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SUBJECT

Proposed Ordinance 2015-0120 would provide the funding necessary to purchase the 420 Fourth Avenue Building in Seattle, make general improvements to the building to make it operational for County tenants, and provide for ongoing maintenance of the building after purchase.

SUMMARY

Proposed Ordinance 2015-0120 would make a supplemental appropriation of $3,613,467 to the Building Repair and Replacement (BR&R) Fund to purchase the 420 Fourth Avenue Building in Seattle and make improvements to the building for use by County tenants.  Of that supplemental appropriation, $2.5 million would be used to purchase the property, in accordance with the Purchase and Sale Agreement, while approximately $871,000 would be used to make general tenant improvements to the building.  The remaining funds—approximately $242,000—would be used to pay for due diligence, project management, closing costs, appraisal, consulting contracts, and other associated costs. 

The proposed ordinance would also make a supplemental appropriation of $78,112 and 0.5 FTE to the Facilities Management Division Internal Service fund to operate and maintain the building after purchase.  Based on the information provided in the fiscal note, the $78,112 is the expected cost of a full year of operations and maintenance of the property.  The fiscal note assumes that operations and maintenance costs would all be incurred in 2016.  




BACKGROUND 

Built in 1924, the 420 Fourth Avenue Building is a 10,000 square foot, two-story standalone brick building, situated on a 4,260 square foot lot.  Each floor of the building is approximately 4,000 square feet; the building also contains a 2,000 square foot mezzanine.  Originally, the ground floor of the building was used as retail space, with residences located on the second floor.  Over the years, tenants of the building have included restaurants, a bookbinder, jewelry manufacturer, beauty shop, and a lighting fixture retail store. 

The property is located on the corner of Jefferson Street and Fourth Avenue, directly south of the King County Administration building and east of the King County Courthouse.  The property is located within the same block as the Chinook building.  

The 420 Fourth Avenue Building was renovated by the current owner—Itchy 'N Scratchy, LLC—in 2004.  Since that renovation, the current owner has used the building as commercial office space, operating Zombie Studios, a video game development company, in the building.  The property was placed on the market for sale at the end of 2014 due to the retirement of the two members of Itchy 'N Scratchy, LLC.  The property was marketed commercially, at a list price of $2.5 million.      

ANALYSIS

Proposed Ordinance 2015-0120 would make a supplemental appropriation of approximately $3.6 million to the Building Repair and Replacement (BR&R) Fund, as well as a supplemental appropriation of approximately $78,000 to the Facilities Management Division Internal Services Fund.  

Of the $3.6 million to be made available to the BR&R Fund, $2.5 million would be used to purchase the property located at 420 Fourth Avenue in Seattle, while the remaining funds would be used to carry out general tenant improvements on the building and pay for due diligence, project management, and other costs related to the acquisition of the property.  Table 1 shows the expected allocation of the requested BR&R supplemental appropriation.

Table 1: Supplemental BR&R Fund Expenditures
	Element
	Total

	Purchase of 420 Fourth Avenue
	 $                2,500,000 

	General Tenant Improvements to Building
	$                   871,817

	Due Diligence, Project Management, FMD Fiscal Analysis
	 $                   204,518 

	Real Estate Services Labor Costs 
	 $                     18,285 

	Other Service Costs (i.e. Appraisal, Title) 
	 $                       8,884 

	1% for Art
	 $                       9,963 

	BR&R FUND TOTAL
	 $                3,613,467 







Purchase Price of 420 Fourth Avenue Building

As shown in Table 1, the majority of the BR&R Fund supplemental appropriation—approximately 69 percent—would be used to purchase the 420 Fourth Avenue Building.  The sellers placed the property on the real estate market at the end of 2014, with a list price of $2.5 million.  Under the terms of the Purchase and Sale Agreement (PSA) entered into between the seller—Itchy 'N Scratchy, LLC (INS)—and the County, the County has agreed to purchase the building at $2.5 million, the full list price.  

Appraisal

According to an appraisal of the property conducted for the County by Mckee & Schalka in December 2014, the market value of the property ranges from a low of $2.385 million to a high of $2.725 million.  The estimate is based on the "as is" value of the land, rather than the value of the land plus improvements to the land (i.e. the land and the building).  The $2.5 million purchase price agreed upon by INS and the County is the middle of the range of the "as is" market value of the land.

The appraiser identified the highest and best use of the property—that is the most profitable and valuable use of the property that is both probable and appropriately supported—as "assembled for redevelopment with adjoining properties."  Currently, the property is zoned as Downtown Mixed Commercial, which would allow for a variety of potential uses, including office, retail, hotels, and multi-family residential uses.  According to the appraiser, although such zoning would allow for 15 to 18 stories on the property, the size of the lot is too small for maximum development.  To maximize the zoned development potential of the property, the appraiser stated that the County would need to assemble at least a quarter-block for redevelopment.  If the County assembled one-quarter to one-half of the block for development, the appraiser estimates the value of the property would increase to approximately $3.4 million.

