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Honorable Chair and
Members of the Board

Title: Status Report: 800 K/L Proposed Development

Location/Council District: 800-816 K Street and 808-815 L Street/Council District 1

Recommendation: Provide Direction.

Contact: Denise Malvetti, Senior Project Manager, 808-7064 and Leslie Fritzsche,
Downtown Development Manager, 808-5450

Presenter: Denise Malvetti, Senior Project Manager and Leslie Fritzsche, Downtown
Development Manager

Department: Economic Develppment
Division: Downtown Development
Organization No: 18001021

Description/Analysis

Issue: On October 7, 2008 the Agency Board (Board) authorized the Assistant City
Manager to execute settlement agreement documents with the main property
owners of the southside of the 700 and 800 blocks of K Street (M.H. Mohanna,
Urban Innovation Partners, LLC, 8" and K Lofts, LLC, 726 K Street, LLC and 718 K
Street, LLC). Two of the documents included in the set’tlement package were nine
(9) month Exclusive Right to Negotiate Agreements (ERNs) with USA Hospitality,
Inc. for a 400 room full service hotel on the 800 block of K Street and a mixed-use
project at 8" and L Streets.

In June 2009, the Board granted a 45 day extension to provide additional time to
negotiate deal points. Staff scheduled an August 11, 2009 report to the Board to
provide a status update. At the request of the development team known as K Street
Hotel Partners, LLC (see Attachment 1 for team composition) this item was
continued from the August 11, 2009 meeting to August 25, 2009 to allow them time
to revise their financial proposal. The developer fully recognized that the ERN
would expire on August 23, 2009 prior to the Board meeting.
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On August 18, 2009 the development team submitted a revised proposal. As of the
August 20, 2009 writing of this staff report, staff have not fully reviewed the details,
implications and feasibility of the revisions with the developer but in principle they
are positive developments. The general terms of the proposal are as follows:

The development proposal remains a 409 room four-star full service hotel at 8" and
K streets and a 372 space parking garage at 8" and L streets. The proposal for
public financing continues to seek that the land be contributed for $1.00 instead of
the $7.8M purchase price agreed to in the settlement ERNs. The development
team has also requested 100 percent of net tax increment (net of required housing
set-aside funds, pass-thru payments, and ERAF shifts) generated from the project.
The Tax Increment (T1) rebate is projected to equal approximately $4.67M over 10
years.

The August 18, 2009 revised proposal has reduced the requested annual rebate of
the Transient Occupancy Tax (TOT) from 100 percent to 50 percent of the TOT
generated by the proposed hotel and has extended the term of the commitment
from 10 years to 14 years. The present value of this contribution remains
unchanged from the prior proposal. The 50 percent TOT rebate is in an amount
equal to $12.8M in 2010 dollars with 8 percent interest (approximately $23M in
actual dollars over approximately 14 years). Although this change will increase the
carrying costs of this public contribution it recognizes the declining condition of the
City’s TOT fund in the current economic climate.

The revised proposal has increased the City and/or Agency's portion of available
cash flow (after operating expenses, debt service/equity payments to Consus and
Dougherty, the primary lenders) from 10 percent to 40 percent. In addition to
receiving 40 percent of available cash flow, the City/Agency would receive 40
percent of proceeds at the time of sale (estimated to be in year 10). Based on the
developer’s estimates, the City/Agency could receive approximately $11M in cash
flow during in the first 10 years of operation and an estimated $30M at sale. These
assumptions and the project’s ability to perform to this level will be fully analyzed by
staff and consultants and discussed with the developer in the coming weeks.

The Developer's pro-forma outlining the project costs and funding sources is
included as Attachment 2 with the proposed distribution of net revenues from the
project included as Attachment 3.

The most fundamental challenge to development in today’s economic environment
is not the public commitments as outlined above, but rather the securing of private
debt and equity. The proposed financial underpinning of this project is a $91 million
debt and equity contribution from Consus of South Korea. Consus has substantial
capacity and a track record of investment in large projects. Consus is exactly the
type of investor needed to finance a project of this scale in today’'s market.
However, to date the Developer has not received a formal commitment with

1 To augment the substantial staff analysis, the City has retained two highly recognized industry
consultants to assist in the review of the project. PKF Hospitality Research, an internationally recognized
leader in this field was hired review the Developer's market assumpfions. In addition the City has retained
Keyser Marston to provide secondary review of the Developer's financial submittals.
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complete terms and conditions from Consus. Staff wish to continue to work with the
developer and Consus to secure that commitment after a rigorous underwriting
review of the project cost and revenue projections and in consideration of the
revised proposal.

Clearly it has been a long journey to bring us to where we are today on the 800
Block. The lawsuit seftlement was the end of a saga and the ERN was the
beginning of a new era of opportunity. That ERN has now been in force and tied up
the property for 10 and a half months. While substantial progress has been made, a
complete development proposal with financing commitments is not in place.
Revitalization of the area has never been more urgent. Therefore staff recommends
two concurrent processes. First is the preparation and release of a Request for
Qualifications (RFQ) in 90 days. During the intervening 90 day period staff wish to
continue working with the developer to finalize the terms of agreement with the City
and secure the private financing commitments. Should that result in a financeable
project the RFQ would not be reieased.

