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REVISED STAFF REPORT
Proposed Ordinance 2007-0443, as amended, was reported out of committee with a do-pass substitute recommendation on July 16, 2008

Proposed Ordinance 2008-0309, as amended, was also reported out of committee with a do-pass substitute recommendation on July 16, 2008

SUMMARY:  

The County’s centralized data center is currently located in leased space in the Seattle Municipal Tower (SMT).  The Executive proposes to relocate the data center to “Building Five” of the Sabey Center, which is located at 3355 South 120th Place, Seattle Washington. The Executive initially transmitted legislation relating to the Sabey Center in August 2007, but the negotiations for Sabey Center had not yet been completed. On May 29, 2008, the Executive transmitted a revised supplemental appropriation request reflecting the final terms of the negations. The legislation for consideration by the Capital Budget Committee is summarized below. 

Proposed Ordinance 2007-0443 was transmitted in August 2007 and would designate Building Five as the county’s enterprise data center location and would authorize the Executive to enter into a thirty-year lease for 11,474 square feet in Building Five.  In order to be consistent with the final negotiated lease, Proposed Ordinance 2007-0443 would need to be amended to replace the outdated “letter of intent” with the final lease agreement.

Proposed Ordinance 2008-0309 was transmitted on May 29, 2008 and is a supplemental appropriation request that would authorize the Executive to spend up to $18.079 million to pursue relocation of the data center from the Seattle Municipal Tower into Building Five of the Sabey Center.  This request would fund capital investment activities including data center infrastructure improvements, relocation planning, and a project contingency reserve.

Although this legislation has been heard multiple times by the Committee, it had not previously received full legal review.  Today’s hearing describes the legislation in its current form and incorporates changes recommended by the Council’s legal counsel and Councilmembers.  Much of the information presented in the staff report has not changed, staff will move quickly through those passages.
BACKGROUND:

The Need for a New Data Center:

According to executive staff, the county needs to relocate from the current data center location at Seattle Municipal Tower (SMT) for several reasons we’ve summarized below. 

· Recently, the City of Seattle has reconfigured the power supply to the data center which has resulted in limited generator availability in the event of a power outage. This has increased the risk for the county’s IT functions in the event of a power outage. 

· The current electrical system is also showing signs of being overloaded so there is no potential for growth and the strain on the current system presents a risk of failure. 

· The HVAC system at SMT is not designed for data center use and if it failed could result in escalating temperatures for the data center and damage to the equipment. 

· There is no physical room for growth in the existing space and the existing configuration is less than optimal for the equipment requirements of the county. 

· The fire suppression system also uses a wet sprinkler system, which is not ideal for a data center. Any accidental triggering of the sprinkler system could destroy equipment.

In addition, we note relocation is also necessary because the Executive exercised an early out provision in the existing lease.  This lease, originally executed in March of 2004 was scheduled to run through March of 2009, but included an “early out” clause that allowed the County to end the lease and pay associated penalties. The “early out” option was exercised according to the lease terms 24 months prior to the expiration date of March, 2009.  We are now paying 150% of the original lease rate.  
Earlier Data Center Proposals

In August 2007, the Executive transmitted a proposal for the relocation of the Data Center to the Sabey site in South Seattle (See proposed ordinances 2007-0443 and 2007-0444). However, the negotiations for Sabey Center had not yet been completed and a lease was not available for Council review. As such, terms of the agreement were not memorialized and action by the Committee would have been premature.

Since the August transmittal negotiations on a lease agreement between King County and Sabey Corporation have continued. On May 29, 2008, the Executive transmitted a proposed lease to replace the letter of intent and proposed budget appropriation transmitted in August 2007.

About the Sabey Center 

The Sabey center is the largest, multi tenant data center campus on the West Coast. The data center campus includes five data center buildings. The buildings are highly secure and are designed to meet the needs of the largest data users. The facility has state of the art mechanical and electrical systems, control and monitoring, and back-up systems for emergency and maintenance.  

ANALYSIS:

SCOPE

The proposed relocation of the existing data center at the Seattle Municipal Tower to Building Five of the Sabey Center includes tenant improvements, move costs, and equipment. The project scope is essentially split into two categories. The first, representing about half the project cost is the tenant improvements. This amount totals $9.9 million. The remaining category is for move costs and equipment totaling $9.5 million. 

