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PREFACE

 The Urban Mass Transportation Administration (UMTA) is a
division of the U:S: Department of Transportation responsible for

assisting urban centers modernize and_expand their public transit

systems. Due to the iimitations on Federal financial resources;

UMTA has encouraged local transit agencies to design innovative

programs which foster private sector financial participation in

transit system developments. One such initiative is the
promotion of commercial real estate development projects in and

adjacent to transit faciiities, as a means of generating

additional revenues to defray part of local transit agency

operating cost. Transit-related real estate development; or

joint development, provides unique_ financial benefits for

investors and equity owners; whether from the public or private
sectors.

Two critical premises underlying the equity ownership
opportunities of joint development projects guided the
preparation of this manual.

First, joint development projects yield financial and

social benefits to both the public and private sectors. For the
public sectur, joint development projects generate an income

stream to supplement the financial resources necessary to
maintain and operate mass transit systems; they also help to
revitalize the physical environment around a transit station,

stimulating neighborhood and urban redevelopment. For the
private sector, joint develvpment projects offer thé opportunity
to integrate commercial real estate development projects into the
public transit infrastructure system therefore reducing risks and
uncertainty while increasing financial returns over the long
term.

Second, disadvantaged business enterprises (DBEs), defined
as minority and women owned firms and minority/women
entrepreneurs, have not participated as fully as possible in the

egquity ownership opportunities offered by joint development
projects. iIn part, this fact stems frem DBEs' lack of awareness
regarding the equity opportunities available; and their lack of
knowledge of the transit=related real estace development process.

Additionally, public and private sector decision-makers often
assume minorities and/or women are unable to participate as
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equity owners because they are not knowledgeable about the

financial and technical ‘aspects (i.e. financiatl packaging,
syndications, legal, development management; leasing; etc.) of
multi-million dollar transit-related real estate development
projects. This elitist attitude creates an adverse environment
in which local minority communities feel disenfranchised from the
urban revitalization which their tax dollars support: Even more

important, they are excluded from the opportunity to be

entrepreneurs within the American free enterprise system.

This situation i§ unnecessary. Local transit agencies can

cease tu support Unwrittén policies which relegate DBEs' jouint

development equity ownership participation to weak and uncertain

local market areas, or which offer DBEs only. token equity

participation in the financial opportunities of joint development
projects. Local transit agencies have the capacity and the
responsibility to pursue policies with DBE's; private sector
developers, and lending institutions which establish and accept
DBEs as equal equity partners in rebuilding the Nation's cities.
To achieve this partnership; between DBEs and local transit
agencies, DBEs must_ alSo accept responsibility for learning about
transit-related real estate development opportunities: DBEs must
learn about joint deéveélopment if they want to participate in the
process. They must also know about the financial analysis of

transit-related real estate development opportunities:

Most important, DBES must develop Eﬁéjj own pools of equity

capital by exploring creative ways and techniques for attracting

investment capital from the minority/ women's business community
and the minority community in general. They must derive

Strategies for educating and encouraging minority communities to
invest a portion of their income in long term wealth creating
real estate investments. As a beginning, well established DBE
developers and investors should concern methods for pooling their
financial and technical resources in pursuing joint development
opportunities. The success of such endeavors will provide the

credibility to attract minority and non-minority capital.

_ Public and private sector cooperation is also critical in
maximizing DBE equity ownership.  The public sector must
establish policies which actively encourage and solicit the

participation of DBEs in all forms of equity ownership, be it as
ownérs/developers or limited investors: These public policies
must be implemented and monitored through strategies which insure
that DBES can access the long-term financial benefits of transit-

relatedreal estatedevelopment projects.

The private sector must also overcome the stereotyped

perception that DBE equity partners are a burden or liability.
Rather, DBE involvement in joint development projects can offer
majority developers added managerial experience and solid
financial resources; experienced DBE developers are available

and minority investors have money which is as good as

13



anyone's. Aﬁdi7@iﬁ§ii§yf§é§§§§ibatidn,in joint developments can

leverage political support from the minority community for well

conceived transit prujects.

] The primary purpose of this manual, then, is to promote
iicreased equity ownership participation by DBEs in transit-

rélated real estate development: Its method is to introduce DBEs
to the benefits and risks of commercial real estate development

and the specific requirements of joint development projects.

. pesigned as a self-teaching guide, the manual describes the
unique characteristics of joint development projects. The process

underlying joint development is explained in detail with special

attention paid to participant roles and policies. The manual
also provides the reader with a basic introduction to personal

financial planning, so each interested DBE can evaluate_ his/her
financial readiness to pursue equity ownership opportunities in
joint development projects. The manual provides the reader with
an analytical framework in which to apply the technical tools
commonly used in analyzing a transit-related real estate
investment opportunity. Case studies will also be presented to
highlight some of the key issues associated with the unique

aspects of joint develupment projects. P
ThHé manual should be useful to:

1. DBES interested in transit-related real estate investment
opportunities.

2. DBE develoupers and investors in
business opportunities associated
projects. ‘

r
it

terested in ownership and
with public mass transit

3. Local transit agency divisions whose responsibility it is to
assist in the identification and Promotion of minority business
opportunities. )

4. Dpevelopers and lending institutions interested in joint
development ventures with DBEs in transit-related real estate

opportunities.

P
-



LAND DEVELOPMENT AND OWNERSHIP OPPORTUNITIES IN

_ The purpose of this chapter is to introduce DBEs tc the

concept of transit-~related real estate development (i.e. joint

developmant). Emphasis is placed on understanding joint

development as a real estate product and a public policy process.

The financial benefits of equity ownership in joint development

pProjects are stressed. The chapter concludes with a discussion

of the traditional barriers 1limiting effective DBE equity

participation in joint development opportunities.
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I. WHAT IS JOINT DEVELOPMENT?

J§i§§;a§§§;§éﬁ§§t,iéfeis to the planning and implementation

of an income producing real estate development which is adjacent
to or physically reiated to an existing or proposed public
transportation facility (e.g: Metrorail transit station, Kiss &

Ride Facility, bus transfer facility, etc.). Joint development

can take a variety of forms. ‘A joint development project may

involve a multi-level commercial complex consisting of retail,
entertainment, b

transit facility: 1In other cases; a joint development project
may involve a commercial complex built over the air rights of a

housing and office space integrated with a rapid

transit facility.

, ‘Several important elements of the above definition should
be noted by DBES new to transit-related real estate development.

First, joint development is a unique form of real estate

development, in that public transportation investments are
integrated with private land development investments. In most
joint development ventures both the private and public sector
participants share in the costs and_ financial benefits. Private
sector participants are concerned with issues of financial
feasibility and return or private investments. Public sector

participants, in addition to financial returns, are also

concerned with matters such as increased ridership, expanded job

opportunities, broadened tax bases and physically attractive and

highly utilized station areas.

Second, joint development projects require a high degree of

cooperation amongst public sector agencies and between these
agencies and private sector participants. Unlike conventional
real estate development where there is usually an "arms length"
relationship between the public and private sector, joint

development requires the active participation of both. In joint

developmernt ventures the public sector is an active participant,

assuming some of the costs, risks and benefits inherent in a
specific project development:. The degree of public and private

sector cooperation varies from project to project depending on

the functional, financial and legal arrangements entered into by

the various participants: Regardless of the level of cooperation

involved, joint development projects come into being only after
the separate concerns and objectives of each participant are

acknowledged and negotiated around some common ground.
. Third, and perhaps most important to DBEs new to real
estate investments; the public character of joint development

projects does not obviate private real estate standards of

financial feasibility. Although the public sector may share in

some of the costs and provide financial and non-financial
incentives, the feasibility of any joint development venture is
mostly determined by market forces. DBEs and minority

entrepreneurs interested in joint development ventures must

evaluate those market forces carefully for they not only



determine the use of a specific project site, but also its
overall success. '

IX. EXAMPLES OF DBE EQUITY PARTICIPATION IN JOINT

DEVELOPMENT
) _ Although _examples of DBE equity ownership in joint
development projects are few, some examples do exist in various
stages of completion. These DBE joint development efforts vary
by type of public sector arrangement and private sector equity
agreement, Nevertheless, these projects are designed tu combine

public/private resources to increase transit ridership, augment
revenues to the public sector and provide a rea

public s 2asonable return on
investment to the private sector Participants. Among these
examples of DBE equity ownership in joint development projects
are:

® EXAMPLE A

_In this particular jeint development
ptéjgpti_phgflqcalfttéhéit,égéhggigyggqfand
controlled the development site directly above

a downtown underground metrorail transit
station. In preparing the request for

proposal (RFP) for this development site, the

transit agency included 1in the bidg

specifications the policies of the Board of
Directors regarding DBE participation in joint

development projects. One element of the DBE
Plan required a goal of fifteen (15%) percent

béfﬁjgiyationfby,,mihotitiéé[ﬁomen in the

equity ownership of development projects.

e of the city's most successful non-

o

minority developers, in an attempt to comply

with these DBE goals, approached five minority
attorneys to seek their participation as
general partners in responding tov this
upcoming solicitation. An agreement was
reached in which the attorneys initially

received twenty~five (25%) percent of the

equity on the project for their professional
services and risk capital contributions. As

for the develuper, he received 25% equity,
development fees and management fees., The

remaining 50% equity was syndicated for

capital contribution from limited partners.

The proposal was developed and submitted by

the developer. The general partnership was
successful in obtaining the "development

rights” to the site. The transit agency was

guaranteed four (4) percent of the Project's

effective gross income.
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Twenty~two (22) months later, the vacant
joint development site was transformed into
110,000 s.f. of commercial office space,
46,000 s.f: of retail space and 80,000 s.f. of
parkings Unable to meet the additional calls
for cash during the leasing up period, the
attorneys ended up with twelve (12%) percent
of the equity and the developer (meeting his
cash call contributions along with those of

the attorneys' portions) ended up with 38% of
the equity.

® EXAMPLE B

The local redevelopment authority of the

city owned the joint development Site above an

underground metrorail transit station near
downtown: The property was_ purchased with
public monies (i.e: Federal urban renewal
funds), which allowed the city to require the
local redevelopment authority to include a
thirty (30%) percent participation by
DBE investors in equity ownership of the
proposed joint development project.

A minority developer experienced in
commercial/retail buildings under two million
dollars joined his talents with three minority
investors:. Together; they solicited the

i

participation of ~one of the city's major
non-minority developers to pursue the
"development rights" to this particular

development sites In their agreement, the

minority partners provided all the risk

capital and equity capital contributions for

75% equity in the project: The non-minority
developer provided all construction phase

guarantees and operational deficit guarantees
for a development fee; management fee and 25%

equity in the project:

.~ This development entity* was successful
in obtaining the "development rights" to the
site: The local redevelopment authority was

guaranteed three (3) percent of the effective
gross income. Twenty~four (24) months later,

¥ Refer to Chapter I, Section IV for a complete definition of
"development entity"”.

o |
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the site posssssed a 350 room hotel and 55,288
s.f. of retail space and 94;000 s.f. of
parking. The general partnership equity

arrangements remained unchanged. The local
redevelopment authority received all land tax

increments above the city appraiser's

valuation of the project site.

® EXAMPLE C
This joint development project emerged

from local fransit agency development policies

which actively promoted the use of transite-

related real estate develupment to stimulata
economic growth in weak and uncertain local

markets. To this end; the local transit
agency identified community based non=profit

community development corporations (CDC) to
act as the transit agency's private sector
partner in the development of selected joint
development projects in weak local markets.

. One 1local €CDC was given a grant of
$150,0P8 to prepare a development proposal for
the site. The €DC joint ventured with an
experienced minority developer. 1In their

joint venture agreement, the CDC would
contribute $6,000,000 of equity capital from
local, state, and Federal grant and loan
programs and receive 80% equity ownership of

the project. The minority developer was to
provide all construction and operational
deficit guarantees in the first two years of
operation in exchange for a development fee,
management fee and 20% equity ownership of the
project.

_The development pilan for the site called

for 119,000 s:f: of commercial office space,

60,000 s.f. of retail space and 258,090 s.f.

of parking (kiss and ride). The local transit
agency_approved the development plan. Twenty-
four (24) months later the project was built.
The transit agency receives five (5%) percent
of the net cash flow from the commercial

facilities and seventy~five (75%) percent of
the net cash filow from the commuter parking
facility.
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III. FRAMEWORK FOR JOINT DEVELOPMENT

'~ From the above examples of DBE equity ownership in joint
development, it is apparent that there are a variety of ways for

DBEs to access equity opportunities. It should also be noted

that these equity opportunities were not created in a vacuum.

Rather, these opportunities were the direct result of public

policies and specific implementation plans which promoted DBE
equity participation and private sector real estate investment

decisions which were responsive to local market conditions. 1In

order to place these public and private sector dimensions of

joint development into a workable framework for analysis; DBEs

are encouraged to examine joint development from two distinct but

complementary perspectives: joint development as a "process" and,

joint development as a "product':

'As a "process"; joint development requires a high degree of
coordinaticn and coope.

sector. UMTA's Office oS Grants' Management defines joint
development as:

eration between the public and private

A process through which public transpoita-~

tion investments are coordinated with
private land development investments so

that they will generate a maximum stimulus

to economic development and urban

revitalization. Joint development occurs
when the public and private sectors work

cooperatively in the planning, financing

and construction of development projects

adjacent to and integrated with transport-

ation facilities:

Joint development involves fundamental issues of property

tights, jurisdictional boundaries and the interplay of market
forces on investment decisions and incentives needed to attract
the private sector's participation: In the language of joint
development, planning and development policies encompass all
those pre~development activities and decisions of a local transit

agency or other public agencies necessary in "packaging” a joint

development opportunity for private sector participation. These

pre~development activities provide the deal-making environment in
which the public/private sector participants will enter into

formal financial and legal agreements. Chapter II is dedicated

to a detailed discussion of joint development as a "process".

: The second perspactive examines joint development as an
investment leading to a real estate "product":. According to this
perspective, joint development is essentially an income producing
real eéstate investment which is physically and functionally

integrated with a public transportation facility. Such
integration is designed to maximize the economic returns of the

project to both public and private sector participants.

9
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. Transit~related real estate development projects are

undertaken when private sector participants are convinced that a
‘reasonable rate of return on their investment is feasible. A

transportation facility can change the specific market condition

for a particul : joint development_venture by improving the

potential uses and economic returns of the venture. However, the
transportation component, in and of itself, can in no way
substitute for the intrinsic marketability of a propused project.

This point is particularly important when one considers that most
transit systems have been traditionally designed to transport
people rather than maximize the economic devvlopment
opportunities at each station or stop: The underlying investment
considerations of joint development as a product are discussed in

detail in Chapter III.

_The importance of viewing joint development as both a

Process and a product is beneficial in formulating DBE
strategies: 1In attempting to work with the local transit agency,
DBEs must be aware that they are dealing with decision~makers
whose policies must be responsive to local political and fiscal

priorities: Consequently, DBE strategies designed to improve and
secure ‘access to DBE equity ownership opportunities must

recognize and address these political realities:

Similarly, when addressing the product dimension of joint

development, DBEs must be sensitive to those factors which lead
to making prudent real estate investment decisions. DBE
strategies for pursuing equity cwnership opportunities must
address the financial impact of decisions both on DBES and their
partners.

1V. BENEFITS OF DBE EQUITY PARTICIPATION IN JOINT DEVELOPMENT

PROJECTS

Equity participation in transit-related real estate
development prcojects is véry much iike owning part of a business.
In the early years of the business venture, various tax
deductions, tax credits and operating lusses are crsated in
excess of income by the business. Owners/investors can apply

their share of these losses against their own income, thus

lowering their tax bill. As the real estate venture develops,

and as it becomes successful, the owners/investors are entitled
to a share of the profits. In most cases, this income is

partially or filly sheltered. Since tax benefits of real estate

Projects are greatest in the initiai years of ownership, this

tax-~favored benefit is reduced over time. Then, generally the
real estate projec: is refinanced or sold and the net proceeds
distributed to the ownhérs/investors;

__Before expanding on the benefits of equity ownership in
Joint development projects, let us examine the definition of
"owners/investors" in a real estate development venture. The
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owrlers/1nvestors Or a rear estdate pPLU JELL daic uUricwoly

responsible for the management and day~to-day decision~making on
the project and are commecnly referred to as the "development

entity®". In most commercial income producing real estate
development ventures, this development entity consists of a
developer* or a developer and a group of initial joint venture
investors.

, Since this manual is primarily directzd to DBEs interested
in participation as active equity owners in the management of
transit-related real estate development projects, a DBE

Development Entity is defined as follows:

A DBE Development Entity** is the initial
group of minority and/or women

entrepreneurs and/or small business firms

owned and controlled by minorities or

women who combine their managerial and
financial resources into a legal entity to
pursue the "development rights" and
ownership of a joint development
he stated intention of
e

opportunity witl the statec
earning a profit and retaining an equity

interest in the project.

This definition is in accord with the definition of a DBE

set forth in U.S. Department of Transportation regulations under

49 CFR Part 23. However, this definition of a DBE development

entity does not imply or suggest that DBEs restrict participation

in an equity ownership opportunity to only DBEs:. Rather, it is
imperative that DBEs formulate a strategy for organizing a

development entity which complements the resources and
capabilities of DBEs with the talents and experiences of non-~DBE

developers, consultants and investors.

*+ The developer is the lead person in the development entity who
conceptualizes the project, organizes, coordinates and supervisas

the sources of capital, labor; and material throughout each phase

of the project from beginning to end. The developer normally is
an equity participant in the development entity but not

necessarily. Irrespective of the developer's equity position in
the development entity, he/she will usually expect to earn fees
in addition to their equity return.

#* Community based non-profit community development
corporations(CDC) can and do play the role of the "DBE

development entity" in joint development projects. The major

difference between a CDC and a conventional business/entrepreneur

is that the CDC must reinvest its profits back into the

community's economy whereas a business/entrepreneur's profit has
unrestricted use.

11 o
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____ DBEs have a variety of participation options in a

development entity. First; a DBE; based on his professional

experience, may chovose to be the develuper or géneral partner
responsible for initiating; organizing, and managing the project.
Second, a DBE may choose to be a limited partner, i.e. an initial
investor in the project who hopes to receive a higher return on
his/her investment but chooses to limit his/her participation in

the management &and liability of the project. Third, a DBE -
may choose to reduce his/her financial risk in the project and

therefore reduce his/her financial return by waiting to invest in

the project until the project is underway (i.e. another form of

limited partner). Each DBE participant in the development entity
must decide wnich role best suits his or her managerial skills

and personal finanrial objectives (refer to Chapter Three).

A. Financial Benefits

,____Since transit-related real estate development involves
income producing commercial projects, there are financiail
benefits that can accrue to a DBE "develoupment entity" and its
investors. 1In general, the financial benefits accrue to the
equity owners by maximizing income from the following sources,
These sources are:

¢ Cash Flow ~ The income generated after cash

expenses and debt service have bean paid out.

© Tax Benefits ~ The sheltering of otherwise taxable
income. Tax benefits are generated through

depreciation or payment of interest on debt.

® Appreciation ~ The increa
a property, which is 1 1 bl
increases in cash flow resulting from increases in
rents or other sources of income:

gely attributable to

se in the market value of
ar

® Equity Build-Up ~ The gradual increase in equity

as the mortgage on the property is paid off.

® Development/Management Fees -~ These fees are

normaliy paid to the member or members of the
"development entity" who are responsible for

managing the project from concept, design,
financing; construction, and during the operation
of the project. The amount of these fees is

negotiable among the participants.
A fundamental quality of the financial benefits generated
by ihcdmé;pfbaﬁcipgfg;opertiéé (such as joint development

Projects) is that not all the benefits accrue at the same time
nor in the same proportion tvc members of a DBE development
entity. In part, the level of benefits accruing to members of a
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devetopment entity depends on their level of financial
contribution, financial bénefit structure, and the ownership
structure of a project.

With the exception of development/management fees, non-

project managing investors {(i.e. limited partners) also obtain

financial benefits in the form of cash flow, tax benefits,
appreciation and equity build-~up. Again, the level of these
benefits depends on the level of financiz' contribution,
financial benefit structure and ownership struct .re of a project.

B. Reduction in Financial Risk

Equity ownership in any real estate project is a business
decision to maximize investment relative to risk. It is this
aspect of "risk reduction" which identifies fransit-related real

estate development as a unique opportunity for DBEs. Joint

development offers a singular benefit in that the local transit
agency accepts the initial business risk of preparing the joint
development site for equity participation. Under ideal

circumstances, a local transit agency (1) identifies the site;
(2) acquires control of the "development rights" to the site; (3)
undertakes special studies to determine the marketability cf the
site; (4) coordinates, to the extent possible, any zoning
requirements and obtains public approval for the site; and (5)

provides finarcial and non=financial !acentives to attract
potential developers and investors to deveiop the site.

DBE development entity a "packaged real estate investment

opportunity". His or her level of initial financial risk is

reduced. The developer is not reqguired to invest "risk capital”#*

during this pre-development phase. All of these pre~development
activities take considerable amounts of money and time which

represent a cost savings to DBEs in the form of reduced

uncertainty and reduced financial risk. It is, however, the
developer's task to evaluate the results of the pre-development

activities undertaken by the local transit agency. If; based o

this evaluation, the DBE development entity is satisfied that
there is a reasonable financial opportunity, it is at this time

tand not before) that the DBE development entity must expend
their "risk capital"™ to prepare a competitive proposal to comply

with the criteria set forth in the transit agency RFP.

___ other unique risk reduction benefits are the incentives
which the transit property provides tou increase a development
# Risk Capital 1s defined as the money needed to bring a project

concept to the point where institutional lenders and other

investors are prepared to invest their financial resources to

construct the project. Prior to this point; the initial
development entity has no guarantee that the project will obtain
financing.

13



entity's chances for market success. . Several types of risk
reducing incentives can be employed by a public sector agency

depending on prevailing market conditions ~= Strong, uncertain,
weak =~ and the overail purpose of a project. In a strong

market, public sector ircentives might fot be needed: To the
extent they are provided,; such incentives might be limited to
assistance with land assembly or the provision of special zoning

designed to increase the amount of rentable Space in a project.

A joint development project undertaken in what is

considered a weak market may call for more direct public sector
financial involvement. 1In such cases, a public sector agency may
provide incentives which substantially reduce the risks and costs
associated with a project, and which may facilitate lender
financing. Among the types of public sector incentives
applicable in a weak market situation are land writedown, tax

exemptions and graduated leasing arrangeiments.

Although most local transit agencies establish procedures

for evaluating joint develovpment proposals well in advance, some
incentives deemed necessary for project feasibility can be
negotiated. It is- important that such incentives be recognized
early in the process and negotiated Prior to the issuance of a

Prospectus by a local transit agency.*
C. Management Participation/Control
_ Equity ownership in joint development ventures allows a DBE

development entity to participate in the management and decision~
making of the project during Planning; constructing and
operation. This type of participatory equity ownership in
transit-related reail estate development projects allows DBEs to
exert influence as to who gets the must lucrative and prestigious
contracts during the planning, design, financing; construction

and operation of the project. Minority ownership implies
opportunities for other minority businesses.

, Heretofore;, DBE opportunities in the majority of joint
development projects throughout the country have been restricted

to the low skill; labor intensive type of subcontracts. There

are, however, qualified minority/women professionals in every
major U.S. city most capable of being the Project attorney,
projéct,étéhitectifprimgrccntractggs, commercial leasing agent,

etc. The propensity to limit DBE participation in transit

prajécté,to,nbhepfqgéggggnql,businéss,6ppbttﬁhitiééﬁ§§qugn;y,pé
adequatzly changed through accessing the private sector decision-~

making process: The price for this access is equity ownership in
the development entity.

*This point cannot be 6§éff§h§hasi2éd.,,Attémptingﬁﬁé negotiate

non=financial and financial incentives after the joint
development Request for Proposal (RFP) is published may result in

non-=compliance with the RFP.




~ Once DBEs are active part1c1pants of the development
entity, they are in a position to part1c1nate in the management
decisions as to who gets hired. In sum, DBE equity participation
in Joint development ventures can have a multiplier effect

business opportunities needed ts implement a joint development
project.

V. EBARRIERS TO DBE EQUITY PARTICIPATION IN JOINT

DEVELOPMEET
_ Historically, equity oarticipation by DB“s 1n 3olnt

excluded from,participdtion in an enterprise which offers a pr1me
opportunity for long-~term creaticn of wealth. Many factors
account for the low level of DBE equity participation in joint
development projects. Among the most common barriers affecting
DBE participation in joint development ventures are:

1. Lack of Risk Capital

: Despite the fact the local transit agency has incurred all
the pre~development cost (i.e. land acquisition, highest and best
use studies; etc:) and financial risk; substantial sums_of money
are still needed for the private sector to properly evaluate and

develop a real estate opportunity into an economically feasible
project: = Since there is no _guarantee that the investment of
capital in the design of a "development plan" will result in
obtaining the "development rights" to a_particular joint
development site; this_ investment capital falls under _the

category of "risk cap1tal" And, it is this lack of risk capital
which has been a major obstacle to many DBEs interested in joint
development opportunities.

This need not be the case:. The pooling of financial
resources by DBE developers and investors is puossible and an
absolute prerequisite in playing the real estate development
game. The key is to identify DBEs who can build a cap1ta1 pool.

Given the magnitude of Joint development projects 1t is not

capitai. While it is important to have all the commitments from

the initiatl investors secured, all the capital need not be

steps as the project fea51b111ty is assured.: At any time in the

evaluation process; when it is determined that the project is not

feasible, further commitment of funds can cease. And since this

tax deductions on their per%?nai income tax.




2. Lack of Equity Capital#

~ Given theé multi=million dollar development costs of Joint
development projects, there is often a necessity to raise 20% to

3% equity ownership capital to meet the requirements of
construction and permanent lenders: Although this ié a problem

development, it is one which particularly affects DBEs:; Minorxty

investors in many instances do not have this level of equity
capital and, most important, when they go sut to seek additional
equity capital they must often give up a substantial portion of
ownership to outside investors who have not taken the initial
risk.

A solution is to anticipate the equity requirements of

potential lenders. Once this has been accomplished; it is useful

to identify contingent sources of equity capital: Great care

must be exercised to structure ownership participation in such a

way that contingency capital is incorporated into the project

without substantially diluting DBE ownership position throughout
the life of the project.

3. Lack of Experience in Real Estate Development

The laek of a track record in a multi-million doillar real

estate development is a barrier difficult to overcome. Having no

track record usually means that the DBE lacks knowledge of the

outstanding real estate development efforts have been

successfully carried out by individuals with little or no

previous experience -~ and usually against great odds.

One viable solution to this lack of experience is to

organize a development entity which includes participants with

major real estate experience in similar projects: A development

entity must have credibility and experience in similar projects

'if it is to attract the equity investors necessary to meet the

financial requirements of long-~term lenders. Without this

credibility and experience; success is possible but not probable.

4. Lack of Knowledge in the Technical and Legal Aspects of Real

Estate Development

Real estate development is not a passive investment. It

requires that DBEs commit reasovnable amounts of time to learning

once mastered, are very useful. Although there is no quick

* Equfty capItal is defined as "cash" derived from an owner's

personal assets. This type of capital is used to buy ownership in

the project. It is used as "risk" and "operating" capital.
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solution for overcoming this barrier some cities have quasi

public resources which might be of assistance to DBEs in

mastering the technical aspects of real estate development.

Among these resources are transit agencies; planning commissions

and development council's seminars on the co~development real

estate process. Add1tzona11y, many private sector businesses and

schools specialize in real estate investment and financial

pianning courses: Identify and use all available resourcess:

5. Lack of Knowledge About How the Political Process Underlying

Joint Development Works

The joint development process can present insurmountable

difficulties if DBEs do not understand how transit agency

development policies affecting minority/women equity
participation are formulated and/or can be modified. Get to know
the local transit agency Bvard of Directors and staff. Read

their policies. Participate on task-~forces, etc.

6. Lack of ﬁihofity 6f§éﬁiié£ibﬁ§

about transit-related real estate development. Remembe; that the
local transit agency is a publip entity responsible to the
citizens, and therefore responsive ¢to the 1local political
environment. DBE participation in joint development is a local
issue which must be negotiated between the local transit agency
and the DBE community. UMTA affirmative action regulations,
although clear in their intent, must be "actualized" at the local
level. DBE leadership and organization are essential to unite
the DBE community on key transit issues. One of the most
effective methods for assuring that DBE equity ownership
téquitemehts,été included in joint developmen:t programs is to
identify and support key members of the Transit Board of
Directors who advocate DBE equity participation.



JOINT DEVELOPMENT AS A DEASION-MAKING PROCESS

The prev1ous chapter introduced the concept of joint

development as a form of public/private partnership: A framework

for evaluating joint devtiopment opportunities was provxded,

along with an examination of the potential benefits accruing to

DBEs as a result of equity participation.

This chapter focuses on joint development as a "process" of

discrete decisions by both public and private sector

participants; cu1m1nat1ng in the establishment of a deal~making

environment in which joint deveiopment ‘will take place.

Particular emphasis is placed on the on-going interrelationship

and preconditions necessary for creating workable ground rules

for bringing together pub11c and private humanfand financial

resources to implement a Jo1nt deveiopment project. Although the

discussion in this chapter is general in scope, it does prOVIGe

DBEs with a basic understanding of the under1y1ng issues,

objectives and decisions addressed by public and private sector

participants throughout the joint development process:. The

chapter concludes with a discussion of alternative strategies

which DBEs can follow to insure reasonable and meaningful

participation in transit-related equity ownership opportunities.
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I. JOINT DEVELOPMENT AS A PROCESS LEADING TO ﬁﬁiﬁsﬁiiiﬁé

) _ The ultimate purpose of any joint development program is to
integrate income-producing reazl estate development ventures into
the transit system in such a way that both the public and private
sector participants are able to achieve their independent
objectives. As a result, the 3joint development process is
dynamic. It involves deal-making, that 1is, sustained
negotiations between public and privaté séctor participants to
ensure their mutual objectives are satisfied.

