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REVISED STAFF REPORT
 
COMMITTEE ACTION:  On March 22, the Capital Budget Committee approved Proposed Substitute Ordinance 2006-0129, as amended, with a “do pass” recommendation.  The Committee also approved Proposed Ordinance 2006-0130 with a “do pass” recommendation.
 
SUBJECT:
 
A legislative package of proposed ordinances to:  (1) approve the sale of the Northgate Park and Ride Lot at 5th Avenue NE and NE 112th Street (the “5th and 112th Lot”) to the City of Seattle for use as a park, (2) approve the lease of 280 replacement parking stalls from Northgate Mall Partnership (the “Simon lease”), and (3) make a supplemental appropriation of $1,248,891 in transit capital funds to pay a portion of the Simon lease costs.  This legislative package also includes a fourth proposed ordinance, not yet transmitted, to lease 350 replacement parking stalls from Northgate South Commons, an affiliate of Lorig Associates (the “Lorig lease”).
 
SUMMARY:
 
Implementation of this legislative package is intended to consolidate all Northgate area transit commuter parking near the Northgate Transit Center, provide a net increase of 80 commuter parking stalls, provide land for a city park as desired by the neighborhood, and assist in the creation of the Lorig mixed-use housing and retail development east of the Northgate Transit Center.
 
On March 15, the Committee heard a preliminary report on the Northgate legislative package.  Today’s staff report contains additional information on the proposed ordinances and agreements.  The Northgate transit legislative package includes the following proposed ordinances:
 
Proposed Ordinance 2006-0129 would authorize the lease of 280 stalls of replacement parking from Northgate Mall Partnership, an affiliate of Simon Property Group, in a garage to be built across the street from the Northgate Transit Center.  The initial term of the lease is 20 years.  The County could seek to extend the lease for two additional ten-year periods, but Simon Property Group could choose not to extend the lease.  Legal review identified the need for a title amendment, which the Capital Budget Committee adopted on March 22, and has identified drafting and interpretation issues in the lease agreement.  These are discussed below.  On March 27, it is expected that the full Council will be able to consider a revised version of the lease agreement that addresses these drafting and interpretation issues.
 
Proposed Ordinance 2006-0130 would appropriate $1,248,891 in transit capital funds to pay for a portion of the $2,555,000 in Simon lease expenditures that are due in 2006.  The remaining needed funds are available from the Northgate TOD Park and Ride Transit CIP Project (CIP #A00484) balance.  The Committee approved this proposed ordinance.
 
Proposed Ordinance 2006-0140 would approve the sale of the Northgate Park and Ride Lot at 5th and 112th to the City of Seattle for use as a park.  According to the transmittal materials, the Public Transportation Fund would receive market value for the site, $9.5 million in two payments, $3.0 million in 2006 and $6.5 million in 2008.  Closure of the lot would result in a net loss of 481 parking stalls.  On March 27, there will be an advertised public hearing on this ordinance, which remains in committee.
 
Lorig Replacement Parking Ordinance (to be transmitted) would approve a lease of 350 replacement parking stalls from Northgate South Commons LLC.  This affiliate of Lorig Associates plans to construct a mixed-use development that includes market rate housing, affordable housing, senior housing, a movie theater complex, and other commercial space.  Although detailed analysis of the ordinance and lease agreement will await transmittal from the Executive, this staff report has some preliminary information about the Lorig development.
 
Time Constraints – As noted in the March 15 staff report, the King County Department of Transportation’s Transit-Oriented Development (TOD) staff has primary responsibility for these ordinances and agreements.  According to the TOD staff, Council approval of the Simon lease ordinances is urgently needed because garage construction is slated to start in early April, with or without County participation.  To accommodate this constraint, the Council would have to approve the Simon lease before the City Council has completed action on the park and ride sale agreement, which provides the revenue to pay for leases of replacement parking.  Since the Lorig lease ordinance has not been transmitted, the Council could not act on it until after the Simon lease has been approved.
 
