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SUBJECT

A briefing and status report on the King County International Airport (KCIA) Lease Framework Working Group.

SUMMARY

King County Department of Transportation convened a Lease Framework Working Group on August 7, 2015 to advise KCIA and Facilities Management Division staff on an update to the leasing framework for airport month-to-month and ground lease properties including (but not limited to) lease terms, tenant investment requirements, valuation approaches and lease transferability.  That group is approaching finalization of recommendations to KCDOT, FMD, Executive and Council.  

Executive staff will provide a status report to the committee on the Lease Framework Working Group’s progress to date.

BACKGROUND

Lease Framework Working Group Formation

The Government  Accountability and Oversight (GAO) Committee was briefed on March 9, 2015 regarding planned increases to KCIA lease and rental amounts based upon a January 2015 McKee & Schalka “Appraisal of Prospective Market Rent”.  The Committee also heard testimony from concerned airport tenants.  Members of the Committee requested postponement of changes to KCIA’s leases or monthly rental agreements for at least 120 days to allow the formation of a work group to consider modifications to the King County Code that would address the needs of both the airport and airport’s tenants.   

At an April 14, 2015 briefing to the Committee, the Department of Transportation Director outlined KCIA’s plans to implement rate increases to reflect the appraisal recommendations.  Based on feedback from tenants and others, KCIA planned to bring rates up to fair market value for 34 ground and monthly hangar and building leases by July 2015, while phasing in increases to reach fair market value at the Executive Hangars and T-Hangars.   Additionally, the Director outlined KCIA’s plan to engage a work group, as requested by the Council, to advise KCIA and Facilities Management Division staff on an update to the lease framework for airport properties including (but not limited to) lease terms, length of lease terms, tenant investment requirements, valuation approaches and lease transferability.

As shown below, the Lease Framework Working Group (LFWG) members include airport tenant representatives and stakeholders from the King County Airport Roundtable, along with King County staff from KCIA, Department of Transportation Director’s Office, Facilities Management Division and the King County Prosecuting Attorney’s Office.[footnoteRef:1]  Council staff attend the meetings in a non-voting capacity. [1:  As the LFWG began to address the long term ground lease issues, representatives from Mente and Signature were invited to participate in the process.  ] 



	LFWG member
	Affiliation

	Bill Ayer 
	Hangar tenant

	H. Eugene (Gene) McBrayer
	Hangar tenant

	Chuck Kegley 
	Long-term lease tenant

	Kevin Hoffmann
	Long-term lease tenant

	Richard (Rick) Lentz 
	Airport Roundtable

	Rosemary Brester
	Airport Roundtable

	Thomas Ysasi [ALTERNATE]
	Airport Roundtable 

	Bill Greene 
	King County DOT

	Mike Colmant, Convening Chair
	King County International Airport, Deputy Director

	Gary Molyneaux
	King County International Airport, Planning

	Tom Paine
	King County Facilities and Maintenance Division

	Ian Taylor
	King County Prosecuting Attorney’s Office

	Beth Mountsier
	King County Council Central Staff

	Lise Kaye
	King County Council Central Staff




Scope of Work and Process

The LFWG’s charter (Attachment 1) defines its objectives and scope as follows:  

The Working Group will conduct a policy review of the current lease framework as well as identify and evaluate possible opportunities and alternatives to improve the leasing framework alignment with the Airport’s Strategic Plan goals. The review will include, but will not be limited to, policies related to pricing and lease terms, exclusive rights, arbitration rights and procedures, investment credits and/or amortization of tenant investments, and assignment and transfer rights. These issues will be discussed over a series of meetings and identify alternatives, if applicable and feasible, in the form of potential policy or code changes.

The LFWG conveys alternatives and/or recommendations to the KCIA’s Executive Leadership Committee (comprised of the directors of KCIA, Department of Transportation and the Facilities Management Division) for consideration and evaluation, prior to proposals being forwarded to the County Executive and King County Council.  Directors Taniguchi (Transportation) and Wright (Facilities Management) have regularly attended the LFWG meetings.

Lease and Rental Rates at KCIA

The King County Code (KCC) sets out the general process by which all County leases (more than a year) and rentals (less than a year or month to month) are established, and also sets the short-term transient aircraft parking or "tie down" rates (daily and monthly) at KCIA. 

Leases.  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 appraisal is conducted every three years for all properties at KCIA except those leased by The Boeing Company, which are appraised every five years.  The appraisal is the basis for establishing new lease rates as negotiated in existing contracts with leaseholders.  KCC 4.56.190.C. provides for arbitration for long term ground leaseholders if tenant and the County cannot agree to a new lease rate. 

Month to Month Rentals.  Rental rates for hangars are to be established from time to time by King County, as provided for in KCC 15.76.010.  The rates are to be based upon fair market rental value.  Under KCC 4.56.150, setting these rates does not require a fair market appraisal – but should be in the “best interest of the county”.  Also under KCC 4.56.150, terms for rental agreements of less than a year or on a month to month basis are subject to executive approval based on the Facilities Management Division's (FMD's) recommendation.  FMD is required to maintain the documentation on which it based its recommendation.  

Tie Down Parking Rates.  These rates are authorized by KCC 15.52.060 and the rates are set out in KCC 4A.700.850 and .860. As part of budget process in 2014, the Council adopted Ordinance 17919, which approved the tie down rates that increased from $100/month to $105/month in 2015 and $110/month in 2016.

Pending Short-Term Lease Increases

On March 4, 2016, the LFWG recommended that the January 1, 2015 appraisal of property values and recommended property and hangar leases rate setting methodology be reviewed by another appraiser also experienced in airport appraisals.   The FMD Director tentatively agreed to the review, subject to consultation with legal counsel. This additional PAO review is complete and an appraiser has been engaged to review the appraisal approach and findings.  Based on the review process and the work of the LFWG, the Airport and FMD have recommended a delay in increasing hangar rental rates until Spring 2016.

Long Term Leases

At its May 2016 meeting, the LWTF reviewed existing policy and considered draft recommendations with respect to long term ground leases.  Issues of particular interest include investment requirements for long term leases on improved property[footnoteRef:2] and opportunities for leases in excess of 50 years.[footnoteRef:3] [2:  King County Code 4.56.180 (A. 2.) states that: “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.”]  [3:  King County Code 4.56.180 permits lease term up to 35 years under normal circumstances if the property is, or will be improved, and the value of the improvement is or will be at least equal to the value of the property to be leased.  King County Code 4.56.180 (A) (3) states that “if the property to be leased is to be used for… major airport development… requiring extensive improvements… the county may lease the property for a term equal to the estimated useful life of the improvements, but not to exceed fifty years.”] 


Next Steps

[bookmark: _GoBack]According to executive staff, upon conclusion of its work the LFWG will forward draft recommendations to KCDOT and FMD for review, after which a final report will be developed and forwarded to the Executive Office for review and transmittal to the Council.

ATTACHMENTS

1.  Lease Framework Working Group Charter and Operating Guidelines

INVITED

1. Harold Taniguchi, Director, King County Department of Transportation
2. Randall Berg, Director, King County International Airport
3. Anthony Wright, Director, Facilities Management Division
4. Representatives of the Lease Framework Working Group 
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