RTINS REPORT TO THE
S et REDEVELOPMENT AGENCY
‘ﬁ And City Council

Sacramento of the City of Sacramento
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Public Hearing
JUNE 13, 2006

Honorable Chair and Members of the Board and
Honorable Mayor and Members of the City Council:

Subject: 700 Block of K Street Disposition and Development Agreement
with Zeiden Properties, LLC

Location/Council District: South side of K Street between 7™ and 8" streets and the
alley, 731 K Street, Kiosk in St. Rose of Lima Park, Central Business District (District 1)

Recommendation:

1) Adopt a City Council Resolution that approves the disposition of property
acquired with tax increment funding.

2) Adopt a Redevelopment Agency Resolution that authorizes the City Manager,
acting as the designated authority for the Agency to: 1) execute a Disposition and
Development Agreement and related agreements with Zeiden Properties, LLC (Zeiden)
to provide property and funding for the rehabilitation of the properties located on the
south side of K Street, 731 K Street and the kiosk in St. Rose of Lima Park into a
destination retail district; 2) execute a long term lease with Zeiden for the renovation of
the kiosk in St. Rose of Lima Park; 3) allocate $4 million from Tax Exempt Bond Funds
to the 700 Block Revitalization Project.

Contact: Michelle Nelson, Senior Project Manager, 808-7064
Leslie Fritzsche, Downtown Development Manager, 808-5450

Presenters: Leslie Fritzsche, Downtown Development Manager
Member of Zeiden Development Team

Department: Economic Development
Division: Downtown Development
Organization No: 4451

Summary:

On April 18, 2006, the Redevelopment Agency (Agency) approved the execution of an
Exclusive Negotiation Agreement (ENA) with Zeiden for the south side of the 700 block
of K Street between 7" and 8" streets and the alley. This report recommends approval
of negotiated agreements to provide property and $4 million in Agency funding to
Zeiden for development of a destination retail district (see Attachment 1 on page 7).
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This report recommends disposition of property acquired with tax increment funds to
Zeiden as developer. As such, the hearing of this report by the Agency shall serve as
the public hearing to meet Health and Safety Code Section 33433 requirements for
disposition of property.

Committee/Commission Action: None
Background Information:

The Agency has been active in trying to revitalize the 700 and 800 blocks of K Street for
many years. These blocks are recognized as two of the most blighted in the district and
were identified during the J-K-L visioning process as critical to the successful
redevelopment of the downtown’s core. A detailed description of the project’s
background is included as Attachment 2 on page 8 with photographs of the blocks
included as Attachments 3 — 5 on pages 9-11. The blocks were also designated by the
Downtown Sacramento Partnership as one of its highest priorities for 20086.

Zeiden Properties, LLC

Zeiden Properties is a family-owned, privately-held California limited liability corporation
formed in 1997. The members of Zeiden Properties own Z Gallerie, an upscale home
furnishing chain with more than 83 stores nationally. Z Gallerie has pioneered many of
the successful retail districts in California including Third Street Promenade, Paseo
Colorado, San Diego’s Gas Lamp District, Pine Avenue in Long Beach, and Walnut
Creek. Zeiden Properties has jointly developed projects with redevelopment agencies
in Long Beach and San Diego and has extensive experience redeveloping historic
buildings in retail districts.

Zeiden Properties has a strong banking relationship with City National Bank and
anticipates working with them to finance this project. They will, however, explore
options with local lenders. The Zeidens are prepared to invest approximately $7 million
of funds as an equity investment and secure a bank loan of approximately $10 million to
invest into the project. Their intent is to retain ownership of the property for the long
term.

700 Block Redevelopment Project

The 700 block of K Street is uniquely positioned for retail because of its location across
from Westfield’s Downtown Plaza. Zeiden proposes to take advantage of the location,
creating a vibrant, mixed-use specialty retail district that maintains a unique pedestrian
feel by restoring existing buildings and facades (elevations included in Attachment 6
and 7 on pages 12 and 18). The project will feature:

o Approximately 52,000 square feet of ground-floor specialty retail on the south
side of K Street between 7" and 8" streets and the alley, at 731 K Street, and the
kiosk at 7" and K streets located in St. Rose of Lima Park.

o Approximately 35,000 square feet of upscale office space on the upper floors of
the buildings on the block.

o Aflagship Z Gallerie Store as primary tenant occupying approximately 10,000
square feet.
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e A mix of national, regional and local specialty retailers that is unique to the
Sacramento region, such as Sur La Table, Draper's & Damon’s, American
Apparel and Lucky Brand Dungarees.

e Reconstruction of the kiosk at St. Rose of Lima as a key element of the retalil
district with the design complementing the park.

e Improvements to historic storefronts and facades that are consistent with the
Secretary of the Interior Standards for Rehabilitation.

