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Metropolitan King County Council
Committee of the Whole

STAFF REPORT

	Agenda Item:
	4
	Name:
	Miranda Leskinen

	Proposed No.:
	2016-0417
	Date:
	October 3, 2016



SUBJECT

Proposed Ordinance 2016-0417 would authorize the sale of surplus County-owned property (existing Northshore Public Health Center site) located in Bothell.

SUMMARY

Proposed Ordinance 2016-0417 would approve the sale of a surplus 124,740 square feet parcel including a 16,277 square foot building (existing Northshore Public Health Center site) in Bothell, located within Council District One. Public Health currently uses about 6,400 square feet of the building’s space, with the remaining space having been vacant since the end of 2012. The property was declared surplus in 2015.

Specifically, the proposed ordinance would authorize the Executive to convey the surplus property to TTL, LLC, in accordance with the terms of the Purchase and Sale Agreement (PSA), dated June 6, 2016. Under the PSA, TTL, LLC has agreed to purchase the property for $4,100,000, the most recent appraised value of the property. Included in the PSA is an assignment agreement for an existing cell tower ground lease on the property, as well as a leaseback option for Public Health should additional time be needed following the property sale before the new Clinic location is ready for occupancy. Additionally, an amendment to the PSA was signed by the County on August 2, 2016 that entails waiver of the buyer’s due diligence contingency in the PSA, dated June 6th, for a purchase credit of $132,500 toward HVAC system work.

Of note, two related measures were passed by Council on September 19, 2016 to authorize a new lease for a replacement location for the Northshore Clinic after the sale of the existing County-owned Clinic property in Bothell (Ordinance 18369) and appropriate $855,686, to be reimbursed from the sale proceeds of the Northshore Bothell property to the Building Repair and Replacement Fund, to support tenant improvement costs related to the new lease (Ordinance 18364). 

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 Public Health Center (Northshore Clinic). With respect to the property to be conveyed under the proposed ordinance, 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 Management 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 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 County Building user. RALS operates a community service center in the Building’s main reception area a few days per week.[footnoteRef:5]  [5:  The RALS Northshore Community Service Center (CSC) closed at the end of September 2016. Of note, several of the services provided by the Northshore CSC may be done online (e.g. marriage license application, pet licensing and property tax payments), as well as in person at other CSC locations throughout the County. More information about CSC locations and services is available at http://www.kingcounty.gov/depts/records-licensing/community-service-centers.aspx.  ] 


Of note, the Northshore property is encumbered by a utility access easement along the eastern property line and an associated cell tower ground lease with the communication company New Cingular Wireless PCS, LLC (Lessee). The cell tower site encompasses 630 square feet of the property and includes space for a monopole and an equipment shelter. The Lessee has installed a cell tower on the property. The existing ground lease between the Lessor (County) and Lessee is effective through July 31, 2020.

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:6] and a $100,000 proviso on Public Health[footnoteRef:7] 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.  [6:  Ordinance 17941, Section 28, Proviso P2.]  [7:  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 proviso response characterizes the Northshore Building as ‘generally in good condition’ with the exception of the HVAC system which has reached the end of its useful life. Council appropriated approximately $250,000 to the Building Repair and Replacement (BR&R) Fund for HVAC system replacement as part of an omnibus budget ordinance in September 2015 (Ordinance 18110). FMD staff indicated that full disclosure of the air conditioning issue was made while marketing the property and further represented that work to correct the issue was tentatively scheduled for spring 2016, but that repairs might be negotiated as part of a property purchase and sale agreement (PSA), which is further discussed later in the staff report. 

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 BSK levy, Council appropriated revenues from the BSK Fund to Public Health that extended Northshore Clinic budget authority to the end of 2016.[footnoteRef:8] Sale of the Northshore property is still assumed in Public Health’s current financial plan (Attachment 5).  [8:  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.] 


Replacement Northshore Clinic Location - New Lease and Related Tenant Improvements. Of note, two related measures were passed by Council on September 19, 2016 to authorize a new lease for a replacement location for the Northshore Clinic after the sale of the existing County-owned Clinic property in Bothell (Ordinance 18369) and appropriate $855,686, to be reimbursed from the sale proceeds of the Northshore Bothell property, to the Building Repair and Replacement Fund to support tenant improvement costs related to the new lease (Ordinance 18364). 

ANALYSIS

County-Owned Property Sale Process. FMD is authorized to sell County property that has been declared surplus to the County’s needs per the process set forth in County Code.[footnoteRef:9] In order to declare property as surplus, County Code requires FMD to determine whether other County departments have a need for the property; whether the parcel is suitable for affordable housing; and whether there are other possible uses for the property. FMD indicates that no other County departments have expressed an interest in the property and that the property was found to be unsuitable for affordable housing. The property was declared surplus in 2015. [9:  K.C.C. 4.56.070] 


Also per County Code, Council approval is required for the sale of surplus property valued at or above $10,000.[footnoteRef:10] FMD indicates that the property, including the cell tower lease, was identified by the County’s appraiser (and confirmed by an outside appraiser) as having an appraised value of $3,850,000 in 2014. However, a more recent appraisal was performed by the County’s appraiser in June 2016 and confirmed by an outside appraiser on July 28, 2016. These recent appraisals, based on sales comparison and income approaches, identify the property as having an appraised value of $4,100,000 (inclusive of the cell tower lease).  [10:  K.C.C. 4.56.080] 


