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FILE NO. 160710 RESOLUTION NO.

[Real Property Lease - Townsend Associates, LLC - 650-5th Street, Suites 307-309 and Four
Parking Stalls - $177,480 Annual Base Rent]

Resolution authorizing the lease of approximately 3,060 square feet at 650-5th Street,
Suites 307-309, with four parking stalls, with Townsend Associates, LLC, a California
Eimiied liability compahy, for a five year term commencing upon approval by the Board
of Supervisors and Mayor, with one option to extend for three years, at the monthly

base rent of '$14,790 for a total annual base rent of $177,480.

WHEREAS, The Department of Public Health (the “DPH?) currently operates its Jai
Health Services at 650-5th Street, Suites 307-309, providing a comprehensive and integrated
system of medical, psychiatric and substance abuse services to inmates in San Francisco |
jails; and .

WHEREAS, The Real Estate Division on behalf of the DPH has negotiated a lease
renewal substantially the form on file with the Clerk of the Board of Supervisors in File
No. _|LeJ/0  which is hereby declared to be a part of this resolution as if set forth fully herein
(the “Lease”) to continue the DPH services at the site comprising approximately 3,060 square
feet with four (4) parking stalls; and ‘ '

WHEREAS, The term of the lease shall be for five (5) years commencing upon
approval by the Board of Supervisors and Mayor; and

WHEREAS, The City shall have one (1) additional three (3) year option term to extend
the lease at 95% of the then prevailing fair market rent but in no event less than the Base
Rent for the Iease year prior to commencement of the option term subject to the enactment of
a resolution by the Board of Supervisors and the Mayor, in their respective sole and absolute
discretion, approving and authorizing the same; and

i

Public Health
BOARD OF SUPERVISORS Page 1




O W 0 N OO o b LW N -

N N N N N N A v s e
g A W N 2 O ©O 0O ~N O OO D OO0 N -~

WHEREAS, The base monthly rent of $14,790 is flat for the initial term; and

WHEREAS, The monthly holdover rent after July 1, 2016 under the current lease will
be $11,191.95 expiring upon approval of the subject lease renewal by the Board of
Supervisors and Mayor; and

WHEREAS, The City shall be responsible for the cost of its separately metered
electricity, and Landlord shall be responsible for the cost of all other utilities and janitorial
services; now, therefore, be it .

RESOLVED, That in accordance with the recommendation of the Director of the
Department of Public Health and the Director of Property, the Director of Property is hereby
authorized to take all actions, on behalf of the City and County of San Francisco as Tenant to
enter into the Lease; and, be it

FURTHER RESOLVED, The monthly base rent for the City’s initial five year term shall
be $14,790 (approximatély $4.83 per square foot); and, be it |

FURTHER RESOLVED, The City is responsible for the cost of its separately me;tered
electricity, and Landlord shall be responsible for the cost of all other utilities and janitorial
services; and, be it

FURTHER RESOLVED, The City shall have one (1) additional option term of three (3)
years at 95% of the then prevailing fair market rent but in no event less than the Base Rent for
the lease year prior to commencement of the option term subject to the enactment of a
resolution by the Board of Supervisors and the Mayor, in their respective sole and absolute
discretion, approving and authorizing the same; and, be it

FURTHER RESOLVED, The City agrees to indemnify, defend, and hold harmless
Landlord and its agents from and against any and all claims, costs, and expenses, including
without limitation, reasonable atiorney fees, incurred as a result of (a) City’s use of the

Premises, (b) any default by the City in the performance of any of its obligations under the
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lease, or (c) any acts or omissions of City or its agents, in, on or about the Premises or the
property on which the Premises are located, provided however City shall not be obligated to
indemnify Landlord or its agents to the extent any claim, cost and expense arises out of
active gross negligence or willful misconduct of Landlord or its agents; and, be it

FURTHER RESOLVED, That any action heretofore taken by any City employee or
official with respect to thé exercise of the lease as set forth herein is hereby approved,
confirmed and ratified; and, be it

FURTHER RESOLVED, The Board of Supervisors approves the lease in substantially
the form in the Board’s File and authorizes the Director of Property to take all actions, on
behalf of City, to enter into any amendments or modifications (including without limitation, the

exhibits) to the lease on the terms and conditions herein and form approved by the City

