[image: KClogo_v_b_m2]

Metropolitan King County Council
Budget and Fiscal Management Committee
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SUBJECT

Proposed Ordinance 2021-0003 would approve a long-term lease between King County and United Parcel Service (UPS) at King County International Airport (KCIA). 

SUMMARY

After nearly 25 years subletting space at KCIA, in July 2020 UPS signed a one-year lease with King County while negotiations for a longer-term lease took place.  That one-year lease is set to expire in July 2021.  The proposed ordinance would approve a lease between the parties for a term of 20 years with options to extend which, if exercised, would put the total term of the proposed lease at 35 years.  Proposed Ordinance 2021-0003 would effectuate new lease terms that require UPS to significantly invest in improvements on the property and to pay an initial base rent of $83,000 per month with scheduled increases over the term of the lease.  The proposed ordinance would comply with airport policy documents, county code, and other county policy documents.  

BACKGROUND 

United Parcel Service (UPS) has occupied space at KCIA since 1996, originally subletting the space from Boeing and entering into a Monthly Rental Agreement with the county.  In addition to the ground space occupied by UPS, the company solely occupies the 7300 Building, constructed in 1938 with 18,910 square feet (SF) of gross building area. This building is part of the Historic Society Resource Inventory and was last surveyed in 2010.  Both UPS and KCIA consider this use an interim use and believe the building should be demolished to support a state-of-the-art package and sorting facility.  The demolition is pending approval by the Historic Society.

ANALYSIS

The Property.  The proposed lease would represent the following real property:
· 564,000 SF of space located at 7277 Perimeter Road South;
· 18,910 SF of gross building area in the 7300 Building; and
· 238,191 SF of aircraft parking area.

The proposed lease would require that UPS satisfy the capital investment requirement of King County Code 4.56.180.A.2[footnoteRef:1] by demolishing the current improvements on the 18-acre parcel, construct a permanent cargo handling facility valued at no less than $37 million, and an improved ramp area (i.e., aircraft parking area) worth an additional $1.8 million. According to the Property Summary, the proposed facility intends to have a five-building campus including a main sorting building, a flight control building, a caster deck and canopy building, a maintenance building, and a security building and parking for up to five widebody jet aircraft.  The Property Summary further indicates that this redevelopment can also potentially be used for long-term air cargo, combination air cargo, and general aviation uses.   [1:  4.56.180 Lease terms.
          A. The county may lease real property for a term of years and upon such terms and conditions as may be deemed in the best interests of the public and the county.  A lease shall not be for a longer term in any one instance than ten years, except as follows:
            2.  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 . . .] 


The ramp, or aircraft parking, area will no longer be part of the leased premises after 2024.  Executive staff state that KCIA had planned to improve the ramp as part of its Large Aircraft Parking project, but KCIA had not secured funding for the project from the Federal Aviation Administration by the time lease negotiations began with UPS.  This meant that KCIA could not have constructed the ramp area improvements in time to accommodate the UPS leasehold improvement schedule and without disrupting UPS operations.  Therefore, as per the proposed lease, UPS would construct the ramp area improvements as part of its leasehold improvements in exchange for exclusive use of the area for a short term in which UPS would amortize its investment in the improvements.

At the end of the lease, all leasehold and improvements revert to the ownership of King County.
 
Lease Term.  The term of the lease is 20 years, with three 5-year options to extend. If all options to extend are exercised, the total potential term of the lease is 35 years.

Financial Considerations.  The proposed lease states that KCIA will calculate rent based on 564,000 SF of land at $1.90/SF/year ($89,300 per month) for the first three years with annual increases of 2.5 percent.  Beginning in the fourth year, KCIA will increase the rent to $3.07/SF/year ($144,290 per month).  Beginning in the fifth year, KCIA will adjust rent every five years based on appraised market rent.  Table 1 below illustrates the rent schedule.

Table 1.  Monthly Base Rent Escalation Schedule

	Lease Years
	Cost/SF/Year
	Monthly Base Rent

	1
	$1.90
	$89,300

	2
	$1.95
	$91,650

	3
	$2.00
	$94,000

	4
	$3.07
	$144,290

	5 - 20
	Based on appraised market value every 5 years
	Based on appraised market value every 5 years



These calculations do not include the ramp, or aircraft parking, area.  In lieu of rent for the ramp area, UPS will construct ramp area improvements at its sole cost of no less than $1.8 million.  As an airline, UPS will also pay additional landing, fuel, and aircraft parking fees on a monthly basis.

