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Metropolitan King County Council
Budget and Fiscal Management Committee



STAFF REPORT

	Agenda Item:
	7
	Name:
	Wendy K. Soo Hoo

	Proposed No.:
	2017-0002
	Date:
	April 20, 2017



SUBJECT

Proposed Ordinance 2017-0002 would authorize the execution of the amendment and assignment of a lease in the Central Building in downtown Seattle (810 Third Avenue) to support the operations and services of the Department of Public Defense (DPD).  This is the last lease transaction associated with the establishment of DPD.[footnoteRef:1] [1:  Previous lease assignments and amendments associated with establishment of DPD include the Prefontaine, Watermark, Jefferson and Meeker buildings in Seattle and Kent.  The Council approved the lease transactions via Ordinances 17903, 17904, 17913, 18019, 18298.] 


SUMMARY

The proposed legislation would authorize amendment and assignment of a lease related to establishment of the Department of Public Defense (DPD).  The lease is for 21,526 square feet of space at a below-market rental rate.  King County has been paying the rental obligations since July 2013.  The lease would terminate on December 30, 2021.  

As DPD staff are expected to be fully consolidated at the nearby Dexter Horton Building in 2018, it is uncertain how the space would be used through the end of the lease.  The Executive indicates that a number of County agencies may need additional space and the lease includes the option to sublease to a non-County entity.

An amendment has been drafted that would revise the lease amendment to remove references to a storage space that is no longer in use, clarify and strengthen insurance provisions, and make other technical clarifications.

BACKGROUND 

Beginning in 1969, King County provided public defense services by contracting with non-profit organizations.  The number of organizations stabilized at four agencies in 1987.  In 2006, a group of employees of the non-profit public defense agencies sued King County, arguing that they were public employees for the purpose of membership in the Washington retirement system.[footnoteRef:2]  The plaintiffs prevailed in Pierce County Superior Court and the Washington State Supreme Court upheld the decision in 2011.[footnoteRef:3] [2:  Dolan v. King County.]  [3:  172 Wn.2d. 299 (2011).] 


Subsequently, pursuant to the agreement between King County and employees of the four contract agencies, the County created the new Department of Public Defense (DPD) and employees of the non-profit agencies became regular County employees in July 2013.  The agreement also required assignment of the agencies’ existing leases to King County.  The proposed legislation would authorize assignment of the Public Defender Association lease at the Central Building to King County.   

Since 2013, the County has sought to consolidate approximately 300 DPD employees in a single location.  The County planned to redevelop the County-owned Yesler Building to provide consolidated space for DPD.[footnoteRef:4]  However, due to challenges in relocating the current tenants of Yesler (the Department of Adult and Juvenile Detention’s Community Center for Alternative Programs and Community Work Program), the redevelopment project was closed out[footnoteRef:5] and in January 2017 the Council approved a long-term lease at the Dexter Horton Building to house DPD.[footnoteRef:6]  The Executive anticipates full consolidation of DPD employees, including former Public Defender Association employees, at the Dexter Horton Building to occur in 2018.   [4:  Ordinance 17882.]  [5:  The omnibus ordinance (Ordinance 18425) adopted by Council in December 2016 included $630,000 in General Fund support to pay for close-out costs. The omnibus also included $2 million to support the move of some DPD staff to Dexter Horton space leased on a short-term basis, as well as initial design costs associated with the long-term consolidation.]  [6:  Ordinance 18451.] 


ANALYSIS

The proposed ordinance has been transmitted to Council pursuant to King County Code 4A.100.070, which requires Council approval of lease extensions beyond a cumulative total of five years.

Proposed Ordinance 2017-0002 would authorize the third amendment and assignment of a lease in the Central Building in downtown Seattle.[footnoteRef:7]  The tenants of this space consist of current King County employees (former employees of Public Defender Association).  The lease terms are summarized in Table 1 below. [7:  Previous amendments to the original lease between Public Defender Association and the landlord occurred in September 2010 and June 2012.  The original lease and the first and second amendments are attached to this staff report.] 


	Table 1
Summary of Central Building Lease Terms

	Cost Per Square Foot (5/1/2016 - 4/30/2017)
	$23.88 with 3% escalator – note that the County has been paying the rental obligations as of July 1, 2013.

	Initial Operational Costs
	Approximately $2.17 per square foot in 2017 based on tenant’s share of the increase in property operating costs each year.[footnoteRef:8] [8:  The $2.17 per-square foot operational cost for 2017 is estimated based on 2016 actuals.  Note that the transmitted Lease Property Summary incorrectly showed $6.80 per square foot for operational costs.  ] 


	Square Footage
	21,526

	Term
	Would expire December 31, 2021. No extension options.

