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	Proposed Substitute Ordinance 2024-0093.2 would make a supplemental appropriation to the Building Repair and Replacement Fund for the purchase of the Dexter Horton Building. It passed out of committee on May 8, 2024 without recommendation. The Proposed Ordinance was amended in committee with Amendment 1 and Title Amendment 1. Amendment 1 made a technical correction to the appropriation amount (changing it to $37,691,109 instead of $36,640,000) so that it reflects the total cost provided in the fiscal note and Attachment A to the proposed ordinance. Title Amendment T1 amended the title to comport with Amendment 1. 

Proposed Ordinance 2024-0147 would approve the purchase and sale agreement for the Dexter Horton Building located at 710 Second Avenue in Seattle. It passed out of committee on May 8, 2024 without recommendation and was not amended. 




SUBJECT

Proposed Ordinance 2024-0147 would approve the purchase and sale agreement for the Dexter Horton Building located at 710 Second Avenue in Seattle. 

Proposed Ordinance 2024-0093 would make a supplemental appropriation of $36,640,000 to the Building Repair and Replacement Fund for the purchase of the Dexter Horton Building. 

SUMMARY

The Department of Public Defense (DPD) currently occupies about a third of the Dexter Horton Building located at 710 Second Avenue in Seattle (about two blocks from the King County Courthouse). Executive staff state that DPD is in immediate need of additional space in downtown Seattle and that, while conducting a property search and lease analysis, the Dexter Horton became available for purchase. The Facilities Management Division (FMD) has determined that purchasing the Dexter Horton would resolve existing DPD space issues and reduce DPD space costs. 

Proposed Ordinance (P.O.) 2024-0147 would approve the purchase and sale agreement for the historic Dexter Horton Building, and P.O. 2024-0093 would make a supplemental appropriation of $36.64 million for the acquisition. The property would be purchased below fair market value (appraised at $46.0 million as of February 1, 2024) using limited tax general obligation bonds and create a debt service estimated at $2.97 million a year. This annual debt service amount would be lower than the County's annual lease obligations at the Dexter Horton Building by approximately $1.65 million per year. Additionally, the building generates $3.38 million per year from existing non-King County tenants. 

Executive staff were unable to provide estimated operating and maintenance costs for the Dexter Horton Building as they are still developing a plan. According to information included with purchase and sale agreement, the building may need work totaling about $8.67 million over the next five years (for things like a new roof, heat pump replacement, and elevator work). FMD notes these projects are listed for planning purposes only; any capital projects required will be performed by the County as part of its strategic planning. They also state that a portion of these costs can be passed through to tenants.  

Executive staff confirm that the Dexter Horton Building has numerous vacancies, and FMD is working to develop a plan to lease-up the building. They also state that long-term civic campus planning efforts are still underway and the future use of the Dexter Horton is unknown should the civic campus (including the courts and the jail) move from their current location, away from the Dexter Horton Building. Without estimated operating and maintenance costs and a better understanding of the how the Dexter Horton Building will be used, Council staff are unable to fully assess the total anticipated costs and net savings that may result from the acquisition. 

Amendment 1 to P.O. 2024-0093 is a technical amendment that would correct the amount of appropriation authority in the supplemental budget ordinance so that it aligns with the fiscal note and Attachment A to the proposed ordinance. According to executive staff, the proposed ordinance as transmitted erroneously appropriates $36,640,000, which is the acquisition cost. Amendment 1 would correct the amount to read $37,691,109, which reflects the total cost (including closing costs, real estate services labor and contract costs, and interest). 

Title Amendment T1 to P.O. 2024-0093 would amend the title to comport with Amendment 1. 

