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Date:
April 7, 2011 (Rev. April 25, 2011)
To:
Wendy Soohoo, Mark Melroy - King County Council Staff

CC:
Kathy Brown, Ben Leifer, Marjorie Matthews-Hellman, Sid Bender, Mike Strouse, Joe Woods

From:
Department of Public Health; FMD/Real Estate Services

RE:
Lease Renewal Recommendation – 
Downtown Public Health Center 

  
2124 Fourth Avenue, Seattle

CURRENT STATUS – The Council’s BFM Committee on December 7, 2010 concluded that further review of the proposed Lease was advisable given uncertainties regarding the future of Public Health’s state funding and programs. The existing Lease expired December 14, 2010. Occupancy has continued based on an interim Holdover Agreement subject to execution of the new Lease by July 31, 2011.

SUMMARY – Approval of the proposed 25,497 sf. Lease is re-recommended as the best overall alternative for the following reasons: 1) the Downtown Public Health Center is a well-established, credible provider of critically important health services to the local community including vulnerable and medically at-risk clientele; and 2) the proposed lease is the most flexible and cost effective solution available to continue these services. Following is a synopsis of our recommendation rationale, discussions with Council Staff and a detailed review of all alternatives:
· Service – This healthcare center offers a continuing stable health care environment for some of our most vulnerable community members. The center has gained traction and established service credibility over the years as a vital part of the Belltown community, serving our most vulnerable and medically at-risk clients.  The center also operates as the home of our Needle Exchange program which is a service of particular interest to, and that receives significant financial support from, the City of Seattle. 
· Favorable Lease Terms – The new lease lowers the existing rental rate by $1.20 PSF (to $24.00 PSF from the existing $25.20) and provides over $976,000 in landlord funded allowances and building upgrades. Improvements will include an HVAC upgrade and refurbishment of all restrooms together with the already completed installation of new elevators and new frontage door security grills. The lease also provides a tenant improvement allowance of $20 PSF ($509,940) and a refurbishment allowance in year six of $6.50 PSF ($165,731). Up to $10 PSF of the TI allowance may be credited against rent if unused during the first five years of the lease, and both the TI and refurbishment allowances may, if unused, be credited against an early termination penalty (see “Flexibility” below). 
· Flexibility – Considering the County’s challenging fiscal environment and the potential for additional Public Health budget cuts due to State reductions, future facility and service program flexibility are key. The proposed lease provides the County the ability to terminate at its discretion at any time subject to reimbursement of landlord costs as follows: during the first three years of the lease term the termination payment is $701,167 (includes the tenant improvement allowance and lease commission); during years four through nine the termination payment shall be reduced by $8,347.23 for each month that rent has been paid; and in year 10 the termination payment is waived. In the event of early termination, any unspent allowances (both the tenant improvement and refurbishment allowances) may be credited against the termination payment. 
· Alternatives – Available lease alternatives would be significantly more expensive than the recommended lease renewal due to the cost to convert office space to clinic use (over $3 Million). Acquisition of the subject property would similarly be significantly more expensive due to ownership costs, and is considered imprudent given the uncertain future of public health programs and funding. The County could end up owning a building with significantly reduced or eliminated space usage requirements. Regarding acquisition alternatives, no buildings of similar size are currently available for purchase within the service area. But even if a building was available for purchase, conversion costs are estimated at well over $3 Million. Similarly, utilization of existing County-owned space would be significantly more expensive than leasing. Please refer to the following analyses for more detail.
In essence, the proposed renewal provides a pay-as-you-go lease with the County receiving all of the following benefits: 
· A continuing stable, well-established, well-known, easily accessible service location;

· The existing facility’s improvements, upgrades and reduced occupancy cost; 
· Lease pricing based on a relatively long-term commitment (10-years); 
· The highly favorable right to terminate at any time (albeit subject to payment of unamortized costs). 
BACKGROUND – Public Health has been providing public health services from the Downtown Public Health Center since 1988. Public Health occupies this entire 25,497 sf. four-floor building which is owned by the Lynn Trust. 

The Downtown Public Health Center is one of our most high demand facilities providing a wide array of primary care, child health care, dental health, refugee and homeless health care, and needle exchange services to a diverse and sometimes challenging client population (see attached list of services). Our services have evolved over the years as new disease and social and economic challenges have required flexibility in our services menu and our clinic design and footprint. Since our initial occupancy of the subject property, Public Health has partnered with the building ownership and management to create a service site that is both client centric and cost efficient.

