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Metropolitan King County Council

Operating Budget Committee

	AGENDA ITEM No.:
	         2
	DATE:
	May 10, 2006

	
	
	
	

	BRIEFING  No.:
	2006-0189
	PREPARED BY:
	William Nogle


STAFF REPORT
	SUBJECT


This ordinance would provide a supplemental budget appropriation for the King County International Airport (KCIA) operations in the amount of $450,000 in order for the KCIA to purchase a leasehold interest in an 18,000 square-foot air cargo sort facility.
	BACKGROUND


King County International Airport (KCIA)—also known as Boeing Field—is one of the busiest primary non-hub airports in the nation. Located just five miles south of downtown Seattle, KCIA averages more than 300,000 operations (takeoffs and landings) each year. It is financed by airport tenants’ and customers’ fees, and receives no general tax revenues. More than 3,900 people work at its 150 tenant businesses.

Boeing Field serves small commercial passenger airlines, cargo carriers, private aircraft owners, helicopters, corporate jets, and military and other aircraft. The airport is also home to the Boeing Company’s aircraft flight-test program, along with other Boeing operations. The Museum of Flight is located there, with its wide variety of aircraft and exhibits showcasing aviation history.
The Airport is operated as an enterprise fund.  This means that accounting for the KCIA is similar to accounting for for-profit private enterprises.  As noted above, the Airport is self-supporting, meaning that operations and the capital improvement plan for the Airport are financed by revenues generated by Airport operations and grants.   

Table 1 below shows the adopted operations budget for the King County International Airport for 2006 and the impact that approval of this requested supplemental appropriation would have on the operating budget.
Table 1

King County International Airport

2006 Operating Budget Summary
	
	Adopted Budget
	Pro. Ord. 2006-0189
	Amended Budget
	% Change – Amended Budget/

Adopted Budget

	KCIA Budget
	$11,499,671
	$450,000
	$11,949,671
	3.91%

	FTEs
	48.00
	0.00
	48.00
	----


The supplemental budget request in the amount of $450,000 is requested to enable the Airport to acquire a leasehold interest in a parcel of property.  The property is a 70,043 square foot parcel located on the east side of the Airport at 7607 Perimeter Road South.  The property is leased to Federal Express (FedEx) Corporation and includes an 18,000 square foot building constructed on the property by FedEx as a leasehold improvement in 1981.  FedEx leased the property beginning December 1, 1980 for a period of 35 years.  There are approximately nine years remaining in the lease term.
FedEx currently pays $61,638 annually as lease payments on the property.  An increase is anticipated on December 1, 2006 to an annual payment of $70,743.  FedEx used the building as an air cargo sorting facility until 2001, at which time they relocated their operations to a site north of the Airport on Airport Way South.  The building is now vacant.  The most likely use for it once it is acquired by the Airport would be as a freight sorting facility.  
A private appraiser hired by the Airport arrived at a valuation of $449,449 net present value based on current and projected cash flows.

	ANALYSIS


Master Plan

The most recent master plan for KCIA was prepared in September 2000.  It is not clear whether or not this particular acquisition was contemplated in the master plan.  It appears that the subject site was designated as a future fuel storage facility at one time but is now designated as being part of a cargo re-development area.  
The property, located south of the existing passenger terminal, figured into the recent proposal by Southwest Airlines to move their passenger airline services from Seattle-Tacoma International Airport to Boeing Field.  Under that plan, Southwest would have acquired control of this site along with adjacent properties directly north of the site.  This would have been the location of the new passenger terminal and parking garage that Southwest would have built for their operations.

This proposal by the Airport is the first in a series of steps that would put the Airport in control of a new combined site of 14.24 acres.  This is part of a larger Airport redevelopment plan that is in the works.  The other two sites would be acquired in the longer term, probably within the next five years.  Once all of the properties are under County control, highest and best use development will be possible.  Without taking these steps, the three properties will probably continue to be under-utilized and will generate only a fraction of the potential income that could be realized.

Financial

As noted above, FedEx currently pays $61,638 annually.  This will increase to $70,743 on December 1, 2006 if FedEx retains control of the property.  Airport staff has estimated that the potential revenue from the building and site is initially $172,800 annually.  This consists of $135,000 in rent for the freight portion of the building and $37,800 for the office portion.  The rates are projected at $9.00 per square foot for the freight area and $12.60 for the office area for a blended rate of $9.60.  Rates would be adjusted every three years during any new lease.
The projections provided by the Airport’s appraiser assumed that the property would be leased beginning November 30, 2006.  The projections allow for some vacancies during the nine years of the forecast.  Basically, after projected expenses, the property would yield from $172,000 annually up to $229,000 annually by the end of the nine years.    Currently, only the land is producing lease revenue, the $61,638 annually noted above, because FedEx owns the building.
Table 2 below summarizes the appraiser’s cash flow projections for the property from November 2006 through November 2016. 

