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SUBJECT

A briefing on findings and recommendations to the Lease Framework Working Group Executive Leadership Committee in the Final Report of the King County International Airport Lease Framework Working Group.

SUMMARY

The King County Department of Transportation (KCDOT) convened a Lease Framework Working Group (LFWG) on August 7, 2015 to advise King County International Airport (KCIA) and Facilities Management Division (FMD) staff on an update to the leasing framework for airport month-to-month and ground lease properties.  In October 2016, the group finalized its findings and recommendations, which have been reviewed and approved by an Executive Leadership Team, comprised of Directors Taniguchi (KCDOT), Wright (FMD) and Berg (KCIA).  Executive staff will brief the committee on the LFWG’s Final Report (Attachment 1) and potential next steps.

BACKGROUND

King County International Airport Line of Business

King County International Airport (KCIA) is a self-supporting enterprise operation partially funded by grants from the Federal Aviation Administration (FAA).  (The FAA regulates airspace and aircraft operation.) The FAA classifies KCIA as a Class IV, Primary, Commercial Service, Non-Hub Reliever Airport, meaning it handles limited commercial passenger traffic and has been designated by the FAA to relieve congestion from SeaTac and provide improved general aviation access to the overall community.  It serves 150 tenant businesses, including small commercial passenger airlines, cargo carriers, private aircraft owners, helicopters, corporate jets, charter services, military, and the Boeing Company.  KCIA provides hourly, daily and monthly parking and tie-down ramps, as well as ground and facility lease space for aviation and aviation related businesses including hangars, Fixed Based Operators[footnoteRef:1], corporate flight departments and cargo facilities.   [1:  A fixed-base operator (FBO) is a commercial entity providing aeronautical services such as fueling, maintenance, storage, ground and flight instruction to the public.  Source:  Airport Compliance Manual] 

KCIA’s 2017-18 Line of Business Plan notes that, “… compared to the 2015-2016 Line of Business Plan, the 2017–2018 Line of Business Plan reflects improved economic conditions in the Region and for the Airport.”  Based on conservative assumptions and the anticipated continued impact of the 2008 recession, the 2015-16 Plan projected that revenues would be insufficient to cover operating and capital expenses and the KCIA’s operating fund balance would be exhausted by 2020.  According to the 2017-18 Line of Business Plan, KCIA’s financial forecast has since improved due to a series of lease adjustments that captured increasing property valuations, cost containment measures, and increased landing and fuel fees.

Lease Framework Working Group Formation

Following a March 9, 2015 briefing on planned increases to KCIA lease and rental amounts[footnoteRef:2], the Government  Accountability and Oversight Committee requested that the Executive form a work group to consider modifications to the King County Code that would address the needs of both the airport and airport’s tenants.  As shown below, the Lease Framework Working Group (LFWG) members included airport tenant representatives and stakeholders from the King County Airport Roundtable, along with King County staff from KCIA, KCDOT, FMD and the King County Prosecuting Attorney’s Office.[footnoteRef:3]  Council staff attended the meetings in a non-voting capacity. In addition, Directors Taniguchi (KCDOT), Wright (FMD) and Berg (KCIA) regularly attended the LFWG meetings.  The Final Report includes the LFWG’s charter and meeting summaries as Appendices C and D, respectively. [2:  The proposed increases were based upon a January 2015 McKee & Schalka “Appraisal of Prospective Market Rent”.  KCIA planned to bring rates up to fair market value for 34 ground and monthly hangar and building leases by July 2015, while phasing in increases to reach fair market value at the Executive Hangars and T-Hangars.   ]  [3:  As the LFWG began to address the long term ground lease issues, representatives from Mente and Signature were invited to participate in the process.  ] 


	LFWG member
	Affiliation

	Bill Ayer 
	Hangar tenant

	H. Eugene (Gene) McBrayer
	Hangar tenant

	Ben Humbert
	Long-term lease tenant

	Chuck Kegley 
	Long-term lease tenant

	Kevin Hoffmann
	Long-term lease tenant

	Richard (Rick) Lentz 
	Airport Roundtable

	Rosemary Brester
	Airport Roundtable

	Thomas Ysasi
	Airport Roundtable 

	Bill Greene 
	King County DOT

	Mike Colmant
	King County International Airport, Deputy Director

	Gary Molyneaux
	King County International Airport, Planning

	Tom Paine
	King County Facilities and Maintenance Division

	Ian Taylor
	King County Prosecuting Attorney’s Office

	Beth Mountsier (non-voting)
	King County Council Central Staff

	Lise Kaye (non-voting)
	King County Council Central Staff





King County Code Requirements for Lease and Rental Rates at KCIA

The King County Code (KCC) sets out the general process by which all County leases (more than a year) and rentals (less than a year or month to month) are established, and also sets the short-term transient aircraft parking or "tie down" rates (daily and monthly) at KCIA. 

Leases
· Basis of Rates.  KCC 4.56.010 and KCC 4.56.160 require that leases to commercial entities be at “fair market value” as determined by an appraisal. An appraisal is conducted every three years for all properties at KCIA except those leased by The Boeing Company, which are appraised every five years.  The appraisal is the basis for establishing new lease rates as negotiated in existing contracts with leaseholders.  
· 35-Year Leases.  KCC 4.56.180 (A. 2.) states that: “if the county determines it to be in the best interest of the county, if the property to be leased is improved or is to be improved and the value of the improvement is or will be at least equal to the value of the property to be leased, the county may lease the property for a term not to exceed thirty-five years.” King County Code 4.56.180 permits lease term up to 35 years under normal circumstances if the property is, or will be improved, and the value of the improvement is or will be at least equal to the value of the property to be leased.  
· 50-Year Leases.  King County Code 4.56.180 (A) (3) states that “if the property to be leased is to be used for… major airport development… requiring extensive improvements… the county may lease the property for a term equal to the estimated useful life of the improvements, but not to exceed fifty years.” 
· Arbitration.  KCC 4.56.190.C. provides for arbitration for long term ground leaseholders if tenant and the County cannot agree to a new lease rate. 