It should be noted that the appraiser also considered the income approach and the sales comparison approach in estimating the value of the property to determine if improvements to the land—in this case, the building—had any contributory value over and above the value of the land.  The appraiser determined that the building did not increase the "as is" value of the land.  According to the appraiser, the value of the building "is to offset the holding cost until the site is ripe for assemblage and redevelopment."

Environmental Assessment and Hazardous Materials Assessment 

As part of the County's due diligence relating to the purchase, the County conducted a Phase I Environmental Site Assessment and a hazardous building materials survey of the property.  No environmental conditions were identified for the property as part of the environmental site assessment, and the hazardous building materials survey did not reveal any hazardous substances that were in poor condition or in need of immediate remediation.  As expected of a 1920s-era building, the hazardous building materials survey revealed trace amounts of lead-based paint and PCBs on the property, which would require compliance with applicable federal and state laws if disturbed (such as during a remodel).  The survey noted, however, that compliance would not likely "adversely affect future remodeling projects from a significant cost standpoint."  Given the results of the assessment and survey, executive staff waived the contingencies related to those items in the Purchase and Sale Agreement. 

General Tenant Improvements

The second largest expected expenditure of the BR&R supplemental appropriation would be used to carry out general tenant improvements at the 420 Fourth Avenue Building.  According to executive staff, these tenant improvements are not specific to any tenant and are necessary to bring the building up to County standards—and in some cases, applicable building codes—for any tenant.  Table 2 details the specific elements of the proposed general tenant improvements.
		
Table 2: General Tenant Improvements
	Project Element
	Total

	Consultant Design Cost
	 $         78,798 

	Construction Costs
	 

	    Improve Lighting
	 $         26,000 

	    Upgrade Communications Systems to KCIT Standards
	 $       110,000 

	    Install Building Security
	 $         59,323 

	    Install Fire Alarm System
	 $         51,300 

	    Relocate Gas Meter From Interior to Exterior
	 $         15,000 

	    Address Electrical Service Issues
	 $         67,500 

	    Repair/re-install Communications Service to Building
	 $         25,000 

	    Exterior Doors/Hardware
	 $         15,000 

	    Sustainability tasks
	 $           7,382 

	Overhead and Design Contingency 
	 $       252,077 

	Sales Tax, Building Permit Fees, Insp Fee
	 $         73,858 

	Project Contingency
	 $         90,576 

	GENERAL TENANT IMPROVEMENT TOTAL
	 $       871,814 



As shown in Table 2, the majority of tenant improvements would be made to the interior of the building.  The improvements listed in Table 2 also generally track with the interior deficiencies identified in the building in the Facility Condition Assessment conducted by MENG Analysis for King County in December 2014, which found the building to be in fair condition.  As that report noted, while the building's mechanical HVAC and plumbing systems are in good condition, likely due to the 2004 remodel, the building requires significant structural, electrical, fire protection, and telecommunications systems improvements.  

According to the scoping document prepared by the Facilities Management Division (FMD) relating to the general tenant improvements listed in Table 2, the improvements related to upgrading the electrical system, relocation of the gas meter from the interior of the building to the exterior, and installation of a fire protection system—the building currently lacks a smoke detection system and emergency lighting—are necessary to bring the building into compliance with applicable building codes.  

Notably absent from the general tenant improvements listed in Table 2—and the supplemental appropriation request as whole—is funding to carry out exterior improvements.  Although the Facilities Condition Assessment indicated structural deficiencies in the building—in particular, the lack of seismic retrofitting and the lack of insulation of exterior walls (which currently allows moisture to seep into the interior)—the supplemental appropriation to the BR&R Fund does not address those exterior deficiencies.  

Executive staff have indicated that the tenant improvement priorities were near term safety and building functionality.  Executive staff stated that exterior deficiencies identified in the Facilities Condition Assessment will be addressed later, after evaluating whether lower cost alternatives exist.  

Supplemental Appropriation to FMD

In addition to the BR&R supplemental appropriation, the proposed ordinance would make a supplemental appropriation of $78,112 and 0.5 FTE to the Facilities Management Division Internal Service Fund to operate and maintain the building after purchase.  Based on the information provided in the fiscal note, the $78,112 is the expected cost of a full year of operations and maintenance costs.  The fiscal note assumes that operations and maintenance costs would all be incurred in 2016.  

Executive staff have indicated that the expected timeline for County occupancy of the 420 Fourth Avenue Building is 16 months after the closing date.  Given that the earliest date of County occupancy would be October 2016 based on that timeline, Council staff sought clarification as to whether and why a full year's operation and maintenance costs for the building is necessary.  According to executive staff, approximately 40 percent of the operations and maintenance costs are related to utilities and mechanical systems operations, for which the County will have responsibility as of closing.  Table 3 shows a detailed breakdown of the estimated operations and maintenance costs.

