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STAFF REPORT
SUBJECT:  
Proposed Ordinance 2011-0213 would authorize a lease for the Public Health clinic in downtown Seattle.
SUMMARY:

Proposed Ordinance 2011-0213 would authorize renewal of the public health clinic lease at the Lynn Trust Building in Seattle.  Staff had raised concerns about the lease because the total cost of the lease exceeded the appraised value of the building.  Executive staff has provided additional analysis to support continuing the lease.
BACKGROUND:

Proposed Ordinance 2011-0213 would authorize renewal of the lease at the Lynn Trust Building, located on Fourth Avenue in the Belltown neighborhood of Seattle.  This lease was initially proposed for renewal last fall, but the committee directed staff to continue analyzing this item, as the appraised price of the building ($5.2 million) was less than the amount the County would pay over the life of the 10-year lease ($6.9 million).  The clinic has continued to operate under its current lease, which could be extended on a month-to-month basis through May 2011.
ANALYSIS:

The lease terms for the Lynn Trust Building are listed in Table 1 below:
Table 1.  Proposed Public Health Center Lease Terms
	Lease
	Agency
	Term
	Term Dates
	Annual Cost Range

	The Elizabeth Lynn Trust
	Public Health – Seattle Public Health Center
	10 years
	12/15/2010 – 12/31/2020
	Year 1: $611,928
Year 10: $761,085

Plus any annual increases in O&M expenses


The downtown public health center has operated in the Lynn Trust building for over ten years.  The proposed 10-year lease includes the entire building consisting of 25,497 square feet.  At the end of the lease, the county would have the option to renew the agreement for five additional years.
The rent is set at $24 per square foot in the first year plus incremental annual increases.  The total annual rent would range from $611,928 in Year 1 to $761,085 in Year 10.  The county would also pay any annual increase in operating and maintenance costs.  The landlord will fund an upgrade of all restrooms, front-door security grills, and an HVAC upgrade, as well as provide a tenant improvement allowance of $509,940 and a refurbishment allowance of $165,731 in Year 6.  Note that under the previous lease, the county was paying base rent of $25.20 per square foot, plus $1.62 per square foot for operating expenses, so the proposed lease would achieve cost savings.
The county can terminate this lease prior to May 31, 2011 with no financial penalty if the Council does not approve the lease. Following Council approval, the county may terminate the lease if grant funding is cancelled.  During the first three years of the lease, termination would be subject to payment of $701,167 (to cover tenant improvements and commissions).  During Year 4 through Year 10, the termination penalty would be $701,167 less $8,347 for each month of rent paid following the third year of the lease.  Any unused tenant improvement and refurbishment allowance may be credited against the termination penalty.
This lease came before the committee in December 2010.  At that time, Council staff identified a concern that the Lynn Trust Building’s total appraised value per the King County Assessor is $5,185,000, yet the amount the County would pay over the life of the 10-year lease is $6,979,842 – this raised the question of whether entering into this lease was more cost effective than purchasing the building. 
Real Estate Services has provided additional analysis in response to these concerns.  Real Estate Services worked with a commercial real estate brokerage to estimate a purchase price for the building of $5,692,500 (about $507,000 higher than the Assessor’s appraised value). Using this purchase price estimate, Executive staff produced a cost-benefit analysis showing the costs of the lease versus the costs of ownership over 10 years. Council staff has worked with Executive staff to refine this analysis.  

Based on this new analysis, a fully-financed purchase of the building at an interest rate of 4.5 percent would yield total costs $13.9 million over 10 years, including operations and maintenance costs. Leasing the building for 10 years would yield total costs of $7.0 million.
 One reason the lease is less costly over the 10-year period is that the county would only be required to pay annual increases in operating costs. Note that at the end of the 10-year period, under the acquisition scenario, the county would own the building. However, because of the uncertainty about the future of financing for public health, the future of public health clinic operations is also uncertain.
Given this analysis, as well as the continuing uncertainty about future public health financing, the proposed lease appears to be appropriate at this time.  However, staff notes that it would be prudent for Public Health and the Facilities Management Division to look at its long-term space needs in light of its funding challenges to establish facility priorities.
REASONABLENESS:

Council staff has completed its analysis of this lease.  As such, it would be reasonable for the committee to take action on Proposed Ordinance 2011-0213.
INVITED:

· Kathy Brown, Director, Facilities Management Division
· Steve Salyer, Manager, Real Estate Services, Facilities Management Division
· Ben Leifer, Chief Administrative Officer, Public Health-Seattle & King County
ATTACHMENTS:
1. Proposed Ordinance 2011-0213
2. Executive Lease Renewal Recommendation, Revised April 25, 2011
� The net present value equivalents at a discount rate of five percent would be $10.7 million for the acquisition scenario, and $5.3 million for the lease scenario.
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