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Metropolitan King County Council
Budget and Fiscal Management Committee

STAFF REPORT

	Agenda Item:
	9
	Name:
	Mary Bourguignon

	Proposed No.:
	2024-0229
	Date:
	August 28, 2024




SUBJECT

Proposed Ordinance 2024-0229 would amend the terms of the promissory note for the Washington State Convention Center’s[footnoteRef:1] purchase of Convention Place Station from King County. [1:  In 2022, the Washington State Convention Center began doing business as the Seattle Convention Center (link). However, its official name remains Washington State Convention Center.] 


SUMMARY

In 2017, the Council authorized the sale of Metro’s Convention Place Station to the Washington State Convention Center (WSCC) for construction of an expansion to the Seattle Convention Center.[footnoteRef:2]  [2:  Ordinance 18546 (link)] 


The adopted purchase and sale agreement set the purchase price at $162 million, with a $1 million credit given to WSCC for hazardous material remediation. WSCC was to make payments until 2049, paying $20 million at closing and the remainder via a promissory note, through which the County would finance the purchase at 1% interest until 2024 (interest-only payments) and at 4.25% interest (payments of interest plus principal) with a 3% inflator from 2025 to 2049.[footnoteRef:3]  [3:  In addition to the purchase price, WSCC was to contribute $14 million for housing ($5 million to King County and $9 million to the City of Seattle) and $4.6 million for public art.] 


During the pandemic, WSCC hosted fewer events, collected less in lodging taxes, and faced higher costs for the construction of the expansion. As a result, WSCC has requested, and the Executive has proposed, changing the terms of the promissory note.

Proposed Ordinance 2024-0229 would allow WSCC to continue to make interest-only payments until 2031 and extend the payment schedule until 2056. This would result in Metro receiving $42 million less in payments in the short term, between 2025 and 2031, but a net of $69.3 million more ($6.5 million more in net present value) through the end of payments in 2056. 


BACKGROUND 

Development of the convention center. In 1982, the Washington State Legislature supported the creation of a non-profit corporation to design, construct, promote, and operate a new convention center in Downtown Seattle.[footnoteRef:4] That non-profit opened the Washington State Convention & Trade Center in 1988, and opened expansions in 2001 and 2010, resulting in a total of more than 400,000 square feet of meeting and exhibit space.[footnoteRef:5]  [4:  RCW 67.40.020]  [5:  History of the Seattle Convention Center (link)] 


In 2010, following authorization from the State Legislature,[footnoteRef:6] King County created the Washington State Convention Center (WSCC[footnoteRef:7]) Public Facilities District to take over the facilities and responsibilities from the non-profit corporation that had developed the convention center.[footnoteRef:8] [6:  RCW 36.100.230]  [7:  In 2022, the Washington State Convention Center began doing business as the Seattle Convention Center (link). However, its official name remains Washington State Convention Center.]  [8:  Ordinance 16883, KCC 2.300] 


Development of the Downtown Seattle Transit Tunnel. In 1983, to address increasing traffic congestion in Downtown Seattle, the Municipality of Metropolitan Seattle[footnoteRef:9] approved the development of the Downtown Seattle Transit Tunnel (DSTT), a 1.3 mile north-south pathway through the downtown core that was designed to expedite bus operations. The DSTT opened to 27 Metro bus routes in September 1990, with four underground stations (Chinatown International District, Pioneer Square, University Street, and Westlake), and one above-ground station (Convention Place), which was located just north of the tunnel, adjacent to the recently opened convention center.  [9:  In 1958, King County voters approved the creation of a new regional authority, the Municipality of Metropolitan Seattle (called Metro), to oversee wastewater treatment. In 1973, Metro began operating a regional bus system, taking over operations from the City of Seattle’s Seattle Transit System and the private Metropolitan Transit Corporation (link).] 