Table 2
Comparison of Current Lease Revenue to

Leasehold Acquisition Proposal Revenue

	Description
	Year 1
	Year 2
	Year 3
	Years 4-9
	Total

	Current:
	
	
	
	
	

	FedEx - ground only
	$61,638
	$70,743
	70,743
	$474,891
	$678,015

	Proposed:
	
	
	
	
	

	Net cash from new tenant – building & grounds
	33,802

	172,265
	172,265
	1,157,778
	1,536,110

	Purchase of leasehold
	450,000
	
	
	
	450,000

	   Total 
	(416,198)
	172,265
	172,265
	1,228,520
	1,086,110

	
	
	
	
	
	

	Increased (Decreased) Cash Flow
	$(477,836)
	$101,522
	$101,522
	$682,887
	$408,095


As noted, the acquisition price is $450,000.  The Airport may have to make some repairs or improvements to the building once it is acquired.  However, the cost of any such improvements would not be known until the building is acquired and a new tenant is identified.   Airport staff believes any additional cost would be minimal because any tenant improvements would be negotiated with the new tenant.

Given the above assumptions, it would require approximately four and a half years to recover the investment of $450,000.  So, after 2009, the Airport would be realizing over $100,000 more revenue per year from a fully-owned facility.
Impact on Financial Plan
A revised financial plan for the Airport Division indicates that additional revenue of $94,500 plus fund balance of $355,500 would be used for this leasehold purchase.  The estimated revenue of $94,500 does not agree to the year 1 revenue shown in Table 2 above because Table 2 is derived from the private appraiser’s analysis.  The appraiser assumed that the leasehold would not be acquired until November and the facility would be vacant for 6 months after acquisition.  Airport staff does not believe the facility will be vacant for anywhere near 6 months and believe that the transaction can be completed within a month or two of approval of the supplemental appropriation.  
With this caveat, the revised financial plan supports the assertion in the transmittal letter that funds are available.  The effect per the financial plan is for undesignated fund balance at the end of 2006 to decline from $1.9 million, the amount on which the 2006 budget was based, to $1.6 million.  This, however, still exceeds the “target” fund balance of $1.1 million.

Alternatives

There are basically two alternatives with regard to this property.  The first is to do nothing, leaving the property under the control of FedEx for the next nine years.  Under this scenario, FedEx would likely sub-let the property and would realize any increased revenue.  In the recent past FedEx has requested permission to assign their lease to other parties.  One such request was denied by the Airport on the basis that the use would be substantially different and not in accordance with land use guidelines for the site.  In the future, however, permission for FedEx to assign the lease cannot be unreasonably denied.

The second alternative is the one proposed with this appropriation request.  This proposal, based on the estimates provided by Airport staff and reviewed as part of our analysis, appears to provide a significant financial benefit to the County.  This benefit can be realized, it appears, regardless of what happens with the future efforts to acquire control of the other parcels as discussed under Master Plan above.
There are risks involved with this option.  One risk is that a new tenant cannot be found.  Airport staff have indicated that demand for property with airfield access at Boeing Field exceeds the supply.  This property has airfield access, so Airport staff do not believe they will have any difficulty finding a tenant.  The second risk is that the building needs substantial structural work to bring it up to a usable condition.  Staff asked if a structural engineer had examined the building.  A structural engineer has not examined the building.  Airport staff have inspected the exterior but not the interior.  Inquiries were made of FedEx and they responded that they are not aware of any structural problems.  The building is fairly new compared to other Airport buildings and was occupied for a year after the 2001 earthquake. 
	REASONABLENESS


Approval of this supplemental request appears to be a reasonable and prudent financial and policy course of action based on staff’s analysis of the information provided.

	INVITED


· Bob Cowan, Director, Office of Management and Budget
· Bob Burke, Airport Director

· John Weidenfeller, Business and Finance Manager, KCIA
· Tom Paine, Airport Property Manager 
	ATTACHMENTS


1.  Proposed Ordinance 2006-0189
2.  Transmittal letter dated April 19, 2006

3.  Fiscal Note

4.  Site Map
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