HOUSE BILL REPORT
SHB 1774

AsPassed Legidature
Title: An act relating to modifying allowable terms for the lease of unused highway land.
Brief Description: Modifying allowable terms for the lease of unused highway land.

Sponsors: House Committee on Transportation (originally sponsored by Representatives Fey,
Parshley, Ramel, Wylie, Paul, Peterson, Bronoske, Reed, Doglio, Taylor, Ryu, Gregerson,
Fosse, Ormsby, Nance, Springer, Zahn, Morgan, Macri, Hill, Obras, Leavitt and Thomas).

Brief History:
Committee Activity:
Transportation: 2/10/25, 2/20/25 [DPS].
Floor Activity:
Passed House: 3/4/25, 70-27.
Senate Amended.
Passed Senate: 4/15/25, 29-19.
House Concurred.
Passed House: 4/22/25, 67-30.
Passed Legidlature.

Brief Summary of Substitute Bill

» Allowsthe Washington State Department of Transportation to
incorporate into its determination of adequate consideration for the lease
of property identified social, environmental, or economic benefits of the
lease when the lessee will use the property for community purposes and
isapublic agency, special purpose district, community-based non-profit
organization, federally recognized Indian tribe, or state historical society.

» Defines"community purposes’ as serving a housing, housing assistance,
shelter program, park, enhanced public space, public recreation, salmon
habitat restoration, or public transportation public benefit purpose.

This analysis was prepared by non-partisan legislative staff for the use of legidative
membersin their deliberations. Thisanalysisis not part of the legislation nor does it
constitute a statement of legidative intent.
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HOUSE COMMITTEE ON TRANSPORTATION

Majority Report: The substitute bill be substituted therefor and the substitute bill do pass.
Signed by 21 members. Representatives Fey, Chair; Bernbaum, Vice Chair; Donaghy, Vice
Chair; Reed, Vice Chair; Barkis, Ranking Minority Member; Low, Assistant Ranking
Minority Member; Schmidt, Assistant Ranking Minority Member; Bronoske, Dent, Duerr,
Entenman, Hunt, Nance, Paul, Ramel, Richards, Taylor, Timmons, Volz, Wylie and Zahn.

Minority Report: Do not pass. Signed by 1 member: Representative Ley.

Minority Report: Without recommendation. Signed by 5 members. Representatives
Mendoza, Assistant Ranking Minority Member; Griffey, Klicker, Orcutt and Stuebe.

Staff: Jennifer Harris (786-7143).
Background:

Lease of Unused Highway Land or Air Space.

The Washington State Department of Transportation (WSDOT) may rent or lease any lands,
improvements, or air space above or below lands held for highway purposes that are not
needed at the time of rental or lease.

Therental or lease:

1. must be on terms and conditions determined by the WSDOT;

2. is subject to zoning requirements that apply;

3. includes lands used or to be used for limited access and conventional highwaysif they
are not needed for the period of rental or lease; and

4. in the case of bus shelters provided by alocal transit authority that include
commercia advertising, the WSDOT may charge the transit authority only for
commercia space.

All funds paid to the state for rental or lease of WSDOT lands, improvements, or air space
must be deposited in the WSDOT's Advance Right-of-Way Revolving Fund, except for
funds that are subject to federal aid reimbursement and funds received from the rental of
capital facility properties, which must be deposited in the Motor Vehicle Fund.

The WSDOT's Right of Way Manual, which describes agency policy for real estate
transactions, requires that economic rent be paid for all leases, except in the following
cases:
* A tenant of an acquired improvement receives the same rental rate in effect at the
time of acquisition for 90 days.
» Property isleased for ahighway purpose or when economic rent can be justifiably
offset by benefits to the motoring public that equal rent value.

House Bill Report -2- SHB 1774



* A minimum rate is established when economic rent is less than WSDOT's costs to
perform management activities through the term of the lease.

Limited Property L ease Authorization.

In 2022 the WSDOT was authorized to establish a limited project for community purposes
to address past impacts to historically marginalized populations within impacted local
communities resulting from the construction of Interstate 90 (1-90) and the United States
Route 395 (US 395) North Spokane Corridor project.

The WSDOT was authorized to lease property eligible for lease, which includes the
property that was purchased as part of the I-90 Corridor project and the US 395 North
Spokane Corridor, to acommunity-based non-profit corporation or to the Department of
Commerce, to be used for the following community purposes:

* housing and ancillary improvements,

* parks;

e community revitalization projects,

« enhanced public spaces, such as trails and public plazas; and
projects that provide enhanced economic development in the impacted community.

The lease for this limited project was authorized to be for less than economic rent, and to
require the lessee to maintain the premises as part of the consideration provided to the
WSDOT by the lessee.

Federal Aid Highways and Federal Restrictions.

Under federal regulation, current fair market value must be charged for the use or disposal
of property a state acquires with federal aid highway funding, subject to certain exceptions.
When a grantee shows that an exception to the fair market value requirement isin the
overall public interest based on social, environmental, or economic benefits, and a method
is provided for ensuring that the public will receive the benefit used to justify the less than
fair market value disposal, an exception may be granted.

Exceptions to the requirement for charging fair market value must be submitted in writing
to the Federal Highway Administration.

Transfer or Lease of State or Local Agency Property.

Any state, municipality, or political subdivision with authority to dispose of surplus
property may transfer or lease property to any public, private, or non-governmental body on
any terms, including as a no-cost transfer, if the property is to be used for affordable
housing and related facilities for households at or below 80 percent of the local median
income, adjusted for household size. Such atransfer must include a requirement that the
property will be used for a designated public benefit, as well as remedies if the property is
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not used for the designated purpose. Government entities using the authority to dispose of
public property must enact rulesto do so.