The proposed project will transform all of the corners of the 700 block, with renovations
planned for all of the buildings on 7" and K, and 8" and K. The 731 K building, for
example, is currently used as an office building on all three levels but through this plan
would be opened up to new retail uses on the ground floor, beckoning the customer to
explore the new K Street retailers around the corner. The scale of the project is critical
to creating a new synergy for the K Street district.

Public Benefits

The benefits of this project are numerous. While activity in the downtown has
increased, high land costs and development barriers have left K Street relatively
inactive. The perception of Sacramento is directly tied to the success of its K Street
core. The completion of this project will serve to improve the larger community’s view of
downtown and will assist in eliminating one of the major obstacles to redevelopment.

A highly visible, destination retail district will be a dramatic addition to K Street and to
the entire downtown. It will add a vibrancy and activity during the day, evening and
weekend hours that has not existed for decades. The new district will support tourism
and increase the pedestrian activity and safety of the surrounding streets. The high-
quality design and tenant mix will attract visitors from outside the city and serve as a
catalyst for other quality tenants in the J-K-L Street corridor.

Other public benefits of the project include:

Generates approximately $208,000 per year in new sales taxes annually

Generates approximately $170,000 in new tax increment annually.

e Restores historic storefronts and facades in one of Downtown’s intact historic
blocks.

e The ground-floor uses, hours of operation and tenants will be subject to approval

by the Agency and will be governed by a 10-year operating covenant.

Proposed Development Schedule
Zeiden has proposed the following preliminary schedule upon approval of the DDA:

Activity Timeframe for Completion
Site Survey and Building Assessment July 2006

Development of Architecture/Engineering Plans August 2006

City Permit review/approval November 2006

Demolition and Debris Removal January 2007

Base Building Work/New Building Shells May 2007

Tenant Improvements by Tenants October 2007
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This schedule is predicated on obtaining access and ownership to all of the buildings
and may be affected by the timeframes required to acquire the properties and relocate
the existing tenants. The development team is anticipating completing the project in the
fall of 2007.

Status of Acquisition and Relocation

On January 17, 2006, the Agency authorized staff to begin negotiations to purchase
eight (8) parcels within the 700 and 800 blocks of K Street to further the implementation
of the two projects, one on each block (See Attachment 8 for a map of acquisition
parcels on page 14). To date, six (6) of the properties have been purchased or are
under contract with the Agency and eminent domain has been filed on the 800 K Street
property. Negotiations are continuing on the remaining property to be purchased, 704 K
Street.

On April 18, 2006, the Agency approved the execution of five separate, but interrelated
agreements to complete the assembly and transfer of the properties within the two
blocks. One of those agreements is an Option to Purchase Zeiden’s property on the
800 block of K Street, 812 K Street. Staff will bring forward a separate report in July to
recommend exercise of the option to purchase.

As required by California Redevelopment Law, all tenants of the properties targeted for
acquisition have been contacted and been given information about the relocation
benefits that are available to them. Staff will bring forward a Relocation Plan for the
Agency’s review and approval in July.

Public Hearing

This project is subject to Health and Safety Code Section 33433: “Sale or Lease of
Property Acquired with Tax Increment funds; Approval by Legislative Body after Public
Hearings.” The Agency is required to make available a report that references the
proposed DDA and cites the cost of land to the Agency, including relocation and
improvements, estimated value, purchase price to the Developer, explanation of why
the sales prices is less than fair market value, and an explanation of why the sale will
eliminate blight. The report has been prepared and is on file with the Agency and City
Clerks.

Financial Considerations:

It is proposed that a total of $4 million in assistance from tax exempt bond funds be
used to address the gap between total project costs and the financial viability of this
project. Zeiden'’s total cost to rehabilitate the 700 block properties, excluding the land,
is estimated to be $21,600,000 and includes the structural, mechanical and electrical
upgrade to the existing buildings, in addition to the tenant interior and exterior
improvements. Zeiden will invest approximately $17,600,000 in cash and debt financing
in the project. A sources and uses chart is included as Attachment 9 on page 15 of this
report.
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Staff is recommending Agency funding to enhance the project’s financial feasibility and
to offset the risks association with development of a project located in a significantly
challenged development environment. The challenges include:

¢ Higher tenant-improvement allowances and lower-than-average rents to draw
“destination retailers” to an unproven area.

