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April 2, 2009

RE:  Comments upon the East Washington Project FEIA

1.
Summary

As the first FEIA prepared in Petaluma, it is reasonable to expect that there would be a settling in process of how to address the various requirement of the new City policy.  The present volatility of the economy also makes it hard to provide a confident and substantiated prediction of the economic consequences of approving the new shopping center.  But there are various flaws and omissions that have nothing to do with the present circumstances.  The study ignores specific methodologies required by the City FEIR policy.  The study presents a morass of data, and then often draws conclusions without citation or reference to the provided data.  The study provides projections that use a sample period that almost entirely ignores the present economic collapse, which has enormous implications upon the 5-year time frame of analysis.  Anecdotal discussions of vacancy rates downtown avoid the reality of an accelerating decline, which have serious implications for the creation of large new chain retail capacity.  The discussion of potential City revenue gains ignores the accompanying loss of revenue from existing businesses due to transfer of in-town purchases to the new Center, in addition to the touted capture of existing leakage.  

No one reasonably expected that the first FEIR effort  (essentially a “beta” test) would be perfect, but the report contains enough structural and analytic flaws as to make it almost useless for the intended purpose of understanding the positive and negative economic implications of project approval in the sample period of five years following completion. 

2.
The study is compromised by the worst economic downturn in generations

In the Introduction, the FEIA notes that BAE is preparing not only the FEIA for the East Washington Place project (EWP), but also preparing the economic impact/blighting portion of the EWP Environmental Impact Report (FEIA pg.1). Since “blighting” is in large part a function of vacancy rates, that portion of the analysis is critical.  That in turn is driven by the potential for internal competition within the City resulting in a simple transfer of sales, rather than recapture.

The Introduction than notes that the study relies upon “the most recently available information at the time of analysis” (December 2008) and follows by stating “use of the most recent information represents a reasonable effort to establish baseline conditions.”

But it is not clear that the most recent information was obtained, nor that it was applied to reflect the critical last 12 months.  In the discussion of household income trends (critical to determining the available purchasing power to distribute between merchants), the FEIA assesses household income for Petaluma, the “Trade Area”, and Sonoma County.  Yet the “data” provided that underlies all the subsequent spending power analysis relies upon the year 2000 and the year 2008.  From this, BAE then identifies an “Average Annual Change) from the period of 2000 to 2008.  This is a painfully weak projection; it is simply a line between two points.  But it gets worse.  The footnote to Table 5 then says that “estimates for 2008, 200011(sic), and 2016 based on interpolation of ABAG 5-year interval data” (FEIA page 7).  But no ABAG original data is provided, the Table appears to have taken the year 2000 data as a single sample point, and somehow created a projection from that. Any projection has to be based upon at least two sample points, which do not exist in Table 5.  

The Table 4 that predicts household growth similarly takes one sample point (2000) and then magically creates projection into the future.  The footnote on this Table shows the shakiness of the assumptions even more by noting that the data for 2008 is “interpolated from ABAG data for 5-year intervals assuming a constant annual compound rate.”

The result is that one of the key inputs to the FEIA, that being projected growth in households combined with projected growth in household income, all seem to hang on the single date set for the year 2000.  This is hopelessly inadequate, particularly given the growth in income and the economy eight years ago is night and day compared with the present circumstance.  As such, the underlying income to be distributed and spent may be significantly overststated, which in turn means the relative impact of adding a major new competitive merchant fighting for a smaller cash pool may have significantly larger adverse impacts upon the local businesses.

3.
The discussion of employment rates is also misleading and not reflective of current data.

The third leg of the “demographic and economic overviews” does at least provide annualized data from the year 2000, and the employment data is described as a reflection of buying power.  The FEIA says that the trend for the period 2000 to 2007 shows steady growth in employment, with peak unemployment of 5.5 percent in 2003 (FEIA page 8).  The accompanying Figure 2 shows a comforting employment trend, with a minor spike in 2003 mentioned above.  But the narrative adds that unemployment in November of 2008 had risen to 5.9 percent in Petaluma and 6.5 percent in the County, and then says, “recent trends indicate that the number of unemployed in Sonoma County is likely to continue increasing in the near term” (FEIA page 8).