Summary of Substitute Bill:

Community Purpose L ease Agreement.

For the purpose of determining adequate consideration for alease of lands, improvements,
or air space not needed at the time of rental or lease, the WSDOT may incorporate
identified social, environmental, or economic benefits to be provided by alesseethat isa
public agency, specia purpose district, community-based non-profit organization, federally
recognized Indian tribe, or state historical society as a component of the consideration to be
provided by the lessee when use of the property isfor acommunity purpose. Use of this
methodology is at the WSDOT's discretion.

Community purposes is defined as providing one or more of the following public benefit
purposes. (1) housing, housing assistance, and related services; (2) shelter programs; (3)
parks; (4) enhanced public spaces; (5) public recreation; (6) salmon habitat restoration; or
(7) public transportation uses.

Where the purpose of the leaseis related to housing or shelter programs, the WSDOT may
not undertake a lease of property that incorporate community purpose benefitsin the
determination of adequate consideration if the lease is of property on the right of way of a
state highway or would place infrastructure or the traveling public in jeopardy,

The WSDOT must consider the following factorsin its evaluation of a potential lease
agreement under this methodology:
* the extent to which the community purpose will benefit overburdened communities
and vulnerable populations;
* the benefit of the community purpose to a broad number of members of the public;
* thelikelihood that the property has practical and economically feasibly uses for which
the WSDOT could otherwise obtain economic rent during the lease period; and
* thelessee's qualifications to perform the community purpose and to fulfill the terms
of the lease agreement.

Lease Terms.

Adequate consideration is defined as consideration that is comprised of:
1. the performance of activities that fulfill the community purposes designated in the
|ease agreement;
2. maintenance and securing of the premises to be provided under the lease agreement;
and
3. if the WSDOT determines that the consideration provided by the above elementsis
insufficient consideration for use of the property, the WSDOT may require additional
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monetary or non-monetary consideration.

A lease agreement must include:

 arequirement that the use of the premises must be limited to the designated
community purposes,

» remediesthat apply if the lessee of the property failsto useit for the designated
community purposes or ceasesto use it for these purposes;

* evidence of commercial or self-insurance at levels deemed appropriate by the
WSDOT; and

* evidence of appropriate indemnification.

In the case of |ease agreements with community-based non-profit organizations that are
greater than five years in duration, inclusive of lease renewals, the WSDOT must present
the proposed | ease to the transportation committees of the Legislature as part of its budget
submittal. The proposed lease must be approved in an omnibus transportation
appropriations acts for the WSDOT to move forward with a lease agreement.

Administrative Costs.

If the WSDOT finds all or a portion of costs associated with the leasing process to be
undertaken for community purpose projects cannot reasonably be assumed by the lessee, the
WSDOT may use funds specifically appropriated for this purpose for these costs. If funds
specifically appropriated for this purpose are unavailable, the WSDOT must include a
budget request to the Legislature during the next legidlative session for the funds to be
appropriated.

L egislative Reporting Reguirement.

The WSDOT isrequired to provide an annual report to the Transportation Committees of

the Legidature by December 1 of each year detailing the active community purpose lease
agreements authorized, including the community purposes being served and a summary of
relevant lease terms.

Appropriation: None.

Fiscal Note: Available.

Effective Date: The hill takes effect 90 days after adjournment of the session in which the
bill is passed.

Staff Summary of Public Testimony:

(In support) This bill incorporates guardrails on the use of WSDOT land for community
purposes, including establishing sideboards and a rigorous process for the WSDOT to
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determine adequate consideration for the leasing of property. The bill is about putting
property to use in beneficial ways that otherwise would not be used. Where the WSDOT
does not have the resources to maintain a property, there is a benefit to the WSDOT in
having alessee maintain it. Property can be used for housing, shelters, improved public
transit service, and to rehabilitate land intended to be a park.

The bill would enable the WSDOT to lease a once beautiful park in downtown Tacoma,
Pugnetti Park, to another government agency that could maintain and secure the park. In
recent years, the park has been neglected and uncared for. Trees have been cut down or left
todie. Itisan eyesore and Parks Tacoma receives complaints about the park. The WSDOT
isnot in the park business. The Washington State History Museum located nearby, and run
by the Washington State Historical Society, has expressed an interest in restoring and
maintaining the park. The bill would enable this to occur.

Given the housing crisis, developing lease agreementsis critical. Thisbill providesfor a
process for the WSDOT to use in devel oping these agreements. The bill would enable
WSDOT to offer an affordable lease for housing. Thiswould alow for the removal of
unsafe recreational vehicles and the availability housing for those residing in them.

Tacoma Public Schools would like to operate two large WSDOT parcels as ajoint vehicle
maintenance facility with Parks Tacoma and the City of Tacoma. This could allow schools
to move buses to the parcel and create additional parking spaces for schools.

(Opposed) None.

(Other) Current law establishes a methodology for leasing WSDOT property. While the
aim of thisbill is commendable, it does not establish a method for estimating the value of
public benefits. Estimating these benefits requires making aleap of faith about them. How
can avalue be placed on pallet home villages or recreational lots? The bill needs tighter
guardrails to prevent misuse or abuse.

Persons Testifying: (In support) Representative Jake Fey, prime sponsor; Jerry Pugnetti;
Betsy Wilkerson, Spokane City Council President; Charlie Brown, Tacoma Public Schools;
Hunter George, Parks Tacoma; Jon Grant, Low Income Housing Institute; and Jennifer
Saunders, Washington State Historical Society.

(Other) Charles Prestrud, Washington Policy Center.

Persons Signed In To Testify But Not Testifying: None.
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