Purchase and Sale Agreement (PSA). The transmitted PSA (Attachment A to Proposed Ordinance 2016-0417) indicates a $4,100,000 purchase price, which is consistent with the most recent property appraised value. FMD indicates that an opportunity arose during the buyer due diligence period for the County to transfer the HVAC system work to the buyer at a cost savings to the County. Per an amendment (first amendment) to the PSA signed by the County on August 2, 2016, $132,500 from the sale proceeds would be held back in escrow as a buyer credit for HVAC system repair and maintenance and the buyer would waive due diligence contingencies under Section 5.1 of the underlying PSA.[footnoteRef:11]  [11:  The fiscal note indicates that $199,135 of the remaining funds appropriated for the HVAC system would be disappropriated. As described in the property summary, nearly $52,000 of the $250,000 appropriated for HVAC system replacement (Ordinance 18110) was expended to provide a temporary cooling system for the benefit of Public Health employees while they remained in the Building and for project planning costs.] 


According to the fiscal note, of the $4.1 million gross sale proceeds: 
· $84,227 would go to FMD - Real Estate Services for due diligence, appraisal review, marketing, legislation and related labor costs; 
· $194,750 would cover broker commission; 
· $15,235 would cover appraisal contracts, title report and appraisal review;
(Totals approximately $294,000 in transaction costs) 
· $132,500 would cover the HVAC deduction per the First Amendment to the PSA;
· $410,000 would go to to 4Culture (per County Code)[footnoteRef:12]; and  [12:  K.C.C. 4.56.130] 

· $855,686 would reimburse the Building Repair & Replacement Fund for tenant improvement cost support at the new leased Clinic location.

After consideration of these costs, approximately $2.4 million net total revenue from the property sale would be available for the Public Health Fund - as shown in Figure 1 below. 

Figure 1. Anticipated Net Revenue to Public Health Fund from Northshore Bothell Property Sale 


Cell Tower Ground Lease Assignment. As previously noted, the Northshore property is encumbered by a utility access easement along the eastern property line and an associated cell tower ground lease, effective through July 31, 2020, with the communication company New Cingular Wireless PCS, LLC (Lessee). Per Section 1.2 of the PSA, the cell tower ground lease would be assigned to the buyer as of the property sale closing date.

Facility Leaseback Provision. The transmitted PSA includes a leaseback provision if additional time is needed upon sale of the existing facility before the new Clinic location is ready for occupancy. If exercised, the leaseback provision (described in Exhibit F to the PSA) would be at a base rent of $13,564 per month and include an initial term of three months with two 3-month options to extend. 

Council Approval Deadline. The PSA (Section 5.2) includes a Council approval contingency within 120 days of the effective date (date PSA was signed by both parties), meaning Proposed Ordinance 2016-0417 would need to be effective by October 4, 2016 to satisfy this contingency. However, the PSA provides the seller (County) with discretion to extend this deadline for up to an additional 90 days if needed. If the Council approval contingency is not satisfied within this timeframe, the PSA will terminate.

Legal Analysis. Council’s legal counsel reviewed the transmitted PSA and recommended revising Exhibit F (Leaseback provision - Lease agreement), Sections 7 (Utilities and Services) and 9 (Maintenance and Repairs) to account for the $132,500 HVAC system repair and maintenance buyer purchase credit reflected in the First Amendment to the PSA mutually executed on August 2, 2016. 

A Second Amendment to the PSA that strikes and replaces Exhibit F, Sections 7 and 9 to account for the $132,500 HVAC system repair and maintenance buyer purchase credit included in the First Amendment to the PSA was mutually executed by the parties on September 9, 2016.

AMENDMENT

Amendment 1 to the proposed ordinance would add the Second Amendment to the PSA, dated September 9, 2016, to the transmitted Purchase and Sale Agreement, dated June 6, 2016 (Attachment A to Proposed Ordinance 2016-0417). Additionally, Amendment 1 would replace the existing Exhibit E, Assignment Agreement, to the PSA with a version that is dated September 21, 2016 and has appended to it the lease that is being assigned (the Exhibit A referenced in the Assignment Agreement.)[footnoteRef:13] Amendment 1 would also correct a reference date in Exhibit E. [13:  The Assignment Agreement with the referenced Exhibit A materials appended to it (PSA Exhibit E, dated September 21, 2016) is available at http://www.kingcounty.gov/council/legislation.aspx, using the search term 2016-0417.] 


INVITED

Tony Wright, Director, Facilities Management Division (FMD)
ATTACHMENTS
1. Proposed Ordinance 2016-0417 and its attachments
1. Amendment 1 to Proposed Ordinance 2016-0417 and its attachments
Transmittal letter
Fiscal Note
Q2 2016 Public Health Financial Plan

$294,000 for transaction costs


$132,500 for HVAC deduction


$410,000 to 4Culture 


$855,686 toward new location TIs


$2.4 million net total revenue to Public Health Fund


Gross Sale Proceeds: $4,100,000
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