BACKGROUND:
 
Northgate Community
 
Northgate is a designated urban center with an existing transit center and adjacent park and ride lot that serves as the primary transfer point for north-end bus service.  These facilities are located to the south of the Northgate Mall.  A Sound Transit LINK Light Rail station is planned for the Northgate Transit Center area when the light rail light reaches the north end of Seattle.  Attachment 10 is a map showing transportation projects in the area.
 
The 5th and 112th park and ride lot is north of the Northgate Mall.  For some years, the City and the County have considered a possible sale of this lot to the City for conversion to a park.  The September 1993 Northgate Area Comprehensive Plan called for development of an active park on the site.  The 2001 Work Plan Matrix for the Northgate Area Comprehensive Plan listed, as a key next step, planning to acquire the lot for a park and to find replacement parking.
 
The Seattle City Council is now considering an ordinance to approve the purchase and sale agreement.  City Council action is expected in mid-April. 
 
Transit Commuter Parking in the Northgate Area
 
Transit commuters now have access to 1,412 stalls of parking in the Northgate area.  A majority of these parking stalls are located near the Northgate Transit Center, to the south of the Northgate Mall, and these parking stalls are filled to capacity.  Approximately 70 of these stalls will be eliminated as part of a cooperative agreement with the City, which provides for the extension of 3rd Avenue and establishment of bus layover space.
 
Another 481 stalls are available at the 5th and 112th lot, including 63 stalls in the Target garage.  About two-thirds of these stalls are used on a regular basis.  During the fourth quarter of 2005, commuters filled an average of 73 percent of stalls (304 out of 418) in the park and ride lot, and 33 percent of stalls in the garage (21 out of 63).
 
The closure of the 5th and 112th Lot, together with the loss of parking stalls from the extension of 3rd Avenue, would result in a net loss of about 550 parking stalls, including approximately 156 stalls at the 5th and 112th lot that are not used on a regular basis.
 
The lease of 630 stalls from Simon and Lorig would result in a net increase of 80 parking stalls through 2026.  Because these stalls will be close to the Northgate Transit Center, it is expected that they will be used to capacity by transit commuters.
 
In 2027, if the Simon lease is not renewed, there would be a net loss of about 200 parking stalls compared to the present number.  Table 1 illustrates how the number of stalls would change over time if the legislative package is adopted.
 
	Table 1.  Northgate Area Transit Commuter Parking

	Location
	Now
	2007
	2008-2026
	2027*

	5th and 112th Lot (including Target garage stalls)
	481
	481
	-
	-

	Northgate Transit Center
	296
	296
	296
	296

	Northgate Transit Center extension (“eastern lot”)
	492
	422
	422
	422

	North Seattle Lot
	143
	143
	143
	143

	Simon leased stalls
	-
	280
	280
	0-280

	Lorig leased stalls
	-
	-
	350
	350

	Total
	1412
	1622
	1491
	1211-1491


*In 2027, the lower figure applies if the Simon lease is not renewed.  If the Simon lease is renewed, the number of stalls would remain the same.
 
Other options for retaining 1412 parking stalls are discussed below, in the analysis of alternative options.
 
Light Rail Extension – When LINK Light Rail is extended to Northgate, the Transit Division plans to restructure many north end bus routes so that bus service will feed into the Light Rail station.  Once the Light Rail station is open, it is assumed that Sound Transit will be responsible for any additional parking at the Northgate Transit Center.  This could include replacement stalls for the 280 Simon Property stalls, if the lease is not extended past 2027.  At this time, Sound Transit’s northern route planning does not assume any expenditures for capital investments in parking facilities.
 
 
Simon Lease for Replacement Parking (Proposed Ordinance 2006-0129)
 
Proposed Ordinance 2006-0129 would authorize the lease of 280 stalls of replacement parking from Northgate Mall Partnership, an affiliate of Simon Property Group, in a garage to be built across the street from the Northgate Transit Center.  The County and Simon had discussed the possibility of expanding the garage to accommodate transit commuters, but no agreement was reached.  Recently, renewed discussions led to the lease proposal that is now before the Committee.
 
Simon is prepared to begin construction of the garage at the beginning of April with or without County participation.  Simon has a strict construction schedule to ensure that the garage is open in time for the holidays.  For this reason, Council action on the Simon lease is requested before the end of the month.
 
