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STAFF REPORT

SUMMARY:  

The County’s centralized data center is currently located in leased space in the Seattle Municipal Tower.  The County is currently exercising a one year, month-to-month, extension option on a lease in the Municipal Tower. The lease expired in March of 2007.  As of March of 2008 the County no longer has space secured for its centralized data center, which supports several critical county functions.

The Executive has recently transmitted legislation that would move the data center to “Building Five” of the Sabey Center, which is located at 3355 South 120th Place, Seattle Washington.

Proposed Ordinance 2007-0443 would designate Building Five as the county’s enterprise data center location and would authorize the Executive to enter into a thirty-year lease for 11,474 square feet in Building Five.  Terms of the lease are generally described by a “letter of intent”, which is Attachment A to the proposed ordinance.

Proposed Ordinance 2007-0444 is a supplemental appropriation request that would authorize the Executive to spend up to $17.1 million in 2007 to pursue relocation of the data center from the Seattle Municipal Tower into Building Five of the Sabey Center.  This request would fund capital investment activities including data center infrastructure improvements, relocation planning, and a project contingency reserve.

These ordinances were first heard at the September 5th, 2007 Committee meeting. At that time, council staff still highlighted a number of outstanding issues and received additional points of inquiry from Councilmembers. Currently there are still a number of issues that remain unresolved - these will be discussed throughout the staff report. 

BACKGROUND:

The County’s centralized data center is currently housed in leased space in the Seattle Municipal Tower.  This lease, originally executed in March of 2004 was scheduled to run through March of 2009 and contained an “early out” clause that would allow the County to end the lease in 2007 or 2008 and pay associated penalties.  The “early out” option was exercised according to the lease terms 24 months prior to the revised expiration date of March, 2007.  Revisions to the original lease also included terms to allow the County to extend the lease on a month-to-month basis for up to one year at a rate of 150% of the rate charged prior to March 2007.  The County is currently paying the increased rate and does not have replacement space secured beyond the March 2008 final lease expiration date.

The legislative proposal under discussion today would allow the County to move ahead with the Sabey center as the selected site for the data center space.  The Sabey center is the largest, multi tenant data center campus on the West Coast. The data center campus includes five data center buildings. The buildings are highly secure and are designed to meet the needs of the largest data users. The facility has state of the art mechanical and electrical systems, control and monitoring, and back-up systems for emergency and maintenance.  
ANALYSIS:

SCOPE

The proposed relocation of the existing data center at the Seattle Municipal Tower to Building Five of the Sabey Center involves a large scope of work. The proposed lease comprises a total of 11,474 square feet of space in Building Five of the Sabey Center.  7745 square feet of this space would be dedicated to data center operations on the second floor and the remaining 3,729 square feet would be used for office and administrative purposes on the first floor.  Under this proposal, the county will have the first right of refusal for an additional 3,729 square feet. 
The section below highlights each of the components of the proposal. 

Table 1: Funding Request Breakdown

	Type of Expense
	2007-0444
	2008 Est.

	Tenant Improvements (Per Lease)
	          $7,000,000 
	 

	Core Infrastructure
	        774,000 
	 

	Network Equipment
	      2,352,477 
	 

	Telephone Systems
	        206,019 
	 

	Wireless Connectivity
	            6,210 
	 

	Data Center Operations
	          31,309 
	 

	I-Net Equipment
	        117,811 
	 

	Fiber Costs
	      3,119,293 
	 

	Systems Engineering
	 
	        647,955 

	Relocation Consultant
	      1,000,000 
	        500,000 

	Physical Move Costs
	 
	      1,108,824 

	FMD Staffing Costs
	        348,000 
	 

	Auxiliary Servers - Fortress
	        331,098
	

	OIRM Staffing Costs
	        309,355 
	        707,807 

	Project Contingency
	      1,400,000 
	 

	Sazan Consultant Costs
	          75,000 
	

	Total
	    $17,070,572 
	      $2,964,586 


Tenant Improvements   ($7,000,000)

