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Budget and Fiscal Management Committee
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	Date:
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SUBJECT

A motion approving a proviso response on options for sale or lease of the Northshore Public Health Center.

SUMMARY

The 2015-2016 adopted biennial budget included a $100,000 proviso on the Real Estate Services section of the Facilities Management Division and $100,000 proviso on the Department of Public Health requiring Council approval of a report on the Northshore Public Health Center and plan for continued service delivery at a fixed location.

The adopted budget assumes closure of the Northshore center and its services at the end of 2015. The proviso response compared scenarios of retaining ownership of Northshore and leasing its vacant space to others, or selling Northshore and having the county lease space for its clinic services either from the new Northshore building owner or elsewhere. 

The report's preferred alternative is to sell the facility, either leasing back space for clinic services or siting clinic services elsewhere. Factors supporting selling the building include being able to apply $3.4 million in sale proceeds to help close a Public Health financial deficit, having opportunities to co-locate with similar complementary services possibly in a more accessible location, and not carrying the risk of needing to find tenants for a county-owned building that is currently partially vacant. If the county retained the building, it would have a higher net present value to the county of about $1 million dollars (depending on the vacancy rate) and lower annual occupancy charges.

If the building were sold, PHSKC would not be able to enter into a long-term lease agreement until there is a budget decision on the financial sustainability of the center. Information adding to the PHSKC financial picture this fall includes a mid-biennial supplemental request that is expected in mid-October, a proviso on the sustainability of Public Health clinics due October 31, 2015, and the outcome of the Best Starts for Kids Levy on the November ballot.

BACKGROUND 

Northshore is a public health center in Northeast Seattle that serves about 4,000 clients per year out of approximately 115,000 total clients in the Public Health - Seattle & King County (PHSKC) public health center system (3.5 percent of the client base). Like all public health centers, a high proportion of its clients come from disadvantaged backgrounds (see Table 1 below). Two main services include maternity support services ("MSS") and special supplemental nutrition program for women, infants, and children ("WIC"). It has satellite locations in Bothell and Carnation.

Table 1. Public Health Center Population Characteristics
	 
	2013 PHC Clients1
	2014 PHC Clients
	Income <200% Federal Poverty Level
	People of
Color
	Homeless
	Interpretation provided at visit

	Auburn
	10,700
	10,184
	97%
	59%
	11%
	9%

	Columbia
	15,100
	14,554
	97%
	95%
	13%
	16%

	Downtown
	14,200
	13,486
	88%
	59%
	41%
	17%

	Eastgate
	15,100
	15,391
	95%
	70%
	8%
	20%

	Federal Way
	13,700
	12,155
	92%
	69%
	7%
	10%

	Kent
	11,400
	11,112
	92%
	74%
	13%
	7%

	North 
	15,000
	14,023
	89%
	68%
	10%
	9%

	Northshore
	4,200
	3,945
	92%
	58%
	8%
	12%

	Renton
	13,000
	11,387
	90%
	72%
	10%
	10%

	White Center @ Greenbridge
	8,600
	8,353
	89%
	78%
	11%
	12%

	Total
	121,000
	114,590
	 
	 
	 
	 

	[1] Note:  Some clients receive services from multiple programs, so there is some duplication of persons.



The Building

The Northshore Public Health Center ("Northshore") is located in Bothell. It was funded by a 1987 levy for multiple health care improvements including Harborview Medical Center, five regional health care centers and a satellite clinic in north King County that became Northshore. The debt has been retired with no outstanding bonds.

The building is 16,691 rentable square feet and is 22 years old. From 1993 to 2008, the facility housed a health clinic and offices for Environmental Health Services field staff. From 2009 to 2012, HealthPoint, a non-profit medical clinic, became a joint tenant taking over 7,072 square feet, with PHSKC occupying 9,619 square feet. HealthPoint provided a variety of health care services such as family planning, family medicine, and pregnancy care. HealthPoint moved to its own building elsewhere in Bothell at the end of 2012. Attempts to find a replacement tenant in 2013 were unsuccessful. Records and Licensing Services operates a community services center on Mondays and Tuesdays in the main reception area. PHSKC estimates that Northshore service needs could be met with 4,887 rentable square feet. 

