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STAFF REPORT
SUBJECT:  Proposed Ordinance 2010-0500 would authorize three leases for Superior Court’s juvenile court services.

Proposed Ordinance 2010-0508 would authorize two leases for Public Health clinics (Auburn and downtown Seattle).  
SUMMARY:

Proposed Ordinance 2010-0500 would authorize three leases for juvenile court operations.  Two are renewals of existing leases, while the third is the initial lease for a new program supported by the Mental Illness and Drug Dependency (MIDD) fund.  

Proposed Ordinance 2010-0508 would authorize two leases for Public Health clinics located in Auburn and downtown Seattle.  The lease for the Auburn clinic is a new lease, although the clinic has been operating at the new location since 2008 – the lease has not been transmitted to the Council during the past two years due to an oversight.  Staff has identified some concerns regarding the lease for the downtown Seattle clinic, which will be discussed in more detail in the report.
This ordinance advances the Council’s priority of Safe, Healthy and Vibrant Communities.
BACKGROUND:

The three Superior Court leases proposed for approval would provide facilities for Juvenile Probation Services, the Dependency Court Appointed Special Advocate (CASA) program and the Partnership for Youth Justice program, and the Juvenile Justice Assessment Team.  

· Juvenile Probation Services assists youths who pose a moderate to high risk to re-offend and are supervised by a Juvenile Probation Counselor.

· The CASA program recruits, trains, supports and oversees the work of community volunteers who investigate cases and appear in court on behalf of abused and neglected children. 
· The Partnership for Youth Justice recruits, trains, supports and oversees volunteers who meet with low level offenders in the community.  

· Juvenile Justice Assessment Team is a new Mental Illness and Drug Dependency (MIDD) supported program that will conduct mental health and chemical dependency assessments and psychological evaluations, and provide consultations with juveniles. 
The two Public Health leases would provide facilities for public health centers located in Auburn and downtown Seattle.  The public health centers provide health services such as family planning and sexually transmitted disease testing, HIV screening, and maternity support and nutrition services.

ANALYSIS:

As provided for in King County Code 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.  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 adopted space plan, which reinforces this policy.  
Juvenile Court Services Leases
The lease locations and terms are listed in Table 1 below:
Table 1.  Proposed Juvenile Court Services Lease Terms
	Lease
	Agency
	Term
	Term Dates
	Annual Cost Range

	Renton 

JCR Development Co.
	Superior Court – Juvenile Probation Services
	5 years


	10/1/2010 – 9/30/2015
	Year 1: $64,269

Year 5: $69,480

	14th & Jefferson

Jefferson House LLC
	Superior Court – CASA and Partnership for Youth Justice
	5 years +
option to renew for 3 or 5 yrs
	5/1/2010 – 7/31/2015
	Year 1: $133,687
Year 5: $146,123

Plus any annual increases in O&M expenses

	14th & Yesler

Wagner Asset Group LLC
	Superior Court – Juvenile Justice Assessment Team
	7 years + option to renew for 5 years
	6/1/2010 – 5/31/2017
	Year 1: $40,304
Year 7: $48,126*

Plus O&M expenses – about $14,300 annually

*Inflated based on CPI – assumed 3%


Juvenile Probation Services has been located at the Renton facility for approximately 15 years.  The lease spans five years and would provide 3,474 square feet of space.  Rent would begin at $18.50 per square foot, escalating by $0.50 in the third, fourth and fifth years.  This yields annual costs of about $64,000 to $69,000 over the life of the lease.

CASA and Partnership for Youth Justice have been located at 14th and Jefferson for approximately 10 years.  The proposed lease spans five years and three months with an option to renew for either three or five years at the end of the lease.  The lease would provide 6,218 square feet of space.  Rent begins at $21.50 per square foot increasing by $1.00 in years three and five.  The total annual lease costs would range from $133,687 to $146,123.  In addition, the county would pay any annual increase in pro rata operating and maintenance costs – this would likely be in the range of several thousand dollars annually.
The 14th and Yesler lease is a new lease and covers seven years with an option to renew for five years.  The term is aligned with the end of the MIDD (2016).  The space includes 1,907 square feet and the rent is set at $3,358.70 per month increasing by CPI annually.  Assuming a 3 percent annual increase in CPI, the annual rent would range from $40,304 in Year 1 to $48,126 in Year 7.  In addition, the county will pay annual operating and maintenance expenses estimated at $7.50 per square foot or $14,300.
The three leases include the following termination rights:

· Renton:  Annual termination is allowed for lack of appropriation – vacation of premises by end of calendar year. No termination costs.
· 14th & Jefferson:  Termination for lack of appropriation with 45-day notice, vacation of premises by end of calendar year. The maximum termination costs would be $92,100 (to cover unamortized tenant improvement costs, architectural fees and commissions).
· 14th & Yesler:  Termination for non approval of lease by 12/31/2010 or with 6 months notice at the end of year 5.  The maximum termination costs would be $38,571 (to cover unamortized tenant improvement costs, architectural fees and commissions).
Note that the termination clauses for the Renton and 14th & Jefferson are very favorable to the county.  This is prudent as General Fund support of programs such as CASA and juvenile probation services has been at risk in recent years.  While the termination clause for 14th & Yesler allows less flexibility, the Juvenile Justice Assessment Team which is housed there has a relatively stable source of funding (MIDD) through 2016.  

These leases are consistent with long-term plans for Superior Court and the proposal to replace the Youth Services Center at 12th and Alder.  Note that the 14th and Yesler lease supports the Juvenile Justice Assessment Team, which is not included in the Alder Replacement Project building program.  
Public Health Leases
The lease locations and terms are listed in Table 2 below:
Table 2.  Proposed Public Health Center Lease Terms
	Lease
	Agency
	Term
	Term Dates
	Annual Cost Range

	M4 LLC
	Public Health – Auburn Public Health Center
	10 years
	9/1/2008 – 7/30/2018
	Year 1-4: $204,000
Year 5-10: $228,480

Plus O&M costs – about $72,250 annually.

	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


Auburn Public Health Center
The 10-year lease for the Auburn Public Health Center is a new lease, although the clinic has been operating at the new location since 2008.  Executive staff indicated that the lease has not been transmitted to the Council during the past two years due to an oversight.  

The lease for the Auburn clinic covers 8,500 square feet of space for clinical and related uses and consolidates two previous occupancies, achieving a net savings of $68,000 per year.  The previous occupancies included space located in an older, inadequate county-owned building and expired lease space owned by HealthPoint.  The county is currently considering a sale of the county-owned building.
The rent for the first five years is set at $24 per square foot and at $26.88 for the second five years.  The total annual rent is $204,000 in Years 1 through 5 and $228,480 for Years 6 through 10.  The county would also pay its pro rata share of operating expenses, which are estimated at $8.50 per square foot or $72,250.  The landlord will fund all tenant improvements valued at $1 million.
The county can terminate the lease if funding is not appropriated by the Council.  Termination is subject to 12 months’ notice and payment of $1 million less $8,333 for each month of rent paid – this allows the building owner to recoup the cost of tenant improvements.
Downtown Public Health Center
The lease for the downtown center is located in the Lynn Trust Building, where it has operated 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 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 appropriate funding for the lease or approve the lease.  Following Council approval, the tenant 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.
Issue:
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 $6,865,067 – this raised the question of whether entering into this lease was more cost effective than purchasing the building.  In addition, Council staff raised concerns about the long-term stability of financing for the public health clinics and the potential $701,167 early termination penalty.  While the $701,167 figure represents a worst-case penalty, it would make it more costly to close down clinics in the future.
Real Estate Services indicated that a market analysis was conducted in 2007 and is now working to update that analysis at the request of Council staff.

REASONABLENESS:

The proposed leases have been reviewed by the Prosecuting Attorney’s Office and meet the code requirements for Council review.  
It appears to be reasonable for the committee to take action on Proposed Ordinance 2010-0500, which would approve the leases for juvenile court services.

Aside from the Lynn Trust Building lease, it would appear to be reasonable for the committee to take action at this time on Proposed Ordinance 2010-0508 to approve the lease for the Auburn Public Health Center.  Staff has prepared a striking amendment that would remove approval of the Lynn Trust lease from the ordinance.  
INVITED:

· Kathy Brown, Director, Facilities Management Division
· Steve Salyer, Manager, Real Estate Services, Facilities Management Division
· Bob Thompson, Real Estate Services, Facilities Management Division
· Paul Sherfey, Chief Administrative Officer, Superior Court

· Ben Leifer, Chief Administrative Officer, Public Health-Seattle & King County
ATTACHMENTS:
1. Proposed Ordinance 2010-0500
2. Transmittal Letter (Proposed Ordinance 2010-0500)

3. Fiscal Note (Proposed Ordinance 2010-0500)

4. Proposed Ordinance 2010-0508 
5. Transmittal Letter (Proposed Ordinance 2010-0508)

6. Fiscal Note (Proposed Ordinance 2010-0508)

7. Striking Amendment, S1, to Proposed Ordinance 2010-0508

8. Title Amendment, T1, to Proposed Ordinance 2010-0508
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