Table 3: Projected 2016 FMD Operations and Maintenance Costs
	Element
	2016 Total

	Utilities
	 $                     24,720 

	Janitorial  
	 $                     36,182 

	Supplies 
	 $                     10,000 

	Mechanical Systems 
	 $                       7,210 

	FMD OPERATIONS AND MAINTENANCE TOTAL
	 $                     78,112 




County's Proposed Use of Property

Executive staff have not yet determined which County agencies or departments would be located in the 420 Fourth Avenue Building after general tenant improvements are made.  In the short term, the County has an immediate need to relocate the County agencies and departments currently located in the county-owned Yesler Building, which is slated for redevelopment.[footnoteRef:1]   [1:  Ordinance 17882 approved supplemental appropriations to support pre-development work (including identification of a Guaranteed Maximum Price from the developer) at the Yesler Building.   ] 


FMD staff has stated that several of the current Yesler Building tenants are actively being considered for temporary relocation to the 420 Fourth Avenue Building during the renovation of the Yesler Building, including the AFIS Photography Lab (which would require approximately 2,600 square feet) and the Department of Community and Human Services Ombudsman (which would require approximately 800 square feet). 

It should be noted that the redevelopment of the Yesler Building was anticipated to begin in March 2015, but the redevelopment schedule is contingent on the County's ability to relocate all of the Yesler Building's current tenants.  As of April 2015, none of the Yesler Building tenants slated for temporary relocation, which include the Employee Assistance Program (2 staff), the Boundary Review Board (2 staff), and Hearing Examiner (3 staff), in addition to the AFIS photography lab and the DCHS Ombudsman, have moved out of the Yesler Building.  

The Yesler Building's largest tenant—the Community Corrections Division (CCD), for which a permanent relocation is being sought—also remains in the building.  FMD staff indicated that due to the relatively small size of the 420 Fourth Avenue Building—10,000 square feet—CCD is not a candidate for tenancy in the 420 Fourth Avenue Building.     
	
Given the fact that the Yesler Building's redevelopment schedule is contingent on relocation of the building's tenants, the 420 Fourth Avenue Building's suitability as temporary office space for some of those tenants is in question.  According to executive staff, the 420 Fourth Avenue Building would not be ready for occupancy until approximately 16 months after closing, which is expected in June 2015.  Assuming no delays, the 420 Fourth Avenue Building would be ready for occupancy in October 2016.  Delaying the move of current Yesler tenants until that date would place redevelopment of the Yesler Building a full year and a half behind schedule.  Such a delay may also require the renewal of several leases for the Department of Public Defense (DPD), the offices of which were anticipated to be consolidated in the Yesler Building after renovation.  The current leases for DPD staff located in the Prefontaine[footnoteRef:2] and Watermark[footnoteRef:3] Buildings were negotiated assuming consolidation of DPD staff in the renovated Yesler Building beginning in 2017.   [2:  Ordinance 17903. The term of the DPD lease in the Prefontaine Building expires December 31, 2016.]  [3:  Ordinance 17904.  The term of the DPD lease in the Watermark Building expires June 30, 2017.] 


If the 420 Fourth Avenue Building is not used as temporary office space for current Yesler Building tenants, executive staff have indicated that the building is still desirable for a variety of uses in the short term.  According to executive staff, the 420 Fourth Avenue Building could be used to accommodate the need for surge space, project teams, and small agencies seeking a location in close proximity to the downtown County buildings.   

Executive staff has noted that the purchase of the 420 Fourth Avenue Building would also further the County's most recent space planning policies adopted in 2014 in the Real Property Asset Management Plan (RAMP).[footnoteRef:4]  Financial Policy 9.0 of the RAMP states that "over the long-term, County ownership of its office space will be preferred to leasing."  The acquisition of the 420 Fourth Avenue Building would expand the County's ability to provide county-owned office space to agencies that might otherwise be required to lease space.   [4:  Ordinance 17839.] 


In the long term, executive staff assert that the purchase of the 420 Fourth Avenue Building provides the County with the opportunity to pursue the creation of a central downtown campus.  The 420 Fourth Avenue Building is located on the edge of the County's current downtown campus; it is in the same block as the Chinook Building and across the street from both the King County Administration Building and the King County Courthouse.

Purchase and Sale Agreement

The County and INS entered into a Purchase and Sale Agreement (PSA) for the 420 Fourth Avenue Building on January 16, 2015.  The County and INS have executed two amendments to the PSA since that date:  the first amendment, dated February 3, 2015, permitted INS to lease the property to a third party through March 31, 2015, and the second amendment, dated March 9, 2015, extended the contingency period related to the appropriation of funds for the property's purchase by the Council as well as memorialized the County's waiver of all other contingencies in the PSA.

In accordance with the first amendment to the PSA, INS provided the County with the required lease documentation—including documentation of the termination of the third party lease as of March 31, 2015.  As of April 1, 2015, the property is vacant.

Under the second amendment to the PSA, final execution of the PSA is contingent upon the Council appropriating $2.5 million for the purchase of the property.  The PSA requires the legislation appropriating the funds to be effective no later than June 5, 2015.  As a result, the latest date on which the Council can act on Proposed Ordinance 2015-0120 is May 18, 2015. 

ATTACHMENTS

1. Proposed Ordinance 2015-0120 (and its attachments)
2. Transmittal Letter (and its attachments)
3. Fiscal Note
4. [bookmark: _GoBack]Property Summary
5. Attachment 1 to Exhibit C of the Purchase and Sale Agreement (Conveyed Personal Property)
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