Renewal Process – Starting over two years ago (in anticipation of the December 14, 2010 expiration of the current lease), Public Health and FMD/Real Estate Services initiated discussions with the Lynn Trust about the potential to purchase the building or renew the existing lease. In addition, an extensive site survey was conducted in early 2009 to identify potential alternatives in the downtown core. Conclusions were as follows:
· Purchase price for the subject building was approximately $10 Million at that time which was considered financially infeasible. 

· Very few lease or purchase sites were available in the market and these were much more expensive than the subject property due to the cost to convert to medical office use (estimated minimum $3 Million).

· Renewing the subject lease was significantly less expensive and more flexible than alternative lease sites due to the existing medical office improvements, negotiation of reduced rent and significant building upgrades, and termination rights at the County’s sole discretion (subject to payment of unamortized tenant improvements).

SUMMARY OF ALTERNATIVES
Acquisition – The current turbulence in the county’s budget and fiscal environment, coupled with likely additional cuts to Public Health’s budget due to State reductions, weigh against the purchase of a downtown building for the subject use. Strategically, purchasing a significant real estate asset at this time is not prudent. King County’s overall budget crisis matched with Public Health’s looming state funding cuts make resourcing a purchase in this environment difficult if not impossible. In addition, the net present expense of acquiring the subject, or some other site if one became available, is significantly more expensive than leasing.
· Purchase of Existing Leased Site – Recent discussions with the Lynn Trust ownership confirm that they might be amenable to a sale with pricing less than the $10 Million previously discussed in late 2007. The attached analysis (see attached Lease vs. Acquisition Analysis) estimates the net present expense for acquisition and ownership costs at $12,620,000 compared to the net present expense of lease renewal of $5,251,000. In addition, acquisition of a long-term real estate asset would appear to be significantly imprudent given the uncertainty of current and expected future reductions in public health programs and related funding. 
· Alternative Acquisition Sites – As previously noted, no buildings of similar size are currently available for purchase within the service area. If one became available, the acquisition, conversion and ownership costs, together with the future possibility of an unused or underutilized facility (with related holding costs and expense to retrofit for other uses), is not recommended.
Alternative Lease Sites – Based on an updated site survey (see attached Space Availability Summary), only four buildings in the downtown core could currently provide contiguous space to accommodate the downtown public health center. No smaller buildings in the 25-30,000 sf. range are currently available to allow single-tenant occupancy similar to the existing site.  As well, landlords of the few larger buildings with sufficient vacancy to accommodate the center’s services and clientele are considered unlikely (at best) to accept the potential negative impact on other tenants and/or the leasability of vacant space. As an example, prior to placing the needle exchange at the current center a wide range of alternative sites were reviewed and most landlords were simply unwilling to accept this service as a tenant.  
In addition, the minimum cost to convert newer office space to medical office use supporting the existing menu of services is estimated at $135 – 150 PSF or more (26,000 sf. = $3.5-3.9 Million). The bulk of this cost has already been amortized by the current landlord allowing the currently proposed reduction in base rent.
Lastly, the recent sale of the 7th and Madison Building and plans to convert the space to medical use for lease by the Polyclinic presented a possible alternative. However, the new ownership indicates that the entire building is proposed for use by Polyclinic.  
Existing County-Owned Sites – In reviewing the possibility of utilizing an existing County-owned building, the only downtown facility which could currently be utilized is the Yesler Building. However, the Pioneer Square business community has previously expressed concerns regarding the County’s use of the Yesler Building and potential negative impacts on Pioneer Square business. If this concern was disregarded, existing tenancies and potential future plans were ignored, and environmental review of the building determined that it could be used as a healthcare facility, the costs of first renovating and then operating four floors at Yesler appear to be financially prohibitive.  The building’s inefficient triangular shape could add up to 33% to the usable area requirement resulting in leasing approximately 33,900 sf. compared to the 25,497 sf. currently leased with conventional rectangular floor plates. Considering the building’s shape, age and deferred maintenance, the cost to convert the space to clinic use is estimated at $200 - 225 PSF ($6.7 – 7.6 Million) excluding infrastructure upgrades (HVAC, electrical and plumbing). Further, the difference in operating cost would be significant: 
· Yesler – Current base rent and operating expense for non-general fund agencies is approximately $32 PSF ($1,084,800/year). 
· Proposed Renewal of Existing Facility – First year’s base rent is $24 PSF ($611,928/year). The proposed “Base Year” lease provides that the County only pays the increase in operating costs starting with the second year.

