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SUBJECT

Proposed Ordinance 2012-0202 would authorize the King County Executive to execute
agreements related to a sports and entertainment arena in the SoDo neighborhood in
Seattle. The agreements include a memorandum of understanding (MOU) with the City
of Seattle and a private entity proposing to develop the arena (ArenaCo), and an
interlocal agreement (ILA) with the City.

Today’s briefing includes an analysis of the tax revenues and rent projected to support
the public financing, a review of literature on public financing of sports facilities, and a
review, in executive session, of legal issues. A timeline of the proposal is included in
Attachment 1. The analysis of the proposal is ongoing.

BACKGROUND

The Seattle Supersonics (Sonics) played in Seattle from 1967 to 2008. In 2006, the
team was purchased by an Oklahoma-based ownership group, which moved the team"
to Oklahoma City before the 2008-2009 National Basketball Association (NBA) season.

On February 16, 2012, the Seattle Mayor and King County Executive announced that
they were working with Chris Hansen, a private investor and representative of ArenaCo,
on a proposal to develop an arena south of Safeco Field and Century Link Field. The
proposed arena would be designed to host a NBA and National Hockey League (NHL)
team. According to transmittal documents, the 700,000 square foot arena would
accommodate approximately 19,000 attendees for concerts, 18,500 for NBA games,
and 17,500 for NHL games.



Summary of the Proposal _

Under the proposal, the first contribution of public funds to the project would occur when
the City acquires the site from ArenaCo. This also represents the point at which the land
would enter public ownership. Note that the County would not be party to this
transaction.

The City would acquire the site only after:

o The permitting and SEPA review of the project is complete;

e A call for bids, consistent with the Municipal Leasing Act, is made and ArenaCo
is the winning bidder;

e Transaction documents, including an Umbrella Agreement, are approved by the
City and County; -

e The NBA team is acquired with a non-relocation agreement in place;

e The City and County have been satisfied regarding the financial ability of
ArenaCo and its investors to meet obligations specified in the MOU; and

e ArenaCo has funded a required reserve account with money or securities in an
amount equal to the first year's debt service on the City’s bonds.

It is worth highlighting that site acquisition would not occur until State Environmental
Policy Act (SEPA) requirements are met. SEPA requires state and local agencies to
consider the likely environmental consequences of a proposal before approving or
denying the proposal. Elements of the environment identified in SEPA include both the
natural environment and the built environment, including land use, transportation, and
public services.

Then, the parties would use a Lease-Purchase method to construct the facility. The City
would ground lease the site to ArenaCo for $1 million annually during construction of the
arena. ArenaCo would be responsible for all construction costs, including cost overruns.
The arena would be required to meet any NBA and NHL requirements for arenas, and
be substantially similar in quality to three mutually agreed-upon arenas.’ '

Following completion of construction, the City and County would then lease the arena
from ArenaCo with the option to purchase the arena on the day after the Arena Facility
is added to the property tax rolls or at a later date within six months (at ArenaCo’s
request). This date is the “Transfer Date.” If the City and County exercise the option to

"The arena would also be required to comply with City requirements for sustainable construction and
ArenaCo would commit to using the City of Seattle’s Inclusion Plan.



purchase the facility, they would then lease the arena back to ArenaCo.2 Note that,
while the City and County would own the arena itself, ArenaCo would own all or a
portion of the tenant improvements inside the arena (such as scoreboards, etc.) until the
termination of the lease. The delineation of ownership of tenant improvements would be
defined in the Transaction Documents.

Note that the Transfer Date would be the point at which the second installment of public
financing occurs. This would involve both the City and the County. The amount of this
second installment is contingent on whether a NHL team has been secured.

— e If the NHL team has been secured: The second installment would be an
amount that (along with the amount the City contributed for the purchase of the
site) totals $200 million, with the City contributing up to $120 million in total and
the County contributing up to $80 million.

e If the NHL team has not been secured: The second installment would be an
amount that (when combined with the amount the City contributed for the
purchase of the site)'is the lesser of the amount of debt that could be supported
by the tax revenues and rent at the site or $120 million. Notably, the County's
contribution would be capped at $5 million and would be limited to an amount of
debt that the County reasonably determines can be supported by its anticipated
share of property taxes attributed to the arena.

