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STAFF REPORT

SUBJECT:  These four proposed ordinances would authorize the extension of existing leases covering property at the following locations:

· Walthew Building, 123 Third Avenue S., Seattle;
· 821 164th Avenue, NE, Bellevue;
· 6452 South 144th Street, Tukwila; and
· 10700 Southeast 174th Street, Renton.  
BACKGROUND:  Under K.C.C. 4.04.040, the Council must approve leases that extend beyond the end of a fiscal year.  However, there are several exceptions that have allowed the Executive to enter into leases without public transparency or Council approval.  Under one exception, a lease may extend beyond the fiscal year as long as funding for the entire term is included in a capital improvement project.  Another exception is if the lease contains a cancellation clause allowing unilateral termination by the county.    During recent years, lease agreements had been daisy-chained into multi-year leases through one of these exceptions.  

Because leasing of real property can result in substantial costs to the county, Councilmembers were concerned about the lack of Council oversight for long term leases under the exceptions allowed in the Code.  In Ordinance 15328 approving the 2005 space plan, the Council adopted a provision that requires Council approval for real property leases that have terms cumulatively longer than a total of two years, even when the terms are longer than two years because of the effect of one of the exceptions.

The four proposed ordinances before the Capital Budget Committee would approve the extensions of current leases for time periods longer than two years.  They are fairly routine extensions of existing leases.  
SUMMARY:

The proposed ordinances before the Capital Committee would extend the following four leases:

Proposed Ordinance 2006-0367 would extend a lease for space in the Walthew Building currently housing the Office of the Public Defender and the Veterans’ Assistance Program of the Department of Community and Human Services.  The details of the lease are as follows:

	Tenant(s)
	Office of Public Defender and Veterans’ Assistance Program

	Address
	Walthew Building, 123 Third Avenue S., Seattle

	Amount of Space
	6,000 square feet

	Lease Term
	Five years – to terminate on December 31, 2011

	Rent 
	$13,000 per month

	Previous Rent
	$11,500 per month

	Change
	The lease rent will increase by 13% between 2005 and 2006, but will not increase again for the five year term of the lease – resulting in a 2.6% increase when annualized over the term of the lease.

	Additional Terms 
	$15,000 allowance for paint and new carpet

	Tenancy
	These tenants have been in this location for ten years.


The Executive is not requesting any supplemental appropriation to cover the cost of this lease, but the increase will be reflected in the proposed 2007 budget when it is transmitted.

Proposed Ordinance 2006-0368 would extend a lease for space currently used for the Eastside Pet Adoption Center.
	Tenant(s)
	Eastside Pet Adoption Center, REALS

	Address
	821 164th Avenue, NE, Bellevue

	Amount of Space
	720 square feet

	Lease Term
	Five years – to terminate on December 31, 2011

	Rent
	$4,475.00 per month

	Previous Rent
	$4,183.39 per month

	Change
	6.9% from 2005 to 2006, with annual increases based on the consumer price index for urban consumers, Seattle-Tacoma-Bremerton.

	Additional Terms 
	Lessor will paint the building exterior in 2007

	Tenancy
	This tenant has been in this location for ten years.


As with the previous lease, the Executive is not requesting any supplemental appropriation for 2006, but the cost of rent will be reflected in the proposed 2007 budget when it is transmitted.

Proposed Ordinance 2006-0375 would extend a lease for space currently used for the Radio Communications Service.

	Tenant(s)
	Radio Communications, ITS Division

	Address
	6452 South 144th Street, Tukwila

	Amount of Space
	12,500 square feet

	Lease Term
	Five years – to terminate on October 1, 2011

	Rent
	$5,750 per month for years 1 and 2
$5,865 per month for years 3 and 4

$5,980 per month for year 5

	Previous Rent
	$5,655 per month

	Change
	3.0% over the five year lease term

	Additional Terms 
	Minor repairs will be made to some doors and some plumbing will be repaired.

	Tenancy
	This tenant has been in this same location for five years.


This lease begins in 2006, but the Executive has not requested any supplemental appropriation authority to pay the increase.  Rather, it will be covered by existing appropriation.
Proposed Ordinance 2006-0376 would extend a lease for space currently used for the as a dental clinic in Renton.

	Tenant(s)
	Seattle-King County Department of Public Health (dental program)

	Address
	10700 Southeast 174th Street, Renton

	Amount of Space
	1,738 square feet

	Lease Term
	Five years – to terminate on December 31, 2011

	Rent
	$3,270.43 per month

	Previous Rent
	$2,924.25 per month

	Change
	5% from 2005 to 2006, with annual increases of 5% in each of the following four years

	Additional Terms 
	The increase in the rent reflects an increase in the square footage of the leased space discovered when the space was re-measured.  

During the lease, the premises may get new carpet, paint, and parking lot lines will be repainted.

	Tenancy
	This tenant has been in this location for five years.


As with the previous leases, the Executive is not requesting any supplemental appropriation for 2006, but the cost of rent will be reflected in the proposed 2007 budget when it is transmitted.
ANALYSIS:
The four ordinances before the Committee would extend leases that are already in existence.  The tenants under two of the leases have conducted business in their respective locations for ten years, and the tenants under the other two leases have been in their respective locations for five years.  Remaining in the same location is cost effective in that it avoids the costs of moving and educating the public who uses their services about new locations.

The rate of inflation for the next five years is expected to be around 3% per year.  The rate of business rentals has been predicted to be around 4% to 6%.
  The rent increases under these renewals range from 13% for the Walthew Building to 3% for the Radio Communication Services space in Tukwila.  The increases for three of the leases appear to be within the projected rate of growth for business rentals.  
Though the increase for the Walthew building could appear to be higher than for the other leases, it is a one-time increase for the entire term of the lease.  The rent will not go up for the remainder of the five year extension.  When the initial rental increase is annualized over the five-year term, the effective increase is 2.6%, well within the predicted rate of growth for the business rental market.
REASONABLENESS:
The various tenants under the proposed lease extensions have conducted business in their respective locations for five years or more.  The rental increases under these extensions appear to be within the predicted rental rate growth for the Seattle area.  Approval of Proposed Ordinance 2006-0367, Proposed Ordinance 2006-0368, Proposed Ordinance 2006-0375, and Proposed Ordinance 2006-0376 to authorize the four lease extensions would constitute a reasonable and prudent business decision.
INVITED:
Deb Thalasitis, Finance and Administrative Services Manager

Bob Cowan, Director, Office of Management and Budget

Sid Bender, Office of Management and Budget
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