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STAFF REPORT

SUBJECT:  A MOTION supporting the dedication of the solid waste division's rent owed to King County to regional health and human services.
BACKGROUND:
From 1968 to 1992, King County leased the Cedar Hills property from the Washington State Department of Natural Resources.  As consideration for the lease, the County paid a nominal yearly rent and accepted all liability for any claim that resulted from operations on the premises. 
In 1992, King County acquired title to the Cedar Hills property pursuant to a quitclaim deed from the State of Washington.  Title to the property was transferred to the County at large, not a specific department or division within the County.  (The County currently uses the property solely for Solid Waste Division operations.  However, a portion of the property was used as an in-patient substance abuse treatment facility from 1967 to 2002.)  In consideration for the title, the County agreed to accept and indemnify the State against all past, present and future liability.

In May 2003, the King County Prosecuting Attorney’s Office transmitted a memorandum to the King County Executive’s Office with the opinion that the payment of rent from the Solid Waste Division to the county’s Current Expense fund for the Solid Waste Division’s use of the Cedar Hills regional landfill property is justified.  (see Attachment 3)   The PAO memorandum states that “Yes.  State law supported by Attorney General Opinions confirms that the Current Expense Fund may lawfully charge the Solid Waste Division rent for the use of the Cedar Hills Regional Landfill property to the extent that the Solid Waste Division benefits financially from the Current Expense Fund for this use.”  The memorandum further notes the need for compliance with the State Accountancy Act, RCW 43.09.210, requiring that “separate accounts be kept for different local government funds and that a fund receiving a financial benefit from another departmental fund must pay the ‘true and full’ value of the benefit received.”  In addition to State law, the PAO cites a series of applicable State Attorney General opinions supporting the finding that the State Accountancy Act applies to the proposed rent payment.
In March 2003 the private commercial real estate firm of Cushman & Wakefield of Washington, Inc. was contracted by the King County Prosecuting Attorney to conduct a Market Rent Appraisal of the Cedar Hills property to identify the “true and full” value of the property.  (see Attachment 5)  This report analyzed the market rent for two different time periods:  retroactive rent from 1992 through 2003 (from date of acquisition to present) and future rent from 2004 to 2012 (from present to the approximate closure of Cedar Hills landfill).  The appraisal estimated the rental obligation of both components in present value terms on January 1, 2004 and used a discount rate of 6 percent.  
· The total appraised present value of retroactive rent was stated as “no more than $120,000,000”.  The amount negotiated by the Solid Waste Division for retroactive rent was about half of this amount—approximately $60,000,000.  The need to maintain the solvency of the solid waste fund was a significant factor in determining how much rent to forgive.  

· The total appraised present value of future rent was $60 million.  

As a result, the total rent owed—$60 million retroactive plus $60 million future—is $120,000,000.  With an annual payment of $7,000,000 per year beginning in 2004, and assuming an annual inflation rate of 3 percent for 25 years, the present value of this payment stream is $120,000,000.  
SUMMARY:

WHEREAS statements in Proposed Motion 2003-0435 reference several facts and circumstances, including:

· The structural gap between the county’s revenues and expenditures,

· The Regional Policy Committee’s work on human services issues,

· The history of the county’s acquisition of the Cedar Hills property and the circumstances requiring the payment of rent from the Solid Waste Division,

· That a commercial real estate firm assisted the Executive in calculating an annual rental value of the Cedar Hills property, and

· The Executive’s intention to dedicate the rental payments to support regional human services in King County.
Proposed Motion 2003-0435, if approved, would establish policy directing that rent paid by the Department of Natural Resources and Parks Solid Waste Division for the use of the Cedar Hills property be dedicated to health and human services.
ATTENDING:
· John McHale, Senior Deputy Prosecuting Attorney, King County 

· Dave White, Economist, King County Department of Natural Resources and Parks 

· Steve Call, Director, King County Budget Office
ATTACHMENTS:

1. Proposed Motion 2003-0435
2. Letter of transmittal from Executive Sims, dated September 18, 2003.

3. Memo from John McHale, King County Senior Deputy Prosecuting Attorney, dated May 15, 2003, outlining the legal justification for the payment of rent for Solid Waste Division use of the Cedar Hills regional landfill property.
4. Calculation of Rent Obligation to the CX Fund for the use of the Cedar Hills Property

5. Market Rent Appraisal of Real Property prepared by Cushman & Wakefield of Washington, Inc. including:

A. Letter outlining methodology and findings, dated March 4, 2003.
B. Summary of Salient Facts




( Present Value - The current value of one or more future cash payments, discounted at some appropriate interest rate, i.e. the value in “today’s dollars.”
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