In the first scenario, the pUinc contribution for both the City and County is capped at
$200 million. In the second scenario, the public contribution is capped at $120 million
with the County’s participation being limited to up to $5 million. The public financing
would be in the form of limited tax general obligation bonds or certificates of
participation, with a duration of approximately 30 years. Under the proposal, the debt
service would increase at one percent annually for the first 10 years, then level off for .
the remainder of the term.

Terms of the Arena Lease

The term of the lease would be at least 30 years and no less than the term of any public
financing. The total annual debt service is referred to as the Annual Reimbursement
Amount with the Annual Reimbursement Amount being paid by the following sources:

e “Base Rent” paid by ArenaCo in the amount of $2 million annually;

2Alternatively, the City and County could exercise an option to have a trustee prepay the facility lease — in
this case, the City and County would lease the facility for 30 years and sub-lease the facility to ArenaCo.
This is a less likely scenario.



e “Arena Tax Revenues”, which include the amount of property, sales, leasehold
excise, admissions, and business and occupation tax revenues attributable to the
arena and arena tenant improvements (except that property taxes would not be
included if tax-exempt debt is issued based on such revenue);

e “Additional Rent” paid by ArenaCo if the combination of Base Rent and Arena

Tax Revenues described above do not meet the City and County’s total debt
service obligations (i.e., the Annual Reimbursement Amount).

This is displayed in Exhibit 1 below.

Exhibit 1
Shortfall vs. Surplus
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If Base Rent plus Arena Tax Revenues is If Base.Rent plus Arena Tax Revenues
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Note that tax revenues generated for restricted purposes, such as dedicated sales taxes
for Metro Transit or dedicated property taxes for Emergency Medical Services, would
not count towards repaying the debt service.

In the event that the combination of Arena Tax Revenues and Base Rent exceeds the
Annual Reimbursement Amount, then the City and County could apply the surplus to



pay down the outstanding financing or deposit the surplus revenues into a City-County
Capital Account.® The flow of funds is shown in Exhibit 2 below.
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In addition, ArenaCo would be responsible to operate and maintain the facility, make all
necessary capital improvements, and fund a Capital Account with $2 million annually to
provide for improvements, though ArenaCo’s obligations to make capital improvements
are not limited by how much funding is available in this account.

*The City-County Capital Account would have a cap of $10 million during the first 10 years. The cap
would grow by $2 million annually until Year 15, when the cap would reach $20 million. The City-County
Capital Account is intended to be used only for major repairs to components of base arena systems, such
as the roof, HVAC, lights, etc. Once the public financing is paid off, the cap on this account would be
removed.



Details on Revenues Supporting the Project

As discussed above, the revenues supporting the project would be generated by a
combination of Arena Tax Revenues, Base Rent and Additional Rent. As shown in
Exhibit 3 below, Mayoral and Executive staff estimate that tax revenue would support 57
percent of the public financing. The remaining revenue would be comprised of Base
Rent (14 percent) and Additional Rent (29 percent).

Exhibit 3

' City Direct Taxes $6,699,620 $258,528,579 $106,839;561 54%
County Direct Taxes $369,717 $13,492,116 $5,841,830 3%
Subtotal - Direct Taxes $7,069,337 $272,020,694 - $112,681,390 57%
Base Rent $2,000,000 $62,000,000 $27,962,077 14%
Imputed Additional Rent As Needed  $119,524,735 $57,563,103 29%
Subtotal — Rent As Needed $181,524,735 $85,525,179 43%

Covers
Financial
Total Revenues Obligation  $453,545,429 $198,206,570 100%

NOTE: Additional rent in any given year will cover any gap between City / County financial
obligations and the total of taxes and base rent.