Table 1 lists each component of the proposal and the estimated costs. 

Table 1: Total Funding (2008 and 2009 Budget Requests)

	Tenant Improvements
	

	
	Base
	$8.5

	
	Contingency
	$1.0

	
	Sabey Lease TI Sub-total
	$9.5

	
	FMD Project Management
	$0.4

	
	Total Investment
	$9.9

	
	
	

	Move Costs and Equipment
	

	
	Data Center Infrastructure
	$0.8

	
	Fiber
	$3.5

	
	Network Equipment
	$2.3

	
	Back-up equipment during relocation
	$0.2

	
	Relocation Consultant
	$1.0

	
	Physical Move (Servers/Mainframe)
	$0.5

	
	Other/Miscellaneous
	$0.2

	
	OIRM Staffing Costs
	$1.1

	
	Total Move Costs and Equipment
	$9.5

	Total
	
	$19.4


Tenant Improvements ($9.95 million, including contingency and FMD project management)

The proposed lease comprises a total of 11,474 square feet of space in Building Five of the Sabey Center.  Of the 11,474 square feet, 7,492 square feet of this space would be dedicated to data center operations on the second floor and the remaining 3,982 square feet would be used for office and administrative purposes on the first floor.  This proposal represents a minor increase in office space and a decrease in data center infrastructure space from the August transmittal. Executive staff report although the proposed data center space is smaller than the current space, it will be sufficient to meet the current needs of county because the new space will be much better designed and more efficient than the current space configuration. As the County continues to consider plans to consolidate additional departmental data needs at the new data center, the county has the first right of refusal on additional, adjacent data center space at Sabey. 
Tenant improvements are generally described as improvements that are fixed to or integrated into the building that remain after a tenant vacates. In the case of the proposed data center operations space, the existing space is essentially an empty shell so extensive tenant improvements are necessary in order to create an infrastructure that meets the technical requirements for housing the county’s data center. 
Tenant improvements include a HVAC system, a specialized fire suppression system, power, partitions, and an electrical system. Since King County will only be using part of the space on the second floor, work will be needed to partition off the county’s segment of the floor. The estimates for capital contributions to this space are $9.5 million, or $1268.00 per square foot. 
The actual cost for the tenant improvement has increased by $1.5 million over the August 2007 proposal. This is largely due to increased price for cabling and more clearly defined requirements. Cabling price increased because in August it was inadvertently omitted from the first proposal.  Please see the Budget and Financing Section of this staff report for a more detailed discussion of the changes to the project estimates since August 2007. 
The tenant improvements to the office space on the first floor will be much less extensive because the space has the basic infrastructure in place already (floors, lighting, power, etc.) and does not have the technical needs of the data center operations space. The improvements to the office space will include partitions to create work spaces, creating a break room and partitioning the space away from the rest of the floor. The estimates for capital contributions to this space are included in the overall not to exceed price for tenant improvements. 

Move Costs and Equipment ($9.5 million)

The second category of work is related to the move costs and the necessary equipment for the new data center. Below, the largest categories are discussed.
Fiber Costs
($3.5 million) 
The largest cost category of the data center equipment is related to fiber needs. The proposal includes $2,299,832 for the installation and purchase of fiber and $1,215,277 for the cost to lease fiber for 9 months while the permanent fiber run is being built.  (The fiber is built over 18 months, but OIRM anticipates needing fiber in 9 months.) The project scope includes installing two long, high capacity fiber optic runs (almost 20 miles) in two separate paths for connecting the leased space to the county’s primary data connection points in downtown. The second run serves as a back-up run. 
The fiber costs have increased by $400,000 since the August transmittal largely due to increased costs for leasing fiber.
The cost estimates for the county assume installing its own fiber optic network (KCWAN) rather than using a commercial vendor. However, according to the Sabey Center marketing materials, the location provides access to virtually every major Internet service provider. Executive staff have provided an analysis supporting the business decision to build fiber rather than lease fiber. Please see Attachment #6, for the executive staff analysis.
Earlier staff reports on the Sabey proposal raised the issue of the relationship between this fiber proposal and the I-Net fiber that currently exists in the county. Executive staff have indicated the fiber proposal and I-Net are different and not appropriate for comparison. I-Net fiber is owned and maintained by Comcast and leased by King County, with King County only maintaining the switches. Whereas the fiber being proposed for this project will be county owned and managed. I-Net fiber does not meet the new data center’s technical requirements.  Furthermore, the I-Net fiber has already been built out, so building it out further to Sabey would require negotiations with Comcast and would likely not be in the county’s interest since the county would likely have to pay to build it out but would not own it.
Network Equipment ($2.3 million)

