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Metropolitan King County Council
Budget and Fiscal Management Committee



STAFF REPORT

	Agenda Item:
	8
	Name:
	Miranda Leskinen

	Proposed No.:
	2019-0333
	Date:
	August 27, 2019




SUBJECT

An ordinance to authorize execution of a renewal lease for the Auburn Public Health Center.

SUMMARY

The proposed ordinance would authorize the Executive to execute a renewal lease for the Auburn Public Health Center located in Auburn at 901 Auburn Way North. The existing lease expired on September 30, 2018, and has since been in holdover status.

The proposed renewal lease rate would be $20,098 per month[footnoteRef:1] (including base rent and operating costs) for the same space occupancy of 8,500 square feet for a five-year term with an option to extend for an additional five-year term. The negotiated rental rate includes a $60,000 tenant improvement allowance, which the transmitted lease property summary indicates would be used to paint and install new carpet in the public health center lobby and main hallways, remove a wall to create a Family Planning team room, and remove casework and walls to increase the size of the conference room.  [1:  Per the proposed renewal lease agreement, base rent would be subject to an annual three percent increase, with operating costs subject to up to a five percent increase annually.] 


The total lease cost for the 2019-2020 biennium, subject to lease commencement date, would be approximately $321,566[footnoteRef:2]. The total 2021-2022 biennial cost would be approximately $503,000. Of note, the initial base rent of $21.00 per square foot in the proposed renewal lease agreement is approximately $5.88 less per square foot than the existing rate. As indicated in the fiscal note, the cost of the proposed lease has been included in Public Health’s 2019-2020 Biennial Adopted Budget, so no corresponding appropriation request was transmitted with this proposed ordinance. [2:  This amount reflects a September 1, 2019 lease commencement date.] 







BACKGROUND 

The Auburn Public Health Center utilizes 8,500 square feet within a 45,000 square foot facility located at 901 Auburn Way North in Auburn. Public transit is accessible approximately 0.1 miles from the facility (bus stop), and the facility is located within close proximity of other health care facilities (HealthPoint Auburn North and Multicare Auburn Medical Center).

The Auburn Public Health Center has been at it current location since November 2008[footnoteRef:3] and offers a range of public health services, such as family planning, HIV and STD screening, public health nurse home visits, maternity support services, WIC (Women, Infants and Children) nutrition program, and health care enrollment.[footnoteRef:4] This public health center and its satellite clinics annually provide health services to approximately 10,000 clients.[footnoteRef:5] According to department staff, there are approximately 34 Public Health staff at the Auburn Public Health Center, which includes three positions that split time between the Auburn and Federal Way Public Health Centers.[footnoteRef:6] [3:  Public Health moved into the space on October 31, 2008, and began providing services on November 4, 2008. The property underwent extensive renovations in 2008 to prepare the premises for occupancy by the county. Tenant improvements included the installation of office and trade fixtures costing in excess of $850,000. As indicated by FMD, these costs were amortized into the original real estate transaction ten years ago and have considerable useful life remaining.]  [4:  Of note, preceding the 2015-2016 budget session, Public Health proposed closure of four public health clinics (including the Auburn Public Health Center), among other cost-cutting measures, to address budgetary shortfalls. Support from local businesses, cities and community and tribal partners helped keep the public health clinics open in 2015. This included one-time funding from the City of Algona, City of Auburn, Muckleshoot Tribe, and the City of Pacific to help keep the Auburn Public Health Center and its satellite locations open. Additionally, the existing Auburn Public Health Center lease was amended in 2015 (Ordinance 18060) to reflect a $50,000 rent reduction (over two years) and $150,000 tenant improvement payments deferment (for two years).]  [5:  As indicated by Executive staff, over 20,000 provider visits were provided annually in 2017 (25,300) and 2018 (23,800) through First Steps, WIC and Family Planning program service offered at the Auburn Public Health Center. Of note, these numbers include instances where a single client may have two programs visit in a single day.]  [6:  These three positions include an Administrative Specialist II, an interpreter and an area manager.] 


The existing lease for the Auburn Public Health Center expired on September 30, 2018, and has been in holdover status without penalty during the lease renewal negotiation process.

ANALYSIS

Proposed Ordinance 2019-0333 was transmitted to Council pursuant to King County Code 4A.100.070, which requires Council approval of leases with terms lasting longer than five years. The proposed Auburn renewal lease includes a five-year term with an option to extend for an additional five-year term. As indicated in the transmitted lease property summary, the proposed new lease is being established to not only extend the lease term, but to update the economic terms and utilize the county’s standard lease template. A lease alternative analysis was conducted; however, as indicated in the transmitted lease property summary, the alternative sites that were reviewed did not have as good of an array of transportation options, and the cost of moving to a different location outweighs a potential reduction in rent. Table 1 on the next page provides a summary of the lease terms.

Table 1. Summary of Lease Terms of Proposed Ordinance 2019-0333
	Category
	Terms


	Square Footage
	8,500 rentable square feet


	Cost per Square Foot (Base Rent)
	$21.00 per rentable square foot ($14,875 per month), subject to 3 percent annual escalation. 


	Operating Costs (Additional Rent)[footnoteRef:7] [7:  The transmitted agreement is a NNN (‘triple net’) lease, meaning that the tenant pays for its share of property taxes, insurance and common area maintenance in addition to the base rent.] 


	$6.56 per square foot (2019 estimate), subject to up to 5 percent annual escalation

	Term
	Five years for the initial term with an option to extend for an additional five-year term.


	Other Considerations
	· $60,000 tenant improvements allowance
· No tenant early termination provision[footnoteRef:8] [8:  As indicated by FMD, RES does not negotiate an early termination clause unless the agency specifically requests it. As further indicated, the landlord considers an early termination clause as a shorter lease term and will typically increase the price per square foot and any tenant improvement allowances based on the term of the lease.] 

· Holdover: Rent would be 125% of base rent
· Extension: Base rent would be reassessed for extended terms and based on fair market value agreed by both parties.


	Commencement Date
	Proposed lease would commence on the date when both parties have executed the lease.




Table 2 below estimates the financial impacts of the proposed lease for the 2019-2020 biennium and future biennia. Please note that 2019-2020 costs would be subject to the lease commencement date (Table 2 uses a September 1, 2019 start date). As indicated in the fiscal note, the cost of the proposed lease has been included in Public Health’s 2019-2020 Biennial Adopted Budget, so no corresponding appropriation request was transmitted with this proposed ordinance. 

Table 2. Fiscal Impacts of Proposed Ordinance 2019-0333
	2019-2020
(Subject to lease commencement date)
	2021-2022
	Out Years
(2023 – 2024)

	$321,566
	$502,983
	$428,367



The proposed lease agreement has had Council legal review. No substantive issues were identified with the proposed lease agreement.

INVITED

1. Tony Wright, Director, Facilities Management Division (FMD), Department of Executive Services
2. Bryan Hague, Manager, Real Estate Services Section, FMD
3. Stephen Cugier, Real Property Agent, Real Estate Services Section, FMD
4. [bookmark: _GoBack]Maria Wood, Deputy Division Director, Department of Public Health Administrative Services, Public Health – Seattle & King County (PHSKC)
5. Jerry DeGrieck, Regional Health Administrator, Community Health Services Division, PHSKC
6. TJ Cosgrove, Division Director, Community Health Services Division, PHSKC

ATTACHMENTS

1. Proposed Ordinance 2019-0333
a. Lease Agreement
2. Transmittal Letter
3. Fiscal Note
4. Transmitted Lease Property Summary
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