~Attorney that the Director of Property determines, in consultation with the City Attorney, are in

the best interest of the City, do not increase the rent or otherwise materially increase the
obligations or liabilities of the City, are necessary or advisable to effectuate the purposes of
the lease and are in compliance with all applicable laws, including City’s Charter; and, be it
FURTHER RESOLVED, The City shall occupy the entire Premises for the full term of
the lease unless funds for the City’s rental payments are not appropriated in any subsequent
fiscal year at which time City may terminate the lease with reasonable advance written notice
to Landlord. Such termination shall then be effective upon surrender of the Premises. Said

lease shall be subject to certification of funds by the Controller pursuant to Section 3.105 of

.the Charter of the City and County of San Francisco; and, be it

FURTHER RESOLVED, That within thirty (30) days of the lease agreement being fully
executed by all parties the Director of Property shall provide a copy of the Lease agreement to

the Clerk of the Board to include into the official file.

/1
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RECOMMENDED:

$177,480 Available
Index Code No. HJAILHLTH-GF

—=\e =

Controller
Fiscal Year‘2016—2017 subject to the enactment of the FY 2016-2017 annual appropriation
ordinance.

RECOMMENDED:

(>

Batbara Garcia, Director
Department of Public Health

RECOMMENDED:

John Updike 2} FN
Director of Rro! erty
Real Estate Division
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BUDGET AND FINANCE COMMITTEE MEETING JuLy 27,2016

Item 10 Department:
File 16-0710 Department of Public Health (DPH)

Legislative Objectives

e The proposed resolution would authorize a new lease between DPH and Townsend
Associates, LLC, for continued use of 650 Fifth Street by DPH’s Jail Health Services.

Key Points

e DPH’s Jail Health Services provides medical, psychiatric, and substance abuse care to
prisoners in the San Francisco County Jails. Jail Health Services has leased space at 650
Fifth Street since 2007. The lease expired on June 30, 2015 and has been in holdover
status since that time.

e The new lease will provide the same 3,060 square feet of space for office, counseling, and
public service use. The term of the lease is for five years from July 1, 2016 through June
30, 2021, with one option for an additional three year term through June 30, 2024.

Fiscal Impact

e Annual base rent for the lease is $177,780, which is approximately 32.4 percent more
than the annual rental rate of $134,303 paid during the current holdover period. The lease
does not provide for increases to the annual base rent during the initial five-year term of
the lease. The rent amount of $177,780 is included in DPH’s FY 2016-17 budget

e The Real Estate Division reviewed three recently executed transactions that occurred in
the South of Market neighborhood. The annual rent for these spaces ranged from $72 to
S74 per square foot. The proposed annual rent of $58 per square foot for the proposed
lease is lower than any of the comparable leases that were reviewed by the Real Estate
Division.

Policy Consideration

e The proposed lease is for five years with one option to extend the lease by an additional
three years. The proposed resolution states that approval of the option to extend the lease
by three years is subject to appraval by resolution of the Board of Supervisors.

» DPH may not require continued use of the lease space for Jail Health Services after the end
of the initial five-year lease term. According to DPH, the lease location at 650 Fifth Street is
necessary to the operations of the Jail Health Services due to the proximity to County Jails
3 and 4 in the Hall of Justice. Currently, the Board of Supervisors policy is to not construct
new jails to replace County Jails 3 and 4. Because County Jails 3 and 4 may permanently
close in the future, DPH may not have an ongoing need for Jail Health Services space at 650
Fifth Street after the end of the initial five-year term in June 2021.

Recommendation
* Approve the proposed resolution.

SAN FRANCISCO BOARD OF SUPERVISORS BUDGET AND LEGISLATIVE ANALYST
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‘BUDGET AND FINANCE COMMITTEE MEETING ‘ JuLy 27, 2016

MANDATE STATEMENT

San Francisco Administrative Code section 23.27 states that the Board of Supervisors shall
approve leases on behalf of the City as tenant by resolution. '

BACKGROUND

In August 2007, the Department of Public Health (DPH), as tenant, entered into a lease with
Townsend Associates, LLC (Townsend), as landlord, for 3,060 square feet of space, located at
650 Fifth Street in the South of Market neighborhood, to provide office space for its Jail Health
Services. DPH'’s Jail Health Services provides medical, psychiatric, and substance abuse care to
prisoners in the San Francisco County Jails. The term of the lease was for five years, to expire on
June 30, 2012, with one option for an additional three-year term through June 30, 2015.