BACKGROUND 

Department of Public Defense. Created in 2013, the Department of Public Defense (DPD) provides legal counsel and representation to indigent individuals in legal proceedings, including those in King County Superior and District Courts.[footnoteRef:1],[footnoteRef:2] DPD is led by the Public Defender, who reports to the Executive, and is divided into four divisions to prevent conflicts of interest.[footnoteRef:3] The divisions, which are housed and staffed separately, include:  [1:  In addition to providing counsel to defendants in King County Superior Court and District Court, DPD also provides public defense services to Seattle Municipal Court under contract with the City of Seattle.]  [2:  From 1969-2013, the County contracted with private, nonprofit law firms to provide indigent defense services. In 2006, a group of employees from four contracted law firms sued King County, arguing that they were public employees for the purpose of membership in the Washington retirement system (Dolan v. King County). The plaintiffs prevailed in Pierce County Superior Court and the Washington State Supreme Court upheld the decision in 2011 [172 Wn.2d. 299 (2011)]. As a result, the County created the Department of Public Defense, and the employees of the four contracted law firms became county employees within the new department. See King County Charter Section 350.20.60 and Section 350.20.61, Ordinance 17588, Ordinance 17614, and Ordinance 17678.]  [3:  Standards adopted by the Washington State Supreme Court prohibit attorneys from accepting cases that create conflicts of interest; this prohibition extends to attorneys and staff in the same organization. ] 

· Society of Counsel Representing Accused Persons Division (SCRAP); 
· Associated Counsel for the Accused Division (ACA); 
· Northwest Defenders Division (NDD); and 
· The Defender Association Division (TDA).[footnoteRef:4] [4:  After the Dolan Decision was upheld, the nonprofit law firms contracting with the county became  the divisions within the new Department of Public Defense but retained the same or nearly the same name as when they were nonprofits.] 


All four of DPD's divisions occupy space in the Dexter Horton Building in downtown Seattle (two blocks from the King County Courthouse) and the Jefferson Building in Seattle's First Hill neighborhood (one block from the Judge Patricia J. Clark Children and Family Justice Center, or CCFJC). Three divisions (TDA, SCRAP, and ACA) occupy space in the Meeker Street Law Building in downtown Kent (one block from the Maleng Regional Justice Center), and one division (NDD) has space in the county-owned Kent Valley Professional Center. 

Staffing Levels and Current Office Space. The 2023-2024 Adopted Biennial Budget provided DPD with the authority for 483 FTEs.[footnoteRef:5] According to executive staff, 449 of the 483 authorized FTE positions are currently filled. Table 1 shows the approximate size of each DPD location (in rentable square feet, RSF) and the number of employees working out of each location. Executive staff note that these numbers will change as DPD continues to fill vacancies and shift staff assignments.  [5:  Of the 483 authorized FTEs, 468.7 are budgeted in the General Fund and 14.3 are in the Mental Illness and Drug Dependency (MIDD) Fund for therapeutic court activity. While a majority of the positions are supported with General Fund moneys (354.9 of the 468.7 FTEs), the remaining 113.8 FTES are backed by revenue from contracts. See Ordinance 19546, Ordinance 19633, and  Ordinance 19729.] 



Table 1. DPD's Current Office Space[footnoteRef:6]  [6:  Information provided by executive staff on April 24, 2024. ] 


	Building
	
	Number of Employees
	
	RSF
	
	$ per 
SF
	
	Annual Expenses

	Dexter Horton Building
	
	322
	
	86,988
	
	$43.00
	
	$4,106,364

	Dexter Horton Building (New Lease)
	
	23
	
	17,249
	
	$29.50
	
	$508,846

	Jefferson Building
	
	16
	
	21,039
	
	$36.00
	
	$757,404

	Meeker Street Law Building 
	
	79
	
	24,370
	
	$38.14
	
	$929,430

	Kent Valley Professional Building 
	
	9
	
	4,896
	
	$41.54
	
	$203,372

	Total
	
	449
	
	154,542
	
	-
	
	$6,505,416



Executive staff say that, compared to other executive departments, DPD's work is less likely to take place remotely. DPD employees enjoy a hybrid schedule with lawyers required to come in only when they have a court hearing or need to see clients in jail. However, executive staff state that "because so much court work is in person, most DPD lawyers are in the office 3-5 days a week." Supervisors are expected to be in the office three days a week, and support staff are generally expected to be in the office one to three days a week depending on their job classification and case area. 