¢ Significantly lower-than-average developer return on equity (ranging from 4.6%
to 8%) for the first 10 years.

o Existing storefront configurations that have been modified and divided and do not
lend themselves readily to current retail standards.

o Historic buildings that will require retrofitting and design treatments in keeping
with their historic character, adding costs to the renovation work.

e Unproven market for retailers new to the area.

The proposed Agency financial assistance includes the following:

e Conveyance of land currently owned by the Agency and properties to be
acquired by the Agency (including those currently owned by the Mohanna/Saca
Team and included in the approved Land Assembly Agreement) on the 700 block
for One Dollar (valued by appraisal at approximately $11.7 million).

¢ A $4 million forgivable loan for construction/tenant improvement. The loan is

. forgiven in equal increments over a 10-year period coinciding with the 10-year
Operating Covenant.

e Along term Lease Agreement including provisions for reconstruction of the kiosk

at St. Rose of Lima Park for a specialty retail tenant.

The loan terms and other developer responsibilities are documented in the Disposition
and Development Agreement with Zeiden that is on file with the Agency and City Clerks.

Environmental Considerations:

The Developer has agreed that the improvements to qualified buildings will be done in
compliance with the Secretary of the Interior Standards for Rehabilitation. As such, the
project is exempt under the CEQA Guidelines Section 15331. All other non-historic
buildings will be rehabilitated according to established codes and ordinances and are
exempt under CEQA Guidelines Section 15301. Retail uses on the ground floor and
office uses on the upper floors will remain unchanged with the proposed project. Any
businesses not maintained in the project will be afforded relocation benefits under the
State law.

Policy Considerations:

2005 Downtown Sacramento Redevelopment Strategy
The rehabilitation of the 700 block is consistent with the goals mentioned in the 2005
Downtown Sacramento Redevelopment Strategy including:

1) The strengthening of retail and other commercial functions in the downtown area
by the installation of needed site improvements either inside or outside the
Merged Project Area to stimulate new commercial expansion, employment and
economic growth;
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2) The preservation and/or restoration of historically or architecturally significant
structures;

3) The establishment and implementation of performance criteria to assure high-
quality site design standards and environmental quality and other design
elements, which provide unity and integrity to the entire Merged Downtown
Project Area.

City of Sacramento Strategic Plan and Guiding Principles
Additionally, the rehabilitation of the 700 block is consistent with the following goals
identified in the 2005-2008 City of Sacramento Strategic Plan:

1) Improve and expand public safety;
2) Achieve sustainability and livability; and
3) Expand economic development throughout the City

M/WBE Considerations:

Minority and Women'’s Business Enterprise requirements will be applied to all activities
to the extent required by federal funding.
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Respectfully subm?e Y u(g/—ﬂ/tm< )

/ ~ Leslie Fritzsche
R o&melﬁ‘aﬁon Approved:
@:/ RAY KERRIDGE
™ ¢ y Manager

- D tho/wn Development Manager
on behalf of the Redevelopment Agency
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Attachment 1

700 Block of K Street
Zeiden Development Project
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Attachment 2
Background - 700 block of K Street

The 700 block of K Street is identified in the Second Amendment to the Merged
Downtown Sacramento Redevelopment Plan as having continuing blighting conditions
characterized by vacant and deteriorating buildings, uneconomic land uses, and small
and irregularly sized lots not suitable for modern use. The properties on the 700 block
facing K Street are possibly some of the most deteriorated properties on the K Street
Mall, with ongoing vacancies, lack of general maintenance and structural failures
resulting from neglect.

In October 2004, the JKL Corridor Charrette brought together more than 250 community
members to discuss the future of Downtown Sacramento, specifically, the area between
J and L streets and 7" and 12" streets. The 700 block of K Street was identified as
one of the top priorities for investment and revitalization. Community members
participated in crafting an overall vision for the area with specific development
objectives for key catalyst sites, including the 700 block of K Street. The development
objective was to focus on significant, regionally unique destination retail that takes
advantage of the location adjacent to Downtown Plaza and maintains the historic scale
and nature of the K Street storefronts.

