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CITY OF SEATTLE PIKE/PINE CONSERVATION STUDY: PHASE 2 REPORT

EXECUTIVE SUMMARY

This study concentrated on the evaluation of a TDR program as a potential conservation tool.
The Pike/Pine area sending site, for purposes of this Phase 2 analysis, was determined to total
1,644,825 square feet as was established by a list of 65 properties considered as potential
candidates for Seattle Landmark designation. These properties were previously identified
through an historic research survey conducted by the City of Seattle’s Historic Preservation
Program in the Department of Neighborhoods for the Pike/Pine neighborhood.

Due to the urgency to provide conservation tools now, it was determined that Phase 2 analysis
should focus on the existing Downtown Seattle TDR program as the potential “receiving site.”

To determine the demand potential for Pike/Pine TDR’s from downtown development, two
demand approaches were utilized. In the first approach, downtown development projects
currently permitted or in the permit process were evaluated to determine the immediate need for
TDR’s. This development pipeline analysis indicates that there will be very little demand
potential from the downtown TDR program for the next five years.

The second approach to analyzing demand for TDR from the existing downtown program
projected future construction and the expected amount of TDR demand by extrapolating
historical data. Office development statistics over the past 19 years were utilized and assumed
to be an indication of the amount of development that would occur over the next 19 years. To
determine the maximum TDR demand from these developments it was assumed that all new
buildings were developed in the Downtown Office Core 1 (DOC1) zone.

This second approach concluded that based on historical data, roughly 100,000 square feet of
TDR would be required on average by projects being completed in Downtown Seattle.
Therefore, the 1,644,825 square feet of Pike/Pine TDR would equal a 16-year supply, assuming
no competition from TDRs from other sources.

Conclusion — Both evaluation approaches concluded that the downtown TDR program in place
would not provide enough demand for TDRs to effectively conserve much of the Pike/Pine
character, and so would not be a viable receiving area for these TDRs.

Recommendations — To address conservation, other tools the City may wish to evaluate for
maintaining the existing development character of the Pike/Pine corridor include:

* Establish an alternate receiving area for Pike/Pine TDR

* Establish height and bulk incentives for conservation

* Create TDR opportunities for residential developments downtown to broaden the
demand base for TDRs.

* Give Pike/Pine TDRs priority for use, conveying additional benefits on the receiving site
to preferentially absorb Pike/Pine TDRs or raise their price relative to other TDRs. (This
would require de-emphasizing TDRs for other public benefits in the current program).

* Promote joint renovation and development of adjacent and non-adjacent properties in
the Pike/Pine area (essentially an alternative or in-block TDR program).
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CITY OF SEATTLE PIKE/PINE CONSERVATION STUDY: PHASE 2 REPORT

Phase 2 Report: Economic Viability of Tools and Incentives

Project Scope

The Second Phase of this project investigates the economic viability of selected tools and
incentives for maintaining the existing development character of the Pike/Pine corridor. Based
upon Stakeholder interviews, which strongly encouraged the establishment of a Transferable
Development Rights (TDR) program, the scope of phase 2 concentrated on this potential
conservation tool.

Conservation Areas — TDR Supply

Stakeholder interviews consulted in Phase 1 of this Report identified three particular character
elements worth conserving in the Pike/Pine corridor:

* The older buildings and the architectural character they bring to the neighborhood.

* The various elements that contribute to the neighborhood’s culture, from the people to
shops to nightclubs to galleries. A neighborhood that is alive 24 hours a day is important
to neighborhood residents, as well as one with thriving arts spaces and active street life.
People of all walks of life live here comfortably and harmoniously, and this diversity of
lifestyle and culture is an asset.

* Local retail business. The relative paucity of major chain stores contributes to the
perception of a homegrown economy, and to the neighborhood’s unique and
independent flavor, setting it apart from other city neighborhoods.

The Phase 1 report also described in some detail the architecture and its history that is
evidenced in many of the older buildings in the corridor.

Of these character elements, the economics emphasis of Phase 2 focuses on the element that
could be most readily studied from an economic perspective; that being the physical
characteristics of buildings and development economics. The area’s history as described in the
Phase 1 report suggests that the architecture and real estate economics of the area were
initially responsible for attracting the cultural and business characteristics that ultimately helped
to define the neighborhood.