These items will connect the various devices together within the data center so that all of the equipment can talk to each other within the data center and other KC sites. This includes items such as cables and switches, and certain kinds of shelves. The primary cost driver in this category is switches. For example, there are 80 switches which cost $13,358 each, and another 3 switches which cost $255,569 each. According to OIRM, the existing switches at SMT are not appropriate in a new data center environment. 

Relocation Consultant ($1 million), Physical Move ($500,000) 

The current proposal (including both the spring supplemental and the 2009 budget request) includes over $2.6 million for planning, project management and move costs. Overall, this is about $1 million less than the proposal in August. 

The relocation consultant will provide planning, oversight, and management of the move. The consultant will also manage the physical move. It should also be noted that the actual moves will be completed by many different firms. In order to maintain our warranties on servers and other types of equipment, our contracts with the vendor require us to use their moving services. This will further complicate the move.  

OIRM Staff Costs ($1.1 million) 

The budget includes $1.1 million for OIRM staffing costs.
Management of Uninterruptable Power Supply (UPS) system

The Executive’s original proposal called for the UPS system to be managed by King County and constructed at our expense in a separate room within the facility. The current proposal calls for Sabey to manage the UPS system at their expense. This has the advantage of shifting the operational responsibility to the landlord. Operations and Maintenance (O&M) costs have increased due to the increased responsibility assumed by the landlord. 
Scope Question/Issues Identified at June 18th Capital Budget Committee Meeting:
1) Relocation Consultant and Move Costs ($1.5 million). At the June 18th CBC meeting, the committee requested additional information to explain the relocation consultant and physical move costs.
OIRM received a waiver from the standard procurement procedure in order to procure consulting and implementation services of Hewlett Packard (HP) on a special market basis.  Approximately 60-65% of the servers in the data center are HP servers, therefore HP’s technical and proprietary expertise will be particularly advantageous to the County for planning, scheduling and the move. HP has moved over 30,000 data centers and 25% of those are of comparable size and complexity as King County’s data center.  They have also moved and consolidated over 85 of their own data centers in the last 3 years.  HP already has contracts in place with IBM and other vendors to allow the moving of other key vendor equipment without risk of voiding warranty.  The County is very close to finalizing a contract with HP for this work. 

The consultant will be responsible for planning, scheduling and executing the move.  
This includes coordinating the many operational units across the county that will be affected. The consultant will also prepare a preliminary plan for operating dual data centers during transition. In addition, the consultant will be responsible for decommissioning the existing data center(s). The consultant will also handle the physical move including un-racking, packing, transporting, unpacking, and re-racking of data center assets.  The move costs are higher than an ordinary move because the move will occur over multiple trips to reduce risk and maintain data center operations. Executive staff estimate the physical move cost will be $500,000, but that estimate may change.
Executive staff report that specialized expertise and training are necessary to properly plan and execute such a move in a manner that maintains continuity of data operations and limits risk.  Because this is a specialized field, consultants command compensation for their work that may be in excess of the costs of the actual act of physically moving the equipment. 
2) OIRM Staff Costs. ($1.1 million)
Since the June 18 CBC meeting, executive staff provided more information on the OIRM labor costs, including a list of required positions. The following is a list of the major activities OIRM will be working on. 
· Designing, ordering, configuring, installing and testing the data center equipment 
· Assisting in the design and build-out of all fiber activities

· Assisting Sabey with designing rack and floor layouts

· Acting as point person for all IT Infrastructure related activities throughout the project build-out

· Ensuring project management methodologies are followed

· Working with and managing the work of the relocation consultant to ensure deliverables meet acceptance criteria.

