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STAFF REPORT

SUBJECT:  

Proposed Ordinance 2012-0271 would approve a new public health center lease located in the King County Housing Authority (KCHA) Greenbridge community in White Center.
SUMMARY:
This is the first hearing for the proposed ordinance. According to the transmittal letter, the proposed lease “will enable Public Health – Seattle & King County to better serve the residents of King County while continuing to provide in excess of 33,000 clinical, nursing, and client support visits to some of our County’s most vulnerable residents.”
The lease
 is proposed as a ten-year lease with first extension option of five years and a second extension option for four years and eleven months. Tenant improvements are already underway at a budgeted cost of $1.3 million and occupancy is tentatively scheduled for late October 2012.

According to the transmittal letter, Public Health will save $1.5 million over 20 years compared to the existing White Center location costs. 
BACKGROUND:

As provided for in K.C.C. 4.04.040, the council must approve leases that extend beyond the end of a fiscal year unless (1) the entire term of the lease is included in a capital appropriation ordinance, (2) the lease contains a cancellation clause allowing unilateral termination by the county or (3) the lease is approved by ordinance.  

K.C.C 4.04 also stipulates that a lease that extends longer than a cumulative two year period requires council approval by ordinance.  This requirement ensures transparency regarding short term leases that could become multi-year leases through the process of using renewal clauses to extend lease periods.  

Council oversight for long term leases is intended to ensure that costs are controlled and reviewed regularly and that the leased space is consistent with the county’s asset management plan. The County has acknowledged that owning is usually more economical in the long term and attempts to maintain a balance between leased and owned space that is cost effective and efficient for the county.

Public Health’s current White Center clinic is located in space leased from the Parks and Recreation Division (Parks). Parks and the Facilities Management Division (FMD) are currently exploring alternative uses for the vacated White Center facility. 
ANALYSIS:
To comply with K.C.C. 4.04.040, that stipulates that a lease extending longer than a cumulative two-year period requires council approval by ordinance, the Executive is proposing the approval of a long-term lease for Public Health.  
Note that the Facilities Management Division Director sent a letter on October 25, 2011 notifying the Council of its intent to move forward with tenant improvements funded using existing Public Health operating funds in the range of $1 to $1.3 million. However, staff would point out that Public Health’s proposed 2012 budget did not identify the operational savings or the tenant improvements as specific change items.  
Also, staff would note that it is unusual for King County (as a tenant) to fund tenant improvements. Tenant improvements are typically funded by the landlord. The landlord would then recover these costs through higher rents over the term of the lease. In this case, Public Health is providing the upfront funds to implement the tenant improvements. Note that during the first two years of the lease Public Health will pay no base rent charges, which would increase the operational savings in the early part of the lease agreement (by about $176,000 over two years) in recognition of Public Health’s upfront investment in the facility.
Lease Terms
The proposed lease is for 6,022 square feet of space to house 35 Public Health staff moving from the existing 17,461 square-foot White Center location (owned by Parks).  The lease term is for ten years, with (essentially) two five-year options to extend.  
1. Dates:  The term of the lease will commence 30 days after the tenant improvements have been substantially completed or June 20, 2012, whichever is later. The term expires on the 10th anniversary of the last day of the month in which the Commencement Date occurs. 

2. Tenant Improvements:  According to the transmittal letter, the final budgeted cost for tenant improvements is $1.3 million, which is being supported by existing appropriation authority in Public Health’s 2012 budget. The tenant improvements are expected to be completed in coming weeks with occupancy scheduled tentatively for late October 2012. The tenant improvement costs include:
	
	Costs

	Design fees
	$108,000

	Permit fees
	$6,908

	Construction
	$1,048,431

	KCHA 5% Management Fee
	$60,150

	5% Construction Contingency
	$54,404

	Data, Telephone, Moving, Furniture, etc.
	$299,500

	WIC Grant Offset
	-$102,000

	KCHA Rent Reduction Offset
	-$176,821

	
	$1,298,572


Note that the actual cost is closer to $1.6 million, but including project cost offsets of $102,000 (Women, Infant, Children Supplemental Feeding Program Grant) and $176,821 (rent reduction during the first two years) brings the net cost to $1.3 million.