The City of Seattle’s Historic Preservation Program in the Department of Neighborhoods has
conducted an historic resource survey for the Pike/Pine neighborhood, which inventoried 65
properties considered as potential candidates for Seattle Landmark designation. Because this
inventory provides an initial list of structures that arguably best define the character of the
neighborhood, it was used in this study to identify the most likely candidates for priority use of a
TDR program, if available. Table 1 — Pike/Pine Building List with Potential TDRs on the
following pages 3 and 4 identifies these properties and their potential TDR available if such a
program were to exist. For purposes of this Phase 2 analysis, these 65 properties were
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CITY OF SEATTLE PIKE/PINE CONSERVATION STUDY: PHASE 2 REPORT

determined to establish the Conservation area. Although in reality a TDR program would more
likely describe an area of the Pike /Pine corridor that encompassed these properties, rather than
specific properties, it seemed appropriate for purposes of this study to utilize these 65 properties
as a proxy for a proposed Conservation Area, since we had excellent data and estimates of
TDR for these properties. These 65 properties therefore define the “sending area” for purposes
of this report. The amount of available floor area available to transfer, the TDR’s available,
define the rights to sell and therefore the supply of TDR’s from Pike/Pine at 1,644,825 square
feet.

A factor to keep in mind in the conservation of the area’s architecture is the fact that some of
these buildings are unreinforced masonry construction. A total of 18 of the 65 buildings appear
in the City of Seattle’s report titled Unreinforced Masonry Building Seismic Hazards Study,
dated December 2007.” Any action that imposes a time by which seismic upgrades need to
occur on these properties will force a redevelopment or preservation decision on the part of the
property owner that may come before the market would otherwise be ready for renovation,
pushing the decision towards demolition and redevelopment. Should the City decide to
establish a policy requirement for upgrading unreinforced masonry structures, it would be
important to have conservation programs in place. It is important to note that preservation of
unreinforced masonry structures will come with a seismic upgrade cost in the range of $80 to
$100 sf of building area.
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Table 1: Pike/Pine Building List with Potential TDRs
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Development Areas — TDR Demand

Various areas where more intensive development is acceptable were evaluated as potential
receiving sites. Although other areas of Capitol Hill, outside the Pike/Pine corridor were
considered, no TDR program currently exists there. To establish a TDR program here was
thought to take many years. A more immediate potential market for acquiring available TDR
from the Pike/Pine corridor seemed essential to identify.

The development demand pressures impacting the Pike/Pine corridor and the 65 properties
identified is immediate. Although the current “Credit Crises” may ease development pressure
somewhat, this is anticipated to be temporary relief. Due to the urgency to provide conservation
tools now, it was determined that Phase 2 analysis should focus on the existing Downtown
Seattle TDR program as the potential “receiving area.”

To determine the demand potential for Pike/Pine TDR’s from downtown development, two
demand approaches were utilized. In the first approach, downtown development projects
currently permitted or in the permit process were evaluated to determine the immediate need for
TDR’s. The following Table 2 — Downtown Urban Center Development Pipeline, on page 7,
identifies all major downtown commercial projects, excluding hotels, currently underway or very
close to initiation. We are aware that there are other projects proposed, and some of these
other projects may go forward soon, but our analysis indicates the projects in Table 2 will supply
enough space to bring the market to a 16% vacancy rate, which will be enough of an oversupply
to reduce rental rates and stop projects not already underway. Of the projects on Table 2 only
the Amazon headquarters may have additional TDR needs; however, the Code amendment
enabling the increased height and density in this zone establishes how the floor area increases
are to be obtained. If TDR is needed for this project it is anticipated to be very minimal, perhaps
95,000 square feet. The other projects either have their TDRs in hand now (or will have them
by the time any Pike/Pine program could be initiated), or they are located in zones outside on
Downtown that do not allow for the use of TDR.

This development pipeline analysis indicates that there will be almost no demand potential from
the downtown TDR program for the next five years.
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CITY OF SEATTLE PIKE/PINE CONSERVATION STUDY: PHASE 2 REPORT

Table 2: Downtown Urban Center Development Pipeline

2008

818 Stewart 238,116 sf]
Terry Avenue Office Building* 70,000 sf]
333 Elliot * 137,200 sf]
1100 Eastlake Avenue Building * 183,574 sf
Lakeview Building * 102,242 sfi
Total 2008: 731,132 sf
2009

