and size has occurred on Vashon Island since appraisal of the subject properties.  That parcel is a flat “buildable” lot of 0.88 acre located north of town on the highway that sold for $39,000.  However, that property has greater development potential because there are potential views of Rainier and Puget Sound.  Local Utility District 19 water is available to that property, which was listed for $50,000 and sold for $39,000.  The discussion below shows the details regarding the more limited water options available to the Pole Yard and Tax Lot 108 parcels.
RES feels that the proposed appraisals are valid in today’s housing market and that if the properties were relisted, they would not sell at a higher price.  
Timeline Considerations
The purchase and sale agreements between King County and the buyers were initiated almost a year ago in late September 2009.  The legislation and documents were transmitted by the Executive in mid-May, were introduced and referred on July 6 and had a first hearing in the BFM Committee on July 20.  If the legislation is approved by the committee at this meeting and follows normal timelines, the legislation would most likely be enacted in September 2010.  
Options for Consideration

The following options are available for possible action by the Committee regarding the Vashon Island property sales:

(1)  Approve the property sales as proposed.  This option would allow RES to complete the transaction and finalize the property sales in early September.  This option would also return the properties to the county’s tax rolls.
(2)  Do not approve the sales.  This option would reinstate the properties in the County’s real estate portfolio.  RES could request a new appraisal for the properties and relist them for sale.  It should be noted that a second appraisal could remain the same, increase or decrease.  There is no guarantee that the buyers who had issued the only offers for the properties would still be interested in the purchase.
(3) Hold the legislation and request a second appraisal, prior to taking action.  As noted above, a second appraised value could remain the same, increase or decrease.  If the appraised value does not increase, the $34,009 assumed as proceeds to the Roads Fund would decrease by the cost of the re-appraisal.  

Two types of appraisals could be utilized to evaluate the subject properties.  (1) The first type is a short form report that is used for smaller properties or parcels assumed to have a lesser value.  This type is less costly to prepare due to time and staffing savings and allows more sale proceeds to accrue to the fund owner.  (2) The second type is referred to as a full narrative appraisal and is a more costly option.  This type provides an in-depth explanation of the valuation and how the appraiser made the conclusions.

Both types of appraisals typically include comparable sales information on other comparable properties and can reach the same conclusions.  The difference lies in the amount of narrative explanation.  Short form appraisals are based on a similar amount of analysis, evaluation and comparison of comparable sales to the subject property, but provide a value estimate without a full narrative explanation of the appraiser’s thinking process in reaching the value conclusion.
RES “in-house” appraisals of smaller, lower value properties generally use the short form report to help county agencies save costs.  This type of appraisal costs approximately $1,500 to $2,000 per parcel.  RES notes that the cost of full narrative appraisals can vary widely.  In some recent 2010 cases, independent fee report costs have been lowered in hopes of acquiring more work, with reasonable ranges between $3,500 and $6,500.  

RES has provided two timeline and price estimates regarding new full narrative appraisals.  These scenarios are based on current information.  
a) If RES performs a full narrative appraisal using internal staff, the turnaround time for both parcels would be between 30 to 45 days, with a cost of up to $4,000 per parcel.  (Preparation of a new short form report would require approximately two weeks at an approximate cost of $1,500 per parcel.)  
b) If RES bids out the report to an approved and contracted fee appraiser for a full narrative appraisal, a turnaround time could be anticipated of 45 to 60 day for both parcels, with a cost of up to $5,000 to $7,000 per parcel.
If full appraisals on the parcels were solicited assuming the above estimates, the Roads fund revenues realized by the sale of the properties would be significantly reduced from the current assumption of $34,009 to a range of $20,009 to $26,009.
It should be noted that if a new appraisal is directed by the Council, the current buyers may not be willing to wait for the additional time required and/or be interested in finalizing the purchase at a new appraised value.  
Amendment

As a reminder, should the Committee wish to act on the proposals, Proposed Ordinance 2010-0317 requires a technical amendment to remove a reference to a non-existent attachment and to refer to the property by name.  
PREVIOUS STAFF REPORT INFORMATION
BACKGROUND:

Pole Yard Property:  The Pole Yard property is a 0.86 acre property that is located on the east side of Vashon Highway SW in the 21600 block on Vashon Island.  The site is a somewhat level, square-shaped vacant lot and is zoned RA5.  The parcel was acquired by the county in 1906 and was used as part of its development of the Vashon Island Highway.  The parcel became a storage yard after development was completed.  Attachment 5 is maps of the property showing a vicinity view and a parcel view.  
Tax Parcel 108:  Tax parcel 108 is a 0.45 acre unimproved residential parcel that is located in the 12800 block of Vashon Highway SW on Vashon Island.  The parcel is a lightly wooded, gently undulating lot that is zoned RA-2 and includes 162 feet of frontage on the Highway.  Attachment 9 is maps of the property showing a vicinity view and a parcel view.  
ANALYSIS:

King County Code 45.56.080 requires Council approval for the sale of county-owned real property.  Attachment 10 outlines the surplus property process in King County.  Pursuant to KCC 4.56, notices were circulated to other county departments by the Facilities Management Division (FMD).  No agency has expressed interest and the properties do not meet the criteria for affordable housing, as the properties are located in rural areas with no access to sewer facilities.  The proposed ordinances would authorize the Executive to execute the purchase and sale agreement (PSA) that have received review by the Prosecuting Attorney’s Office staff.  The agreements, which were signed in September, 2009 will be executed upon enactment by the Council.  
If approved by the Council, sale proceeds will be disbursed to Real Estate Services for work associated with the property sales and to the Roads Fund as custodian of the properties.  (The properties were originally purchased with Road Fund monies and any proceeds from the sale are required to be returned to the fund.)  
· Pole Yard Property:  $2,710 will go to Real Estate Services for appraisal work and review, sale oversight, and outside broker fees.  The remaining $17,290 will be returned to the Roads fund.  
· Tax Lot 108:  $2,281 will go to Real Estate Services for appraisal work and review, sale oversight, and outside broker fees.  The remaining $16,719 will be returned to the Roads fund.  
AMENDMENTS

Proposed Ordinance 2010-0317 requires a technical amendment to remove a reference to a non-existent attachment and to refer to the property by name.  
REASONABLENESS:

Approval of Proposed Ordinances 2010-0317 and 2010-0318 will enable FMD to move forward with the sale of the properties.  Because the real estate is surplus to the county’s needs and will be purchased by qualified cash buyers, the sale of the two properties appears to constitute a reasonable business decision.
INVITED:

· Kathy Brown, Director, FMD
· Steve Salyer, Manager, Real Estate Services, FMD

· Anne Lockmiller, Agent, Real Estate Services, FMD

· Dwight Dively, Director, OMB

ATTACHMENTS:

1. Amendment to Proposed Ordinance 2010-0317

2. Proposed Ordinance 2010-317, including Attachment A, purchase and sale agreement

3. Transmittal Letter, dated May 10, 2010

4. Fiscal Note

5. Maps of the Pole Yard Property

6. Proposed Ordinance 2010-318, including Attachment A, purchase and sale agreement

7. Transmittal Letter, dated May 10, 2010

8. Fiscal Note

9. Maps of Tax Parcel 108 Property

10. Surplus Property Process

11. FMD RES memo, dated July 23, 2010 regarding valuation
12. FMD RES memo, dated July 29, 2010 with additional information
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