New Staffing Guidelines. DPD's space needs may continue to increase given new staffing guidelines. The Washington State Bar Association's (WSBA) Board of Governors adopted new Standards for Indigent Defense Services[footnoteRef:7] that update public-defense guidelines in three main areas: "They reduce by roughly two-thirds the maximum caseloads for public defenders; move from a recommendation that public defenders have access to support staff to a requirement that defense agencies maintain specific ratios of investigators, mitigation specialists, and legal assistants; and provide a broader definition of experience for public defenders to qualify to take on specific types of cases."[footnoteRef:8] To give local governments time to plan, there is a phased implementation of the new standards beginning in July 2025.  [7:  RCW 10.101.30 says each county or city shall adopt standards for the delivery of public defense services and that the standards endorsed by the WSBA should serve as guidelines. K.C.C. 2.60.026.A(5) directs the Public Defender to follow the Washington State Standards for Indigent Defense Services.]  [8:  State Bar Adopts New Public Defense Standards, March 14, 2024, Press Release [LINK]] 


Executive staff are currently in the process of determining new staffing levels for DPD and planning for implementation of the new guidelines. They note that, if filing trends continue in felony and misdemeanor courts, DPD space needs will increase dramatically over the next four years. To comply with Phase III of implementation, occurring in 2028, executive staff state that "DPD would need private office space for between 280-300 lawyers and 30-40 supervisors" as well as more space for additional, support staff required by the new guidelines (support staff do not need private office space). [footnoteRef:9]   [9:  According to executive staff, Phase III is when full-time public defenders should receive no more than 47 case credits per year. Case credits are tied to case types (for example: life without parole cases, 8 credits; murder cases, 7 credits; and sex cases, 3 credits). Phase III is also when staffing ratios will be required (1:3 investigators to lawyers; 1:3 social workers to lawyers; and 1:4 paralegals to lawyers).] 


Executive staff shared that DPD staffing is "affected by both the caseload standards, union contracts, and is divided between DPD’s multiple offices. Increases in juvenile staffing will require greater space near the CCFJC area. DPD will also need to increase space capacity in Kent, currently served primarily by the Meeker Street Law building and the Valley Professional building, and in the downtown core, currently served by the Dexter Horton Building.  New Standards have not yet been announced that may affect ITA [Involuntary Treatment Act Court] staffing levels and Dependency (Family Defense) levels. Of course, if the Prosecuting Attorney’s Office were to file fewer cases, DPD would need less staff and less space." 

Dexter Horton Building. In 2014, the Executive proposed and the Council approved an appropriation to redevelop the County-owned Yesler Building.[footnoteRef:10]  At the time, the intent was to consolidate DPD into the Yesler Building; however, due to challenges with relocating the Yesler Building tenants,[footnoteRef:11] the redevelopment project was closed out.[footnoteRef:12] Instead, the Executive proposed to lease space at the Dexter Horton Building to house DPD.[footnoteRef:13] First, a short-term lease was secured, which allowed the County to maintain the Dexter Horton as an option for the long-term consolidation of DPD.[footnoteRef:14] A long-term lease agreement was later approved by the Council, which is one of the leases currently in place between the County and the owners of the Dexter Horton for 86,988 RSF.[footnoteRef:15] This lease term is 10 years and five months (set to expire February 29, 2028) with two five year options to extend.  [10:  $600,000, Ordinance 17882. ]  [11:  The Department of Adult and Juvenile Detention’s Community Center for Alternative Programs and Community Work Program. ]  [12:  Ordinance 18425 included $630,000 in General Fund support to pay for close-out costs. ]  [13:  Legislative Record: Staff Report for P.O. 2016-0551 and P.O. 2016-0552]  [14:  Legislative Record: Staff Report for P.O. 2016-0551 and P.O. 2016-0552. Ordinance 18425 included $2.0 million to implement a short-term lease at Dexter Horton.]  [15:  Ordinance 18451] 


According to executive staff, DPD is in immediate need of additional space. While conducting a property search and lease analysis, the Dexter Horton Building became available for purchase. FMD determined that purchasing the Dexter Horton would resolve existing DPD space issues and reduce DPD space costs. 

