BOARD OF DIRECTORS

JANUARY 24, 2002

SUBJECT:

METRO RED LINE 

WESTLAKE MacARTHUR PARK STATION




TRANSIT ORIENTED DEVELOPMENT PROJECT

ACTION:

AUTHORIZATION TO END EXCLUSIVE




NEGOTIATIONS WITH MACLEOD PARTNERSHIP

RECOMMENDATION

Direct the Chief Executive Officer to end negotiations with the MacLeod Partnership (McLeod) consistent with the terms of the Exclusive Negotiation Agreement (ENA).

ISSUE

On May 22, 2001, the MTA signed an ENA with MacLeod for the development of approximately 3.65 acres of MTA-owned properties located at the Westlake-MacArthur Park Metro Red Line Station.  McLeod had proposed a retail commercial development that would span the entire MTA-owned property consisting of a supermarket as a major anchor, possibly a drug store as a junior anchor, retail shops and restaurants.

Following the execution of the ENA, MTA staff worked with MacLeod to refine the development proposal that would lead to a development agreement.  On November 8, 2001, staff received a revised proposal.  At the November 2001 Board meeting, staff recommended that the Board approve a 180-day extension of the ENA to further consider this proposal.  The MTA Board expressed concerns about further delays and extended MacLeod’s ENA with the MTA only to the January 2002 Board meeting.  

MTA joint development staff and economic consultant have reviewed the November 8th submittal and had discussions with MacLeod.  The November 8th submittal did not significantly improve upon the economic terms of the original proposal that staff had expressed concerns about in earlier negotiations.  The November 8th submittal also changed the mix and layout of land uses on the site.  Although MacLeod expressed a willingness to work with the MTA to continue to refine the proposal, MTA staff and its economic consultant concluded that the cumulative proposal presents inadequate certainty with respect to returns to the MTA and the overall project feasibility. 

Specific concerns include the following:

1. Project Layout - The November 8 submittal slightly reduces the size of the market and no longer includes the Charter School.  Surface parking covers portions of the site previously proposed as retail.  (The overall retail square footage remains the same but is more concentrated around the portal.)  

2. Ground Lease -  MacLeod’s November 8th submittal proposes a ground lease entirely based on project net operating income.  No portion of rent is guaranteed.  If the development does not operate as well as expected, MTA’s rent could be far lower than the Developer’s estimated lease payments.  In subsequent discussions MacLeod has offered to consider some kind of formula for a base rent at some time after the project is constructed and leased, but at the time of writing this Board report, no specific formula has been determined.

3. Development Commitment- MacLeod proposes to begin construction only after lease commitments have been secured and pay rent only after the development has been completed and leased.  Under this arrangement, the MTA would provide Macleod Partnership essentially a free option on all its properties at the Westlake-MacArthur Park Station for an undetermined period of time.  

4. Site Preparation Costs - MacLeod proposed to use $5.2 million of MTA/City grant funds previously programmed for this site to prepare the site for development.  Of these grant funds, only the public plaza and the replacement of the MTA kiss-and-ride spaces, estimated by MacLeod at $1.2 million, are likely to qualify for MTA/City transportation grant funding.  The rest of the proposed mitigations and enhancements primarily support the commercial development and not the transit functions on the site.  These mitigations include structures to support development over the MTA station box; relocation of station air vents, emergency exits and fire service valves; other related mitigations; and the provision of escalators and elevators from the station plaza to the second floor retail.  A preliminary estimate by MTA staff indicates that the cost of MacLeod’s proposed necessary mitigations would likely exceed MacLeod’s estimate of the funds required and could exceed $10 million.  

With much of these costs ineligible for the existing MTA/city transportation grants, the financial feasibility of the proposal, which is based upon these mitigations, becomes doubtful.  In the recent discussions, MacLeod indicated a willingness to pursue tax increments and other public funding sources, such as City municipal parking funds.  No commitments, however, have been secured.  

POLICY IMPLICATIONS

The recommended action is consistent with MTA’s joint development policies, solicitation terms in the Request for Proposals, and provisions in the ENA.

OPTION

The MTA could choose to further extend the ENA with the MacLeod Partnership.  This option, however, may not yield results that would be acceptable to the MTA.  

FINANCIAL IMPACT

The recommended action will not impact the MTA’s FY02 budget.

BACKGROUND

On April 7, 2000, the MTA released an RFP for the development of MTA-owned land above the Westlake-MacArthur Park Metro Red Line Station.  After analysis of the proposals, an evaluation panel ranked the MacLeod Partnership as the most qualified developer to implement development at this site.

NEXT STEPS

Staff will consult with the City, the Community Redevelopment Agency, Council Office, Mayor’s Office and Supervisor’s Office to discuss the most appropriate longer term use of the site considering larger site consolidation, partnerships, non-transportation related grant availability and other issues.   Staff will return to the Board within 90 days with a recommended approach to development of the site.

Prepared by:
Nelia S. Custodio, Transportation Planning Manager

______________________________________

James L. de la Loza

Executive Officer

Countywide Planning and Development

_______________________________________

Roger Snoble

Chief Executive Officer
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