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REVISED STAFF REPORT
Proposed Substitute Motion 2006-0251 was reported out of committee with a do-pass recommendation on June 21, 2006.  No changes were made to the proposed legislation.
SUBJECT:
Proposed ORDINANCE 2006-0251 requests supplemental appropriation of $696,428.  This appropriation authorizes the Executive to pay early release penalties for lease termination in the Wells Fargo Building.  



The Seattle-King County public health agency is currently leasing space in the Wells Fargo building.  King County must pay an early release penalty in order to terminate the lease agreement and move the agency to the NCOB in June 2007.
BACKGROUND:

The Seattle-King County Department of Public Health currently occupies 98,017 rentable square feet (RSF) in the Wells Fargo Building located at 999 Third Avenue in Seattle.  This space is leased under two agreements: lease number 1566 covers 77,483 RSF on the 6th, 7th, 9th, 12th, and 15th floors of the building; lease number 1566A covers an additional 20,534 RSF on the 5th floor of the building;.
Lease agreement number 1566 was transmitted as a 10-year agreement to the County Council on April 23, 2003.  Executive Staff negotiated the terms of the agreement with the counsel of brokerage firm Kinzer Real Estate Services.  Kinzer suggested that by committing to a long term (10 year) agreement the County could negotiate a valuable “early out” provision.  This provision would allow the County to vacate the Wells Fargo building as early as January 1, 2007 and avoid major early release penalties, paying only the cost of unamortized tenant improvements.  Industry standards for early release penalties typically include the tenant improvement costs plus a penalty equivalent of six to twelve months rent.  (For reference, the 2005 12 month rental expense for these facilities was $2.3 million.)  This type of arrangement was particularly advantageous to the County due to uncertainties related to agencies moving to a new county office building upon expected completion of that project in 2007.  
The $696,428 identified in proposed ordinance 2006-0251 is equivalent to the unamortized costs of tenant improvements for the spaces covered by both lease agreements.  
Terms of these lease agreements require payment of the unamortized tenant improvement costs within 30 to 60 days of providing notice to vacate.  The County must also provide notice to building owners one year prior to the date that Public Health will be moving out of the Wells Fargo Building.  Public Health is scheduled to relocate to the NCOB in June of 2007.  This schedule will require notice to vacate the Wells Fargo building by the end of June 2006 and payment of early release penalties shortly thereafter.
Lease agreement number 1566A was signed on September 22, 2004 without unique review by the King County Council.  At the time, King County Code Section 4.04.040 required Council approval for leases that extended beyond the end of a fiscal year.  However, an exception to the code allowed the Executive to enter into a lease agreement if the lease contained a cancellation clause allowing unilateral termination by the county – this effectively allowed agreements like 1566A to be daisy-chained into multi-year leases without the public transparency of Council review.  Lease 1566A was executed in this manner.  This exception to K.C.C. 4.04.040 was eliminated by a Council striking amendment within Ordinance 15328.  Lease agreement number 1566A contained an early out clause that was very similar to the one found in 1566.
REASONABLENESS                                                         Ready for Action
Approval of Proposed Ordinance 2006-0251 should be based on a consideration of the following:
 Pros:
· The early out provisions included in these agreements were an innovative mechanism, allowing King County a degree of flexibility and potential cost savings not found in other lease agreements.  The current legislation takes advantage of this mechanism.
· Authorizing the expenditure of these funds allows the county to provide notice of vacating the Wells Fargo building and begin the process of relocating the Public Health agency into a new county-owned facility.
Cons:
· Providing notice of vacating the Wells Fargo building commits the county to moving the Public Health agency into the NCOB in June of 2007.  The current schedule for the NCOB project does not contain a substantial cushion between project completion and June 2007.  Timely completion of the NCOB is made more critical by providing the vacate notice.
This ordinance authorizes $696,428 to pay for the cost of unamortized tenant improvements made by King County in the Wells Fargo building.  This payment allows the county to end its lease agreement and avoids the additional cost of other penalties found in similar agreements. Proposed ordinance 2006-0251 appears to be a reasonable business decision based upon these factors.
INVITED:
Kathy Brown, Division Director, Facilities Management Division
Dave Preugschat, DES Deputy Director, Facilities Management Division
Jim Napolitano, DES Capital Projects Manager
Bob Thompson, Leasing Supervisor, Facilities Management Division
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