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SUBJECT

An ordinance authorizing the King County executive to enter into a long-term lease agreement with Mente, LLC for county-owned land located at the King County International Airport, located in council district 8.

SUMMARY

The ordinance would approve a 35-year lease with Mente, LLC.  The lease consolidates three previous parcels and approves demolition of an existing obsolete cargo package processing and sort facility and construction of a new aircraft hangar facility on a 212,872 square foot leasehold at King County International Airport (KCIA).

BACKGROUND 

Mente, LLC, has been a sublease tenant at King County International Airport (KCIA) on the King County Jet Center leasehold since 1997.  Mente, LLC is a private entity that will use the hangar facilities for its own corporate aviation operations. The tenant expressed interest to KCIA in 2015 in developing and constructing their own aircraft facility.  According to Executive staff, combining three parcels on the east side of KCIA into 4.8-acre parcel best met Mente’s needs. The proposed lease would combine two parcels previously occupied by DHL via monthly rental agreements and a third that was assigned to Mente from Pajaro, LLC.[footnoteRef:1]  The tenant plans to build approximately 40,000 square feet of hangar space and an aircraft parking ramp.  Their goal is to exceed State of Washington Energy Code requirements by at least 20% and they are currently studying the feasibility of a solar photovoltaic roof array to offset electrical energy use.  [1:  Due to a changing business model, DHL had been planning to relocate to SeaTac Airport for over a year and vacated the property on June 1, 2016. Pajaro, LLC was a sub-landlord to DHL.] 


King County Code (KCC) identifies 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 independent appraisal identified the fair market value for this leasehold at $1.90 per square foot per year.[footnoteRef:2]   [2:  As shown in the Facility Maintenance Division’s direct negotiation letter to the Executive (Attachment 3) FMD originally anticipated leasing the existing airport ramp at the rate of $2.40 per square feet, but Mente since elected to demolish the existing ramp and reconstruct a new one; the negotiated rate was revised to $1.90 per square foot (the fair market value rent for undeveloped land) for the entire parcel.] 


KCC 4.56.160 also requires that in general, properties available for lease be awarded pursuant to a competitive bid process. However, that same section of code does allow for a negotiated lease when it is in the best interests of the County. The relevant section of code is quoted below with the reference to the negotiated lease provision underlined (emphasis added).

…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 June 20 and June 27, 2016. (Attachment 6 is the affidavit of publication.)

KCC 4.56.170 requires the lessee to make a deposit. In this case, 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 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 most recent appraisal values the property at $5.32 million. This would represent the minimum investment the lessee would need to make in order to qualify for a 35-year lease. 

ANALYSIS

This analysis evaluates the proposed lease against two primary considerations: 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 proposed tenant provides corporate aviation services and has been located on Boeing Field since 1997. The lease anticipates that Mente will:

1.	Demolish all existing facilities on the parcel at their expense.
2.	Construct 40,000 square feet of hangar space and an aircraft parking ramp. (At the end of the lease term, the hangar and all facilities become the property of King County.)
3.	Construct improvements valued at a minimum of $30 million. This represents approximately $24.7 million in excess investment in the property, exceeding the requirement of KCC 4.56.180.
4.	Pay full rent during the entire term of the lease, including during demolition and construction of the new improvements.  

The facility will permanently employ 27 full time employees at occupancy, with capacity for 40 full time employees.  Executive staff estimate that direct construction-related employment will be 97 employees including architects, contractors and subcontractors. They estimate an additional 186 to 296 indirect construction jobs related to suppliers, offsite fabrication and manufacturing related to the project.  Table 1 below summarizes the benefits of this lease to King County.

Table 1 - Total County Benefits
	Action
	Benefit

	27 Employees
	Payroll

	KCIA tenant since 1997
	Corporate aviation services

	Total Facility Investment
	$30 million

	Excess site improvement value
	$24.7 million

	Annual Lease Payment & Leasehold Tax
	$404,457



Executive staff believes it is unlikely a public bid for the lease would have provided this level of benefit for King County. 

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 lease rent will adjust every fifth year based on a fair market value appraisal.  During non-appraisal years the base rent of $1.90 per square foot per year will increase 2.5% annually on the anniversary of the previous Rent Adjustment Date. 


AMENDMENT

Amendment 1 would replace the Executive’s recommended lease with a revised version incorporating a number of technical and clarifying changes recommended by Council’s legal counsel and the Prosecuting Attorney’s Office (PAO).  The Lessee has approved these changes and signed the revised lease (see Attachment 3).  Changes as shown on Attachment 3 include

· Approval of the lease does not warrant that the Department of Permitting and Environmental Review (DPER) will issue any required permit.
· If Lessee fails to achieve Substantial Completion of its building within a time frame set forth in the Lease, Lessee may terminate the Lease but will be responsible for all costs associated with the uncompleted construction including environmental remediation. 
· Lessee may propose renegotiating the Fair Market rental value if Lessee is offered and accepts an extension of the Lease term equal to the estimated useful life of any required improvements.
· Lessee is responsible for all environmental remediation on the Premises during construction of Improvements (not just during initial construction of improvements).
· Provisions by which parties may disqualify arbitrators.
· Specific actions related to any property condemnation will be overseen by the court having jurisdiction over the condemnation.
· Lessee is allowed to self-insure for one required coverage by submitting a letter of credit in the amount of $1 million.
· Lessor does not represent that the Project, as defined in the Lease Agreement, does not and, upon completion, will not interfere with the Lessor’s Aviation Right of Way.  
· Lessor does not waive its continuing right to prevent, abate, or remove the Project and any Lessor approved alterations or improvements in connection with Lessor’s Aviation Right of Way.

ATTACHMENTS

1. Proposed Ordinance 2016-0347 and attachment
2. Transmittal Letter
3. Amendment 1 and attachment
4. Direct Negotiation Letter
5. Fiscal Note
6. Affidavit of Publication
7. Property Summary

INVITED

1. Randall Berg, Director, King County International Airport
2. Tony Wright, Facilities Management Director
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