Most of the technical positions will be filled by existing staff because the existing staff are very familiar with the county’s network needs. The current workload of the existing positions will met by backfilling those positions with TLT positions. 
3) Analysis of lease versus own for fiber. 
At the last CBC meeting, councilmembers requested additional information on the executive’s decision to build a county owned fiber line versus lease fiber. The county received one vendor proposal from Above Net. The county did contact several other vendors which serve the Sabey complex, but only Above Net responded with a proposal. (Qwest also responded, but could not offer “dark fiber”—a county requirement.) The AboveNet proposal was for $6.8 million for the lease of 12 strands of fiber over 3 years. This compares to $3.1 million cost for the county to build its own fiber network consisting of 72 strands of fiber. 

In addition to higher costs, the lease option is also not appropriate because it is for 12 strands of fiber which is not sufficient for county operations. If the county were to operate its network to support the data center using 12 strands, the result would be a very slow network connection. The county has a requirement of 72 strands based on an analysis of current fiber requirements. The county needs 72 strands because the Sabey data center will be the county’s primary data center. According to executive staff, often in the private sector a company such as Microsoft will have many satellite data centers and those satellite data centers can operate on much smaller strand requirements. For example, at the Sabey location, Microsoft only uses 12 strands of fiber.

Another disadvantage of the leasing option is that it would only be for 36 months. Therefore, at the end of 36 months the county’s network could be subject to uncertainty depending upon what Above Net did with the fiber or what the price might be to continue leasing. 

In meetings with council staff, the executive staff explained why the vendor proposal was likely for 12 strands only and why it was such a high price. First, 72 strands is considered more fiber than a vendor would make that available because it would not leave any capacity for other customers and the vendor’s own use. If a vendor were to offer 72 strands, it would likely involve significant capital construction costs. Executive staff surmise the lease costs were so high because of market conditions and limited fiber availability.
 SCHEDULE 
The transmittal letter indicates it is in the county’s interest to move to the Sabey Center as soon as possible due to operational concerns outlined on page 2 of this staff report, and financial penalties for continuing to stay past the lease expiration. According to the transmittal letter, in addition to the 150 percent rental rate, any extraordinary cost to the City due to the data center remaining after March 31, 2008 results in penalties to the county to pay for added costs the City incurs as a result of the county staying in the space at SMT. 
The schedule of milestones provided for the review at the June 18th meeting of the Capital Budget Committee has been updated.  The revised schedule is visually depicted in Attachment #7 to the staff report.  Major milestone targets are as follows:
· July 2008:  Anticipated Council Approval of Lease Documents

· August 2008 – March/April 2009:  Sabey Tenant Improvement Construction

· March 2008: begin permitting and planning efforts for permanent primary and secondary fiber runs

· October 2008 – May/June 2009:  Permanent Fiber run construction

· July 2008: Hire consultant with expertise in relocation planning and relocation 
· July 2008 –June/July 2009: Relocation planning and move prep
· August 2009 - October 2009: Physical Move(s)
Move Schedule Issues Identified at June 18th Capital Budget Committee Meeting:
Given that the county’s lease with the City has expired, there appears to be a risk that a “double-move” could be necessary.  Based on this concerns councilmembers requested information regarding contingency plans to avoid a double move. 
Executive staff report that their current plan to move to Sabey is the contingency plan. 
Executive staff report if the timelines outlined in the lease are met, the City has told the county, again verbally, that we can stay in our data center until the anticipated move out date.  
2) Arrangement with City of Seattle. The committee requested copies of any agreements with the City of Seattle allowing the county to continue on at SMT. According to executive staff, we are paying holdover rent at 150% of our lease which is $39.00 per foot or $37,941 per month.   Also per executive staff, there have been no penalties assessed, and the City has indicated they will not charge penalties as long as we vacate in a reasonable amount of time.  Finally, executive staff report that these have all been verbal assurances; the City has not been willing to commit to a formal written agreement to date; the City will also not disclose what outside leases are being extended due to our hold over, however they have indicated that SDOT is being impacted on a move within the building.  

Executive staff note that the City of Seattle has told them verbally that the space the county will be vacating will not be used as data center expansion for the City as it is no longer connected to the City’s backup generator.

