[bookmark: _GoBack]Sale Property Summary 
Photo of Property
[image: ]


Address		1111 Fairview Avenue North, Seattle
Sale Price		$5,612,171
Sale Area		95,744 sf: 49,428 sf upland, 46,318 sf submerged 
Assessor's Parcel	408880-2995
Zoning		Commercial 2 40’ (C2-40’), Urban Commercial (UC) shoreline environment overlay, subject to the Shoreline Master Program, South Lake Union Urban Center
Council District	Four
Funding Source	General Fund
Declared Surplus	December 26, 2017
Template Status:	County template with changes
Offer Expiration:	Purchase and Sale Agreement (PSA) executed on September 28, 2017.  Ordinance to be effective on or before 120 days (January 26, 2018) with an additional 60 days for Council Approval (March 27, 2018).

Property Information
The property is located on the southeastern shore of Lake Union in the South Lake Union Urban Center and includes both upland and submerged lands.  The onsite improvements include a 50 slip marina, a surface parking lot that is available to the public for a fee and a two-story 13,394 square foot building, owned by the tenant, and currently serves as a corporate headquarters. The property is leased to TRC Maritime Properties and Marina LLC (“TRC”). The lease term expires  on September 30, 2032. TRC has a lease from the State DNR for the portion of the marina structure that extends over state submerged land.




Context
The property is one of the “Harbor Bond” properties purchased in 1916. The property has never been used for King County purposes, but has been leased to various private enterprises. The current lease originated in 1984, between King County and Rusty Pelican Restaurants, Inc., which constructed the existing building to be operated as a restaurant and marina. The original lease was assigned to South Lake Union Limited Partnership in 1990 and to TRC in 1997. The original restaurant failed, as did its successor. TRC converted the building’s use to office purposes, which is its current use. The original lease term was for 35 years. In 1990, the lease term was extended to October 31, 2024. In 1997, the lease term was extended to August 30, 2032, by an amendment that was approved by the County Council (Ordinance 12886). 

Rationale for transaction:	The property is a financial investment property. Pursuant to KCC 4.56.075, sale must not be less than the appraised value of the property or a price reflecting an analysis of the income-producing potential of the property, whichever is higher. The fair market value of the property encumbered by the current lease has been appraised by an independent appraiser as of July 19, 2017. The income-producing potential of the property has been analyzed, using the rent provisions of the lease, the growth of which is limited by the terms of a Council approved amendment executed in 1997. That value, as well as the reversionary value of the property in 2032 has been discounted by a rate that is based on inflation and the County’s cost of borrowing to a net present value that is nearly $1 million more than the property’s fair market value. The real estate market in Seattle and King County is currently very robust, but speculating on the future of the market is risky. Even if the market continues to appreciate, the growth of rent due under the lease is limited to a maximum of 9.75 % over 5 years and is now and will over the remaining term of the lease produce revenue that is below market. The price premium over fair market value agreed to by the prospective buyer makes this an appropriate time to sell.

Policy considerations:	The property is a financial investment property, which pursuant to KCC 4.56.075 is not currently needed for County use but is held to provide a financial return to the County. It is the ultimate objective of the County to dispose of this property when optimal market conditions exist for maximizing financial return to the County. The property was purchased in 1916 with Harbor Bond proceeds.  Ordinance 15570, adopted in 2006, directed a proposition be submitted to voters authorizing the sale or exchange of real property acquired with proceeds of the County’s 1910 Harbor Bond Issue, provided that any proceeds from such sale or exchanges be used solely for County capital purposes.  

Political considerations:	None known. 

Community considerations:  	None known.  Buyer is a long-time presence in the surrounding neighborhood 

Fiscal considerations:		Ordinance 15570 authorized a ballot measure proposing King County be authorized to sell real property purchased with the 1910 Harbor Bond funds and proceeds from the sale be used solely for county capital purposes.  

Other considerations:	None known.