The joint developinent process emphasizes the following:

e Acknowledgment of the interest and objectives of public
and private sector participants.

e Authority for local transit agency representatives to
acquire land, control land use and participate in
income~producing ventures.

° Authorlty for local transit agency representat1ves to
negotiate those legal and financial agreements required
to "close" the deal.

Taken together these three factors constitute the major elements
of successful deal-making necessary for the implementation of
joint development.

Deal-making includes all the legal and financial agreements
necessary to integrate public and private sector investments on_a
particular joint development site. The use of the word deal-
making is appropriate to public/private co-developments of_ this
typé because deal-making implies that both public and private
sector participants must be willing to give and take in order for
both parties to achieve their individual objectives.

.. TIllustration II.A presents a schematic represéntation of
joint development as a process leading to a deal-making
environment in which the public and private participants come to
binding agreements on a particular joint development site. _The
component boxes on the far left of the illustration proceeding
from top to bottom (i.e. Public Sector Dbeterminants,
Participants; Roles; Goals; Joint Development Objectives and
Local Transit Agency Joint Development Site Preparations)
describe the collective input of the public sector into
establishing a successful plannlng and development framework
(i.e. refer to component box in center of illustration) leading

to the creation of a deal-making environment:
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S simiiafiy, the component boxes on the far right of the
illustration proceeding from top to bottom (i.e: Private Sector

Determinants; Participants; Roles; Goals; and Joint Development

Objectives) describe the para11e1 collective considerations which
must be addressed by the private sector in establishing a
successful plannxng and development framework (i.e. refer again
to component box in center of illustration).

which will establish a successful planning and aevelopment

framework, the process leading to the selection of a specific

developer for a specific site begins.

From this examination of Illustration II.A, the following

should be readily apparent:

e Deal~making is the high point of the joint development
process. It is at this poxhtithmfag:eemqht ~_regarding
public and private commitments and resources are

cemented.

¢ Public and private sector participants in the joint

development process are driven to the deal-making stage

as a result of specific objectives and benefits which

can be best achieved by working together.

e Successful packaging of joint development ventures

depends on those essential preconditions which each of

the participants bring to the negotiating table.

All iocal transit agency Joint development programs are
different in that they reflect the particular governmental,
organizational and political setting in which the local transit
agency must operate. For this reason, Illustration II.A is an
oversimplified model of the most basic public and private sector
components leading tov deal-making and joint development project
implementation. DBEs should use this model as a guide to
understanding the decision~making and organ1zatlona1 structure of
their particular local transit agency's Jjoint development

program.
Cérefuiiy review iiiustration ii A. @his schematic

to throughout the remalnder of this chapier.

II. ISSUES, PARTICIPANTS, ROLES AND OBJECTIVES OF THE PUBLIC

SECTOR IN JOINT DEVELOPMENT

This is the first of sever.l sections of this chapter which
address each component box of Illustration II.A in decail. Keep
in mind that the joint development process,enta1ls a complex set
of variables (i.e. planning, engineering, financial, political,
legal, etc.) which must be integrated into planning and
development policies to pbring about joint development
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opportunities. DBEs are strongly encouraged to augment the

following description of Illustration II.A with extensive reading

on this subject. To this end, refer to the bibliography provided

in the Appendix of this manual.

A. Public Sector Transit Issues
~__ _Depicted in Illustration II.A are some examples of public
sector transit issues:

® Decaying Urban Infrastructure

® Urban Congestion

e Reduced Federal Transit Subsidies

® Public Resistancé to Increases in Local Taxes

From the perspective of the local public sector; these and other

issues set the parameters and priorities as to how public
agencies will use limited public resources to address urban

transit problems éﬁd,théétns;4,Maﬁy761;;95”;h;ppgpgggwthe
country have committed part of their public resovurces to

upgrading existing rapid transit systems and building new systems
as a means of reducing urban congestion and revitalizing their

urban centers. 1In spite of this local commitment;, however,

there is a growing recognition that Federal transit subsidies and

current levels of local taxes for transit are insufficient to
upgrade, expand, and operate these multi-~-biliion dollar transit
systems.

For this reason, local transit agencies have developed a

variety of innovative financing mechanisms for supplementing
public financial resources with private sector resources.* Joint
development is one form of value capture** which can help attract
private investments to maximize the income producing potential of
selected transit-related real estate development sites and
therefore improve the public sector's financial capacity to solve

or ameliorate urban transportation problems.

*Refer to A Guide to Innovative Financing Mechanisms, Rice
Center, Houston, Texas, 1982, DOT~1-82-53 for a complete

discussion of the various financial! mechanisms used to support
mass transportation. S . )
**VALUE CAPTURE is a technical term which describes a generic set
of tools or mechanisms that enable public interests to actively

share in the economic benefits accruing from implementation of a

regional rapid transit system. These benefits may be secured or

"captured" directly through negotiated agreements with private
sector developers, promotional and retailing interests, and

other parties who are sponsoring projects that profit directly

from the construction and operation of a rapid transit system.
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This "revenue maximizing" aim of the public sector must be

kept squarely in mind when DBEs formulate strategies to pursue

equity ownership opportunxtles in joint develogpment projects:

DBEs must consider ways in which the local transit agency can

effectively address public sector transit issues while still

prov1d1ng DPBEs with the opportunxty to participate as equity

owners in joint development projectss.
B. Public Sector Participants, Roles and Goals

In order to successfully underiake transit-related real
estate development projects; the local public sector must
coordinate; and in some cases modify; .the goals_and
responsibilities of various public agencies which have
jurisdiction over aspects of joint development projects.
Examples of some of the public entities usually involved in
planning and influencing transit-related real estate development
goals and policies are:

e Local/regional Governments

® Local Transit Agencies
e Public Works Departments

The public entity most often directly involved in the
planning and implementation of jo1nt development projects is the
local transit agencys The primary goal of the local transit
agency is to build and operate an efficient transit system.

Since it is the planning and operation of the transit system
which creates joint development opportunities, the local transit
agency 1is always a participant to joint development deal-making.

The role of the iocal transit agency in 301nt development
deal-making may vary from city to city or from project to

project. In most instances; it is the transit agency which takes

the lead role in joint development planning and 1mp1ementatlon.
In other instances; a local transit agency may partizipate in a

joint development project in cooperation with other public

agencies -(i.e. redevelopment authority, regional government,

etc.).

In review of Illustration II.A; some of the key goals of

these public entlttesiare compiementary while others are not;
The important point to be made here is that these diverse goals

may lead to conflicting policies and objectives hindering the

establishment and implementation of an effective transit-related

real estate development program. This can be avoided through

proper coordination of goals, policies and objectives with the

local transit agency.
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C. Public Sector Joint Development Objectives

- The public sector through its representative agency ot

agencies enters joint development deal-~making with specific
objectives that it seeks to achieve. Shared costs, financial

return and public benefits are some of the factors considered by
each agency before it attempts to acquire land and undertake the

pté*dévelppment7activitiés,requiréd7qupgggare a joint

development site. Included in the set of objectives important to
the public sector are:

®* SHARED FACILITY CONSTRUCTION COSTS ~ In many

instances where strong market conditions exist, a Jjoint

development project affords the public an opportunity to

share in the construction cost of a transit facility.

e ENHANCE REVENUES ~ A relevant public sector objective is

to increase revenues through property taxes generated by
real estate development and sharing in the cash flow pro-
duced from the project in the form of graduated lease

payments, percentage of Effective Gross Income (EGI)
and/or sharing in all losses/profits as an equity owner.
° INCREASED RIDERSHIP - Joint development projects increase
the use of a site and hence ridership is increased. This
results in increased fare box revenues for the transit

system.
e STATION AREA PLANNING AND DESIGN ~ This objective refers
to the harmonious integration of transit facilities with

the design structure of real property development.

These joint development objectives have proven to be feasible if

Properly integrated into the early Planning of route selection
and station location. Too often, mass transit systems have been
planned in accerdance with énginéering cost minimization factors,
without due consideration of joint development potential. Joint

deveiopment projects are income-producing real estate ventures

whose success depends primarily on location (ice. I cal economic

market): When joint development is consciously aliowed for in
transit planning decisions, successful achievement of joint
development objectives becomes much easier, and therefore results

in a higher quality real estaté product of greater financial
benefit to the local transit agency.

re e int development
objectives contribute to the establishment of a successful
Planning and developmént framework, tlet us review the
considerations leading to the formulation of "private sector"
joint development objectives.

Before examining how thé public sector 3o
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III. ISSUES, PARTICIPANTS, ROLES AND OBJECTIVES OF THE PRIVATE
: SECTOR IN JOINT DEVELOPMENT

- The private sector is attracted tc a joint development
venture by the opportunity to generate a financial return on
investment relative to other competing investments. In other
words, the joint development opportunity must provide sufficient
incentives and financial return on investment at least equal to
and preferably better than non-transit-related real estate
development opportunities: 1In recognition of this fact, the

Public sector must not only provide financial incentives but must

also provide the means for reducing and eliminating barriers to
private sector participation in joint development projects. This

section examines. the private sector's prerequisites for

participating in a joint development project.
A. Private Sector Development Issues

Illustration II.A describes factors which deter private

deveélopers from undertaking major real estate develupments on or
near proposed transit stations without the active participation
of the public sector: The three major factors impeding private

Ssector initiatives around transit are:
e Difficulty of Assembling Land in Urban Areas at
Reasonable Cost;
e Limited Risk Capital to Buy Land in Anticipation of
Transit Development;
e Uncertain Market Conditions in Urban Areas;

Examining these factors in closer detail, the problem of

assembling land can be insurmountable without the assistance of
the local transit agency. It is a time-consuming process which
may be delayed and complicatd by reluctant sellers of key parcels
of land. Furthermore; the announcement of an area's selection
for a transit station has a tendency to greatly inflate land

values irrespective of the local market conditions. These
problems can be overcome through the use of public powers (i.e.
eminent domain) to purchase land at market value. Without such

public assistance, land assemblage by the private sector at

reasonable prices is near impossible.

) _ Another ﬁéjbifﬁéﬁéﬁf&@EfE@hﬁiiiéﬁé,éeétor real estate
development around transit is often the lack of capital to buy
and hold land in anticipation of transit development. For

example, it is not uncommon for a transit station to be proposed
for an area ten to fifteen years in advance of its actual
construction. As proposed plans become reality, the private
sector may indicate an interest.in the land on or near the

proposed transit station but again the problem of land assemblage
resurfaces,
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Uncertain market conditions in specific urban areas often

discourage private sector developers from considering joint

development projects irrespective of the availability of the

1anAd.

The public sector can ameliorate these types of private

eector determinants by taking the lead in assembling property,

holding the property untiil deveiopment is right, and providing

financial incentives to reduce the "business risk" caused by

uncertain market conditions. For example, the local trans1t

agency may includa a combination of the following in a joint
development opportunity:

¢ Reduction of project cost:

~tax exemption or abatement

~write-~down of land costs
~graduated leasing of 1land to develuper to reduce

initial project cost =
~contribution of public facilities

e Assumpgion of risk:

~incur pre—development cost
~provision of loan guarantees

® Creation of a market for the project:
~leasing of space by public agencies

~financial support to prospective tenants

~provision of complementary facilities

convention center or other faciiities for
i

near or adjacent to the joint development si

present,and future rlsks";phereptrgg ;Eeé
opportunities for joint development may be creat

other s1m11ar prlvate sector development issues is a 1locail

jurisdictional matter: Consideration must be given to the short

and long—~term benefits of pub11c actions necessary to entice

private sector participation in joint development projects.

B. Private Sector Participants, Roles and Goals

_ Among the principal private sector participants involved in
joint development projects are developers,; lenders (both

construction and permanent) and equity investors. Each of these

private sector participants plays an integral role in the design
and_ implementation of a spec1f1c joint development project: The

goals of the_ private sector in joint development are diverse and
vary according to the individual participants involved.
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Siccessful deal~making by DBEs requires knowledge of each

participant, their role, and their objectives: The following

briefly describes the roles of each of the principal private
sector participants in the joint development process.

i. Developer

Without a developer there is no project: As defined in

Chapter I, the developer is the lead person in the development
entity (i.e. developer/group of investors) who conceptualizes the

project, organizes, coordinates, and supervises the sources of
capital, labor, and material throughout each phase of the project

from beginning to end. The importance of the developer's role
cannot beé understated. Both the financial lenders and equity
investors will make their decision to contribute capital to the
project, based on their verification of the developer's
credibility and track record in successfully completing similar
projects. It is the developer who determines the economic

potential of the joint development site. He or she must
undertake a preliminary economic analysis to determine the
appropriate commercial mix (ice. hotel, office; retail, and
residential) for maximizing the economic returns on the site.

This economic analysis must reflect local economic market

conditions and incorporate all planning, design and financial
return requirements imposed by the local transit agency. The

results of this preliminary economic analysis (refer to Chapter
IV for details) will determine the economic feasibility of the

project in meeting the 1local transit agency's requirements.

Additionally, this analysis will define the type and level of
equity capital/financing needed for the project. Consequently,
it is the developér's role to define the scope and direction of

the project and provide the leadership to bring the project to
realitys

2. Equity Investors

~ other major private sector participants in the joint
development process are the equity investors: The equity

investors can play an active or passive role depending on their
financial objectives, level of investment, and timing of
investment. It is common for equity investors to join their
financial resources with the experience and track record of a
developer and form a "development entity". As active
participants; these initial equity investors are usually general

partners with the developer. The initial investors put up the
"risk capital” and the developer puts his/her skill, experience

and sometimes capital into the venture. If the development
entity is successful in obtaining the "development rights"” to a
joint development site, additional equity investors may be

required. Thu:se latter equity investors usually are passive
investors with no direct management responsibility or liability
beyond their investment:
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____ Whatever their role in the joint development process, the
equity investors' motivation to invest comes from a desire to
maximize possible returns from the real estate development.

3. Conventional Financial Leénders

~___Normally a project has two types of lenders: the construction
lender and the permanent or long-term 1lender: The construction

lender is usually a local bank which provides the money to build
the project on the precondition that a permanent lender will take

over the loan once the project is constructed.* Since the

permanent lender has no takeout source; the market value of the

completed project is critical for it serves as collateral for the

loan. Both the construction lender and the permanent lender seek
a_Secure loan based on the credibility of the development team's

developer and market potential of the Project respectively. &

stable return with low risk best describes the goals of the

lenders in the joint development process.

Having looked at the major private sector participants, let
us now turn to the various objectives that private sector
participants attempt to achieve through the joint development
process.

C. Private Sector Joint Development Objectives

~ Joint development deal-making involves the sustained

negotiation by multiple parties around specific objectives. The
private sector participants seek to achieve objectives which can
guarantee their various financial goals are met. Illustration
I1.A displays some of the objectives pursued by the private

sector through joint development.

AL FEASIBILITY-Private sector developers, equity
investors and permanent lenders seek a competitive
financial return on their investment.

e FINANCIAL FEASIBILIT

e ABILITY TO ASSEMBLE LAND-Successful private sector
participation in joint develupment calls for public
initiatives which provide ability to assemble land.
Difficulties in meeting this cobjective pose serious

problems to effective private sector participation in

the joint development process.

o FINANCIAL RISK REDUCTION-In weak and uncertain markets
public sector incentives which reduce risks are
important objectives in joint development deal~making.

*In some cases, depending on the credit worthiness and
credibility of the private developer, the local bank will take on

the roles of both the construction lendér and permanent lender.

Normally the permanent loan is for no more than 5 to 7 years.
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@ MAXIMUM MARKET POTENTIAL-A key private sector objective
is that relating to maximum market potential for a
project. In particular, any restrictions imposed by the
public sector which 1limit income realized by the
project could be a significant consideration in the
availability of permanent financing.

e ACCESS TO LARGE PUBLIC INVESTMENTS-Public transit
investments normaily support high density activities
which allow a developer to maximize the yield on

investment:

e MINIMUM TIME DELAY-From the private sector perspective,

time delays represent additional expenses which must be
covered: The objective here is to minimize hurdles
which delay the process. Generally speaking, private
sector participants are not adverse to conditions which
improve the overall product or physical environment as

long as the costs are reasonable and can be recovered.

IV. FACTORS IN ESTABLISHING A SUCCESSFUL PLANNING AND
DEVELOPMENT FRAMEWORK
It should be evident by now that the success of a joint

development venture can be judged by how well it responds to the

‘objectives of the public and private sector participants. For a

public/pr.ivate co~venture to work; there must be public sector

institutional support and coordination for joint development

deal-~making. Some of the factors found to be of paramount

importance in creating a successful planning and development
framework are:

e INSTITUTIONAL POWERS AND ARRANGEMENTS-In support of
joint development deal-making; a public sector agency
must possess the necessary legal authority to condemn;

buy, sell and lease land, alter zoning and land use

designations, and enter into agreements with private

parties and other public sector agencies: The absence

of such authority can bring unnecessary time delays

which increase the risk to a developer.
e STATION LOCATION AND ACCESS CONSIDERATIONS~Station

location and access considerations are factors which can

predetermine the market value and design viability of a

joint development project. For this reason joint
development considerations should be included in the

earliest stages of the planning process to ensure that
the station location and access are compatible with
joint development.
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® LAND ACQUISITION AND TRANSFER POLICIES~Where state law
allows, land acquisition policies can overcome one of

the most difficult aspects of urban real estate
development -~ the assemblage of urban land for
development. The public sector should consider land
acquisition to avoid joint development land assembly
problems.

e COORDINATION OF ZONING AND LAND USE PLANNING-For joint
development to succeed, land around a transit station
must be available for development in appropriate uses
and densities. The land use and zoning conditions for

transit station development must be coordinated with
metropolitan jurisdictions along the transit route
alignment in order to insure that growth is directed

towards transit station areas.
® CONTRACT BIDDING, AWARD AND PROCUREMENT POLICIES-This
area must be carefully examined for clarity of purpose

and reduced to essentials. Properly designed policies
and procedures in this area are of great assistance in
avoiding difficulties and wasting precious time for beth

the public and private sectors.

These factors are essential to the implementation of a

successful joint development process. How these factors are

integrated into a workable joint develupment program can best be
evaluated by examining the local transit agency contract bidding

procedures and rpolicies. DBEs are well advised to become

familiar with the underlying assumptions and objectives used in

the formutation of these contract bidding procedures and policies.

A. Issues in the Design of Contract Bidding Procedures and

Policies

____The contract bidding procedures and policies determine how
effectively the joint development process satisfies public
objectives whlle at the same time attracting experienced

develope:s. The contract bidding procedures and policies

establish :he negotiation parameters between the transit agency

and its selected developer. Consequently, great care and thought
must be Iavested into designing bidding procedures and policies.

Some of the questions which should be addressed in the design of

a contract bidding process are:

® What are the local transit agency's objectives and
which of these objectives aré non-negotiable?

» How final must public commitments to project
implementation be at the time of the offering?

e ¥ill the offering have sufficient civic and political

support within the community?
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@ Will public financial support be required for project
feasibility?

e How can variations in selection rules stimulate or
depress competitive interest?

e How can informal solicitation efforts prior to the
offering be used in decision making?

e How much personal financial information should be
required of submitting developers and how can it be
treated with confidentiality?

e What is the level of detail required in the developer's

~ development proposal and how binding are the developer's
financial projections?

e What are the standards by which development proposals will
be evaluated?

These basic questions are only an example of some of the

issues which must be addressed in designing contract bidding
procedures and policies*., Keep in mind that the answers to these
questions must be translated into procedures and policies which

will, in turn, establish the parameters of the deal-making en-

bidding procedures and policies.
 DPBE equity participation adds a new dimension to
traditional participation goals and plans developed by local
transit agencies in compliance with the DOT regulations.
B. DBE Bquity Participation as Part of Contract Bidding
Procedures and Policies
DBE equity participation can either be a positive or

negative adjunct to the contract bidding process. Much depends

on how successful the local transit agency is in developing a DBE
equity participation plan which adds to the quality of the joint

development project and enhances the economic viability of the
venture. Remember, joint development projects are complicated

financial and legal arrangements between the local transit agency
and the private sector development entities: As a result; DBE
equity ownership plans must be carefully thought out in order to
ensure that DBE equity is real and does not hinder the economic

viability of joint development projects or the financial return

¥5electing a Developéer, National Council for Urban Economic

Development, No. 25, March, 1983. Many of the basic questions
and concepts expressed in this publication are refiected in this
portion of the manual. This publication is an excellent
introduction to selecting a developer.
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to the transit agencies. This requires that local transit

agencies establish specific DBE equity objectives with detailed
plans for implementing and monitoring the effort. Unfortunately,

only a few transit agencies have gone beyond the establishment of
DBE equity objectives.
In order to establish an effective and positive DBE equity

participation program, barriers and issues must be defined,

objectives established, and an implementation plan, with specific
Strategies and tactics résponsive to identified needs must be
initiated. The following questions should be added in designing

a DBE equity participation plan as part of the contract bidding

procedures and policies:

© What are the primary objectives of DBE equity
participation in the joint development program?

e Is the local transit agency prepared to forego Some of

its joint development financiail return to help DBEsS
access equity ownership opportunities?

® What role should the transit agency play in identifying
qualified DBE equity participants and/or DBE investors

for upcoming joint development projects?

® What role Should the transit agency play in educating

the minority/women's business community about the
opportunities in equity ownership in joint development
projects?

® What weight, if any; will be given to various types of
DBE equity ownership (i.e: general partner vs. limited
partner) in the local transit agency's selection process
of a development entity for a specific joint development
site?

® How important is DBE equity in comparison to othér DBE
business opportunities created by the joint development
project?

® What are the limits to the legal authority of a transit
agency to enforce DBE equity ownership throughout the
real estate development cycle (i.e. origination,

operation and sale/ refinancing).

®© Based on national experience, what are the key factors

Prerequisite to successful DBE equity participation as

general partners or as limited partners?

@ What are the traditional barriers to DBE equity

participation and what strategies or tactics have been
- attempted to eliminate these barriers?
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development agreement to ensure that a minimum level of
DBE equity ownership is maintained throughout the real
estate development cycle.

e What can be learned from selected joint development
projects throughout the country which have DBE equity
ownership participation?

e What standards and monitoring procedures should be

established for ensuring DBE equity participation

throughout the real estate development cycle?

How local transit agencies respond to these DBE equity

participation issues is a local jurisdictional matter:
Ultimately, resolution of these issues must include the active
involvement of the DBE community, the cooperation of the private
sector development community, and the commitment of the local
transit agency staff to implement and monitor the effort. The
measure of success for the DBE equity participation plan rests

on the local transit agency's ability to maximize DBE equity

ownership, without jeopardizing the economic objectives of the

joint development program.

_ In conclusion, the local transit agency must develop a
planning and development framework which reflects the critical

factors necessary to implement a successful joint development
program. The contract bidding procedures and policies integrate

elements of these critical factors into an organized process by
which the private sector can respond to a joint development
opportunity and eventually negotiate the "rights" to develop the

site. Basic questions regarding transit agency objectives, DBE

participation and assumptions must be addressed in formulating of
these bidding procedures and policies. Again, how these basic

questions are answered and translated into procedures and

policies is a local jurisdictional matter.

V. LOCAL TRANSIT AGENCY JOINT DEVELOPMENT SITE PREPARATION

Once a local transit agency has established a planning and

development framework from which to sustain a joint development

program; the transit agency is ready to ‘address the

implementation of specific Jjoint development projects. As

portrayed in Illustration II.A;, the local transit agency must do
a considerable amount of work to prepare a joint development site

prior to private sector parcicipation. Typically, these pre-

development activities include:

e Transit Agency Land Options and Related Agreements
e Transit Site Facilities
e Site Selection Analysis



@ Market Feasibility Analysis

e Coordination of Site Development with Other Public
Agencies

e Financial Feasibility Studies

e Highest and Best Use Studies

e Some Local Approvals

e Allowances for Citizen Participation

e Project Prospectus

~____In essence, the local transit agency plays the role of the
developer in the pre~development stage. The transit agency
identifies the potential joint development sites along  the
transit routes, analyzes their marketability, determines their
highest and best use, establishes economic feasibility, and
acquires the sites. It must be emphasized that the preliminary
financial analysis undertaken by the local transit agency does
not represent the final financial plan for the project. The
purpose of this financial analysis is to assist the local transit
agency in evaluating developer proposals and eventually
negotiating a detailed financial plan with the selected
developer. The financial ‘analysis of the site along with the
other studies serves to establish the parameters of the
prospectus.

A. The Offering Prospectus
A well prepared offering prospectus is essential for

solicitation of the "development rights" to a specific joint
development site. It should present a carefully worded
description of the development rights and requirements, rules of
submission, criteria for selection, and the basic financiail
parameters acceptable to the local transit agency. At minimunm,
the prospectus should include:

e Project Summary

e Project Setting

® Local Transit Agency Joint Development Program Objectives

® Objectives of Specific Project

e Development Requirements
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e Offering Policies and Procedures

~ Selection Criteria
Timetable for Proposal Submission
Review and Approval Process
Information Developer Must Submit

to be offered publicly, it should be comprehensive and self-

explanatory. Should the local transit agency decide to make

their preliminary design documents and market/financial analysis
available to interested developers, the prospectus should

reference their availability as well as any other documents
pertinent to the project (refer to Appendices for an example of
a joint development project prospectus).

It is absolutely imperative that DBEs interested in
pursuing equity ownership opportunities carefully analyze the
joint development project prospectus. All questions regarding
the prospectus should be noted and answers should be requested
from the local transit agency. An appropriate time to obtain
clarification on. the prospectus is at the "developer's
conference" which is :->rmally held by the transit agency

immediately following thé announcement of the solicitation for
bids.

B. The Joint Development "Packaged® Opportunity
~__In the final outcome; the local transit agency is bringing
a "packaged" real estate development opportunity to the

negotiating table: This up-front public sector commitment of

staff time and financial resources in preparing the Jjoint
development site represents a distinct advantage of transit-

related real estate development for the private sector.
Additionally, the pre-development analysis by the local transit
agency will invariably producé economic parameters for the
project which are consistent with the local market. This pre-

development analysis reduces the uncertainty and financial risks

to the private sector. The next section will present the process
followed L the private sector in the formulating of a

development program in response to the "packaged opportunity"

presented by the local transit agency.

VI. PRIVATE SECTOR RESPONSE TO REQUEST FOR JOINT DEVELOPMENT
PROPOSAL

~ The pre-~development efforts by the public sector described
above set the stage for the private sector to respond. In some
cases requests for joint development proposals are solicited
through major national publications. At times, a public sector
agency may invite developers to briefings at which time Jjoint
development opportunities are presented.
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Regardless of the procedures iﬁVélVé&;f% development

proposal is the private sector's response to a "packaged"
joint development opportunity presented by the public
sector. Various elements must be incorporated into a
development proposal. Among the most important are:

e Complete Developmént Plan Responsive to Transit Agency
Criteria

® Eccnomic Feasibility Study

@ Pro Forma Financial Projectibhs

® Sources of Financing

e Credible Equity Participation and Development Team

e Ownership/Legal Structure

e Compliance with Any Transit Agency Requirements

N Two points should be emphasized:. First; regardless of
the method used to select a developer; a substantial amount of
money will be needed to put together a development team and

program which is acceptable to the local transit agency. With
competitive bidding, the initial investment of time; personnel

and money is at risk. There is no guarantee that a particular
developer will be selected. Consequently; it behooves DBEs to
carefuily evaluate their chances to develop a "successful"”

development proposal for a specific joint development opportunity
before securing the needed risk capital to prepare the

development proposal. Second; the development proposal is only

the first step in the process. If a proposal is selected, a DBE

development entity's work has just begun: It must immediately

begin to prepare the project for financing leading to
construction and eventual operation as an income~producing real

estate development venture: Chapter Four of this manual will

address the preparation of the development proposal in greater
detail.
VII. SELECTION OF DEVELOPER/JOINT VENTURE TEAM

The selection of a developer does not, in itself, mean that

the chosen developer has been given the "development rights" to a
specific joint development site: Rather; the selection process

results in confirming the exclusive negotiating rights to the
selected development entity. Usually, this award is formalized

by a memorandum of understanding between the parties (normally
for renewal periods of six (6) months): Final negotiation of the

"development rights" occurs some months later after the developer

has completed the final design and refined his/her financial
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plans. A local transit agency may employ various approaches for

selecting a development entity. Among the most common approaches
are:

e Development Entity Pre-designation

This approach may be taken when the development entity
offers a unique "packaging" opportunity to the local

transit agency for a specific site. For example; a land

owner/developer may own a parcel of land adjacent to the

transit station property. Or, a development entity may
offer thée transit agency community improvements in

exchange for the "development rights" to a specific site.
o Direct Negotiated Selection

This approach is the basis for many unsolicited proposals.

It occurs when a development entity, at its own

initiative, makes a proposal to develop a transit agency

controlled parcel of land in the absence of competing

offers. 1If the transit agency likes the development

proposal; the transit agency has the option to enter into
serious negotiations with the development entity.

e Competitive Selection

employed when there is a strong development interest in a
project or when a public agency wishes to open up the

process to as many development entities as possibie:

competitive selection of a development entity may inveolve
non~price competition where such factors as design
criteria and/or development program play a key role in
selection of development entity. In other instances; a
public agency may establish a fixed price and development
entities compete on the basis of non~price factors.

competitive selection is a common. approach usually

 Regardless of the method employed for selecting a developer
~~ i.e. competitive bidding or "sole source"-the transit agency
should:
e Establish objective criteria for reviewing and evaluating
development proposals¥*;

credentials;

*Each joInt development site is unique. The local transit agency

must ensure that selection criteria are developed which reflect
the distinctive characteristics of the site and its community
environs.
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® Form a special selection panel or committee to review,
evaluate and select a development team; and

® The selection decision should include a first and second

chvice in the event the négotiations with the first choice

developer cannot produce an acceptable final agreement.