[bookmark: _GoBack]The proviso response characterizes the building as "generally in good condition" with the exception of the HVAC system. The Facilities Management Division (FMD) estimates $544,577 in major maintenance and repair projects needed for the building over the next six years, compared to 2000 through 2010 major maintenance expenses of $205,315. This amount reflects a deteriorating HVAC system that has reached the end of its useful life, including the air conditioning which is currently broken and in need of replacement. Note that since transmittal of Proposed Ordinance 2015-0232 (the omnibus ordinance), the Executive has requested that the Council add approximately $250,000 to replace the HVAC system. This will be discussed when the committee takes up the proposed omnibus ordinance.

Proviso Language

The Northshore proviso states:

Of this appropriation, $100,000 shall not be expended or encumbered until the executive transmits a report on options related to the Northshore public health center operations and facility, a plan for the continued delivery of the services currently provided at the Northshore public health center at a fixed location and a motion that approves the report and plan and the motion is passed by the council.  The motion shall reference the subject matter, the proviso's ordinance, ordinance section and proviso number in both the title and body of the motion.
	The report shall be prepared with the assistance of real estate experts with expertise in real estate sales and medical office space leasing in the north and east King County markets.  The real estate expert shall be retained no later than January 2, 2015.  The report shall also include input from Professional & Technical Employees Local 17 and the Washington State Nurses Association regarding operational issues at the Northshore public health center.  The report shall include, but not be limited to, an analysis of options related to the Northshore public health center operations and facility including:
	A.  The potential for, revenue from, and expenses associated with leasing the unused portion of the Northshore clinic to either an internal King County agency or outside tenant or tenants, or both.  The analysis should also include the potential for pledging the revenue stream from a lease to a third-party tenant, to secure debt financing to address the department's current deficit;
	B.  The potential revenue from the sale of a fully leased Northshore clinic, including a lease with Public Health - Seattle & King County to continue its maternity support services ("MSS") and special supplemental nutrition program for women, infants, and children ("WIC");
	C.  The potential revenue from the sale of the Northshore clinic with King County executing a commercially reasonable lease for sufficient space to continue MSS and WIC and the expected costs to King County for such a lease;
	D.  A comparison of the options in subsections A. through C. of this proviso with a potential sale of the Northshore public health center property in vacant, as-is condition, including all costs to vacate the space, prepare it for sale, and maintain the vacated property until an estimated closing of a sale of the property;
	E.  Analysis of the space requirements, one-time and ongoing expected costs and operational impacts, including any adverse impacts to the delivery of client services, to continue the provision of MSS and WIC as provided currently to north and east King County with substantially equivalent or better market saturation  and efficacy compared to the current level of service, if public health is required to vacate the current clinic;
	F. Feasibility of charging rent to the agencies providing other King County services at the clinic, or other county agencies, and the impacts, savings and other issues associated with the cessation or relocation of the community service center currently providing those services; and
	G.  Analysis of the racial and social justice impacts of closure of the clinic.
	All analyses regarding the potential sale of the property shall address K.C.C. 4.56.130, which requires a portion of sales proceeds to be paid into the fund for arts and culture, as well as leasehold excise taxes where applicable, and any other factors such that the analysis provides for as close-to-actual financial impact to the health department and the county as a whole, as possible.
	At the same time as delivery of the report on options related to the Northshore public health center operations and facility, the executive shall transmit to the council a plan for the continued delivery of services currently provided at the Northshore public health center in an integrated, comprehensive manner from a fixed location, whether directly or in partnership with outside entities.
	The executive must file the report, motion and plan required by this proviso by May 1, 2015, in the form of a paper original and an electronic copy with the clerk of the council, who shall retain the original and provide an electronic copy to all councilmembers, the council chief of staff, the policy staff director and the lead staff for the budget and fiscal management committee, or its successor.