The model makes a number of assumptions regarding ticket prices, attendance rates,
and novelty and concessions purchases per attendee. For example, the model assumes
starting regular season ticket prices of $55 for both the NBA and the NHL and 1.67
percent annual ticket price growth. Note that the figures shown above assume no
playoff games and no lockouts. In a scenario in which both teams made the playoffs
every four years and played two additional home games, the increase in tax revenues
generated would be about $3.3 million in nominal terms or $1.3 million net present
value. If lockouts occur three times over 30 years in both sports with a 25 percent
revenue reduction in those years, the reduction in tax revenues would be $3.9 million in
nominal terms or $1.6 million net present value.”

* Lockouts have occurred in the NBA four times, but only affected the number of games played
in two seasons: 1998-1999 and 2011-2012. The 1998-1999 lockout reduced the number of
games played by about 40 percent and the 2011-2012 lockout reduced the number of games
played by about 20 percent. A NHL lockout occurred during the 2004-2005 season, resulting in
the cancellation of the complete season.



The two charts below display the revenues generated over the life of the lease from
Year 1 through Year 32, including taxes collected by the City and the County, Base
Rent, and Additional Rent. Note that Year 1 and Year 2 represent the construction
period, so the “Base Rent” actually represents rent for the ground lease ($1 million
annually) that ArenaCo pays the City during construction. The tax revenues collected
during these years are primarily sales taxes associated with the construction project and
property taxes collected during the second year of construction based on the partially
completed construction.

Exhibit-4
Revenues Generated Over Life of Project
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In the chart above, each bar displays the tax revenue collected by the City (red), tax
revenue collected by the County (green), Base Rent paid by ArenaCo (purple), and
Additional Rent paid by ArenaCo (blue). Again, the revenues collected during the term




of the lease and thereafter (after Year 3) would be split by the City and County with
60 percent going to the City and 4Q_percent going to the County.

The chart below is the same, but includes a yellow line representing the annual debt
service.
Exhibit 5
Revenues Generated Over Life of Project & Annual Debt Service Obligation
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As shown in Exhibit 5 above, Additional Rent is anticipated to be required from Year 3
through Year 30 in order to support the annual debt service. In Year 31 and Year 32,
the debt service would decline substantially as the First Installment of public financing
(i.e., when the City purchases the site initially) is paid off. The chart also shows that
over the first 10 years of the lease (Year 3 through Year 12), the debt service is
structured to increase at one percent per year, with level debt thereafter. This keeps the
annual debt service lower in the early years of the lease than if the payments were level
throughout the life of the lease; as a result, the debt payments for the latter years are
higher than if the payments were level throughout.

A breakout of the City and County tax revenues is shown in the table below. As
discussed previously, in the absence of an agreement to share the tax revenues based



on the City and County proportionate shares of debt, the majority (95 percent) of tax
revenues would flow to the City.

City and County Tax Revenues

Exhibit 6

CITY TAX REVENUES

Property Tax $781,950 $27,395,046 $11,565,202 11%
Sales Tax $177,795 $9,427,875 $4,875,106 _ 5%
Admissions Tax $4,643,998  $176,186,700  $71,770,543 67%
B&O Tax $993,878 $38,492,409 $15,686,346 15%
Leasehold Excise Tax $202,000 $7,026,548 $2,942,363 3%
TOTAL $6,699,620 $258,528,579  $106,839,561 100%
COUNTY TAX REVENUES

Property Tax $237,342 $8,315,099 $3,510,335 60%
Sales Tax $31,376 $1,663,743 $860,313 15%
Leasehold Excise Tax $101,000 $3,513,274 $1,471,181 25%
Total $369,717 $13,492,116 $5,841,830 100%

These projected tax revenues are based on the assumption that a NHL team will have
been secured by the Transfer Date, which is the date on which the City and County
provide the Second Installment of public financing and the facility would be transferred
to public ownership. The NHL team is estimated to account for about 40 percent of the
admissions and sales tax revenues (compared to 41 percent from the NBA and 19
percent from major concerts and other minor events). The NHL team is also projected to
account for about 40 percent of the business and occupancy (B&O) tax revenues, as
compared to 50 percent from the NBA and 10 percent from other events. The higher
percentage of B&O tax projected to be generated by the NBA is largely due to TV
contracts. The property tax and leasehold excise tax revenues would not vary

depending on whether the NHL team has been secured.