Fifth & Yesler 275,166 sf
'West Eighth 483,000 sf]
2201 Westlake 293,064 sf]
1918 Eighth Avenue Office Tower 650,000 sf}
505 First Avenue South 203,757 sf]
635 Elliot - North Building * 152,000 sf]
635 Elliot - South Building * 168,000 sf]
Total 2009: 2,224,987 sf|
2010

Amazon HQ Phase I ** 441,246 sf
Gates Foundation Phase I * 600,000 sf}
811 Fifth Avenue 700,000 sf}
Total 2010: 1,741,246 sf]
2011

Amazon Headquarters Phase II ** 168,846 sf
Amazon Headquarters Phase III ** 274,765 sf
Amazon Headquarters Phase IV ** 355,000 sf]
Amazon Headquarters Phase V ** 516,000 sf]
Total 2011: 1,314,611 sf
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The second approach to analyzing demand for TDR from the existing downtown program was to
project future construction and the expected amount of TDR demand that would be derived from
this construction. We utilized historical office development statistics over the past 19 years and
assumed this same amount of development would occur over the next 19 years. To determine
the maximum TDR demand from these developments it was assumed that all new buildings
were developed in the Downtown Office Core 1 (DOC1) zone (zoning which provides the most
opportunities for use of TDR’s and is therefore the most optimistic about the expected amount of
demand). The Downtown TDR Demand Analysis calculations in Table 3, Historical Central
Business District Office Construction, on the following page 8 identifies that over the past 19
years 11,585,000 square feet of downtown building or 610,000sf /yr have been built in
downtown.
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Table 3: Historical Central Business District Office Construction

CBD Vacancy CBD
Year End Inventory % Absorption New Supply
1989 22,998,423 13.9% 2,200,675 2,539,700
1990 24,334,705 13.7% 788,214 926,000
1991 24,357,107 14.3% 310,664 427,400
1992 24,108,522 14.6% 55,299 -
1993 24,108,522 13.6% 44,310 -
1994 24,232,234 9.2% 874,042 177,224
1995 24,354,933 7.7% 715,326 -
1996 24,385,933 5.9% 222,386 95,000
1997 24,686,218 5.8% 322,854 -
1998 25,627,803 5.3% 697,676 699,161
1999 27,868,370 3.2% 1,670,472 625,933
2000 31,906,050 4.2% 1,952,658 1,994,556
2001 34,334,009 13.0% (412,347) 1,357,464
2002 34,798,578 14.7% (169,596) 439,600
2003 35,611,718 14.9% 449,585 903,173
2004 35,652,823 15.2% (34,761) -
2005 35,701,573 11.6% 1,306,168 -
2006 36,791,345 9.9% 1,478,680 1,123,000
2007 37,205,595 8.8% 618,149 277,000
1Q 2008 37,003,678 8.4% 118,883 -
Average 10.4% 660,467 579,261
Totals 11,585,211
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If we assume the same square footage will be constructed over the next 19 years, the required
land area to construct 11,585,000 square feet of building is 579,250 square feet, assuming a 20
FAR, which is consistent with the maximum density in the DOC1 zone.

Deducting the 6 FAR base allowed and assuming 1 FAR for LEED Silver, 13 total TDR would
need to be purchased for each square foot of land developed, if TDR was the only option used
to earn additional floor area.

The downtown program provides that 75% of the floor area added above the base FAR and
beyond the LEED incentive be gained through housing options, including TDR from affordable
housing structures or a payment to a fund for affordable housing or child care. The remaining
25% of added floor area can be gained through several non-housing options, including floor
area bonuses for a variety of on-site amenities, or various types of TDR, such as open space
TDR, Landmark TDR or within block TDR. Pike /Pine TDR would be considered another type of
TDR to be used to gain this 25% share of bonus floor area allowed through non-housing
options.

25% of 13 FAR equals 3.25 “other FAR”; the amount of floor area that may be gained through
non-housing TDR for each square foot of land developed.

Multiplying the land area of 579,250 sf by the 3.25 FAR per square foot results in a total of
1,882,563 square feet that could be gained through TDR’s allowed for gaining the 25% share of
floor area permitted above the base FAR.

This equates to roughly 100,000 TDR’s required per year over the next 19 year time horizon.