VIII. PARAMETERS OF DEAL-MAKING

___ Deal-making is a highly creative aspect of joint development

and one which sets the groundwork for building a project through

binding commitments negotiated across a bargaining table. Since
many joint development prospectus are issued with non~negotiable

items, such as design standards, minimum rents, etc., by the time
public and private sector participants proceed with negotiations
many of the parameters of the deal are already established.
Nevertheless, it is often common for public and private

participants to negotiate such items as:

® Level of expected income based on market analyses;
e Land acquisition and disposition agreement terms;

® Access agreements

LTY

® Provisions for public facilities and/or public space;
® Management of coordinated design and construction;

e Adverse site conditions;

® Operating agreements for efficient long-term management of
non~transit related facilities;

e Construction specifications;

° jbint obligations;

e Scheduling and management of combined construction; and

® Pre~leasing agreements.

~_In preparing for deal-making, a DBE development entity must
recognize that successful negotiation with a public agency

depends on:

® The financial and non~financial objectives established for

the project; and
e The relative bargaining ability and strength of each
participant.
38
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. The former is established in the cours. of preparing a
301nt development proposal by analyzing three major areas of
project feasibility. First, a market profile that includes an
estimate of a project's development potential. Second, a short-
term cash flow projection for that period when a project is most
susceptible to default (e.g. the first 5 years). Third, a long-
term capital investment analysis that establishes a project's
rate of return. Those projections assist a development entity in
establishing a strategy in relationship to those items which are

negotiabile.

777777 The nature of negotiated commitments also depends to a
large extent on the relative bargaining ability of each
participant and the nature and complexlty of the project. For

example, a joint development project in a weak market may

generate more concessions from a public agency than one located

in a strong market primarily because risk assumption by the

public sector may be essential to achieve its objectives.

Similarly, a 1arge and complex joint development project may

involve provisions for pedestrian traffic flow between transit

and commercial components of the project: If substantial

structural alterations are required, the allocation of costs for

such alterations can be a subject of negotiation.

The results of the negotiations are translated into a firm

or legally binding commitment often: expressed as_a "development

contract" detailing the basic items_ agreed upon by the

partigipants. Once the contract is duly authorized, the

development team is ready to undertake the various phases of the

real estate development process (i.e. Final Design, F1nanC1ng,

Construction/Marketing and Operations): @ Chapter Four will

address the development process in greater details

success of the deal-making depends on
int development process achieves the

how syccessfully th
following:

In conclusion, th
e

e Preparing the site for joint development consideration;

e Attracting the right development entities to compete for

the opportunity;

® Satisfying bo

th the public and private sector cbjectives.

IX. DBE STRATEGIES FOR PARTICIPATING IN THE JOINT
DEVELOPMENT PROCESS

up the conditions for dea1~mak1ng. Public trans1t pollc1es

estabiish the deal-~making environment in which investors,
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developers, lenders and public agencies will negotiate their

agreements. Therefore, it 1is absolutely essential that the

disadvantaged business community understand how the
planning/policies process works.; Once the planning and
development policy framework of the local transit agency is
understood, the next step is to identify critical DBE entry

points.

Let us now examine some of the critical DBE entry points in
Joint development process.

A. Local Transit Agency DBE Goails

Referring to Illustration II.A, Public Sector Goals, please

note the DBE participation goals of the local transit agenc-.

The use of Federal transit subsidies in the design, planning,

construction and operation of the transit system imposes certain

DBE goal redquirements on the 1local transit agency.

Notwithstanding these DBE goals for Federal funds; DBE equity

participation in joint development is not Federally mandated. It

is a local issue: Consequently, the local transit agency

planning process wiii respond to DBE equity participation

objectives to the extent that the DBE community is able to obtain

a commitment from the local transit agency Board of Directors.

DBEs must work with the local transit agency Board of

Directors and understand the following:
e the 1limits of its authority;

the method and selection of decision~makers (i.e. board

of éirectors; chief operating officers, etc.):
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e its policy making process and key decision-making points.

Prominent DBE business leaders and non~minority leaders who

are sensitive to DBE participation and the benefits of joint

development, shouid take an active involvement on the Transit

committees: DBEs should also seek the assistance of the transit

agency Office of Civil Rights or DBE Office and solicit their

support to promote procedures for meaningful DBE equity

participation in joint development projects.
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B. Integrate DBE Equity Participation into the Private Sector
Joint Development Cbjectives

%raditionaiiy, the private sector (i e investors, deveiopers

milllon dollar joint development ventures as a burden imposed by
a zealous transit agency. Unqualified DBEs have been lured to a
joint venture team to satisfy a DBE equity participation
requirement because the joint development competitive bidding
procedure reguired 1it. This type of tcken DBE equity
participation is not necessary. There are qualified DBEs and
minority investors (professionals, doctors, attorneys, etc.) in
every major city in the country.

This is an area in which the local transit agency, in
cooperation with the DBE business community, can play a most
important role. Having established DBE objectives in the joint
development program, the local transit agency should initiate an
outreach program to identify and inform DBEs of the upcoming
joint development opportunities. Equally important in this 1local
transit outreach initiative is an education program which

realistically sets out the benefits, risks and advantagées of
joint development with an emphasis on the prerequisites to
plaving the joint déVélbpmént,éQUitY game. Such a local transit
agency strategy can result in private sector willingness to
include DBEs as equity partners in their projects.

C. Competitive Bidding Procedures Which Require DBE Equity
Participation

The wiiiingness of the private sector to accept DBEs as
equal partners in a joint venture team must be initiated by the
local transit agency through the competitive bidding procedures:

Remember; transit polic1es set the parameters of the dea1~mak‘ng

environment with the private sector. DBEs must take an

aggressive approack to insure that the competitive bidding

procedures include DBE equity participation: fn the absence of a

the competitive b1dd1ng procedures, DBEs will continue to be

reluctant to commit limited financial resources to compete

against major develbpers and investors in acquiring the "joint

development rights" to a specific site.

D. Transit Agency Land Acquisition as a Means to DBE Equity

Participation

adjacent to a transit station; there will be no DBE equity

ownership joint deveiopment opportunities. The avaliabllity of

urban land rights is to joint development as water is to fish.

It is only when the public sector has control of the land or

access to the "development rights" of a site that the transit
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agency can maximize its share of the economic returns of the
transit-~related real estate deveiopment project*; Equally

important; the control of the joint development site places the
local transit agency in the position to require DBE equity

participation in the project: wWithout initial control of the

land by the transit agency, DBE equity participation will be

difficult at best and likely non-existent:

the land on or near transit stations, DBEs should work diligently

to ensure that all real estate development on these sites

includes DBE equity participation. Furthermore, DBEs should

identify all land owned and controlled by the local transit

agency and follow the proposed uses for this property.

E. DBE Equity Participation in Weak and Uncertain Joint

Development Market Areas

Regardless of public financial incentives, weak and

uncertain markets present unique problems and higher risks. In

weak markets a local transit authority can, through joint

development, assist in revitalizing the local economy. It can

write~down the cost of land so as tuv promote development. DBEs

involved in such progects can make a contribution to the

development of their community: However, special care must be

taken lest theflocal transit agency relegate DBE investors to
weak and uncertain markets. Remember, banks do not fund what
developers build; developers build what banks will fund. If the
real estate development cannot generate 1ncome,7why should banks

risk their financial resources? The market feasibility of a

project is critical. 1Ignoring market realities can spell
disaster for a DBE entreprenheur as well as for a local transit

agency.

F. New Opportunities for Passive Equity Participation in Joint

Development

__Although this manual places a strong emphasis on DBE equity
participation in which minorities and women are deal makers, the
economic benefits of passive equity participation in joint
development projects must not be overlooked. Minorities should

seriously cons1der the economic benefits of participating in

*The proposed Southern California Rapid Transit District (SCRTD)
Wilshire Corridor Mass Transit System in Lous Angeles is an
exception to this rule. Because of its underground design along
a well established commercial strip, SCRTD is attempting to
negotiate value capital agreements with existing property owners.
This situation leaves little opportunity for imposing DBE equity
participation in these agreements. As of January, 1986, UMTA
financial assistance for this projeéct is unceértain.
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joint development projects as limited equity investors: As

limited equity investors, minorities could invest their financial

resources in joint development projects, without the burden of

having to be involved in the day-to-day decisions of managing the

joint development project, yetreceive thebenefitsof ownership:

i Theré areé many ways of structuring limited
investments in real estate development investments.
of the limited partnershlp structure as a means of
equity investors is syndication.

"The way that syndication usually works

is this: the developer -~ who up to this

p01nt may be the suvle owner of the project -~

will form a limited partnership. Svery

limited partnership must have at least one

general partner who has unlimited 1iab111ty

for the debts of the partnershlp. . . and one
limited partner, whose liability is the extent
of his or her initial investment. The
original developer usually becomes the general
partner in the newly created limited
partnership. The general partner then sells
(or someone else sells on the developer's

behalf) partnership interests to other

individuals,;, who become limited partners in
the partnérship. Limited partners will pay
cash to own partnership shares, entitling them
to share in the financial benefits produced by
the project. The shares are expressed as
percentages of ownership in the project. The
cash that they pay to become limited partners
ijs referred to as capital contribution.,"*

While a detailed treatment of syndications is beyond the scope of
this manual; one important factor about syndications must be

pointed out. Real estate syndications are highly regulated by
Federal and State laws (see Chapter III). . Additionally, equity
investors must meet certain personal financial standards to

"qualify" as potential investors.

Most recent:y finite life Real Estate Investment Trusts

(REIT)** have demonstrated ways to overcome the "suitability

standard” imposed by Federal and State laws while providing the

security of a syndication yet allowing investors to. invest as

little as $1@@@. REITs and other new financial investment

methods could offer an 1nndvat1ve way fcr local tran51t agency ]

a wider range of potential minority investors.

* Real Estate Deéeidﬁaéﬁf syndication, Howell, Joseph T., 1983.
** Fact Magazine, March, 1984.
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In concluding this discussion on DBE equity ownership

strategies, DBES must recognize that the success of any strategy
or combination of strategies to increase and promote DBE equity

ownership will depend on how well these strategies work:

® Maximize DBE equity ownership;

¢ Enhance the quality (i.e; management; design; community
support, etc.) of the project;
¢ Improve the financial feasibility of the project; and
® Meet the public agency's objectives.
Achievement of these goals will require the full cooperation of

the local transit agency, DBE community and the non-DBE
development community.



Despite the financial benefits offered by transit-related

real estate equity ownership investments, these types of
investments are not for everyone. In order to assist DBEs decide
whether they should pursue eguity ownership opportunities, this
chapter provides a general discussion about real estate
investments, Moreover, the special requirements of transit-
related real estate development projects are discussed. The
chapter concludes with a self assessmert to assist DBEs in
evaluating their financial objectives; thereby, allowing them to
decide which form of equity ownership best suits their financial

objectives.
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I. EQUITY OWNERSHIP IN JOINT DEVELOPMENT IS AN INVESTMENT
DECISION

) With few exceptions, income-~producing real estate
investments are oné of the best forms of asset~building, tax-~

saving and long-=term wealth creation. €ommercial real estate has
long been recognized by individuals; major corporations and
pension investors as an attractive means of diversifying an

investment portfolio. Based on its historical performance as an
investment, income=producing real estate investments have proven
to be a long-~term hedge against inflation and downturns in the
economy. Transit-related real estate investments are one
particular type of income~producing real estate investment which

could be suitable for a broad range of DBE investors.
Before making an investment in a joint development

project, DBES must determine their capacity to do so. Several

factors must be ccunsidered: First; DBES must understand the
characteristics, benefits and risks associated with real estate
investments in general and the specific prerequisites of transit-
related real estate development projects. ~This knowledge is
important for it allows DBEs to identify and structure real
estate investments which maximize total return relative to risk.
Second, DBES must be able to evaluate the potential financial

benefits and risks of equity ownership in joint developmeéent in

light of their personal financial objectives.

II. CHARACTERISTICS OF REAL ESTATE INVESTMENTS

The benefits and risks in real estate investment derive,

in part, from its special characteristics when compared with
other types of investments such as intangible property (stocks,
bonds, etc.) and tangible purchases (gold, diamonds, antigues,
etc.). To some extent, nearly all the special characteristics of
real estate arise from its quality as a fixed location
investment. To this end, real estate investment is not a "get

rich quick scheme"; rather; real estate ownership is a long-~term
process of wealth creation: If you understand the special

characteristics of real estate and the hidden cost, you stand
less chance of meeting unexpected expenses. Real estate exhibits

the following characteristics:

e Immobility of Asset

Immobility of asset means that the physical investment
can not be moved from ovne location to another. This obvious
condition has some important consequences. Whereas other
investments such as bonds, stocks, gold, antiques etc. can

be sold elsewhere if there is no local market for resale;
real estate investments are a captive of the local economy

and environment. Given this inescapable tieé to the "local
economy", selection of the right location is especially



critical for incomé producing commercial property. Despite
their association with a regional transit system, joint
development projects are not an exception to this rule.

e Value of Investment is Affected by Surrounding
Neighborhood

A parcel of real estate is affected by surrounding
properties and neighborhood improvements. This interplay
among. local surrounding improvements may increase or
diminish the value and appreciation of the property. _0f all
the types of real estate (i.e. residential; commercial and
industrial), commercial real estate is most sensitive to
location: It is therefore important to analyze the present
and future zoning; as well as land use and economic trends
in an area: These considerations should be set forth in a
detailed market study and site analysis. The investor
should be satisfied as to the present and future economic
potential of the site before a commitment to invest is made.

e Useful Life

Useful life refers to the number of years over which
asset value of property will be allocated:. There are two
factors which determine the useful life of a property.
There is (1) economic. deprec1atlon, and (2) physical
depreciation: Economnic deprec1at10n is a loss in demand _for
a particular property due to economic conditions. surrounding
the property: Physical depreciation is a loss in value due
to actions of the elements- wear and tear or structural
aging.

e Eack of L1qu1dlty

Real estate lacks ready "liquidity" which is the ability

to turn ‘an asset Into cash qu1ck1y. This is complicated by

force the investor to take a discount for his investment:

° ﬁigh Unit cost

people; such as in a real estate 11m1ted partnershlp, there
are relatively few opportunities for small purchascs. The
availability of mortgage financing and the 1evel of interest
rates play a most important role in determining the
feasibility of the real estate development and its resale

potential.
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e Management Requirements

produce economic returns to its cwners and investors.

Tenants; repairs; maintenance an: operations all demand

attention: Care must be taken to select your property

management team and arrange for all the guidelines, policies
and procedures necessary for operating an effective and

efficient income-producing property. Moreover, Specialized
services (iie: tax accountants and lawyers) aré often

necessary to maximize the overall return from the

investment; because tax laws seriously affect the investment

returns accruing from ownership.

______These basic characteristics of real estate must be kept
squarely in mind in the process of evaluating transit-related

real estate equity opportunities. And of these basic

characteristics, location and the local economy market play an

essential role in determining the type and success of joint
development projects. Furthermore, investing in a joint
development project is like other real estate investments, in
that these are long~term opportunities requiring substantial
investment of capital and demand constant supervision of the
investment to ensure a maximum return.

Owning investment real estate is not unlike owning a small

business. Some would claim that it is easier than owning a small
business, while others claim real estate development is a highly
specialized business. The fact of the matter is that real estate
ownership requires no more technical knowledge than do modern

security investments such as stocks and bonds: Nevertheless, one
thing must be kept clearly in mind. Practically all the wealthy

real estate entrepreneurs became So through organizing investors
into groups rather than through developing or acquiring income
producing properties by themselves,

III. BENEFITS OF INVESTING IN REAL ESTATE
When all the fanfare is over, there are only three basic

investor goals: (1) Security; (2) Income, and (3) Value
Appreciation. The financial benefits and financial risks of

real estate investment vary according to the kind of property,

financing, timing, marketability and ilocation. Additionally, the

special characteristics of real estate itself greatly influence

the economic return obtained for the investment.

In Chapter One, the financial benefiis of income-producing

real estate investments were introduced. These financial
benefits are restated in this section along with other benefits

generally attributed to real estate investments. Not every

property offers these benefits to the same degree. Nor can every
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turn because,everyone,s financial status differs in terms of tax
status, credit standing, source of financing and other income.
Nine benefits of investing in real estate are:

e Leverage

~ The use of debt financing (mortgage) has two major
advantages. First, dekt financing means that real estate
can be purchased with z relatively small down payment {(10$
to 2P%) to gain control of large investments while taking a
long length of time for repayment. This enables you to
leverage your investment to control higher priced properties

"and earn large returns on the cash ‘nvested: Second, debt
financing on_real estat2 projects are usually non~recourse
loans (i.e. A loan in which the borrower has no personal
liability, and the lender's only recourse in the event of a
default is the assumption of ownership of the collateral
security (real estate improvement and land) on the loan).

@ Cash Flow
Real estate offers the opportunity for your cash

1ncome minus debt service and operating expenses). Before
tax yields of 19% -~ 15% are common in real estate.

e income Tax Benefits

Real estate allows you to shelter your income. This is
possible because both interest and depreciation are

ordinary income: Income received from the sale of the
property after one year is called capital gains and is taxed
at a much lower rate than ordinary income:

® Tax-Free ﬁefiﬁaﬁéiﬁg

Proceeds from refinancing property are not taxabile
income to the owner:. Therefore, refinancing is a way to

recover your cash investment and, in some cases, your profit

is tax free:
e Equity Build-Up

As the mortgage on an income producing property is paxd-

off, the value of your equity investment w111 steadily rise:

the property. For exampie, if a property is refxnanced,

investor may have borrowed 1in excess cf the property's

49

- él




basis. The owner's price for tnis pnivilege is the payment
of interest, an expense that is normally deductibie.

e Appreciation

The value of commércial real estate increases not only

because of inflation but also becausSe over time rents will
increase, thereby increasing the economic value on
capitalized cash flow of the project.

°® Stability of Growth

Real estate values and prices, although infiuenced by
current interest rates, have historically exhibited few of
the fluctuations of other investments.

e Division of Ownership

_ Real estate investments have the . unique characteristic
which allows the ownership to be divided among an unlimited

number of investors which reduces your initial investment
while at the same time reducing the associated risks of

ownership. It is an attribute of real estate investments
which allows you to invest in multi-million dollar joint
development projects as an equity partner.

e Management Control

Reéal estate investments require a development team of

professionals to take the investment from concept to

operation. = Throughout this development process you, as the

owner(s), have control over ‘how; when and by whom the
project will be completed. Contro! over the investment is

the key to its success.

IV. RISKS OF INVESTING IN REAL ESTATE

None of the benefits of investing in real estate is

available to the owner of real property without some amount of

risks; Vtrtually all transit-related real estate development

projects require new construction or substantial rehabilitation.

Consequently; joint development projects have no history of

operational cost and cash fiow. By investing in the equity

ownership of a joint development project, certain cash outflows

are sacrificed for uncertain cash flow. Despite the fact there

are guidelines (refer to Appendix for sources) which have been

developed for various types of commercial projects* (i.e. hotels,

retail;, residential; etc:); each real estate project is unique.
iéﬁéé;*QEIEEIEnes for commercial properties (i.e. retail, office,
hotel, etc.) include such things as cost of (CONTINUE NEXT PAGE)
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Forecasting the future cash flow from a real estate

investment is risky. Risk is associated with the inability to
forecast a number of variables accurately. Since it is very

difficult to forecast future events with accuracy, the difference
between expected returns and actual returns is the extent of the

financial risk.

investment decision is can only be

~_ How appropriate an onl
evaluated by how well the investor, in this case the DBE

investor, knows his/her financial objectives and financial
strengths and weaknesses;

"~ You may have heard the phrase "The higher the risk - the
higher the return." Perhaps this is true but many people take

unnecessary risk because they do not understand the causes of

risks and how to minimize risks. If you must rely on others for

all your real estate investment advice or if you have to make

intuitive decisions through lack of training or knowledge of the
nature of real estate investing,; you increase the chance your
investment will not meet your financial objectives (see Chapter
Four) .

The following provides a brief description of the six most

common risks associated with real estate development investments:

e Business Risk

‘The "business risk" is the risk that the transit-related
real estate development project in which you are investing
will go bankrupt due to problems in construction, poor
market conditions or insufficient capital.. Specifically,
the project could be delayed by an act of God from storms
and floods, storage of materials, labor strikes, and
construction problems (i.e: hitting rock, etc.). Delays in
project construction result in additional and unexpected

interest cost during a period when there is no income

sStream. As a result, the greatest personal risk occurs

* CONTINUE FROM PREVIOUS PAGE ~~ construction, optimal size of

retail space by type of user, space efficiency of office

configurations, size of typical hotel rooms, expected financial

cost centers within mix of commercial space, local historical

leasing rates and hotel room rates, management requirements, etc.

Lenders also use these guidelines in the explanation of real
estate projects. Therefore;, it behooves you to compare your

project design and financial projections with these guidelines.
If your project differs from these guidelines, you must know how

and why. Herein lies the unique aspects of your project which
must be justified. The Urban Land Institute in Washington, D.C.

has an excellent series of publications on real estate
development guidelines.,



during construction prior to obtaining permanent financing

(i.e. non~recourse loan). Additionally, the revenue

projections may be incorrect due to a lack of understanding

of market conditions, economic recession, or changes in the

market which could have negative impacts on_ theproject's

revenue. These types of business risk are fully assumed: by

the real estate investors. As a general partner or majority

owner, you take on the major 1iabi1ity in case of business

failure. The risk can be reduced by sharing it with other

Partners or participating in the investment as a limited

partner in which case your 11abi11ty is 1limited to your

investment contribution.
® Interest Rate Risk
The interest rate risk has three maaor dimensions which

influence the potential return on investment:
~ Interest rates may go up during the timé you are
negotiating the purchase or seeking financing. This is
particularly a concern in large real estate
developments which may take several months from the

time the investment opportunity was identified to the
time construction and permanent financing is secured.

-~ Non fixed~rate financing has the potential to greatly
disrupt your construction cost projections and affect
your operational experses.

~ Increased interest rates can make it more difficult %o
sell your property when the %time comes. In. other
words, your property may beé prec- ucing a relatively good

income, but the cost of financ!:j due to high interest
rates may make your property urzcenomical to acquire.

e Market Risk

~ _The market may change during .. siruc. '‘on of your
roject therefore negatively 1m9act1~z o you“ projected
ncome. This may be the result of eithe, un ea i3tic market
emand projections or the result of réqroiei, n;tidnali or

ernational economic conditions waich are beyond your

nt
immediate control.

[l H-‘Q.HH-"U\

e Purchasing Power Risk

Although real estate values re~pond well to inflaticn,

there is still the risk that when You get your money back,
it will buy less than when you invested it. If the level. of
business risk is acceptable, then the investment stands a
very good chance of preserving purchasing power during

periods of inflation.
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e Political Risk

 Adverse government action can and does affect the value
of the investment: Real estate investors face a higher
degree uvf pulitical risk because their investment is tied to
the land which is subject to loral government zoning laws

and variances; road locations; etc. _In regard to joint

development projects; local political risk concerns are

usually resolved prior to the formal announcement for
request for proposals Additionally, at the national level,
government regulations may modify tax shelter benefits and

affect the financial institutions lending policies.

e Liguidity Risk

_ This is the risk that you may lose some or a major
portion of your investment in the process of converting your

investment to liquid assets; {e.g. cash) as a result of a

forced or untimely sale. Additionally, in the event you are

one of many investors in the development project, it may be

impossible for you to sell your minority interest at your

convenience. Therefore, you should have the financial
ability to carry your investment for a substantial number of
years.
V. SPECIAL CONSIDERATIONS IN INVESTING IN JOINT DEVELOPMENT
PROJECTS

Real estate investments can offer extraordinary returns on

your investment when compared to other traditional forms of

investment. But deciding to go into real estate is only the
first step. You must carefully examine each and every real
estate investment opportunity to ensure it meets your personal
financial objectives, within the constraint of available
resources.

r
in

"~ In the beginning of this chaptsZ, joint development was
defined as a real estate product which reosults from #n investment
decision. This investmer - dec:%ion must take into consideration

the inherent characteri- ticy wf transit-related reai estate
develonpment investments. It ix :hese characteristics of joint

development which impos: spezial prerequisites wa egquity
investors be they minorits or ctuerwise. Among th:se are the
following:

e Maguitude of the Iiwvertment

Although joint uev.:l.sman: pre’ :ES vary in size and
scope, for the most gavt ‘% are walti-million dollar
commercial real estacs ¢roo v {hotei~ office buildings,

shopping cénters, atc.}. ~. yni~ude of such prv.jects
may limit the level oI raxi: .~ztion of pocentizi DBE
equity investors.
S 3 .~ ¢
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e Competitive Bidding Procedures

____With rare exception,. obtaining the "development
rights” to a transit-related real estate development site
owned or substantially controiied by the local transit
agency requires the preparation of a competitive bid
proposal. Given the competition for a_ proposed joint
development site, DBEs must evaluate their ability to
prepare a winning proposal (refer to Chapter Four).

® Multitude of Actors
.. Bringing a joint development project to fruition
requires the coordinate: efforts of many professional
services and public agencies. "Among these are:
architects, attorneys, developers; contractors, lenders,
public officials and politicai leaders. To succeed, it

must be a team effort made up of experienced individuals

who have undertaken similar commercial projects. DBES must
carefully choose their development team and ensure t!-
ongoing coordination and communication among ¢tV
appropriate development team members and public secto

representatives.
® Unique Product

~In joint development projects, the equity investcrs are
buying a pro forma (hypothetical) bottom line. As previously

noted, guidelines do exist for designing the project's

commercial mix and structuring the financial projections
based on other similar projects:. _Nevertheless, the proposed

project does not exist and no historical earning records can
be examined. Since there is no history, the investors'

understanding of the marketplace and the needs of the uses
of space is even more important.




The following Illustration III.A attempts to compare

~ the distinctive characteristics

contrast

projects with typical real estate development projects.

Illustration IIi;i

Low Cost.

May Range from
High Cost

{Thousands) to
(Millions)

Cost (How Much)

Architects, Attorneys,
Developers, Contractors,
Lenders, and Related

participants (Who)

Commercial, Industrial

Type of Development 1 ia
Hous' , Medical; Etc.

{What)

Ranges from Less Than
One Year to Longer
Depending on Project

Length of QéVeiopmént
Period (When)

Virtualiy,ﬁﬁiésttictéd,
Wherevér There Is
Opportunity

Location (Where)

Real Estate Development
Process

Development Process
(How)

To ResPond to Need for
specific Type of Real
Estate Development
Proposed

Purpose (Nhy)

*The co-development procesS is

development process (l.e. concept, feasibility,

construction and operation).

__-_...-___—___-_...—____-_-_—_—-__.--...-..._._—__.._—_—_—_--——

_-__—__—__.—_____—_—-—_—_—_—_---—-—————_——.——7 - -

CHARACTERISTICS OF TYPICAL AND TRANSPORTATION~
RELATED REAL ESTATE DEVELOPMENTS

Transpot tation-Related
Real Estate
Developments

e e o e o D T S

Normally Multi-
Million _Dollar
Projects

Includes ThoSe
Invoived in Typical
Real Estate Develop-
ments plus the Local
Transit Agency and/ .
or .Development Auth-
ority

Normally Income-
Producing Commercial
Properties

Normally Long—Term
{5-10 yrs.) from
Start to Finish

At Site_of Transpor-
tation Improvement

Co-bDevelopment
Process*

Same as for Typical
Real Estate Develop-
ment Plus To Further
Public Transportation

o o o e s e

*The co- simply defined as a real estate development
in which both the public and private sector participants have an active and

responsible role in implementing the various phases of the real estate
: final design, financing,
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VI. DETERMINING YOUR FPINANCIAL OBJECTIVES

___ Equity ownership in transit-related real estate Gevelopment
can offer extraordinary financial benefits. This is true if and
only if you are sufficiently Secure in your financial position to

accept the financial risks associated with this type of long-~term
investment. '

_ _For this reason, every DBE contemplating an equity investment
in a joint developmeit Project should have a financial plan based
on current financial Pposition and income and on reasonable
expectations of future financial position. Chances are, if you
are reading this manual, you already have a personal financial
Plan and an investment portfolio. The important thing now is to
evaluate where you are in achieving your personal financial
objectives in order to determine what type of equity ownership
in a joint development Project will best suit your investment
needs;

___We will briefly review three life cycle investiient concepts
useful in making real estate investment decisions. These
concepts are:

® The investor life cycie

® The real estate investment 1ife cycle

© The ownership 1ife cycile
These concepts attempt to integrate your personal financial
objectives over time with the corresponding benefits and risks

inherent in real estate investments in general and transit-=

related real estate investments in Particular. Iillustration

III.B describes the interrelationship among these concepts.

Ilivstration III.B
INTERRELATIONSHIP OF LIFE CYCLE CONCEPTS
INVESTOR REAL ESTATE INVESTMENT OWNERSHIP
LIFE CYCLE LIFE CYCLE LIFE CYCLE
Define amounts and Choose stage of life Analyze returns and
types of returns and cycle that represent risks using full
risks that are acceptable returns life cycle cash
acceptabile and risks flow forecasts

Let us now examine each of these 1ife cycle concepts in detail.
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A. The Investor Life Cycle

It is commonly believed that all investors experience a

"l1ife cycle” of their own, one that is related primarily to age;

in which they seek different types of returns and risks at

different stages. These stages are: the Feeding Stage; the

Growth Stage and the Benefit Stage. The Feeding Stage is the

period during which savings from one or several income sources
are used to crecate portfolio investment assets. The emphasis at
this stage 15 on a personal budget. Such a budget is essential

in planning for the systematic saving that will provide the

capital to be used in acquiring appropriate assets for your.
portfolio. The length of time you remain in this stage is
directly related both to your willingness to sacrifice immediate

wants in order to maximize saving and to the success of your
investments in producing expected returns.

