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Metropolitan King County Council
Budget and Fiscal Management Committee



STAFF REPORT

	Agenda Items:
	6 and 7
	Name:
	April Sanders

	Proposed No.:
	2022-0151 and 2022-0152
	Date:
	April 27, 2022



SUBJECT

[bookmark: _Hlk99357024]Proposed Ordinance 2022-0152 would authorize the Executive to execute two 60-month leases in Council District 8 for the development of a South Downtown (SoDo) Enhanced Shelter.

Proposed Ordinance 2022-0151 would make a supplemental appropriation of approximately $9 million to fund the long-term leases that would be authorized in Proposed Ordinance 2022-0152.

SUMMARY

Proposed Ordinance 2022-0152 would authorize the Executive to execute two 60-month leases in Council District 8 for the development of a South Downtown (SoDo) Enhanced Shelter.  The enhanced shelter would include 269 shelter beds, currently operating on site through a short-term lease, as well as 40 enhanced shelter beds for individuals with more intensive behavioral needs, 40 to 60 additional enhanced shelter beds with traditional services, services for individuals living in RVs, and a sobering center.  The enhanced shelter program would operate 24/7 for adults experiencing unsheltered homelessness.

The Executive has requested action in committee on these two Proposed Ordinances by the end of April.  Council staff has prepared an amendment to the proposed ordinance to make technical corrections and clarifications in both ground leases.  The landlord has reviewed and accepted the changes.

Proposed Ordinance 2022-0151 would make a supplemental appropriation of approximately $9 million to fund the ground lease rent payments that would be authorized in Proposed Ordinance 2022-0152, as well as repayment of the tenant improvement costs identified in the ground leases.  Of the $9 million, $5 million would come from the City of Seattle and the remaining would come from DCHS grant funds.

BACKGROUND 

Current Use.  The properties in discussion are located in Seattle at 1000-1050 6th Ave S, owned by S-QOZB, LLC, and 831 Seattle Blvd and 831 Airport Way S, owned by South Downtown Partners, LLC.  King County is currently under a short-term lease on the properties that the Executive entered into as part of the emergency response effort related to the COVID-19 pandemic.  Council approval was not required for that lease, as it was fewer than 5 years.  The current short-term lease may be terminated with six months’ notice.

The properties are being utilized as an enhanced shelter that provides 269 shelter beds and is operated by the Salvation Army.  There is sobering center located in the Yesler Building that is currently operated by Pioneer Human Services.  If approved, this sobering center would move to the new site.

Previous Actions.
Emergency Proclamation.[footnoteRef:1]  In November 2015, Executive Constantine and Mayor Ed Murray announced local proclamations of emergency due to homelessness and proposed new investments.  The initial investment related to this proclamation was $2 million in additional funding to address root causes of homelessness. [1:  Executive, Seattle Mayor declare emergencies, announce new investments to respond to homelessness - King County] 


Executive Constantine's proclamation called for the federal and state governments to respond by investing in affordable housing, mental health treatment and addiction services.  The proclamation also included specific actions that King County will take to combat homelessness, including securing at least 50 additional shelter beds in Seattle, providing 20 new housing vouchers for those exiting drug court, and increasing incentives for landlords to rent to veterans, among others.

King County Regional Homelessness Authority.  On December 11, 2019, Council passed Ordinance 19039,[footnoteRef:2] authorizing the Executive to enter into an interlocal agreement with the City of Seattle for the establishment of the King County Regional Homelessness Authority (KCRHA), with the mission to "significantly decrease the incidence of homelessness throughout King County, using equity and social justice principles."[footnoteRef:3] [2:  King County - File #: 2019-0478]  [3:  Interlocal Agreement for the Establishment of the King County Regional Homelessness Authority Between King County and the City of Seattle Pursuant to RCW 39.34.030, Article IV, Section 2] 


Since the creation of the KCRHA, the blocs[footnoteRef:4] have appointed members to the Governing Committee and Implementation Board, the Authority has hired Chief Executive Officer Marc Dones, and a staffing plan has been developed, among other things. [4:  King County, city of Seattle, Sound Cities Association and individuals with Lived Experience] 


The KCRHA was established with the following purposes:

· Providing consolidated, aligned services for individuals and families who are experiencing homelessness or who are at imminent risk of experiencing homelessness in the jurisdictional boundaries of King County;
· Receiving revenues from King County, the city of Seattle, funders and other public and private sources for the purposes of the Authority, and applying such revenues; and
· Providing other services as determined to be necessary to implement the ILA.