In 1992, voters approved the merger of the Municipality of Metropolitan Seattle’s functions into King County.[footnoteRef:10] As part of this merger King County assumed operations of Metro Transit and became the owner and operator of the DSTT. [10:  History of the Charter Review (link)] 


Plans for joint bus/rail use in the DSTT. In 1996, voters approved Sound Transit’s Sound Move plan,[footnoteRef:11] which proposed regional commuter rail and express bus service, as well as a light rail line between Seattle-Tacoma International Airport and the University of Washington, with a future extension planned to Northgate. The new Link light rail system was expected to use the DSTT to travel through Downtown Seattle.[footnoteRef:12]  [11:  Sound Transit, History of Voter-Approved Plans (link)]  [12:  The DSTT was constructed with embedded rails in anticipation of future light rail service. These were later removed and replaced, and the DSTT was closed between 2005 and 2007 to accommodate this.] 


In 2002, King County and Sound Transit approved a DSTT Joint Use Agreement,[footnoteRef:13] which outlined a plan under which buses and light rail trains would both operate in the DSTT until the volume of trains became too high for buses to be accommodated. In 2017, when the Council began deliberations on the proposed sale of the DSTT’s Convention Place Station, the DSTT was being used for both Link light rail trains and seven bus routes, with approximately 7,000 daily riders using the bus stops at Convention Place Station.[footnoteRef:14] Information provided to the Council at that time indicated that buses would need to leave the DSTT sometime between mid-2019 and mid-2020 to accommodate Sound Transit’s construction of its East Link light rail extension.[footnoteRef:15],[footnoteRef:16]  [13:  Ordinance 14396]  [14:  Light rail did not serve Convention Place Station but rather continued underground north to Capitol Hill Station.]  [15:  Council staff report prepared for Proposed Ordinance 2017-0094 (Ordinance 18546) (link)]  [16:  Metro buses actually left the DSTT in March 2019. The Joint Use Agreement had required King County to retain ownership of the DSTT until after buses left; ownership was transferred to Sound Transit in 2022 (Ordinance 19514). The Joint Use Agreement also required that Metro be hired under contract to operate Link light rail (Ordinances 14661, 18914, 19513).] 


Sale of Convention Place Station for convention center expansion. In 2017, to support the further expansion of the convention center, the Council authorized[footnoteRef:17] the sale of the above-ground DSTT Convention Place Station[footnoteRef:18] to WSCC. The sale required Metro buses to leave the DSTT somewhat earlier than had originally been anticipated, as Convention Place Station had provided the northern entrance and exit for buses between surface streets and the tunnel.[footnoteRef:19]  [17:  Ordinance 18546]  [18:  Convention Place Station was a four-acre contiguous property consisting of two parcels located at 906 Pine Street in Downtown Seattle. The parcels had been acquired by King County through (1) its assumption of the Municipality of Metropolitan Seattle and (2) negotiations with Sound Transit.]  [19:  The adopted purchase and sale agreement (Ordinance 18546) stated that buses would be required to leave the DSTT by September 30, 2018, with provision for a possible extension due to substantial delay of the convention center construction. Buses actually left the DSTT in March 2019.] 


The adopted purchase and sale agreement[footnoteRef:20] set the purchase price for Convention Place Station at $162 million, with a $1 million credit given to WSCC for hazardous material remediation. King County agreed to finance the purchase, with payments from WSCC to be made in three parts over the course of 31 years: [20:  Ordinance 18546] 


1. $20 million to be paid at closing.
2. $1.41 million to be paid each year on June 30 for six years (2019-2024) to cover interest only at 1% interest on the remaining principal of $141 million.[footnoteRef:21]  [21:  Information from the Council’s 2017 deliberations on the property sale indicated that this interest-only payment period was structured to allow for smaller payments during WSCC’s construction process.] 

3. Principal plus interest payments to be paid each year on June 30 for 25 years (2025-2049) at 4.25% interest with a 3% inflator. 

Attachment 4 to this staff report shows the payment schedule for the years 2025-2049 as approved as part of the 2017 purchase and sale agreement.

In addition to the purchase price, WSCC was to contribute $14 million for housing ($5 million to King County and $9 million to the City of Seattle) and $4.6 million for public art. WSCC also agreed to a project labor agreement that included requirements to use apprentices and commit to local hiring during the construction of the convention center expansion.