The Growth Stage is achieved when the portfolio is capable

of producing income (ordinary income or capital gains) in

sufficient quantity so that your investment and reinvestment
goals become self-sustaining. At this point you may produce a

synergistic effect by continuing to feed savings into your
investment portfolio.

The Benefit Stage is achieved when tue portfolio is
generating current incomsz sufficient to satisfy your personal
financial objectives, plus provide for management costs; thereby

allowing you, the DBE investor, to conserve the capital assets of

the portfolio. In this stage, your investments are generating

enough income to make you "financially independent":
] The following are examples of individuals who have gone
beyond the Feeiing Stage.

HMr. James B. Howard

les

 Mr. Jawmes B. Howard is currently a siccessiul
black attorney specializing in internetional law:
75, 1968 he graduated from law schoci: Tha®t szme
. ear he established a financial pian to acqu ve

0]

savas 108.80/month for two y=ars: After j
the baz examination in 1963, he incieased his :
to $300.00/month. By 1965 Mr. Howard Iod

ca
viet « ~rth of $500,029 by 1985. As a law cin
Pu
s
65 1 $17,000
in savings. He used %5.%¢@ for a down puvment on a
$22,580 home. He placed the other $§5,9¢7 in low-
risk blue chip stocks. As 1is salary increasad, Mr.
Howard increassd his savirigs.
~ _ By 1972, Mr. Howard was readv to leave the
Feeding Stige and enter the Growth Stage. He had
$28,089 ia savings. He bhorrowed $32,000 on the

- -
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appreciated value of his home:. He invested $60,000
in acquiring a twenty-~unit apartment building. The
positive cash flow and tax benefits from this
income~produciny property allowed him to save an
additional $50,8080 by 1975. He sold the apartment
building and purchased an 8f-unit apartment building
with part of his profit and savings. He diversified

his financial portfoiio with higher risk stocks and
bonds and with the other part of his profit and

savings. By 1977 Mr. Howard had a net worth of
$500,0808. He continued to  buy and  sell
residential/ commercial real estate and continued to
save from his salary. By 1980 Mr. H-ward had a net
worth in excess of $1,000,000 at the ripe old age of
45.

. By the standards set for himself, Mr. Howard
had achieved the Benefit Stage of his investor life
cycle in 1984;

. Gregory D. Garcia

Mr. Gregory D. Garcia is a successful entre=
preneur in a variety of businesses. HisS parents
were migrant farm workers from Mexico. He finished
the eighth grade in 1952. That same year he started
working as a full~time cook in a Mexican restaurant.
His first major personal goal was to graduate from
high school; which he did in 1960. His second goal
was to own and operate his own restaurant. With
$1,5606 in savings, he leased a two~story building to
start his own Mexican restaurant in 1961. With &4is
family living on the second floor above the
restaurant; he was able to save extra money. With
his wife as an employee, he was able to further
reduce expenses during the formative Feeding Stage.

By 1967 Mr. Garcia was ready to expand. He
acquired a fifteen year lease on a larger building
in an excellent 1location to open his second
restaurant. In the Spring of 1978, Mr. Garcia
obtained financing to construct his own building for
his third restaurant next to a large Shopping
center. With three successfui restaurants in

operation; Mr. Garcia was now beginning to save a
substantial portion of his income. He had now

_ Between 1975 to 1980, Mr. Garcdia purchased and
Sold various income producing properties. By 1480
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Mr. Garcia had a net worth in excess of $2.5 million

with ownership interest in his restaurants; a local
chain of hardware stores, residential property and
+*wo shopping centers.

~ Despite the accumulative wealth of Mr. Garcia,
his personal financial objectives. remain
unfulfilied. He continues to operate as if he just

started the Growth Stage.

The important thing to note from these examples is not the

amount of net worth,; but rather the fact these individuals set
out to deiiberately pass through each stage of the investor
cycle. According to the U:S. Department of Labor, less than 3%
of the population in the United States retire financially
independent of "social security". Thre purpose, then, of these
examples is to highlight the way =1 which an individual can pwss
through the investor cycle if he/ciie establishes a financial ple«

with specific financial objectives.

The mctivating force underlying the "investor 1ife cycle”

is your perconal beliefs and values as they relates %o savings and

investing. 1In other words; your personality and attitude towards

investing are important factors in determiniug the "suitability"

of any real estate investment. Investing in real estate,
therefore, requires that you determine how you feel about such
things as liquid investments, complicated documents and finanzing

arrangements, and the possibility of wrestling with the tax code:

Although there are no fixed decision rules, the following

personal financial assessment; fllustration III.C, can assist
you in determining your "suitability™ in participating in
transit=related real estate development. AsS you go through this
personal financial assessment keep in mind that there are

different ways of investing in real estate development projects.
The method of investing in a project must be directly related to
your financial objectives, jevel of acceptable risks and desired
benefit.

 The questions posed by Iilustration III.C must be addressed
and truthfully answered. This exercise will assist in evaluating

your strengths ard weaknesses as a potential DBE investor¥*,

Knowing your strengths and weaknesses; you are now in a position
to formulate a strategy to leverage your strengths and overcome

your weaknesses as an equity owner.

*The questions posed by fliustration III.C also apply to nor-

profit community economic. development corporations. These
organizations must make an internal evaluation of their
organizational prioriti organizational capabilities and

es,; org 5
financial resources to participate in joint development equity
opportunities.
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Aruitoxt provided by Eic:

Illustration III.C
PERSONAL FINANCIAL ASSESSMENT

STEP 1. EVALUATE YOUR FINANCIAL POSITION
a. Is your househcld income high enough to require you to set aside
to pay large tax bills at tax time?

ééifiénai inéome in order

b. Have you satisfied y6u: cwn housing preference by owning or renting?

c. Are you adequately insured against appropriate risks? For an individual five types of
insurance are usually necessary: 1ife, health, hazard, bBusiness and personal liability and
disability.

a. Have you Set aside savings, cash value of insurance, and other liquid assets to provide fot
eniergencies?

e. Do you have an estate plan for yout heirs?

£. Is your income level high enough to benefit from tax shelters?
3. Kie your ii@uiaity reserves adequate for the risks associated with your current investments
and thosSe you contemplate in the next few years?

These questions should Béwéaﬁisfacééiiiy,anSwétéé in Ehe positive before you seriously consider

investing in transit-related real estate investmerit projects.

STEP 2. ESTIMATE YOUR NEED OBJECTIVES
a. are iéﬁf investment needs iahg-téim or Sﬁbrf-term?
b. Do you seek income or capital growth?
€. 15 your level of risk aversion high or low?
d. What is the minimally acceptable average anhual rate of return (after taxes) For a real
estate investment?

If your financial need objectives are long-term; capital geowth, and risk aversion is relative!, iow

{e.g.-you-can afford to lose your investment without causing a major financial burden on yourself
and. family), -transit-related real estate investments. may be _appropriate for your- financial purt-
folie. = This i5 particularly the case in joint development projects because, as an investor, you are
investing in people's abilfty to bring-a.-project from concept to reality. You are investing in a
financial pro forma of "what may occur” 1f all the financial and marketing assumptlions underlying
your financial projections are correct.

STEP 3. DETERMINE YOUR TIME COMMITMENTS
a. Do you have time to follow your loéal political scene regarding tranait-related real estats
development?
b. Do you have time to investigate transit-relate real estate Investment opportunities?
c. How much time can you devote to identify, organize and_manage_the human and flnancial
resources rnecessary to take advantage of a joint development opportunity?
d. what adjustments to your schedule can be made £6. allow you to spend the time in more fully
. participating in this joint development opportariity?
A_real estate dévelopment investment involves much more than the placement of InvésEment Funds,
Depending_on_the investsér role you choose in the project {i.e. developer, inicial equity. fhvestor,
limited partner, etc.), your time commitment can vary from that of a full-time active participant to

that of a passive investor.

STEP 4. IDENTIFY POTEN-IAL INVESTHENT ASSOCIATES
a. Do you knaw other friends and asSociates who have & similar interest in transit-related
investments?

b. Can you identify individuals who are experienced and knowledgeable in real estats

development ar joint development?

c. Do_you have established business relationships with local lending institations which can
assist you in {dentifying and securing financing?

" Glven the special characteristics of joint development projects, DBEEs miust reccgnizé the necassity

to complement their ukills and financial resources with others of sifmilar Financlal objectives.
Bringing together the right group of investors and development expecisnce 18 an essential
precrsquisite. —Without the financlal resources or the development experience to pursue joint
development equity opportunities, DBE eguity participation is neac impossible.
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B. The Real Estate Investment Life Cycle

The real estate investment life cycle divides real estate

investments into three distinct stages: (1) Origination, (2)

Operation, and (2, Termination. Each stage of the investment
cycle offers unique financial benefits and risks. Wwith their

personal investor life cycle in mind, DBE investors must

determine in which stage of the real estate investment cycle
(i.e. origination or operation) their personal financial

objectives can best be met.

cycle” - £ a real estate investment a little closer. During the

Ooriginaciun Stage of a joint development project (usually new

construction), the development entity |is éstablishing the
financial feasibility of the project; preparing the architectural
plans, securing financing and constructing the project. Since
the project is not generating income, but rather incurring cost,
tha financial benefi*¢ dnring this initial period _are primarily
in the form of tax beanesfits it.e. deductions from personal
income) to the developmen*t entity participants. As such, should
you decide to be one i the initial participants in the

development entity; your investment is totally at risk. You are.
investing in your ability and that of your invéstor group in
bringing the project from concept to reality. The financial
risks are high, but the financial benefits can be great. 1In this

situation, you must determine the level of financial resources

you can place in total risk and you must determine your

participation in the project:

~ Ordinarily, investors most willing to participate In the
origination Stage of a project are in the Growth and Benefit
Stages of their investor life cycle.

During the Operation Stage (i:e: project built and
generating income), the financial benefits accrue primarily in
the form of cash flows and in the form of tax benefits. Cash

flow or income generated by the project can be distributed to

participants after debt financing and operating expenses are

covered. Further, both cash flow and tax benefits are

distributed to equity participants according to their prearranged
ownership sStructure of the project. Based on your capabilities

and financial objectives, you may decide to take a limited equity
ownership* role in the Operation Stage. The decision to invest
may be made after the "development rights" to the site are

secured by thée initial development entity: Under this scenario,
* In order to raise the necessary equity capital; a development
entity will usually seek out limited equity investors. For their
investment, the investor is usually offered a certain proposed
rate of return on thé investment, liability limited to the amount
of the investment and freedom from management responsibility.
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pnase of the Origination Stage: The actual commitment of funda
is usually made contingent on final approval of permanent
financing (NOTE: Permanent financing is normally approved only
after the project is built and has received a certificate of

occupancy). In this manner;, your investment avoids the

uncertainty of the Origination State.

._ ___The Termination Stage in the real estate investment cycle
is the point where investors obtain their final return on their

investment (i.e. equity build~up and appreciation). These
financial benefits are achieved as a result of selling or

refinancing* the project. At this stage, the project -investors

can accrue two important benefits: First, if the project is sold
after one year, the profits generated are tazxed at a lower level
(capital gains rate). Should the investors decide to refinance

the project, any profit made from such refinancing is normaity

tax free. '

- - Illustration III.D provides a schematic presentatior =f the
possible financial benefits accruing to a "hypothetical® DBE
development entity composed of a developer/equity investors and

limited equity investors, - ] o

Illustration III.D

FINANCIAL BENEFITS OF SELECT EQUITY PARTICIPANTS
THROUGHOUT THE KIAL ESTATE INVESTMENT CYCLE

SQUITY PARTICIPANTS  ORIGINATION OPERATION  TERMINATION/
Developer Developer 5 Fee**  Management Fee o
______.or _ Tax Shelter Tax Shelter Profit from Sale
Developer Group Cash Flow Or Refinancing
Other Fees
Initial Equity Tax Shelter Tax Shelter Profit from Sale
‘r7estors Cash Flow Or Refinancing
Limited Partner Tax Shelter Profit from Sale
- _Investors ] ; Cash Flow Or Refinancing
(passive investbré)W7 - ) -

o e e e e e P P e e e s e e e B e B e B B B e e e e

~———--——————a—————————————————————g-————-—————&“

*Under the current tax structure; the cash flow (i.e. income tg investors)

usually exceeds the tax benefits seven (7) to ten(l@) years into the

Operation Stage. At this point, it is in thna best intere :t of the
investors to either sell or refinance the project.

**In most major real estate development projects, ths developer has au
equity share in the project: Since there is no income being generated by

the project during the Origination Stage, the developer, as an equity

participant, receives tax shelter benefits only. As an active manager in
bringing the project to reality, the developer also receives a "fee" for
his efforts. The amount and timing of this fee is a nagotiable matter
among the project owners.
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Several cav.ats apply to the above chart: Since real estate

development can involve a variety of privatc sector participants,
the chart describes only the most comizon and simplie development
entity compositions. Again, almost every aspect of equity
ownership in real estate development is negotiable. There are no
set patterns for allocating financial benefits among private
sector participants. It is nevertheless important that all
participants understand what type of financial benefits can be

expected at different stages of the investment cycle.

C. The Ownership Life Cycle

The ownarship life cycle has become a very popular way of

describing the anticipated costs and benefits of an investment
over the expected ownership period. While an ownership life
cycle can conceivably cover the entire life of a real estate
asset (from construction to demolition 49 to 50 years later), it
generally encompasses a much shorter time span. The ownership
life cycle; under current economic conditions and tax laws,
usually varies from one to ten years depending on the financial

objectives of the equity owners.
Within the expected ownership period, all anticipated

financial benefits can be calculated for each stage of the real
estate investment cycle. The steps used in leading to an
investment decision are summarized in Illustration III:E.

SUNMARY OF OWNERSHIP LIPE CYCLE PINAMCIAL ANALYSIS
STEP1: PROJECT CASH PLOW AND APTER-TAX INCOME THROUGHOUT
INVESTMENT CYCLE
INVESTMENT CYCLE INPUTS

 ORIGINATION OPERATIONS TERMINATION

i The investment Scheduled grosg returns Net sales price
Tax structure Effective revenues Taxable income
Fivancing_ _______ Operating expense Tax ol 83les income
Total invesStment Opera‘’ing income use of fcnds
After-tax investment Debt service Loans
Sources of funds Tax effects

ESTIMATED RETURN SCHEDULE

Cash flow cash flow_ Cash_flow
Tax effect 7 .. Tax_effect . _ _____ _ Tax_effect -
Total current benefit Total current benefic Total current benefit

STEP 2: MEASURE _PROFITABILITY AND RATES OF RETURN - - -
Using the estimated return schedule in Step 1,
calculate the profitability, rate-of-return estimates,
risks and sensitivity to changes in assumptions.

The decision to purchase, negotiate; or reject is based
on Step 2 and factors such _as: potential for increased
income, alternative financing, reallocation of risks,
etc.

step 3: THE INVESTMENT DECISION - . . __ ______ ~
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, In Step 1, projections of cashflow and after=~tax incoime Must
be calculated for each phase of the investment cycle. This is
absolutely critical for all equity and debt participants in the
proposed project:. DBE development entity participants need to

know their projected costs and benefits at each phase of the
project. Similarly, limited partners and other equity investors
need to know how to compare this specific real estate investment

with other competing investment ovpportunities. Last but not

least, the pernianent lender needs to know what net operating
income {NOI) te expect for repayment of the long-~term 1loan.

~_ In Step 2, the base data developed in Step 1 is transformed
into different measures of profitability to satisfy the internal

criteria of the various investors.*
~__ Step 3 i# the decision point: One of two things can happen
at this point:

e Based on the data developed in Step 1, all parties are
Pleased with their potential return on investment; or
e Based on the data of Step 1, all parties are not pleased

with their potential return on investment; and therefore,

an adjustment must be negotiated among the participants,k*

The ultimate purpose of Step 3 is to comé to an investment
decision. The important point tu understand here is the emphasis
Placed on assumptions: All parties are making investment

decisions based on financial projections derived from assumptions
about the marketability of the project, total cost of the project
to build, expected revenues, and eventual sale price one to ten
years in the future.

*Bach investor must compare compéting,inVéStﬁéﬁEi§§§§E£ﬁﬁitiés

with their own financial objectives and their acceptable 1levels
of risks: A simple rule of thumb for comparing investment
opportunities is to use the after tax return on low risk
investments such as Treasury Bills, money market funds, municipal

bonds; etc. as a bench mark. If thé proposed After tax return of

a real estate investment can substantially increase your return
given an expected visk, real estate investments may be right for
inclusion in your :inancial investment portfolio,

**The data developed in Step 1 can be modified by changing the

assumptions, changing the design, changing the basic relationship
among the participants, and/or getting new participants with

different profitability criteria.
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VIiI. CHCOSING THE RIGHT TYPE OF EQUITY OWNERSHIP

We now come to the heart of the matter - the selection of

the proper legal form of business organization:

.~ The importance of the legal business organization form of
the investment cannot be over-emphasized, because to a great
extent the organizational fcrm dictates the level of debt

possible in relation to equity. Moreover; selection of an

appropriate ownership vehicle can substantially influence tke
control on the investment by the investor; his/her personal

liability, income tax benefits; and the ability to transfer or

use ownership interests as collateral. Consequently, the

fcllowing factors must be considered when selecting an
appropriaterwnership vehiclez:

e nature of the property;
e risk associated with the venture;

® financial resources of the investor;

¢ amount of liquid investor assecs (i.e. cash);
e desire to maximize tax benefits;

e desire to reduce personal 1liability; and
project.

¢ desire to manage the construction and operation of the
project.

A. Selected Real Estate Investment Ownership Forms

Illustration III.F provides a summary of the features ~f

the most commonly used forms of ownership for real estate

ventures. Each form of business organization offers a unique set

of characteristics which addresses the above stated factors to

varying degrees. Of these ownership forms, the three most common
ways of taking ownership of real estate are: corporateily,
individually or with others in general partnership; or in a

limited partnership. DBE investors are well advised to seek the

advice of a tax accountant and an attorney specializing in real

estate ventures before eatering into a legal agreement to invest

or participate in a1 joint development equity ownership opportunity.
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B. Syndications

Syndications are a very 1mportant form of group ownership
deserving of special attention by DBE investors. The concept of
svndications was introduced in Chapter Twou as a potential
strategy for DBES to participate as passive investours in a joint
déVélopmént équify opportunity. Basically; a syndication may be
The organization of investors and management of the 1nvestm°nt
(i.e. state and Federal reporting requirements) is handled by the
syndicator, who often is a general partner in the syndication.
At minimum, a syndicator should have the following credentials:

knowledge of real estate;

aknowiéégé of the joint dévéiopmént propérty béing
syndicated;

e understanding of real estaté finance;

e some knowieage of construction, managémént, and
marketing;

. unaérstanaing oé the iocai market in and around the site;

enetwork of contacts among lenders anid financial
institutions; and

a good "track record".

The business form these syndications take varies acc:rding
to the nature of the property; its economic value, the necessary
equity monies to be raised, and the financial strength and desire
for tax shelter or risk minimization by the investors. _Based on
these considerations, an appropriate legal entity is selected to
accomplish the investors intended purpose. The syndirator then
does the following:

e Prepare the "wffering" in accordance with the rules and
regulatiors set forth by the Security and Exchange
Commission (SEC)*;

¢ Sell participation in the venture to raise équity
capitail;

e This equity capital is then leveraged with debt
financing to obtain all of the money needed to
undertake the joint development project.

*The Securxty and Exchange Commission is a U.3. _government

regulatory and enforcement agency which supervises 1nvestments,
trading activities and administers securities statutes. Real

estate investments are considered to be "securities".
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It is important to note that an investor in a syndication
may be sudject to SEC securities regulations. Before investing
in a real ostate syndication, the DBE investor should carefully
review the rules and regulations set forth by thé SEC. In
particular, Regulation D of the SEC defines an "accredited
investor".*

Registering a syndication offering is very complex,
expensive and time consuming. There are two major exemptions to
registering a syndication offering with the SEC. They are (1) a
private offering or (2) an_ intrastate offering. A private

investors who do not meet the test of "accredited investor" as
defined by Regulation D of the SEC, Additionally, the use of
general solicitation or general advertising for inveéstors is
prohibited by the private offering rule. Very important, the
private offering rule does not eliminate or reduce the
responsibility of the syndication to full disclosure all risks
associated with the project. DBE investors should insist that
syndicators follow the disclosure guidelines of Regulation D of
the SEC in preparing the prospectus for the protection of all.

_ In ordér to meéet the intrastate offering exemption, all of
the following tests must be passed 1f the offering is to escape
jurisdiction under the intrastate exemption:

1. The issuer (limitedrpar,,m,shjp or corporation) must be formed
under the laws c¢f a single state

2. All ~¢ the limited partnership interests or corporate shares
must ¢ = :1d and offered to residents ¢f the same state. Note
that *° a single nonresident is offered or buys a single

security, the exemption is lost. The use of nominees tu disguise

the fact that a real buyer is a nonresident will not help you.

Also, sales to residents who then resell to nonresidents make

trouble for you. Indeed, any resale to a nonresident within nine

morths of the date of the last sale of the offering will
disgqualify the exemption.

3. The issuer must be a rest’>nt of the same state in which the
securities are being offered.

* An accredited,investbr is, in short, an 1nvestor who,is too

categories of accedited investor ranging from institutional

investors to the test for individual income. For example, there

is the "Two Hundred Thousand Dollar Incume Test". This test

requires that the investor must have an income in excess of

$200,008 in each of the last two years preceding the purchase of

the securities and who reasonably expects an income in excess of
$200,000 in the current year.
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4. At least 89 percent of the issuer's assets must be loucated
within the same state as the investors and offerees. Alsou, the
issuer must derive at least 80 per~ent of its gross revenues from
within the state, and at least 8¢ percent of the proceeds derived
from the offering must be used within the state. In other words,
the property, the investors, and the syndicator all must be

located within a single state to escape SEC jurisdiction under
the intrastate exemption.*

~ As may be seen from this brief discussion on syndications,
syndications are complex legal and financial transactions.
Nevertheless, with proper preparation and professional counsel,
syndications can offer an excellent way for DBE's to participate
as passive equity owners in joint development projects.

~ The importance of professional advice in transit-~related real
estate investments is paramount. With few exceptions, joint
develupment projects are intangible in the sense that the
proposed project does not exist. You are investing in an "idea".
Bringing that idea from concept to reality depends on your
ability to estimate the following: thé marketability of your
1déai thé total cdét bf canStrucring yaur 1déa3 the gross 1nC6mé
returns of. your idea. Given_ this task, it behooves you to
minimize the uncertainty and financial risks of this proposed
idea by soliciting the assistance of professionals experienced in
bringing real estate investment ideas from concept to reality.

~_ The principal purpose of this chapter was to raise questions
which make you think about real estate investment decision~
making: It is your responsibility to refine these investment
decisions and seek the assistance of exper*s tu evaluate the
options available for maximizing your retut ~»n investment of
money, time and human resources.

*Berman, Daniel, S., How . to Put Together a Real Estate Syndicate
or Joint Venture, pagde 1968. DBES are encouraded to read this
book and others on the subject of syndications.
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CHAPTER FOUR
HOW T0 GET YOUR PROJECT TO THE
DEAL-MAKING STAGE AND BEYOKD

OVERVIEW
_______ Let us now review what the manuai has attempted to
accomplish thus far:

e The manual began by defining joint development as
both a ﬁﬁﬁijp(p;ivatefsectorfdécisibn;makiﬁg
process and as a real estate product. The benefits

of DBE equity ownership were Gescribed as well as
the traditional barriers to DBE equity

participation in joint developmént opportunities;

e Chapter Two examined the joint development process:

Emphasis was placed on the interaction between the
public sector development policies and the private
sector investment objectives leading to a deal-~
making environment. Within this framework both the
public and private participants negotiate

"development rights ans legal commitments™; and

® Chapter Three focused on joint development as a

real estate product. As a real estate product, DSE
equity ownership in joint development is an

investment requiring an investment decision. This
investment decision must take into consideration
both the unique nature of transit-retated real
estate development opportunities and the

"readiness” of DBEs to take agvantage of the
financial benefits and risks associated with equity

ownership.
~_ This chaptggri§ design~d to show DBES how a real estate
development project is put toge... 1t is analyzed; and how
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it is packaged to _obtain financing. Emphasis is placed on the
type of informction needed to make cdiscrete yet cumulative
decisions leading to a transit-related real estate investment
decision. To this purpose, the chapter is divided into two major
parts:

I. How a Real Estate Development Project is Put
Together

II. How to Undertake a Preliminary Economic Feasibility
Analysis
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The life cycle of any real e te ééveiopmeht project

includes its planning or origination, che ongoing operation and
eventual sale/refinancing or termination. To understand how real

estate development projects are put together, DBES must go beyond

these generalities and break down each stage of the investment
cycle into distinct phases to éxaminé thé discrete investment
decisions which must be made. Collectively, these phases are
commonly referred to as the "real estate dévelopment process.”
Illustration IV.A describes this interrelationship.

Illustration IV.A
INTERRELATIONSHIP BETWEEN THE REAL ESTATE
__INVESTMENT CYCLE AND THE
REAL ESTATE DEVELOPMENT PROCESS
__REAL ESTATE ORIGINATION OPERATION TERMTNATION
INVESTMENT CYCLE STAGE STAGE STAGE
Real Bstate Concept Phase  Operation vermination
Development “"~asibility phase Phase Phase
Process 'al Design phase
_sancing phase _
.¢-.-*ruction Phasge
. . o -
In regard to joint dsvelopment prc ects, the development
process "phases" may be arranged slightly differently to reflect

the co-development involvement of the public and private sector
participants. As portrayed in Illuestration IV.B, ¢this

rearrangement begins with the public sector being the initiator
of the Concept Phase {i.e. project conception). Both the public

and private sector participants share in the Feasibility Phase
decision~waking. Since the Concept and Feasibility Phases lead
to the selection of a developer; these phases are referred to as
"Predevelcpment”. The public sector's planning and design
criteria may also influence how the developer undertakes the
engineering and architectural/physical design of the project
(i.e. Final Design Phase). Participation of the public sector in
the Financing Phase is a possibility in some situations. The

Construction Phase may require coordination with the public
sector's own construction schedule. Together the Final Design,

Financing and Construction Phases are combined into the
"Development" stage. Lastly, Operation and Termination Phases
are called "Post Development" and may involve public/private
management of the prcject.

It should be noted that the phases within the co~development
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ILLUSTRATION I7.B
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The Ssequénce above is sibstantially simplified, since individual steps (denoted by solid
lines) may occur inh a Somewhat different order, and often merce and overlap in time.
Moreover, certain activities such ag Feasibility analysis and physical design (dénoted by
dotted 1lines) contirnue through séveral Steps in codévelopment. - FPindlly, the time reguired
for_codevelopment i{s highly variable and depends upon a project's complexity, public review
procedures, atc.

Source: Gladstone Associates.
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process, as with theé traditional real estate deveiopnenf pPro -ess,

overlap. This is often necessary and desired in orde. to

maintai~ a continuous and integrated flow of activities 1lead: 7

t+ the t1me;y construction and operation of the project.

Furthérmdré, ¢rrespect1ve of how a particular public or

private sector entity breaks down the phases of the real estate

development process, all real estate development projects must

address the discrete investment questions posed by each phase in

addition to undertaklng the tasks required by each phase:. Let us

now examine the activities; financial commitments and human

- resources needed to perform each phase of the co-development
process* leading to a joint development project.

A. Concept Phase

The purpose of the Concept Phase is to define the real

estate development "concept": No money has be.:= borrowed. No

site has been purchased: No staff resources have been committed.

The "concont" definition begins with matching development project

ideas with markets; either by selectirg an area and searching for

development oppnrtunlties or sclectir; a development concept and

searchlng for an appropriate area: ThIS is the idea formulation

phase in which Toncepts are matched to alternative development

strategies and specific development goals and objectives.

1. Role of the Local Transit Agen: -

In joint development projects,; the local transit agency

takes the lead in 1n1t1at1ng the Concept Phase. The purpose

of the Concept Phase is to ;dentlfy potentizl joint

development sites along the transit station network. Once a

site has been identified through some site selection

criteria, preliminary information on land cost, local market

conditions; etc: will be gathered to begin to define the

"development concept" for each specific joint development
site.

In essence, the local transit agency assumes the

financia' and human resource expense of undertaking the

Concept Phase. Additionally during this phase, the sites

"development rights" are acquired (outright purchase or
long~term option agreements) by the local transit agency,

¥Readers OfithIS manual are encouraged to augment the information

presented in this section with extensive reference material found
in local libraries and trade association libraries. One of the

best sources of 1nfo:matlon on real eqtate investments and the

real estate Juvelicomny. process is th: loce <hapter likrary of

the National Board of Realtors Association in your community.
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thereby giving the agency "ownership rlghts” in determ1n1ng

the future use of these of these properties. The commitment

of public funds for these initial activities may be viewed
77777 transit-relasted real estate

development pro;ects which will provide the transit agency
ource Illustraticn IV.C provides a

graph1c,descf1ptlon of some of the factors which must be

considered in leading to a transit agency's decision in
selecting specific joint development sites:.

as seed monev to promote

with added sources of revenue.