ANALYSIS

Purchase and Sale Agreement (P.O. 2024-0147). The proposed ordinance would approve the purchase and sale agreement (PSA) for the Dexter Horton Building located at 710 Second Avenue in Seattle. The property is currently owned by 710 Second Ave (WA) Owner, LLC, a company incorporated in Delaware and part of the CIM Group.[footnoteRef:16] [16:  According to the Washington Secretary of State's website [LINK], last accessed April 27, 2024, the LLC's governor is CIM SMA I-B Investments, LLC.] 


According to the purchase property summary, the Dexter Horton Building is a 15-story historic building constructed in 1924. The building sits on a 28,200 square feet lot, and the office building is 336,355 total square feet with a net leasable area of 328,794 square feet. The Dexter Horton Building received landmark status in 1992, underwent renovations in 2002, and has a LEED Gold certification. The property was purchased by the current owner in early January 2018 for a reported $151 million, and current ownership is in default of its loan repayment obligations.  

After FMD determined that purchasing the Dexter Horton Building would resolve existing DPD space issues and reduce DPD space costs, the County submitted a bid to purchase it. The bid was successful, and the County entered into a PSA for $36.64 million. The appraised value of the property, as of February 1, 2024, is $46.0 million. When asked about being able to purchase the building below market rate, executive staff responded that "market conditions since COVID have changed and office buildings have high vacancy rates which lowers the value of the building."

In addition to the PSA, the Executive has entered into a lease agreement, escrow agreement, and facilitation agreement related to this transaction.

Lease and Escrow Agreement. In lieu of an earnest money deposit for the purchase of the Dexter Horton Building, the PSA includes a lease for additional space in the building (referred to as the "new lease" and reflected in Table 1). According to executive staff, this new lease, which commenced on February 20, 2024, helps alleviate DPD's immediate space issues by securing two additional office suites (totaling 17,249 RSF).  Because the lease term is less than five years, council action to approve the lease was not required. [footnoteRef:17]  [17:  In accordance with K.C.C. 4.56.190] 


The new lease provides pre-paid rent ($2.04 million), which has been paid into escrow and will be paid out monthly to the landlord. If the County purchases the Dexter Horton Building, the balance of the pre-paid rent will be credited against the purchase price. If the County does not purchase the property, the new lease would remain in full force.[footnoteRef:18] For reference, key terms of the new lease agreement are outlined in Table 2.  [18:  Per the new lease's fiscal note, prepaid base rent totals $2,036,148. There is also a $2,500 escrow fee. ] 


Table 2. Summary of Key Terms for New Lease

	Term
	Description

	Duration  
	46 full calendar months, plus any initial partial month.  Commencement date was February 20, 2024.  

	Rentable Square Footage
	17,249 Total RSF. This is split over two suites (Suite 900 has approximately 13,041 RSF and Suite 790 has 4,208 RSF). 

	Base Rent
	[image: ]

	Operating Costs
	Pro Rata Share: 5.13% (Base Year 2024)[footnoteRef:19]  [19:  Operating Costs are defined in Section 8 of the Lease.] 





Facilitation Agreement. According to executive staff, the property is currently encumbered by security instruments that act as security for approximately $100 million in loans made to the seller. As mentioned, the loans are currently non-performing, and the seller is in default of its loan obligations. The purchase property summary states that the lender has agreed to release its security interest in the property upon closing, allowing the County to own the property free and clear of loan encumbrances. This facilitation agreement, however, expires if the property is not closed on by July 1 (unless an extension to the closing date is granted by the seller[footnoteRef:20]).  [20:  According to PSA Article 10.1, the seller may grant one 30-day extension for the closing date. The Facilitation Agreement includes language that would extend the term of the agreement should the 30-day extension to the closing date be exercised. ] 


Fiscal Impact. According to the fiscal note for the PSA, the Executive is requesting $37,691,109 to acquire the Dexter Horton Building. Table 3 shows a breakdown of the costs listed in the fiscal note. 

