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SUBJECT: GROUND LEASE WITH SOUTHWEST AIRLINES 

RECOMMENDATION 

Adoption of a resolution authorizing the City Manager to negotiate and execute a 20-year ground 
lease with Southwest Airlines for the construction and operation of a provisioning and ground 
equipment storage and maintenance facility on the southeast comer of Mineta San Jose 
International Airport, with interim rent of approximately $8,594.50 per month until the earlier of 
the issuance of the certificate of occupancy or 12 months from the lease commencement date, 
and subsequent rent of approximately $17,189.00 per month, subject to annual increases in the 
Consumer Price Index or 3%, whichever is higher, and adjustment by appraisal every 5 years. 

OUTCOME 

Adoption of the resolution will allow the City Manager to negotiate and execute a lease with 
Southwest for development of a needed provisioning and equipment maintenance facility to 
support its passenger airline operations at the Airport, while providing the City with rental 
income from the ground lease. 

BACKGROUND 

Southwest began providing passenger airline services at the Airport in June, 1993. Since that 
time, its operation has grown from the original 11 daily flights to the current 80 flights per day. 
Duringthe same period of time, the operations support space leased by Southwest has grown 
minimally, from 8,995 square feet to 11,772 square feet. Its provisioning support area, a 
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space that would be approximately 10,000 square feet to support 80 daily flights, totals only 
1,400 square feet, requiring excessive deliveries and resulting in service difficulties for 
Southwest. In order to address these operational needs, Southwest has proposed leasing 
undeveloped ground located at the southeast corner of the Airport for development of a 
provisioning and ground service equipment (GSE) maintenance facility. 

ANALYSIS 

The site for the proposed Southwest leasehold consists of approximately 3 acres located on the 
southeast corner of the Airport in an area formerly occupied by general aviation hangars. These 
hangars were demolished in 2003 and the ground has been used since that time for construction 
staging, a temporary batch plant and equipment storage. Preliminary plans were also developed 
between 2003 and 2004 for the City to construct a multi-tenant warehousing facility; however, 
there was not sufficient interest from prospective Airport tenants to justify construction of such a 
facility. The planned Southwest facility would be approximately 16,125 square feet and includes 
a provisioning warehouse with ice making equipment, GSE maintenance bays, and associated 
administrative offices. 

The proposed leasehold is on a site designated in the adopted Airport Master Plan, as amended, 
for development of airline support facilities. 

The proposed rental rate is in accordance with Resolution 73885, which establishes rates and 
charges for the Airport. The other terms are in accordance with Resolution 73838, which 
establishes the long term ground leasing policy for the Airport, with two exceptions. The 
minimum investment amount of $3.5 Million planned by Southwest for the 20-year term is 
smaller than the minimum investment established by the policy for that length of term. In 
addition, in those years where the Premises is not reappraised, the rent increases annually, but is 
capped at 3%. Approval of the smaller initial investment amount and the 3% cap on annual CPI 
rent increases is recommended because the terms of the ground lease were negotiated prior to the 
implementation of the ground leasing policy and the ground lease would provide necessary space 
for the operational needs of Southwest that the Airport cannot otherwise provide. 

Key terms for the proposed ground lease with Southwest are as follows: 

RENT: $1.62/s.f. per year. Rent shall increase annually by the 
Consumer Price Index (CPI) or 3%, whichever is lower. Every 
five (5) years, the Premises shall be appraised and the rent 
adjusted accordingly. 

REDUCED RENT: Southwest shall be entitled to a reduced rental rate of one-half 
of the full rental rate prior to completion of the facility for a 
maximum of twelve (12) months from the lease 
commencement date. 
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RENT COMMENCEMENT: 

LEASE TERM: 

PERMITTED USE: 

CONDITION OF PREMISES: 

TERMINATION OPTION: 

MINIMUM INVESTMENT: 

OWNERSHIP OF 
IMPROVEMENTS: 

Full rent shall commence upon issuance of a certificate of 
occupancy to Southwest or twelve (12) months after the 
commencement date, whichever is earlier. 

Twenty (20) years, effective on the commencement date. 

The Premises shall be developed to the fullest extent possible 
for a provisioning, cargo handling and equipment maintenance 
facility, and related airline support uses. If a mutually 
acceptable site plan is not approved, the City or Southwest may 
terminate the lease on thirty (30) days written notice. 