Compliance with County Code. As provided in K.C.C. 4.56.160, with some exceptions, all leases of county real property must be leased at fair market rental value and all leases must be awarded upon the best terms and conditions available to the county. 

Executive staff state that this transaction engages UPS in a long-term lease requiring capital investments to build a permanent cargo handling facility approximately worth at least $37 million.  Additionally, staff state that UPS was vetted according to the criteria provided in KCC 4.56.160(C)(1) (commonly known as the “Responsibility Ordinance”) and, as required by KCC 4.56.160(B), their response to the responsibility lease detail and attestation form is attached to the ordinance.  Based on this information, the lease appears to be consistent with county code.

Consistency with County Policy.  There are several county documents that guide policy decisions in the realm of real estate.  Consistency with those documents is detailed below.

Airport Development Plan & Airport Strategic Plan.  The current Airport Development Plan within the KCIA Master Plan assumes that the airport is to be developed to complement and enhance both on-airport and off-airport regional economic development activities[footnoteRef:2]. Additionally, the 2014-2020 Airport Strategic Plan[footnoteRef:3] sets out six goals to "position the airport to capture its full economic value."  The first goal is to "support economic vitality in the region."  Executive staff state in the Property Summary that the proposed UPS facility will contribute to King County’s economy and Western Washington’s role as a major national and international trading region and that, because UPS is used by Amazon and other local businesses to transport goods, "a permanent facility at KCIA will help the airport’s total positive economic impact within the Puget Sound Region and Washington State as it will contribute to more than $3.5 billion in direct and indirect economic activity, wages and benefits, sale of goods and services, and tax revenues."   [2:  King County International Airport Economic Impact Study (2013).]  [3:  Council appropriated $450,000 for development of the 2104-2020 KCIA Strategic Plan in Ordinance 17232, adopted November 9, 2011.] 


King County Strategic Plan.  The King County Strategic Plan[footnoteRef:4] sets forth four guiding principles and seven goals to help in achieving the county's mission of providing "fiscally responsible, quality-driven local and regional services for healthy, safe, and vibrant communities."  Executive staff state that this lease supports the goal of Mobility by mitigating increased freight transportation in the region.  Staff state that air cargo operations are forecasted to increase within the next 15 years and the new facility required by the lease will help ensure that KCIA is better prepared to handle the increase in air cargo operations.  Staff further state that the lease supports the guiding principle of Financial Sustainability by providing land improvements and revenue to KCIA. [4:  Ordinance 16897] 


King County Real Property Asset Management Plan (RAMP).  King County's 2019 RAMP[footnoteRef:5] lists KCIA properties, including the negotiation of leases, as initiatives related to new and expanding lines of business.  This lease would therefore be consistent with the county policy framework for county facility development and management.  [5:  Ordinance 19062] 


The RAMP also sets forth 10 policy categories that direct management of real property assets to be consistent with the King County Strategic Plan. In Policy 1.2, the RAMP requires that equity and social justice (ESJ) impacts be considered when determining if a property should be purchased, sold, or leased. Executive staff state that the Facilities Management Division (FMD) reviewed this legislation for impacts and found that UPS is a large employer with a diverse workforce paying competitive wages and benefits that is located in the South Park-Georgetown neighborhood. 

Alternatives Analysis.  The Property Summary states that, due to limited and geographically challenged space at KCIA and leaseholds, the space included in the proposed lease is the only one suitable for UPS.  The company has occupied the current leasehold since 1996 and has centered its logistics around KCIA.  The Property Summary further states that given KCIA’s business orientation favoring air cargo and sortation, the proposed UPS air cargo facility is the highest and best use of the property, adding value to KCIA and providing the northwest with a major shipping facility.

Timing Issues.  The current, one-year agreement expires in July 2021 or upon execution of this long-term agreement.  

INVITED

· John Parrott, Airport Director, King County International Airport
· Anthony Wright, Director, Facilities Management Division

ATTACHMENTS

1. Proposed Ordinance 2021-0003 (and its attachments)
2. Transmittal Letter
3. Fiscal Note
4. Property Summary
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