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Budget and Fiscal Management Committee
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SUBJECT

Proposed Ordinance 2016-0388 would authorize a new lease to provide a replacement location for the Northshore Public Health Center (Clinic) after the sale of the existing Clinic property in Bothell. 

Proposed Ordinance 2016-0389 would appropriate $855,686 to the Building Repair and Replacement Fund to support tenant improvements related to the new lease. 

SUMMARY

Proposed Ordinance 2016-0388 would authorize a new lease for 5,804 square feet of space in the Evergreen Medical Center in Kirkland, located in Council District Six, as a replacement location for the Northshore Public Health Center (Clinic) after the sale of the existing County-owned Clinic property in Bothell. The lease term would be 123 months (ten years and three months), with an option to renew for one additional five-year term. 

Proposed Ordinance 2016-0389 would appropriate $855,686 to the Building Repair and Replacement Fund to support tenant improvement costs related to the new lease at the Evergreen Medical Center in Kirkland. The prospective landlord would contribute approximately 20 percent ($232,000) through a tenant allowance toward the $1,087,846 total projected cost of the tenant improvements. The remaining $855,686 is expected to come from the sale proceeds of the existing Northshore Clinic property in Bothell.

Of note, a third measure to approve the purchase and sale agreement (Proposed Ordinance 2016-0417) for the County-owned Northshore Bothell property (current Clinic location) has subsequently been transmitted for Council consideration.  Staff anticipate this may be taken up by the Committee of the Whole during the fall.

BACKGROUND

Public Health services are provided at public health centers located throughout King County. Northshore Public Health Center (Northshore Clinic), open Monday through Friday, is currently located in the City of Bothell (Council District One) and serves approximately 4,000 clients a year, over 90 percent of whom have an income under 200 percent of the federal poverty level. Principal programs at Northshore Clinic include Women, Infants and Children (WIC[footnoteRef:2]) nutrition services, Maternity Support Services (MSS[footnoteRef:3]) and Infant Case Management (ICM[footnoteRef:4]). WIC satellite clinics are located in Bothell (open Mondays and Tuesdays) and Carnation (open on Thursdays). [2:  WIC is a supplemental food program for women who are pregnant or breast feeding, infants and children.]  [3:  MSS helps pregnant women find health insurance, local doctors or midwives and other community resources to support a healthy pregnancy. ]  [4:  ICM provides support and referral to needed medical, social, educational and other community resources.] 


Northshore Clinic History. Voters in 1987 approved a levy for the issuance of $99.8 million in general obligation bonds (which have since been retired) for multiple health care improvements, including $15 million for five regional health care centers and a satellite clinic in north King County that became the Northshore Clinic. The County purchased the Northshore property in Bothell in 1989 and built the 16,277 square foot Northshore Building (Building) on the property in 1993. The Building is operated and maintained by the King County Department of Executive Services Facilities Maintenance Division (FMD).

Between 1993 and 2008, the Building housed the Northshore Clinic and offices for Public Health Environmental Health Services field staff. By 2009, Public Health reduced its use of space in the Building by half and HealthPoint (a nonprofit health clinic) became a joint tenant. At the end of 2012 HealthPoint moved to another location in Bothell and subsequent attempts in 2013 to find a replacement tenant were unsuccessful. The Building has been partially vacant since the end of 2012. Approximately 6,400 square feet (less than 40 percent) of the Building is currently used by Public Health. 

Public Health was charged $100,000 by FMD in 2015 for operating and maintenance expenses associated with its Building use. Additionally, the County General Fund reimbursed FMD $55,382 in 2015 for ‘mothballing’ costs associated with the unused building space. Aside from Public Health, the King County Records and Licensing Services (RALS) is the only other Building user. RALS operates a community services center in the Building’s main reception area a few days per week.

Northshore Clinic 2015/2016 Budget Proviso. The adopted 2015/2016 Biennial Budget, which assumed closure of the Northshore Clinic and its services at the end of 2015, included a $100,000 proviso on FMD-Real Estate Services[footnoteRef:5] and a $100,000 proviso on Public Health[footnoteRef:6] requiring Council approval of a report on options related to Northshore Clinic operations and facility; a plan for continued existing services delivery in an integrated, comprehensive manner from a fixed location; and Council passage of a motion approving the report and plan.  [5:  Ordinance 17941, Section 28, Proviso P2.]  [6:  Ordinance 17941, Section 95, Proviso P5.] 


The subsequent proviso response addressed the following three options for Northshore Clinic:
A) Keep the property, maintain Clinic operations onsite and lease out the vacant building space; 
B) Sell the property and maintain Clinic operations onsite through a leaseback agreement; or
C) Sell the property and move Clinic operations to a new location through an outside lease.

The preferred approach identified in the proviso response was to move forward with selling the existing Clinic property, pursuing options B and C simultaneously until one option proved to be more advantageous, with the caveat that Public Health would not be able to enter into a long-term agreement until there was clarity about the financial sustainability of Public Health Centers. Of note, the 2015/2016 Public Health financial plan includes anticipated proceeds from the sale of the Northshore Bothell property going towards reducing Public Health’s budget deficit.

The motion (Motion 14589) to approve the proviso response was briefed in the Budget and Fiscal Management (BFM) Committee on August 26, 2015. The motion was deferred pending receipt of additional information including the response to a separate budget proviso regarding the sustainability of the public health centers system and the outcome of the Best Starts for Kids (BSK) levy on the November 3, 2015 ballot. Motion 14589 was passed by the BFM Committee on March 9, 2016 and approved by full Council on March 21, 2016.