In 2010, DPH amended the lease to set a new expiration date of June 30, 2013. In 2013, DPH
exercised its option to extend the lease, with a new expiration date of June 30, 2016. The
annual rent during the extension period was set at $122,094.

The lease is currently in holdover status after it expired on June 30, 2016. Rent paid during the
holdover period is $11,191.95 per month, equivalent to $134,303 annually, or 10 percent more
than the previous rent of $122,094. According to Ms. Claudine Venegas, Senior Property Officer
at the Real Estate Division, the draft lease was completed on May 9, 2016 but not submitted to
the Board of Supervisors until June 20, 2016 due to administrative delays, which did not allow
sufficient time for Board of Supervisors approval of the lease prior to the expiration date on
June 30, 2016. |

DETAILS OF PROPOSED LEGISLATION

The proposed resolution would authorize a new lease between DPH and Townsend Associates,
LLC, for continued use of 650 Fifth Street by DPH’s Jail Health Services. The new lease will
provide the same 3,060 square feet of space for office, counseling, and public service use. The
term of the lease is for five years from July 1, 2016 through June 30, 2021, with one option for
an additional three year term through June 30, 2024. Annual base rent for the lease is
$177,780, which is approximately 32.4 percent more than the annual rental rate of $134,303
paid during the current holdover period. The lease does not provide for increases to the annual
base rent during the initial five-year term of the lease. Table 1 below shows the key provisions
of the lease.

SAN FRANCISCO BOARD OF SUPERVISORS ) BUDGET AND LEGISLATIVE ANALYST




BUDGET AND FINANCE COMMITTEE IMEETING JuLy 27,2016

Table 1: Key Provisions of DPH Lease

Provision Proposed Lease
Premises Suites 307-309, including four parking stalls
Use Office, counseling, public services, and related uses
Rentable Area | 3,060 square feet
Term July 1, 2016 - June 30, 2021 (five years)
Extension 1 additional 3 year te.rm ' ' ‘ '

Rent to be 95% of Fair Market Value during this period

Annual $177,780 (Approximately $58 per square foot)
Base Rent
Utilities Electricity to be paid by City. Landiord pays all other costs.
Services Landlord to provide janitorial services.

According to Mr. Frank Patt, Deputy Director of DPH’s Jail Health Services, the current space at
650 Fifth Street is advantageous because it is in close proximity to the County Jails located at
the Hali of Justice, which allows staff to attend meetings with jail officials and respond to
medical emergencies in a timely fashion. Mr. Patt states that DPH sought to relocate their space
into the Hall of Justice, however no space was available.

FISCAL IMPACT

As shown in Table 2 below, the total rent to be paid by DPH to the Landlord under the proposed
new lease will be $888,900 for the initial five year lease term. As stated above, the lease will
adjust to 95 percent of fair market value during the extension period, should DPH choose to
exercise its one three-year option.

Table 2: Total Rent to be Paid by DPH to Landlord for Five- Year Lease Term

Year Amount
FY 2016-17 $177,780
FY 2017-18 177,780
FY 2018-19 177,780
FY 2019-20 177,780
FY 2020-21 177,780

Total $888,900

The proposed annual rent of $177,780 is $43,477 higher than the current rent of $134,303, or
an increase of 32.4 percent. In order to determine the fair market rent for the lease, Ms.
Venegas reports that the Real Estate Division reviewed three recently executed transactions
that occurred in the South of Market neighborhood. The annual rent for these spaces ranged
from $72 to $74 per square foot. The proposed annual rent of $58 per square foot is lower than
any of the comparable leases that were reviewed by the Real Estate Division. '

According to Ms. Jenny Louie, Budget Director at DPH, the rent amount of $177,780 is included
in DPH’s FY 2016-17 budget.

SAN FRANCISCO BOARD OF SUPERVISORS BUDGET AND LEGISLATIVE ANALYST
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BUDGET AND FINANCE COMMITTEE MEETING ‘ JuLy 27,2016

POLICY CONSIDERATION

The proposed lease is for five years with one option to extend the lease by an additional three
years. The proposed resolution states that approval of the option to extend the lease by three
years is subject to approval by resolution of the Board of Supervisors.

