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Metropolitan King County Council
Budget and Fiscal Management Committee
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	6
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	2016-0309
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SUBJECT

Proposed Ordinance 2016-0309 would authorize a ten-year lease for information technology space for the King County Department of Information Technology at the Westin Building Exchange in downtown Seattle, district four.

SUMMARY

Proposed Ordinance 2016-0309 would authorize a lease for information technology (IT) space at the Westin Exchange Building for ten years with an option to terminate the lease at year five. The Westin Building Exchange is located at 2001 6th Ave, Seattle, Washington in district four.

King County’s existing space at the Westin, originally procured in 1996 via a franchise agreement with Frontier Communications, can no longer accommodate King County’s IT space and power needs. The proposed lease would provide KCIT with its own space and power supply as well as increased security and access.

One-time capital and 2016 operations funding for the Westin Network Connection Upgrade Project were previously approved as part of the Capital Improvement Plan in the 2015-2016 biennial budget. No new funding is required to support this request in 2015-2016, and KCIT central rates will not be increased to support this lease.

BACKGROUND 

The Westin Building Exchange (WBX) is one of the largest telecommunications hubs on the west coast of the United States and is located in downtown Seattle at 2001 6th Ave. It connects nearly every major company and organization in the northwest United States, including Microsoft, Amazon, the City of Seattle and many others, to users and companies locally and in other regions throughout the world via an Internet Exchange Point (IXP). IXPs are physical locations where internet service and content providers of all types, including King County, connect with each other and trade internet traffic. WBX provides the only connections of this type in the region. 

For King County, an IT space and connection at the Westin is necessary to provide the public with quick access to information and services on the kingcounty.gov website. It also allows the County to share the some of the costs of operating and maintaining the associated IT equipment, including specialized staffing, 24-hour security, and complex cooling and power systems, with WBX’s many other users.

Existing Connection. King County has utilized a space at WBX for approximately 20 years via a franchise agreement with Frontier Communications, previously known as Worldcom, MCI, and Verizon. The original 1996 agreement expired in December 2006, and KCIT and Frontier have extended the agreement annually since that time. 
	
KCIT reports that due to expanded use of cloud services[footnoteRef:1] and increased internet use, the County’s space and power needs will soon increase beyond the capacity available in the existing Frontier space. According to KCIT staff, Frontier has denied King County requests to expand its access to space and power, in part due to WBX weight and power limits. Additionally, because King County is a not a direct tenant of WBX, KCIT must contact Frontier to gain access to the building and to King County’s equipment, potentially slowing down its ability to address outages or requests.[footnoteRef:2] [1:  “Cloud services” refers to the storing data and applications in a location accessed via the internet as compared to storage in the same physical location as the computer.]  [2:  King County maintains a secondary connection at Sabey Data Center in Tukwila, but this is a slow and expensive connection intended only as an emergency backup system. ] 


According to KCIT, leasing directly with WBX is the only option that allows King County the space and power access needed to expand.[footnoteRef:3] [3:  KCIT staff report that they attempted to lease space from other primary tenants of WBX including the City of Seattle and the University of Washington but were declined due to the scope of King County’s needs. ] 


Past Council Actions. The Council previously approved the capital improvement costs and year one operational funding associated with this lease as part of the Capital Improvement Plan in the 2015-2016 biennial budget.[footnoteRef:4] [4:  Ordinance 17941, 2015/2016 Capital Improvement Program   ] 


This proposed legislation (Proposed Ordinance 2016-0309) to authorize the lease was transmitted to the Council on June 16, 2016 and must be approved by the Council by September 1, 2016 or the lease is considered null and void.

ANALYSIS

Proposed Ordinance 2016-0309 would authorize a new ten-year lease for information technology space at WBX. It would make King County a direct tenant of WBX rather than connecting via agreement with Frontier.

Council Approval. Under K.C.C. 4A.100.070, Council approval is required for leases with terms lasting longer than five years.[footnoteRef:5] The proposed lease has a ten-year term and therefore requires Council approval. [5:  K.C.C. 4A.100.070(4)(a) states, “Any lease or license for the possession or use of real property by the county with a term, including any potential options, extensions or renewals, longer than five years must be approved by the council before execution by the executive.”] 


Connection Under Proposed Lease. According to KCIT staff, the proposed lease would provide benefits to King County that the existing franchise agreement with Frontier does not, including:

· Space to expand and upgrade technology as needed
· 24-hour access to County equipment, enabling quicker resolution of problems and requests
· One KCIT location, minimizing risk of system downtime[footnoteRef:6] [6:  The County currently connects to the building in four locations on four different floors of the building. KCIT reports that having multiple connections increases the risk of an outage.] 

· A secure space with access limited to KCIT and WBX staff, in support of County compliance with the security requirements of the Health Insurance Portability and Accountability Act (HIPPA) and the Federal Bureau of Investigation’s Criminal Justice Information System

Lease Terms. The lease includes the following terms and provisions:

· Access to one secure cage facility with 900 usable square feet including 15,000 kilowatts of power per month and IXP access
· Ten year term with a County-only option to terminate at year five[footnoteRef:7]  [7:  To terminate the lease at year five, the County must contact the owner in writing during the 53rd month of the lease, or five months before the fifth anniversary of commencement of the lease.] 