3. Parking:  The lease includes seven reserved parking spaces for Public Health’s fleet vehicles. Public Health clients will be able to park in the Greenbridge nonresidential parking lots while receiving services at the clinic. 
4. Negotiated First and Second Year Costs:  As mentioned above, under the lease, Public Health will pay no base rent during the first and second years of occupancy. In Year 3, monthly base rent would start at $7,645 (or $91,740 annually) and then would increase 2.5 percent annually thereafter, as shown below.
	Time Period
	Monthly Base Rent
	Yearly Base Rent

	Year 1
	$0
	$0

	Year 2
	$0
	$0

	Year 3
	$7,645
	$91,740

	Year 4
	$7,836
	$94,032

	Year 5
	$8,032
	$96,384

	Year 6
	$8,233
	$98,796

	Year 7
	$8,439
	$101,268

	Year 8
	$8,650
	$103,800

	Year 9
	$8,866
	$106,392

	Year 10
	$9,087
	$109,044


5. Operational Costs: The lease calls for the Housing Authority to give King County an annual expense estimate setting forth the annual operating expenses for the year. If during the year, the operating expenses vary by more than two percent, the Housing Authority may revise the estimate to increase or decrease the County’s operating expenses for that year. 

Following the end of each calendar year, the Housing Authority and King County will engage in a reconciliation process. The Housing Authority will provide King County with a statement of the actual operating expenses and the County will have the opportunity to dispute specific expenses if appropriate. 
The lease estimates operations and maintenance costs of $5.50 per square foot ($5.50 X 6,022 square feet) for the first year of the lease, or about $33,115. The fiscal note assumes that operations and maintenance costs will increase at about three percent per year.

Legal Review
As a reminder, per K.C.C. 4.56.186, it is the responsibility of the Executive to negotiate leases for the County.  The proposed lease was negotiated by Real Estate Services and has been reviewed by the Prosecuting Attorney’s Office and the Council’s legal counsel.  
The Executive has already executed this lease, but the lease does include the ability to terminate before the end of this year. However, some County responsibilities could extend beyond that termination date, such as obligations to indemnify the landlord, pay increased rents as a hold-over tenant (i.e., if Public Health did not move out even after the lease had been terminated), and pay for damages associated with not surrendering the premises in proper condition. While these responsibilities are typical for leases, it is worth noting that the Council has not yet approved this lease and yet the County would be required to meet these obligations.

Financial Assumptions

The fiscal note transmitted with the legislation indicates first year savings of $305,388 as shown below.

	
	1st Year
	2nd Year
	3rd Year

	Costs at Existing White Center Location 

(Ops. & Maintenance plus Major Maintenance Reserve Contributions)
	$339,502
	$349,687
	$360,178

	Greenbridge Costs 
(Ops. & Maintenance plus Base Rent)
	$34,115
	$35,138
	$127,931

	Difference
	-$305,388
	-$314,549
	-$232,246


As shown in the table above, Public Health anticipates avoiding significant costs annually from moving out of its existing White Center location and relocating to Greenbridge. In the first two years of the lease, the anticipated savings exceed $300,000 because Public Health would pay $0 in base rent, so the only costs incurred would be operations and maintenance costs. Even in the third year when Public Health would begin paying base rent ($91,740), the savings is projected to be approximately $232,000.

The Executive estimates that over 20 years, Public Health will save $1.5 million (net present value) in occupancy costs at the Greenbridge facility compared to costs at the existing White Center location.
Other Policy Considerations
According to the Executive’s transmittal letter, the new public health center at Greenbridge will achieve the following results: enhanced client service resulting from improved proximity to other health and social services (including Family Services, the YMCA, Neighborhouse, the Boys and Girls Club and the new King County Library at Greenbridge); equity and social justice benefits resulting from enhanced access and convenience for public health clients; and enhanced proximity to public transportation. 
As noted previously, Public Health is currently leasing space for its White Center public health center from Parks, though Public Health is not paying any rent to Parks because the facility is currently being managed by FMD. If the Council approves the lease and Public Health relocates, the property would transfer back to Parks. The City of Burien has expressed interest in purchasing the property if the annexation measure it is preparing for that area is successful. If not, Parks expects to find a replacement tenant for the building. 
REASONABLENESS:

Staff analysis is complete, unless Councilmembers have any questions or concerns. As the proposed lease would yield savings and operational efficiencies for Public Health, it would constitute a reasonable and prudent business decision for the Committee to take action at this time. 
INVITED:

1. Ben Leifer, Chief Administrative Officer, Public Health – Seattle & King County
2. Kathy Brown, Director, Facilities Management Division

3. Dwight Dively, Director, Office of Performance, Strategy and Budget

ATTACHMENTS:
1. Proposed Ordinance 2012-0271, including Attachment A (lease)
2. Transmittal Letter, dated July 17, 2012, including Attachment A (letter to King County Councilmembers, dated October 25, 2011)
3. Fiscal Note

�The proposed lease is actually a sublease. The King County Housing Authority (KCHA) is the sublandlord, pursuant to a partnership created for tax purposes, and the fee owner of the land.  





1