Tenant improvements are generally described as improvements that are fixed to or integrated into the building that remain after a tenant vacates. In the case of the proposed data center operations space (7745 SF), the existing space is essentially an empty shell so extensive tenant improvements are necessary in order to create an infrastructure that meets the technical requirements for housing the county’s data center. Tenant improvements include a HVAC system, a specialized fire system, power, partitions, electrical systems and a raised floor.  Since King County will only be using part of the space on the second floor, work will be needed to partition off the county’s segment of the floor. 

The tenant improvements to the office space on the first floor will be much less extensive because the space has the basic infrastructure in it already (floors, lighting, power, etc.) and does not have the technical needs of the data center operations space. The improvements to the office space will include partitions to create work spaces, creating a break room and partitioning the space away from the rest of the floor.
The estimates for capital contributions to this space are approximately $7 million, or $900 per square foot. The scope of the tenant improvements will be guided by the design criteria report developed by Sazan consultants. 
Issues Remaining: Committee staff have requested an itemized cost breakdown of the $7,000,000.

Main DC Core Infrastructure ($774,000)

This is equipment in the data center that will be used to connect the new data center with other King County sites. This will include cables and power cords. It will also include special equipment that will allow IT Administrators to connect to servers in the new data center remotely from the Internet. The Core Infrastructure costs also include equipment racks and cabinets to house the equipment used to connect the new data center with other King County sites. 

According to OIRM, these types of investments are considered a special category of tenant improvements. 

Issues Remaining: Committee staff has requested information on why this special category of tenant improvements is not considered part of the tenant improvements listed above.
Network Equipment ($2,352,000)

These items will connect the various devices together within the data center so that all of the equipment can talk to each other within the data center. This includes items such as cables and switches, and certain kinds of shelves. The primary cost driver in this category is switches. For example, there are 80 switches which cost $13,852 each, a total of $1.1 million just for those switches. There are another 3 switches which cost $202,157 each.  According to OIRM, the existing switches at SMT are outdated and are not appropriate in a new data center environment.

These costs are different from the core infrastructure costs described above because the core network costs are focused on connecting the devices together within the data center whereas the core network infrastructure costs are for equipment related to connecting the data center to other county sites.

Telephone Systems ($206,019)

The primary costs are to move and install T-1 lines, purchase phones, and move the existing phone numbers to the new building. 

Wireless Connectivity ($6,210)

This item will fund acquisition of equipment for the Data Center to allow wireless connections for the operations staff laptops.  
Data Center Operations ($31,309)

Issue Remaining: Committee staff is awaiting information from OIRM for more details on this expenditure item.

I-NET Equipment ($117,000)

According to OIRM, “I-NET equipment will be installed at Sabey to provide redundant internet connectivity for I-NET customers in the event I-NET loses its primary connection.”

Issue Remaining: Committee staff is awaiting information from OIRM in order to better understand this expenditure item.

Fiber Costs
($3,119,293)
The project scope also includes installing two long, high capacity fiber optic runs (almost 20 miles) to the leased space and connecting the new space with various points all the way from the airport to selected sites downtown. The second run serves as a back-up run. While the cost estimates for the county assume installing its own fiber optic network (KCWAN) rather than using a commercial vendor, OMB notes that a final analysis on whether to install KCWAN versus a commercial vendor has not been completed. OMB reports that such an analysis will be completed during the scope of this project. 