Note that the MOU sets a deadline of six months after the day the arena is added to the
property tax rolls for acquisition of the NHL team. The six month period is intended to
allow additional time for the team to be secured prior to the Transfer Date — again, if the
team has not been secured by that time, the public financing is reduced to a maximum
$120 million, including a maximum of $5 million from the County. Even if the NHL team
is acquired after the Transfer Date, the City and County contribution would not increase
beyond the lower obligation of up to $120 million. In this scenario, however, all Arena
Tax Revenues - including those generated by the NHL team — would be utilized to
support the repayment of the public financing.
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Property Tax Revenues

As reported to the City Council previously, property taxes for King County property
owners will increase as a result of the arena financing proposal. As discussed
previously, the City would purchase the site after the permitting and SEPA processes
are complete and after the NBA team has been secured. It would then ground-lease the
site to ArenaCo for construction. The arena would be constructed by ArenaCo, and
during the construction period, the arena (not the site) would be owned by ArenaCo, a
private entity. The arena would be maintained in private ownership until it was added to
the tax roll.

In Washington state, property tax revenue growth is capped at one percent per year
plus the value of new construction. Therefore, keeping the arena in private ownership
until the value of the newly constructed arena is added to the tax roil results in an
increase to the levy base that will be used to calculate property taxes for subsequent
years.

After the arena is added to the tax rolls, the City and County would presumably exercise
their option to purchase the arena, which would transfer the shell of the facility into
public ownership, after which no property taxes would be assessed on the asset in
public ownership. However, the increase in the base property tax revenues initially
caused by the addition of the new arena construction would still be collected — it would
be shifted to all other property tax payers in the county. This additional amount of
property tax would be credited toward debt service on the bonds. Note that the total
annual property taxes collected and applied to debt service on the bonds is estimated at
$781,950 for the City and $237,342 for the County.

According to Office of Performance, Strategy and Budget and the City Budget Office
staff, the amount of property tax a typical King County property owner outside the City
of Seattle would pay as a result of the arena financing would be about $0.22 cents
annually based on a median home value of $318,000 (see Exhibit 7 below). In the City
of Seattle, a property owner would pay an additional $2 to $3 (according to City staff) as
a result of the arena financing. The property taxpayer would also pay slightly more in
dedicated property taxes (e.g., EMS, Flood, etc.) that are increased due to the arena
construction being added to the tax roll, but these amounts would not go to support
repayment of the arena bonds. That impact is estimated at an additional 26 cents per
year.



Exhibit 7
Property Tax Impacts to King County
Taxpayers by Fund based on $318,000
Median House Value

General Fund $0.22
Inter-County River* $0.00
Veteran's Aid* $0.00
Mental Health* $0.00
Councilmanic Bond Redemption $0.02
Parks $0.02
Z0o/Open Space/Trails $0.02
Veterans/Human Services $0.01
AFIS $0.01
Transportation ) $0.02
Conservation Futures $0.01
Bond Fund Unlimited $0.02
EMS $0.08
Ferry* $0.00
Flood District $0.03
King County (All) $0.46

*More than $0.00 but less than $0.01.

Security Provisions

ArenaCo would be required to fund a Reserve Account that totals at least the Annual
Reimbursement Amount for the following year. The MOU calls for an account control
agreement, the terms of which would be consistent with the MOU and that are mutually
agreed upon in good faith by the three parties. The account control agreement would be
a Transaction Document. The MOU specifies that the money in the Reserve Account
shall only be invested in investments reasonably acceptable to the City and County.