Illustration IV.C

CONCEPT PHASE

— _MODIFY CONCEPT

. _SURVEY MAHKET CONDITIGNS

CBECK COMPETITION-

éihégﬁr YES, BUT...
SYSTEM B IDENTIFY CRITICAL TIMING PACTORS A
. Z1SE e e B
Lries CCINT BEGIN TO IDENTIPY SITES ggn?lcxp'r
DEVELOPMENT ™. . .. - 4 -
EVALY "TB PROGRAM ESSABLISH FINANCIAL OBJECTIVES gagugt
_ALTERNAZIVE / B st 3",,'“,,,
RVE VEN RE
"gém%:g DRVELOP THE TURE'S STRUCTU oroveEriEs

— ——DRAFT A PINKNCIAE PLAN

SECURE PUBLIC AGENCY AGREEMENTS-
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The duration of the Concept Phase may vary. Much

depends on the time schedule established for completing

various transit lincs within the transit system. Some joint

development sites may be constructed as the transit system

is being built: Other joint development sites may have to

lay idle for years until the proper combination of transit

services and market conditions emerge to make the project
economically viable;

2. Role of the Private Sector

Despits the lead role played by the local transit
agency. in t‘e Ccncept Phas2, DBEs should not be idle during

*~is phase: DBEs should do the following:
o Conduct their 6&57§ﬁé;iéi§7§€h§5§7§f§§§§§§7E7ans};
system to ééEermigggﬂg}cgfjwtgn;ig}ﬁjoint
deveiopment site(s) best meet thei: sbjectives;

¢ iaintain ongoing contact with the itransit agency's

Beurd of Directors, policy committees and joint

development staff planning activiti=s; and

¢ Document anrd upcate all transit agency land

purchases and/or land con* © " by the
transit agency.

The Conc~pt Phase is also an cxce. :nt time for addressing

the issue of DBE equity ownership 2oals as part of the joint

development program: DBEs should strive to obtain specific

DBE equity ownership policies from the transit agency Bcard

of Directors: Equally important, DBEs should work for the

establishment of an implementation plan by which DBE equity

ownership goals will be achieved and monitored. Policies

without implementation plans are of no value.
B. Feasibility Phase

The purpose of the Feasibility Phase !5 to determine the

chances of success for a specific "development concept" or

"building program". As such, the Feasibility Phase is concerned

with properly identifying the investment problems, structuring <r

evaluating objectives (i.e. pianning, design and financial

requirements) and formulating an acceptable action plan to

accomplisa these objectives. Furthermore, the actual feaa*bility

analysis is more than a numbers analysis. It is an attempt to

subject the proposed "development concept" tc rigorous financial

and economic market analysis, legal and political feasibility and

compatibility with both the public and private sector's

objectives.
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~_ _The definitior »nf .1 “susibility Phase presented applies
equally to both th> - - arnd private sector participants.

1. Role of the iwcsi ©  :nit Agenoy

For the transiv ag-ucy, the Feasikbility Phase is a time
for refining the "d»ve ooment concept™ for specific sites.
The process ccn51sts -f maximizing the site's potenti-al
(i.e. adequacy o’ -.and parcels for development,
accessibility, prope. zoning, etc.) and neutralizing and
minimizing the obstcacles (i.e. incompatible 1land use,
unwilling sellers, uncertain local market conditions), in
order to attract the right developer and private investment

into the proaect.f These pre-development activities not only

use for the site, but also providefa basis ‘upon which to
evaluate the potential financial returns to the agency and
the type of financial incentives, if any, necessary for
private sector participation. This feasibility analysis
results in a "project package".

With this "project package" in hLand, the local transit
agency can do one of two things. It can negotiate the
"prcject package"” with a pre-selected development entity on
a non~c- apetitive basis, or it can transform .the "project
package' into a prospectus* (refer to Chapter II, Section V
and VI) and undertake a competitive bid process. In either
case, the potential developer or develprts must prepare a
response to the local transit agency's "project package",
which reflects the design parameters and financial return
requirements imposed by the agency.

2. Role of the pfi@éte Sector

stage for many criticai decisions which wiix guide the
project through the investment cv:le. During this phase,
the following tasks must be accéﬁplisﬁédi

e Seiectién of develcpﬁent entityﬁ

the parameters (i:e. expected financial return tc¢ transit agency;
proposed highest and best use for site, special architectural
design_requirements, zoning, etc:) which will be impassed on. the
Jdint development site(s)s If these parameters are unacceptable,
preparation. of a prospectus: Arguing these issues after the
prospectus is on the street more than likely will be fruitless
and may jeopardize your development entity's chances to get the
"development rights" to the site;
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® Conduct a Preliminary Economic Feasibility Analysis;
e Drganization of development team; and

Preparaticn of féééibiiity énéiysig/aéVéibpmént proposal:

Each of these tasks has a cumulative affect on the
potential Success of the development entity to: (1) acquire
the "development rights" to a specific site; and (2)
accomplish the financial objectives of the real estate
venture. For this reason, each of these tasks will be
amplified in the follow1ng discussion.

a. Selection of the Development Ent1ty

.. The 1mportance of selecrlng the ri jht deveiopment
ent1ty cannot be overemphasized. Without exception; the
success of the DBE equity partners depends on their ability
to complement their strengths with the financial resources
and credibility of individuals with extensive experience in
developments similar to that proposed for a specific site.
Consequently, the task of putting together a development
éhtity §hbdld be dbhé Wéll in advance of tHe 166&1 transit

Site your group wishes to acquzre. DBE3s are strongiy
encouraged to carefully plan_ a strategy for identifying and
selecting the appropriate individuals for their development

sntity.

Two thvngs are essential in the selection of a
develupment entity: (;) the ability of each partner to
provide risk capitel and financing for the project; and (2)
the ability of each partne* zo bring organxzatlonai skills
and real e¢state expertise to the project. Potentiatl
participants in the develupnent entity must bring one or
both of these assets to the table: The greater their
contribution to the ptdjédt; the greater their "interest" in
the project. _Illustration IV.D describes several factors
which tixe DBE should consider in the selection of
development entity partners.



Illustration IV.D

FACTORS TO CONSIDER IN THE SELECTION OF A DEVELOPMENT ENTITY

FIRST: 1Identify partners who complement your personal resources.
If you have risk capital but little éuperience in real
estate development, identify sSomeone  =h + proven record
as a developer. Conversely., if ycu: hive experience in
real estate developmeéent but littlé money, identify an
investor or a group of investors,

SECOND: Identify par® ¢S who have dissimilar financial
objectives. 1-i. +ill allow you to &ilocate the various
financial ben: “. ¢~ to your mutual benefit. Some of the

things you shc.iv' :onsider are the following:

Legal constraints on acceptable investments.

Tai law ébhétréihté on_ éCCéptéblé investments
Dlver51f1cat10n requ1rements

Passive vs. active management

Regular income vsS. capital apprec1at10n

Safety of principal vs. potential yield on investments

THIRD: If money is a problem, consider negotiating equity in the
project for essential professional services (i.e.
attorney fees;, architect fees, etc.). But be extremely
careful in using this approach. Make absSolutely certain
you can get these individuals out of the deal if they do
not perform. Consult your pers;nal attorney on how to
protect yburself in this matter.*

respon51b111t1es to,wrltlng. This will avoid untold
difficulties in the future. Secure legal counsel in this
matter aéééptable to all partiés pérticipéting.

among ailil development,entlty,part1c1pants. _All of you
will have to live with your investment decision for a
long times

Stage, the m e equity in the progect your group will be able to

keep for yourselve.. Carefully anticipate your "risk cc plta]"

and human resources s0 that yc are dealing from a position ¢t

strength should aaditional equit, partners be needed.
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Once you havi . -en your developmeént entity. you
and your partners are e .y to review the type of human
resources and expertiseée necessary to accomplish the
objectives of each phase of the Development Process,

b. Commitment of Risk Capital

During the period the developwsnt antity is being
organized, concurrent efforts mMust al.: &z nade to secure
financial commitments to undertake the pro:ert. The initial

"risk capital"” must come from individual partners of the

déVélbpmént entity. These rx ancial resources are termed

ccmpetttion for the "development rights to a spec1f1c site,

It is common for development entities to spend in excess of

$100,008 each in the preparation ¢~ a competitive bid

proposa1 to acquire the "development rights" on a particular

joint development site. Therefore, great thought must be

given as to how best to attract this level of initial
investmer*.

There is another important cost which must be

incorporated into your "risk capital®” pool. As part of the

cost of bringing the project through the Financing Phase

(icec to a point where the project can obtain outside

financing), your development entity must be prepared to have

sufficient capital to meet all initial deposits and

subsaquent lease payments imposed by the local transit

agency. Additionally, funds must be available to pay for
expenses in the Final Design and Financ’'ng Phases. By the

time the project is ready tov obtain the construction lqan,
the develupment partners may have as much as $50¢,000 or
norz invested in the project as cash or liabilities.

~ Cunsequently, the magnitude of financial reguirements
is a. function of the size '“d complexity of tke pro:ect.
project, DBEs must have a clear understanding of what
financial commitments are necessary; when these funds must
be available; and what sources can be expected to provide
this financial support. As insurance, it is wise to seek
out development entity partners who have sufficient personal

financial net worth to sign for guarantees, lettcrs of

credit, and loans should the need arise (NOTE: Such

guarantees for the development entity partners may require
added ownership for thkuse taking the added risks).

c. Conduct the Preliminary Economic Feasibility Analysis

By the time the tr-nsit agency has completed its
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feasibility analysis and prepared a solicitation, the DBE
development entity and some initial risk capital should be
in hand. The first task is to conduct a "Preliminary
Economic Feasibility Analysis" (see Chapter 1V, Section II
for details) to determine if this particular joint
development equity opportunity is appropriate for your
group.

the entire Real Estate Development Process. As will be
shown in the latter part of this chapter, the preliminary
ar~alysis is a low~cost comprehensive approach to evaluating
your chances for success. It prrvides the necessary
information by which to make a "go" or "no-go" decision to
pursue this opportunity.

d. Organization of the Development Team

positive and a decision was made to [ursue this joint
develc »ment opportunity, the organi: ation of the development
team must be completed. Invariabiy some of the members of
the development team were co~3ulted as part of the
preliminary economic feasibili:, analysis. Now other
development team members musc be brought into the
feasibility analysis and developr ‘nt proposal preparations.
fllustration IV.E provides a grapiiic description of the type
of professional expertise needed during the Feasibility
Phase.

L3
%
§ _ B} I
3 Illustration IV.E
DEVELOPER/DEVELOPNENT TZAM ORGAMIZATION
DURING PEASIBILITY PHASC OF DEVELOPMENT PROCESS
DEVELOPER(S)
MARKET RESEARCA PROJECT o . LEASING MORTGRGE __ ___
MANAGER COMBTRUCTION ARCHITECT(5) ATTORNEY MAMAGER BROXER/BANKER
MARKET RESZARCH S -
AMALYST/ ENGIMEER(8)
CONSULTANT




‘oan of the development team members is critical to

&3 in the selection vf the development entity, the
sele~:
winning the "development rights" to a specific joint

deveinment site. The deveiopment entity's developer must

have the experience and personal knowledge to select the

right expert for the right job. For example, a certain

consultant may have an excellent reputation in preparing

financial feasibility studies for commercial office projects
but may be an unknown in preparing financial feasibility

studies for hotels. With an experienced developer in the

deveiopment entity; misuse of consultant talents can and

must be avoided. For it is the reputation and credibility

of the development team members which lend confidence to the

feasibility analysis. Without this confidence, the transit

agency (let alone % > lenders) will be reluctant to
seriously consider th: development proposal.

e. Preparation o: Feasibility Analysis/Development Propocsal

In co~development; the private sector's role in the
actual Feasibility Phase is to prepare thLe development
propusal submitted to the public agency in res;onse to a

solicitation. The details of what is,*ncluded in this

development propusal may vary among transit agencies (refer
to Chapter II, Section VI). Therefore, it is important to
follow the submission guidelines sa2t forth in the
prospectus. At scme point, a detailed teasibility analysis
will have to be undertaken in supporc c¢f the development
proposal., Although the degree of emphasis depends on the
objectives to be accomplished, all feasibility analyses are

made up of similar components.

public/private chjectives to be achieved. Problems and
2osistraints regarding the achievement of these oLjectives
must be clearly defined. This is extremely important
because the definition of the problems will predetermine
the solutions and alternative strategies availabie.

® OBJECTIVES: The development entity must outline all the

® PROJECT DESI3N: The propos . ding p'ogram must
reflect the planning; desiqvi .. .snancial reéquirements
set forth by the transit ageni,. 7 .. final commercial mix

in the project will be dictated by the loral market

demand. Siiematic architectural drawings of the proposed
"building program" must be prepared as part of the
submission.

® MARKET STUDY: The identification of market t:rénds is
necessary to develop alternative apprcaches to

82



ii. Construction Loan Closing

As ment1oned ear11er most construction loans are

made once assurances of permanent financing are obtained

by a development entity. Further, most construction loans

are secured by a mourtgage for future advances. Essential-~

iy this means that the construction lender has a first

lien on the land and all subsequent improvements as funds

are disbursed for materials and labor used in the
construction of the project.

development entity, in part1cular, opgiw1th L;ptle
development experlience. Fot example, construction may be
slowed down as a result of inclement weather or labor
strife. If a slowdown occurs, interest charges, overhead,
and real estate taxes can accumulate. This may require
that your development entity invest additional equity
funds or that the bank increase the loan over the initial
amount of the construction loan commitment. Another area
of risk lies in the poss;blly;y of poor construction
management as a result of a firm's inexperience in a
particular field of construction. These conditions can
Iead to cost overruns and delays which can threaten the
financial viability of the project.

A further consideration in negotiating a
construction loan relates to the take~out commitment of
the permanent lender. You may recall that most take-out
commitments usually have contingencies attached.

Due to thé y@;iaué risks associated with the

plans w1th great detail. 1In general, the construction
1ender will review the financ1a1 and marketing plans of

loaned based on the economic value of the project.

Normally, the construction loan will be made for the hard

project costs: The construction lender will also perform

a detailed ratio analysis of projected operating

statements to determine if the assumptions made conform
with local economic conditions. After this detailed

analysis is completed the construction lénder will make a

final determination as to whether the project should be

financed,;

~ once you have received a commitment from a
construction lender the closing of the loan is the next
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accomplishing the stated objectives: The strength of
competitive suppliers or users must be examined to
determine whether the market can easily absorb the
proposed "building program”.

COST ANALYSIS: The project cost must be determined with
the assistance of the developer, architect, construction
contractor and the mortgage banker,

e FINANCIAL FEASIBILITY: The financial feasibility will

identify all revenues and expenses broken down into
several categories based on alternative occupancy rates
supported by the market analysis. A financial plan

{including pro forma balance sheet and cash flow analysis
for a ten (18) year period) is prepared, packaged and used
to seek capital for the project.

carefully review the transit agency's commitments. All
tegal constraints, if any, must be examined. All
pertinent governmental agency coordinations and
restrictions must be reviewed to include comprehensive
land use plans, capital improvement plans, major street
plans, etc. Familiarity with transit agency regulations
on zoning and building codes is essential.

® POLITICAL/LEGAL FEASIBILITY: The development entity must

llustration IV.F graphically describes how the
components of the feasibility analysis interact and lead to
a decision regarding the potential feasibility of the
) project. -
B Illustration IV.I
ation IV.F

PEASIBILITY PHASE
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Once the feasibility analysis is completed, it must be

integrated into the development Proposal requirements set

forth in the transit agency's prospectus (refer to Appendix
Four for an exampie of a joint development prospectus).

The importance of the Feasibility phase to successfully
acquiring the "develupment rights" to a_specific joint

development site cannot be overemphasized. The proposed
building program must be economically feasible in meeting
the financial objectives of all investors and the transit
agency. The feasibility analysis' conclusions must be

supported by independent and reputable consultants. fThe

development entity must also demonstrate its financial and

managerial ability to build the project. Furthermore; the
Proposed development team (i.e. architect, contractors,
leasing agents;,; etc.) must be credible to the local transit
agency, lenders and potential future equity investors.
Conditional letters of financial commitments from permanent
lenders and equity capital sources must be included in the
proposal. Care must be taken tov address every detailed
requirement of the request for proposal. Most importantly,

rehearse the presentation before going to the local transit
agency review board should your proposal be one of the
finalists selected. Know who will review your proposal.
Last but not least, bring your best négotiators to the deal~

making table when the time comes.

C. Final Design and Financing Phases

Upon award of the "development rights" to a specific joint

development site; your development entity must begin the Final
Design and Financing Phases. The purpose of the Finai Design
Phase is to finalize éiifggg:equisitefstudiéé;,étéhitééfﬁfé;fgpg
engineering plans; financial projections, and legal documents
necessary to obtain permits to build the project and to secure

financing (equity and debt capital) to build the project. The
purpose of the Financing Phase is to integrate the final products

of the Final Design Phase into a marketable package to attract
anchor tenants; solicit new equity investors, and secure

construction/long~term financing for the project.
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The activities of both the Final Design and Financ1ng Phases

are interdependent and, as such, address similar issues and

concerns. Consequently, both of these phases are presented
together in this section.

1. Role of the Local Transit Agency

The role of the local transit agency in the Final

Design Phase varies by project and circumstance. In a

situation where the joint development project is implemented

after the completion of the transit station; the transit

agency may only have to monitor the developer's compliance

with the planning and design requirements of the joint

construction of the transit station and the Jjoint

development project is contemplated. In this 1latter

situation; both the transit agency and the deveicpment

construction schedules; etcs:

___ The local transit agency would enter the investment

decisiuvns of the Financing Phase only if 1) the selected

development entity is unable to secure financing under the

terms and conditions of the agreement; or 2) the transit

agency has committed certain financial incentives as part of

the private investment arrangements: In the former

situation, the transit agency may either modify the

financial terms and conditions or terminate the agreement

and seek a new development entity. The latter situation is

a matter of working out the details of the public financial

contribution.

2. Role of the Selected Private Sector Development Entity

The develupment entity's developer takes the lead role
in accomplishing the activities of these phases of the veal
estate development process. Specifically, thefdeveloper
must undertake the following interdependent activities:




Final Design Phase

eCoordination and scheduling of overall project
management. plan;

® Supervision and preparation of all architectural and
engineering plans and specifications;

Financing Phase

e Reassessment of feasibility analysis and compléte leasing
strategy;

'Y I&éhtiﬁidé@iéﬁ and negotiation of additional equity
capital; and

e Identification and commitment of debt financing.

Before discussing these major activities, it should be

noted that the primary source of funding to perform the
Final Design and Financing Phases* must also come from the
"risk capital” pool of the development entity. Emphasis is
placed on the risk nature of the investment because; despite

the fact the development entity now has thé "development
rights"” to a specific site, many of the critical elements of
the project (i.e. architectural plans, financing,; ownership
structure; etc:) have yet to be committed or finalized.

Nevertheless; there is some reasonable expectation, based on
the results of the Feasibility Phase, that if the project is
pProperly organized and executed, the chances of successfully
completing these phases are good. It is precisely at this

point that an experienced developér becomes an invaluable

asset to the development entity.

a. Coordination and Scheduling Overall Project Management
Plan (Final Design Phase)

The overall project management must now be finalized.

The developer must undértake the critical task of

*In the Financing Phase, gréat caution must be taken to

avoid the small percentage of unscrupulous money brokers who

will claim to deliver financing for an up~front fee. Better
to identify weil~established sources of capital; mortgage

bankers and lenders, than to pursue exotic sources of
financing. Properly planned, the Financing Phase should

86




coordinating and scheduling the various staff and

consultants to complete the Vvarious prerequisite oct1v1t1es
needed to prepare the plans and documents of the F1na1

be 71ntegrated and/or mod1f1ed into _several. marketlng
packages to attract anchor tenants, solicit equity capital,

and secure construction and long~term financing for the

prOJeét. Items which should be considered in the
preparation of the final overall program management plan are

the following:

e Reevaluate the role of the development entlty partners

local transit agency,; and modlfy roles accordlngly*-

° Reevaluate the performance of the development team mémbers

to deliver in the preparation of the development proposal

and make final substitutions and/or additions to the

development team¥*;

e Schedule of alt product deliveries should be set,
in

deadlines established and priorities agreed upon (detailed

documentation and requirements of all activities in
le

schedu should also be developed);

e Reevaluate change of command and areas of responsibility

for all development entity partners and development team

members; and

» Establish administrative and fiscal procedures and

i
responsibilities.

management plen. The need to plan and organize the execution of

the project is critical to the success of the project.

*There is no better way to test the competence of a partner or

consultant than their performance under fire: The Feasibility

Phase just completed provides excellent data for evaluating the

strengths and weaknesses of the development entity's partners and

development team members. If changes must be made, they must be

made at this point. No rroject ex;sts.77Pr03ect liabilities are

at a minimum. From this point onward in tnefgeal estate

development process, it will become extremely difficult to make
changes to the development entity and the development team.
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b. Supervision and Preparation of all Architectural/Engineering

Plans (Final Design Phase)

Without the architectural and engineering plans, there is no

project to fund.* The construction iender will need to see all

finail

plan documents and building permits before funds are

released tov build the project. Since ths architectural design

and engineering plans are reimbursable expenses from the

construction loan, the development entity normally pays sz

"negotiated” portion of the architectural and engineering plans
as they are prepared from the "risk capitai® pool.** Tncluded in

the preparation of the architectural and engineering plans are
the following:

e - o

Definition of property operations and management

requirements in project physical design;

Definition of property operations, management, maintenance

and security requirements;

Preparation of complete architectural and engineering

design and working drawings for construction approvals by

lenders; investors, anchor, and key tenants;

Preparation of a "final" floor plan, and merchandising
plan; and
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obtain building permits.

O e e e -~

*In some situations (sspecially where lenders are participating

as equity partners in the project), the final

architectural/engineering design costs are paid from the

construction loan proceeds as the plans are being produced. In

such cases, the builcding permits, title search and permanent

financ

ing commitments obviously must be obtained prior to the

Final Design Phase.

**One common way of minimizing out-of-pocket cost during the

Final Design Phase, is to negotiate reduced up~front fees with

firms

or individuals providing professional services (i.e.

architect, general contractor, attorneys; etc.) in exchange for

equity

in the project. Be careful in using this cost reduction

approach and avoid it if possibie: Remember, the develupment

entity

still has to raise additional equity capital to meet the

lending requirements of the construction and permanent lender.

Depending on the negotiated contractual arrangements with your

professional consultants and size and complexity of the project;

the Final Design Phase may require an additional $2008,000 to

$5008,000 or more depending on the scale of the project.

1ng
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The completion of these activities requires the participation of
various consultants:. Illustration IV.G graphically depicts the
development team needed in this phase.

Illustration IV.G

TEAN ORGAMIZATION

OWNER (8)
INVESTOR (S)

— -

DEVELOPER (S)

DIRECTOR ATTORNEY MANAGEMENT
DIRECTOR

r— 71 —

MORTGAGE LEASING I PROJECT __
BROKER/ MAMAGER ARCHITECT (8) CONSTRUCTION
BANKER MANAGER
MERTIANDIBING ENGINEERS GEMERAL _
SPSCIALIST/ = COMSTRUCTION
| COMSULTANT DESIGM COMTRACTOR
_— CONSULTAHNTS
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c. Reassessment of Feasibility iinalysis and Complete Leasing

Strategy (Financing Phase)

__The Financing Phase realily began as part of the Feasibility
Phase. Your development entity would never have committed the
"risk capital" to prepare the development pruposal unless there
was some reasonablé chance to attract equity capital and long-

term financing. Now your development entity must transform these

reasonable chances for financing into binding commitments from

specific equity investors and lenders.

____The market study and financial plans (i.e. project cost; pro
forma cash flow prospectus; assumptions about the local market,
otc.) submitted as part of the development proposal to the local

transit agency must be reevaluated. This is especially important
if the initial studies and financial plans are over one year old.
Modifications should be made by the original cunsultants* who

prepared the studies or the financial plans.

W Along with the reassessment of the feasibility analysis, the
develuper must complete the leasing strateqgy for attracting
anchor and key tenants: This leasing strategy should include the

name of the leasing agency, detailed description of marketing

plan, list of potential tenants, leasing schedules and commission

arrangements. 1Ideally; the developer should have a firm

commitment from an anchor tenant** tg include as part of the

Project package submitted to potential equity investors and

lenders.

d. Identification and Negotiation of Additional Equity cCapital
(Financing Phase)

* Of all the consultants on the developmént team, the financial

feasibility and market study consultants are critical to the
confidence investors and lenders will place on the economic
viability of the project. DBE development entities are strongly
encoiraged to hire financial/marketing consultants known and
respected by local banks and potential long-term lenders.

**In the rush to get firm commitments from an anchor tenant (i.e.

major Hotel, regional departmenti store, etc,), be careful to
avoid situations in which the anchor tenant dictates the terms of
the lease or requests an equity p.sition in the Project. These

arrangements may be satisfactory if and only if they are
acceptable to all equity investors and permanent lenders. 1t is
better to hold off from entering intov a Sweetheart deal with a
potential tenant until all sources of financing have been

identified. Al1l potential finuncial participants in the project
should be aware of all financial implications affecting the

return ¢n their investment.



the Feasibility Phase; the amount of equity capital needed was
determined. Now the develuper must reevaluate the best sources

for equity capital. These sources include; in order of priority:

(1) the project's develuopment entity; (2) limited investors

known by the developer or development entity partners; (3)
limited investors organized by a syndicator; and/or (4) the
permanent lender.

Cullectively, the partners of the development entity may

have the equity capital necessary to satisfy the loan~to-value
requirements of the permanent lender: 1If the development entity
partners contribute additional equity capital into the project in
the same proportion of their contribution of risk capital, the
equity ownership structure may remain the same. Otherwise; the
ownership percentage may have to be modified to reflect the new

amounts of equity capital contributed by partners of the
development entity.

Investors known by the development entity partners are the

second best source of equity capital. The primary advantage of
dealing with known investors is that these investors can be added
as limited investors to the existing development entity legal
structure. Another option is to organize the known investors
into a private offering syndication (refer to Chapter III,

Section VII.B). The cost of preparing such a syndication could
be substantially lower than a public offering syndication: ©Of

course, the development entity would still have to prepare the

syndication in accordance with all the rules and regulations of

the securities Exchange Commission and state laws.

It may be necessary to use a syndicator to identify equity

capital investors. If this is the case, hire a syndicator with a
good reputation and track record in securing equity capital for
your type of project. The primary disadvantage is that good
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syndicators are expensive and require substanti
ownership in the project.

, The permanent lender is also a source of equity capitai.
Here again the greater the equity capital requirements, the 1less
equity ownership will be available to the development.

Additionally, permanent lenders may also require a substantial

change in the manageinent of the project.

It is the responsibility of the developer, in coordination’
with the development entity partners to negotiate the best deal

possible. Above all, the developer must avoid giving the

impression that the development entity's position is a desperate

one despite the reality of the situation. If new equicty capital

investors perceive weakness or a sense of desperation on the part
of the development entity, the development entity may be forced
to give up more equity ownership than need be.

The best way to énsuré a strong nedotiating position when
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e Prepare a complete and comprehensive financial package of

e Identify several alternative sources of equity capital;
e Seek out independent professional advice on what are

acceptable and reasonable terms; and
e Negotiate with time on your side.

Following these recommendations will greatly enhance the ability
of your development entity to negotiate workable terms in

acquiring the needed equity capital.

e. Identification and Commitment of Debt Financing (Financing
Phase)
Perhaps the most difficult part of implementing a transit-

rzlated real estate development project, is to obtain the

necessary financing from lenders. In most types of income~
producing projects this is usually done in two stages. A first

stage calls for your development entity to obtain a permanenc

loan commitment_ from a lender. A second stage requires the

commitment of a construction loan to finance the construction of
the project: once the project Is built, the permanent lender

"takes-out" the construction lender.

There is a very important distinction between Ehe wo types

of loans. The construction lender (usually a bank) is in the

business of short-term loans and therefore must be guaranteed
that the loan will be "taken out" by a reliable permanent iender
at the completion of construction*. The development entity must
work with both types of lenders to ensure that both ienders are

satisfied with the financial agreements.

_Your developmen‘ entity would be well advised to seek

professional assistance from a reputable mortgage banker in
arranging this financing and any contingency financing (i.e.
stand-by 1loans; gap loans, etc.) which may be required by lenders
as_insurance against construction delays or problems which may

arise in the Operation Phase:
i. Permanent Loan Commi tment

Permanent loan commitments are difficuit to obtain due

*In some situations, if the developer has an excellent track

record and the development entity has the necessary equity
capital, the construction lender can provide a Snort~term "mini-
permanent loan" ranging from three to seven years:
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to their lcng~term structure.* Once a permanent loan is
obtained it becomes relatively easy to attract construction
financing since construction loans usually have a relatively
short loan period. Construction loans of 1-3 yearc with
interest rates pegged at 1-~2 points above the prime rate are
common .

In preparing a loan package for consideration by a
permanent lender, several requirements have to be met by
your development entity. If thé products of the Final
Design Phase are complete, the staff responsible for the
Financing Phase should have no problem in meeting the
informational requirements of the lender. Although these
requirements may vary from lender to lender, at a minimum
your permanent loan package should include the following

items:
® Evidence of development rights;

e Architectural plans;

e Site analysis;

e Map and narrative description of site;

e Narrativeé déscription of project including overall
concept, market orientation and type of construction;

e Market analysis;

e Evidence of permissible zoning;

e Narrative material. on proposed members of development
entity including capability of key members;

e Demonstration of develépér s capability,

e Financial position of developer;

*A word of warning 1is in order regarding the acquisition of

permanent financing. We are now in a time of fundamental change

in the real estate industry. The persistence of astronomical

U.S. national deficits and the uncertainty of rekindiing of nigh

inflation has had a profound 1mpact in the way real estate

development projects are financed in the United States: as a

result, the days of a fixed interest rate, thirty year mortgage

are gone, Permanent lenders often requxre a combination of

adjustable rate mortgages (ARMs}), share in the cash flow,; share

in the equity proceeds upon sale, etc. &Again, your development

entity is encouraged to seek professional a2dvice on how best to

structure financial arrangements with pPermanent lenders.
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e Detailed pro forma statements indicating financial

feasibility;

® Explanation of loan request accompanied by line item
budget;

® Management plan for development project; and

® Marketing plan.