Issues Remaining: Committee staff have requested the analysis used to determine that is more cost effective for the county to own rather than lease fiber lines. According to OMB this information will not be available to committee staff until the end of this week, or the week of September 24th. This schedule may not leaves adequate time for committee staff to evaluate the information provided. If the information supporting the decision to purchase fiber is not provided in time for the committee’s consideration, the committee may wish to eliminate the request for funding for fiber costs from this appropriation request. The Council could then reconsider this issue once the supporting data was provided during the 2008 budget process or in a supplemental budget request. 
Relocation Consultant ($1,000,000 for 2007) ($500,000 estimated for spring 2008)
The project will also involve hiring a relocation consultant.  The current appropriation request includes over $1.5 million for planning, project management and move costs. Factoring in current estimates for the spring 2008 supplemental, total move, planning and project management costs exceed $3.7 million. 

Issues Remaining: 

At the September 5th, Committee meeting an additional issue was raised both in the staff report and by Councilmembers about how the proposed $1.5 million of expenditures for the “Relocation Consultant” was calculated or determined. Essentially this proposal includes $1.5 million to develop a plan for moving the IT services to the new data center. In our discussions with Executive staff since then, it has become clear that no actual “move” costs are included in this request, but funds for supervising the move, provided by outside consultants, are included in this request. These “supervision” costs should really not be categorized as consulting/planning costs, despite the fact they are provided by consultants. The cost estimates are based on a quote solicited by the Executive branch. Until a formal RFP/RFQ process is undertaken, this cost will remain as an unknown.
Physical Move ($1,108,824 estimate for spring 2008)

The move will involve transferring the existing equipment housed in the Seattle Municipal Tower (SMT) to the Sabey Center space. The servers and associated equipment for Public Health will also be moved to the Sabey space. (Public Health has been temporarily renting space since its move to the new county office building.) The project scope does not include moving other executive branch departments or separately elected agencies. 

In order to ensure minimal disruption to IT services, the project proposes to run dual equipment during the relocation process and temporarily lease fiber lines while the permanent fiber network is established. 

Staffing Costs ($657,355)
Issues Remaining: Council staff has also inquired regarding the use of FMD and OIRM staffing and requested additional information as to what types of work will be done by each group of employees. It is also unclear at this point how that body of work will be segregated and managed. We have not received a response as to how these costs were calculated/estimated or what types of impact that will have on other demands for OIRM resources. This is of added important now that Council staff understands that management and oversight of the move will be provided not by County employees, but by outside consultants. 

Project Contingency Funds ($1,400,000)
Contingency funds are those designated to deal with unforeseen issues that arise during a project. Councilmembers are familiar with the use of contingency funds on major capital projects undertaken by the County over the last several years. 

Issues Remaining: Within the different projects listed in Table 1 contingency funds are embedded in the project budget. Additionally, there is $1.4 million in project scope contingency included in the appropriation request. This brings total contingency contained within the project to $2,835,388 or 20% of the total project cost. Council staff inquired as to how the project contingency was developed – i.e. whether this was a simple budget percentage calculation or if it was based upon project risk.  The Executive has indicated that the contingency amounts for each project were based on their evaluation of risk within each project. 

As the tenant improvement costs (construction costs) are covered by the lease and provided by the landlord, this project appears to have little construction risk, an area where the County has experience issues with cost escalation in the recent years. The planned work also involves a build-out of empty space, rather than remodeling an existing facility.  
This is an area where Councilmember may want to defer appropriation until the spring legislative package. Waiting until the spring might allow for a better analysis of remaining project risk. If contingency funds were needed at that time, the Council could appropriate funds necessary for contingencies.
Additional Consulting Costs ($75,000)
The proposal transmitted to Council included $75,000 in additional consulting work for data center design aspects. This body of work will be rolled into the tenant improvement work covered by the lease and can be removed from the appropriation

Follow-Up on Scope Issues Raised at September 5th, 2007 Committee Meeting and by Committee Staff 
Printing & Graphics

An issue was raised at the last committee meeting regarding the Printing & Graphics operations in the current data center. The Executive has responded that Printing & Graphic Arts does not use space in the data center. The printing performed in the data center is from the mainframe computer system like taxes, warrants and pet licenses. This is a different body of work. It should be noted P&GA did lease space in the Columbia Center for a time. 