We have summarized this analysis below in Table 4 - TDR Demand Analysis.
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Table 4 - TDR Demand Analysis

Total Construction 11,585,000 square feet
Maximum FAR X 20

Implied Site Area 579,250 square feet
Maximum FAR 20

Less Base FAR -6

Less LEED FAR -1

R emaining FAR that may be gained through TDR and/or floor area

bonuses 13

Share of Remaining FAR that may be gained through "Other" non-

housing TDR (Open Space, Landmark Performing Arts) X 25%

TDRs on each project from "Other" 3.25

"Other" TDRs 325

Projected Site Area to be Developed X 579,250 square feet
Projected Demand for "Other" TDR s 1,882,563 square feet
Time Frame / 19 years
Average Annual Demand for TDRs 99,082 square feet

Therefore, the Pike/Pine supply of available TDR, estimated to be about 1,644,825 square feet,
would equal a 16 year supply of TDR to the downtown program based upon the 100,000 TDR
demand calculated above.

Additional Conservation Programs — TDR Supply

In addition to the potential supply of TDR from a Pike/Pine TDR program, there is considerable
floor area available in the form of TDR from designated Seattle Landmark Structures. The
attached Table 5 — Seattle Landmarks Possible TDR Availability, on page 12 identifies
designated Seattle landmarks and their TDR potential. A total of 2,518,659 are calculated to be
potentially available from these properties. This TDR, when combined with 1,644,825 of
Pike/Pine TDR, totals over 4.1 million square feet. If the current DPD proposal to expand the
TDR program to South Downtown is approved by the City Council in 2009, even more TDR
would become available.

Page 10



PHASE 2 REPORT

CITY OF SEATTLE PIKE/PINE CONSERVATION STUDY

Table 5: Seattle Landmarks Possible TDR Availabili
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Pike/Pine will also be competing to sell the TDRs with those available from Open Space
(notably the Seattle Art Museum sculpture park), within-block TDR, and potential major
performing arts facilities TDR. Since the total supply of all TDRs would be well over 4 million
square feet, and that not all development will require as much TDR as is assumed in our model,
we project an absorption period of these TDRs of over 40 years. Furthermore, TDR is not the
only means of gaining the 25% share of the bonus floor area above the base FAR. Developers
also can provide a variety of on-site amenities or make contributions to green street
improvements to gain this additional floor area.

The first approach to analyzing the existing downtown TDR program as a receiving area for a
Pike/Pine TDR supply indicates that there will be little short term demand (5 years) for Pike/Pine
TDRs. The second approach indicates the CBD could be a source of long term demand for
TDRs, but the demand is not likely to be great enough in total to achieve any significant
preservation of buildings in the Pike/Pine study area, under current policies, and would compete
with downtown priorities for the use of incentives for public benefits.

Pike/Pine TDR Value

In order to understand the desirability of transferring floor area (TDRs) from one location to
another, we need to understand what the market is paying for the land to build a square foot of
floor area. To understand land values in the sending area, recent land sales in the larger
Capitol Hill Pike/Pine area were identified and evaluated to determine the market value per FAR
in the area. This data indicates that land value in the Capitol Hill area is around $60 per square
foot of total permitted floor area. These values compare to $45 to $50 per FAR in downtown
Seattle (dividing site purchase price by the planned or maximum FAR without considering the
cost of acquiring TDRs to achieve the maximum FAR). Capitol Hill Pike/Pine corridor sales
indicate a lower absolute value for land, but a higher value per FAR. This makes sense since
CBD parcels require much more expensive high-rise construction to deliver only moderately
higher rents/values.

Our experience with CBD TDR transfers indicates a pricing that is close to or below the
Affordable Housing/Childcare combined payment price of $22/FAR. This indicates a significant
discount from the price of the land itself. The value of TDRs from Pike/Pine would not likely be
greater than $22 if purchased for projects in downtown.

Since the downtown TDR demand analysis did not support the downtown as a viable receiving
area for Pike/Pine TDR, this valuation analysis was not carried further in Phase 2.

Recommended Analysis of Additional Conservation Tools - Pike/Pine

* Establish an alternate receiving area for Pike/Pine TDR

* Establish height and bulk incentives for conservation

* Create TDR opportunities for residential developments downtown to broaden the
demand base for TDRs
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Give Pike/Pine TDRs priority for use, conveying additional benefits on the receiving site
to preferentially absorb Pike/Pine TDRs or raise their price relative to other TDRs
(However, this would require de-emphasizing TDRs for those other public benefits now
having access to the current program and, given the limited demand expected, this
would be a difficult and potentially contentious policy choice).

Promote joint renovation and development of adjacent and non-adjacent properties in
the Pike/Pine area (essentially an alternative or in-block TDR program)
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