See Attachment #8 for cost comparison between Sabey data center proposal and current expenses associated with space at Seattle Municipal Tower.
BUDGET & OTHER FINANCING ISSUES FOR REVIEW

Proposed Ordinance 2008-0309 would appropriate $9,949,498 to the Building Repair and Replacement Fund (Fund #3951) and $8,129,900 to the OIRM Capital Project Fund (Fund #3771). The 2008 adopted budget for the Building Repair and Replacement Fund is $4,850,376 and the 2008 adopted budget for the OIRM Capital Project Fund is $5,247,018.The total appropriated by the proposed ordinance would be $18,079,398.  The impact on the appropriations from this ordinance is summarized in Table 2. 

Table 2: Impact on Adopted Budget
	OIRM Capital Project Fund (#3771)

	2008 Appropriation
	PO 2008-0309
	Est. for 2009 Phase II
	Revised CIP Budget

	 $                    5,247,018 
	 $           8,129,900 
	 $                     1,387,017 
	 $                    14,763,935 

	Building Repair and Replacement Fund (#3951)

	 $                    4,850,376 
	 $           9,949,498 
	 $                                    -   
	 $                    14,799,874 

	Total Est. Data Center Costs
	 
	 $                   19,466,415 
	 


Change in Total Project Estimates

The current estimate for the Data Center project is $19.5 million. This amount is approximately $600,000 lower than estimated under the Executive’s original proposal. However, this reduction has been achieved by reducing $1 million from the estimated move costs and equipment. The negotiated terms of the lease explain much of the difference between the two cost estimates. Summary information comparing the current proposal versus the August 2007 proposal has been prepared by executive staff and is available upon request.
Budget Cost Breakdown

The proposed ordinance only requests what is termed “Phase I” funding for the project. This amount totals $18,079,398. Additionally, the Executive is indicating that an additional $1,397,017 is likely to be requested as part of the 2009 proposed budget. Table 3 summarizes the costs by type and year. 
Table 3 Costs by Year and Type

	Budget Type and Year of Appropriation

	Type
	 Budget 
	Contingency
	Total 2008
	2009 Est. 

	Infrastructure Payment to Landlord
	$  9,949,498
	0
	$9,949,498
	

	OIRM Project Costs
	$  6,834,555
	$   1,295,345
	 $ 8,129,900
	$  1,387,018

	Total By Year
	 
	 
	$18,079,398 
	 $  1,387,018 

	Grand Total 
	 
	 
	$19,466,416 


Current Expense Fund Costs

According to executive staff the current expense fund will incur approximately $1.4M of the $2.4M fiscal effects associated with the debt payment for this project.  The cost percentage is based on the existing data center cost allocation model.
Financing

The prior proposal for financing anticipated financing the project for only 10 years. There was concern regarding the rationale for debt-financing infrastructure costs over only 10 years when the lease can run as long as 30 years. Executive staff have communicated that the length of debt reflects the fact that, even though the facility will be leased for as many as 30 years, some of the infrastructure equipment may have less than a 10 year life.
A significant portion of the OIRM and BR&R costs are billable to the general fund. Worth noting - the longer the financing period for the project, the lower the annual payments and therefore the lower the internal charges for service. 

Contingency 

Since the August transmittal, the amount budgeted for contingency has decreased by about $1.2 million. The reduction for the contingency appears reasonable because the tenant improvement costs (construction costs) are covered by the lease and provided by the landlord, therefore there the project appears to have little construction risk. The planned work also involves a build-out of empty space, rather than remodeling an existing facility.

The proposal outlined in 2008-0309 contains a separate appropriation account for the contingency and sales tax amounts. This amount totals $1.74 million. The Executive is proposing that this be appropriated into a separate project account so that OMB can review requests for use of contingency prior to expenditure of funds. This arrangement appears to be similar to ones used in other projects and may provide an effective tool for controlling project costs. The Chair has directed staff to prepare an amendment that will restrict the use of significant contingency amounts until the Council and the office of capital project oversight have had a chance to review the request.  This is contained in an amendment that will be highlighted later in the staff report. 
Budget Authority, Project Management and Accountability