Strategic Advisory Council

Councilmembers raised the issue of how to use the Strategic Advisory Council to help implement the Data center relocation. The Executive staff have indicated that they surveyed the External members of the SAC at a recent tour of the Data Center (in SMT) to determine if they: 

· Had any leads regarding available data center space, and;

· Would they be willing to provide feedback on lease v. own options and a financing model supporting either. 

The Executive indicates that the External committee members noted that Fisher and Sabey were both desirable locations and also that one member expressed interest in providing feedback on the financing models. They have not yet undertaken the process of getting this member’s advice. 

Rent an Executive

At the last Committee meeting, Councilmembers asked whether the “rent an executive” program offered by Microsoft Corporation would be utilized as part of this project. The Executive indicates that Microsoft has agreed to provide management expertise for the data center move. This will include review and advice regarding the plan and design of the move. The Executive further indicates that the External members of the SAC will also be consulted. 

Project Accountability

Additionally, Council staff has inquired as to the accountability of the various aspects of the project. Several KC agencies will be involved as well as outside consulting services. Staff asked ultimately who was responsible for success of the project.

Issue Remaining: Given the scope and complexity of the project, lines of accountability and responsibility are very important. What is the project management plan? 

Move Planning

Finally, we have requested information as to contingency plans surrounding the move of equipment. The current proposal from the Executive does not (even under the most optimistic projections) have the County out of the Seattle Municipal Tower prior to the Expiration of the lease early in 2008. We have asked about the status of planning efforts surrounding this issue.

Issue Remaining: Does the County have a plan for assuring that a “double-move” will not be necessary? This is especially important considering the issue raised in the Schedule section. 

 SCHEDULE

The following schedule milestones have been projected by executive staff. 

· [image: image2]Sept 2007: Hire a consultant with expertise in relocation planning and relocation     physical move
· [image: image3]Sept 2007-June 2008: Relocation planning and move prep
· [image: image4]June 2008- November 2008: Physical Move(s)
It is worth noting that even under the most optimistic projections, the move from the Seattle Municipal Tower facility will not fully occur until well after the existing lease extension expires in March of 2008.

BUDGET & OTHER FINANCING ISSUES FOR REVIEW

Proposed Ordinance 2007-0444 would appropriate $17,070,572 to the Building Repair and Replacement Fund (Fund #3951). The 2007 adopted budget for the Building Repair and Replacement Fund is $5,344,953. The impact on the appropriation from this ordinance is summarized in Table 2. 

Table 2: BR&R Fund Expenditures

	Building Repair & Replacement Fund

	2007 Appropriation
	PO 2007-0444
	Spring 2008 Estimate
	Total

	 $            5,344,953 
	 $     17,070,572 
	 $              2,964,586 
	 $25,380,111 

	Total for Data Center
	$20,035,158

	
	


The 2008 costs above represent estimated costs associated with the Data Center for 2008.  According to OMB, it is not possible to provide a more precise estimate until additional planning and scoping work is done by the relocation consultant. The Executive has indicated that a spring 2008 legislative package will be transmitted for additional Data Center costs.
Areas for Consideration for Reducing Appropriation Request 

As highlighted in the scope section of this report, thus far there are several areas where the committee could consider reducing the appropriation request and consider funding all or part these components at a later date. These include the request for fiber ($3,119,293) and Project Contingency ($1,400,000).
As indicated earlier, OMB concurs that the request for additional consultant costs ($75,000) can be deleted from this appropriation request. 
Other issues 
Council staff has made inquiries to Executive staff regarding several other issues. The Executive branch has responded to many of the requests. There are, however, additional areas where receipt of information is still anticipated at a later date.    
Fisher Plaza Costs

At the last meeting, staff noted that costs associated with the an analysis  of the Fisher Plaza site – a site formerly considered for data center space - may have been included in the current appropriation request.  Executive staff have since confirmed that the cost item that prompted this question should not have been included in transmitted materials and that no funding of costs associated with the Fisher Plaza site are included in the appropriations ordinance currently pending before the Committee. 

