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REVISED STAFF REPORT
As reported out of the Capital Budget Committee

Proposed Substitute Ordinance 2007-0463.2 passed out of committee with a “Do Pass Consent” recommendation.  The legislation was amended to authorize the Executive to negotiate an extension for the Auburn Public Health Center through June 2008.  

SUBJECT:
AN ORDINANCE authorizing the Executive to enter into seven lease renewals for various sites.  
SUMMARY:


Proposed Ordinance 2007-0463, if approved, will authorize lease renewals for seven county leases.  Four of the seven are for health clinic locations, one provides for a Sheriff’s Office storefront, one is for District Court operations, and another will provide for a Transit customer assistance office in Rainier Square.  
BACKGROUND:
As provided for in K.C.C. 4.04.040, the council must approve leases that extend beyond the end of a fiscal year unless (1) the entire term of the lease is included in a capital appropriation ordinance, (2) the lease contains a cancellation clause allowing unilateral termination by the county or (3) the lease is approved by ordinance.  
In December 2005, the council approved Ordinance 15328 that revised KCC 4.04 to stipulate that a lease that extended longer than a cumulative two year period would also require council approval by ordinance.  This decision was made to ensure public transparency and to preclude leases being extended through an annual renewal clause or “daisy-chained”, thus creating a multi-year lease without council review.  
Council oversight for long term leases is intended to ensure that costs are controlled and reviewed regularly and that the leased space is consistent with the county’s adopted space plan, which reinforces this policy.  The space plan document states that:  “The county shall continue to move from dependence on short-term leased space in the downtown Seattle area to owned space or long term leased space with the option to own when lease space exceeds ten percent of downtown occupied space and when building ownership will provide a long term cost benefit to the county”.  
This policy acknowledges that owning is usually more economical in the long term.  The 10% threshold target policy is to maintain a balance between leased and owned space that is cost effective and efficient for the county.  Obviously, there will be peaks and valleys in demand for leased space to meet county needs.
The county currently occupies 1,535,711sf of office space in the downtown corridor.  This space is leased, owned or leased to own.  The occupation of the new county office building has reduced the amount of leased space by approximately 290,000 sf, bringing the total leased space to an estimated 86,111sf, thus reducing the percentage of leased space in downtown Seattle to approximately 6%.  
ANALYSIS:
To comply with KCC 4.04.040, that stipulates that a lease extending longer than a cumulative two year period requires council approval by ordinance, the Executive is proposing the renewal of seven long-term leases that have periods that range from two to five years.  The following table lists the facilities proposed for lease renewals, the expiration of the previous lease, and the term proposed for the new leases.  
Table 1.  Proposed Lease Terms
	Facility
	Expiration Date of Previous Lease
	Term of Lease for Approval
	Length of Term

	Public Health Clinics:
	
	
	

	· Auburn Public Health Center
	9/30/2004
	10/01/04 to 06/30/07
	2.75 years

	· Columbia (Southeast) Public Health Center
	12/31/2003
	06/01/06 to 05/31/11
	5 years

	· Downtown Public Health Center
	12/14/2005
	12/15/05 to 12/15/10
	5 years

	· Enumclaw Public Health Center (includes Women, Infants & Children (WIC) Nutrition Program)
	NEW - Relocated due to hospital expansion
	08/15/06 to 08/31/08
	2 years

	Sheriff’s Office
	
	
	

	· Briarwood Storefront
	Rental agreement since 5/1/2004.
	06/01/06 to 05/31/08
	2 years

	District Court
	
	
	

	· Surrey Downs, East Division facility in Bellevue
	12/31/2006
	01/01/07 to 12/31/08
	2 years

	Transit
	
	
	

	· Metro Customer Assistance Office in Rainier Square
	New 
	09/01/05 to 08/30/08
	3 years


Lease Term Timing

Six of the proposed leases are subject to council approval because the terms proposed would extend beyond two cumulative years as proscribed in KCC 4.04.040.  The Auburn Public Health Center lease has expired, but an extension is being negotiated for an additional year.  (A discussion of the lease and extension will occur later in the staff report.)  The proposed beginning lease dates range from 2004 to 2007 due to: 
1. the effective date of Ordinance 15328, 
2. the time associated with lease negotiations, and 
3. the time associated with the legislative process.  
Effective date of Ordinance 15328 – Council approved Ordinance 15328 to include council review after two cumulative years on December 3, 2005.  Council staff consulted with the Prosecuting Attorney’s Office to more fully understand the impacts of Ordinance 15328.  Generally, leases with full appropriation or approved by the council that were in effect at the time the council made this change, would not be subject to the change until the expiration of the approved lease term.  Leases with cancellation clauses would not be subject to the change until extending more than two years after the effective date of the ordinance.  Occupancy that occurred prior to the effective date would not count as part of the cumulative total of two years, but for these leases periods of occupancy after the effective date of Ordinance 15328 would be included in the cumulative total.  In other words, the ordinance effect was not retroactive but prospective.  