ArenaCo would also be required to certify annually that the preceding fiscal year's Net
Arena Revenues (or revenues less operating costs) are at least two times the Annual
Reimbursement Amount for the following year — this is referred to as the Coverage
Ratio. If the Net Arena Revenues fall short, ArenaCo must fund the Reserve Account
such that the total of the Net Arena Revenues and the Reserve Account is three times
the following year's Annual Reimbursement Amount.

The City’s and County’s right to receive rent payments would have a first priority
payment position from arena revenues before any private financing payment
obligations. The City’s and County’s right to receive rent payments as well as the
amounts in the Reserve Account and Capital Account would be secured by a lien on
ArenaCo’s revenues (such as facility naming rights, suite and premium seating sales,
and other revenues), though not team revenues (such as ticket revenues). Note that the
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lien position would need to be agreed upon by ArenaCo’s lenders, the City and the
County. This is a change from the original proposal concept announced in February — at
that time the City’s and County’s right to receive rent payments was anticipated to be
secured by a first lien position.

However, to increase the security to the City and County, the parent company that owns
the equity in both ArenaCo and the NBA team would provide a guaranty of ArenaCo's
obligations under the Arena Lease. Further, in the event of default, the City and County
would have first rights to the proceeds of the sale of an NBA team, subject only to
repayment of any NBA team obligations to the NBA. Debt obligations to the NBA by the
NBA team owner would be capped to ensure that there is sufficient equity in the team to
meet the City’s and County’s obligations in a default scenario. Note that beyond the
NBA team and tenant improvements within the arena, it is unclear what assets would be
held by the parent company.

In addition, the non-relocation agreements for the team(s) would include specific
performance requirements, liquidated damages and injunctive relief provisions.

Notably, under the ILA, in the event of a payment default by ArenaCo, any Arena Tax
Revenues and Base Rent received from ArenaCo would be divided between the City
and County based on their proportionate share of the outstanding public financing. After
Year 15 of the lease, up to 50 percent of the tax revenues would be allocated first to pay
the County’s debt service with the balance allocated to pay the City’s debt service.
Aside from the tax revenues, any additional rent and withdrawals from the Reserve
Account, Capital Account, and City-Capital Account would be allocated first in any year
to the support County debt service, then to support City debt service.

Review of Literature on Sports Stadiums and Arenas

LITERATURE REVIEW

Much has been written about professional sports facilities and government involvement
in the financing, construction, ownership and operational oversight of sports facilities.
For the purposes of our analysis, council staff have selected a few pieces from this body
of work to help focus the review of the current proposal. The selected pieces tend
towards more recent and local contributions to the discussion of sports facilities. They
are as follows: s

o Sports, Jobs and Taxes - The Economic Impact of Sports Teams and
Stadiums; Published in 1997, Editors Roger G. Noll and Andrew Zimbalist

e Municipal Bonds - Batter Up: Public Sector Support for Professional Sports
Facilities; Released 5 April 2012, UBS Wealth Management Research



* Report on Issues Concerning the Seattle-King County Arena Proposal;
Released June 6, 2012, King County Municipal League Foundation, Authors
Bill Alves and Jane Hadley

e Open Letter From Chris Hansen to the Community; Released June 22, 2012,
Authored by Mr. Chris Hansen, Current Arena Proposal Sponsor

Each of these works makes its own particular contribution to the discussion of the
current arena proposal. However, the most comprehensive review of the underlying
economics and associated risks is the work of Mr. Noll and Mr. Zimbalist.

Sports, Jobs and Taxes (Noll, Zimbalist 1997 — Attachment 2)

The goal of this work is nicely summarized in the book’s forward, which was written by
Michael Armacost. Mr. Armacost describes that sports facilities have been supported
by local, state and federal governments “in many cases, the total subsidy for sports
facilities exceeds $10 million a year for as long as thirty years”. Project proponents
arguing for this type of government support often make claims of associated local
economic benefits associated with the project that would not otherwise be realized. The
objective of Mr. Noll and Mr. Zimbalist's work is to test the validity of such economic
benefits claims. As Mr. Armacost writes, “In every case, the authors find that the local
economic impact of sports teams and facilities is far smaller than proponents allege.” It
is important to note that this book was published in 1997 and reviews projects
conceived or completed prior to that time. The work, however offers some helpful
guidelines for analysis.