ANALYSIS

Sale and Lease Scenarios

With PHSKC experiencing financial pressures, PHSKC's financial plan assumed closure of the clinic after 2015 with satellite services continuing at the Eastgate clinic, and sale of the building with proceeds going towards PHSKC's deficit (Attachment 3, Financial Plan). The proviso required analysis and comparison of several scenarios for the continued delivery of Northshore services, including the following:

A. Keeping the building with PHSKC services, and leasing the unused space internally or externally (and including potential for using lease revenue for debt financing to address PHSKC's current deficit);
B. Selling the building and keeping PHSKC in the building as a lessor (taking into account arts and culture fund contributions and any leasehold excise tax impacts); and
C. Selling the building and finding a commercial leasing space elsewhere for PHSKC (taking into account arts and culture fund contributions and any leasehold excise tax impacts).

The summary of these options is presented in Table 1 of the proviso response, reproduced below. For this analysis, FMD calculated the net present value (NPV) of the building over ten years, taking into account any leasing revenue, operating and maintenance (O&M) costs, rental costs, moving and tenant improvement costs, plus the present value of the building at the end of the 10-year period. 

Table 2. Summary of Sale and Lease Options Analysis (from Proviso Report)
	Financial and Program Impacts to PHSKC

	Options
	Financial value
	Impact to PH Fund
	Estimated Annual Facility Expenses
	Primary Risks
	Client & ESJ impacts

	Section A: King County retains ownership and PHSKC retains partial occupancy with a co-tenant
	Positive
	
	Positive
	High
	Neutral

	
	
 $2.8M - $3.6M  NPV 
	
	$100K Annually


	a) Establishing & maintaining long-term tenants (that are compatible with PH services)
b) Initial investment in improvements to attract a tenant 
	Same location as present, with a focus on securing full tenancy, potentially without complementary services on-site 

	Section B: Sale of the NSPHC to a partner that will lease-back to PHSKC 1
	Positive 
	Positive
	Neutral
	Medium
	Positive

	
	$2M NPV
	$3.4M 
One-time
	$150K Annually
	Limited # of interested parties
	Same location as present, with addition of complementary services on-site

	Section C: Sale of the NSPHC while PHSKC moves to an Outside Lease 1
	Positive
	Positive
	Neutral
	Medium
	Positive

	
	$1.9M NPV
	$3.4M 
One-time
	$150K Annually
	Finding space that is both appropriately located and financially viable
	Improved location & client accessibility



Retaining the Building. Including the net current market value of the building as an asset, the estimated net present value (NPV) of the building ranges from a low end of $2.8 million with an assumed vacancy rate of 50 percent over 10 years, to a high end of $3.6 million if the building is leased at the current market condition vacancy average of 8.6 percent. In the $2.8 million (50% vacancy) scenario, the value reflects a negative cash flow with building O&M costs exceeding outside tenant revenue. The NPV also reflects that PHSKC pays an annual O&M charge of $100,000 (if moving to a market rate building, the annual rent with O&M charges is estimated at $150,000 depending on the potential site). The NPV assumes that any outside tenant would pay market rate; that may or may not be achievable given that FMD searched for new tenants in 2013 when HealthPoint left and was unable to find one.

As required by the proviso, the analysis for retaining building ownership included estimates of debt financing available based on the lease revenue generated and the county's current borrowing rate (2.5%). The proviso response noted that the practice of using debt financing to finance current operations is contrary to the county's adopted debt management policy.[footnoteRef:1] The available debt financing for different vacancy rate assumptions are included in the table below. [1:  Motion 13477, the county's current debt management policy, states, "A debt-financed project shall add to the physical infrastructure and capital assets of the county or enhance the productive capacity of county services.  Examples of these types of projects are technology and telephone installations and upgrades, buildings and building rehabilitations, and selected maintenance projects."] 