Furthermore, following passage by voters of the Best Starts for Kids (BSK) levy, Council appropriated revenues from the BSK Fund to Public Health that extended Northshore Clinic budget authority to the end of 2016.[footnoteRef:7] Sale of the Northshore property is still assumed in Public Health’s current financial plan (Attachment 7). [7:  As described by Executive staff, $830,000 from the BSK revenues appropriated in Ordinance 18207 were intended to extend Northshore Clinic budget authority through 2016. Subject to budget transmittal and adoption, anticipated 2017/2018 revenue at the Northshore Public Health Center includes patient-generated revenue, grants and contracts, Medicaid administrative claiming, BSK, and the County General Fund.] 


ANALYSIS

Proposed Ordinance 2016-0388 would authorize a new lease for 5,804 square feet of space in the Evergreen Medical Center in Kirkland, located in Council District Six, as a replacement location for the Northshore Public Health Center after the existing County-owned Clinic property in Bothell is sold and upon substantial completion of tenant improvements at the new location in Kirkland. Executive staff indicate that the aforementioned satellite clinic services would continue in Bothell and Carnation. 

The proposed new lease location, which is approximately 2.1 miles from the existing Northshore Clinic location, would be in a shared facility (Evergreen Medical Center) and include use of up to twenty-nine parking spaces at any given time in the building parking area, which is shared in common among building users. Evergreen Medical Center is located near to major roadways, public transportation and other health and human service providers. Moreover, Evergreen Medical Center is located within the ZIP code in which the highest percentage (approximately 35 percent) of clients resided who received services in 2013 at the existing Northshore Clinic location.[footnoteRef:8] Public Health indicates that the new leased space in Kirkland would house the WIC and MSS/ICM programs. [8:  Among clients who received services at Northshore Clinic in 2013, the top five zip codes for residency were: 98034 (primarily north Kirkland), 35 percent; 98011 (Bothell), 22 percent; 98028, 10 percent; 98052 (Redmond), 8 percent; and 98072 (Woodinville), 7 percent.] 


Per King County Code 4A.100.070, Council approval is required for leases with terms lasting longer than five years. The lease agreement for the aforementioned space at Evergreen Medical Center, as set forth in Attachment A to Proposed Ordinance 2016-0388, includes an initial lease term[footnoteRef:9] of 123 months (ten years and three months) with an option to renew for one additional five-year term, as well as an option for the County to cancel the lease after sixty-three months (five years and three months). However, the early termination provision carries a penalty of $211,345 if exercised.  [9:  Per the lease agreement, the lease would commence on the date on which the tenant improvements are substantially complete per Exhibit C (Tenant Improvement Addendum) of the transmitted lease agreement.] 


The transmitted lease agreement includes a Council approval deadline of October 31, 2016. 

Fiscal Analysis. Per the transmitted lease agreement, base rent would be $24.00 a year per rentable square foot ($11,608 per month) and subject to a three percent annual increase. No rent would be charged for the first five months of the initial lease term. Additionally, the County would be responsible for its pro-rata share of the operating costs starting on lease commencement (no five-month credit). According to Facilities Management Division (FMD), operating expenses are expected to be $65,178 annually. 

Tenant Improvements. FMD estimates $1,087,846 in total costs for tenant improvements to be funded through a landlord tenant allowance of $232,160 ($40 per rentable square foot) and $855,686 from the sale proceeds of the existing Northshore Clinic property in Bothell. Proposed Ordinance 2016-0389 would appropriate $855,686 to the Building Repair and Replacement Fund to support tenant improvement costs related to the new lease. 

Building Repair and Replacement Subfund  	$855,686	
2015/2016 Adopted Budget: $5,339,887
Supplemental Appropriations: $18,614,356
Cumulative Total Appropriation to Date: $23,954,243

[bookmark: _GoBack]FMD indicates that the majority of the work associated with the tenant improvements at this site (to be completed by the landlord per Exhibit C, Tenant Improvement Addendum, to the lease agreement) is intended to update the appearance, functionality and provide for a more sustainable infrastructure, including energy efficient lighting and eco-friendly carpet and paint. Moreover, limited new construction activities are also proposed, including redesigning the waiting, reception and front office areas consistent with other public health centers. Per Exhibit C (Tenant Improvement Addendum) of the transmitted lease agreement, the prospective landlord would be required to provide the County (tenant) with a work schedule identifying the tenant improvements planning and completion timetable (subject to tenant approval) within three business days following the mutual execution of the lease.

Exiting Northshore Clinic Property - Leaseback Provision. A third measure to approve the purchase and sale agreement (PSA) for the County-owned Northshore Bothell property (current Clinic location) has subsequently been transmitted for Council consideration.[footnoteRef:10] Of note, the proposed PSA includes a leaseback provision if additional time is needed following the sale of the existing facility before the new location is ready for occupancy. This leaseback provision, at a base rent of $13,564 per month, would include an initial term of three months with two 3-month options to extend. [10:  Proposed Ordinance 2016-0417.
] 


Legal Review. Council’s legal counsel has completed its legal review of the transmitted new lease agreement at Evergreen Medical Center in Kirkland and has identified no material issues.
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1. Tony Wright, Director, Department of Executive Services - Facilities Management Division (FMD).
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