__Should the permanent lender approve the loan and once
the terms of the loan have been agreed upon, the lender will
issue what is generally known as a "take-cut commitment".

This represents nothing more than a commitment to be the
permanent lender to your development ehtity.ﬁr;q”bthér

words, since the pféjéégfhgsfnqt,beeh,déVéloped the
development éntity must find a construction lender to

finance the construction. However;,; construction lenders are
usually unwilling to make a loan unless they are assured
that your development entity has found a permanent mortgage
lender who will provide financing to pay off the
construction loan when the project is completed. The take~

out commitment by the permanent 1lender provides such
assurances.

Since permanent lenders finance Projects after

Construction is completed it is common to impose
contingencies on a development entity. Such contingencies
are imposed by the permanent lender to assure that the
borrower carries out specific responsibilities during the
developmeént period, Common contingencies which are imposed

prior to a loan commitment include:

© Allowed time Ffor obtaining construction fihahciﬁé}

® Completion date for construction of project;

® Minimum rent~up requirements for permanent financing
to become effective:;
Provision for gap financing should rent- up requirement
not be met;

Expiration date for loan commi tment ;

e Provisions for design changes and approvals.
~_ Contingencies imposed on a loan by a permanent
lender need to be fully understood and taken seriously by

your development entity. _Should established contingencies
not be met; the permanent commitment can expire thereby
releasing the permanent lender from the responsibility of

making the loan. It is important, therefore, that



cohtlngencxes in petmanent ftnancxng be negot1ated fuitly

ii. Construction Loan Closing

As ment1oned ear11er most construction loans are

made once assurances of permanent financing are obtained

by a development entity. Further, most construction loans

are secured by a mourtgage for future advances. Essential-~

iy this means that the construction lender has a first

lien on the land and all subsequent improvements as funds

are disbursed for materials and labor used in the
construction of the project.

déVélbpméht éntity; in part1cular, one with little

development experience. For example, construction may be

strife. If a slowdown occurs, interest charges, overhead,
and real estate taxes can accumulate. This may require
that your,development,ent1ty invest additional equity
funds or that the bank increase the loan over the initial
amount of the construction loan conmitment. Another area
of risk lies in the poss;b111;y of poor construction
management as _a result of a firm's inexperience in a
particular field of construction. These conditions can
lead to cost overruns and delays which can threaten the
financial viability of the project.

A further consideration in negotiating a
construction loan relates to the take-out commitment of
the permanent lender. You may recall that most take-out
commitments usually have contingencies attached.

Due to thé ya;iauis risks associated with the

plans w1th great detail. 1In general, the construction
1ender will review the financ1a1 and marketing plans of

Normally; the construction loan will be made for the hard
project costs:. The construction lender will also perform
a detailed ratio aﬁalygls ‘of projected operating
with local economic conditions. After this detailed
analysis is completed the construction lénder will make a
final determination as to whether the project should be

financed,;

~ once you have received a commitment from a
construction lender the closing of the loan is the next

-w!



loan is closed, . you and. your development entity are

spending limited risk capital to get the project to the

closing table. _ At closing the lender advances funds that

reimburse you for most of your out-~of~pocket expenses and

agrees to continue to lend funds to cover the cost of

constructing the project. After closing you have the

benefit of using someone else's money and the risk is
shared.

closing of a construct1on loan? Although these vary from
lender to lendér, in most cases; your development entity

must provide all or most of the following:

e A firm commitment for permarnent finénéingi

e A building permit;
An executed construction contract for an amount not
to exceed loan commitment;

e Construction contract drawings and any specif;ggtions

executed by the developer, the architect, the lender or
insurer, the builder, and the bonding company;

A valid executed "development rights" agreement with
the local transit agency; ‘

Evidence of clear title and insurance;

An executed agreement between the owner and architect;

Evidence of légélity of mortgagor entity;

e Evidence of abiiity to fund cash equity requirements
and working capital needs;

Performance and payment bonds for the general
contractor;

Evidence of builder's risk and hazard insurance;

e A survey of the property and a legal description

acceptabie to the 1lender;

e Various legal opinions and certifications that the

method of financing is legal and complies with state

and federal laws; and

e An approved management plan, management agreement, and
marketing pian:



In sum; satisfying the above conditions provides

evidence to the construction lender that the project can

proceed. Few loans are closed because all of the

details have been worked out; Rather; most loans are

closed because the parties involved have established a

mutually acceptable closing date and commitment to work

out any problems which may exist: Once the loan is

closed, all parties are obiigated to conform to the

the aeveiopment team during the Financing Phase.

Illustration IV.H

DEVELOPMENT TEAM IN FINANCING PHASE

CONSTRUCTION
LENDER

(gourry CAPfTA@)
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Illustration IV.I

FINAL DESIGN & PINANCING PHASES

—CREATE OWNERSHIP ENTITY

TITLE SEARCH

o \| ___susmrr_.
SCHEDULING /{:xnx TENANT®S COMMITMENT\| COMSTRUCTION LENDER
 LOAN. ANALYSIS
o _ APPLICATION
. OBTAIN PERMITS

PERMANENT FINANCING

COMMITMENT

<« -

MASTER PLANNING —

CONSTRUCTION / . ENGINEERING ﬁ\\OBTAIN CONTRACTOR BIDS GRANT COMSTRUCTION

LOAN CLOSING CONTRACT
INITIATE MARKETING/

LEASING PROGRAM

D. Construction Phase

: - Up to this point of the Development Process, your
development entity has been using their "risk capital® to move
the project along: You now have the construction lender's money
to construct your project. Depending on the arrangements

negotiated with your construction lender and your new equity
partners (i.e. assuming your development entity had to £ind
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additional equlty capital), the new equity capital may or may not
be immediately available. But it will be needed to augment the
construction 1lender's loan to complete the project. It is
important to keep in mind that the willingness of lenders and
equity investors to commit their financial resources was a direct

result of:

Your development entity's demonstrated ability to
construct the project; and,

e Their perception that the project would produce a given
rate of return on their investment.

Your development entity now carries an awesome
responsibility to bring in the project on schedule and within the
budget. During the Construction Phase, there is no substitute
for detailed scheduling, competent contractors and professional
management. It is here where your planning and attention to
detail will pay off.

1. Rolé of the Local Transit Agency

~ Unleéss there i§ a co~construction requ1rement, the
role of the local transit agency is supervisory. This
monltor;ng role must not be taken lightly. The transit
agency does have the power to.stop construction if the
planning and design requirements are violated.
Furthermore; the transit agency will demand periodic
reviews of each stage of the construction to include
reviews of DBE affirmative action plans and other
administrative reqUirements.

close and ongoing contact with the transit agency dut1ng
the Constructlon Phase. _Any modifications to piann1ng and
appropriate transit agency staff. A1l approved
modifications must be in writing.

2. Role of the Déveiopmeﬁt Ehtity

With the construction loan clos1ng behind you; your
development entity is now ready to start construction: The
Construction Phase brings together a variety of activities

which must be coordinated and managed simultaneously:. The
building must be constructed, marketing of the project
must be accelerated, tenant's specifications must be met;
etc. _Keeping the Construction Phase on schedule and within
budget is a critical factor to the success of the project.
The following functions must be accomplished during the
Construction Phase:
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The following functions must be accomplished during the
Construction Phase:

Fully staff the project management team;

Initiate staffing and contracting for services for on~
going property management;

Start site improvements; -

Fully staff the construction management team;

Refine marketing research data for use in advertising
Continue architectural (engineering) review for change

orders and design modifications;

Initiate full scale leasing activities;

Lender approval of progress payments; ] , B}
Continuity of overall construction, development and
operations;

Maintain project cash flow management;

Bid and award all maintenance and security contracts;

Preparation and initiation of pre-~opening and grand
opening advertising and promotions; ] ,
Lender approval of completed construction and executed

leases (i:e: occupancy permit and occupancy level);

and; S
@ Take out construction loan.

In order to accomplish these functions and other

tasks, the development entity must utilize the expertise

of various professionais as shown in Illustration IV.J.

Illustration IV.J

- --DEVELOPER/DEVELOPRENT TEAN ORGANITATION- s

DUARX —_

DISING
IALIBY/
LYANT

Egz%::].n"”
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Successful completion of the Construction Phase is

marked by the permzaznent lender "taking out" the

construction lernder from the project. 1In order for the

permanent lender to accept the loan, two critical outputs

must be achieved in the Construction Phase: (1) an
occupancy permit must be obtained for the project; and (2)

the development entity must achieve the prescribed tenant

commitments for the project.

The occupancy permit for the project results directly
from constructing the project in accordance with the
construction specifications set forth by th. local transit
agjency and other related public agencies. Without the
appropriate occupancy permit(s), the construction lender
will refuse to approve the completion »f the project, and
therefore the permanent lender w111 also refuse to take out
the construction loan. For this reason, it is absolutely
1mperat1ve that the development entity focus its attention

requirements. Remember, the counstruction loan is usually
at an interest rate higher than the permanent loan. As a
consequence, as the project nears completion, every effort
must be made to minimize and avoid delays in securing the
occupancy permit(s).

, Equally 1mportant, the permanent lender will demand
that the project be financially scund and provide a

reasonable expectation of profits on the funds committed to

the project: One practice used with great frequency is to

commit permanent financing to a project based on its
ability to reach a predetermined occupancy level (i.e.

signed tenant commitments; suck as 60%*. This is referred

to as a "floor loan" and might be for 68% ¢f the amount of .

the fully funded loan called the ceiling loan:

Although the permanent iender may be willing to make a

permanent loan equal to the amount of the construction

loan; it will do so only if the development entity has

arrénged for an interim loan that makes up the difference

between the floor and ceiling loans: This gap; or stopgap,

loen is arranged at the time the construction 1lcan is

arranged. Thus your development entity would arrange for a

permanent loan; then the construction loan; and next the

gap financing,; with all these loans probably being

finalized at the same time: Some gap lenders will record

*The predetermined occupancy level established by the permanent
lender is usually tied to a minimum Net Operating Income (NOI)

necessary to make the debt service payments: Therefore; it must
be a top priority of the development entity to identify and
secure leasing commitments equal to or exceeding the floor 1loan
percentage requirements prior to completion of construction.
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to prevent any 1nterven1ng liens later endanger1ng their

investment,

If the occupancy schedule falls behind schedule, this

gap loan will have to be used. Once the development entity

gets into this type of d1ff1cu1ty,,the project is

jeopardized even further because the development entity has

two mortgage paymenta -~ one, the lower interest rate

permanent loan on the floor loan and thé other at a

considerably higher interest rate on the gdap between _the

floor and ceiling loan. This adds to the aggravation of an

already weak cash flow situation. Avoiding this situation

must be a paramount consideration of the development entity.

Illustration IV.K portrays the concurrent tasks which
must be accomplished during the Construction Phase.

Illustratioen IV.K

CONSTRUCTION PHASE

— LEASING —
—>

PINAL o
SITE y BUILDING .. _ _

ACQUISITION N
AGREEMENTS , 7
\ i%km“@iifﬂi """"
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E. Operation Phase

____Upon finalizing the permanent loan arrangements, tle

developm~nt entity must now make the transition into the

initial O.eration Phase*. Several functions and tasks must
be performed. Some of the more important are the
following:

¢ Close out all development process accounting;
accounts payable and other documents;

Complete all leasing; ) _

Complete construction punch list and finatl
acceptance of construction work by tenants;

e Finalize project management team and operations; and
® Begin full scale property management.

B Unless there are unique co-operation arrangements of
the project with the local transit agency, Illustration
IV.L provides typical development team requirements for the
Operation Phase.

Illustration IV.L
DEVELOPER/DEVELOPKEET TEAN ORGANTZATION

DURING INITIAL OPERATIOMAL PHASE

OWMER (S)

AssISTANT | PROPERTY
DEVELOPMENT- MANAGEMENT

DIRECTOR DI“ICTOIJ

.| ADMINISTRATION

, [ — 1
, WORTGAGE PROJECT PROPERTY PROPERTY
ATTORMEY BROKER/ MARKETING MAINTEMANCE SECURITY
BANKER MAMAGER AANAGER NAMAGER

MAINTEMANCE SECURITY
PERSONNEL PERSONNEL
SOMTRACTOR | COMTRACTORS

* At the beginning of the Operation Phase, the project is

turned over to either a professional management firm under
contract to the development entity or to the property

management section of the development entity's own
organization.
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~ This concludes our discussion on how a real estate
development project is put together. As was shown, each

phase of the Real estate Development Process presents

discrete investment decisions and requires that a pre~
described set of tasks be accomplished: All real estate
projects must respond to the investment decisions and must
accomplish the tasks discussed in order to successfully

bring a project from concept to income producing operation.
Ii. BHOW TO UNDERTAKE A PRELIMINARY ECONOMIC FEASIBILITY ANALYSIS

_In the first portion of this Chapter, the real estate

development process phases were used to explain how a joint
development project is put together. This section is designed to

assist DBES in undertaking a systemacic "Preliminary Economic
Feasibilicy Analysis" of a specific joint development project
opportunity.

_____ Next to choosing your development entity, the "Preliminary
Economic Feasibility Analysis" of the project is the most

important factor in determining your decision to pursue equity

ownership in a joint development project. As emphasized through

this manual; a real estate development venture may ultimately

e ==

produce substantial financial rewards. But in order to get to a

point where a project can attract lenders and additional limited
equity partners, your development entity must spend a lot of
money. Since there is no real project in the ground prior to
beginning construction, your entire investment is in a high~risk
situation., Thus, it is extremely important that your development
entity know from the ocutset whether a potential project is likely
to make economic sense.

N A decision to commit financial resources to prepare a
development proposal in response to a joint development
solicitation should not bé done without first undertaking this
preliminary analysis.

. This preliminary analysis is essential for two reasons:
First, it establishes the basic assumptions for estimating
financial benefits and risk. 1If the basic assumptions fail to
produce economic projections which can be supported by the 1ocal
marketplace, the project is 1likely to be unsuccessful in
attracting financing. Furthermore, this preliminary analysis
answers the following basic questions:

e What is the amount of "risk capital" required to bring the
project to a point where outside financing (i.e: limited
partners and lenders) can be obtained?

® How much money can the developmént eéntity borrow from a
commercial lender based on the economic value of the
project?
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e Based on the estimated financial henefits of the project,
what sources of equity capital will be committed to the
project?

e Are the project development costs reasonable and
acceptable to the sources of debt and equity financing?

® Will the project need financial incentives from the local

transit agency or other public agencies to meet minimal

financial viability standards?

- Second; t*is initial analysis can be done relatively
quickly and cheaply (under $15,000). Remember, it's your "risk

the construction loan. If your "idea"” does not make economic
sense; you and your development entity are far better off finding

out earlier rather than later.

. Iitustration IV.M provides a step by step display of the

preliminary economic feasibility analysis leadind a go/no=go
decision to pursue the "development rights" fo: the Jjoint

development site. Before undertaking the preliminary analysis,
it is strongly recommended that a legal structure among the
development entity partners be formed.* At minimum, partners of

the development entity should have a written agreement

delineating financial contributions, in-kind contributions ({i.e.

professional services, etc.), responsibilities, and limitations
of responsibility. 1In regard to this matter, it is recommended

that an independent attorney experienced in real estate

transactions and tax law be chosen by the development entity for
consultation:

____ _The remainder of this Chapter will address the specifics of
each step of the analysis.

*Although the final equity ownership of the development entity
pParticipants and additional equity investors is unknown; it is
common to create a legal entity for the project which aliows the
development entity participants to deduct their "risk capital"
from their personal tax liability income.
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Aruitoxt provided by Eic:

Tilustration IV M¥*
SUMMARY - OF PRELIMINARY ECONOMIC FPEASISILITY
ANALYSIS ON JOINT DEVELOPMENT CPPORTUNITIES
ACTIVITY PURPOSE RESULT

STBP 1. L
Review Local __ Delineate all financial, Real Estate
Transit Adency deslgn, and development Development
joint development policy requirements and Idea
offering restrictions.

{i.e.prospectus).

STE? 2.- - - T - [
Formulate auilding Based on_all ktiown para- Hypothetical
Program meters, _trans’ate_devel- Building

opment _entity's develop- Program
ment concept into a

hypothetical Building

Program

STEP_3. _ S
Conduct_a market Determine whether a-market Refined
study for Building exists for hypothetical. Building
Program Building Program._ Based Program

on findings,.tmodify.assamp-
€ions, redefine design, etc.

STEP 4. e
Determlng Fataore Prepare five Year budget Net Operating
operating cost of for_Building Program, line Income (NOI)
Building Program item by line item.

STEP 5. - -
Calculate the econ- Based on current mortgage Economic-value
omic value of the market rates-and proposed of Building
Building Program equity owner's_return on Program

investment, .calculate -
capitalization.rate. Know-
ing Net Operating_Income_ .
and _the capitalization rates
calculate the economic value.

STEP 6. . .. . ___ e
Estimate_ thg total _ Based onh economic value, Total Potential
saurces _of cash for and projected financial Sources of Cash
Buidling Program benefits of Building

Program, calculate the
potential mortgage amount
and estimate the avail- _
ability of equity capital.

STEP 7. oL Ll o
Determine the total Prepare a detailed break- Hypothetical
project development down of all project Finan~ial Anal-
cost development ost. ysis orf Build-

ing Program

STEP 8.

Make a do/no-go Based on the flnancial Go/No-Go
investment decision analysis, determine whether Investment
to pursue the pro- the sources of funds are Decision
posed Jolnc develop- equal to or greater than
ment opportunity €he _cost to develop the

project.

¥ This chart was designed and developed for this manual. The idea

Real Estate Development Syndication (refer to bibliography).
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A. Initiate a Detailed Review of the Joint Development

Prospectus
o The local transit agency's prospectus will set forth the
parameters of the project (i.e. physical characteristics, ingress
and egress, 2zoning, recommended use, design considerations,
financial requirements, etc.). Your development eitity must
carefully review this pruospectus. Based on this review, your
development entity should be able to begin to formulate some
alternative development programs whicu meet the transit agencvy's
reguirements. ©Select the real estate developmeni% idez which,
based on your development éntity's knowledgeée of the local markat,

B. Prepare a Building Program

_ _Once your déVéldpmént éntity has formulated a théhtially
feasible idea, begin tu formulate a building program (i.e. 3Size,
type of building, public space required for transit, amenities,
etc.). This building progriam should be prepared by your
dé?élopér in coopérétion with your architect.* Ihitiélly; your
building program can consist of typical space requirements for
the type of building your development entity desires. Having
determined what type of building you believe is marketable in_the
area, your next task is to obtain detailed information on similar
projects throughout your local market and other parts of the
country., *#

C. Conduct an Initial Market Study

Dépénding,bnwthé professional backdround of your development
entity, your develoupment entity may desire to conduct their own
initial market study or seek the advice of a professional market
research consultant who knows the area. The latter is preferred
for several reasons.  First, an independent party can be more
objective in recommending marketable components for the building

*There are differing opinions as to who should prepare the
building program. In most cases the developer takes the lead in
determining what should be built on the site: This should not
preclude the active participation of your architect or other
knowledgeable members of your development team:

*#%ft _is in the¢ long-~term best interest of each partner of the
development entity to take an active role in analyzing other
similar projects.. As mentioned previously and listed in Appendix
One (Sources of Commercial Real Estate Marketing Dbata &
Statistics), there are several sources for obtaining guidelines
for various mixed uses in commercial projects: These guidelines
should be studied and used to compare your proposed building
prodram,
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Prcgram: Second, good market research éthuitaﬁﬁégmnggain

extensive historical data and information on current trends cf
the local market. This information can be most useful in

formulating reaiistic assumptions upon which to base financial
Projections: Third,; attempt to identify market research

2 S - local
lenders.. A well known market research consultant can add

credibility to your development team.

consultants who have established good reputations with

Your marketing consultant's task is to obtain detailed

ihfétﬁéfi&ﬁibﬁﬁéimi}a;7ptojéct§ which will assist your developer
in_refining your building program to the marketplace. The

following is a general inventory of the type of information your

development team (i.e. develsper and market research consultant)

should obtain on similar projects:

date completed

number of units and size (for residential)
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number of units and size (for hotel)

® rents per square foot

e amenities

® absorption rate (retail/office)

® room ratés (for hotels)

e average occupancy rates (for hotels)
® cur-ent vacancies

estimates (if available) of construction and land

®
Ccosts, and operating expenses
® etc.
In addition to the above stated information, your

deve

development entity should visit projects similar to your provosed
building. Consider_ going to other cities if your local

competition is unwilling to share their experiences. speak to

the owners or management agents. These visits will provide you
with insights into some of the problems to anticipate in your

project.
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_ Careful analysis of :all the information gathered must be
undertaken. This analysis will assist your development taam
(i.e. developer and marketing research consultant) in formulating
a refined development concept which is appropriately responsive
to the local market: 1Included in this refined building program
should be the following:

o type of building (hotel, retail, residential,
mixed~use)

unit mix

o |

special transit agency requirements for public

o

space, design criteria, etc:

o amenities

o net leaseable space (for retail and commercial
offices)

o estimate of room rates (for hotel)

__ _Now _that you have a clear idea of what your building program
should be, the income generating potential of your project must
now be your next priority. (Note: Throughout this preliminary
economic feasibility analysis, it may be premature to have your
architect fit your building program to the specific site. 1If
your project is economically feasible, there is time enough to
involve your architect.)

D. Estimate Future Operating Cost

_ Now the income potential of the Bﬁiiaing program must be

estimated, This is a most important consideration. For it is

the building program's net coperating income (NOI) which equals

gross income minus losses for normal vacancies and operating

expenses which in large measure determines the amount of cash

available from the project to service long~term debt and provide

a return on equity investor's money: In order to determine net

operating 1income, the development team (developer and market

research specialist) must estimate gross income; vacancies and
collection losses and operating expenses:

_ Projected gross income can be determined by utilizing the

market rents currently existing for competitive projects* and

projecting forward to the time when your project should be at the
mid~point of the first year's operation.

* If there 1s an absence of existing competitive rents in your
local market, estimates can be obtained by referring to various
publications (see Appendices).
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ERIC

Aruitoxt provided by Eic:

. The vacancies and collection losses catégory can vary from
market to market ranging from 3% to 7% of gross potential

revenue.

777777 As for estimating operating cost, the best method is to

prepare a detailed five year budget, line item by line item.

Your developer and marketing research specialist Should prepare

this detailed cost breakdown. Illustrationh IV.N is a general

format for describlng the interrelationships ‘among the wvarious

income factors used in calculating net operating income. Also

included in Illustration IV.N are the typical items uséd in

determining operatlng cost or operating expenses.

Illustration IV.N
TYPICAL ITEMS USED IN DETERMINING OPERATING
EXPENSES
Gross Potential Income $ XXX § XXX
Vacancies and collection losses X0 XXX
Effective Gross Income $ XXX, XXX
Operating Expenses:
e management fee XXX
e advertising : XXX
e legal, accounting; and audit fees XXX
& elevator maintenance XXX
e fuel = XXX
e electricity XXX
e licenses and permiss xxXx
® telephone xxx
e water and sewer xXxXx
® gas__ XXX
® garbage and trash removal xXKX
e payroll XXX
e securlity AXX
e decorating . 22X
e repairs and malntenance XXX
e insurance xxXXx
e grounds expense xXX
® reserve for replacements XXX
_ (Euture capital expenditures) _
e real estate taxes __ ___ XXX
e personal property taxes xXX
® employee payroll taxes XXX
e payroll benefits __ XXX
e char or cleaning service XXX
(for commercial space) -
Total Operating Expenses $ xxXx,xxXX
Ne: Operating Income (NOI) § AR , XK X
110

~h |
g |
b



BE. Calculate the Economic Valué of Your Building Program

_ With the net operating income determined from the first
stable year's estimated budget, how much can your development

ent{tyrexpect to borrow from a permanent lender? Depending on

the type of lending institution and type of transit-related reail
estate development pro:ect, a permanent lender may 1lend between
780% to 9¢% of the economic value of the project.

The concept of economic value is one of the most important

concepts in real estate investment. Lenders use it to make
decisions on how much to lend. Investors use it to determine

how much to invest. For these reasons, it is critical that DBEs

and their deveiopment -entity partners thoroughly understand the

concept of economic value and how it is calculated.

Basically the "economic value" of a ptOJ°ct is the value of

the investment today; computed by measuring the future benefits

of the investment and converting those benefits to reflect their

worth in terms of current monetary value. 1In other words, an

investor will pay an amount equivalent to the economic value of

all income produced by a property over its economic life.

There are several ways of determining the economic value of a

project. The most common method used is_to ‘determine an overall

rate of return or “capitalizatlon rate"” which can be used to

convert the estimated future income stream of the pro3ect into a

net present value or economic value. Once the capltalizatlon

rate is determined; the economic value of your bu11d1ng program

is found by dividing the estimated net operating income (NOI) by

the capitalization rate.

Net Operating Income

it

Economic Value

capitalization Rate
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The most commonly accepted method Fof determining the

capitalization rate for newly constructed projects is the

"weighted average approach." 1In this method due consideration is
given to the fact that the capitalization rate is a composite
rate which must reflect the return on investment of the permanent

lender and the return on investment of the equity owners. It is
determined as follows:

_ WEIGHT COMPONENT
LENDER'S Percentage Loan to Debt Service Lender's Weighted
PORTION Value Ratio X Constant* = Average

+
EQUITY Percentage Equity ~ Owner's Equity Weighted
OWNER'S Portion X Desired Rate = Average
PORTION of Return e
TOTAL CAPITALIZATION RATE =

_ _Let us look at an example taken from the North Street Joint
Development Project case study (Appendix One). =The development
entity in the North Street project checked with their mortgage
banker for the best mortgage terms available. They found a
lender who was willing to provide a twelve (12%) percent lcan

rate amortized over thirty (39) years with a balloon payment**
after 10 years. The lcan was based on a seventy~five (75%)

percent loan~to-value ratio. Additionally, the equity owners

desired a ten (1#%) percent cash on cash return before taxes. As

*The debt service constant is defined as a numbefr which when

multiplied by the original 1loan amount gives the payments
necessary to amortize; or pay off, principal and earned interest
on the unamortized loan balance at a given interest rate over a

prescribed number of years. Ellwood mortgage tables are readily

available from lenders, realtors and real estate investment
textbooks for determining debt service constants.
**Balloon Payment ~ The final installment payment on a note when
that payment is greater than the preceding installment payments
and pays the note in fuli.
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may be seen, twenty~five (258) percent of the economic value of
the project was in the form of owner's equity capital. With this

follows:

LENDER'S SHARE 75%(loan to value ratio) x .124144 = ,g93198
OWNER'S SHARE 25% (owner's equity) X .100008 = .825000
TOTAL CAPITALIZATION RATE = .118198

Combining this capitalization rate with the projected net
operating income (NOI) estimated for the project ($3,022,509),
the economic value was calculated as follows:

NOI

Ecoromic Value

Capitalization Rate

$3,0822,500

.118108

Economic Véiue = $2§,§§d,§éd

With this example in mind; please note that the economic
vailue is determined by dividing the net operating income (NOI) by
the capitalization rate. Consequently, if the capitalization
rate goes up; the economic value of the project goes down.
Conversely; if the capitalization rate goes down (ise:. lower

mortgage rates and Iower equity returns on investment), the

§§§§e§iy refiects the type of permanent financing available and
correctly states reasonable levels of return on equity before

taxes.
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If the only type of permanent financing available produces

economic values below what your development entity believes to be
the cost of developing the project, then by definition the

building program is not feasible. There is no need to continue
expPloring the economic feasibility of the project.

F. Estimate the Amount of Cash Available for the Project

, With the economic value calculated, your development entity
is now ready tu estimate the total amount of cash which

potentially can be raised for the project. There are usually two
primary sources of cash for major real estate development
projects: debt capital (i.e. long~term loans from financial
institutions); and equity capital (i.e. capital from the original
development entity participants and other 1imited partners).*
The total amount of cash raised from these two sources must be,

at minimum; equal to all the costs associated with the

development of the project. If the Project can be built for the
amount of cash available from these sources; the project is
feasible; If it cannot be developed for this amount, the project
is not feasible. Let us now examine how these sources of cash

for the project are estimated.
1. Estimate Debt Capital for the Project

ne of the unique advantages of real estate investments

is the ability to "leverage" your capital (i.e. eguity

capital) with borrowed funds to enhance the buying and
earning capacity of your capital. The amount of loan funds

available to leverage your equity capital is determined by

the lender based on cértain criteria:

e Independent appraisal of the economic value of the
project; :

® Loan~to-value ratio policy (amount borrowed relative to
economic value);

® Acceptance of minimum financial ratio standards for the
project; and

® Underwriting policies.

*There are a variety of financing alternatives available beyond
the traditional debt/equity formula described here. These
include participating mortgages, bullet 1loans, open ended
construction loans, etcs Irrespective of the financing
alternative, there is a combination of debt and equity which

results in a corresponding sharing of financial benefits. These
and other various financing alternatives should be explored by
the development entity:
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As noted above, financial ratio analysis is one of the

criteria used by lenders in determining the ability of the

borrower to repay the loan. It is important to note that this

analysis will be used by the lender to compare your property with

similar properties to judge the accuracy of the project's pro

forma financials. It must be emphasized that no one ratio

computation made by the lender is sufficient to indicate whether

a loan should be made or not. The lender must rely on a series

of ratios and evaluate all of them together as part of an overall
financial analysis.

