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REVISED STAFF REPORT

	On January 15, 2013, the Budget and Fiscal Management Committee amended Proposed Ordinance 2013-0011 to include the correct lease exhibits. The Committee moved the legislation out with a DO-PASS recommendation. 




SUBJECT:  

Proposed Ordinance 2013-0011 would approve a new public health center lease at the Renton Technical College.

SUMMARY:

This is the first hearing for the proposed ordinance. According to the transmittal letter, the proposed lease “will enable Public Health to better serve the residents of King County while continuing to provide some of our most vulnerable residents in excess of 31,800 visits.” The new leased facility would accommodate the Maternity Support Services (MSS), Women, Infant and Children's Health and Nutritional Support (WIC), and Dental programs.

The lease is proposed as a ten-year lease with two five-year extension options; if Public Health continues to occupy the space after the end of the lease it would be on a month-to-month basis. Tenant improvements are budgeted at $1.98 million and the lease would commence on the later of completion of the improvements or September 1, 2013.

According to the transmittal letter, Public Health would save $1.3 million over 20 years compared to the existing Renton location costs. 

Also note that the RTC has expressed strong interest in purchasing the existing Renton Public Health site. The Facilities Management Division (FMD) has completed the surplus process and no county agencies have expressed interest in the site. 

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.

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.  

Lease Terms

The proposed lease is for 8,939 square feet of space to house 39 Public Health staff moving from the existing county-owned Renton Public Health Center and eight employees from the existing leased Renton Dental Clinic.  The proposed lease term is for ten years. 

1. Dates: 

The lease would commence on the later of the date that the tenant improvements (discussed below) are complete or September 1, 2013. The lease would be for 10 years with two five-year extension options. If Public Health continues to occupy the space after the lease has elapsed, it would be on a month-to-month basis at the same rental rate for the first 60 days and then at no more than 120 percent of that rate thereafter. The marked increase is intended to provide incentive for the parties to renegotiate a longer term extension.

2. Tenant Improvements:  

RTC, the landlord, would make HVAC, heating, cooling, electric, and other improvements necessary to meet code requirements. Public Health would pay for the improvements up to a budgeted cost of $1.98 million. In addition, the county would incur approximately $527,280 in project management, equipment and furnishings, and contingency costs.

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, as it did with its lease at Greenbridge in White Center.

3. Parking:  

RTC would provide, at no cost, five parking stalls per 1,000 square feet leased by Public Health, or approximately 45 stalls. As part of the tenant improvements, RTC would develop a secure parking area for designated County cars at no additional cost to the County for exclusive use of this parking area. 

4. Rental Rate and Operational Costs: 

Public Health would pay no rent for the first five months of the lease, then $4,775 for the sixth month. Public Health would then lease the facility at a rate of $16 per square foot ($11,919 per month) for the remainder of the first year of the term. The rate for the second year of the lease would be held at $16 per square foot ($11,919 per month of $143,024 annually). Rent would then escalate 2.5 percent annually in each subsequent year with a monthly rent of $14,518 ($174,221 annually) in the tenth year. These rental rates include all repairs and maintenance expenses, including utilities and janitorial service, but not specialized medical waste disposal.

	Months
	Rate per Sq Ft
	Rent per Month
	Rent per Year

	1-5
	-
	$0
	

$76,287.00

	6
	-
	$4,774.98
	

	7-12
	$16.00
	$11,918.67
	

	13-24
	$16.00 
	$11,918.67 
	$143,024.00 

	25-36
	$16.40 
	$12,216.63 
	$146,599.60 

	37-48
	$16.81 
	$12,522.05 
	$150,264.59 

	49-60
	$17.23 
	$12,834.91 
	$154,018.97 

	61-72
	$17.66 
	$13,155.23 
	$157,862.74 

	73-84
	$18.10 
	$13,482.99 
	$161,795.90 

	85-96
	$18.55 
	$13,818.20 
	$165,818.45 

	97-108
	$19.01 
	$14,160.87 
	$169,930.39 

	109-120
	$19.49 
	$14,518.43 
	$174,221.11 



5. Right of First Offer: 

If the county decides to sell the existing Renton Public Health Center property, the RTC would have the right of first offer to purchase the property. The future sale would be based on an appraisal and purchase and sale agreement subject to subsequent Council approval. Note that the County has completed the surplus process for the property – no County agency has confirmed interest in the building and the property has been determined to not be suitable for affordable housing.

Financial Assumptions

The fiscal note transmitted with the legislation indicates first year savings of $142,570 as shown below.

	
	1st Year
	2nd Year
	3rd Year

	Operating Costs at Existing Renton Locations 
	$266,532
	$275,004
	$283,748

	Renton Technical College Costs 
	$123,962
	$144,216
	$149,043

	Difference
	$142,570
	$130,788
	$134,705



The Executive estimates that over 20 years, Public Health would save $1.3 million (net present value) in occupancy costs at the RTC facility compared to costs at the existing location.

Legal Review

The Council’s legal counsel identified several issues with the lease. The first is that an exhibit on utilities and janitorial service was inadvertently excluded – this is a technical error. Staff has drafted an amendment to add the exhibit to the lease. 

In addition, legal counsel suggested language to strengthen the indemnification and hazardous materials provisions. Executive staff agreed that these provisions could be strengthened to improve the County's legal position, but indicated that the state was unwilling to consider revisions to these terms. When balanced with the strong financial terms in the proposal, the Executive believes the lease is reasonable. It is a business and policy decision for the Council to determine whether to request Executive staff to continue to pursue strengthened indemnification and hazardous materials provisions. 

Other Policy Considerations

According to the Executive’s transmittal letter, the new public health center at RTC will achieve the following benefits: 

· Enhanced client service from integrating our current WIC and MSS programs with dental clinic services which were previously separately sited, creating synergy and growth opportunities for all programs;
· Increased client convenience by reducing the number of clinics to which clients must travel to access full services for low income women and children;
· Cost-savings and efficiencies offered by developing LEAN space planning principles for provision of public health services; and 
· Public Health-Seattle and King County (PHSKC) operating costs specific to the Renton site will be reduced, due to the reduction in square footage at this site. A portion of this reduction is due to efficient design; some of this reduction is due to the shifting of staff to Kent.

In addition, the partnership with RTC will provide a healthcare center for many of the college’s low income students and potential training opportunities for many students enrolled in allied healthcare degree and certification programs at RTC.

REASONABLENESS:

The proposed lease would yield savings and operational efficiencies for Public Health, although some of the provisions of the lease could potentially be strengthened to improve the County's legal position. Whether to request Executive staff to continue negotiating with Renton Technical College is a policy and business decision for the committee. 

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
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