WSCC agreed to use revenues from its State-authorized lodging taxes to make its payments on the Convention Place Station property.[footnoteRef:22]  [22:  Section 18.1 of the Purchase and Sale Agreement (Ordinance 18546) covers WSCC’s agreement to pledge its lodging tax revenues for the purpose of repaying its promissory note to King County. RCW 36.100.040(4) and (5) allow WSCC it to impose lodging taxes of up to 7% within Seattle, 2.8% elsewhere in King County, and an additional 2% within Seattle. (link)] 


Analysis completed during the Council’s deliberations on the Convention Place Station sale in 2017 indicated that there were both benefits and risks involved with King County holding a promissory note that would be repaid over time by WSCC. The analysis noted that the promissory note’s interest rate (4.25%) and inflator (3%) were structured to benefit King County, as forecasts at that time indicated the County would realize greater returns than if it received the entire purchase price at once and invested the proceeds in the King County Investment Pool. However, the analysis also indicated that King County could potentially face risks because it would have given up title to the property at closing and would therefore not be able to foreclose if WSCC defaulted on the agreement at some point in the future.[footnoteRef:23] [23:  Council staff report prepared for Proposed Ordinance 2017-0094 (Ordinance 18546) (link)] 


To protect the County from this increased exposure, WSCC was required to conduct a stress test regarding its financial ability to repay its obligations.[footnoteRef:24] The financing plan also included a list of other strategies that could be sought to mitigate future financial difficulties at WSCC. Analysis at the time indicated that: [24:  Ordinance 18546, Exhibit D-1 to Purchase and Sale Agreement, Financing Plan] 


While the stress test and contingency plan would mitigate some risk, there is higher risk associated with this deal compared to an “all-cash at closing” approach. Because hotel-motel[footnoteRef:25] revenues are volatile it is entirely possible that a financial downturn between now and 2048 could impair the WSCC’s ability to repay the debt on time. However, because of the structure of the financial plan and the financial contingency plan, the most likely outcome in the event of a downturn would not be a total default, but an extension of the repayment period.[footnoteRef:26]  [25:  The lodging tax is also referred to as the hotel-motel tax. ]  [26:  Council staff report prepared for Proposed Ordinance 2017-0094 (Ordinance 18546) (link)] 


The fiscal note for the property sale anticipated that King County would collect a total of $275 million in principal and interest payments from WSCC during the payment period. These payments were to be used to cover transaction costs ($403,000 to the Facilities Management Division) and to reimburse Metro for the cost of the property.[footnoteRef:27] Metro’s proceeds were to be deposited in the Transit Infrastructure Capital Fund.[footnoteRef:28]  [27:  Approximately $6 million, reflecting the Federal Transit Administration (FTA) share of the original Convention Place Station cost, would be reserved for use on a Metro project approved by the FTA.  ]  [28:  The fiscal note and purchase and sales agreement also estimated Metro’s costs and described Metro’s responsibilities to relocate equipment, including a traction power substation, out of the DSTT, and to reroute buses onto Downtown surface streets.] 


Pandemic impacts on WSCC. In response to the COVID-19 pandemic, the Governor issued a statewide stay-home-stay-healthy proclamation on March 23, 2020,[footnoteRef:29] which required individuals to remain at home except for essential activities and closed all businesses except for essential businesses. Restrictions were eased gradually over the next several years, with WSCC reporting that it was not able to hold events without a vaccine, mask, or social distancing requirement in place until March 2022.[footnoteRef:30]  [29:  State of Washington, Office of the Governor, Amending Proclamation 20-05, 20-25 Stay Home – Stay Health (link)]  [30:  Washington State Convention Center Public Facilities District: Independent Auditor’s Report and Financial Report, for the fiscal years ended December 31, 2022, and 2021 (link)] 


WSCC’s recent audited annual financial reports summarize the impacts of the pandemic on operations and finances. Table 1 shows events and attendees from 2019 through 2023. Table 2 shows lodging tax collections from 2017 through 2023.

