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SUBJECT:  An ordinance authorizing the King County executive to enter into a long-term lease agreement with CharlesAir LLC for a portion of the King County international airport located in council district 8.

SUMMARY:
The ordinance would approve a 35-year lease with CharlesAir LLC to demolish an existing office building, construct a hangar and related office space and to construct a taxiway connecting the hangar to the aircraft movement area on the King County International Airport (KCIA). 
BACKGROUND:

King County code clearly delineates the conditions under which the County can lease its land and buildings. The code provisions for leasing are identified below.

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 most recent appraisal was conducted in 2009 and determined that the fair market rent for a ground lease for this site is $1.60 per square foot per year. A new appraisal will be conducted for airport properties in late 2011.
KCC 4.56.160 also requires that in general, properties available for lease be competitively bid. However, that same section of code does allow for a negotiated lease when it is in the County’s interest. The relevant section of code is quoted below with the reference to the negotiated lease provision underlined.

…the manager of the facilities management division shall determine whether the new lease, or renewal of an existing lease, is to be awarded by competitive bidding or by negotiation with interested parties without bidding.  New leases shall be awarded by competitive bidding unless the manager of the facilities management division determines it is advantageous to the county to negotiate without bidding.  In the event the county negotiates the award of lease contracts, the facilities management division shall submit to the executive the reasons for recommending award through negotiation rather than competitive bidding.  At the option of the executive, competitive bidding may be required. The county shall give notice of its intention to execute a lease by publishing a notice in a legal newspaper at least once a week for the term of two weeks.
The Executive agreed with the recommendation of the Manager of the Facilities Management Division that a negotiated lease would be in the best interest of the County. The rationale for the decision will be discussed in the Analysis section of this report. As required by the code sections above, a public notice of intent to negotiate a lease was published in the Seattle Times on September 1st and September 8th of this year. (Attachment 4 is the affidavit of publication.)
KCC 4.56.170 requires the lessee to make a deposit. The proposed lease requires a deposit equal to two months of regular lease payments and excise tax.

KCC 4.56.180 allows the County to lease property for a term of 35 years if the lessee constructs site improvements at least equal to the value of the property. The parcel is approximately 210,928 square feet (4.84 acres). The most recent appraisal values the property at $4.2 million. This would represent the minimum investment the lessee would need to make in order to qualify for a 35-year lease. 
ANALYSIS:

The analysis will first identify the key provisions of the lease agreement and then compare them to see if they meet the relevant provisions of King County code. The lease calls for ChalesAir to:
1. Demolish and remove the debris from the Airport Office Center (AOC) building on East Marginal Way. The estimated cost of this action is $700,000. (An aerial photo of the site is provided as Attachment 5 to this report.)

2. Construct a taxiway between the leased premises and Taxiway Bravo.  The parcel does not currently have airfield access. The estimated cost of constructing the taxiway is $700,000 to $900,000.
3. Construct a 25,000 square foot airplane hangar and 15,000 square feet of related office space and associated aircraft parking apron, vehicle parking spaces and support facilities at an estimated cost of $20 million. At the end of the lease term, the hangar and all facilities become the property of King County.
4. In return for paying for items 1 and 2 above, the lessee will pay 25 percent of the normal rent for 37 months. After that, the lessee will pay full rent for the remainder of the 35-year lease. The savings for the lessee over 37 months from this rent reduction is approximately $760,000.
There appear to be two primary considerations for evaluating the proposed lease. The first is whether or not it is in the County’s interest to negotiate the lease rather than having a public bidding process. The second is whether or not all the provisions of code have been met.

Bid versus Negotiation of Lease

The following paragraphs describe and analyze the factors that lead the Director of the Facilities Management Division and the Executive to recommend a negotiated lease. The County benefits can be divided into short-term and long-term benefits.
Short-term Benefits
The AOC is at the end of its useful life. It does not meet current building codes and is a non-conforming use. It was originally built and occupied by the Federal Aviation Administration (FAA) but the FAA moved out of the facility over a decade ago. Various County departments have made sporadic use of the AOC in the recent past including the Sheriff’s Office and the Department of Elections. Under normal circumstances, in order to undertake a ground lease, it would be KCIA’s responsibility to demolish the AOC and remove the debris. Cost for this action as noted earlier is estimated at $700,000.
Construction of a connector taxiway would also be required if King County were offering the site for a corporate hangar. Otherwise the parcel has limited aviation use and the FAA has been persistent in expressing its concern that the AOC was using valuable land at Boeing Field that should be dedicated to aviation. Construction of a taxiway is estimated at $700,000 to $900,000.
Long-term Benefits

As stated in the Background section of this report, County code requires a minimum facility investment on the parcel of $4.2 million. CharlesAir proposes to invest $20 million in the hangar, office space and related site improvements. This is 4.75 times the minimum investment required. At the end of the lease term, the improvements revert to County ownership. Table 1 below summarizes the short- and long-term benefits to King County of the proposed lease.
Table 1 - Total County Benefits

	Action
	County Benefit/Cost

	Demolish AOC Building
	$700,000

	Construct Taxiway
	$700,000 - $900,000

	37 month Rent Reduction
	($760,000)

	Excess site improvement value
	$15,800,000

	Total short- and long-term benefits
	$16,440,000+


Executive staff believes it is unlikely a public bid for the lease would have provided this level of benefit for King County. The analysis in Table 1 above does not take into account that the AOC is currently unoccupied and generates no income for the KCIA. It is fact is a liability. If the lease is approved, KCIA will receive $337,484 per year in lease payments which will escalate over time.

Code Provisions

The lease appears to meet all relevant code provisions as identified in the Background section of this report including fair market value, level of investment, term of lease, rental deposit and public notice published in a newspaper for two consecutive weeks.
FISCAL NOTE:

The fiscal note identifies 37 months of lease payments at an amount equal to $84,371 annually for rent plus $43,333 annually in Leasehold Excise Tax. The rental amount is 25 percent of what the normal rent level will be after 37 months. Given the current valuation, normal annual rent would be $337,484. This will likely escalate with an appraisal every three years.
The leasehold excise tax is paid on the full value of the lease payment of $337,484.
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