Lastly, facility accessibility and transit availability are also important considerations. We note this for its equity and ADA importance since the Yesler building is not easily accessible nor is transit easily available especially for disabled or frail patients, which are characteristics of many of the clients served Downtown. 

ADDITIONAL INFORMATION
If you have any questions or need additional information, please contact Ben Leifer or Marjory Mathews-Hellman for Public Health questions; or Steve Salyer or Bob Thompson regarding real estate questions. 
ATTACHMENTS
Services Offered at Downtown PH Center

Space Availability Summary

Lease vs. Acquisition Analysis

Services Offered at Downtown PH Center

Application Worker - Public Health Application Workers can assist clients over the phone or in person with filling out a medical application or a form.

Children with Special Health Care Needs - Assist in planning and obtaining medical care and other resources for the child with a disability or a condition that may prevent normal growth and development.

Dental Clinic – Serves predominantly homeless adults.

Downtown Family Medicine (DFM) - Residents and faculty from Swedish Family Practice Residency program and a PHSKC Advanced Registered Nurse Practitioner provide primary health care for adults and families.

Interpreter Services - Interpreter services are available to limited or non-English speaking clients by appointment for public health services.

Maternity Support Services - MSS helps pregnant women find health insurance, local doctors or midwives and other community resources to support a healthy pregnancy. Education and counseling services are provided for women and their partners before and after birth. Services are provided in the clinic or in the client’s home by a team of public health nurse, nutritionist and social worker.

Maternity Screening:  Office visit with a nurse to verify pregnancy, determine medical risk and financial status, and refer to appropriate prenatal services, including to DSHS for medical coupons, health care provider for maternity care, appropriate site for maternity support services and WIC Supplemental Food Program.

OB Services: Screening and Pregnancy testing

Refugee Screening - Provides health screening and interpretation for newly arrived refugees.

Women, Infants and Children Nutrition Program (WIC) - WIC is a supplemental food program for women who are pregnant or breast feeding, infants and children.


[image: image2.emf]Space Availability Summary   Downtown Public Health Clinic                               Size (sf)/       Financial Terms     Tenant Capital     Location     Quality     Space Available     Rent PSF 1     TI Allowance 2     Requirement 3     Comments       Possible Prospects   6 th  and Wall Building   131,287   Ful l floor s  (1 - 3) ,   $27   $30 ($780,000)   $2.72 - 3.12M   Bus access unclear.   521 Wall St   B   contiguous space available.     2200 Western Ave   57,600   Full floor s  (1 - 4) ,   $23   $20 ($520,000)   $2.98 - 3.38M   Bus access unclear.     B   contiguous space available.     Seattle Trade Center   335,149   Full floor  (4 th  floor only) ,   $23   0   $3.5 - 3.9M   Bus   2601 Elliott Ave   B   contiguous space available.       (maximum  29,000 sf.)     Active Voice Building   161,000   Full floors  (5 th , 6 th  floors only) ,   $23   $15 ($390,000)   $3.11 - 3.51M   Sublease only thru  2/2013.   (Fo rmer United Airlines)   B   contiguous space available           Bus access unclear.   2033 6 th  Ave     (maximum 28,246 sf.)                  Not Practical     Bay Vista Office Tower     119,701   Partial floors only.   $23   $25 ($650,000)   $2.85 - 3.25M   Bus   2801 - 2815 2 nd  Ave     B     5 th  and Bell  Building     197,135   Full floors,   $29   $20 ($520,000)   $2.98 - 3.38M   Bus   2301 5 th  Ave     A   contiguous space available.         Blanchard Plaza     256,432   Partial floors only.   $26   $10 ($260,000)   $3.24 - 3.64M   Bus access unclear.   2201 6 th  Ave     A     World Trade Center     186,117   F ull floor s,   $29   $15 ($390,000)   $3.11 - 3.51M   Bus access unclear.   (East Bldg)     A   contiguous space available.   2211 Elliott Ave     Seattle Post - Intelligencer      100,056   Full floors,   $23   $10 ($260,000)   $3.24 - 3.64M   Bus   101 Elliott Ave W     A   contiguous space available .     1   Assumes all leases are Base Year.   2   Assumes 26,000 sf.   3   Assumes TI cost of $135 - 150 PSF ($3.5 - 3.9 Million)        
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DOWNTOWN PUBLIC HEALTH CENTER