	Funding Source
	General Fund until the DPD downtown consolidation is complete. At that time, the space would be made available to County agencies determined to need additional office space. If no other County agencies were to use the space, Facilities Management Division would sublease the space to a private tenant.



The amendment and assignment of the lease would maintain the rental rates that were included in the Public Defender Association’s 2012 second amendment to the original lease, as shown in Table 2 below.  According to the Facilities Management Division, the rental rates are below the market rate for the local market. 

	Table 2
Central Building Lease Annualized Rent

	Period
	Rent Per Square Foot
	Rent Annualized

	Jul 1, 2012 – Apr 30, 2013
	$21.22
	$456,782

	May 1, 2013 – Apr 30, 2014
	$21.85
	$470,343

	May 1, 2014 – Apr 30, 2015
	$22.51
	$484,550

	May 1, 2015 – Apr 30, 2016
	$23.19
	$499,188

	May 1, 2016 – Apr 30, 2017
	$23.88
	$514,041

	May 1, 2017 – Apr 30, 2018
	$26.00
	$559,676

	May 1, 2018 – Apr 30, 2019
	$26.78
	$576,466

	May 1, 2019 – Apr 30, 2020
	$27.58
	$593,687

	May 1, 2020 – Apr 30, 2021
	$28.41
	$611,554

	May 1, 2021 – Dec 30, 2021
	$29.26
	$629,850



The transmitted fiscal note estimates the 2017/2018 biennial cost at $1.2 million and the 2019/2020 biennial cost at $1.3 million. This cost would be borne by the General Fund (appropriated to the Long Term Lease fund) unless a non-General Fund agency or non-County agency were to occupy the space.  As noted previously, a full consolidation of DPD employees, including former Public Defender Association employees, is anticipated to occur in 2018 and it is uncertain how the County would use the Central Building space through the end of the lease term.  The costs of the lease is in accordance with King County Code 4.56.186, which authorizes the Executive to lease real property within the authorized appropriations by the Council.

According to the Facilities Management Division (FMD):

When [Public Defender Association] does vacate the space as part of the DPD consolidation FMD will first look to address county space needs.    Multiple county agencies and programs, such as Best Start for Kids, [Department of Community and Human Services], Business Resource Center, King County [Information Technology], [Department of Natural Resources and Parks] divisions, and Metro Transit, are experiencing growth and creating a need for additional office space in the near and long term.   If the vacated space does not work to address county needs, FMD will work to sublease the space to a private tenant.

Note that the lease would allow for subleasing to non-County tenants with approval from KBS SOR Central Building, LLC, the landlord.  If the County were able to sublease the space at more than the rental rate, the landlord would receive half of the additional rent, which is not an unusual provision.

Equity and Social Justice Impacts

The transmitted Lease Property Summary indicates that: 

DPD’s clients are indigent; many also need to use public transit in order to access DPD’s services.  This location serves the downtown Courthouse area of King County and has convenient access to freeway and transit service.  This is a continuing location for this program that is consistent with the location’s zoning.  This program is not expected to negatively impact low income communities, communities of color or limited English proficient communities by continuing at this location.

Alternative Analysis

The transmitted Lease Property Summary indicates that: 

This is an assignment of a lease in order to meet the leasehold obligations of the subsummation agreement. The lease cost is below market and is located in a facility near the King County downtown campus.  This proximity makes it a good location for County programs that need additional office space.

AMENDMENT

Amendment 1 would delete the existing lease amendment and attach a revised lease amendment, dated April 20, 2017.  The revised lease amendment includes the following changes:

· Deletes references to storage space that is no longer being used by DPD;
· Clarifies and strengthens insurance provisions; and
· Makes other technical clarifications.

The landlord has agreed to these revisions.

ATTACHMENTS

1. Proposed Ordinance 2017-0002 and Attachment A
2. Amendment 1
3. Transmittal Letter
4. Fiscal Note
5. Lease Property Summary
6. Original Lease
7. First Amendment
8. Second Amendment

INVITED

1. Linda Youngcourt, Director, Department of Public Defense
2. [bookmark: _GoBack]Tony Wright, Director, Facilities Management Division
3. Bryan Hague, Manager, Real Estate Services
4. Sid Bender, Budget Manager, Office of Performance, Strategy and Budget
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