Title Amendment – The lease agreement is with Northgate Mall Partnership rather than the Simon Property Group.   The Committee adopted a title amendment to correct this reference.   The Northgate Mall Partnership is an affiliate of the Simon Group and this staff report refers to the lease as the Simon lease to avoid confusion with other uses of the word Northgate.
 
Lease terms – the Simon garage, if built to include the 280 stalls of transit parking, will be five stories high.  The garage will be closed from 12 midnight to 5 a.m.  Simon, the Lessor, guarantees exclusive transit commuter access to 280 parking stalls on the upper two floors of the garage between 5:00 a.m. and 9:00 a.m.  After they park, transit commuters can walk to a stairwell on the southwest corner of the garage, the closest point to the Northgate Transit Center, or use a wheelchair-accessible elevator on the north side of the garage.  Because commuters will arrive in the garage before the Mall is open, they are not expected to have difficulty gaining access to the parking stalls reserved for their use.
 
County Payments – payment for the lease consists of two lump-sum payments in 2006, followed by annual payments for the lease and a share of property taxes and maintenance costs, as follows:  $1,227,500 is due at the midpoint of construction, which is expected to be sometime this summer.  Another $1,227,500 is due 30 days after completion, most likely at the end of November 2006 and in any case no later than February 1, 2007.  At the same time, an initial $100,000 lease payment would be due.
 
The County would also make annual payments for the lease, one-fourth of the property taxes, and maintenance costs.  The additional annual lease payments would be due on the anniversary of the first payment under the following schedule:
 
Years 2-5        $100,000
Years 6-10      $110,000
Years 11-15    $120,000
Years 16-20    $130,000
Years 21-25    $140,000
Years 26-30    $150,000
Years 31-35    $160,000
Years 36-40    $170,000
 
The County’s one-fourth share of the property tax is estimated by the Budget Office at $21,000 in 2007.  The County will also pay an annual fee, starting at $44,780, for Simon to operate, maintain, and secure the parking stalls.  The initial amount of $44,780 will be increased annually for inflation as measured by the Consumer Price Index for Seattle-Tacoma-Bremerton for All Urban Consumers. 
 
According to the TOD staff, the net present value of the 20-year lease is $3,912,000 and the present value of the property tax and maintenance payments is $1,020,000.
 
Post-2027 Parking – If the Simon lease is not renewed at the end of the first 20-year period, there will be a net loss of 280 parking stalls for transit commuters in the Northgate area.  Several options may be considered as planning for this eventuality gets underway.  One opportunity could be a parking structure on the Transit Division’s lot between the Northgate Transit Center and the Lorig development, possibly as part of a transit-oriented development project.
 
Legal Issues – The Council’s Legal Counsel identified a number of potential wording changes to the lease agreement.  Legal Counsel is working with the attorneys for the developer to prepare a revised lease agreement that addresses these issues, so the Council will be able to amend Proposed Ordinance 2006-0129 to reflect these revisions.
 
The most significant issue is in section 2.2, and has to do with the consequences if Simon does not deliver the 280 leased parking stalls by February 2007 for reasons other than permit delays, etc.  As transmitted, section 2.2 states that “If Lessor cannot deliver possession of the entire Premises to Lessee on or before February 1, 2007, subject to force majeure and timely processing and issuance of permits by the City of Seattle, this lease shall be void or voidable.  If Lessor fails to provide timely delivery of possession, no payment shall be due to Lessor and any prior payment Lessor received from Lessee shall be returned to Lessee.”  This refers to a situation in which the first $1,227,500 payment would presumably have been made at the midpoint of construction.  The second $1,227,500 payment and any rental payment are not due under the lease until Simon delivers the premises to the County.
 
It is not clear from this lease language and the use of the phrase “void and voidable” whether the parties intend to allow King County to enforce the Simon Group’s promise to deliver the parking stalls on time, or instead only to be left with the option of deeming the lease void and seeking return of King County’s prior payment.
 