ANALYSIS

Proposed Ordinance 2022-0152.  Proposed Ordinance 2022-0152 would authorize the Executive to execute two 60-month leases in Council District 8 for the development of a South Downtown (SoDo) Enhanced Shelter.

Summary of Key Terms in the Ground Leases.  Attachment A of Proposed Ordinance 2022-0152 is a ground lease agreement between King County and S-QOZB, LLC, with King County as the tenant. Attachment B of the Proposed Ordinance is a ground lease agreement between King County and South Downtown Partners, LLC, with King County as the tenant. Below is a summary of the provisions of the ground leases.

Provisions outlined are comparable in both ground leases unless stated otherwise.

Table 1. Ground Lease Provisions

	Lease Section
	Provisions

	Section 1. Basic Lease Information
	Outlines basic information such as the name of the landlord and tenant, property address and premises description.

States that expiration of the lease will be the last day of the month 60 months after the lease commencement date.

Sets the base rent at $2.90 per rentable square foot per month in the first year.


	Section 2. Premises; Tenant Improvement Allowances
	States the as-is, where-is condition.  Often in ground leases King County enters into, the landlord warrants the property.  That language is not included in these leases, which was a business decision by the parties.  The Executive indicates that the warranting language was not included because most of the buildings are scheduled for demolition.  The buildings in good shape have been under King County control for the last few years, so the Executive states that no pre-inspection is needed.  

For the S-QOZB, LLC Lease: 
· Requires the landlord to provide the tenant with a $2 million tenant improvement allowance, which will be paid back through additional rent over the course of the lease. The Executive states the $2 million is likely to go to support the sobering center and RV hookups, but it is not restricted for those uses.
· States that once the landlord acquires the adjacent property, the landlord shall provide notice to King County of its intent to lease the additional property to the County.


	Section 3. Term
	Lays out the terms of the lease to begin on the first day of the month following: Council approval, mutual execution and landlord’s delivery of the premises to King County for occupancy and end 60 months following the lease commencement date.

The leases provide for no extension or early termination options.


	Section 4. Permitted Use
	States that the properties may be used for any legally permissible use.


	Section 5. Rent
	Provides for rental terms in the first year to equal $2.90 per square foot of rental space with annual CPI adjustments. Amounts for the first year would be:

S-QOZB, LLC Lease: $793,660.40 per month in the first year
South Downtown Partners, LLC: $73,671.60 per month in the first year


	Section 6. Security Deposit

	No security deposit would be collected.

	Section 7. Utilities and Services

	Requires King County to pay all utilities.

	Section 8. Operating Costs

	Requires King County to pay all operating costs and provides for reconciliation and audit rights.

	Section 9. Maintenance and Repairs
	States that King County is responsible for maintenance, repair and replacement if the County determines them necessary, though the County is not obligated.


	Section 10. Sublease and Assignment
	Allows King County to sublease with prior written consent of the landlord.


	Section 11. Alterations and Improvements
	Allows King County to perform alterations and improvements to the premises without the landlord’s consent.


	Section 12. Damage and Destruction
	Lays out provisions for damage by fire, earthquake or other casualty.


	Section 13. Condemnation
	Lays out provisions for when 50% or more of the rental area of the building becomes untenantable due to eminent domain or condemnation.


	Section 14. Indemnity and Hold Harmless

	Lays out indemnity and hold harmless provisions.

	Section 15. Insurance
	Acknowledges that King County maintains a fully funded self-insurance program and requires the County to maintain coverage sufficient for its liability exposures. 

Requires King County to provide 30 days’ prior written notice of any material change.