On pages 1 and 2, Mr. Noll and Mr. Zimbalist write: “Although the details of campaigns
for sports facilities differ from city to city, the basic case for subsidizing them is the same
everywhere. First ... a major facility is said to generate new jobs... Second, a team or
an important sports event reputedly makes a community a ‘major league city’ thereby
garnering free publicity and attracting new businesses. Third, although a city might pay
hundreds of millions of dollars in subsidies to attract or to retain a team ... the additional
tax revenues and lease payments are claimed to be sufficient to offset these subsidies
and to make a publicly financed stadium a good investment.”

The third point made by Mr. Noll and Mr. Zimbalist is the most applicable and significant
in reviewing the current arena proposal. Before further discussion of the third point,
however, it is worth noting why the first two points are rendered less significant to the
current proposal. Proponents of the current project have been careful to avoid the use
of specific economic benefit arguments to the extent they were used for projects prior to
1997. While there has been discussion about appropriate ‘multipliers’ (an economic
term for potential associated job creation) Mr. Hansen has been careful not to employ
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this argument as a reason for the City and County to move forward with this proposal in
contrast to other stadium proposals, as cited in the chapter “Build the Stadium — Create
the Jobs.”

It is the third point that is critical to the current proposal and is being considered by
Council staff and the Arena Proposal Expert Review Panel (APERP). Under the
proposal, the tax revenues and lease payments would be sufficient to offset the financial
responsibilities of the County and the City, as ArenaCo would be required to make
additional rent payments if the base rent and tax revenues fall short of covering the City
and County debt service obligations. Mr. Noll and Mr. Zimbalist discuss revenue
sources, assumptions and associated risks in their book. Several issues raised in the
book are being considered in our ongoing review. A few are noted here:

e Clarify the difference between stadium financing and stadium economics.
Financing is the way in which the facility is paid for; economics include the
arena’s potential effect on the local and regional economy. In the current
proposal these two concepts are somewhat related as economic issues are
embedded in financial assumption about revenues generated within the arena,
the proceeds of which are used to pay for the facility. One salient difference
between the current proposal and some of those described in the book is that
“the team and the locality usually share responsibility for site preparation and the
direct construction costs”. The current proposal contemplates all responsibility
for site prep and construction cost management to the developer.

e Thoroughly analyze revenue sources such as luxury box and personal seat
license revenue; naming rights; concession revenues; determine who has control
over and is responsible for ensuring that these revenues are maximized; ensure
the financial models account for potential team popularity effects and how this
issue is accounted for in the debt repayment structure.

e Federal tax subsidy - Mr. Noll and Mr. Zimbalist spend time in their book
discussing the federal tax subsidy associated with sports facility financing.
According to Executive staff, little (if any) tax-exempt financing is expected to be
utilized. The absolute maximum would be the amount that could be supported by
property taxes, which make up about 13 percent of the anticipated tax revenues
generated by the arena..

e Analyze the revenues associated with the facility in terms of a percentage of the
metropolitan area’s effective buying income (EBI) or total disposable income.

e Entertainment doliar substitution considerations should be reflected in economic
analyses (i.e., would money spent in an arena be otherwise spent in City of
Seattle or King County?).



* Related to substitution is the effect of potential ‘leakage’. This is an economic
term used to describe money that would otherwise stay in Seattle finding its way
out of the local economy as a result of the arena project. In a conversation with
Council staff, Mr. Zimbalist described the following example. Money spent at the
arena would likely be spent elsewhere if the arena project did not occur - local
restaurants, theater, the symphony, etc. This is the substitution effect. However,
if money spent at the arena accrues to Mr. Hansen for example, who resides in
San Francisco, and if Mr. Hansen spends that money in San Francisco instead of
Seattle that money is diverted from the local economy (based on the assumption
that the alternative venues are owned and operated by people who reside in the
Seattle area). This situation would also occur for basketball and hockey players
who do not reside in the Seattle area. Additionally, total taxes generated with
and without an arena should be considered. Of specific consideration is the
issue of where the teams are domiciled. Additionally, if Mr. Hansen, saves his
share of profits associated with the arena but the_waiter at the restaurant that
might otherwise receive those entertainment dollars spends his money locally,
then a net loss to local tax revenues could be realized. Leakage is a valid
consideration for any professional sports activity — revenues generated among
pro sports venues does not necessarily by itself create substantially greater or
smaller amounts of leakage. Tax revenues may be a different matter under the
current proposal.