In January 2005, the Redevelopment Agency (Agency) approved the issuance of a
Request for Proposal (RFP) to property owners of the properties on the 700 block of K
Street, as well as portions of the 800 block of K Street. Zeiden Properties LLC (Zeiden)
submitted proposals for both the 700 and 800 blocks of K Street.

On August 16, 2005, the Agency adopted a resolution concluding the RFP process and
selecting Zeiden for the redevelopment of the 700 Block and Saca Development, LLC,
M.H. Mohanna and Urban Innovation Partners, LLC (Saca) on a portion of the 800
block.

On October 16, 2005, the Agency approved the execution of an Exclusive Right to
Negotiate Agreement (ERN) with Zeiden and Saca to further refine the development
concepts for the 700 and 800 blocks of K Street. The purpose of the ERN was to serve
as an interim agreement between the parties to lead to a refined “land swap” concept by
which land currently owned by M.H. Mohanna on the 700 block would be exchanged for
similar square footage on the 800 block to allow for the two development projects to
proceed.

On January 17, 2006, the Agency authorized staff to begin negotiations to purchase
eight parcels within the 700 and 800 blocks of K Street to further the implementation of
both projects. On January 31, 2006, the Agency approved a budget of $20 million for
acquisition, relocation and other costs related to the acquisitions.

On April 18, 2006, the Agency approved the execution of five separate, but interrelated
agreements to complete the assembly and transfer of the properties within the two
blocks as well as establishing the parameter for individual project negotiations. One of
the agreements was the Exclusive Negotiation Agreement (ENA) with Zeiden containing
specific milestones to perform to further refine the development concept.
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Attachment 8

700 and 800 Blocks of K Street
Potential Agency Purchases
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Attachment 9
700 BLOCK OF K STREET SOURCES AND USES

Address South side of K Street between 7 and 8™, 731 K, and Kiosk

Proposed Unit Mix and Rents 10 Retail Spaces

Ranging in size from 1500 to 10,000 sq. ft.
Avg. Rents - $1.75 sq. ft.

35,000 square feet of office space

Rents Ranging from $1.70 - $2.00

Square Footage 52,000 square feet of retail

35,000 square feet of office

Sources and Uses

Sources Total
Agency - Acquisition Funds $ 11,700,000*
Agency - Forgivable Loan $ 4,000,000
Zeiden’s Acquisition Equity $ 1,326,058
Equity $ 5,734,942
Bank Loan $ 10,550,000
TOTAL $ 33,311,000
Uses
Acquisition $ 13,026,058
Hard Construction Costs $ 14,170,116
Architectural and Engineering Costs $ 1,448,000
Financing Costs/Carry $ 1,555,373
Legal $ 344,100
Other Soft Costs, Broker Fees, Soft Cost Cont $ 1.738,455
Developer Fee $ 1,028,898
TOTAL $ 33,311,000

Management/Operations
Proposed Developer

Zeiden Properties

Property Management Company TBD
Operations Budget* $ 535,000

* Estimated costs to acquire all of the 700/800 Block properties required for the two projects.
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RESOLUTION NO.
Adopted by the Sacramento City Council

APPROVAL OF THE AGENCY’S SALE OR LEASE OF ALL PROPERTY

LOCATED ON THE SOUTH SIDE OF K STREET BETWEEN 7™ & 8™ STREETS,

731 K, AND THE KIOSK AT ST. ROSE OF LIMA PARK TO ZEIDEN PROPERTIES,

LLC FOR DEVELOPMENT OF A DESTINATION RETAIL DISTRICT

BACKGROUND

A.

The City of Sacramento approved by Ordinance the Merged Downtown
Redevelopment Plan (“Redevelopment Plan”) for the Merged Downtown Project
Area (“Project Area”).

The Redevelopment Agency of the City of Sacramento (“Agency”) owns certain
real property or is in the process of acoLuiring property generally described as the
south side of K Street between 7" & 8" streets, 731 K and the kiosk at St. Rose
of Lima Park (“Property”) in the Project Area, which was or is being acquired with
tax increment funds targeted for commercial revitalization.

Agency and Zeiden Properties, LLC (“Developer”) desire to enter into Disposition
and Development Agreement (“DDA”) to convey the Property to Developer for
rehabilitation and re-tenanting of existing buildings on the property for a
destination retail district, as more specifically described in the DDA (“Project”). A
copy of the DDA is on file with the Agency Clerk.

