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Metropolitan King County Council
Budget and Fiscal Management Committee

STAFF REPORT

	Agenda Item:
	7 & 8
	Name:
	Jenny Giambattista 

	Proposed No.:
	2022-0206
2022-0207
	Date:
	June 22, 2022




SUBJECT

Proposed Ordinance 2022-0206 would authorize the Executive to execute a new lease in the Columbia Center Tower to house the Civil Division of the Prosecuting Attorney’s Office.

Proposed Ordinance 2022-0207 would appropriate $681,900 for costs associated with furniture and technology infrastructure for the new space for the Civil Division in the Columbia Center Tower.

SUMMARY

Proposed Ordinance 2022-0206 authorizes a lease for 10.5 years for approximately 34,000 square feet comprising space on floors five and six of the Columbia Center tower located in downtown Seattle. The lease will provide space for all the employees of the Prosecuting Attorney’s Civil Division. Tenant improvements will be provided by the landlord and are anticipated to be completed prior to the December 31, 2022, expiration of the current lease at Second Avenue and Seneca in downtown Seattle. 

The base rental rate per rentable square foot is $46.50 for year one with an increase of 2.5 percent annually. However, there is no cap on operating expenses. The first six months of base rent will be free, and the tenant improvements will largely be paid for by the landlord. The appropriation for the annual lease costs will be included as part of the 2023-2024 Biennial Budget.

Proposed Ordinance 2022-0207 would appropriate $681,900 for the costs associated with furniture and technology infrastructure for the new lease. 

BACKGROUND 

The Civil Division of the Prosecuting Attorney’s Office is currently subleasing space at Second Avenue and Seneca in downtown Seattle through December 31, 2022. Executive staff report negotiations to enter a new lease at that location were not successful. Previously, the Civil Division was split between the King County Courthouse and the Administration Building. Executive staff report the County’s office spaces in the Chinook building and King Street Center do not match the configuration needed to preserve client-privilege confidentiality and making modifications to create additional walls would run counter to the green building certification of those buildings. 

ANALYSIS

2022-0206 (Authorizes Lease).  Proposed Ordinance 2022-0206 would authorize the Executive to execute a lease (Attachment A) at 701 5th Avenue (Columbia Tower) in downtown Seattle. According to Executive staff, the lease negotiations and market research were conducted with the advice and counsel of a corporate real estate broker who leveraged the market and encouraged landlords to compete against each other for the PAO’s tenancy. Executive staff report over ten different properties were toured and they negotiated with three landlords before making a final decision. Executive staff report Columbia Center offered the most competitive proposal both in terms of rental rate and tenant improvement allowances. 

The lease terms are summarized below in Table 1.

Table 1
Summary of PAO Columbia Center Lease Terms

	Cost Per Square Foot 
	$46.50 per rentable square foot with a 2.5% annual increase.

	Operational Costs
	Tenant pays for its share of any increases in property taxes, insurance, and common area maintenance that increase over base rent. 

	Rentable Square Footage
	34,548

	Term
	Ten years and six months with option to extend for a period of five years. 

	Permitted Use 
	The lease is for use by the Civil Division of the PAO or another King County department that meets criteria set out in Article 14.8 of the lease. The criteria are intended to limit the use of the space by members of the public.  Any use for criminal legal work is prohibited. 

	Landlord contribution to tenant improvements
	Landlord pays for all tenant improvements except furniture and technology infrastructure.

	Funding Source
	PAO Civil Division Rates



Space Considerations. The transmitted lease summary describes the space as meeting the Civil Division’s operational needs through space configuration, layout features, and modern technology. While the space provides fewer offices than the Division’s prior space in County-owned buildings, it provides more flexible-use and meeting room space for remote trials, remote depositions, remote hearings, witness preparation and similar purposes.  

The space will be configured to support all the Division’s 99 employees. Most of the office space will be configured to house two attorneys in each office. This office-sharing model is consistent with the Division’s current subleased space in the Second and Seneca building, but different from the Division’s historical practice in the Courthouse and the Administration Building, where each attorney had their own private office. PAO reports this shared office practice will be effective because remote work will be a significant element of the Civil Division’s work and that deputies who share an office will work out a practical routine that will enable each to use the office when the other is telecommuting. In situations where both deputies need to be in the office on the same day, PAO anticipates there will be sufficient other offices available for either of them to use another office if the need arises. 

Tenant improvements.  Under the terms of the lease, the landlord agrees to perform all required improvements except improvements needed for technology infrastructure and furniture. (The appropriation, Proposed Ordinance 2022-0207, for the County’s share of tenant improvement is discussed below.) 

Annual Lease Cost.  As shown in Table 2, the annual base rent is estimated to be $1,606,482 starting in year one of the lease. The annual base rent includes all landlord operating costs for the base year. Beginning in year 2 of the lease, if the landlord’s operating costs go up more than the base year costs in 2023, per the lease, the County will need to pay its share of the incremental operating costs. The lease does not include a cap on the rate of increase for operational expenses and Executive staff note that due to the inflationary market the landlord pushed back against capping the operating expenses. Additionally, there is no allowance for the tenant to review “audit” operating costs. In response to Council staff questions on why there is no audit provision for reviewing expenses, Executive staff report:

“In discussions with the landlord about the billing of operating expenses, the landlord reiterated that they provide every tenant with an annual expense statement outlining any monies either owed to tenant or landlord. The landlord confirmed that all tenants reserve the right to interrogate the expense statement for errors or omissions and that they work collaboratively with their tenants to promptly resolve all billing matters. We also considered the reputation of the asset management firm Urban Renaissance Group who has managed Columbia Center for many years as well as many other institutional-grade assets throughout the region and has a reputation for outstanding management practices and tenant satisfaction. A business decision was made to proceed under the current language.”