The underwriting policies of lenders inciude several
S

Whether these

objective and subjective consideration

considerations are negotiable or not depend on the state of the

mortgage market, the financial strength of the development entxty

and market potential of the project. Thus, the lender's previous

experience with the development entity's developer, the type of

building program, and the development entity developer's previous

record of suc~aess with the proposed type of project can influence

not only the amount of the mortgage loan the lender will make,

but also the terms of the loan as well. Understandably,; loans
which the lender views as posing greater risks will serve to
reduce the amount of loan the lender is willing to make or to

impel the lender to refuse the loan entirely.

_ For the purpose of this preliminary economic feasibility

analysis, a good indication of the potential capital available

from long-~term lending institutions (i.e. permanent lenders)

be obtained from mortgage brokers and mortgage correspondents.

They are aware of the policies of mortgage lending 1nst1;9;;9ns,
and they know which institutional lenders are actively engaged in
making mortgage loans on your type of project, at what interest
rate, and on what terms. Assemble the following information from

your mortgage banker(s):

e Based on the type of project (hotel/retail/ office/etc.)
and_ type of lenders, obtain the prevailing loan~to-~value
ratio;

e Obtain realistic long-term mortgage rates and mortgage

terms (repayment period; repayment method, etc.); and

e Obtain the current acceptable levels used by potential
permanent lenders for selective financial ratios*. Some
of these financial ratios could include the following:

*¥Current acceptable levels for these financial ratios and other
ratios may also be obtained from the American Life Insurance
Institute, Washington, D.C., Mortgage Bankers Association,
Washington, D.C., and other associations representing long-~term
lenders.
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. o _ . Operating Expenses
Effective Gross Income

, - Operating Expenses + Debt Service
Break~Even Ratio = ~mrccmcmmcccmcm 22
Effective Gross Income

o ~ Net Operating Income
Debt Coverage Ratio = ~mmmmmcccoccccccccc e
Annual Payments of Principal & Interest

__ With this information your development entity and mortgage
bank are now in a position to estimate the potential debt capital
available for the project.

2. Estimating the Equity Capital Needed for the Projecc
Now that the development entity has a reasonable idea of the

potential loan amount and terms, the equity capital potentially
available to the project must be estimated. The amount of equity
capital available to the project is a function of several factcrs:

® Total financial benefits* produced by project;
® Market for these financiai benefits; and

® Risks the development entity is willing to take to
attract the necessary equity capital.

Let's examine each of these factors influencing the availability

of equity capital for the project.

_ First, the amount of equity capital potentially available is
a function of the total financial benefits produced by the

project. As discussed in Chapter Three, the financial benefits

are measured by the return on investment produced from cash flow,

tax shelter benefits and the eventual projected cash to be
received from the sale or refinancing of the project. These
financial benefits must be balanced by the inherent risk in

*Refer to case Study One in the Appendix for a detailed
examination of how the total financial benefits of a project are
determined.
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pro;ect). Additionaiiy, the amount of cash needed and the timing

of this investment may be a consideration especially 1if
additional amounts of equity may be required.

~ Second, trc amount of equity éapital available is a function

other alternative investments (ise. stocks, bonds, commp@ttieg,
etc.) make your financial benefits less than competitive: er,

financial benefits.  Theseé and other factors may make your

financial benefits diFficult to attract investors. It ‘is
therefore absolutely esseéntial that your development entity
realistically analyze the financial benefits available and match
these financial benefits with a group ¢f known limited equity
investors. If a group vf known 1limited investors is
unavailable, seek the advice of a well respected equity capital
syndicator to determine the marketability of your financiail
benefits.

__Third, the amount of equity capital available is a function
of the risk the development entity is willing to take to attract

project's financial benefits and increase its financial risks.

For example, the development entity may have to sell 99 percent

of the project's financial benefits yet retain uniimited

liabilities for obligations of the project. Additionally, the

development entity may be required by the limited investors to

provide guarantees against construction overruns and initial

operating deficits. To the extent the development entity agrees

to limit their participation in the financial benefits and agrees

to these guarantees, the project may become very attractive to

potential investors at the expense of the development entity.

and the risks neqessapy to attract equity capital. Compromises

must be made. But most important, an amount of equity capital
realistically available to the project must be determined.

1f the project can be built for the amount of money
available for debt capital and equity capital, the pro;ect is
feasible.
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G. Determine the Total Project Development Cost

__ __Before a final decision can be made regarding the economic
feasibility of a project; the total projsct development cost must
be determined. An important consideration in determining these
costs is what type and level of costs will be acceptable to the
lender. If there is sufficient economic value in the project,
the lender normally will allow any justifiable cost to be
included in the project. On the other hand, the level of fees
allowable in the project often becomeés a point of extensive
negotiations.

o The basic formula for breaking down project cost is shown
below:

SOURCE OF FUNDS

Loan proceeds

Capital contribution from limited partners

USE OF FUNDS = _ o
All project development costs:
site acquisition costs
construction costs

financing costs -
all other project soft costs

All syndication costs:

legal fees
syndication fees
sales commissions

Developer fees:

developer fee

construction guarantee fee @

operating deficit guarantee fee

development management fee

reporting fee S
(as required by transit agency)

Another way of describing this basic formula from the view
point of the development entity is as follows:

TOTAL SOURCES GF FUNDS
Loan proceeds B}
Capital contributions

Less all project development costs
Less all syndication costs

Equals amount of money available to
development entity for profit, over-

head, and related fees.
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In prepar:ng the pre11m1nary econom:c feas:b:l:ty ana1y51s,

it is recommended that the development entity's developer (with

the advice of appropriate consultants) prepare a "detailed

project cust breakdown” of all anticipated costs. Even costs

which may be eventually disallowed by the lender should be

included. This project budget serves two purposes: First,; the

project budget will put the development entity on notice as to

the amount of "risk capital” needed to prepare the development

proposal and carry the project to the poxnt where outside

financing can be obtained: Second, the project budget will

provide not only a measure of financing needed (debt capital and

equity capital), but it can be an effective management tool for

controlling cost and evaluating risk to the development entity
throughout the development process.

Illustration IV.0 provides a general gu1derof‘tpe project
expense items which should be used in estimating the overall
project cust. This example was developed for an average $15

million to $25 million commercial project in 1988. The range of

costs by item should be updated before using these figures to
estimate project cost. Furthermore, it must be remembered that
project item cost varies according to the size of the project.
Therefore, the main objective of Illustration IV.0 is to show the
project expense items commonly included in determining total
project cost. Minimal value should be given to the range of cost

présented without first updating these 1988 figures.

aAny additional costs incurred or anticipated but not

included in Illustration IV.0 should be added to the development

entity's project budget. For example, there may have been real
cost s in1t1a11y\1ncurred in getting the development entity
partners together or costs incurred to identify and interest
limited equity partners in the project. Someone in tge
development entity incurred these real costs. Including these
and other real costs in the project budget may well avoid hard
feelings among partners of the development entity. Additionally,
a close accounting of all project costs will ensure that all
partners of the development entity clearly understand the short

and long-term financial impact of the project.
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iiiusttation iv.o

OVERALL PROJECT DEVELOPMENT COST

PROJECT EXPENSE ITEM. GENERAL RANGE OF COST

(LAND/PROPERTY) o
~PURCHASE PRICE (15-20% OF PROJECT COST)
=SALE TRANSFER TAXES («5-2% OF PLRCHASE PRICE)
~PURCHASE SETTLEMENT EXPENSES (4~6% OF PURCHASE PRICE)
«~APPRA I SAL ($1;500-54,000)

(FEASIBILITY STUDY) o
=MARKET ANALYSIS (s s, OOIFSIQ 000)
=SITE ANALYSIS ($10,000-515,000)
~PRELIMINARY DESIGN (512, ooo"-iré,oeoa
=MAJCR TENANT PROSPECTS ($ 5,000-510,000)
=PROJECTED CASH FLOW {§ 1,500-8 2,000)
=FINANCING FEASIBIL!ITY s 1,ooo-s 2,000)

(CONSTRUCT ION/RENOVATION) -
=BUILDING_IMPROVEMENTS ($20~$45/SQUARE FOOT)
~SITE. IMPROVEMENTS (S 7-320/SQUARE FOOT)
~ARCHITECTURE/ENGINEERING {3~6% OF CONSTRUCTION COST) _
=INSURANCE DURING CONSTRUCT ION - {1=1:.55_OF CONSTRUCTION COST)
~CONSTRUCT ION MANAGEMENT (4-6% OF CONSTRUCTION COST)
=TENANT IMPROVEMENTS ($2=-35/SQUARE FOOT)

(PROJECT MANAGEMENT) I
=ORGANI ZATIONAL _PERSONNEL ($50,000-$80,000)
~PROFESSIONAL SERVICES {3 5,000~$25,000)

(MARKETING)
=REAL ESTATE BROKERS/LEAS ING (5=7% OF ALL RENTAL INCOME)
~MODEL UNITS FURNISHING _ €$1,000~8 1,500)
~BROCHURES {$5,000-$10,000)
=POSTAGE & MISCELLANEOUS ($2,000-$ 5,000)
=LEASING ADVERTISING ($5,000-$10,000)

(OTHER EXPENSES)
=REAL ESTATE TAXES . (LOCAL PROPERTY TAX Foanuw
=LEGAL S ($25,000-$40,000)
=FISCAL PLANNING & ACCOUNTING {$ 2,000~$ 3,000)
=PROPERTY MAINTENANCE & EQUIPMENT ($ 3,000-3 5,000)
=TRASH REMOVAL (NEGOTIATED)

(FINANCING) o
-consmucﬂon LOAN DiSCOUNT POINTS (2-35 OF LOAN AMOUNT)
=CONSTRUCTION LOAN INTEREST (2=4 INTEREST POINTS OVER THE

. _PRIME LENDING RATE)
~BROKERAGE FEES = CONSTRUCTION LOAN (2=5% OF LOAN AMOUNT)
=MORTGAGE LGAN DISCOUNT POINTS (2-3% OF LOAN AMOUNT)
~MORTGAGE LOAN_STAND=BY FEE (1=23 OF LOAN AMOUNT)
~BROKERAGE FEES = MCRTGAGE LOAN (1=28% OF LOAN AMOUNT)
~EQU)TY FUNDING cOST (5=10% OF CAPITAL RAISED)

CCONT INGENC IES) ‘ (1=5% OF PROJECT COST)




H. Make a Go/No Go Investment Decision

_ ~Based on the results of the preliminary economic
feasibility analysis, your development entity is now in a
position to begin your final evaluation of the present joint
development opportunity. So far, the information gathered has
produced the following:

e A refined Building Prodram responsive to the local market
demands of the site; ~

e The Net Operating Income (NOI) generated by the
proposed building program;

The potential Economic Value of the building program;

e An estimate of the maximum Debt Capital and Equity Capital
potentially available for the project; and

e A detailed breakdown of Total Project Cost.

~ With the above stated information in hand, the development
entity must begin to ask some hard questions as a precursor to
making an investment decision to pursue this equity ownership
opportunity.
QUESTION ONE
Does the proposed "building program"™ offer a unique advantage
over competing proposals? If so, is this competitive edge
sufficient to win the development rights to the site?
QUESTION TWO
Does the development entity possess the experience in similar
projects? Does the development entity's developer have
credibility with the transit agency, possible lenders and
potential limited equity investors?
QUESTION THREE
Does the development entity have the available "risk capital" to
prepare a competitive development proposal? Does the development
entity have the financial commitments to carry the project to the
point where outside financing can be obtained?
QUESTION FOUR
Is the estimated debt capital and equity capital sufficiently
available to cover all proposed total project costs? Are these
sources of debt capital and equity capital reliable?
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QUESTION FIVE

Does the developﬁéﬁf entity have a contingency plan to cover cost
overruns?

QUESTION SIX

Are all partners of the development entity satisfied with the
proposed return on investment and risks associated with the
project? If no, are alternative partners with equal background,
experience and/or access to financial resources available?

_The answers to this set of questions will assist in making

your investment decision: If the answers to these questions are
all affirmative; the chances for success are excellent and
therefore the development entity should seriously consider
competing for the project. If all of queStions one through four
are positive, the development entity still has a good chance to

compete for the development rights to the site: If any of the
set of questions one through four is negative, the development

entity should seriously rethink its chances for success and
PosSsibly consider terminating its efforts to compete for the

present joint development opportunity.

Irrespective of your development entity's decision to

pursue a particular joint development opportunity or not, the
preliminary economic feasibility analysis is a valuable and

essential analytical tool. Should your development entity decide
to respond to the joint devélopment solicitation, your
development team now has specific guidelines and direction
developed from the preliminary analysis. Shouild your development
entity decide not to pursue the equity opportunity based on the

results of the preliminary analysis, your partners may be wiser
and better off for their decision.

The importance of the preliminary economic feasibility

analysis cannot be overstated. ItSs proper execution is at the
essence of a successful project. Your development entity is
encouraged to use this preliminary analysis approach as a
Prerequisite to preparing a formal development proposal in

response to a transit agency joint development site solicitation.
. This concludes Chapter Four:. For a practical example of
how the principles and concepts of this chapter come together
pPlease refer to Case Study One, The North Street Joint
Development Project in Appendix One.

122

| -y
(wp]



APPENDIX ONE

CASE STUDY ONE: NORTH STREET JOINT DEVELOPMENT PROJECT
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NORTH STREET JOINT DEVELOPMENT PROJECT

OVERVIEW

This case study is based on an actual transit-related real
estate development project. The circumstances surrounding the
case study have been modified, for instructional purposes, to
reflect optimal conditions 1leading to the preparation and
submission of a proposal to acquire the "development rights" to a
joint development project. Specifically, this case study
demonstrates how a minority/voman entrepreneur was able to
maximize her resovurces and structure a major equity ownership and
management role in a joint development project. The case study
emphasizes ownership/organizational issues, the financial
structure of the deal and the mathematical analysis underlying
the financing.

e ENVIRONMENTAL SETTING

_ _The._ city used as a background for this case study
received its first Urban Mass Transportation Administration
(UMTA) ogrant to commence its rapid transit system planning and
dé51gn,1n 1967: By the mid 1i970s; the transit svstem (i.e.
referred to as METRG) was well under ﬁéhsttuétibh., Alfhbugh thé
transit system by 1980; minority and women owned bjsinesses had
obtained less than five (5%) percent of the dollar volume of ail
local business opportunities generated from the development of
the transit siv'stem:

As 5 result of pressure from the c1ty council and the
minority/women business community; the local transit agency Board
of Directors estabiished new Jjoint development pOIiéy édidéi}hés
participation in joint development projects. The following
Disadvantaged Business Enterprise (DBE) goals were instituted for

o Twelve (12) percent participation by minority investors in
equity ownership of development projects;
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e Twenty (20) percent DBE participation during the development
period in the following categories: R
(1) construction of building (as prime or subcontractor);
(2) non-construction services:;
(3) professional services;

(4) building management; )
(5) supplies and services; and
e Ten (1) percent goal for the initial leasing of retail rental
space to DBEs which shall continue for five (5) years from the
date of full occupancy; and,
e Fifteen (15) Percent goal during the entire term of the lease

for DBE participation in the management and operation of the

building, inclusive of all purchases, supplies, building
services; including janitorial services.

Shortly after the release of these DBE joint development

goals; the local transit agency announced they were preparing a
prospectus (i.e. request for Proposal) for the "development
rights" to the North Street joint development site.

Consequently, the North Street joint development site represented

the first test case for the new DBE joint development policies.

e PROPOSED JOINT DEVELOPMENT SITE

The proposed joint development site was located at the

corner of North Street and Broadway Avenue. The site was

originally owned and cleared for development by the local
redevelopment agency. Construction on the site was delayed b,
the redevelopment agency until after the alignment of the METRU
lines and transit station sites were determined. As it turn=d
out; the local transit agency's internail studies indicated that
this redevelopment agency Site would be ideally suited as a

transfer point transit station to lines leading to the suburbs.

After years of delay and disagreement between the local
redevelopment agency and the local transit agency as to who would
be the public agency responsible for the joint development site,
the local transit agency was selected (through the "political"
pProcess) to be the lead agency. The site was named thé North

Street Joint Development Project.

77777 Not only was the North Street joint development site a
transfer point; the site was strategically located. The site was

half way between the older downtown business manufacturing

section of the city and the new financial/commercial office
business section of the citys Although the immediate

neighborhood around the site was in transition between old and
new, the market potential of the area was untested.
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® THE LOCAL DEVELOPMENT COMMUNITY

‘The city's major developers were displeased with the way the

pre~development activities on the North Street joint development
site were progressing. The city's major developers would have

preferred the redevelopment agency as the lead agency on the

North Strect project due to their long term relationship with the

agency. Additionally, several of the major developers were

ambivalent about including DBE equity partners in their proposals
for the upcoming solicitation on the North Street project. They

were worried there were not enough competent and bondable DBE

contractors to do the work. Furthermore, the major developers
claimed they did not know how to identify DBE investors to
include as equity partners in their proposals,

The issues raised by the major developers were legitimate
concerns, which the local transit agency was unprepared to
adequately address prior to the scheduled solicitation for

proposals on the North Street site. Under pressure from the

major devélopers, thé local transit agency attempted to compile a

list of all the city's DBE sub~contractors and a list of ail the
minority/womén professionals (i.e. as potential DBE investors)
they could find listed in the metropolitan area's telephone
books. Major devélopers remained unconvinced:  (NOTE: on
subseguent joint development site solicitations; the 1local
transit agency did address the bonding issue and developed an
excellent list of potenticl DBE investors.)

e THE MINORITY/WOMEN'S BUSINESS COMMUNITY

Despité the 1local transit agency's commitment to DBE

participation in joint development projects, the minority/women

business community was uncertain how best to organize itseilf
to pursue equity ownership in the upcoming North Street joint
development project. In general, DBE construction sub-

contractors were more inteérested in obtaining work for their

firms than in pursuing equity owhership opportunities. As a
result, they preferred to wait to see which of the major
developers/contractors would call them to participate as

subcontractors on the project. On the other hand, several
meetings were held among prominent non~construccion related DBE
investors to discuss the .equity opportunity potential of the
North Street site. :

Oone of the primé movérs behind the effort to get meaningful

DBE equity participation in joint development projects was the

owner of a very successful commercial leasing and real estate

company, Ms. Maria C. Gonzales. After the announcement of the
new local transit agency DBE policies on joint development

projects; Ms. Gonzales attempted to organize a group of potential
DBE investors (outside the real estate industry) to join with her
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to submit a development proposal oh the North Street project.

Although these DBE investours respected Ms. Gonzales as a business
person and as a knowledgeable commercial leasing agent, her lack
of experience as a developer caused them to reject her initial
proposal;

e THE EMERGENCE OF A DBE DEVELOPMENT ENTITY

__Ms: Gonzales' experience in trying to_convince DBE investors
to follow her lead did result in a valuable lesson. Despite her

success in commercial leasing and extensive experience in working
with the major developers in the city, she realized she lacked
the credibility needed to attract equity capital and
lenders. She therefore decided to seek out a joint venture

partnership with a major developer to complemént her resources.

Ms. Gonzales believed her resources offered a distinct

advantage to any develuopment team competing for the "development
rights" to the North Street joint development project: First;
She knew the local commercial leasing market as well as anyone.
Second; based on her experience in working the North Street and
Broadway Avenue area commercial leasing market; she
understood what type and mix of commercial space (i.e. building
program) would be most appropriate at the joint development site.
Third; she knew several successful entrepreneurs who were stiiil
interested in investing in major real estate projects despite the
initial rejection of her earlier proposal. Last, her commercial
leasing and real estate firm had an excellent reputation among
the local banks and major developers. These were valuable

resouices which she wanted to translate into an equity ownership

position on the North Street joint dévelopment project.

Ms. Gonzales approached several of the major developers in

the city to solicit their interest in a joint venture on the

North Street project. She was careful not to share her building

program ideas with the developers. Instead; she stressed the
benefits of her other resources. None of the major developers

was willing to accept her investor group as a major partner.

Nevertheless, all of thé major developers were willing to

consider her investor group as limited partners and some were

interested in her services as a commercial leasing agent for the
project.

. _Undaunted by these rejections, Ms. Gonzales reflected on
why her resources were not valued by the major develupers. She
discovered that in her presentation to the developers, she
referred to her initial investor group (both DBE and non~DBE

investors) as her partners. This left the impression with the
developers that her initial group of investors also wanted to be
general partners. This was not the situation at all. It was she

who wanted to be a general partner in a joint venture with the
developer. The initial investor group would be limited partners
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Tittle or no experiehCe In real estate developmenu,nghis is
Usually the case because developers do nhot have the time nor do
they want to accept the liability of educating partners on the
job.

In discussing her dilemma with a group of trusted land use

attorneys, Sshe was advised to discuss her proposal with a
prominent developer, Mr. Benjamin Samson. Mr. Samson had an

excellent reputation for developing mixed-use commercial

office/retail space in the Northern suburbs outside the city.

The attorneys also indicated a desire to participate with her as
initial limited partners if this developer was willing to enter
into a joint venture with her.

After verifying Mr. Samson's reputation as a well-
established commercial developer, Gonzales and Samson met. The
meeting resulted in a tentative agreement to initiate a joint
venture. The highlights of the joint venture-agreement were the
following:

e MS. Gonzales and Mr. Samson would be the general partners
of a company created for the project and retain 17.5%
ownership réspéctfully;

e The general partnership would attempt to raise equity

capital by selling off 99% of the tax benefits, 99% of the
cash flow, and 65% of the net proceeds from the sale of
'thé proiject or refinancing after 7 years;

e AS a way of enticing Samson into the pro:ect,;Ms. Gonzales

agreed to commit $25,000 in cash to pay for all the

initial out=of=pocket expenses assvciated with determining
the economic viability of the project. If and only if Mr.

Samson was satisfied with the results of this preliminary

analysis, would he be obliged to contribute his cash
contribution.

e Ms. Gonzales would be responsible for obtaining firm

commitments for all additional "risk capital" needed Trom

the time the "development rights" would be obtained until

construction financing was secured. Ms. Gonzales agreed

to take no commission for raising these monies. These
monies would be committed to the project upon notification
the joint venture won the "development rights" to the

North Street site;
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e If the preliminary analysis proved to be economically
viable and if Ms. Gonzales obtained firm financial
commitments for all the "risk capital" needed (as
determined by the preliminary analysis) Mr. Samson would
commit $200,800 cash for all out-~of-pocket expenses
associated with preparing the development proposal to the
transit agency;

e Mr. Samson would be responsible for securing additional
equity and debt capitél for the project;

prOJect was brought in on. scheuule). If the project was
completed behind schedule, the developer fee would be
reduced to 2 172 % and no bonus:

e Ms. Gonzales' commercial leasing and real estate firm
would be the exclusive leasing agent for the project;

e Operational managemént of the project would be done by the
joint venture company;

e All operating deficits would be guaranteed by both
Gonzales and Samson;

e Both partners agreed to include DBE consultants and DBE

sub~contractors in every phase of the development process

and operation of the project in excess of the minimum DBE

participation goals established by the 1local transit
agency if possible:

With this joint venture agreement in hand, Ms. Gonzales had

the beglnnlngs of a formidable development team: She now had the

credibility she needed with equity investors and lenders: She

had a develepment team partner capable of competing with the best
of the city's major developers.

_ Her next task was to obtain commitments from DBE consultants
and DBE contractors to join her development team. With the
assistance of her partner, a tentative agreement was reached with

a well respected but little known DBE architect to join the

development team. . The two. largest construction contractors were

contacted to solicit their interest in participating on the

development team. As a condition of their participatxon, they

bonding to undertake the construction of the,Ple?FF by
themselves. One of the large construction contractors agreed to
participate on the development team in joint venture with the
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largest DBE contractor in the city:. Her development team now not

only ‘had cred1b111ty, " but was settxng the standard for DBE

Prior to signing the joint venture agreement with Mr,

Samson, the agreement was reviewed by her land use attorneys.

They advised her to sign the agreement and renewed their

commitment to invest as part of the initial limited partner

group:. The joint venture agreement and the commitment for equity

capital from the attorneys were well received by Ms. Gonzalics'

potential DBE investors. A verbal agreement was obtained from

the DBE investors to consider her need for equity capital once

the financial requirements were known.

e PRE-SOLICITATION ANALYSIS AND TACTICS
~ While identifying and selecting a development team, Ms.
Gonzales' staff began to gather as much information on the North

Street joint development site as possible. The staff reésearch
indicated the following:

e the local transit agency favored a mixed=use commercial
office/retail develupment plan for the site;

e the local transit agency would require the developer for
the site to set aside a minimum of 25,008 square feet for
public gpace within the proposed building;

lease guarantee payment,of $12 per sdguare foot per year
for the development rights to the site; and,

e the local transit agency was planning to allow 98 days for
developers to submit théir development proposals for the
North Street project.

~ Based on her knowledge of the local market, the size of the
site and zoning height limitations on the property, Ms. Gonzales
was concerned that the public space requirements and minimum
land~lease rent requirements would cause a substantial negative
cash flow in the initial years of operation. Only the largest of

the city's major developers could risk such a possibility.

Ms. Gonzales organized a group of prom1nent DBEs (part of
her limited partner group) and interested major developers to
meet with the local transit agency to verify her information
about these issues. Her information was correct. After several
hours of discussion, the local transit agency agreed to re-~
evaluate the public space and land-lease requirements before
finalizing the solicitation.



The local transit agency was less receptive to extending the

solicitation period of 98 days on this project. Extending the

solicitation period would require transit system design delays in

other parts of the system: 1In response to the local transit

agency's apparent reluctance to reconsider this issue, Gonzales
and_the developers pointed out that a comprehensive market
analysis alone would take 9¢ days:. The architectural design

would take another two months: Finalizing the development

proposal would add another two months at minimum. Despite these

arguments for additional time in which to prepare a competitive

proposal, the local transit agency staff were non~committal on
this issue.

e DETAILED REVIEW OF THE LOCAL TRANSIT AGENCY PROSPECTUS

When the prospectus was published by the local transit

agency, Ms. Gonzales; Mr. Samson; the architect and the project

attorney reviewed the document. Among the salient points of the

North Street joint development prospectus were the following:
e the proposed "development rights" were for 24,500 square

feet of cleared land at the corner of North Street and
Broadway Avenue;

e interested bidders would have one hundred and eighty (18D)

days in which to submit a proposal in compliance with the

specific requirements set forth in the prospectus;

e land-lease period on the property was to be fifty (50)
years with an option to renew based on reappraisals for an
additional period up tc forty-nine (49) vyears;

e land~lease proposal must contain an offer of a minimum of
eight (8) dollars per square foot or a specific percentage

of effective gross income;

e proposals must be accomplished by a bid bond (certified

check or bank letter of credit acceptable to METRO in the
amount of $5p,80¢ to guarantee that such proposal will not
be withdrawn for a perivd of 6@ days during METRO'S review
of said proposal; said bid bond returned to all
unsuccessful parties within ten (18) days aftér METRO's

review period);

® a cash sum of $100,000 shall be paid to METRO upon

execution of the contemplated lease (the lessee's original

Proposal guaranteée deposit may be applied);

Proposal must include a Statemeat of Qualifications
containing: the developer's corporate charter, partnership
agreement or other organizational documents,
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qualifications of developer and each member of the
development team and a record of past performance on
similar projects demonstrating timely and successful
completion;

e complete statement on the financial ability of the
prospective party to accomplish the planned development;

o lessee will be required to develop the site in conformity
with development plans approved by METRO (i.e. twelve
story limitation; highest commercial mixed use, station

area planning with a minimum of 10,800 square feet as

public area within the project,; etc.)
e proposal must include a graphic description of the
proposed development consisting of preliminary plans and

outline specifications prepared by a qualified architect

and must include a site plan, schematic floor plans, and

elevations and cross sections;

e proposal must include financial pro forma analysis of
gross and effective gross income expectancy after initial
full occupancy of the contemplated improvements;

® proposal must contain Disadvantaged Business Enterprise
(DBE) plan to include equity participation; contracts for
professional and technical services, construction
contracting, purchasing of materials and supplies; and
building leasing and management in accordance with minimum
DBE participation goals.

development team were pleased to discover that the local transit

Upon review of theé prospectus; Ms. Gonzales and her

agency had lowered the minimum guaranteed rent reguirement and

the public space requirements. Despite the local transit agency's

initial reluctance, the development team was pieased by the 188

day period provided for preparing a response to the solicitation.
Attendance by the development team at the bidders conference heid
by the local transit agency also proved extremely helpful in
clarifying the prospectus and financial objectives of the
transit agency.