The Premises shall be delivered to Southwest in "as is" 
condition with no warranties as to habitability or use. City 
shall provide Southwest with up to ninety (90) days to perform 
due diligence as to the condition of the premises prior to the 
commencement date. Southwest shall be responsible for 
extending all necessary utilities to the Premises. 

In the event Southwest ceases passenger airline operations at 
the Airport, City shall have the option to terminate the Lease 
with at least 3 months prior written notice to Southwest. 
Should Southwest's total passenger activity for any 
consecutive 6 month period drop more than 50% from the total 
passenger activity for the 6 month period immediately 
preceding the Lease commencement date, City shall have the 
option to terminate this lease with at least 6 months prior 
written notice to Southwest and payment by City of a 
termination fee equal to the sum of the unamortized portion of 
the tenant improvement costs. City shall also have the right to 
recapture or terminate the Lease in the event Southwest 
requests approval of a sublease or assignment of the Premises 
to any third party that is not an affiliate or subsidiary of 
Southwest. 

Southwest's minimum investment for improvements on the 
Premises shall be $3.5 Million, inclusive of design and 
construction costs. 

Upon expiration of the original term or earlier termination, 
ownership of the improvements will revert to the City, except 
for Southwest's personal property. Southwest shall execute 
any documents necessary to affect the transfer of ownership of 
the improvements to the City. City shall have the right, upon 
four (4) months written notice, to request that Southwest 
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demolish all improvements upon tennination of the lease and 
return the Premises to its original condition. 

ASSIGNMENT & SUBLETTING: Southwest shall have the right to assign or sublet all or any 
portion of the Premises with City's consent, provided that City 
shall not unreasonably withhold, condition, or delay its consent 
to any such request. City shall have recapture or tennination 
rights as described in the tennination provisions above. City 
shall be allowed 50% of any profits that Southwest derives 
from any subletting. Any request by Southwest for City's 
approval of a sublease or assignment shall be subject to a 
$1,000 administrative fee for costs incurred by such request. 

SECURITY DEPOSIT: Southwest will pay a security deposit equal to 2 months of 
regular ground rent for this agreement. 

PREVAILING WAGE 
REQUIREMENTS: 

The State of California wage requirements apply to 
construction of the building at the Airport. Not less than the 
General Prevailing Rate of Per Diem Wages must be paid for 
all construction work. 

EVALUATION AND FOLLOW-UP 

The Director of Aviation shall be responsible for implementation of this ground lease and shall 
render overall supervision of the progress and performance of this ground lease. 

POLICY ALTERNATIVES 

Alternative #1: Issue an RFPfor the lease ofundeveloped ground located at the southeast 
corner ofthe Airport. 

Pros: It provides for a competitive process to secure a lease of the property.
 
Pros: It provides an opportunity for a 3rd party developer to invest in a multi-tenant facility.
 
Cons: The RFP process would be time consuming and delay development of the property.
 
Cons: Prior efforts to develop a multi-tenant facility were met with a lack of interest from
 
current Airport tenants.
 
Cons: Third party developers will add a profit margin to the rental rates that are charged to any
 
tenant(s), increasing the cost for the user.
 
Reason for not recommending: The RFP will not provide Southwest with a timely way to
 
develop the property in meeting its minimum operational needs at the Airport.
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PUBLIC OUTREACHIINTEREST 

o	 Criterion 1: Requires Council action on the use of public funds equal to $1 million or
 
greater. (Required: Website Posting)
 

o	 Criterion 2: Adoption of a new or revised policy that may have implications for public
 
health, safety, quality of life, or financial/economic vitality of the City. (Required: E

mail and Website Posting)
 

o	 Criterion 3: Consideration of proposed changes to service delivery, programs, staffing 
that may have impacts to community services and have been identified by staff, Councilor 
a Community group that requires special outreach. (Required: E-mail, Website Posting, 
Community Meetings, Notice in appropriate newspapers) 

This item does not meet the above criteria requiring additional notification; however, it will be 
posted on the City's Council Agenda Website for the September 11, 2007 Council Meeting. 

COORDINATION 

This item has been coordinated with the City Attorney's Office and the Budget Office. 

FISCALIPOLICY ALIGNlVIENT 

The Agreement is consistent with the Economic Development Strategy adopted by Council in 
November 2003 and aligns most significantly with Strategic Initiative #1: Build a World-Class 
Airport and Air Services. 

CEQA 

Resolutions No. 67380 and 71451, PP 07-176. 

illiam F. Sherry, .A.E. 
Director of Avia 'on 

For questions please contact William Sherry, Director of Avia ion, 501-7670. 