· Rent of $12,170 a month ($146,040 per year)
· Cost escalates annually based on the Revised Consumer Price Index for Urban Wage Earners and Clerical Workers[footnoteRef:8] [8:  Revised Consumer Price Index for Urban Wage Earners and Clerical Workers, U.S. City Average, All-Items Series of (1982-1984=100), as published by the United States Department of Labor.] 

· Lease must be approved by Council by September 1, 2016 or it is null and void
· Conversion to a month-to-month agreement at term conclusion if lease is not formally renewed; rent increases to 125% of cost
· King County’s standard anti-discrimination language is included

Because WBX provides access to the only IXPs in the state,[footnoteRef:9] it is likely that KCIT will continue to have a need for this space over the ten year life of the lease. [9:  There are three IXPs located at the Westin Building Exchange: Seattle Internet Exchange, Equinix, and PacificWave.] 


Fiscal Impacts. As shown below in Table 1, the existing franchise agreement that provides access to WBX costs a total of $53,209 annually, or $4,434 a month. This includes the space, power and IXP connection ($33,520) and access to a Frontier fiber connection that connects the system to the Maleng Regional Justice Center (MRJC) and the King County Airport ($19,689).

The rental rate under the new lease is $146,040 per year, or $12,170 per month, and includes a private and secured space, increased power access, and IXP connection. King County would continue to pay Frontier to connect to MRJC and the King County Airport ($19,689) as part of a separate agreement; with this cost included the total cost of the project is $165,729 annually, or $13,810 a month. The increase in cost associated with the new lease versus the existing franchise agreement is $112,250 annually, as illustrated below in Table 1.

As discussed above in the “Connection Under Proposed Lease” section, the new lease expands the space and power available to KCIT and provides the County with additional benefits including increased security and ease of access as well as minimized risk of system failures.

The funding source for the project is the KC Enterprise Capital Improvement Project Fund. Ongoing operating costs would be split evenly between fees from I-Net Services[footnoteRef:10] and KCIT Central Rates. Despite the increased cost associated with the lease, KCIT Central Rates will not increase due to efficiencies identified elsewhere within KCIT operations. [10:  I-Net provides high speed internet access for schools, local governments, special districts, research organizations, nonprofits, and other organizations located in King County. Participating organizations pay fees to access the service.] 


Table 1. Change in Costs

	
	Current Costs
	New Lease Costs
	Increase/Decrease

	Frontier fiber connection
	$19,689
	*$19,689
	$0

	WBX space and access
	33,520
	146,040
	112,520

	Total Annual Cost
	$53,209
	$165,729
	$112,520


*Not included in lease; separate agreement with Frontier

Table 2 below illustrates ongoing costs associated with the proposed lease. The base rent would increase annually in January based on the Revised Consumer Price Index for Urban Wage Earners and Clerical Workers, which is estimated in Table 2 below as three percent per year. 

One-time capital expenses for setup, installation, and build out of the leased space ($95,339) and 2016 operating and rental costs (estimated at $85,190) were previously appropriated as part of the Capital Improvement Plan in the 2015-2016 biennial budget under the project name “Westin Network Connection Upgrade Project.”

Executive staff report that KCIT will seek ongoing appropriation authority for lease costs as part of each biennial budget. For 2017-2018, that request is estimated at $305,355 for the two-year period. 


Table 2. Lease expenses

	
	Capital
	Rent

	2015-2016
	$95,339
	$85,190*

	2017-2018
	
	305,355

	2019-2020
	
	323,951


*Estimated based on anticipated lease commencement date

Tenant Improvement Status. Improvements to the leased space approved in the 2015-2016 biennial budget would begin immediately after the proposed lease receives approval by the Council.

Risk Management and Hazardous Materials Review. The County Risk Management Office reviewed the indemnification provisions in the lease and accepted it as written. The Prosecuting Attorney’s Office expert on hazardous materials also reviewed the lease and reported no concerns.

Legal Review. The lease was received legal review by both the Prosecuting Attorney’s Office and Council’s legal counsel. No major issues were identified with the lease, however minor technical edits to correct grammatical and reference errors were recommended. 

AMENDMENT

[bookmark: _GoBack]Proposed Amendment 1 would replace the transmitted lease agreement with a version updated on July 15, 2016. The updated version makes clarifications and technical changes to correct the grammatical and reference errors referenced in the above “Legal Review” section of this staff report. The landlord has agreed to these technical changes.

ATTACHMENTS

1. Proposed Ordinance 2016-0309 and its attachment
2. Amendment 1 and its attachment
3. Transmittal Letter
4. Fiscal Note

INVITED

1. Aaron Barak, Information Resources Management Director, Operations and Infrastructure, King County Information Technology
2. Julie Porter, Real Property Agent, Real Estate Services, King County Facilities Management Division
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