The lease does not require the landlord to keep insurance, which is atypical for most ground leases.  The Executive indicates that insurance costs are pass through costs with an administration fee.  The business decision was made to not require the landlord to keep insurance, as conversations with underwriters and King County Risk Management determined it was less expensive for King County to insure the property instead of the landlord.


	Section 16. Intentionally Deleted

	Blank section

	Section 17. Liens

	Requires both parties to keep the premises free from any liens. 

	Section 18. Quiet Possession

	Provides King County with the right to have and quietly enjoy the premises for the lease term.

	Section 19. Holding Over
	States that King County’s possession after the lease term shall only be allowed if the landlord does not object, but that base rent during the holdover period


	Section 20. Non-Discrimination
	Prohibits the County from discrimination, unless based on a bona fide occupational qualification.


	Section 21. Default
	Lays out what constitutes a default by the tenant, including failure to pay and other non-monetary defaults.


	Section 22. Remedies
	Allows for the County the following options in the event of a default: termination of lease; reentry and reletting.


	Section 23. Costs and Attorney’s Fees
	Requires the losing party to pay the prevailing party reasonable attorneys’ fees.


	Section 24. Hazardous Materials

	Outlines hazardous material provisions.

	Section 25. General
	Includes provisions found in most ground leases for heirs and assigns; brokers’ fees; entire agreement; headings; severability; force majeure; governing law; no joint venture or agency; no third-party rights; survival; addenda/exhibits; and counterparts.


	Section 26. Notices
	Requires certain practices to be undertaken when notices are given to either party.


	Section 27. Signage
	States that the tenant is not required to obtain the County’s prior written consent before installing signs on the premises.


	Section 28. Intentionally Deleted

	Blank section

	Section 29. Subordination, Nondisturbance, and Attornment

	Subordinates this lease to all existing and future mortgages/deeds of trust on the premises.

	Section 30. Estoppel Certificates
	Requires tenant to execute and deliver a written statement attesting to a variety of conditions, including that the lease is unmodified and in full force and effect.


	Section 31. Intentionally Deleted

	Blank section

	Section 32. Surrender of Premises
	Requires the tenant to peaceable deliver the possession of the premises to the County upon termination of the lease.


	Section 33. Contingency
	States that the lease is contingent upon termination of the lease agreement between the parties from March 18, 2020 and execution of the lease anticipated in the December 8, 2021 letter of intent between the parties.


	Exhibits
	Exhibit A: Legal Description of Premises
Exhibit B: Diagram of Premises
Exhibit C: Legal Description




SoDo Enhanced Shelter.  The Executive states that the SoDo Enhanced Shelter would implement the direction of the $50 million Homelessness Response Fund appropriated in the COVID 7 supplemental appropriations ordinance.  The fund, in total, aims to serve 500 homeless individuals in King County.  This enhanced shelter project is anticipated to use approximately $22 million from the Homelessness Response Fund appropriation as well as non-COVID funding to operate the sobering center, currently operating out of the Yesler Building.  Note that the appropriation request in Proposed Ordinance 2022-0151 is solely for lease costs and not for the services that would be made available through the Homelessness Response Fund.

In total, the enhanced shelter would include:

1) 269 shelter beds (currently on site operated by the Salvation Army);
2) Approximately 40 enhanced shelter beds for individuals with more intensive behavioral health needs;
3) 40 to 60 additional enhanced shelter beds with more traditional services;
4) Services for individuals living in RVs; and
5) A sobering center (currently in the Yesler Building operated by Pioneer Human Services).

The Executive states that the existing SoDo shelter would continue operating as it does now.  Additionally, the sobering center is expected to begin operations on the site in Summer of 2022 and the new shelter beds and services are expected to be available by the end of 2022.

The enhanced shelter program would operate 24/7 for adults experiencing unsheltered homelessness, however the sobering center would not exclusively serve those experiencing homelessness.  Although the shelter would not have specific time restrictions on length of use, the shelter would be intended for shorter-term use, as service providers would work with residents to move them into longer-term housing when possible and would make referrals to the Jobs and Housing program.