Some of the proposed leases have terms that begin during 2005 or 2006.  These leases began re-negotiations prior to the code change and are included in the lease package.  The proposed leases meet the two year criteria and should be approved within two years of the effective date of Ordinance 15328, which is December 3, 2005.  
Time Associated With Lease Negotiations – Lease negotiations can sometime become protracted, taking months to finalize agreement terms.  Leases usually include “hold over” clauses that allow the tenant to continue occupation of the rental space until negotiations for a new lease are completed.  If negotiations are prolonged, these “hold over” clauses can be in effect for some time.  By the time council action is taken on the legislation, the lease could appear to be retroactive.  This is not an unusual occurrence.  
Legislative Process – The time involved for legislation to be created, approved, and transmitted by the Executive and to be referred, considered, and adopted by the council can take up to six months.  This process timeline can also make beginning lease term dates appear to be retroactive when considered by the council.  
Proposed Lease Renewals

The proposed leases are for sites that have been occupied by the county for some time, with one site, the Bellevue District Court, occupying the same location since 1985.  The following list shows the length of time for each, as well as estimated annual costs:
Table 2.  Proposed Leases Costs
	Facility
	Time at this location
	Base Rent
	Square Footage
	Estimated Annual Cost

	Public Health Clinics:
	
	
	
	

	· Auburn Public Health Center
	since 1990
	from $13.50 per sf to $17.25 
	5,040 sf
	from $859,086 to $1,043,280

	· Columbia (Southeast) Public Health Center
	since 1990
	$5.07 per sf 
	19,666 sf
	$99,708

	· Downtown Public Health Center
	since 1990
	from $47,807 to $53,544 
	25,497 sf
	from $573,684 to $642,528 

	· Enumclaw Public Health Center (includes Women, Infants & Children (WIC) Nutrition Program)
	relocated from Enumclaw hospital site (1999)
	$0.15 per sf per month
	908 sf
	$1,634

	Sheriff’s Office
	
	
	
	

	· Briarwood Storefront
	Moved within same complex (2004)
	$1600 per month
	1,296 sf
	$19,200

	District Court
	
	
	
	

	· Surrey Downs, East Division facility in Bellevue
	since 1985 
	Utilities & maintenance
	12,618 sf
	$28,788

	Transit
	
	
	
	

	· Metro Customer Assistance Office in Rainier Square
	New 
	$1,029 per month
	1,055 sf
	$12,348


The county rents space in approximately 50 buildings that are appropriated in Fund 3310, the long term lease fund.  The Facilities Management Division (FMD) manages the leases and the fund.  The estimated annual rental costs are appropriated in this fund and approved by the council during the budget process.  There is no fiscal impact associated with approval of these leases, as the costs are included in the 2007 budget.  
Highlights:  
Two of the proposals are replacing leases that expired prior to December 2005 and had not been negotiated for council review since 2004.  The reasons are discussed below:  

1. The most unusual proposed lease renewal is for the Auburn Public Health Center.  Negotiations were quite protracted and the lease proposed for approval is for a period beginning in October 2004 and ending in June 2007.  Executive staff have explained that the lease was not signed until corresponding negotiations at the Federal Way public health facility were finalized.  
King County Public Health (KCPH) is a tenant of Community Health Care of King County (CHCKC) in Auburn.  CHCKC leases space from KCPH at the Federal Way public health facility.  CHCKC owed certain operating and major maintenance expenses at the Federal Way facility, and KCPH would not agree to sign the Auburn lease until that debt had been discharged.  
Because the lease term has already passed and hold over options are included in the agreement, Executive staff has noted that Public Health is negotiating an amendment to extend the lease at the facility through June 30, 2008.  An amendment to the proposal could be added to authorize a proposed extension of this lease.  The council should anticipate a request for approval of another lease for this facility in 2008.  
2. The Columbia Southeast Public Health Clinic was in holdover status after the lease expired in 2003 because the City had not notified the county of a rent increase or extension of term.  Consequently, a new lease negotiation did not occur immediately.  A new lease has been negotiated to run from June 2006 to May 2011 and is included for council’s consideration.  
Possible KCC Revisions
Since KCC 4.04 was revised to reflect the cumulative two year policy, two items appear to be unclear: (1) when the cumulative two years “clock” starts to run and (2) whether the leases for review under this section include properties that are not occupied by county employees, such as park and ride lots, bus shelters, etc.  
Timeline

As noted earlier in this report, the proposed cancellation clause leases assume that any lease that was in effect (existing) prior to December 2005 could continue without council approval only two years from the effective date of Ordinance 15328.  Any confusion surrounding this timeline should no longer be an issue after December 3, 2007 when two years will have lapsed since adoption of Ordinance 15328.  All proposed leases included in this package meet the guidelines of KCC 4.04.  
For future lease review, Council and Executive staff have discussed the possibility of a quarterly or semi-annual lease package transmittal similar to the omnibus ordinances that bundle supplemental appropriations.  
Real Property

Ordinance 15328 clearly states that the cumulative two year review applies to real property leases.  Leased real property such as office buildings, court space, medical clinics, and police storefront are easily identified as buildings for review.  However, leased real property also includes park and ride lots, bus stops, trolley line connections and right-of-ways.  
As an example, in the Transit Division, there are thousands of properties that could fall into this category for council approval.  Various jurisdictions sign bus zone permits with the county to allow use of right of ways, as well as operations and maintenance agreements and park and ride lot leases to enhance Transit operations.  

Council Direction – The council may wish to clarify the type of leases that are subject to council review in the code and also may wish to direct staff to work with FMD and PAO staff to clarify the type of real property is subject to the cumulative review.  Additionally, the council may wish to provide direction as to whether a “package transmittal” would be acceptable for consideration.  
AMENDMENT

Amendment 1 has been drafted that would authorize the Executive to negotiate an extension to the Auburn Public Health Center lease through June 2008.  Approval of an extension would clearly show council review of the proposed lease, provide authorization to proceed with negotiations, and would also meet the requirements of KCC.  
REASONABLENESS:

The seven leases proposed for renewal meet the code requirements for council review and approval of the leases will allow the continuation of county services in their current locations.  The text for each lease is fairly “boiler plate” and does not appear to raise questions regarding the facilities over the life of the new term.  Approval of this lease package, as amended, would constitute a reasonable business and financial decision.  
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