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SUBJECT: 
 
Proposed Ordinance 2014-0239: An ordinance authorizing the Executive to enter into a ground lease agreement with Neighborcare Health to construct and operate a new facility on the site of the North District Multiservice Center located in Council District 4.

Proposed Ordinance 2014-0240: An ordinance relating to a capital improvement project, making a supplemental appropriation of $2.4M to the Building Repair and Replacement Fund for the demolition of the existing facility on the site of the North District Multiservice Center (NDMSC).

SUMMARY: 

The proposed partnership between Public Health and Neighborcare would expand access to healthcare in the Seattle Northgate area. Seattle’s north end has over 48,000 low-income residents who are not currently receiving services. The proposed center would maintain the existing level of care (7,000 patients) and add capacity for an additional 7,000 patients. Valley Cities Counseling also plans to lease space and provide services at the new facility, which would further the County’s interest in integrating primary care, and mental health and other human services.

Under the proposal, King County would enter into a 50-year ground lease and development agreement with Neighborcare, which would construct a new clinic facility (the Meridian Center) on the vacant portion of the site. Construction would start in September 2014 with the new facility opening in the fall of 2015. After the new center’s opening, King County would spend $2.4M (General Fund) to demolish the County’s existing facility, which currently has $6M in deferred maintenance.  Under the terms of the proposal, the County would have the option to lease space in the new facility. 

BACKGROUND

The North District Multi-Service Center is located on a 3.17 acre site in the Northgate area bounded by Meridian Ave N. to the East, N. 107th St. to the North and N. 105th St. to the South, and is less than one mile to Northgate.  The City of Seattle purchased the property. Then, to take advantage of funding made available by Referendum Bill #29 (Ref 29), the City deeded the property to King County in 1976 and conditioned the transfer on the County building a public health facility and satisfy the Ref 29 requirements for a period not less than 25 years. The NDMSC was constructed using Ref 29 and King County funds.  The existing facility has been operated continuously since completion in the late 1970s  and is in need of substantial renovation and rehabilitation.

Public Health currently provides primary care, maternity support and Women/Infant/Child (WIC) services to 10,600 unduplicated clients at the NDMSC. Community Psychiatric Clinic leases space at the facility to provide on-site behavioral health services for 2,000 clients.

Neighborcare Health is a not-for-profit provider of primary health and dental care to low-income individuals. 

ANALYSIS:

Under the proposal, King County would enter into a 50-year ground lease with Neighborcare, which would construct a new clinic facility (the Meridian Center) on the site. Construction is estimated to start in September 2014. The new facility is estimated to open in the fall of 2015. King County would spend $2.4M to demolish the existing facility and would have the option to lease space in the new facility. 

According to the Executive’s transmittal letter, Public Health would reduce its operating costs by $1.2M dollars annually for Public Health by consolidating services with Neighborcare. In addition, King County would avoid $6M in deferred maintenance costs at the existing facility, which would be demolished once the Meridian Center was complete.

Summary of Current and Proposed Facility & Operations
	Current Facility & Operations
	Proposed Facility & Operations

	7,000* primary care patients between two clinics
	14,000 primary care patients at one site

	No on-site dental 
	On-site dental care for 7,000 patients (12 chairs)

	3,600 maternal/child health clients
	Capacity for 4,000 maternal/child health clients

	On-site behavioral health for 2,000 clients without direct linkage to primary care or other services
	Integrated on-site behavioral health for 500 new clients in addition to existing capacity in the area

	Stand-alone family planning provided by Public Health
	Family planning integrated into Neighborcare’s primary care

	Limited linkages to human services
	On-site human services and linkage to Opportunity Center for Employment and Education 

	Outdated, inefficient buildings with physical barriers to integration
	Modern, LEED certified building designed with service integration in  mind

	No community space
	Gathering space for staff and community members

	51 Public Health FTEs
	22 Public Health FTEs


*Volume estimates are annual unduplicated clients

Note that the proposal involves two pieces of legislation: 

(1) Proposed Ordinance 2014-0239 would approve the ground lease, as well as a development agreement and a 12-year tenant lease as attachments to the ground lease. The development agreement governs the development of the new facility. The tenant lease sets forth the terms that Public Health would enter into if it chose to exercise its right to lease space in the new facility. Review of these agreements is ongoing. Note that Proposed Ordinance 2014-0239 would also amend the King County Code to allow for a 50-year ground lease, which is currently not allowable under the code.

(2) Proposed Ordinance 2014-0240 would appropriate $2.4M in General Fund monies for the demolition of the existing facility to the Building Repair and Replacement Fund. 

Proposed Ordinance 2014-0239

Ground Lease

Attachment A to Proposed Ordinance 2014-0239 is the 50-year ground lease that would commence after the County issues to Neighborcare a notice of conditions precedent satisfaction. Initially the ground lease would only cover the portion of the property where Neighborcare plans to build the new facility.

Neighborcare would pay no rent, which is allowable under K.C.C. 4.56.150, which allows the County to lease property for less than full market value when a public benefit will result. Note that the code only allows a maximum term of 35 years for ground leases, so the K.C.C. 4.56.180 would need to be amended to allow for a longer period. (Proposed Ordinance 2014-0321, which will be introduced and referred at Council, would make this change.)

The ground lease allows Neighborcare to request a 25-year extension to commence at the end of the 50th year after the 25th year of the initial term. The County would have one year to make a determination on the extension request. 