DPH may not require continued use of the lease space for Jail Health Services after the end of
the initial five-year lease term. According to DPH, the lease location at 650 Fifth Street is
necessary to the operations of the Jail Health Services due to the proximity to CountyJails 3 and
4 in the Hall of Justice. Currently, the Board of Supervisors policy is to not construct new jails to
replace County Jails 3 and 4. Because County Jails 3 and 4 may permanently close in the future,
DPH may not have an ongoing need for Jail Health Services space at 650 Fifth Street after the
end of the initial five-year term in June 2021.

RECOMMENDATION

Approve the proposed resolution.

SAN FRANCISCO BOARD OF SUPERVISORS BUDGET AND LEGISLATIVE ANALYST






OFFICE LEASE
between

TOWNSEND ASSOCIATES, LLC
as Landlord

and

CITY AND COUNTY OF SAN FRANCISCO,
as Tenant

For the lease of
650 Fifth Street, Suites 307-309
San Francisco, California

May 9, 2016
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OFFICE LEASE

THIS OFFICE LEASE (this "Lease"), dated for reference purposes only as of May 9,
2016, is by and between TOWNSEND ASSOCIATES, LLC, a California limited liability
company ("Landlord”), and the CITY AND COUNTY OF SAN FRAN CISCO, a mumc:lpal

corporation ("City" or "Tenant").

Landlord and City hereby agree as follows:

1. BASIC LEASE INFORMATION

The following is a summary of basic lease information (the "Basic Lease Information").
Each item below shall be deemed to incorporate all of the terms in this Lease pertaining to such
item. In the event of any conflict between the information in this Section and any more specific
provision of this Lease, the more specific provision shall control. .

Lease Reference Date:
Landlord:

Tenant:

Building (Section 2.1):
Premises. (Section 2.1):

Rentable Area of Premises (Section 2.1):

Term (Section 3):

Extension Options (Section 3.4):

Base Rent (Section 4.1):

May 9, 2016

TOWNSEND ASSOCIATES, LLC

CITY AND COUNTY OF SAN FRANCISCO
650 Flfth Street, San Francisco, California
Suites 307-309 plus four (4) parking stalls

Approximately 3,060 rentable square feet

Estimated commencement date:

Tuly 1, 2016

Expiration date:
June 30,2021

One (1) additional term of three (3) years,
exercisable by City by notice to Landlord
given not less than one hundred eighty (180)
days in advance, with rent equal to 95% of

prevailing market rate

Annual Base Rent: $177,480
(858 per sq. ft.)

Monthly payments: $14,790
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Additional Charges (Section 4.3):

Use (Section 5.1):

Leasehold Improvements (Section 6)

Utilities (Section 9.1):

Services (Section 9.2):

Notice Address of Landlord (Section 23.1):"

Key Contact for Landlord:

Landlord Contact Telephone No.:

($4.83 per sq. ft.)

City shall pay to Landlord any charges or other
amounts required to be paid by City to
Landlord under this lease as additional rent.

Office, counseling, public services and related
uses.

None

Electricity is séparately metered and payable
by City. Landlord is responsible for providing
all other utilities at Landlord’s sole cost.

At Landlofd’s cost, Landlord shall provide

janitorial services five (5) days per week as
specified in Exhibit D.

580 Second Street, Suite 260 Oakland, CA
94607
Fax No.: 510-839-4064

Micah Bycel

(415) 538-1400



Notice Address for Tenant (Section 23.1): Real Estate Division
: 25 Van Ness Avenue, Suite 400

San Francisco, California 94102
Attn:  John Updike,

Director of Property

Re: 650 Fifth St., SF, CA
Fax No.: (415) 552-9216

Department of Public Health
1380 Howard Street

San Francisco, CA 94103
Attn: Charles Maranon

with a copy to:

Fax No.:(415) 252-3015

and to: _ Office of the City Attorney
_City Hall, Room 234
1 Dr. Carlton B. Goodlett Place
San Francisco, CA 94102-4682
Attn:

Deputy City Attorney
Re: 650 Fifth St.,, SF, CA
Fax No.: (415) 554-4755

Key Contact for Tenant: Charles Maranon 1380 Howard Street
' San Francisco, CA 94103

Tenant Contact Telephone No.: . (415) 255-3408
Alternate Contact for Tenant: None

Alternate Contact Telephone No.: None

Brokers (Section 23.8): None
Other Noteworthy Provisions (Section 22): None

2. PREMISES
2.1 Lease Premises

Landlord leases to City and City leases from Landlord, subject to the provisions of this
Lease, those premises in the building identified in the Basic Lease Information (the "Building")
and shown on the floor plan attached hereto as Exhibit A (the "Premises"), including three (3)
parking stalls Jocated in the basement of the Building used during normal business hours and the
use of one (1) parking stall located outside the Building allowed between 4:00 p.m. and 8:00
a.m. daily for a total of four (4) parking stalls. The Premises contain the rentable area and are
located on the floor of the Building specified in the Basic Lease Information. The Building,
land upon which the Building is located and all other improvements on or appurtenances to such

land are referred to collectively as the "Property."
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2.2 Commpn Areas

City shall have the non-exclusive right to use, together with other tenants in the Building,
the lobbies, corridors, elevators, stairways and other public areas of the Building and the
Property (collectively, the "Common Areas"), and the non-exclusive right of access to and from
the Premises by the main entrances to the Building and the Property.

2.3  Disability Access

California Civil Code Section 1938 requires commercial landlords to disclose to tenants
whether the property being leased has undergone inspection by a Certified Access Specialist
("CASp") to determine whether the property meets all applicable construction-related
accessibility requirements. City is hereby advised that the Premises have not been inspected by a

CASp.
3. TERM
3.1 - Term of Lease

: The Premises are leased for an initial term (the "Initial Term") commencing on the date
specified in the Basic Lease Information as the estimated commencement date (the "Estimated
Commencement Date"), and City’s Mayor and Board of Supervisors shall have approved the
transaction contemplated by this Lease, in their respective sole and absolute discretion, as further
provided in this Lease. The Initial Term of this Lease shall end on the expiration date specified
in the Basic Lease Information or such earlier date on which this Lease terminates pursuant to
the provisions of this Lease, provided that City shall have the right to extend the Initial Term
pursuant to Section 3.3 (Extension Option, below. The word "Term" as used herein shall refer to
the Initial Term and any Extended Term if City exercises the Extension Option as provided

below.

3.2  Commencement Date and Expiration Date

The dates on which the Term commences and terminates pursuant hereto are referred to
respectively as the "Commencement Date" and the "Expiration Date." If the Commencement
Date occurs on a date other than the Estimated Commencement Date, ther, promptly thereafter
Landlord shall deliver to City a notice substantially in the form of Exhibit B attached hereto,
confirming the actual Commencement Date, but Landlord’s failure to do so shall not affect the
commencement of the Term.

33 Extension Option

City shall have the right to extend the Initial Term of this Lease (the "Extension Option")
for the additional term specified in the Basic Lease Information (the "Extended Term"). Such
Extension Option shall be on all of the terms and conditions contained in this Lease except that
Base Rent for the Extension Term shall be adjusted to 95% of the then prevailing market rent as
described in Section 4.2 below. City may exercise the Extension Option, if at all, by giving
written notice to Landlord no later than one hundred eighty 180) days prior to expiration of the
Term to be extended; provided, however, if City is in material default under this Lease on the
date of giving such notice and fails to cure such default as provided in this Lease, Landlord may
reject such exercise by delivering written notice thereof to City promptly after such failure to
cure. Landlord acknowledges and agrees that City’s notice of its intent to exercise an Extension
Option shall be subject to enactment of a resolution by the Board of Supervisors and the Mayor,
in their respective sole and absolute discretion, approving and authorizing the same, within sixty
(60) days after the date such notice of exercise is given.