Table 1. WSCC Events and Attendees

	Year
	WSCC Events
	WSCC Attendees

	2019
	212
	369,204

	2020
	30
	94,885

	2021
	28
	65,166

	2022
	145
	271,018

	2023
	160
	352,728


Sources: 2023,[footnoteRef:31] 2022,[footnoteRef:32] 2021,[footnoteRef:33] and 2019[footnoteRef:34] WSCC audited financial reports [31:  Washington State Convention Center Public Facilities District: Audited Financial Report for Fiscal Years Ended December 31, 2023 and 2022 (link)]  [32:  Washington State Convention Center Public Facilities District: Independent Auditor’s Report and Financial Report, for the fiscal years ended December 31, 2022, and 2021 (link)]  [33:  Washington State Convention Center Public Facilities District: Independent Auditor’s Report and Financial Report, for the fiscal years ended December 31, 2021, and 2020 (link)]  [34:  Washington State Convention Center Public Facilities District, Financial Statements and Independent Auditor’s Report, for the years ended December 31, 2019, and 2018 (link)] 


Table 2. WSCC Lodging Tax Revenues[footnoteRef:35] [35:  RCW 36.100.040(4) and (5) allow WSCC it to impose lodging taxes of up to 7% within Seattle, 2.8% elsewhere in King County, and an additional 2% within Seattle. (link)] 


	Year
	Lodging Tax
Regular
	Lodging Tax
Extended
	Lodging Tax
Total

	2017
	$69,705,450 
	$0
	$69,705,450 

	2018
	$74,866,406 
	$0
	$74,866,406 

	2019
	$76,997,207 
	$1,917,849 
	$78,915,056 

	2020
	$18,384,474 
	$906,446 
	$19,290,920 

	2021
	$40,123,263 
	$2,219,006 
	$42,342,269 

	2022
	$77,653,484
	$4,406,920
	$82,060,404

	2023
	$83,365,806
	$5,649,629
	$89,015,435


Sources: 2023, 2022, 2021, and 2019 WSCC audited financial reports



Convention center expansion. WSCC began construction of the convention center expansion during the pandemic. In March 2021, WSCC secured $342 million in municipal bonds to close the financing gap that had resulted from the drop in lodging tax revenues due to the pandemic. The King County Executive had raised the possibility of proposing a loan to WSCC to offset its funding gap, but the 2021 bond issue was sufficient for WSCC to complete construction.[footnoteRef:36] WSCC opened the expansion in January 2023, with 574,000 additional square feet of event space.[footnoteRef:37] [36:  WSCC, Washington State Convention Center Addition Secures Financing, Construction Continues with Planned 2022 Completion, March 31, 2021 (link)]  [37:  History of the Seattle Convention Center (link)] 


During the construction years and for the year following construction, as required by the 2017 purchase and sale agreement, WSCC paid King County $1.4 million each year, to cover the interest-only payments toward its promissory note. The most recent payment, which was due on June 30, 2024, was to have been the last interest-only payment, with principal and interest payments at the higher interest rate beginning on June 30, 2025.

ANALYSIS

In response to the decline in events, attendance, and lodging taxes during the pandemic, as well as the increase in construction costs, WSCC has requested, and the Executive has proposed, changing the terms of the promissory note.

Proposed Ordinance 2024-0229 would allow WSCC to continue to make interest-only payments until 2031 and extend the total repayment schedule until 2056. 

This change in the repayment schedule is what had been anticipated during the Council’s deliberations in 2017 based on the stress test of WSCC’s use of lodging tax revenues to finance the purchase of Convention Place Station: that the most likely outcome in the event of a downturn would not be a default on the promissory note, but rather an extension of the repayment period.

Attachment 4 to this staff report provides a comparison between the payment schedule and payment amounts for the 2017 purchase and sale agreement and the proposed 2024 restructure of the payment schedule.