Simon Lease Supplemental Appropriation (Proposed Ordinance 2006-0130)
 
Proposed Ordinance 2006-0130 would appropriate $1,248,891 in transit capital funds to pay for a portion of the $2,555,000 in Simon lease expenditures that are due in 2006 (two payments of $1,227,500 each and the first year lease payment of $100,000).
 
The Northgate Transit Center TOD Development Capital Project (CIP #A00484) is estimated to have a project balance of $1,306,109 after programmed expenditures are taken into account.  Taken together, the supplemental appropriation and the project balance total $2,555,000, the amount of the Simon lease payments due in 2006. 
 
Approval of Proposed Ordinance 2006-0140 for the 5th and 112th lot sale would lead to a $3,000,000 payment to the Public Transportation Fund in November 2006.  A portion of these funds could be used to replenish the fund balance.
 
Sale of the 5TH and 112TH Lot (Proposed Ordinance 2006-0140)
 
Proposed Ordinance 2006-0140 would approve the sale of the Northgate Park and Ride Lot at 5th and 112th to the City of Seattle for use as a park.  The lot is Transit Division property, so a sale must return full market value to the Public Transportation Fund.  Revenue from the sale is expected to be used to fund the replacement parking.  This proposed ordinance remains in committee.
 
Under the sale agreement, the City will pay $9,500,000 for the property.  Of this total, $3,000,000 is due no later than November 15, 2006.  The remaining $6,500,000 is due no later than February 1, 2008.  The park and ride lot will remain open until February 2008, so parking will be available while the Lorig garage is under construction.
 
The Legal Counsel to the MKCC has noted that the sale agreement does not explicitly require that the park and ride lot be used for a park.  The City ordinance pending before the City Council would authorize the City to accept the property “for general municipal purposes,” which does not restrict future use of the property to parks purposes.  The City ordinance does describe the City’s plan to use the property as a park and identifies the property as “Northgate Urban Center Park-Acquisition Project # K732287.”  Based on communication with City officials, it appears that the intent is clearly to convert the 3.73-acre site to an active park managed and controlled by the Parks and Recreation Department.  The Committee could seek to amend the sale agreement to be explicit on this point.  According to TOD staff, the City indicated during negotiations that such an amendment could lead to a request that the sale price be reduced, however.
 
At the March 27 Council meeting, there will be an advertised public hearing on Proposed Ordinance 2006-0140.  The Council will be able to act on the proposed ordinance at any time after this public hearing has been held.  The City Council is expected to act on its sale ordinance during the month of April.  Based on the City Council schedule, it does not appear that final action on the sale agreement can take place before the County Council needs to complete action on the Simon lease.  County Councilmembers may want to communicate directly with City of Seattle elected officials to find out more about the status of the City legislation to approve the sale agreement.
 
 
Lorig Lease for Replacement Parking (Ordinance to be transmitted)
 
A fourth ordinance would approve a lease for another 350 stalls of replacement parking in a garage to be built by Northgate South Commons LLC, an affiliate of Lorig Associates.  The executive is expected to transmit this agreement to the Council soon.  The Lorig lease is for 40 years, starting in early 2008.  
 
The agreement is likely to require the County to pay Lorig $4,375,000 in February 2008.  Funding for this payment would come from the City’s final $6,500,000 payment for the 5th and 112th lot, which would be due to the County by February 1, 2008.  The present value of the cost for this 40-year lease is estimated at $3,931,000 and the present value of maintenance costs at $1,993,000.
 
The garage is part of a larger mixed-used development on 9.5 acres east of the Northgate Transit Center properties.  Lorig plans to develop more than 500 housing units along with retail space including a movie theater complex.  As part of this development, Lorig has agreed to construct the Thornton Creek water quality channel storm water project.  Waterway construction will be staged in conjunction with, and is dependent on, the Lorig development construction.   The water project funding includes an investment of $8-9 million by the City.
 
According to the TOD staff, Lorig’s housing component will include 109 condominiums, 276 rental units, and 127 senior housing units, for a total of 512 units.  Of the 276 rental units, 84 will be affordable to people with 70 percent or less of median income.  This represents about 16 percent of the total units.
 