e Review the “opportunity cost” of making the government investment — i.e., if this
proposal did not proceed, what would the government otherwise do with the
associated resources. King County appears to be in a particularly unusual
situation related to this issue. King County’s bonding authority is limited by state
law and is tied to assessed value. Because of its relative inability to raise
revenues the County has a considerable amount of bonding capacity ($2.8
billion) that is likely to go otherwise unused. The City of Seattle is in a different
position on this issue. *

e Employment levels and the timing of construction activity are an important
consideration in the evaluation of the economics of sports facilities. Expected job
creation could just be ‘job diversion’ in the event employment levels are high.

e Multipliers (or the extent to which revenues associated with a sports facility
increase local economic activity) should carefully consider the extent to which
stadiums do, or do not, attract tourists. Mr. Noll and Mr. Zimbalist note in the
book that typical values for multipliers range between 1.5 and 2.0 but they further
analyze the situation for sports facilities and describe conditions under which a
more conservative estimate of 1.2 might be more appropriate. (pg 75)

“All major sports are controlled by monopoly leagues” pg 26. This helps to explain why
sports leagues are in a better position to bargain with governments around where teams
will locate.



16

Perhaps the most interesting statement in Mr. Noll and Mr. Zimbalist's book in the
context of the current arena proposal is found on page 28. As they examine the
financial feasibility of stadiums, including that “Stadium subsidies exist also because
stadiums are seldom financially attractive as private investments”, they go on to say
that:

“First, a dual-purpose basketball and hockey facility could. plausibly pay for itself. In
these sports, game revenues are not shared, so all of the revenue enhancements from
a new facility is kept by the home team. In addition, arenas can be used for other
events, such as circuses and trade shows”.
It would appear that the current arena proposal has been crafted to maximize its
potential as a successful business venture.

Municipal Bonds - Batter Up: Public Sector Support for Professional Sports
Facilities (April 5, 2012 - UBS Wealth Management Research — Attachment 3)

This report was recently released by UBS Financial Services Inc. The targeted
audience appears to be those parties considering the financial strength of municipal
bonds issued by governments involved in arena financing.

It is a very readable report that highlights and restates many of the findings of Mr. Noll
and Mr. Zimbalist's book without discussing changes in sports facility financing since the
book was published in 1997. The report often cites the work of academics Dennis
Coates and Brad Humphreys, much of which dates back to 1999.

The UBS report notes that “states and local governments often have relied on the sale
of tax-exempt bonds to finance the construction of new arenas and stadiums”. As
discussed previously in this report, the current proposal is expected to use little, if any,
tax-exempt financing although the report does note that “tax-exempt municipal bonds
represent the least expensive source of capital available to most team owners and are
the preferred method of financing stadium construction.” Even without the “tax-exempt”
part this statement remains true and applicable to the current proposal because King
County and the City of Seattle can borrow at lower cost than private funders because
they have exhibited the strong financial prudence that results in a superior debt rating.

Substitution effects, opportunity costs (also referred to in the report as “misallocation of
scarce public resources”) and investor perspective are also covered in the report
including the following statement:

“We expect the debate regarding the use of sports facilities as an economic
development tool to continue. Despite consistent evidence that subsidies are



counterproductive in the long run, the public sector remains intent on directing
expenditures for this purpose. Rather than dwell any further on whether such a
policy is prudent, we must examine the type of subsidies offered and whether the
resulting bond issues represent a good investment.”