CIP/operational impacts:  No impact.  Property has never been used for County purposes.	
Change in property use: 	The Facilities Management Division does not know the buyer’s specific plans for the property.

SEPA Review Required yes/no:	No, the property is not subject to an authorized public use.

King County Strategic Plan impact:	Sale of this property furthers the King County Strategic Plan guiding principle of Financial Sustainability.

Equity and Social Justice impact:	In accordance with Real Property Asset Management Plan (RAMP) Strategy 2.0 and 24.0, the Facilities Management Division (FMD) reviewed this legislation for Equity and Social Justice (ESJ) impacts.  This parcel is zoned Commercial 2 40’ (C2-40’), Urban Commercial (UC) shoreline environment overlay, subject to the Shoreline Master Program, South Lake Union Urban Center. The overlay supersedes the C2-40’ zoning primarily in its limited permitted uses focused primarily on water related uses. Non-water oriented uses are only allowed when in combination with water-dependent uses or in limited situations where they do not conflict with or limit opportunities for water dependent uses or on sites where there is no direct access to the shoreline. The current use of the property is consistent with other properties in the neighborhood - which is commercial, industrial and maritime. This sale is not expected to negatively impact low income communities, communities of color or limited English proficient communities. 

Surplus Process

Interest from other county agencies?		No
Property suitable for affordable housing?	No
Property determined to be surplus?		Yes, December 26, 2017


Marketing and Sale
Indicate whether the property was marketed or not, and if so, how it was marketed:
	[bookmark: Check1]|_|
	MLS

	[bookmark: Check2]|_|
	Commercial Broker

	[bookmark: Check3]|_|
	County Website (number of website views:_______________)

	[bookmark: Check4]|_|
	Social Media

	[bookmark: Check5]|_|
	Onsite Signage

	|X|
	Not Marketed (briefly explain) sale is to existing tenant with a long-term lease.






Appraisal Process
Summary      
Date of valuation:	July 19, 2017
Appraised by:		Kidder Mathews Valuation Advisory Services
Appraisal factors:	This is an appraisal of the leased fee estate:  the ownership interest held by the County, which includes the right to receive the contract rent specified in the lease plus the reversionary right when the lease expires. Leased fee interest in the property is estimated by using the discounted cash flow analysis that incorporates projections of future cash flows that consist of contractual lease payments plus the reversion of the property at the end of the lease term. These cash flows are discounted back to a present value to recognize the current value of these future benefits. This analysis requires consideration of several key factors including the relationship between contract rent and market rent, an estimate of the value of the property when it reverts to the landlord at the end of the lease term (land and improvements), estimates for future revenue and value growth, and then the selection of the appropriate discount rate. A discount rate of 8.5% was used.

Comps analysis:	Comparable and current land lease data for comparison purposes is rare, especially when considering that this land lease is a mix of upland and submerged property.  Absent an abundance of relevant data, market participants will look to the value times rate of return method for determining rent. For this appraisal, the appraiser was able to segregate the upland and submerged land components from the purchase price to select property sales along Lake Union.  This required an estimate for the value of the existing building improvements.
Estimated FMV:	$4,680,000 Leased Fee Market Value through September 2032.  
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Leased Fee Analysis of Ground Lease Expires 9/30/32

Annual Net Reversion Reversion
FYE 731 Rent Proceeds Value

2018 21388 50 §7,250,000
2019 5216237 50 57431250
2020 5221766 50 57617031
2021 5232623 50 57,807 457
02 5232623 50 38002643
2023 5236571 50 38202710
204 5237320 50 58407777
205 5243388 50 58617972
20 §255523 50 38833421
2027 §255523 50 59054257
2028 5259636 50 59280613
200 5260459 50 59512628
200 5267118 50 59750444
2031 5280436 50 59,994,205
202 5280436 50 510,244,060
2033 46739 59870152 510,500,162
Discount Rate. Rentalcome  §1999,548

5% Reversion__S2.675765

Net Present Value

(Rounded)
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