The continuation of interest-only payments until 2031 would result in Metro receiving $42 million less in payments between 2025 and 2031 than had been anticipated under the terms of the 2017 purchase and sale agreement. Metro states that these lower payments in the short term would not have a negative impact on its capital plan due to the nearly $1 billion in one-time funding Metro received as part of three federal pandemic relief packages.[footnoteRef:38] [38:  Metro received a total of $897 million in three tranches of federal pandemic relief through the Puget Sound Regional Council. In March 2020, Congress passed the Coronavirus Aid, Relief, and Economic Security (CARES) Act, from which Metro was allocated $243.7 million in April 2020. Metro used this funding to cover the revenue losses and emergency operational expenses during the early months of the pandemic, fully expending the funds by the end of 2020. In December 2020, Congress passed the Coronavirus Response and Relief Supplemental Appropriations Act (CRRSAA), from which Metro was allocated $258 million in April 2021. Much of this funding was incorporated into Metro’s revenue estimates prior to the end of 2020, with the remainder appearing in the revenue estimates in the 2021-2022 mid-biennial budget ordinance (Ord 19364). In March 2021, Congress passed the American Rescue Plan Act (ARPA), from which Metro was allocated $395.6 million in September 2021. This latest round of federal relief funding was incorporated into Metro’s revenue estimates as part of the 2021-2022 mid-biennial budget ordinance (Ordinance 19364).] 


During 2050 to 2056, the years in which WSCC’s payments would have been completed (and therefore $0) under the terms of the 2017 purchase and sale agreement, Metro would expect to receive approximately $102 million it would not otherwise have received.

In net, the proposed restructuring of the payments would result in Metro receiving an additional $69.3 million in payments between 2025 and 2056. 

Because a dollar tomorrow is worth less than a dollar today, the Executive conducted a net present value analysis on the new cash flow that would result from the restructured promissory note. The net present value analysis used a 3.5% nominal discount rate,[footnoteRef:39] (the rate adopted for 2024 by the King County Forecast Council) and calculated a net present value of $6,510,036. This means that the proposed restructure to the promissory note would result in $69.3 million in additional payments between 2025 and 2056, which would be valued today at an additional $6.5 million.  [39:  The King County Forecast Council adopted discount rate for 2024 is 3.5% (link)] 


The Executive states that WSCC did not conduct an updated stress test but did agree to terms that would improve WSCC’s cash flow and reduce its financial stress.

Proposed loan. As a separate matter from the proposal to restructure the repayment schedule, WSCC has also requested an eight-year, $20 million flexible loan from King County via the County’s investment pool. WSCC has stated that this loan would help facilitate its cash management and would provide cashflow flexibility if needed, for instance, if hotel occupancy declines due to a recession. 

WSCC, as a King County chartered Public Facilities District, has offered to make the County the co-treasurer of a portion of its funds by joining the King County Investment Pool. Interest on the loan would be repaid monthly at the earnings rate on the Investment Pool. The loan requires approval from the Executive Finance Committee.[footnoteRef:40] Council action is not needed. [40:  The King County Investment Pool invests cash reserves for all County agencies and approximately 110 special districts and other public entities such as fire, school, sewer and water districts and other public authorities. It is one of the largest investment pools in the State, with an average asset balance of over $9 billion. On average, County agencies comprise 50% of the pool and outside districts 50%. The Executive Finance Committee (EFC) establishes County investment policies and oversees the investment portfolio to ensure that specific investments comply with both those investment policies and State law. The Pool is only allowed to invest in certain types of highly rated securities, including certificates of deposit, U.S. treasury obligations, federal agency obligations, municipal obligations, repurchase agreements and commercial paper. The Council’s Budget Chair is a member of the EFC. (link)] 


Next steps. Council action on Proposed Ordinance 2024-0229 would amend the terms of the promissory note for the WSCC’s purchase of Convention Place Station to provide for the longer payment schedule described above.

INVITED

· Dwight Dively, Budget Director, Office of Performance Strategy & Budget

ATTACHMENTS

1. Proposed Ordinance 2024-0229 (and its attachment)
2. Transmittal letter 
3. Fiscal Note 
4. Comparison of Payment Schedule from Ordinance 19546 and Proposed Ordinance 2024-0229
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