UBS goes on to caution that “All too often, however, they (bond issues) have been
marketed with ascending debt service schedules.” This issue arose during negotiations
between the City, the County and Mr. Hansen’s group. Mr. Hansen’s initial proposal to
‘back-load’ the debt was significantly reduced upon the advice and involvement of King
County Director of Policy, Strategy and Budget. The report also suggests that “Bond
issues that are ultimately backed by the general credit of municipal governments offer
reasonable strong security but also pose more ratings volatility than bonds backed by a
general sales tax. As municipal governments are squeezed by higher pension
payments and reductions in state aid, their ratings are more susceptible to
revision...Atlanta, Memphis and Glendale are good examples.” It is worth noting that
King County’s bond rating has been upheld at the highest possible level in recent years.

The report also notes that in the example of the recently considered Sacramento NBA
facility proposal the “risk of cost overruns over and above those accommodated by the
construction contract is borne by the city.” Under this proposal, cost overruns will be
borne by the developer.

Report on Issues Concerning the Seattle-King County Arena Proposal (June 6,
2012, King County Municipal League Foundation, Authors Bill Alves and Jane Hadley —
Attachment 4)

The Municipal League released their report with a related intention statement:

“This report is intended to advance the public discussion about the proposed new
SODO stadium. However, this report does not present the final or official
position of the Foundation on any issue presented. The Foundation does not
make any recommendation about the proposal at this time. We invite your
questions and comments, with a view to sparking additional study and discussion
about the proposal.”

The Municipal League report focuses on identifying questions for further study-and is
centered around the criteria and discussion set forth by the Mayor and the Executive’s
Arena Review Panel. (The Mayor and Executive’s Review Panel is a separate group
from the Panel currently serving the Council Budget Committee’s review of the
proposal.) ey

The Mayor and Executive’s Review Panel considered three fundamental questions:
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1. Does the proposal protect existing general fund resources?

2. Does the proposal significantly protect the City and the County from financial
risks?

3. Will the partnership result in an investment in the community and the region?

On the first point, the Municipal League’s report astutely raises the questions of
substitution and externalities. These areas are identified as needing further analysis.
The Council’'s Review Panel (APERP) is currently exploring these issues.

Also on the first point, the Municipal League’s report offers some commentary on
potential externalities and potential project impacts. In addressing potential mobility
impacts the report calls for further study and review, which js prudent and helpful. Other
comments are less helpful in reviewing the proposal as they include considerable
speculation.

“Costs of congestion are possibly of a scale that makes the entire.arena project
infeasible.”

“When traffic is already congested, the response of the system to additional
stresses can mean a small change in the traffic can result in a big change in
congestion”

The Municipal League’s report calls for further review of a transportation and parking
study that was performed by Parametrix Consulting Engineers. The Parametrix report
was funded by Mr. Hansen at the request of City and County officials and managed by
the City of Seattle’s Department of Transportation. The suggestion for further review of
the Parametrix study has been heeded and additional analysis of the transportation
report was performed by County Council staff and discussed at the June 21 meeting of
the Budget and Fiscal Management Committee. The Municipal League report cites
concern about the claims made by Parametrix that infrastructure improvements in the
area will help accommodate additional traffic and parking requirements. The Municipal
League questions whether some of the improvements will be delayed or whether they
will happen at all. A response to this particular concern was offered in that the
improvements identified are either recently completed (overpass work near intersection
of 1st Avenue South and Spokane Street), already under construction (Spokane Street
Viaduct) or in the contract award phase (the “little h” project).

One of the closing comments related to mobility externalities is that “Decision makers
need to understand the potential impacts early in the process since the general funds
would bear the cost of building infrastructure to address increasing demands placed on



the system by the new arena and ancillary development.” It is not clear what provides
the basis for the connection between infrastructure demands and the City and County

general funds - this connection is not reflected by the budgeting practices of the County
government.

On the second point regarding protection from financial risk, the Municipal League
raises the issue of whether Seattle can support two additional professional sports teams
and whether enough money would be set aside, per the proposed agr<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>