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Metropolitan King County Council
Budget and Fiscal Management Committee
	
STAFF REPORT

	Agenda Item:
	11
	Name:
	Mike Reed

	Proposed No.:
	2021-0370
	Date:
	December 8, 2021



SUBJECT

Lease agreement with Commodore Way Owner, LLC for lease of Commodore Way structures for office/shop/parking facilities in the Interbay area of Seattle.

SUMMARY

Office and shop space at the Jameson and Arc Weld buildings for the North Satellite Construction Management group and the West Section Offsite Facilities group of the Wastewater Treatment Division, are inadequate to meet the space needs of these two work groups.  An alternative facilities solution has been identified; office/shop/parking facilities on West Commodore Way in the Interbay area of Seattle would support the space needs of the work groups.  Proposed Ordinance 2021-0370 would authorize execution of a 20-year lease for the identified facilities.

The Executive has indicated an interest in Council authorization for this lease agreement prior to the end of 2021, to meet the Spring 2023 project delivery schedule.  At the publishing of the staff report, Council’s Legal Counsel review is ongoing on the lease agreement.

BACKGROUND 

The system maintenance responsibilities of the King County Wastewater Treatment Division include the repair and fabrication of mechanical parts for system facilities such as  wastewater treatment facilities, combined sewer overflow facilities, pump stations and regulator stations; additionally, in managing major capital construction projects, the Division oversees the activities of contractors and the execution of construction contracts.  For a portion of the system area, these functions are accomplished through the North Satellite Construction Management group and the West Section Offsite Facilities group.  Employees assigned to these groups currently work out of the Jameson and Arc Weld buildings located in the Interbay/Fisherman’s Terminal complex in Seattle.  These structures are described as aging and outdated; the agency has prioritized upgrading or replacing them for a number of years.  

After encountering challenges in upgrading and repairing the structures, the Division has identified replacement facilities that meet Division requirements.  A three-building industrial campus across the street from the Jameson Building recently became available as a lease option; it features “more than adequate” office, shop and parking space to accommodate the needs of these two work groups.  The facilities provide 35,980 square  feet of office space, 16,332 square feet of shop/storage space, and 16,660 square feet of parking.  

The facilities are 1970’s-era construction and will require upgrade to support the needs of the work groups.  The upgraded project will include offices, meeting rooms, break room, men’s and women’s showers and lockers, machine shop, secure fleet parking, storage, loading dock, and outdoor patio area.  

The Facilities Management Division (FMD) has negotiated a lease agreement with the property owner, Commodore Way Owner, LLC[footnoteRef:1], for a Triple Net (NNN) lease, requiring tenant to pay a proportional share of operating expenses, including common area maintenance, taxes, insurance and similar costs.  The base rental rate for rentable square foot annually is $28.90 for the first year, with increases of 2.5% annually.  To address property upgrade needs, the Division will invest approximately $15.4 million; the landlord will invest $11.0 million into upgrading the shell and core of the buildings and will provide a $1.48 million Tenant Improvement Allowance to offset a portion of the Division upgrade costs.  [1:  Scanlan Kemper Bard (SKB) is the operating partner.] 


Key provisions of the proposed agreement are as follows:  

· Building location:  2421 W. Commodore Way Seattle, Washington 98199

· Term:  The lease term is for 240 full calendar months plus any first partial calendar month.  The estimated Commencement Date is March 1, 2023 (possession of the premises is to be delivered to tenant following a period for facility upgrade).  The Expiration Date is the final day of the 240th full calendar month following the Commencement Date.   Lease will begin on the date on which the lease has been executed and delivered by both Landlord and Tenant. 

· Rent:  $166,107 per month ($1,993,290 annually) Triple Net (NNN) lease, to be increased by 2.5% annually.  

· Tenant’s Initial Proportionate Share of Operating Expenses:  As per the provision of a Triple Net (NNN) lease, throughout the term, the County is obligated to pay its Proportionate Share of all Operating Expenses actually paid or incurred by Landlord.  Tenant’s Proportionate Share of Operating Expenses equals the rentable square footage of the tenant’s portion of the premises located in the building divided by the total rentable square footage of the building. Operational costs are projected at approximately $43,107/mo.
	