Table 3. Cost Breakdown for Dexter Horton Acquisition 

	Expenditure
	
	Amount

	Building acquisition 
	
	$36,640,000

	Closing, real estate services, and contract costs 
	
	$312,068

	Interfund borrowing interest
	
	$739,041

	Total
	
	$37,691,109



Executive staff state that, "all capitalized costs for the project, which will include the FMD staffing costs, will be included in the bond financing. The next bond financing will likely be in Q4 of 2024. The Building Repair and Replacement Fund, which will be used to facilitate the acquisition is already in a cash deficit and relies upon an interfund loan from the County’s Investment Pool to cover 2025 costs. The Executive Finance Committee (EFC) approved the loan in 2024."[footnoteRef:21] [21:  The Executive has transmitted Proposed Ordinance 2024-0116, which would authorize the use of commercial paper for general government purposes. This would essentially allow the county finance director to issue short-term notes of 270 days or less for capital projects (a funding mechanism currently only authorized for Wastewater Treatment Division projects). If the Council approves Proposed Ordinance 2024-0016, executive staff have shared that the commercial paper program would be used as initial financing for the Dexter Horton building acquisition costs until bonds are issued. The next limited tax general obligation bond various purpose issuance is tentatively scheduled for Q4 2024. ] 


Executive staff also note that "[t]he revised annual interest rate assumption for 20-year maturity is 4.6 percent. The annual debt service for $37.69 [million] will be approximately $2.97 [million]."[footnoteRef:22] Upon purchase, the County's Dexter Horton lease obligations of $4.62 million would no longer be in effect, so the annual debt service would be lower than annual lease obligations by approximately $1.65 million per year. Additionally, executive staff note that the building generates $3.38 million per year from existing non-King County tenants. [22:  The annual debt service estimate was revised after transmittal. Transmitted documents said $2.65 million, but executive staff have since provided an updated estimate of $2.97 million.] 


FMD confirms that it will assume all existing leases (19 total) and uphold lease obligations as the new owner. When asked about current vacancies in the building and if FMD expects to move other County tenants into the Dexter Horton Building (besides DPD), it confirms that the building has numerous vacancies and states that "strategic planning for the lease-up of the building is still being planned."

Operating and Maintenance Costs. According to the purchase property summary, FMD is developing a plan for managing the Dexter Horton Building, including estimated operating costs and a property management plan. The summary notes that FMD will provide more information prior to approval of the proposed appropriation ordinance. 

Council staff requested an update on the maintenance and operating costs associated with owning the building, including whether there are any additional cost considerations given the building's historic designation.[footnoteRef:23] Executive staff shared that "FMD is developing a plan for ongoing support of the Dexter Horton Building. We anticipate having this information to inform a near-term operations plan for the remainder of 2024 while we work to develop a full building operations plan. The near-term plan in development includes utilizing a property management firm to provide services for the remainder of 2024. The upcoming Omnibus supplemental [appropriations ordinance] may include funding for the near-term operations. In addition, the department has begun developing its 2025 budget request which may include funding for DH [Dexter Horton Building] operations."  [23:  City of Seattle, Ordinance 116970 [LINK]] 


Executive staff confirmed that due diligence was waived. They noted that some inspections or tests were done and those are being reviewed to develop the maintenance plan, but no issues were identified to delay purchase. 

While there is no maintenance plan yet, the PSA includes a list of capital projects and ongoing property work (Schedule 3.1.12). FMD states that the schedule is standard and should be used for planning purposes only; any capital projects required will be performed by the County as part of its strategic planning. Schedule 3.1.12 lists potential capital projects within the next five years, totaling an estimated $8.67 million (including things like roof replacement, heat pump replacement, and elevator work). According to FMD, the seller is replacing memory chips and a tachometer in the elevators, and this work will be done prior to closing. They also note that the County is "taking the building "as is/where is" and will be responsible for all other upgrades and capital improvements. A portion of these costs can be passed through to tenants. Capital improvements are normally pro-rated operating costs based on the useful life of the improvement."