Phase I Capital Costs Versus Future Expansion

As noted previously, the Council is being asked to consider leasing a total of 11,474 square feet of space in Building Five of the Sabey Center.  7,745 square feet of this space would be dedicated to data center operations and the remaining 3,729 square feet would be used for office and administrative purposes. The capital costs to prepare the 11,474 SF of space for occupancy (tenant improvements) are currently estimated to be $7 million, or approximately $900 per square foot.  The estimated capital costs associated with the potential expansion space of 3,114 square feet are $4 million, or approximately $1285 per square foot.  Executive staff have indicated that a significant amount of the difference between these numbers is due to the fact that the expansion space would consist entirely of data center space, which is significantly more expensive to build. That is consistent with what would be expected, however, additional information regarding what is included in TI costs and what would not be included in TI costs has not yet been provided. 

Financing

The rationale for debt-financing infrastructure costs over only 10 years when the lease can run as long as 30 years. Council staff has inquired into what will be financed, what will not be financed, and of those costs being financed, what will be financed over ten years. 
· What impact will this shorter-term debt have on the central rates? Executive staff indicate that the 2008 rate will only included increases for running dual equipment for up to six months. 

· What is the basis for including relocation costs in the financing? The information provided is that this is a complicated move with high relocation costs. Furthermore, the response was that the County has included relocation costs in financing in prior projects. 

· What will the impact on central rates be if we delay rate increases until the first debt payments are due (likely in 2009)? No analysis has been provided regarding rate impacts. 

Revenue

· Has any thought been given to ramping up internal rates for 2008 as opposed to waiting for 2009 when it is possible that agencies will also begin to pay debt service for the Accountable Business Transformation (ABT) project? The Executive response is that the ABT financing will not be in place until 2010, so it is unlikely that agencies would face adding both costs into their internal service charges during the same budget year. 

LEGAL REVIEW

The legal documents related to the Sabey center are still being reviewed by the Council’s legal advisor.  The Council’s legal counsel is reviewing a version of the lease agreement that was transmitted on August 23rd.  Executive staff have indicated that an updated version of the lease agreement, which includes results of ongoing discussions with property representatives, is expected soon.
NEXT STEPS:

Council staff will continue working with executive staff to ready both pieces of legislation in preparation for possible committee action on October 3rd.   
It is worth noting that this timeline is unfortunately constrained for such a significant capital investment by the County.  As previously highlighted by Council staff, the Executive is expected to transmit a 2008 budget proposal in mid October.  As members are aware, in order for the Council to consider the budget ordinance, all committees are expected to stand down following receipt of the budget ordinance transmittal.  This schedule of events allows for only one CBC meeting on October 3rd prior to the annual budget process.  If outstanding issues noted in this staff report are not yet resolved prior to the October 3rd meeting, consideration of this issue by the Committee would not be feasible until CBC meets again in December.  Given the schedule pressures related to moving out of the Seattle Municipal Tower, this type of delay would serve to exacerbate an already undesirable situation for the County.
INVITED:

Kurt Triplett, Chief of Staff to the King County Executive

Kathy Brown, Division Director, Facilities Management Division

Bob Cowan, Director, King County Office of Management and Budget

Jim Napolitano, DES Capital Projects Manager, Facilities Management Division

De’Sean Quinn, Council Relations Director, Office of the King County Executive

Dana Spencer, Manager, Office of Information Resource Management

CherylAnn Boudreau, Project Manager, Office of Information Resource Management

Bob Thompson, Program Manager, Facilities Management Division

ATTACHMENTS:  

1.
Proposed Ordinance 2007-0443

2.
Proposed Ordinance 2007-0444

3.
Transmittal Letter including fiscal note, dated August 20, 2007
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