In accordance with the California Environmental Quality Act (CEQA) and its
implementing regulations, the Project is exempt under CEQA Guidelines for the
reasons set out in the Agency staff report that accompanies this resolution, and
the Agency Executive Director has been directed to prepare a Notice of
Exemption for the sale of the Property for the Project in accordance with CEQA
Guidelines Section 15062.

A report under Health and Safety Code Section 33433 (“Section 33433 Report”)
has been prepared, filed with the Agency Clerk, and made available for public
review pursuant to Section. A proper notice of this action has been given and a
public hearing has been held in accordance with Health and Safety Code
Sections 33431 and 33433.

BASED ON THE FACTS SET FORTH IN THE BACKGROUND, THE CITY COUNCIL
RESOLVES AS FOLLOWS:
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Section 1.

Section 2.

Section 3.

Attest:

The Agency'’s sale of the Property for construction of the Project is
consistent with the goals and objectives of the Redevelopment Plan to
strengthen retail and commercial functions, to stimulate new commercial
expansion and economic growth and to preserve and/or restore
historically or architecturally significant structures, and is consistent with
the Implementation Plan adopted for the Redevelopment Plan. The sale of
the Property will assist in the elimination of blight as stated in the Section
33433 Report.

The consideration for the Agency’s conveyance of the Property to
Developer is not less than the fair reuse value of the Property at the use
and with the covenants, conditions, restrictions required by the DDA and
the related Regulatory Agreement and Grant Deed.

The City Council hereby approves the Agency's sale of the Property to the
Developer for the Project pursuant to the terms of the DDA.

Mayor Heather Fargo

Shirley Concolino, City Clerk
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RESOLUTION NO.

Adopted by the Redevelopment Agency of the City of Sacramento

700 BLOCK OF K STREET DISPOSITION AND DEVELOPMENT AGREEMENT
WITH ZEIDEN PROPERTIES, LLC

BACKGROUND

A. The 700 block of K Street is identified in the Second Amendment to the Merged
Downtown Sacramento Redevelopment Plan as having continuing blighting
conditions characterized by vacant and deteriorating buildings, uneconomic land
uses, and small and irregularly sized lots not suitable for modern use.

B. InJanuary 2005, the Redevelopment Agency (Agency) approved the issuance
of a Request for Proposal (RFP) to property owners of the properties on the 700
block of K Street, as well as portions of the 800 block of K Street. Zeiden
Properties, LLC (Zeiden) submitted proposals for both the 700 and 800 blocks of
K Street.

C. On August 16, 2005, the Agency adopted a resolution concluding the RFP
process and selected Zeiden for the redevelopment of the 700 Block and Saca
Development, LLC, M.H. Mohanna and Urban Innovation Partners, LLC (Saca)
for a portion of the 800 block.

D. On April 18, 2006, the Agency approved the execution of five separate, but
interrelated agreements to complete the assembly and transfer of the properties
within the two blocks as well as establishing the parameter for individual project
negotiations. One of the agreements was the Exclusive Negotiation Agreement
(ENA) with Zeiden containing specific milestones to perform to further refine the
development concept.

BASED ON THE FACTS SET FORTH IN THE BACKGROUND, THE
REDEVELOPMENT AGENCY OF THE CITY OF SACRAMENTO RESOLVES AS
FOLLOWS:

Section 1. After due consideration of the facts presented, the findings, including but
not limited to the environmental findings regarding this action, as stated in the staff
report that accompanies this Resolution, are approved.

Section 2.  The City Manager, acting as the designated authority for the
Redevelopment Agency, is authorized to execute a Disposition and Development
Agreement, in substantially the same form as that which is on file with the City and
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Agency Clerks, and to take such actions, execute such instruments, and amend the

" budget as may be necessary to effectuate and implement this Resolution and the DDA
to provide property and funding for the rehabilitation of the properties located on the
south side of K Street, 731 K Street and the Kiosk in St. Rose of Lima Park into a
destination retail district;

Section 3.  The City Manager, acting as the designated authority for the
Redevelopment Agency, is authorized to execute a 20-year lease with Zeiden for the
renovation of the kiosk in St. Rose of Lima Park;

Section 4.  The City Manager is authorized and directed to transfer $4 million from the
Merged Downtown tax-exempt bond funds to the 700 Block Rehabilitation Project

Chair

Secretary

19