Month to Month Rentals.  
· Basis of Rates.  Rental rates for hangars are to be established from time to time by King County, as provided for in KCC 15.76.010.  The rates are to be based upon fair market rental value.  Under KCC 4.56.150, setting these rates does not require a fair market appraisal – but should be in the “best interest of the county”.  
· Approval of Terms.  Under KCC 4.56.150, terms for rental agreements of less than a year or on a month to month basis are subject to executive approval based on the Facilities Management Division's (FMD's) recommendation.  FMD is required to maintain the documentation on which it based its recommendation.  

Tie Down Parking Rates.  
· Authorization.  These rates are authorized by KCC 15.52.060 and the rates are set out in KCC 4A.700.850 and .860. 
· Rates.  As part of budget process in 2014, the Council adopted Ordinance 17919, which approved the tie down rates that increased from $100/month to $105/month in 2015 and $110/month in 2016.
Lease Framework Working Group Findings and Recommendations

The LFWG’s Final Report addresses policy questions, identifies key findings and makes recommendations relative to monthly hangar rental agreements and long-term ground leases. In a number of instances, e.g. use of appraisals, potential for rent reductions, investment requirements, and tools to award leases in the strategic interest of the airport and the best interest of the county, the Final Report affirms existing policy and/or practice. According to the Final Report, an Executive Leadership Team comprised of KCDOT Director Harold Taniguichi, FMD Director Anthony Wright, and KCIA Director Randall Berg, has reviewed and approved these recommendations.  The following summary highlights those recommendations that modify existing policy and/or practice.

Recommendations for Hangar Monthly Rental Agreements 

2016 hangar rates and appraisal peer review
· A decision on additional rate increases for monthly rental agreements originally scheduled to take effect January 1, 2016, will be deferred until July 1, 2017 and after a review of the appraisal process is completed.  

Waitlist policy
· The waitlist process should be immediately updated to improve the airport’s short term leasing practices. 
· Increase the $10 annual waitlist renewal fee to $50 (requires change to KCC).
· Note:  A revised waitlist policy has been put into practice (see Appendix A to the Final Report) to streamline the waitlist process and disallow unauthorized subleases and better define lease and assignment policies.

Commercial rental rate
· The primary purpose of KCIA’s hangars is light GA aircraft storage, but some commercial activities can enhance and support the overall environment for light GA aircraft owners. 
· Note:  A new policy permits the Airport Director the option to offer certain commercial aviation businesses a commercial rental rate (see Appendix B to the Final Report).

Monthly hangar pricing
· Independent appraisals that periodically review market value for monthly rental agreement hangars and tie‐downs should include a standard set of comparable and competitive airports, the majority of which are in the Pacific Northwest and are geographic alternatives for current and prospective KCIA tenants, as well as information concerning vacancy rates, turnover, and waitlists at KCIA and comparable airports. 
· The FMD Director and Airport Director should inform the Airport Roundtable of proposed hangar rate changes, including the intended process, scope and methodology of appraisal.  

Appraisal process
· Provide for an appraiser peer review when proposed rate increases exceed five percent per year and make available a summary of the questions and concerns of airport tenants and others, gathered through engagement with the Airport Roundtable. 
· Rate changes should be implemented based on the following guidelines:
· at least 12 months between rate adjustments 
· cap individual rate increases at 20 percent for any rate change
· automatically phase in any market rate adjustments above the cap 
· where the market rate increases are less than the cap, the Airport Director, in consultation with FMD, will retain the discretion to consider phasing in rate increases based on policy or market considerations
· phasing periods of two or three years may be proposed; and
· in all cases, the objective will be to achieve the determined market rate by the end of the market review period (proposed to be three years).
· The Airport Director may propose rate adjustments prior to the next appraisal review. Any such adjustments should take into account any price changes for comparative regional airport markets, and not exceed the Seattle‐Bremerton Consumer Price Index (CPI‐U) or other appropriate index.

Vacancies
· KCIA should manage its hangar business to optimize revenue and occupancy. 
· KCIA should manage its hangar spaces to minimize vacancies overall while keeping the vacancy rate at or below a limit of five percent across all classes of hangars. 
· If the vacancy rate exceeds five percent limit or if there is evidence of a persistent vacancy within a hangar type, KCIA should explore other options to attract new tenants, including modifying units or reducing rental rates.

Long-Term Ground Leases

Appraisal Re-Evaluation Cycles and Rent Adjustment
· KCIA should immediately implement five (5) year reappraisals cycles for leases longer than five years, as permitted in the current code, if the tenant agrees to amend the lease to also include an annual rent escalator between reappraisal periods. 
· King County should explore updates to Code 4.56.180 (C), if needed, to permit reappraisals for periods longer than five (5) years. 
· KCIA should implement an annual rental rate adjustment for leases longer than five years in non‐appraisal years. 

Length of Lease Terms
· King County should endeavor to provide a policy direction and clarification as to the definitions of “major airport purpose”, “requires extensive airport improvements”, and how it will calculate “useful life” with respect to lease terms between 36 and 50 years.

ATTACHMENTS

1.  King County International Airport Lease Framework Working Group Findings and Recommendations Final Report, November 2016
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1. Harold Taniguchi, Director, King County Department of Transportation
2. Randall Berg, Director, King County International Airport
3. Anthony Wright, Director, Facilities Management Division
4. Representatives of the Lease Framework Working Group 
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