Alignment with Civic Campus Planning Efforts. Planning efforts are currently underway for re-envisioning King County's downtown Seattle civic campus. The County is working with consultants "to develop and refine a range of strategic approaches for how to improve county facilities and public spaces, provide connections to nearby neighborhoods, and pay for these needed investments."[footnoteRef:24] The Civic Campus Plan is looking ahead to 2045, and among the options that have been discussed is moving county operations (such as the jail, courts, and county offices) to Seattle's Sodo neighborhood over an existing Metro base.[footnoteRef:25]  [24:  King County Civic Campus Plan Initiative [LINK]. This initiative is a continuation of work started by a proviso in the 2015-2016 Adopted Biennial Budget (Ordinance 18810, Section 55, Proviso P1). ]  [25:  Beekman, Daniel. King County explores downtown revamp options, like moving jail to Sodo. The Seattle Times, August, 22, 2023. Last accessed online April 4, 2024. [LINK]] 


Council staff asked how the acquisition of the Dexter Horton Building aligns with the overall civic campus planning work. Executive staff responded that "providing adequate space for the Department of Public Defense is consistent with the civic campus effort."  Council staff also inquired about what the plan might be for the Dexter Horton Building should the County decide to move the civic campus, including the jail and courts, farther south within the City of Seattle. Executive staff stated that this is "unknown, will evaluate all options as part of the civic campus master planning effort."

Without estimated operating and maintenance costs and a better understanding of the how the Dexter Horton Building will be used, Council staff are unable to fully assess the total anticipated costs and net savings that may result from the acquisition. 

Supplemental Appropriation (P.O. 2024-0093). P.O. 2024-0093 would make a supplemental appropriation to the Building Repair and Replacement Subfund to support FMD's acquisition of the Dexter Horton Building.[footnoteRef:26] As previously noted, executive staff state that the purchase would be paid for using limited tax general obligation bonds and create a debt service estimated at $2.97 million a year. A summary of the 2023-2024 Adopted Budget and supplemental appropriations to date for the Building Repair and Replacement Subfund is shown below.  [26:  Project 1147460] 


	Building Repair and Replacement Subfund
	$37,691,109

	
2023-2024 Adopted Budget:
	
$50,234,701

	Supplemental Appropriations Date:
	 $38,873,205

	Cumulative Total Appropriation to Date:
	 $89,107,906




Legal Review. Council's legal counsel has reviewed the purchase and sale agreement for the property acquisition and no further action was identified. 

Timing Considerations. According to the PSA, the County's obligation to purchase the property is contingent upon the Council's approval of the purchase (P.O. 2024-0147) and the appropriation of sufficient funds to carry out the transaction (P.O. 2024-0093).[footnoteRef:27] The PSA requires the proposed ordinances become effective by June 15, 2024, so the last possible day for the Council to act on the proposed ordinances (without an  extension) is June 4, 2024.[footnoteRef:28] The closing date is set for June 28, 2024.[footnoteRef:29]  [27:  Article 5.2 of the PSA ]  [28:  PSA Article 5.2. Seller may grant one 30-day extension for adoption of the ordinances. Note, this date would require the Executive sign the ordinance immediately after council adoption.]  [29:  PSA Article 10.1. Seller may grant one 30-day extension for the closing date. ] 


AMENDMENTS

P.O. 2024-0093. Amendment 1 to P.O. 2024-0093 is a technical amendment that would correct the amount of appropriation authority in the supplemental budget ordinance so that it aligns with the fiscal note and Attachment A to the proposed ordinance. According to executive staff, the proposed ordinance as transmitted erroneously appropriates $36,640,000, which is the acquisition cost. Amendment 1 would correct the amount to read $37,691,109, which reflects the total cost (including closing costs, real estate services labor and contract costs, and interest). 

Title Amendment T1 to P.O. 2024-0093 would amend the title to comport with Amendment 1. 
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Annual Monthly Base
Term Rate/SF | Annual Base Rent Rent
Months 1 -12 $29.50 $508,845.50 $42,403.79
Months 13 -24 $30.39 $524,110.87 $43.675.91

Months 25 -36 $31.30 $539,834.19 $44,986.18
Months 37 -46 $32.24 $463,357.68 $46,335.77
Total Base Rent Obligation $2,036,148.24
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