4. RENT
4.1 Base Rent

, Beginning on the Commencement Date, City shall pay to Landlord during the Term the
~annual Base Rent specified in the Basic Lease Information (the "Base Rent"). The Base Rent
shall be payable in equal consecutive monthly payments on or before the first day of each month,
in advance, at the address specified for Landlord in the Basic Lease Information, or such other
place as Landlord may designate in writing upon not less than thirty (30) days’ advance notice.
City shall pay the Base Rent without any prior demand and without any deductions or setoff
except as otherwise provided in this Lease. If the Commencement Date occurs on a day other
than the first day of a calendar month or the Expiration Date occurs on a day other than the last
day of a calendar month, then the monthly payment of the Base Rent for such fractional menth

shall be prorated based on a thirty (30)-day month.
4.2 Determination of Base Rent for the Extended Term

. At the commencement of the Extended Term, the Base Rent shall be adjusted to equal
ninety-five percent (95%) of the prevailing market rate for space of comparable size and location
to the Premises then being offered for rent in other buildings similar in age, location and quality
to the Premises situated within the Lower South of Market area of San Francisco ("Reference
Area"); provided, however, in no event shall the Base Rent be reduced below the Base Rent for
the lease year prior to commencement of such Extended Term. As used herein, the term
"prevailifig market rate” shall mean the base rental for such comparable space, taking into
account (i) any additional rental and all other payments and escalations payable hereunder,

(ii) floor location and size of the premises covered by leases of such comparable space, (iii) the -
duration of the renewal térm and the term of such comparable leases, (iv) free rent given under
such comparable leases and any other tenant concessions, and (v) building standard tenant
improvement allowances and other allowances given under such comparable leases.

Within thirty (30) days following City's exercise of the Extension Option, Landlord shall
notify City of Landlord's determination of the prevailing market rate for the Premises. If City
disputes Landlord’s determination of the prevailing market rate, City shall so notify Landlord
within fourteen (14) days following Landlord’s notice to City of the prevailing market rate and
such dispute shall be resolved as follows:

(a) . Within thirty (30) days following Landlord’s notice to City of the
prevailing market rate, Landlord and City shall attempt in good faith to meet no less than two (2)
times, at a mutually agreeable time and place, to attempt to resolve any such disagreement.

(b)  If within this thirty (30)-day period Landlord and City cannot reach
agreement as to the prevailing market rate, they shall each select one appraiser [or commercial
real estate broker] to determine the prevailing market rate. Each such appraiser shall arrive at a

_determination of the prevailing market rate and submit his or her conclusions to Landlord and
City within thirty (30) days of the expiration of the thirty (30) day consultation period described
in (a) above.

(¢)  If only one'appraisal is submitted within the requisite time period, it shall
be deemed to be the prevailing market rate. If both appraisals are submitted within such time
period, and if the two appraisals so submitted differ by less than ten percent (10%) of the higher
of the two, then the average of the two shall be the prevailing market rate. If the two appraisals
differ by more than ten percent (10%) of the higher of the two, then the two appraisers shall
immediately select a third appraiser who will within thirty (30) days of his or her selection make
a determination of the prevailing market rate and submit such determination to Landlord and
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City. This third appraisal will then be averaged with the closer of the two previous appraisals
and the result shall be the prevailing market rate. .

- (d)  IfCity’s Director of Property does not approve of the prevthng market
rate as determined by the appraisal procedure specified above, the Director of Property shall
revoke the exercise of the Extension Option by City.

(¢)  All appraisers specified herein shall be "MAT" demgnated menibers of the
Appralsal Institute with not less than five (5) years’ experience appraising leases of commercial
properties similar to'the Premises in the Lower South of Market Office Submarket. Landlord
and City shall pay the cost of the appraiser selected by such party and one-half of the cost of the
third appraiser plus one-half of any other costs incurred in the arbitration.

43 Additional Charges and Services

City acting through the Director of Property reserves the right to request that Landlord
perform at City’s cost, lease related services or incur additional expenses not covered under this
Lease. If City requests any such additional services, Landlord and City shall agree in writing and -
in advance of any work, on the charges or amounts Clty shall reimburse Landlord for Landlord’
performance of such work: Ifthe parties do not agree upon such amount in writing, then
Landlord shall not be required to perform the requested work. If the parties do agree on the
amount in writing, then Landlord shall perform the requested work and City shall reimburse
Landlord the agreed upon costs within thirty (30) days of Landlord’s completion of the requested
work and delivery of an invoice for the completed work, together with reasonable supporting

‘ documentation.
5. USE
5.1 Permitted Use

‘City may use the Premises