· Parking:  68 reserved, secured parking stalls throughout the term and any extensions, consisting of 48 stalls located directly adjacent to Tenant Premises, and 20 stalls within the secured parking lot at 2331 W. Commodore Way.
  
· Renewal Option:  The County has option to renew for two additional terms of sixty months each.  If renewal option is exercised, the Term is extended through the expiration date of the applicable renewal term on the same terms and conditions as contained in the original lease, except that base rent during each renewal term will be fair market rental value determined according to the terms of the lease, but not less than the base rent scheduled for the final month of the expiring term; landlord may require revisions to insurance coverages.  

· Building Improvements:  Required Building improvements are described in Schedule 2 attached to the lease agreement, and include Exterior Finishes, such as all utilities plumbed, exterior paving/striping, landscaping, exterior security lighting; Shell Improvements, such as new roof, additional openings for windows, new storefront with entry canopy, demolition of unwanted walls, and any necessary hazardous materials abatement work; Tenant Areas, including HVAC service installed, floor within tenant space to be refinished with holes/cracks filled as necessary.  Improvement costs will be described in a budget that allocates costs between Base Building Work and Tenant Improvements.  Landlord will pay Base Building Work costs; costs allocated to Tenant Improvements will be paid by Landlord up to the amount of the specified Allowance; Tenant will pay costs allocated to the Tenant Improvements in excess of the Allowance.  

· Landlord Obligations:  If Hazardous Substances exist in or are released onto the Premises and must be remediated, and to the extent such Hazardous Substances are not brought to or released from the Premises by any Tenant Party, Landlord is required to take all legally required remediation steps without charge to tenant in a manner that complies with all environmental laws.  The following materials address the presence of any hazardous substances located on the property:  Asbestos Survey Report date August 12, 2021; Phase 1 Assessment dated October 16, 2020; and Phase II Assessment dated December 15, 2020.  

In addition to the above, the lease includes provisions for maintenance, interference, default, labor, provision of services, termination, insurance, assignment, utilities, compliance with laws, governing law, entire agreement, counterparts, amendments, notices, hazardous materials, relocation or termination, and miscellaneous provision.  




ANALYSIS

Proposed Ordinance 2021-0370 would authorize the Executive to execute the lease agreement for the lease of office space/shop-storage space/parking in the Interbay area on West Commodore Way. 

Alternatives Analysis.  The proposed lease agreement includes a Lease Alternatives Analysis that describes efforts to address office/shop space needs of the North Satellite Construction Management group and the West Section Offsite Facilities group, including the rehabilitation of the Arc Weld and Jameson buildings currently housing the work groups.  The analysis notes that, after having examined the area market in 2018, the agency concluded that alternative space availability that meets agency needs was limited and began work to rehabilitate existing facilities.  Subsequently, however, complications in the rehabilitation of existing space led the Division to consult FMD for an updated analysis in 2020.  In the course of that updated analysis, FMD identified the potential availability of the subject office/shop/parking complex; negotiations have proceeded to secure that space, and the proposed ordinance has been transmitted to move forward with the space acquisition.  

Fiscal Analysis.  Table 1 below estimates the financial impacts of the proposed lease for the current and upcoming biennia.  As indicated in the fiscal note, the cost of the proposed lease has been included in the 2021-2022 Biennial Adopted Budget, so no corresponding appropriation request was transmitted with this proposed ordinance. 

Table 1. Fiscal Impacts of Proposed Ordinance 2021-0370

	2021-2022
	2023-2024
	2025-2026

	$10,532,586
	$10,376,273
	$5,783,192



Timing.  The Executive has indicated an interest in Council authorization for this lease agreement prior to the end of 2021, to meet the Spring 2023 project delivery schedule.

Legal Review.  At the publishing of this staff report, Council’s Legal Counsel review is ongoing on the lease agreement. 

INVITED

· Anthony Wright, Director, Facilities Management Division
· Elizabeth Matson, Project Manager, Wastewater Treatment Division
· Sharman Herrin, Government Relations Administrator, Wastewater Treatment Division



ATTACHMENTS

1. Proposed Ordinance  2021-0370 (and its attachments)
a. Attachment A:  West Commodore Way Lease Agreement
2. Transmittal Letter
3. Fiscal Note
4. Lease Property Summary
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