











A general trend towards urban locations in the Portland metropolitan region and across the
country. Technology firms are showing a strong propensity for downtown locations in Portland,
Seattle, the San Francisco Bay Area, and elsewhere, and this dynamic likely to positively impact
downtown Vancouver. For example, of the 457,000 square feet of office space under
construction in the Portland-Vancouver region as of March 2015, 100 percent of the space is in
“urban” buildings in central Portland (either Downtown, Northwest, or Inner East-Side), none is
in the hot office markets of the 1980s and ‘90s such as Kruse Way, Clark County, or
Washington County.

Announcements of new office construction and major rehab projects, including Killian Pacific’'s
45,000 square-foot 101 Building, and the Esther Short Building, a significant rehab located one
block south of the subject property. The Esther Short Building is a two story office building that
was formerly owned by the City of Vancouver. The building was sold to a private developer in
2014, and was subsequently remodeled and filled with a mix of private and nonprofit firms. The
Esther Short Building has a more durable structure (steel and concrete) than the Dolle Building,
which is wood framed. The more durable structure of the Esther Short Building enabies
significant rehabs to the interior spaces without modifications to the structure; steel and concrete

buildings generally also allow for more flexibility in tenant spaces since there are far fewer
columns and load bearing walls than in wood frame buildings.

By contrast, data analysis indicates the downtown Vancouver office market is not highly dynamic,
and rents and occupancy, especially in Class B and C buildings, are likely to remain at current
levels or possibly increase slowly. Figures 3 and 4 below show downtown Vancouver office rents
and occupancy during the past decade, and show rents and occupancies in 2014 were virtually
unchanged from 2005. Thus, there is no compelling evidence that market rents or occupancy are
likely to improve significantly in the near future. As of the fourth quarter of 2014, the average rent
in downtown Vancouver for all classes of office was $20.41 full service and occupancy was 89.5
percent. Approximately 244,790 square feet of office space is available in the downtown,
indicating that, even if absorption exceeded that seen in the past decade, it would take many
years before vacancies decrease significantly and downtown Vancouver becomes an environment
in which landlords such as the County can expect higher rents.

Figure 3. Downtown Vancouver Office Rents, 2005 to 2014
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Figure 4. Downtown Vancouver Office Occupancy, 2005 to 2014
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Source: CoStar, Leland Consulting Group.

A consideration with unknown impact on the market is Columbia Waterfront LLC’s plan to build
more than one million square feet of office on the Vancouver Waterfront (for context, there are
currently about 900,000 square feet of Class A office space in downtown Vancouver). Whiie this
has the potential to attract significant attention and major new office tenants to Vancouver, it will
also double the size of the Class A market and potentially dilute the market for Class A office
space. The impact will depend on the construction schedule and economic conditions in place
when buildings are completed and are leasing space. A rapid construction schedule or weak
economy will negatively impact the office market.

Strategic Asset Management

Several principles of real estate asset management shouid be considered for the Dolle Building.

Asset Categories. First is the distinction between core, non-core, and transitional real estate,
which LCG defines as follows:

o Core: A real estate investment that directly support’'s Clark County’s mission. This would include

the Public Service Center, Courthouse, jail, and other facilities that are used on a daily basis

and are required in order to advance the County's core services such as law and justice, public

health, public works, environmental services, or other functions. Since the Dolle Building is
occupied by non-County tenants, it appears that the building does not directly advance the
County’s core services. Core assets are more likely to be County-owned and deserve a
proactive approach to facilities planning and maintenance.

o Non-Core: Real estate that is ancillary but not integral to delivering on the core mission. An
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example from the healthcare industry is senior housing located near a major hospital. This reai
estate is not required to perform the organization’s core business (healthcare), however, it may
| t the both clients and the organization itself. Therefore, it may be better for a partner
organization (private or nonprofit senior housing company) rather than the hospital to own and
manage this real estate. Non-core real estate is more likely to be leased than core real estate,
since this can allow the organization more flexibility and lower capital cost.

Non-core real estate assets are strong candidates to be declared surplus, and therefore be
candidates for disposal (sale) or strategic transfer external third-party partners, since the core
organization is rarely structured to provide consistent, long-term management of this assets.
LCG sees the Dolle Building as a non-core asset.

(&3]



o Transitional: A real estate asset that is core today but couid be non-core soon due to
consolidation, relocation, expansion in new facilities, obsolescence, or a changing business
strategy. These assets require careful consideration since the organization needs to understand
how they may be useful in the future, what actions would need to be taken to upgrade them to a
useable condition, etc.

Building Condition Assessment and Maintenance. For core real estate assets, it is important
for organizations to take a proactive rather than reactive approach to the assessment of building
conditions and adequately budgeting for maintenance and repairs. If the Dolle Building were to be
held by the County long-term, the County should undertake assessment and budgeting for the
building.

As mentioned above, such a Property Condition Assessments (PCA) would be conducted in
compliance with ASTM standards and include an evaluation of the building's roof/envelope,
plumbing, electrical, HVAC, fire safety, accessibility, and potentially other components. Cost
estimate for maintenance, restoration, or replacement could be included in the initial scope of
work, or in follow up scopes. The cost of a PCA for the Dolle Building is estimated at $2,500 to
$5,000.

Recommended Maintenance and Repair Budgets. industry standards used to estimate the
amount of money that should be set aside for major capital maintenance and replacement vary.

A report published by the Building Research Board and National Academy Press (“Committing to
the Cost of Ownership: Maintenance and Repair of Public Buildings,” 1990) recommends 2 to 4
percent of the current replacement value of the building (i.e., full purchase or reconstruction cost)
be set aside annually for major capital maintenance and repair costs. Assuming that the building's
replacement (purchase of a like building) value is between $2 and $3 million, the recommended
annual maintenance and repair budget would be between $40,000 (at 2 percent) and $120,000 (at
4 percent). The County’s current “routine maintenance” budget of approximately $82,000 per year
is within this range; however, as is detailed above, it is not clear that all the building's systems are
current, and therefore this general industry-standard recommendation may not be adequate.

Conclusion

Recommendation. Based on the above analysis, LCG recommends that the County declare the
Dolle Building a surplus property and prepare to dispose of the property in a way that maximizes
the County’s financial and non-financial goals. Upon sale of the property, the proceeds of the sale
should be transferred into the Clark County Investment Pool or other County investment fund that
generates a low-risk revenue stream that can be used for other purposes. The County’s
Investment Policy includes a list of authorized and suitable investments, which include US
Treasury obligations, municipal bonds, mutual funds, and a number of other instruments that meet
the County’s investment goals of “safety, liquidity, and return on investment.” See
http://www.clark.wa.gov/treasurer/documents/Investment_Policy-2013.pdf)

LCG makes this recommendation for several reasons:

¢ The Dolle Building is not a core asset since it is not directly supporting the County’s core
services.

¢ The building’'s condition and full cost of future maintenance and repair are not fully known, and
therefore the revenue stream that the County enjoys could be significantly reduced or eliminated
in coming years. One or more significant capital upgrades, such as new windows, electrical,
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