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Metropolitan King County Council

Operating Budget Committee

Agenda Item No. #6:



Date:
  September 6, 2006


Proposed No.: 
2006-0366


Prepared By:    Susan Neely  

STAFF REPORT

SUBJECT:
An ORDINANCE authorizing the Executive to enter into a lease for office space in the Prefontaine Building for three years, with an option to renew for an additional two years, for the Community Corrections Division’s Learning Center and Literacy Program.
SUMMARY:
Proposed Ordinance 2006-0366 would authorize a lease agreement for 4,251 square feet in the Prefontaine Building, located at 110 Prefontaine Place South, for the Community Corrections Division’s (CCD) Learning Center and Literacy Program.  

The lease term is nearly 36 months, from August 16, 2006 to July 31, 2009, with an option to renew for an additional two-year term at the then prevailing rent in the Seattle office market (but not less than the rent in the 36th month of the initial term of the lease).
Table 1 lays out the basic lease costs.  The initial rate of $19.00 per square foot will be increased by 3% (to $19.60) at the start of year two (August 2007) and by another 3% (to $20.20) at the start of year three (August 2008).  
Table 1
	Time Period
	Cost per Sq. Ft.
	Monthly Rent
	% Increase

	Months 1-12 (8/06-7/07)
	$19.00 
	$6,730.75 
	n/a

	Months 12-24 (8/07-7/08)
	$19.60 
	$6,943.30 
	3.16%

	Months 25-36 (8/08-7/09)
	$20.20 
	$7,155.85 
	3.06%


The lease agreement requires the landlord to provide utilities and services (electricity, water, sewer, garbage, ground and building maintenance).  2006 will be the base year for these expenses and the County will be billed for increases above the actual building’s operating expenditures starting in 2007.  The Executive anticipates that there will be an increase of $1,059 annually ($88.25 per month) for operating costs – primarily due to energy rates.  The estimated total lease expenses for 2007, 2008 and seven months of 2009 are $83,202, $85,667 and $55,148 respectively.
In order to secure the space during the time required for Council approval of the long-term lease, the Facilities Management Division (FMD) entered into a month-to-month lease for a 60-day period beginning on July 26, 2006.  Per the transmittal letter, “if Council approval of the three-year lease is not received by September 24, 2006, the County can remain in the space on a month-to-month basis, but will be subject to a one-time lump sum penalty of $7,085 plus an additional ongoing rent premium on top of the regular monthly rent in the amount of $6,110.77, beginning with the commencement of the short-term lease on July 26, 2006.”   If the premises are vacated on or before September 24, 2006, the penalty will be the $7,085 lump sum payment.
BACKGROUND:
There are two recent Council actions which explain why this action is before Council:  

1. Per King County Code (KCC 4.04.040), the Council must approve leases that extend beyond one fiscal year, with certain exceptions.  In the 2005 Space Plan Ordinance 15328), the Council clarified that Council approval is required for any real property leases that have terms cumulatively longer than a total of two years.
2. The 2006 Budget Ordinance (Ordinance 15333) included an Expenditure Restriction (ER1) which stated that $100,000 of the Adult and Juvenile Detention appropriation is to be expended solely for the establishment of a learning center and literacy program within the Division of Community Corrections, to include adult education, general education diploma (GED), literacy, life skills and math instruction to adults participating in Community Corrections.  It further stated that the funding is to be used to develop a request for proposals for the provision of services, establishment of the physical space and for program contract costs.
The CCD currently has space in the Yesler Building to house the existing Community Center for Alternative Programs (CCAP) – a day reporting -format program which provides treatment, educational programs and services without cost to participants so sentenced by the courts.  The CCD’s first preference was to co-locate the learning center and CCAP, but due to CCAP’s client volume (i.e., twice what was envisioned) and insufficient space available in the Yesler Building, an alternative location is needed for the learning center.
Sufficient space, requiring minimal tenant improvements, was found in the Prefontaine Building.  It’s located on the fifth floor and has classroom, private office and reception-area space that meet the Washington State Board of Community and Technical Colleges recommendations (through the their Capital Analysis Model (CAM)) for a learning center (e.g., to provide adequate classroom, library and computer space for 25 students, approximately 1700 sq. ft. are needed; 3400 sq. ft. for 50 students).
ANALYSIS:
The three-year lease before the Council is in response to the 2006 Adopted Budget Expenditure Restriction (ER1) for the Department of Adult and Juvenile Detention which requires that a learning center and literacy program be established.  The division determined that 3400 sq. ft. would be needed just for student-related space in order to house the envisioned program – including future growth.   Ideally, this center and the CCAP would be co-located – but that would require about 6000 sq. ft. total and that was unavailable in the Yesler Building (where the CCAP is currently located).  The Prefontaine Building offers sufficient space for the learning center, proximity to other DAJD operations (e.g., Administration, the King County Correctional Facility (KCCF) and CCAP) as well as immediate availability with minimal tenant improvements (i.e., finishing and painting of storage space walls, cleaning and repairing carpets).  
The County currently pays lease rates in the low to mid $20s per sq. ft. (Columbia Center pre-recent increase) to $29.60 at the Exchange Building.  Therefore, the $19.00 per sq. ft. per year rate is reasonable for the base rate at the Prefontaine Building, given the fact that the Pioneer Square submarket is not a desirable as either the Columbia Center or Exchange Building areas.  And an annual increase of 3% would seem reasonable as well, given the market and anticipated inflation rates.
The standard King County lease form was used.  It currently reflects a start date of August 16, 2006, however the actual date of execution will be the start date and the agreement ultimately provided to the landlord for signature will reflect that.  Following suggestions offered by Council’s legal counsel, the agreement provided for landlord signature will also clarify the class of building used to determine prevailing rates in 2009 (should the two-year extension option be exercised) and how any arbitration process will be handled.

REASONABLENESS:
Leasing space in the Prefontaine Building is responsive to Council direction.  The rate, and subsequent annual rate increases are reasonable given the location and the current and predicted future economic conditions.  Approving this lease agreement would be a reasonable and prudent budget decision.
INVITED:
Kathy Brown, Director, Facilities Management Division, DES

Reed Holtgeerts, Director, Department of Adult and Juvenile Detention (DAJD)
Nate Caldwell, Division Director, Community Corrections Division, DAJD

Bob Thompson, Project Program Manager, Facilities Management Division, DES
ATTACHMENTS:
1. Proposed Ordinance 2006-0366

2. Fiscal Note

3. Transmittal Letter dated August 9, 2006
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