The City of Seattle would require the County to demolish the existing North District Multi-Service Center within six months of issuance of a temporary Certificate of Occupancy for Neighborcare’s new facility. Following the demolition, the ground lease would expand to include the portion of the property where the North District Multi-Service Center was located. Neighborcare’s rights under the ground lease for the second portion would expire when the original ground lease expires or upon notice by the County of its intent to redevelop the second portion.

Development Agreement

The development agreement is Exhibit C to the ground lease and governs the development of the new facility. The development agreement calls for Neighborcare’s contractor and subcontractors comply with the County’s nondiscrimination and equal employment opportunity requirements and apply for Leadership in Environmental Design (LEED) certification at least at the gold level. 

The development agreement contains conditions precedent that would have to occur before the ground lease would commence and Neighborcare could proceed. A key initial condition precedent is the approval of Neighborcare’s financing plan. The development agreement calls for the Facilities Management Division director to make a recommendation to the Executive to approve or disapprove Neighborcare’s financing plan. 

The development agreement also includes as an attachment a proposed tenant lease. Under the project proposal, the County would have an option to lease space for Public Health in the Meridian Center. The County would have 30 days from notification of substantial completion of the new facility’s shell and core to exercise the lease. As proposed, this determination would lie solely within the County’s executive branch. 

Tenant Lease

If the County were to exercise its option to lease space in the Meridian Center, the lease would contain the following terms:

· Lease term: 12 years with four options to extend for five years each at the Tenant’s elections - for a total of 32 years
· Square feet: 9,628
· Rent per square foot: $38 (with a 2.5 percent per year increase)
· Operating costs per square foot: $9
· Total annual payment: $452,516
· First year rent credit: $50,000

These costs appear to be in line or better than the market rates. 

The lease would allow for King County to sublet/assign occupancy by another party only with the prior written consent of the landlord, which could not unreasonably withhold or delay its consent. In a scenario in which Public Health was unable to continue to fulfill its obligations under the lease, it could find another tenant with Neighborcare’s consent. However, the County would ultimately be responsible for ensuring that the terms of the lease were met. 

Proposed Ordinance 2014-0240

Proposed Ordinance 2014-0240 would appropriate $2,388,701 to the Building Repair & Replacement CIP Fund:

· $1,740,789 for demolition
· $439,601 for Facilities Management Division project management
· $208,311 in contingency

This amount would be supported by the General Fund or General Fund debt payments.

As discussed during the first discussion on proposed ordinances, this proposal is being made at a time when Public Health funding is experiencing a major crisis. This proposed partnership represents an opportunity to continue to provide and even expand health services in an area of high need. As noted last week, staff has looked into whether the County’s would legally be able to sell the property now that the covenant to provide health services on the site for 25 years has been met. The Prosecuting Attorney’s Office has confirmed that the site could be sold free and clear for the highest and best use (residential housing), so an implicit policy choice is being proposed to spend $2.4M in General Fund monies rather than sell the site for its current market value and avoid spending the demolition costs. It is unknown what the value of the site would be, particularly given the condition of the existing facility. Furthermore, it is important to note that declaring property surplus and disposing of surplus property are responsibilities of the executive branch.

Legal Review of the Agreement

Legal review is complete. Various technical changes, clarifications and substantive changes were proposed by Council’s legal counsel, and have been agreed upon by Neighborcare. 

Striking Amendment

A striking amendment has been developed that:

1. Adds a finding statement on Public Health’s financial condition and adds language in the ordinance that would have the directors of the Office of Performance, Strategy and Budget and Public Health – Seattle & King County report to the council by February 15, 2015 on Public Health’s financial capability to fully fund the lease. The Council would then have until March 31, 2015 to approve a motion finding that Public Health does not have the financial capability to fully fund the lease. If the Council passes the motion by March 31st, the Executive would not have the authority to exercise the option to lease space in the new facility. (Change to the ordinance)
2. Gives the authority to the Director of the Office of Performance, Strategy and Budget to approve of Neighborcare’s financing plan, rather than the Director of the Facilities Management Division. (Change in the development agreement)
3. Requires a notification to the Council and Budget and Fiscal Management Committee chairs when the financing plan is approved. (Change to the ordinance)
4. Strengthens hazardous materials provisions (Change to the ground lease and development agreement)
5. Makes various clarifications and technical corrections in the ground lease, development agreement and tenant lease, including clarifying requirements related to the number of parking spaces available for Public Health and for Neighborcare throughout the term of the agreements. (Change to the agreements)
6. Removes the code revisions from Proposed Ordinance 2014-0239. These have been moved to a new ordinance Proposed Ordinance 2014-0321, which will be introduced and referred at full Council in the afternoon.

REASONABLENESS:

Policy analysis is now complete. The committee may wish to take action to move these items to the full Council.

ATTACHMENTS:

1. Proposed Ordinance 2014-0239 with Attachments
2. Proposed Ordinance 2014-0240
3. Executive’s Transmittal Letter
4. Fiscal Note
5. Property Summary

INVITED:

1. Mark Secord, Executive Director, Neighborcare Health
2. Dr. David Fleming, Director, Public Health-Seattle & King County
3. Dwight Dively, Director, Office of Performance, Strategy & Budget
4. Michael Gideon, Chief Administrative Officer, Public Health-Seattle & King County
5. Mark Ellerbrook, Budget Supervisor, Office of Performance, Strategy & Budget
6. Kathy Brown, Director, Facilities Management Division
7. Bob Stier, Project Manager, Facilities Management Division
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