Lease:

Size (Square feet) 25,497

Term (Years) 10

*Operating Exp.  14.77

         Estimated Monthly

Year PSF Monthly Annual Op. Exp increase (3% annual) Total Monthly Cost Total Annual Cost

1 $24.00 $50,994.00 $611,928.00 $0.00 $0.00 $50,994.00 $611,928.00 $611,928.00

2 $24.65 $52,375.09 $628,501.05 $0.44 $15.21 $52,390.30 $628,683.61 $1,240,611.61

3 $25.30 $53,756.18 $645,074.10 $0.46 $15.67 $53,771.84 $645,262.13 $1,885,873.74

4 $25.95 $55,137.26 $661,647.15 $0.47 $16.14 $55,153.40 $661,840.82 $2,547,714.57

5 $26.60 $56,518.35 $678,220.20 $0.48 $16.62 $56,534.97 $678,419.69 $3,226,134.25

6 $27.25 $57,899.44 $694,793.25 $0.50 $17.12 $57,916.56 $694,998.72 $3,921,132.97

7 $27.90 $59,280.53 $711,366.30 $0.51 $17.64 $59,298.16 $711,577.93 $4,632,710.90

8 $28.55 $60,661.61 $727,939.35 $0.53 $18.17 $60,679.78 $728,157.33 $5,360,868.24

9 $29.20 $62,042.70 $744,512.40 $0.54 $18.71 $62,061.41 $744,736.92 $6,105,605.16

10 $29.85 $63,423.79 $761,085.45 $0.56 $19.27 $63,443.06 $761,316.71 $6,866,921.87

Net Present value @ 5% discount rate $5,251,094.07

*Operating expense is estimated based on average operating costs for clinic and other medical facilities.

Acquisition:

Size (Square feet) 25,497 *Interest rate 4.50%

*Purchase Price 5,692,500 *Amount Financed 6,668,500

*Operating Exp.  14.77

Price per Square foot 223.26

Capital Improvements 976,000

                  Estimated Operating Expense Increase

 (3% annual)        Major Maintenance reserve

Year Annual Payment Exp. PSF IncreaseAnnual Total             PSF  Annual Total      Total Cost

1 $829,335.27 $14.77 $0.44$376,590.69 $4.97$126,720.09 $1,332,646.05

2 $829,335.27 $15.21 $0.46$387,888.41 $4.97$126,720.09 $1,343,943.78

3 $829,335.27 $15.67 $0.47$399,525.06 $4.97$126,720.09 $1,355,580.43

4 $829,335.27 $16.14 $0.48$411,510.81 $4.97$126,720.09 $1,367,566.18

5 $829,335.27 $16.62 $0.50$423,856.14 $4.97$126,720.09 $1,379,911.50

6 $829,335.27 $17.12 $0.51$436,571.82 $4.97$126,720.09 $1,392,627.19

7 $829,335.27 $17.64 $0.53$449,668.98 $4.97$126,720.09 $1,405,724.34

8 $829,335.27 $18.17 $0.54$463,159.05 $4.97$126,720.09 $1,419,214.41

9 $829,335.27 $18.71 $0.56$477,053.82 $4.97$126,720.09 $1,433,109.18

10 $829,335.27 $19.27 $491,365.43 $4.97$126,720.09 $1,447,420.80

Total expenditure $13,877,743.87

Net present value @ 5% discount rate $10,676,669.37

*Operating expense is estimated based on average operating costs for clinic and other medical facilities.

*Interest rate - rate was obtained from Treasurer's office

*Capital improvements equal existing landlord's proposed investment: $300,000 improvements; $510,000 TI allowance; $166,000 Refurbishment allowance

*Amount Financed - was calculated by adding purchase price and capital improvements and assuming 100% financing

*Purchase Price - Estimate provided by GVA Kidder Mathews, a commercial real estate brokerage

Base Rent

Total Cumulative
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