Annual lease costs will be included in the proposed 2023-2024 Biennial Budget and will be funded from the PAO civil division central rate. 

Rent Abatement (Free Rent Period). Under Section 3.2 of the lease, the first six months’ base rent is abated (free). 




Table 2
Columbia Center Lease Cost Analysis 
	Year of Lease Term
	Monthly Base Rent
	Annual Rate/RSF
	Annual        Base Rent
	Est[footnoteRef:1]. FMD Lease Management Costs [1:  The estimate includes FMD lease management costs calculated using a standard FMD assumption of three percent of base rent. ] 

	Annual Base + FMD

	
	
	
	
	
	

	Year 1 (Shown without 6 month rent abatement)
	$133,873.50
	$46.50
	$1,606,482.00
	$48,194.46
	$1,654,676.46 


	Year 2
	$137,213.14
	$47.66
	$1,646,557.68
	$49,396.73
	  $1,695,954.41 


	Year 3
	$140,639.15
	$48.85
	$1,687,669.80
	$50,630.09
	  $1,738,299.89 


	Year 4
	$144,180.32
	$50.08
	$1,730,163.84
	$51,904.92
	  $1,782,068.76 


	Year 5
	$147,779.07
	$51.33
	$1,773,348.84
	$53,200.47
	  $1,826,549.31 


	Year 6
	$151,464.19
	$52.61
	$1,817,570.28
	$54,527.11 
	  $1,872,097.39 


	Year 7
	$155,264.47
	$53.93
	$1,863,173.64
	  $55,895.21 

	  $1,919,068.85 


	Year 8
	$159,122.33
	$55.27
	$1,909,467.96
	
$57,284.04 

	  $1,966,752.00 


	Year 9
	$163,124.14
	$56.66
	$1,957,489.68
	  $58,724.69 

	  $2,016,214.37 


	Year 10
	$167,183.53
	$58.07
	$2,006,202.36
	  $60,186.07 

	  $2,066,388.43 


	Year 11 
	$171,358.08
	$59.52
	$2,056,296.96
	$61,688.91 
	$2,117,985.87

	Totals
	 
	$20,054,423.04
	$601,632.69
	$20,656,055.73




Addressing Uncertainty with Space Needs Due to Covid-19 and Changing Remote Work Policies. Council staff asked PAO how the proposed lease reflects the increasing use of remote work by employees. Below is the PAO’s response:

“The PAO’s current policy is that employees must be in the office as business needs require.  The PAO, like other employers in this region, is still facing a lot of uncertainty due to COVID. Our needs to work in person vs teleworking are constantly evolving and being re-assessed. Many employers in the Seattle areas have been encouraging or requiring employees to return to work downtown (e.g., work in person around 3 days a week). At this time, with a new prosecutor taking office in January 2023, we cannot predict the degree to which the PAO will allow more remote work; but we do expect teleworking to continue in some fashion.  What we have learned during the COVID-19 pandemic is that even with remote work, some functions (e.g., remote depositions, remote trials) must take place in the office. For those reasons, we need more conference rooms and other flexible-use space than we have in our current subleased space, or that we had in our prior County space.  The Columbia Tower space is about 14% smaller than Civil’s prior County-owned space and has far fewer private offices, but more conference rooms and flexible-use space.”

Time Sensitivity. Executive and PAO staff have noted that while there is not a requirement in the lease to sign by a specific date, there is a strong interest in initiating the improvements as soon as possible in order to complete the project by the end of December when the PAO’s current sub-lease at Second and Seneca expires. The lease needs to be fully executed in order to procure the construction permits and initiate construction. 

Proposed Ordinance 2022-0207 (Appropriation for Tenant Improvements).  Proposed Ordinance 2022-0207 would appropriate $681,900 for costs associated with furniture and technology infrastructure for the new space for the Civil Division in the Columbia Center Tower. The expenditures will be from the FMD Building Repair and Replacement Fund and in 2023 the PAO will reimburse the FMD fund from the PAO operating budget funded from the PAO civil division central rate. According to executive staff, these expenses will be nearly offset by the six-month free rent period. 


AMENDMENTS

Council staff have prepared an amendment to make three technical, clarifying changes to the lease. Both the landlord and the tenant have agreed to the changes. The changes are as follows:

· The reference date in the summary on page 1 is changed to June __, 2022. 
· In Article 10.1., “of” is changed to “or”.
· At the start of Article 29.25 a clarifying introductory phrase, “Except as otherwise provided in this lease” is added.


INVITED

· Stephen Cugier, Property Services Agent, FMD-Real Estate Services
· Dwight Dively, Director, Office of Performance, Strategy and Budget
· Andrew Marcuse, Senior Deputy Prosecuting Attorney, Prosecuting Attorney’s Office
· Anthony Wright, Division Director, Facilities Management Division 
· Jay Zhao, Director of Budget and Finance, Prosecuting Attorney’s Office

ATTACHMENTS

1. Proposed Ordinance 2019-0206 (and its attachments)
2. Amendment 1 and its attachment
3. Transmittal letter 2022-0206
4. Fiscal Note 2022-0206
5. Proposed Ordinance 2022-0207 (and its attachments)
6. Transmittal Letter 2022-0207
7. Fiscal Note 2022-0207
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