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Metropolitan King County Council
Budget and Fiscal Management Committee

STAFF REPORT

	Agenda Item:
	6 & 7
	Name:
	Nick Bowman

	Proposed No.:
	2017-0276
2017-0275
	Date:
	July 26, 2017



SUBJECT
Proposed Ordinance 2017-0276 would approve a new lease with Southcenter Corporate Square LLC to relocate sections of the Department of Community and Human Services (DCHS).   
Proposed Ordinance 2017-0275 would make a supplemental appropriation of $687,890 to the building repair and replacement fund to support tenant improvements and other costs associated with the relocation to the new facility.  
SUMMARY
Proposed Ordinance 2017-0276 would authorize the Executive to execute a new lease to support the operations of the King County Veterans Program (KCVP) and the King County Employment and Education Resources (EER) sections of DCHS. The proposed lease would span seven years and five months, with one five-year option to extend. The lease provides approximately 2,100 square feet of office space at 645 Andover Park, W in Tukwila at an average cost of approximately $1,064,000 a biennium. 
Proposed Ordinance 2017-0275 would appropriate $687,890 to the Building Repair and Replacement Capital Improvement Fund to support tenant improvements and other costs associated with the relocation. These funds are in addition to a one-time Landlord contribution of approximately $942,000 as a Tenant Improvement allowance provided in the proposed lease agreement. 


BACKGROUND 

The Seattle-King County WorkSource system is a partnership of twenty-five community, government, and educational organizations that provide career and human resources services to job seekers and businesses. WorkSource has seven physical locations, in King County and thirteen Connection sites which provide residents with virtual access to the services and resources of the WorkSource system. In addition to the resources available to County residents, King County’s partnership with WorkSource provides funding for various County programs including Youthsource and other youth programs.    

Beginning in 2000, King County assumed responsibility for the management and operation of the WorkSource Center located in the City of Renton. The County currently leases the 1st floor and a portion of the 2nd floor of the building at 500 SW 7th St. #100 Renton to support the operations of the KCVP and EER sections of DCHS, as well as, staff for the County’s Workforce Development Council (WDC) and its partners. The current lease expires on August 31st, 2017.

In 2016, Executive staff identified the end of the Renton WorkSource lease as an opportunity to right-size the space, reduce costs and improve the efficiency of County programs housed at the Renton facility.[footnoteRef:1] According to Executive staff, options considered to achieve these goals included continuing to lease the first floor of the of the Renton building only, identifying other locations to house all of the Renton EER and KCVP programs together, or find facilities that could accommodate the programs separately. In anticipation, the 2017-2018 Adopted Budget[footnoteRef:2] included an appropriation of $400,000 for potential moving and tenant improvement costs. When negotiations with the landlord at the current Renton building did not result in an acceptable lease rate for the County, FMD identified the proposed location in the City of Tukwila as a suitable alternative.   [1:  DCHS Response to Council Staff inquiry dated 9/28/16.]  [2:  Ordinance 18409, adopted November 15, 2016.] 


ANALYSIS OF PROPOSED ORDINANCE 2017-0276 (LEASE AGREEMENT)

The proposed ordinance has been transmitted to Council pursuant to King County Code 4A.100.070, which requires Council approval of lease extensions beyond a cumulative total of five years. 
Proposed Agreement Terms
	Table 1
Summary of Proposed Southcenter LLC Lease

	Square Footage
	20,926 rentable square feet: “Building 6”


	Base Rent Costs
	$22.00 per rentable square foot in year one (assumed 2018); annual escalation of $0.50 per rentable square foot. DCHS would incur no rent costs in the first five months from the commencement date. (More detail in Table 2.)


	Operating Costs
	Included in rent; after base year (assumed 2018), DCHS would pay for increases in controllable operating costs (increases would be capped at 4 percent annually).


	Term
	Seven years and five months for the initial term plus one five-year options to extend.