The Executive states that this effort is intended to be complementary with the KCRHA Partnership for Zero[footnoteRef:5] effort.  The City of Seattle would partner with King County on the SoDo Enhanced Shelter by providing $5 million in funding in the 2021-2022 biennium, and an anticipated $10 million per biennium until the expiration of the lease. [5:  Partnership for Zero (kcrha.org)] 


Apart from the $9 million appropriation request for lease costs identified in Proposed Ordinance 2022-0151, the project is anticipated to use $21,730,000 from the Homelessness Response Fund appropriation, subject to construction and contracting.  The Homelessness Response Fund is from the COVID 7 supplemental appropriations ordinance and aims to serve 500 homeless individuals in King County.  A breakdown of the $21,730,000 is as follows:

1. $1,370,000 for 2 years of existing shelter operations on site—operations only, capital costs already complete; 
1. $2,000,000 for a temporary sobering center—lease costs and capital improvements only, operations (currently in the Yesler Building) will continue to rely on existing non-COVID service funding; and
1. $18,360,000 for additional services and shelter beds—lease, capital construction and operations.

Lease Term Length and Cost.  The ground leases would be for 5 years and would cost $2.90 per rentable square foot per month in the first year.  The leases would provide for inflationary adjustments to occur annually according to the Consumer Price Index for the Seattle area. 

Timing.  The transmitted ground leases were executed on February 3, 2022 but are subject to Council approval.  The Executive has requested action in committee by the end of April in order to secure the deal.  The property summary states that the landowner had indicated his intent to develop the property, but these proposed leases would defer that development for five years. 

Proposed Ordinance 2022-0151.  Proposed Ordinance 2022-0151 would make a supplemental appropriation of $9 million to fund the long-term leases that would be authorized in Proposed Ordinance 2022-0152.

Of the $9 million, $5 million would be funded by the City of Seattle and $4 million would be funded by the DCHS grants fund for the 2021-2022 biennium.  Of the total, $8.67 million would go towards base rent for both properties and $333,000 would go towards repayment of tenant improvement costs[footnoteRef:6]. [6:  Note that in the ground leases in PO 2022-0152, the landlord is providing the tenant with $2 million for tenant improvements, to be repaid over time.] 


The table below overview the anticipated revenue and expenditures over the course of the 60-month lease.  Note that the revenues and expenditures reflect only the cost of the ground leases and not the cost of the services that will be provided on site.

Table 2. Anticipated Revenues and Expenditures of the Ground Leases

	
	2021-2022 Biennium
	2023-2024 Biennium
	2025-2026 Biennium

	Revenue
	
	
	

	  City of Seattle[footnoteRef:7] [7:  To date, only the $5 million from the City of Seattle in the 2021-2022 Biennium has been appropriated.  Subsequent funding from the City of Seattle is contingent upon additional appropriation authority.] 

	$5,000,000
	$10,000,000
	$10,000,000

	  King County DCHS
	$4,006,655
	$6,624,748
	$3,587,748

	  King County GF
	$0
	$5,573,730
	$9,512,937

	TOTAL
	$9,006,655
	$22,198,478
	$23,100,685

	Expenditures
	
	
	

	  Base Rent
	$8,673,320
	$21,398,474
	$22,300,681

	  Tenant Improvement Cost Repayment
	$333,335
	$800,004
	$800,004

	TOTAL
	$9,006,655
	$22,198,478
	$23,100,685




AMENDMENT

Council staff has prepared an amendment to Proposed Ordinance 2022-0152 to make technical corrections and clarifications in both ground leases.  The landlord has reviewed and accepted the changes.

INVITED

· Leo Flor, Director, Department of Community and Human Services
· Anthony Wright, Director, Facilities Management Division

ATTACHMENTS

1. Proposed Ordinance 2022-0151 (and its attachments)
2. Proposed Ordinance 2022-0152 (and its attachments)
3. Transmittal Letter for PO 2022-0151
4. Transmittal Letter for PO 2022-0152
5. Fiscal Note for PO 2022-0151
6. Fiscal Note for PO 2022-0152
7. Property Summary for PO 2022-0152
8. Amendment 1 to PO 2022-0152 (and its attachments)
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