Staff is seeking Board input and direction on next steps for the 800 K/L site.
Although the ERNs expired on August 23, 2009, Agency staff can continue to work
with the development team while simultaneously preparing a Request for
Qualifications to be released for the site within the next 90 days. If agreeable terms
are reached before 90 days, staff will report back.

Policy Considerations: It has long been a priority of the Agency Board and staff to
revitalize K Street and implement the JKL Corridor strategies outlined in the 2004
Charette. Staff continues to promote development throughout the Merged
Downtown Redevelopment Area and achieve the Implementation Plan goals of
eliminating blight, stimulating economic growth, and leveraging private sector
investment.

The financial structure proposed for this project relies heavily on the use of the TOT
revenues generated by their project. This has not been done in the City before and
a change to the existing ordinance would be required to make this possible.
Currently the TOT revenues are used to support the Convention Center, the
Convention and Visitors Bureau, the Sacramento Metropolitan Arts Commission,
and General Fund operations. Staff will prepare an analysis of the use, impacts and
trends associated with TOT and will return to Council with a separate report.

Environmental Considerations

California Environmental Quality Act (CEQA): Not applicable.
Sustainability Considerations: Not applicable.

Commission/Committee Action: At their meeting of July 22, 2009 the Downtown
Sacramento Partnership Board of Directors approved the concept of a hotel at 8"
and K Streets.

Rationale for Recommendation: Not applicable.
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Financial Considerations: There are no financial considerations affiliated with
this action.

M/WBE: Minority/Women Business Enterprise requirements are not applicable as
no federal funding is involved in this action.

| ]
Respectfully Submitted by: FDQ J(&/Q»\ﬁ/uw b

Leslie kritzsche
Downtown Development Manager on behalf of the
Redevelopment Agency

Approved by: Q?Q m/\

\ Jdhn Dangberg
Interim Director, nomic Development Department

Recommendation Approved:

Cassdia H fun >

Ray Kerridge

1w City Manager
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Attachment 1
Background

On October 7, 2008 as part of the legal settlement with the main properties owners of
the 700 and 800 blocks of K Street (M.H. Mohanna, Urban Innovation Partners, LLC, §' th
and K Lofts, LLC, 726 K Street, LLC and 718 K Street, LLC) the Agency Board
approved two, nine (9) month ERNs with USA Hospitality, inc. for a 400 room full
service hotel on the 800 block of K Street and a mixed- use project at 8" and L streets.
The developer has proposed a 409 room hotel on the 8" and K site and a 372 space
public parking garage on the 8" and L streets site. The estimated project cost for both
the hotel and parking garage is $137M.

The development team consists of the following:

USA Hospitality Inc. — a company whose principal, Bob Leach, has completed a
number of local hotel projects including La Rivage, Rocklin Park Hotel, Radisson Inn at
Lake Natoma, Hilton Garden Inn in Napa

Parkcrest Development — a local real estate development firm that has completed
hotels as well as multi-and single-family residential projects

Consus [nvestment — a Korean investment company interested in investing $91.67M in
a seven-year combined debt and equity position

The development team has secured a preliminary letter of interest from Marriott and
has selected Sage Hospitality as hotel operators.

The development team has asked for the following contribution from the City and
Agency:

Contribution of the Land $14,000,000 Value provided by

Developer
Transient Occupancy Tax $12,800,000 50% of TOT
Rebate

$23,000,000 in actual
dollars paid over 14 years

Tax Increment Rebate $4,670,000 100% of net Tl over 10
years

Total City/Agency Request $31,500,000
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Attachment 2
Project Sources and Uses
Uses
Pre-Development Costs $2,700,000
Fees $3,119,870
Developer Fee $3,200,000
Franchise Fee $81,800
Finance Costs $6,858,530
Hard Construction Costs $82,882,000
Furniture Fixtures and
Equipment $6,898,000
Pre-Opening Costs $1,052,000
Contingency $14,357,500
Operating Reserve $1,750,000
Land $14,000,000
$137,000,000
Sources
Consus Financing $91,670,000
Land {(Agency Contribution) $14,000,000
TOT Rebate (City Contribution) $12,800,000"
Dougherty Funding LLC
{Parking) $10,530,000
Parkcrest ‘ $2,000,000
$131,000,000°

Additional Funding

Tax Increment Rebate $4,670,000

{10 year rebate of tax increment
net of all pass throughs)

1 This figure is the net present value of the TOT over approximately a 14 year period with 8 percent
interest. The actual dollars (not discounted to today's dollar) is approximately $23,000,000.

% _ The Developer has indicated that he will seek to fill the gap between sources and uses with additional
funds from Consus or other Korean investment groups.
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