The proposed lease would commence on the date when 1) the King County Council has approved the lease, 2) the parties to the lease have executed the lease, and 3) the Tenant Improvements are Substantially Complete, as defined in Section 6(c) of Exhibit C of the lease agreement. This is anticipated to be around four months (November, 2018) after approval by the County Council.   
Base Rent and Operating Costs
The County would incur base rent charges, increasing $0.50 per foot annually, as outlined in the lease and reflected in Table 2 below. The King County Facilities Management Division (FMD) reports that the rental rate represents a fair market rate for the area and less than asking price. 
	Table 2
Base Rent

	
	Monthly Base Rent
	Annual Base Rent
	Annual Rate/RSF

	Months    1-5
	$0.00
	$0.00
	$0.00

	Months    6-12
	$38,364.33
	$268,550.33
	$22.00

	Months   13-24
	$39,236.25
	$470,835.00
	$22.50

	Months   25-36
	$40,108.17
	$481,298.00
	$23.00

	Months   37-48
	$40,980.08
	$491,761.00
	$23.50

	Months   49-60
	$41,852.00
	$502,224.00
	$24.00

	Months   61-72
	$42,723.92
	$512,687.00
	$24.50

	Months   73-84
	$43,595.83
	$523,150.00
	$25.00

	Months   85-89
	$44,467.75
	$222,338.75
	$25.50



In addition, the County would pay annual escalation in controllable operating costs[footnoteRef:3] of up to four percent per year. The fiscal note estimates the following financial impacts including base rent and operating expenses, as well as, one time Tenant Improvements and minor repair costs. Table 3 shows the total fiscal impact for the current and future biennia. [3:  Controllable Operating Costs are defined in Section 8.6 of the lease agreement as all operating costs except real estate taxes, insurance costs, utilities and services costs.] 


	Table 3
Fiscal Impacts: Base Rent and Estimated Operating Costs

	2017-2018
	2019-2020
	2021-2022
	Out Years 
(2023-2024)

	$1,036,913
	$981,070
	$1,025,120
	$1,212,642



Fiscal Analysis
The terms of the proposed lease agreement represent a savings of approximately $32,000 a month ($2.7 million over the next seven years) over that of the current lease. The 2017-18 adopted budget assumed cost savings associated with a new facility with a reduced footprint, however, the budget also assumed an equal reduction in revenue due to the corresponding loss of associated partner revenue.[footnoteRef:4] Executive staff reports that additional savings at the new location will be realized as the County will no longer subsidize WDC and affiliated partner staff.  [4:  Ordinance 18409, adopted November 15, 2016.] 

As a certified WorkSource Center, the Renton location accommodated numerous partner organizations who paid “seat costs” for their staff to occupy office space at the facility. Annual seat costs at the Renton facility were calculated to be approximately $24,000 per individual or “seat,” however, the County only received $18,000 per seat from WorkSource. In effect, the County subsidized WorkSource affiliate staff at a cost of $6,000 per seat. Executive staff reports that in the 2015-16 biennium the cumulative impact of this seat subsidy represented an annual cost of $300,000 to the County.  
The current lease for the Renton facility includes a monthly holdover charge of 200% of the current rent (approximately $132,000 per month), beginning on August 23rd 2017. Executive staff estimates that tenant improvements at the new facility will take four months to complete. As a result, the County will pay the holdover rate at the Renton facility for a period of 3 months. 
The EER Fund will be charged for the holdover costs. Executive staff have provided an updated financial plan for the EER fund which includes the holdover costs. The financial plan shows an ending fund balance for the 2017-2018 biennium of approximately $1.2 million, resulting in an estimated reserve shortfall of 223,060.[footnoteRef:5] Executive staff reports that the reserve shortfall is estimated to be resolved in the 19-20 biennium.  [5:  2017-0275 Fund 2240 – Financial Plan May 2017 Update ] 


Policy Analysis
The proposed ordinance would require moving multiple programs and staff serving veterans, youths and other vulnerable populations to a new location. In response to a Council staff inquiry regarding strategies to minimize any potential disruption of client services, Executive staff provided the following response:
As part of WorkSource provisional certification, [DCHS was] required to submit a detailed transition plan to the Workforce Development Council. The plan includes a timeline for detailed electronic and print notifications to staff, the community and our clients. Also included are transition letters to staff, clients and community partners. In preparation for the move, the staff on site has been talking individually to regular clients of the site and letting them know about the move. [DCHS has] also posted the front door with a “we’re moving sign”.  Once the move is final, additional correspondence and information will be given out with the new site address to all those impacted.  
For the [KCVP] – Signage will be posted that includes: New Office Location, Driving instructions from current office to new office, and Public transportation options (Bus lines) to get to the new office. Additionally, the KCVP website will be updated to reflect the new location. KCVP will mass e-mail and provide updated program flyers to all KCVP referring partners prior to the move. KCVP will also do a mass (blind) distribution e-mail will be sent to all KCVP South clients that have utilized the program in the last 90 days (active or inactive) informing them of the new office location.[footnoteRef:6]          [6:  DCHS response to Council Staff inquiry dated 6/29/2017] 