Because the Lorig garage will serve transit riders, residents, and movie-goers, the facility will have to be managed to ensure transit rider access to their parking stalls.  The lease agreement is expected to include a detailed parking management plan.  Council staff will review the lease ordinance when it is transmitted and will identify other issues for Council consideration.
 
 
COSTS AND BENEFITS OF THE NORTHGATE LEGISLATIVE PACKAGE
 
The effect of this legislative package is to pay for replacement parking with revenue from the sale of the park and ride lot.  The Fiscal Note for Proposed Ordinance 2006-0140  outlines the revenue and expenditures for the legislative package in 2006-2008.  A revised Transit Financial Plan incorporates the revenues and expenditures in the Northgate legislative package.
 
To understand the full impact of the legislative package, a longer-term view is necessary.  The package includes a mix of lump-sum payments in different years and annual payment streams that continue over 20- and 40-year periods.  A more complete cost-benefit analysis looks at the entire range of costs and benefits and identifies a present value for each.
 
Costs and expenditures include the following:
 
· Simon lease costs – the initial 2006 lease payments and the present value of 20 years’ worth of annual payments for the lease, one fourth of the property taxes, and a share of maintenance costs. 

· Lorig lease costs – the lump sum payment due in 2008 and annual payments for a share of maintenance costs.  Maintenance costs are for the 40-year term of the lease. 

 
A different option for replacement parking that included construction of a garage on County property would have other costs:
 
· County garage costs – construction costs and the annual cost of maintenance. 

 
Revenues and other benefits include the following:
 
· Revenue from the sale of the park and ride lot (this represents the $9.5 million sale price with the 2008 payment discounted to reflect inflation). 

· Maintenance savings achieved by closing the 5th and 112th Lot. 

· Additional transit revenue from new transit riders who move to the Lorig development. 

· Additional revenue from new transit riders who use new parking stalls made available through enactment of the legislative package (this estimate nets out the revenue lost from riders who no longer park at the 5th and 112th Lot.) 

· Transit sales tax revenues from construction of the Simon garage and the Lorig development. 

 
The following table provides an initial review of these items with values in 2006 dollars estimated by the TOD staff.  Some of the figures in this table have been revised from those in the March 15 staff report.
 
	Table 2.  Summary of Costs and Benefits

	 Expenditures
	Present Value (2006 $)

	Simon lease initial payments
	(2,455,000)

	Simon annual lease payments (20 years)
	(1,457,000)

	Simon maintenance costs (20 years)
	   (748,000)

	Simon property taxes (20 years)
	   (272,000)

	Lorig lease payments (lump sum due in 2008)
	(3,931,000)

	Lorig maintenance costs (40 years)
	(1,993,000)

	 
	 

	Estimated Total Costs
	(10,856,000)

	 
	 

	Revenues and Other Benefits
	 

	Sale of 5th and 112th Park and Ride
	8,840,000

	5th and 112th Lot maintenance savings
	1,334,000

	Transit revenue, new riders who live in the Lorig development
	1,401,000

	Transit revenue, riders using Simon and Lorig stalls that replace unused stalls at the 5th and 112th lot
	1,739,000

	Transit revenue, riders using 80 additional parking stalls
	   924,000

	Estimated transit sales tax gains, Lorig construction
	1,160,000

	 
	 

	Estimated Total Benefits
	15,398,000

	 
	 

	Estimated Net Benefit
	4,542,000

	 
	 


 
This table does not include a benefit figure for interest earned on revenue from the 5th and 112th Lot sale.  The March 15 version of the table included an estimated $944,000 present value benefit based on the balance of the sale proceeds in a given year multiplied by the estimated rate of return to the internal investment pool.  This interest would be credited to the Public Transportation Fund.  This figure is excluded from this table due to uncertainty about how the Transit Division’s cash management practices would affect these interest earnings.
 
This analysis suggests that the legislative package would provide a net benefit to the County.  The analysis does not reflect benefits to other entities or the increased property tax revenues that will accrue to all recipients of these revenues.
 
