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Metropolitan King County Council

STAFF REPORT

	Proposed No.:
	2020-0266
	Name:
	Brandi Vena



SUBJECT

Proposed Ordinance 2020-0266 would approve a lease between King County and Verizon Business Services, for county-owned space located at 22706 120th Avenue Southeast, Kent, Washington.

[bookmark: _GoBack]SUMMARY

The original ground lease for this property expired on October 14, 2019.  King County and Verizon Business Services subsequently entered into a one year extension while lease negotiations took place.  That extension is set to expire on October 14, 2020.  The proposed ordinance would convert the ground lease to a new facility lease between the parties for a term of 10 years with options to extend which, if exercised, put the total term of the proposed lease at 35 years.  Proposed Ordinance 2020-0266 would effectuate the new lease terms and increase the base rent to approximately 80% over the existing rate.  The proposed ordinance would comply with county code and the county strategic plan.  

BACKGROUND 

King County originally entered into a lease with MCI Telecommunications Corporation (MCI) on October 9, 1984.  This was a ground lease with a term of 20 years and an option to extend for 15 years.  That option was exercised upon mutual agreement.  MCI subsequently began constructing data center improvements in 1985 with other additions and remodels thereafter.  The original lease required that any improvements made by the tenant reverted back to King County ownership at expiration of initial lease term.

In 2004, through a managed bankruptcy, MCI subleased its interest in the facility (and tower) to Verizon Business Services (Verizon) which has occupied the facility since. The original lease was scheduled to expire on October 14, 2019, however, King County and Verizon executed a one-year lease extension while negotiations for a new long-term lease were ongoing. The one-year extension becomes null-and-void upon execution of a new, long-term lease.

ANALYSIS

The Property
Verizon's operation sits on a King County-owned parcel comprised of a total of 199,766 square feet of land improved with a communications switch building originally constructed by MCI.  The building contains 27,009 net rentable square feet (RSF) and includes a 190 foot self-supporting communications tower. The communications tower occupies approximately 2,442 square feet of land, and is managed by a third-party telecommunications asset management entity, SBA Communications, under a separate King County lease.

Lease Term
The lease term is for 10 years, with five successive options to extend the lease for five years each.  If all options to extend are exercised, the total potential term of the lease is 35 years.

Financial Considerations
Under the proposed lease terms, King County would collect $182,311 per year, or $15,193 per month, plus Leasehold Excise Tax.  This is also a triple net (NNN) lease, which means that Verizon will pay for its share of property taxes, insurance and common area maintenance in addition to the base rent.  King County can therefore expect to receive $373,086 in the first year of the proposed new lease.  Additionally, the proposed new base rent will increase 3% annually and will be adjusted every five years.  Executive staff state that this rental rate was reached in consultation with an independent appraiser and represents an 80% increase over the existing rate due to the reversion of the improvements made by MCI and for which King County can now charge rent. 

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, because of the hybrid data center and industrial characteristics of the building on the property, the independent appraisal consultant developed a hybrid appraisal as well as a broker-opinion-of-value both of which resulted in an assigned rental value that is 25% higher than a market-area industrial building.  Based on this information, the terms of the lease appear to be consistent with county code.

Consistency with County Policy
The King County Strategic Plan 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 strategic plan guiding principle of Financial Sustainability by increasing revenue from this site to current market rates, and the goal of delivering local and regional services by continuing to support telecommunications service delivery through this site thereby connecting residents throughout the County.

Timing
The one-year extension to the original lease expires on October 14, 2020.  
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