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STAFF REPORT
SUBJECT:


Proposed Ordinance 2003-0199 authorizes the Executive to enter into a lease for approximately 77,483 square feet of office space in the Wells Fargo Center for administrative offices for the Seattle-King County Department of Public Health.
BACKGROUND:

The administrative offices of the Seattle-King County Department of Public Health currently occupy 74,629 square feet at the Wells Fargo Center (999 Third Avenue in downtown Seattle) on floors 6, 7, 9, 12, 15 and 27. Approximately 66,625 square feet (90 percent of the county’s rented space) is occupied through a sublease at $17.36 per square foot and the remaining 8,004 square feet (10 percent of the county’s rented space) is occupied through a direct lease at $25.36 per square foot. The Department of Public Health has been located at the Wells Fargo Center for six years, since 1997.  Both the sublease and the direct lease expire on September 18, 2003.
SUMMARY:

Adoption of the proposed ordinance would authorize the Executive to renew the lease at the Wells Fargo Center for the entire sublet space and 7,763 square feet of additional space on the 6th floor, adjacent to space the county currently occupies, for a 10-year period beginning on September 19, 2003. Table 2 below compares the terms of the current sublease and lease and the terms of the proposed lease renewal.  
Table 2: Comparison of Current and Proposed Lease Terms at Wells Fargo Center

	
	Current 
Sublease / Lease
	Proposed Lease Renewal

	
	Sublease
	Lease
	New Lease

	Start Date
	Feb-May 1997
	May 15, 1997
	September 19, 2003

	Duration
	6 years, 7 months
	6 years, 4 months
	10 years, 1.5 months

	Expiration Date
	September 18, 2003
	September 18, 2003
	October 31, 2013

	Total Square Footage Leased
	66,625

	8,004

	77,483

	Cost per Square Foot
	$17.36 

	$25.36 
	$23.50 in 2004; increasing $0.50 annually to a maximum of $28.00

	Annual Cost
	$1,156,597
	$203,016

	$1,820,850.48 in 2004

	Early-Out Provision
	None
	10 months notice 
+ $175,000
	Starting on December 31, 2006 with 12 months notice + acceleration fee


Highlights of the proposed lease renewal are as follows:


· Cost per Square Foot: The base rental rate is $23.50 per square foot for the first year with an annual increase of $0.50 per square foot thereafter.  The total leased square footage increases by 2,854 square feet (approximately 4 percent) to 77,438 square feet to reflect adjustments in industry standards for calculating rentable square feet. 

· Employee Consolidation: The new lease would consolidate the Department of Public Health offices on floors 6, 7, 9 and 12. Employees currently located on floors 15 and 27 will be relocated to floor 6 where the county currently leases space. Moving and tenant improvement costs associated with the consolidation will be paid by the landlord as part of the tenant allowance discussed below. 

· Tenant Allowance: The new lease provides the county an optional tenant allowance of $360,222 (equal to $5.15 per square foot) for space planning, design and improvements for the leased space, exclusive of the new space on the 6th floor. The county may choose the tenant allowance or decline the tenant allowance and receive a $0.50 reduction in the base rent. If the county declines the tenant allowance, the base rent for the first year would be $23.00 per square foot and result in savings of approximately $39,000 per year. The new lease also provides the county a tenant allowance of $262,000 (equal to $33.75 per square foot) for space planning, design and improvements for the new space on the 6th floor.

· Early Acceleration: The new lease contains an “early acceleration,” or “early out” provision which allows the county to vacate the Wells Fargo Center starting on January 1, 2007 without incurring a penalty.  Under typical industry practice, the county would have to pay an acceleration fee equal to the unamortized costs incurred by the landlord, such as the tenant improvement allowance and transaction fees, plus a penalty equal to anywhere from six to twelve months of rent to exercise an early out provision. Under the proposed lease agreement, the county would solely pay the acceleration fee and no penalty. The unamortized costs amount to the total tenant improvement allowance and other costs incurred by the landlord and are amortized over the term of the lease at an amortization rate of 10 percent. The longer the County stays in the space, the lower the amount of the acceleration fee over time.  Table 1 below illustrates the acceleration fee the county would pay depending on the year the lease was terminated. 

Table 1: Amortization Schedule for Early Lease Termination

	YEAR
	ACCELERATION FEE

	2007
	$920,000

	2008
	$780,000

	2009
	$640,000

	2010
	$500,000

	2011
	$370,000

	2012
	$230,000

	2013
	$ 90,000


ADDITIONAL BACKGROUND:

Table 3 below outlines the existing county leased office space. In addition to the Wells Fargo Center lease, two major leases (Bank of California and Key Tower) expire at the end of this year and early next year. The Executive is expected to transmit to the Council ordinances renewing each of these leases within the next few weeks.
Table 3: Existing County-leased Office Space 
	Building
	Occupying Agency 
	Square Footage 
	Lease Expiration Date

	Wells Fargo Center
	Dept. of Public Health
	77,483
	September 18, 2003

	Bank of California
	Prosecuting Attorney Office; 
Risk Management; Crisis Clinic Hearing Examiner; 
	28,291
	December 31, 2003

	Boren Building
	Juvenile Court Services; Dept. of Public Health (1 program)
	14,400
	February 28, 2004

	Key Tower
	Prosecuting Attorney Office; ITS (Information Technology Services)
	55,378
	March 14, 2004

	Wathew Building
	Office of Public Defense; 
Veteran’s Program
	6,000
	December 31, 2006

	Exchange Building
	Finance Division; Dept. of Community & Human Services
	111,742
	September 30, 2007

	TOTAL:
	
	293,249
	


ANALYSIS

Industry statistics show that the average cost of office space in downtown Seattle currently ranges between $25.46 and $26.86 per square foot. Renewing the Wells Fargo lease starting at a base rental rate of $23.00 or $23.50 per square foot (depending on whether the county selects the tenant improvement package), below the current market rate for Class A office space, appears to be a reasonable policy and business decision. Additionally, the early out provision in the proposed lease provides the county with the flexibility to vacate the building starting on January 1, 2007 should the county purchase or build a new office building. Finally, in addition to the favorable lease terms, the county will avoid relocation costs and service disruption by keeping the Department of Public Health at the Wells Fargo Center.  
INVITED:

Kathy Brown, Director, Facilities Management Division, Department of Executive Services

Tim Clancy, Leasing Supervisor, Property Services Division, Department of Executive Services
INVITED GUESTS:

Amy Bolich, Principal, Kinzer Real Estate Services

Craig Kinzer, Principal, Kinzer Real Estate Services

ATTACHMENTS:


1. Proposed Ordinance 2003-0199 
2. Attachment A to Proposed Ordinance 2003-0177 Office Lease Agreement Between EOP-Northwest Properties and King County 

3. Executive’s transmittal letter dated April 23, 2003

4. Fiscal Note

5. Revised Fiscal Note dated 6/16/03

� Total square footage leased under the current sublease and lease is 74,629 square feet.


� Total annual cost of the current sublease and lease is $1,359,613


� Assumptions made in the Acceleration Fee Schedule for 2007 – 2013:        �a) King County vacates 100% of the space;


b) The space is vacated on a single date instead of a phased move out over many months and/or years;


c) At the point in time the County would vacate the space in 2007, there is 6.67 years remaining on the term;


d) The 2008 - 2013 vacation dates are on the same date as the 2007 date, just 12 months later (i.e. so the time remaining on the term would be 5.67, 4.67, etc..);


e) King County declines the $5.15 per square foot tenant allowance.
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