An immediate question is why was the 2008 unemployment data omitted from the Petaluma and Sonoma County graphs?  Had they been included, the magnitude of the economic shift would have been very apparent, and amply demonstrated the fallacy of primarily relying on a trend line projection based upon one of the stronger economic growth cycles in many years.  

More importantly, it shows that the optimistic projections for household growth, job growth, household income, and unemployment are all skewed by the exclusion of the current economic chasm.  The resulting overestimations will then color and inflate the available retail dollars during the required 5-year period for the FEIA.  All the resulting assumptions as to market share and business impacts are therefore extremely optimistic and of questionable reliability.

4.
The discussion of the “trade” area does not meet the FEIA policy requirement.

The FEIA policy notes under “FEIA Contents” that the FEIA must assess the “project primary and significant secondary market sectors.” But the FEIA only addresses “market sectors” at the level of each business proposed for the new shopping center.  It is normal practice to take a “big box” store and break it down into its own product sectors that compete with other businesses in that sector.  Target stores do contain a significant food sales area, yet the FEIA only looks at the shopping center impacts on food stores by assessing the impacts of the proposed specialty food store.  The FEIA says, “no supermarkets can be assumed to be at risk of closure due to the possibility of a small specialty food store in East Washington place.” (FEIA page 37). There is no discussion of the combined square footage of the stand-alone food store combined with the area of the Target devoted to food sales, which can be considerable.

5.
There is no discussion of the short-term nature of any retail sales “recapture” given the continuing competition between cities for this revenue source.  

This is a fundamental flaw in the approach taken by BAE.  The FEIA makes repeated reference to the “leakage” that is occurring in the general merchandise category, to be taken back by this Project.  In recognition that cumulative economic impacts of new retail projects can have a compounding effect, the FEIA includes the Deer Creek Village project (FEIA page 40) with the comment that the two projects have different retail mixes and different geographic markets.  

What is missing from the entire analysis is the repeating cycle of cities raiding each other for sales tax revenue. The data on Rohnert Park makes it very clear that a substantial portion of the general merchandise sales leakage from Petaluma has ended up in Rohnert Park.  Can there be any doubt that Rohnert Park will not sit passively by and lose that revenue source to their own municipal coffers?  While it might be called “speculative” to try to anticipate how surrounding cities will reply in turn, it is possible to look at cumulative impacts in the context of significant shopping centers under review in the identified trade area.  BAE has already opened the door to such consideration with the inclusion of the Deer Creek project, yet does not consider whether similar project are underway that would undercut the financial assumptions and predictions of this FEIA.

6.
The FEIA contains graphs and text statements that rely on unsourced information, or that are misleading.

In the discussion of sales tax leakage from “general merchandise stores,” the FEIA notes that Petaluma has a “relative weakness as a retail destination” and shows this on Figure 5 (FEIA page 14).  That graph shows an ominous upward curb for Rohnert Park taxable sales in that market sector.  Bit that graph represents total sales, not sales per capita.  The FEIA has already indicated that the key measure of leakage is a function of relative sales per capita by market sector. The more appropriate and useful graph would have used that measure, as done elsewhere in the FEIA.  Another example is the claim that “while currently the economy is in recession and extremely unsettled, the Bay Area continues to see high housing demand” (FEIA page 9).  No source is cited, no indication of what type of housing, and no quantified data as to what constitutes “high demand”.  Is this new construction or merely turnover of existing housing stock through foreclosures and short sales?  Which is the case presents a very different picture.  More to the point, the FEIA is supposed to be a document that assembles confirmable data and facts, goes through an analytical process based upon those facts and data, and reaches conclusions.  A unsupported or documented assertion has no place in this document, particularly for the purposes of trying to counter the pessimistic image left by the clearly documented economic contraction as reflected in jobless rates and business decline.

One more example is the discussion of the K-Mart store in the Petaluma Plaza North shopping center. The FEIA first notes that the K-Mart is the store most directly competitive with the proposed Target store. In an apparent effort to create a positive picture, the FEIA states “this K-Mart appeared busier and better-maintained than many other northern California Kmart’s visited by BAE in the course of research for other retail impact studies in the last few years”(FEIA page 24).  This anecdotal information has no value to the FEIA, although it may have some bearing on any urban blighting analysis of the corollary EIR.

Sincerely,

Scott Stegeman

Stegeman and Associates
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