Table 3. Financial impacts of options
	Scenario
	NPV
	Vacancy
	Funds available (through debt financing or building sale)

	Retain
	$3.6 M
	8.6%
	$1.2 M

	Retain
	$3.4 M
	20%
	$975,000

	Retain 
	$2.8 M (less than the residual value of the property)
	50%
	$300,000

	Sell
	$1.9 M to $2.0 M
	
	$3.4 M one-time sale



As illustrated by the table above, vacancy rate assumptions have a significant impact on the bottom line. If the vacancy rate were to exceed 21.5%, then operating costs would exceed lease revenue and the county would experience a negative cash flow. The proviso response identified various steps that were undertaken in 2013 in an effort to lease the vacant space after the building was partially vacated by HealthPoint. The effort included internal and external outreach but did not result in any new tenant. Currently, the only other occupant is the Records and Licensing Services Section's Community Services Center which uses a small area part-time at no charge.

Selling the Building. Proceeds from the sale of the Northshore facility are assumed in PHSKC's financial plan for PHSKC. Those proceeds are currently a significant part of addressing the PHSKC financial gap ($3.4 million out of a projected $7.9 million gap at the end of 2016). The NPV of selling the building is estimated at $2 million if PHSKC leases back space in the building, and $1.9 if PHSKC moves to an outside lease. The main difference is due to tenant improvement costs of moving to a new location. This NPV reflects the revenue from sale of the building minus costs of moving into and leasing a space at market rate. In both scenarios, PHSKC envisions the clinic being located near complementary services. PHSKC explored the Totem Lake area as having better transit service and proximity to other health and human service providers. North Kirkland, including Totem Lake, is where the most Northshore clients come from (35 percent, compared to 22 percent from Bothell as the next most common area of residents served by the clinic). 

Factors in selling versus leasing include:

	Benefits to Keeping Building
· Cost comparisons - Rent, tenant improvement and moving costs are lower if the building is kept. Retaining the building results in the highest net present value to the county by about $1 million depending on vacancy rates in the building. The NPV includes the estimated asset value of the building after ten years. 

Benefits to Selling Building
· Use of sale proceeds – Net proceed sales of $3.4 million are assumed in the PHSKC financial plan; not selling the building would increase the estimated deficit;
· Risk of vacancy – If the county were to keep the building and the vacancy rate were greater than 21.5 percent, the county would have negative cash flow with operating costs exceeding leasing revenue;
· Service accessibility - Other sites being explored offer better client access opportunities, although PHSKC staff have indicated that the current location is workable, particularly if co-locating with complementary partners;
· Co-location with complementary partners - Selling the building to a health care partner and leasing back space, or selling the building and moving to a site in close proximity to other health care partners, presents an opportunity for more effective co-location of services, compared to keeping the building and seeking to rent to any available tenant.

Each scenario is only as good as its feasible prospects. The buying and leasing scenarios will need to have prospects updated; the proviso response identified some preliminary interest and possibilities but the information in the report reflects information from around March of 2015.

Racial and Social Justice Impacts of Closure

The proviso required an analysis of the racial and social justice impacts of a clinic closure. If the county decided to cease services, PHSKC estimates a minimum of three months in order to close services and transition clients and staff.

As noted in Table 1 above, Northshore serves approximately 4,000 clients per year, offering primarily maternity support services and the WIC supplemental nutrition program. About 92 percent of Northshore's clients have income below 200% of the federal poverty level; 58 percent are people of color; 8 percent are homeless; and 12 percent require a language interpreter.[footnoteRef:2] The report notes similar rates of low birth weight and early prenatal care in northeast King County as the rest of the county, but in both northeast King County and the county as a whole, people of color experience disproportionately greater rates of low birth weights and low prenatal care.  [2:  These numbers represent 2013 and 2014 data; the proviso reported 2013 data.] 


