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On August 14, 2008 the United States of America, acting by and through the Secretary of the Air Force entered into a Master Lease of Property, Master Development Agreement, and other related legal agreements with Sunset Ridge Development Partners LLC (SRDP) as part of the Falcon Hill National Aerospace Research Park Enhanced Use Lease (EUL) Project closing.  These agreements set forth the terms, conditions and rights under which SRDP can lease land parcels from the Government at Hill AFB and develop and operate improvements for private sector commercial tenants. 

The Falcon Hill EUL project is based on changes in the law that occurred in 2002 to allow DoD to take underutilized property and lease it to a developer for 50 years in exchange for value back to the AF in the form of in-kind consideration thus the term Enhanced Use Lease (EUL).  AF receives value from the lease in the form of new infrastructure, gates and AF buildings.  The AF will own and operate the government space upon construction completion.  The project does not require any AF funding and no federal tax dollars.  The developer finances, constructs, leases, and operates the commercial buildings.  The development concept includes a “National Aerospace Research Park” component and fits into the aerospace/aviation economic cluster, which is one of Utah Governor Herbert’s 8 economic cluster initiatives.
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The Government has designated 499 acres at Hill AFB as the EUL Master Project Site and plans to add approximately 51 acres at a later date.  During the fifty (50) year term of the Master Lease, SRDP will have the option, but not the obligation, to ground lease the land in stages in order to execute a commercial development project.  The Master Lease grants the Lessee a non-possessory interest in the Master Project Site to allow SRDP to perform the due diligence necessary to plan later development.

Project Overview

The Falcon Hill EUL is projected to be the largest and most financially successful EUL project in Department of Defense history.  The commercial development will consist of office research space, supporting retail establishments, restaurants and 2 hotels and is projected to bring at least 15,000 jobs to the region.

The planning, financing, construction, and operation of such facilities will occur in stages, subject to SRDP’s determination that proceeding with the development of any particular facility is financially feasible.  To finance the construction of facilities for commercial tenants, SRDP will secure equity investments and debt financing by leveraging the projected cash flows.
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projected in 20-25 years with the initial construction occurring on the most southern and northern portions of the EUL site.  Construction of office facilities and the new West Gate will begin spring of 2011 and will continue throughout the next 5 years within the southern portion of the site.  Construction of Industrial facilities and the new Roy Gate will begin in the next 3 to7 years within the northern portion of the site.
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SRDP will also develop Air Force facilities in accordance with Air Force design requirements utilizing SRDP equity, state grants, Tax Increment Financing (TIF) proceeds and the Government’s in-kind proceeds.  The Government will own and manage these facilities once they are completed and accepted by the Government.  This Project was structured to respond to the request by Hill AFB that SRDP construct, at no cost to the Air Force, approximately 1,500,000 SF of primarily office space to replace inadequate facilities.  The first 180 acre phase of the project (total of 500 acres) is expected to provide the Air Force with approximately $152 million in total in-kind construction value. 
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Project Development Plan

Government construction at Hill AFB will be funded by SRDP equity, TIF and state grant proceeds, and Government in-kind consideration proceeds.  The initial scope of construction includes: an on-base commercial facility (125,000 SF) that will be leased to the ICBM contractor, the relocation and construction of the West Gate, construction of a 36,000 SF Security Forces Squadron building, and on-going infrastructure improvements such as roads and utilities.   The development of the off-base commercial facilities and future increments of commercial construction are subject to tenant demand.  Additionally, any Government construction that cannot be funded through State grants or owner equity will also be subject to the commercial tenant demand since Air Force revenue is generated through the profit sharing arrangement.
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Air Force Tenant Relocation

The genesis for the Falcon Hill project began with the evaluation of the deteriorating Hill AFB 1200 zone facilities which were originally converted into office space from World War II warehouses.  It was determined a complete facility renovation for the 130 plus buildings would be uneconomical and not executable.  Replacement of the 1200 zone buildings through Military Construction would result in a cost that would exceed $350 million.  Consequently, an EUL project was determined to be the most advantageous for the government to provide the critical mission facilities for personnel currently occupying the 1200 zone area. 

During the development of the EUL site, the existing Air Force tenants in the 1200 zone buildings will remain in place until new facilities can be constructed.  Personnel occupying the existing 1200 zone buildings will be relocated into new office space on a building-by-building basis, and SRDP will not demolish any 1200 building until all personnel in such building have been relocated.

Military Installations Development Authority (MIDA)
In 2007, Utah State law established a special economic development authority to assist development in connection with military installations such as Hill Air Force Base called the Military Installation Development Authority (MIDA).  MIDA is empowered to provide assistance in supporting military associated developments through a number of ways to include issuing bonds to fund economic development, planning and zoning, permitting, funding oversight of grants, TIF, and PIK, along with coordinating how community services are provided within the EUL area.  SRDP has requested that MIDA exercise the power to issue bonds and receive tax increment financing to assist with the approved costs of the Falcon Hill Project Development.  In 2008, the Legislature appropriated $10 million of state grants.  In subsequent years, SRDP anticipates additional grants to improve Air Force infrastructure and support growth of the aerospace industry at Hill AFB. 
 Project Challenges
Current Economic Conditions: The state of the economy has created challenges for potential tenant relocation and expansion.  Uncertainty regarding future State of Utah grant and bonding support has also become a concern.  These issues directly impact how quickly the project can be developed and how soon a stable revenue can be established.  The good news is the project still appears to be viable and a great opportunity for the Air Force. The current economic conditions appear to only affect the speed at which site build out and construction of new Air Force facilities will occur. 

Project Safeguards

The Air Force has negotiated the EUL agreements to avoid as much risk to the Air Force as possible.  The first factor that reduces Air Force overall risk is the construction of approximately 36,000 SF of Air Force office space and the new West Gate up front.  This construction is planned to be completed in 2013 and provides the Air Force with a value of roughly $17 million in Air Force facilities.  This exceeds the Air Force’s original EUL site estimated fair market value.

Further, no Air Force funds will be expended to directly support the project development and at the close of the 50-year lease period the Air Force may elect to keep all improvements that exist within the Falcon Hill National Aerospace Research Park area.  
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