The transmittal letter indicates that budget authority has been more clearly linked to implementation and accounting responsibility. Under the Executive’s proposal, the budget authority for planning, equipment and move costs would be appropriated to the OIRM fund.  Additionally, the remaining budget authority for tenant improvement costs is being appropriated to the BR&R fund under the control of FMD. 
Earlier staff reports have noted that while the issue of budget authority is addressed, the issue of project accountability has not been clearly resolved. This concern arises from one agency being responsible for constructing the project with another agency is responsible for planning complicated moves.  Earlier staff reports have noted it was unclear who was managing the project (Facilities Management Division or OIRM). It appeared that ultimately accountability for completing the construction and moves were unclear. 
In order to resolve this issue, OIRM, FMD, and OMB developed a “Data Center Relocation Management Plan”, see Attachment #9. The plan lists specific roles and responsibilities for OIRM and FMD. However, many of the tasks will require OIRM and FMD to work collaboratively. FMD, OIRM, and the consultants will have weekly oversight meetings and will report to PRB. If there are issues that remain unresolved, those issues will be considered by the Executive Sponsors, Jim Buck, Bob Cowan, and David Martinez. 

The plan does not identify a single agency or person responsible for the success or failure of this project. Council staff have asked executive staff to clarify, ultimately, who is responsible for this project. OMB notes that county code (2.16.035D) assigns responsibility to the Facility Management Division and its director. Therefore, OMB reports that FMD director is ultimately responsible for this project. 
LEASE PROVISONS/ LEGAL REVIEW  
Council staff have noted the following agreement highlights:

Space Information

· 11,474 total rentable square feet 

· 7,492 square feet of data center space

· 3,402 square feet office space

· 580 square feet of storage space

· right of first refusal for 3,114 square feet of additional data center space in first 24 months of lease

Commencement Date
When Tenant Improvements are “substantially complete” per section 5.2 of Exhibit C.  Tenant Improvements are described in the “Work Letter”, which is attached to the lease agreement as Exhibit c.  See also “penalties for delay” section below.
Expiration Date

12 years after Commencement Date, unless terminated or extended
Extension Term

Automatic renewal for two additional 5 year terms and two additional 4 year terms.  “Early Out” provision included.
Data Center Base Rent

$26,971.20/month for month 1 through month 12.  Rate rises to $37,341.38/month for month 133 to expiration date.
Office Space Base Rent


$7,763.33/month in months 1 through 12.  Rate rises to $10,756.10/month for month 133 to expiration date.

Additional Rent for Tenant Improvements

$9,500,000 due following Improvements 
Penalties for Delay (Section 7.9) 
Except for delays caused by tenant or “force majeure”, if substantial completion of landlord’s work does not occur, within 300 days of Execution, landlord shall pay tenant $50,000. If work is not complete within 330 days of Execution, landlord must pay an additional $100,000. If the work is not completed within 360 days, landlord must pay an additional $150,000. 
Questions regarding, and descriptions of, related Indemnifications, Guarantee for Work, Liabilities, Attorney’s Fees, Insurance and other legal matters are best addressed by representatives of the Prosecuting Attorney’s Office and/or the Council’s legal Counsel.
The Council’s legal counsel has completed his review of the lease agreement.  All issues highlighted in that review have subsequently been reconciled through communications with executive staff, deputy prosecuting attorneys, and Sabey representatives.  As a result of these discussions, council staff have prepared an amendment to attach the final version of the lease which takes into account concerns raised by councilmembers and the council’s legal counsel.
CONCLUSION:

Reasonableness





Ready for Action
Based upon the recent changes to the lease agreement and the related amendment A1  to the legislation, passage of the proposed ordinance 2007-0443 appears to be a reasonable business decision in allowing the County to move forward in its pursuit of new data center space.

In response to issues noted in recent committee meetings and highlighted in this staff report, the Committee Chair directed staff to prepare a proviso to the supplemental appropriation request.  
Proviso:  Amendment B1 restricts the use of contingency funds included in the supplemental appropriation.  Specifically, the amendment limits allocations of contingency funding to 15% of the total contingency appropriation ($1.744M) in any given month.  In the event that more than 15% of the contingency appropriation is needed in a given month the Executive may notify the council, who would then have 10 days to object to such an encumbrance or expenditure.
Reasonableness







Ready for Action

Based upon the proviso restriction, proposed ordinance 2008-0309 appears to be a reasonable business decision in allowing the County to move forward in its pursuit of new data center space.
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