If the clinic closed, PHSKC estimates based on geographic data that 40 percent of clients could continue receiving services through different public health clinics, but 60 percent would no longer receive their current services from PHSKC. Because of the demographics served by the clinic, women living in poverty and people of color would be disproportionately affected.

Plan for Continued Delivery of Services

The proviso requires a plan for continued delivery of services. The plan, submitted as part of the proviso report, includes developing a Request for Proposal for the sale of Northshore, with priority to an agency that provides complementary services and is willing to lease space back to PHSKC for clinic services, and simultaneously working on an option to sell the building to any willing buyer while PHSKC prepares to move to another location in the Totem Lake area of Kirkland close to a partner organization such as EvergreenHealth. PHSKC would not be able to enter into a long-term lease until there is a decision about the future provision of clinic services at Northshore. 

FMD has conducted internal steps to facilitate a possible sale of the building, including preparation of the building for a declaration of surplus property (K.C.C. 4.56.070). The property is currently being reviewed for suitability for affordable housing (K.C.C. 4.56.070.C.1.) and FMD has begun drafting a Request for Proposals (RFP). Upon a decision to sell the property, Real Estate Services (RES) estimates that the property could be ready to place on the market in about two months. With marketing and negotiations with a potential buyer, RES estimates a final purchase and sale agreement in an ideal scenario could be developed in as little as four months (but still subject to Council approval), but that timeframe depends heavily on a variety of factors including how quickly viable offers might come in and how long the negotiations would take.

If the property were sold, decisions would also need to be made about the lease arrangements for clinic services. A buyer with complementary services who was interested in co-locating with PHSKC could create partnership opportunities and not require an expensive[footnoteRef:3] move to an outside facility. Waiting for identification of a potential buyer in order to make an informed decision about leasing alternatives would add to the timeframe for moving into a leased location. If PHSKC ended up moving to a leased location in Totem Lake, the lease preparation process is estimated by FMD to take approximately four to 12 months (not including the Council legislative approval process); the main factor affecting the timeframe would be the complexity of the tenant improvements needed at the new location.  [3:  Tenant improvement costs of moving to a new location are estimated at $200,000 to $350,000 in the NPV assumptions.] 


Other Proviso Elements

Additional miscellaneous requirements of the proviso are referenced briefly below:

· Transmission of a report, plan for continued delivery of services, and motion by 5/1/15 – The report, plan and motion were transmitted on 5/1/15. 

· Prepare report with assistance of north and east real estate expert to be retained by 1/2/15 – FMD hired the brokerage firm CBRE to assist with the property search and reviewed a Kidder Mathews brokerage firm report.

· Include input from PTE Local 17 and Washington State Nurses Association on Northshore operational issues - PHSKC reported consulting with these entities regarding operations option scenarios.

· Analysis of space requirements, one-time and ongoing expected costs and operational service delivery impacts if PHSKC vacates current building – Costs of tenant improvements and other relocation costs were described in the proviso response and included in the NPV analysis; service impacts referenced in the proviso response have been briefly discussed above.

· County agency rent alternatives, including impacts and savings of moving the community service center – The Records and Licensing Services Community Services Center (CSC) uses a lobby desk part-time at Northshore at no charge. RALS staff are interested in continuing to relocate with PHSKC. If the building were sold and CSC could not co-locate with PHSKC, RALS would seek other no-cost alternatives or consolidate services with existing CSCs. The other nearest CSCs are in Seattle and Shoreline.

Next Steps

The adopted budget assumes closure of the Northshore clinic and its services at the end of 2015, with satellite operations moved to the Eastgate clinic. The Executive is expected to transmit a mid-biennial supplemental request in mid-October. Part of the fiscal sustainability picture of Northshore and the other clinics will be presented in a financial sustainability proviso due on October 31, 2015. Also this fall, the outcome of the Best Starts for Kids Levy on the November ballot will be an important piece of financial information in exploring how to maintain clinic services to largely disadvantaged populations.  
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