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	Proposed Ordinance 2014-0273 was amended to provide clarity at the advice of legal counsel and voted out of committee with a “do pass” recommendation on July 15, 2014. 


SUBJECT:  
An ordinance that would amend County code to authorize retail lease terms of up to twenty-five years in County buildings.
SUMMARY:  
Proposed Ordinance 2014-0273 would amend King County Code (KCC) section 4.56.180 to allow retail lease terms of up to twenty-five years as an exception to the ten year limit in County code.  
BACKGROUND:
Lease Term Requirements
Chapter 4.56 of the King County Code deals with real and personal property.  Section 4.56.180 contains requirements related to lease terms.  KCC 4.56.180.A. states, “A lease shall not be for longer term in any one instance than ten years.”  The code currently provides exceptions to the ten year term limit, allowing terms between twenty-five and seventy-five years under certain circumstances.  Those exceptions are as follows:
· Adjacent facility: Real property necessary to support or expand an adjacent facility may be leased to the lessee of the adjacent facility for a term that corresponds to the term of the adjacent facility, up to thirty-five years.
· Value of the improvement: If the property is improved and the value of the improvement is at least equal to the value of the leased property, the lease term may be up to thirty-five years.
· Value of extensive improvements: The following uses requiring extensive improvements are available for lease terms equal to the estimated useful life of the improvements, up to fifty years, or up to seventy-five years for property leased to a public housing authority or nonprofit organization in accordance with RCW 36.34.135 (affordable housing): public recreation, police training, parks and recreation, hospital, medical training and research, childcare, county’s use under a lease or leaseback arrangement, major airport, industrial, office or other commercial purposes, or transit-oriented development.

· Amortization of special purpose funds: Leases entered into under KCC 4.56.160.D. (related to social and health services facilities) may be for the period of years necessary to amortize the special purpose funds, up to twenty-five years.

The proposed ordinance would add a fifth exemption to the ten year lease term limit, allowing the County to enter into retail leases for a term of up to twenty-five years.

Potential applications of the code change
The Budget and Fiscal Management Committee is currently considering authorization of a lease in the Ninth and Jefferson Building on the Harborview Medical Center campus that would fall under the proposed twenty-five year retail lease term exception.  The proposed lease, negotiated between the Facilities Management Division (FMD) and U.S. Bank, would be for a term of ten years, with U.S. Bank having the exclusive option to two five year extensions, for a total term of up to twenty years.

Current County lease/lease-back buildings that could make use of the proposed provision allowing retail lease term of up to twenty-five years are the Chinook Building, the Pat Steele Building, Ninth and Jefferson, and King Street Station.  These buildings have current vacant retail space or could have available retail space when existing retail leases expire.  The proposed change would also be applicable to any potential future County lease/lease-back buildings with retail space.
ANALYSIS

Rationale for the Code Change
FMD states that offering lease terms of up to twenty-five years is consistent with commercial retail leasing practices, and that longer lease terms allow King County to be competitive in securing retail tenants, especially national, good credit tenants. National good credit tenants often look for a ten year lease term with multiple five year renewal options.  National good credit tenants have a high probability of meeting their rent obligations each month compared to a less established tenant who may miss rent payments. Locking a good credit tenant into a long term lease creates a contractually obligated long-term cash flow.
Having reliable long-term tenants reduces the County’s risk and expenses related to collecting late rent and evicting tenants.  Having longer term leases also reduces the county’s cost to re-lease space, provide improvements to restore the space to previous conditions, and fund Tenant Improvement Allowances.

Longer leases enable retail tenants to amortize tenant improvement investments over a longer term.
While long-term retail leases with national, good credit tenants may be financially beneficial to King County, the County may have other policy objectives for entering into shorter term leases with smaller, less established local tenants. The Council may wish to monitor or provide direction to ensure the desired balance of local and national retail tenants is achieved.
Relation to Other County Code Provisions
Existing code requirements related to ensuring county leases are in the best interest of the County would remain in effect if the proposed twenty-five year retail lease term is adopted. Key requirements that would apply are:

· K.C.C. 4.56.150.A.: King County is authorized to lease county real property when doing so is in the best interest of the county.

· K.C.C. 4.56.160: Fair market rental value is to be the basis for all leases of county real property, and the leases are to be awarded under the best terms and conditions available to the county. "Fair market rental value" is defined as an amount in the competitive market that well-informed and willing lessors and lessees would accept and pay after due consideration of all the elements reasonably affecting value (K.C.C. 4.56.010).
· K.C.C. 4.56.160.A.: Leases also must provide “the best terms and conditions available to the county.”
· K.C.C. 4.56.180.C.: Any lease for a term longer than five years must contain provisions to adjust the rent every five years.
· K.C.C. 4.56.190.C.: Leases for terms of more than five years require approval by the Council.
Amendment
The proposed amendment would insert a comma to provide clarity.
REASONABLENESS:
Adopting the proposed ordinance would be a reasonable business decision, as the proposed twenty-five year retail lease term limit provides potential benefits to King County and is comparable to code provisions that allow lease terms of twenty-five to seventy-five years under certain circumstances.
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