Alternatives to the Legislative Package
 
The March 15 staff report mentioned possible alternatives to the legislative package that could include retaining the 5th and 112th lot or accepting a net loss of parking stalls.  To achieve the goals of selling the 5th and 112th lot and providing replacement parking, the likely options would involve construction of a County-owned garage on County property.
 
TOD staff has provided an initial, draft analysis of alternative options for retaining 1,412 parking stalls in the area.  In each case, the County would construct a garage on a portion of the County-owned lot located east of the Northgate Transit Center and west of the parcel where the Lorig development is planned.  The garage would replace stalls from the 5th and 112th park and ride lot and the surface stalls that would be lost as a result of garage construction.  The County could:
 
(1)   approve the Lorig lease but not the Simon lease and build a 404-stall parking garage,
(2)   approve the Simon lease but not the Lorig lease and build a 474-stall garage, or
(3)   not approve either lease and build a 1,054-stall garage on the eastern lot.
 
In the case of the first two options, the sale of air rights above the garage could generate additional revenue.  In the third option, the garage would be too large to sell air rights, but the remainder of the eastern lot could be sold for development.
 
The following table evaluates the costs and benefits of these options.  Garage construction costs are a rough estimate based on a cost of $25,000 per stall.
 
	Table 3.  Alternative Replacement Parking Options

	 
	Simon, Lorig
	Lorig, Garage
	Simon, Garage
	Large Garage

	Costs
	 
	 
	 
	 

	Simon costs
	($4,931,000)
	-
	($4,931,000)
	-

	Lorig costs
	($5,924,000)
	($5,924,000)
	-
	-

	Garage costs
	-
	($10,100,000)
	($11,850,000)
	($26,350,000)

	Total
	($10,855,000)
	($16,024,000)
	($16,871,000)
	($26,350,000)

	 
	 
	 
	 
	 

	Benefits
	 
	 
	 
	 

	5th/112th sale
	$8,840,000
	$8,840,000
	$8,840,000
	$8,840,000

	Lorig riders
	$1,401,000
	$1,401,000
	-
	-

	Empty stall riders
	$1,739,000
	$1,739,000
	$1,739,000
	$1,739,000

	New stall riders
	$924,000
	-
	-
	-

	Transit sales tax
	$1,160,000
	$1,160,000
	-
	-

	Operating savings
	$1,334,000
	($973,000)
	($1,468,000)
	($4,745,000)

	Air rights sale
	-
	$4,200,000
	$4,200,000
	-

	Land sale
	-
	-
	-
	$7,000,000

	Total
	$15,398,000
	$16,367,000
	$13,311,000
	$12,834,000

	 
	 
	 
	 
	 

	Net Benefits
	$4,543,000
	$343,000
	($3,470,000)
	($13,516,000)


 
Because these are rough estimates, they give only a general sense of the cost ranges of the different alternatives.  In general, the estimates suggest that leasing replacement parking is the least expensive option, construction of a garage is the most expensive option, and a mix of leased parking and garage construction falls in between.  To the extent that County-owned parking is used, parking is not lost when a lease expires.
 
 
REASONABLENESS
 
As discussed earlier, legal counsel has suggested some changes to the Simon lease agreement.  If both parties can reach agreement on these changes, it appears that the key elements of the legislative package, taken as a whole, would allow the County to maintain the current level of park and ride transit commuter parking in the Northgate area through the beginning of 2027, consolidate this parking in the vicinity of the Northgate Transit Center, and permit the sale of the 5th and 112th park and ride lot to the City of Seattle for use as a park.  It appears that these transactions would result in a net benefit to the Transit Division.  Accordingly, approval of the package appears to constitute a reasonable business decision.
 
Options
 
It should be noted that only the Simon lease ordinance and the supplemental appropriation are subject to a time constraint imposed by the Simon construction schedule.  The park and ride lot sale ordinance does not need to move as quickly.  Accordingly, the Committee chose to approve Proposed Ordinance 2006-0129 and Proposed Ordinance 2006-0130 for expedited consideration, affording the Council an opportunity to take up the Simon lease within the time constraints.  Proposed Ordinance 2006-0140 remains in Committee.