The consolidation of County and partner organization staff at the new facility would mean transitioning from a WorkSource “Center” to a WorkSource “Affiliate.” According to Executive staff, this transition will reduce the number of services available at the new location, but the County will remain eligible for WDC funding and maintain a leadership role within the WorkSource system. 
Partner organizations whose staff will not be relocating to the new facility include: the Veterans Affairs Administration, the YWCA Supportive Services for Veteran Families, Veterans of Foreign Wars, the Washington Dept. of Veterans Affairs, Employment Security Department’s Disabled Veterans Case Managers, the Dept. of Labor and Industries, TRAC Associates, Pacific Associates, Workfirst, and Americorps. 
Partner organizations whose staff will be relocating to the new facility include: Job Corps, Neighborhood House, Asian Counseling and Referral Services, Renton Technical College youth teacher, KC Superior Court, NAVOS and Seattle Education Access. 
Executive staff further reports that the County has applied for, and the new location has received, an Affiliate certification conditioned on the approval of the proposed lease.   
Alternative Review  
As noted in the Background section of this staff report, DCHS identified three options for moving forward after the end of the current Renton WorkSource lease:
1) Continue to lease the first floor of the of the Renton building only; 
2) Identify other locations to house the Renton EER and KCVP programs together; and 
3) Find facilities that could accommodate the programs separately.
DCHS reports that these options were limited by partner organization program considerations that the facility be located within the Renton School District and near public transit.[footnoteRef:7] After factoring in this criteria, FMD determined the only cost viable alternative would be to negotiate a reduced footprint at the current Renton location. According to Executive staff however, a downsize at the current location was not desirable for a number of reasons including constant deferred maintenance, inefficient layout, security issues and slow responses from management regarding these issues.[footnoteRef:8]    [7:  Executive staff reports that a YouthSource program called Open Doors, located at the Renton facility, allows King County to offer a high school diploma or GED program at a cost covered by the Renton School District. If the new location were not in the Renton School District the County would no longer be able to offer this program.  ]  [8:  Lease Property Summary (attachment 4).] 

Time Sensitivity
In addition to the holdover costs at the current facility described in the Fiscal Analysis section of this staff report, the proposed lease agreement contains a provision which allows the landlord the option of withdrawing its offer to enter into the lease if the lease is not executed by the County by August 31st 2017. To meet this deadline, and given current Council meeting schedules, the Budget and Fiscal Management Committee must take action at the July 26th, 2017 meeting and the Council must take action at the August 14, 2017 meeting with minimum processing.
It should be noted that the County began negotiating with the landlord in April 2017 and the proposed lease agreement was transmitted to the Council on June 16th 2017. 

ANALYSIS OF PROPOSED ORDINANCE 2017-0275 (SUPPLEMENTAL APPROPRIATION)
Proposed Ordinance 2017-0275 would appropriate $687,890 to Project 1131961 (DCHS WorkSource Tenant Improvements) in the Building Repair/Replacement Fund CIP to support tenant improvements and related costs. 
A summary of the Building Repair/Replacement Fund CIP adopted budget for 2017-2018 and supplemental appropriations to date is shown below. 
Building Repair/Replacement Fund CIP  	$687,890
2017/2018 Adopted Budget: $14,130,596
Supplemental Appropriations: ($895,000)
Cumulative Total Appropriation to Date: $13,235,596

As noted earlier, the supplemental appropriation is in addition to a one-time Tenant Improvement allowance of $45 RSF (approximately $942,000) included in the proposed lease agreement. The table below illustrates the breakdown for costs covered by the supplemental appropriation and the landlord provided tenant improvement allowance. 

	Table 4 
Tenant Improvements and Other Costs

	Cost Category
	Before Tenant Allowances and Pre-Planning Adj.
	After Tenant Allowances and Pre-Planning Adj.

	TI (Design and Construction)
	$1,146,873
	$414,463

	FF&E
	$232,445
	$23,185

	Move Costs
	$62,686
	$62,686

	Other
	$227,555
	$187,555

	Total
	$1,669,559[footnoteRef:9] [9:  DCHS authorized an additional $40,000 in operating funds to FMD to get started on the project and is reflected in the total cost.] 

	$687,889



Staff analysis is on-going.
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