The joint venture general partnership agreement was now in

effect. Ms. Gonzales opened an account for the generatl

partnership with her $25,000 cash. Mr. Samson also made

arrangements to fulfill his financial commitments to the project
if the preliminary analysis proved positive.

e FORMULATION OF A BUILDING PROGRAM

~_ Based on Ms. Gonzales' experience in assisting éligﬁE$”§6
lease commercial space in the North Stréet Transit Station area,
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in formulating successful building programs. The project
architect was an excellent designer with extensive background in
construction costing; Together, they began to formulate a
building program.

o Their development concept attempted tu take advantage of
three market factors. First; the area along Broadway Avenue
needed more Class A office space to accommodate the growing
office requirements from the nearby light industry manufacturers.
Additionally, many office automation vendors and service
Providers desired offices located somewhere between théir
manufacturing and business cilients in the financial center of the

city. This site was ideally located for both these commercial

office demands. Second; the area lacked good, attractive
restaurants for executive lunches and dinners and fast food
restaurants for the local daytime work force. Third, upscale
retail stores were unavailable within the immediate area For the

day time work force and occasional commuters. A building program
which combined these factors could only be enhanced by the fact
that the North Street Transit Station was a transfer point for
commuters working in both the manufacturing and financial service
sectors of the city:

_ Consequently, a building program was created which included

office, retail, restaurant;, parking and public space. Now the

question was: "Is it economically feasible?"

e THE MARKET STUDY FOR THE BUILDING PROGRAM

Ms. Gonzales and Mr. Samson were well aware of the

importance of a good market study. Not only would the market

study verify their hunches of what should be built, the market
study results would allow them to refine their building program;

reputable certified public accounting firm which also maintained
a division which specialized in commercial real estate market
research. A small fee ($3,000) was negotiated for theé initial
market studY based on an agreement to use this same firm to
undertake the more formal market study and preparation of
financial pro formas for the project.
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The market study verified Ms. Gonzales' assumptions about

the market. Based on this market analysis; Mr. Samson and the
architect finalized a twelve-story, 348,000 S.F. (gross) bu11d1ng

complex consisting of the following net Space allocations:

~ 200,000 S.F. (office)

~ 30,000 S.F. (retail)

~ 70,000 S.F. (parking)
10,000 S.F. (public space)

e ESTIMATING THE PROJECT'S FUTURE OPERATING COST

One major advantage of hiring a well-~established commercial

real estate market research firm was thelr access to historical

data and comparative data on commercial property leasing income

and operating expenses. Combining the market research firm's
income/expense  data with the general partners' information on
projected income/expenses proved most helpful. As a result, the
general partners were able to develop the following operating

income and cost estimates:

INCOME' o o

2Zﬂ ZZZ S F.(Offlce) @ $19/S E = $3,800,000

30,000 S.F. (retail) @ $21/S.F = 630,000

65,000 S.F. (parking) @ $4/s F = 260,000

. 19,000 S.F. (public space) @ $0 = 7]

POTENTIAL GROSS INCOME $4,690,000

VACANCY (5%) S 234,500

EFFECTIVE GROSS INCOME (E.G.I.) §4 455,500

EXPENSES- S
200, ZZE S F. @ $5.75/S.F.
3Z,Zﬂﬂ S.F. @ $2.75/S.F.

Land Lease Payment to o

Transit Agency @ 4.5% of EGI* 1,433,000

NET OPERATING INCOME (NOI) $3,022,500

e By g By S g By By e

* With a land lease payment of 4.5% of EGI, the transit agency
will get precisely $8/square foot on the site. As the project
EGI increases, the land lease revenues will increase.



From the operating cost calculations; the general partners
were able to obtain the Net Operating Income (NOI). Now to
calculate the capitalization rate in order to convert this income
stream into an economic value.

To determine the capitalization, Mr. Samson was able to

check with his mortgage banker. According to Mr. Samson's
mortgage banker, the going interest rate for long~term financing
was twelve (11 3/4%) percent with a balloon payment at the end of
five to ten years. The loan-~to~value ratio varied from 768% to
9¢%. _This information was combined with the fact that the

general partners' equity investors were expecting a cash-~on~cash
return before taxes of approximately ten (10%) percent. With
this information; the general partners were able to calculate a
reasonable capitalization rate for the project:

o L WEIGHTED
PORTION RATE RATE
Mortgage Loan o o -
(principal and interest) 75% .121864* .09148
Investor's Equity 25% 100 02500

CAPITALIZATION RATE .11640
Therefore, the economic value was calculated as follows:
Economic Value =.__ _ NoI
Capitalization Rate
$3,022,580
.11640

Economic Value = $25,966,495

say $26,000,000

*fhIs number is the debt service constant for 12% amortized over
30 years (refer to mortgage tables).
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® ESTIMATING THE TOTAL SOURCES OF CASH FOR THE PROJECT

Mr. Samson's mortgage banker's quote of a twelve percent
(12%) long~term loan rate was more than_ just a guess. Mr. Samson
had an excellent reputation with several permanent lenders:. As a
result, his mortgage banker had already been checking around to
see what were the best mortgage terms available for a first rate
developer such as his client. With Mr. Samson's reputation as a
develuper, the best mortgage térms available at the time included
the following factors and ranges of options:

-~ twelve percent (11 3/4%) interest amortized over 25 to 389
years;

- loan~to-=value ratio ranging from 790% to 90%-

- principal balance would be due and._ payable upon either the
fifth, seventh or tenth anniversary of the 1loan

- release of loan funds would be tied to a minimum 1eas1ng level
of 89% (floor 1loan); .

- the net operating income must be sufficient to produce a
minimum Debt Coverage Ratio of 1.2@; and

- an equity kicker (see Glossary) would be a requirement of the

loan either as a portion of net cash flow or as a
percentage of net proceeds upon sale of the project.

Based on Mr. Samson s experience with permanent 1enaers, the

Wwould be difficult to reduce., Using the Debt Coverage Ratio of

l.20 as a minimum standard; he set out to negotiate the best

mortgage terms for the ptOJect. He came up with the following

mortgage terms which appeared to be reasonable upon review by his
mortgage banker:

-~ The economic value of the project would be $25,966,495
taliz

(i.e. based on Net Operating Income and a Capitalization Rate
of 11.648%);

- The long—term mortgage rate would be 11.75% amortized over 380
years (i.e. debt service constant = ,121864 (see mortgage
tables));

< The principal balance would be due and payable upon the seventh
(7th) anniversary of the loan (i.e. balloon payment) with no
prepayment penalty;

- ELghty percent (80%) of the loan would be released upon receipt

of final inspection from the construction lender and

verification that the project had achieved an 8¢% occupancy

rate. Upon achieving a 95% occupancy rate, the remaining 20% of

the loan amount would be funded;

}

The Debt Coverage Ratio would be 1:27; and;

X No eduity kicker would be offered to the lender.
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Gonzales and Samson both knew that the absence of the equity

kicker for the lender could potentially cause the lender to
reject their proposal; They agreed to give up no more than ten

(10%) per cent of the net proceeds from the sale as an equity
kicker if absolutely necessary to obtain the debt capital. of

course, the ten (10%) per cent would come from their respective
share of the net proceeds from the sale (i.e. reduced from 17.5%

to 12.5% each). Nevertheless, based on the above stated terms
and conditions of the permanent loan assumed acceptable to the

lender, the general partners expectéd the loan amount to be
$19,500,000 with an annual debt service payment of $2,376,338.

These amounts were calculated as follows:

PERMANENT LOAN AMOUNT o

Loan~to~Value Ratio 75% of $26,000,0008 (i.c.
economic value)
$19,500,000

LOAN AMOUNT

ANNUAL DEBT SERVICE ,
$19,5080,08808 x .1218635 @ debt service constant
for 11 3/4%, 30 years
Debt Service = $2,376,338

DEBT COVERAGE RATIO

Debt Coverage Ratio = Net Operating Income
Debt Service
= $3,022,500
$2,376,338
bDebt Coverage Ratio = 1.27

e DETERMINING THE EQUITY CAPITAL NEEDED FOR PROJECT

. As will be explained later in this discussion, the total

project cost was calculated to be $26,000,000. With Mr. Samson's
financial lending contacts, it appeared that raising $19,500,000
in debt capital (11 3/4%, 38 years amort., 7 year term) would

not be a major probiem. The next guestion was how best to raise
the required $6,500,080 in equity capital.

Upon discussion of this matter among the general partners

and their financial advisors, it was decided that the required
equity capital for the project had to be raised in stages. 1It
was also recognized that the initial stages would pose greater
risk to the investors. It was therefore decided to have two
classes of limited partners. The initial limited partners (Group
A) would provide the "risk capital" during the real estate

development phases leading to obtaining the constructlon loan.

14
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Upon . receipt of the construction loan CQmm1*ment* éroup A would
receive a_ preferential return for their w1111ngness to accept a
greater risk in the project.

The additional limited partner § (Group B) investment would
be arranged through a public offering prepared by a reputable
syndicator. The equity capital from Group B would be contributed
to the project in two parts. - Part one of tbeir 1nvestment WOuld

the project: Part two of Group B's investment would be committed
in the form of a "letter of credit" and only used to cover

contingency costs.

e EQUITY CAPITAL CONTRIBUTION ARRANGEMENTS WITH GROUP A

(six DBEs and four non-~DBEs) which were trusted clients of Ms.

Gonzales. The following financial arrangement was made with
Group A:

~ Group A would only be requested to invest if the jo1nt venture

to the North Street Joint Development Project;

~ Upon notification of the award of the "development r1ghts to

the joint venture partners; each of the ten limited partners in

Grcup A would contribute $60;000 each for a total of $600,000:

This amount of "risk capital” was determined to be the amount

needed to take the project through the Final Design and
Financing Phases.

financing on the project, Group A's limited partners would

contribute another $72,500 each for a total investment of
$132,508 each and a total group investment of $1,325,000.

*Tt must be kept in m1nd that constructlon loan commitments are

only made after the 1lender is satisfied that all the

architectural/engineering plans are ready, ali permits to

commence construction are in place and most imnortant, a

commitment for long-term financing is available to "take out" the

construction lender upon completion of construction.
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=The foiiowing facts and equity requirements emphasize Group A's
investment:

a; partnership was estabiished: December, 1981.

b. Number af_gattnens.z general partners; 10 initial limited

partners; and an unspecified group of additional limited

investors.*

Cs Eguxtx capxtai cqntribntlons+,general partners ($225,000);
initial limited partners ($1,275,000 + $5G 000

(organizational fee)); and additional limited partners

(estimated to $5,000,000 plus $560,80¢ syndication fee).

d. Cash assessments: to be covered by general partners only.

e, Cash dtsttibntlons,from,operatlnns, initial limited partners
to receive a noncumulative, preferencial 10 percent return on

all equity paid to date. Any excess cash flow to be

distributed first to additional limited partners on a

noncumulative preferential 8 percent return basis and the

remainder distributed 25% to initial limited partners; 74% to

additional limited partners; and 1% to general partners.

f. Profits and losses: to be distributed 49% to initial limited
partners; 50% to additional limited partners; and 1% to

general partners.

g. Saies and 14qu1dat;an of partnership assets: ,aftétgpéyméht
of mortgage and se111ng expenses, the 1initial 1limited
partners are to receive all their equity invested first. The

additional i1imited partners are to receive all equity and

assessments second. Any excess is to be distributed 20% to

initial limited partners; 45% to additional limited partners:

and; 35% to the_general partners.

h. Partnership organization fee: to be paid by initial limited
partners ($50,000). A1l partnersh1p reperting and record
keeping will be the responsibility of the general partners as
part of their management fee.

____ _The investors of Group A were well aware of the risk
associated with their investment. They were taking the risk that
the project could not only obtain long~term debt financing, but
equally important, that it could attract sufficient additional
limited investors (Group B) to satisfy the equity requirements of
the long~term lender.

* At the time of the original formatio. of the partnership, the
need for additional 1limited partners was recognized. The
specific number of additional limited partners was unknown.
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® EQUITY CAPITAL CONTRIBUTION ARRANGEMENTS WITH GROUP B

In calculating the total project cost of $26,000,090, the

general partners took into considaration the syndication fee

which would have to be paid to the yndicator for soliciting and

organizing the additional limited 1nvestors. Addigignallz, the
(i.e. 81, 56ﬂ gg0) to cover pp;gible under estimation of

development cost ‘and working capital deficiencies due to costs
exceeding revenues during operation.

Three of the top syndicators in the city reviewed the
financial pro formas prepared by the general partners'
accountants and architect/contractor. After some negotiation,
one of the syndicators agreed to raise $5,560,000 (90% of
proceeds to the project and 1% as a syndication fee). The
following agreements were made:

-~ The syndicator would commit to raising $5,568,080 (90% of
proceeds to the project) for the project, if and only if, the
project could obtain a letter of commitment from a
permanent lender for $19,500,000.

= The syndicator agreeéd to deliver the syndicated amount within
six months after construction commenced.

= The additional limited partners (Group B) were included in the
partnership created for Group A:

The following facts and equity requirements emphasize Group B's
investment:

a. Initial Partnership was established: December, 1982

b. Number of partners: 2 general partners; 1§ initial limited
partners (Group A);and 2@ additional limited partners (Group
B)

c. Equity capital contributions: the additionai limited partners
agreed to:

~=contribute $4,lﬂl*lll ($3,44l 000 to pro:ect and $560,000
to syndicator) in cash ~~a letter of credit for $1 560,000
to cover contingency expenses. :

~~if the letter of credit did not have to be used, the
additional 1limited partners agreed to share a-portion of
their cash fiow after preferential allocations, with the
general partners getting up to a maximum of an additional
24% of cash flow.

fee whether or not the "letter of credit" was used
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assessments: to be covered by the general partners

_distribution from operatiors: initial limited partners to

e, Cas
receive a noncumulative; preferential 1@ percent return oh all
equity paid to date: Any excess cash flow to be distributed
first to additional 1limited partners on a noncufiulative
preferential 8 percent return basis and the remainder
distributed 25% to initial limited partners; 74% to additional

limited partners; and 1% to general partners.

f. Profits and losses: to be distributed 49% to initial limited
partners; 50% to additional limited partners; and 1% to
general partners.

g. Sales and liquidation of partnership assets: after payment of
mortgage and selling expenses, the initial limited partners
are to receive all equity invested first. The additionatl
limited partners are to receive all equity and assessments
second. Any excess is to be distributed 20% to initial
limited partners; 45% to additional limited partners; and, 35%

to the general partners.

h. Partnership organization fee: paid by initial limited

partners. The syndicator was directly responsible for
organizing the additional limited partners (i.e. preparation

of offering documents; legal and accounting). These expenses
were part of the syndication fee.

® DETERMINING THE TOTAL PROJECT COST

. As mentioned in the section discussing the equity capital

needs for the project, the development team estimated the total
project cost to be $26,000,0060. Many factors went into this
estimation. First, the hard cost (i.e. building and site.

improvements) was estimated by the architect in consultation with
the propused prime contractor. Second, the soft cost emerged as
a result of much negotiation among the general partners and the

development team members:. Let us examine thése soft costs in
more detail.

Although architect/engineering fées range from 3% to 6%;
the general partners agreed to pay the architect a relatively
higher fee of 5%. This 5% fee was based on a commitment by the
architect to assist in the preliminary analysis for no fee and a
commitment to prepare the architectural schematics and rendering
(i.e. high quality graphic representation of completed project)
of the building program for the transit agency solicitation. The

architect agreed to only charge $12,880 for this initial work.
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 The finanC1ng fees and construction :.erest were estimated
by Mr. Samson's mortgage”broker ba. ¥ on a $19,425,808¢0

construction loan and subsequent perman at loan for the same
amount. These costs were established to be as follows:

- Constructlon Loan

Total Amount (@ 75% of Perm. Loan) $14,625,000
Averadge Loan Amount (60% of Loan) 8,775,000
Interest Rate (2 points above prime) 13% (average)
Loan Period 15 months
Loan Or1g1nat1on Fee 1%
Mortgage Broker's Fee 172%
- Permanent Lbéﬁ ]
Total Amount - , $19,500,000
Interest Rate 11:75%
Terms 30 yrs amort., due in 7 yrs
Loan 0r1g1nat10n Fee 13
Mortgage Broker's fee 1/2%

AS a precautlon aga1nst delays in construction and siow
1eas1ng of the building's leasable space, Gonzales and Samson
decided to include additional "safety" into their cost estimate:

First, Samson was confident he could "fast track" the
construction Schedule in _order to complete the project in twelve
months. Nevertheless; they wanted to arrange for a fifteen (15)

month construction 1loan. Second, they included the added
interest cost for carrying the entire construction 1oan for an

additional three months beyond the fifteenth months Three; they

assumed that the building would only be eighty (58%) per cent

leased by the eighteenth month. (NOTE. They assumed that the

"take out" loan would be available. At the 80% lease level, the

permanent lender would only provide 80% of the loan; therefore, a

Plan to cover this "gap" has to be incorporated into the

financial strategy at the start). Third, they assumed the

. building would only be eighty (88%) per cent leased by the

eighteenth month. Last; they included an additional amount for
miscellaneous expenses and operating deficits.

—
(wp
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_In summation, the £inancing fees, construction interest and
operating deficits "contingency" amourits were estimated to be as
follows:

~ Financing Fees

Construction Loan fee @ 1% _ . $§ 146,250
Mortgage Broker's fee @ 1/2% 73,125
Permanent Loan fee @ 1% = 195,000
Mortgage Broker's fee @ 1/2% 97,500

Total Financing Fees $511,875

- CSEEf éfLO;Dé (intéfést ,égﬁéﬁéésii S o N
Construction Loan @13%,15mos;avg loan $8,775,800 $1,425,938
Construction Loan @13%;3mos,full loan $14,625,000 475,313

Permanent Loan @11.75%;3mos,80% of $19,500,000 458,250
Total Financing Cost $2,359,581

- Misceiiaheous/bpératiﬁg Deficits 341,258
TOTAL $3,212,626

say $3,212,625

_____All interest costs shown in the above stated summation,
beyond the initial twelve months of construction, were considered
to be part of the project "contingency cost". The interest cost
for the first twelve months is $1,144,756. The difference
between $2,359,501 and $1,140,750 is $1,218,750. This $1,218,750

77777 eeded to cover interest
cost beyond tke initial twelve months. Eventually, the general
partners agresd to allocate $1,560,000 in contingency cost for

this category ($1,218,750 + $ 341,250). Note the $341,25¢ amount
for miscellaneous operating deficits.

amount represents the additional amount n
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The general partners also went through their own negotiating
process to determine their respective marketing/leasing
commission fee, developer fee and management fee. It was finally
agreed that each partner would take their normal fee rather than
reduce their fee in_recognition of their added co-responsibility
to cover operating deficiis on the project. As part of her fee,
Ms. Gonzales' commercial leasing and real estate company would be
the exéluSive métketing,éhd leasing agent for the prbjeCt., For
the first year's lease multiplied by the years of the lease
laVéiage 5 year 1easesL Additiénally, Ms. GohzéleS' teél estate

seven years hence.

~_ Mr. SamSon was not only responsible for 50% of all operating
deficits, he was 1l00% responsible for all construction cost
overruns. _In_ addition to his developer fee (4% of total project
cost);, he insisted on receiving a bonus if he brought the project
in on schedule (i.e. 12 months).. After some negotiating and
discussion among Ms, Gonzales and her limited investors,; they
agreed to give Mr. Samson a $200,0080 bonus if and only if the
project was brought in on schedule; Ms. Gonzales was a proponent
of this bonus in the discussions with her investors because she
knew that if the project came in on schedule; there would be a
substantial savings of interest cost. These savings could be
used to cover operating deficits, aﬁa she weﬁld behefxt from

was able to get Mr. Samson to consent to accepting only 2:5% fee
and no bonus if the project failed to come in on time and
therefore required the use of contingency funds (i.e: call for
use of letter of credit from Group B overall commitment).
_Gonzales and Samson Split the management fee (4% of
rendered by each partner in the management of the project: The
profits from the management fees were split 50%/50%.
Next; the éYﬁaieatét fee was negotiated at 10% of aill

ptoceeds ta1sed. FBE tﬁié fee; the syndicator (a respected

raise $5 million for the project.
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.The following is a summary of the total project cost.

TOTAL PROJECT COST

TOTAL DIRECT COST:

SITE IMPROVEMENTS:

Excavating, paving, curbing $750, 000
Landscaping 145;000
,,,,,,,, 895,000
BUILDING: _
Shell 348,008 s.f. (gross) @ o
. $45/s.f, 15,660,000
Tenant Allowance 230,600 s.f.
(net) @ $9/s.€f. 2 ﬂ7ﬂ ﬂﬂﬂ
Total Direct Cost 18,625,000
TOTAL INDIRECT COST.
Architect & Engtnééfiﬁé @ 5% S
of Construction Cost 931,250
Testing & Inspections 135,000
Bonds; Permits & Fees 105,000
Taxes & Insurance 175,000
Legal/Closing 190,000
Financing Fees
-~ Construction Loan Interest
(75% of Permanent Loan @
$14,625,000 @ 13% @ 15 mos.
e Gﬁi) 1,425,938
-~ Construction Loan Fee @ 18 146,250
~ Permanent Loan Fee .
(519,500,000 @ 1%) 195,000
- Broker s Fee @ 1/2% x L
(Const: loan + Perm. loan) 178,625
Marketing @( 3 1/2% x $4,455,500
(EsG:I:) x 5 yrs on leases) 779,713
Developer Fees (guarantees, o
overhead & profit) 1,000,271
Syndication Fee @ 10% of
capital contribution = 563,000
Interest/Operating Deficits 1,560,000
Total Indirect Costs 7, 374, 947
25,999,847
TOTAL COSTS say $26,000,000
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e THE GO/NO GO DECISION
.~ After three weeks of extensive analysis by the development
team and $17,568 in expenses, the general partners were ready to
make their decision to go or not go for the North Street joint
development site "development rights".
L Many uncertainties still existed. How correct were
their assumptions about the local market? How good were their
project -cost estimates? Could they get the permanent lender to

agree with their terms and conditions? Could they really raise
the equity capital needed? These are the hard questions which

the preliminary analysis was to have assisted in answering.

The general partners reviewed their conclusions of the
pretiminary analysis with their mortgage banker, their
syndicator, and their proposed initial group of investors (group
A). The limited investors agreed to commit $1,400,000 as per the
terms outlined. Based on this commitment and advice of the
mortgage banker, Gonzales and Samson decided to go for it.

preliminary economic feasibility analysis, the general partners
proceeded to refine and package their development proposal. The

packa-ing of the proposal required the following activities:

1. The marketing research consultants prepared a formal
market study with supportive data, market demand
statistics and recommendations;

2. The general partners and architect ~.aretfully refined their
building program for the site to cowy;.y with all criteria and

objectives set forth by the local taneit acency for the
site;

3. The architect prepared the building v -r:qgvam :pec
schematic floor plans, cross secw:uaS anu d

impressive rendering of the prepared pr . . «i;

4. An architectural statement was developsad shswing now  this
project was in compliance witl. the glen.ing and design

criteria of both the city and local transit avtiority;

5. A transportation impact Stuay and anaiysis %o3 prepared;

prepared;

7. The credential and experiencé of each consultant and firm on



8. Detailed pro forma financial statements were prepared for
the project;

9. Updated financial statements were prepared on both general
partners and three of the initial investors;

16: Tenant commitment letters were obtained;

11. Letters of interest from financial institutions for
permanent and construction financing were obtained.

12. A letter from the general partners' syndicator was also
included;

13. A Disadvantaged BuSiness anterprise(DBE) Utilization Plan
was prepared;

14. The general partnership documents were finalized.

The entire development proposal was submitted to the local

transit agency before the deadline. Of the five development
pPropusals received, Gonzales/Samson's proposal was one of the two
final proposals selected for oral interviews before the joint
development selection committee of the transit agency. Their
proposal was selected.

At this point, the joint venture partners moved into the

Final Design and Financing Phase:. . The financial commitments from
the Group A investors were obtained: The architect was given
permission to proceed to prepare the final architectural and

engineering drawings. The mortgage broker started to line up the

requirements of both the construction lender and the permanent
lender. The syndicator and the joint venture partners finalized
the details of their agreement:

____ Twelve months after financing was secured, the Construction
Phase was completed ahead of scheduie and the project was fully
leased. Mr, Samson :. ceivsd his $200,000 bonus for completing
the project within .welv~ months, in additiocn ~o his 4%
developer's fee. Ms. G:nzaisu: veceived her leasiny ~ommissions.
Because of the success ' f both the construction =z-:heduling and
leasing program, the $1,%68,1°¢ "ietter of crediz” <committed by
the additional limited partners did not have to be used. This
fortuitous set of circunistances ~“1lowes the additiunal limited
partners to make a gre&'er ro:urn on their invostment and
eventually would resuv ™t ‘a z a2vger fisancial return to the

general partners,
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® SUMMARY OF PRELIMINARY ECONOMIC FEASIBILITY RESULTS

The ability to successfully undertaké thé North Street 3oint
development project was to a large measure based on the
assumptions and financial analysis of the Preliminary Economic
Feasibility Analysis. Although assumptions and financial
analyses may be modifi=zd throughout the course of implementing a
project, the initial financial commitments are usually based on
the parameters set forth in the preliminary analysis of the
project: For this reason, the detailed financial analysis
developed by the Gonzales/Samson development team is presented.

The primary objective of thé preliminary analysis is to
determine if the project can raisSe sufficient funds to cover all
the project costs. The following is a summary of the sources and
uses of funds:

_SOURCES AND APPLICATIONS OF FUNDS

FOR NORTH STREET JOINT DEVELCPMENT

PROJECT
Sources of Funds . e __._
Loan proceeds. $19,500,008
Capital contributions 6,550,000
$26,250,000
Uses of Funds
All project development costs: R
Site develcoment costs .. 895,000
Construction costs 17,736,000 .
Financing costs . 3;497,813*
A1l other project soft costs 2,315,963
All syndication costs:
Legal fees
Syndication fees 560,000
Sales commissions
Developer fees:
Developer fee (4%) o
Constructicn guarantee fee 1,000,271
Operating~deficit guarantee
fee (shared equally by
general partners) azszsz=ss== S
$25,999,0847

TOTAL PROJECT COST say $26,000,000

B Bie Bts Be Bie Ste Bt G Srp Gis Wie Sie s B S

*TPhis includes all financial fees, interest during construction

and contingency interest cost.
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building program and

Exhibit B provides a summary of the

total project cost.

O

ERIC

Aruitoxt provided by Eic:

EXHIBIT B
PROJECT DESCRIPTION
SITR: 24,588 #quare feat
BUILDING PROGRAM:

12 story, plus three below = grade parking levels

— Aand a mechanical penthouse oo o

@ 348,088 _5.f._ [{Gross) including 10,988 _s.f. _public
space; 78,008 S.f. parking; 238,084 s.f. net rentable
area - - -

® spread footing foundation - R

® poured reinforced concrete frame with 20' x 28'

_ average column_bays - o .

® precast concrete panéls for exterior skin with dark
tinted glazing =

® 5" concrete floor slabs = - e

® 5/358_ P.P.M. _elevators with oné cab to basement
perimeter, variable air volume . with gas~fired
boiler and hot water baseboarad heat and two
Packaged A/C units per floor with water side
economizer = =~ - S ,

$ basement and retail levels 1ggt sprinklered

8 general office finish ~ drywall on_metal studs; 2'x4'
standard flg;ggceng,;ighgﬁfixtﬂrGE; Carpet
allowance ~ $1@/s.y., 2*' x 2' reveal edge accoustical

: tile ceilings . T

@ ceramic tile Eloor and wainscouting all lavatories

e fifteen month. construction projected (fast tracked

_ for 12 months), six month lease~up ) I

® escalator to retail floor provided by local transit

agency
TOTAL PROJECT coST
DIRECT COSTS:
"LAND: 24,580 s.f. @ minimum lease guarantes of $8/5.£., 4.5% of
effective Gross Income
SITE IMPROVEMENTS: __looIz

Excavating, paving, curbing $209,08 )

Landscaping . 68,808 268,888
SITE IMPROVEMENYS: R

Excavating, paving, curbing $758, 0840

Landscaping 145,808
BUILDING: .

Architect & Enigineéring @ 5%
of Construction Cost I
931,258

—— - = - —_ - — ====IBF
Total pirect CoHSE 18,625,880

TOTAL INDIRECT COST: . S

Testing & Inspection 135,089
Bonds, Permits & Fees 185,800
Taxes -& InSurance 175,888
Leégal/Closing 199,000

~ Conistruction Loan Interest
(75% _of Permanent roan @
14,625,948 @ 13% @ 15 mos.

_ e eps) .. _ . , 1,425,938
=~ Construction Loan Fee @ 1% 146,258
~ Permanent_Loan Pee o

($19,589,800 @ I1%) 195,008

~ Broker's Fee @ 1/2% x_ o
_ _{Const. lean + Perm. loan) - 178,625
Marketing @ ( 3 1/2% x 54,455,508
__(BE.G.1.) x 5 yre on_leases)

Developor Pees (guarantees,

- overhead an profit) _ 1,088,271
Syndication Fee @ 18% of S
- capital contribution . 568,088
Interest/operating peficits 1,568,090

- T M A A o

Total IndirectCosts 7,374.947

REN R SR 2 PR W

TOTAL COSTS _ .. .25,999,847

< .. Say $26,066,808
: '.':_ 1’;3
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_ __Thé éconcimic analYéié of the project is presented in
Exhibit C. The purpose of this analys1s was to calculate the
cash flow or_ Net Operatlng Income (NOI) available for
establishing the "economic value" of the project. The actual
debt capital available to the project was based on the lending
criteria set forth by the permanent lender (i.e. loan~to~value
ratio, debt coverage ratio, etc.).

EXHIBIT C

ECONOMIC ANALYSIS OF PROJECT

INCOME:

200,000 s.f.(office) @ $19/s.f.
30,000 s.f.(retail) @ 3521/s.f.
Es;ﬁﬁﬁ s.f.(parking) @ $4/s.f.
1ﬂ>ﬁﬁﬂ s.E.(public space) @ 3@

$3,800,000
639,000

Wy

EOTBKTIKE,GROSS INCOME

VACANCY (5%) 23A 509
. L N . o o so= =====
EFFPECTIVE GROSS INCOME 4,455,500
EXPENSES:

200,008 s.E.,@ $5.75/s.£f.;

30, ﬂﬂd s.f. @ $2.75/s.f.

plus 4.5% Effective Gross

Income to Local Transit Agency 1,433,000

Reszzzsas

NET OPERATING INCOME(NOI) $3,022,500

DEBT AVAILABILITY ANALYSIS

Bconomic = - NOI_ - = 83,022,500 = $25,966,495
Value Caplization - o
Rate 0.11649

PERMANENT LOAN PROM INSURANCE COMPANY
Loan~to~Valu2 Ratic = 75% of Ecunomic Value
Debt Capita) = 75% x $25,966,495 = §$19,474,871

say 519,509,080

DEBT SERVICE.
$12;500,0090 x .1218635 @ debt service constant

Eor 11 3/4%, 3a years _
Debt Service = 2,376,338

Debt Coverage Ratic=- -NOI—--= }m%% =1.27
Debt Service 2,376,338

-~
-
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Once the total

Project cost was estimated a

debt capital was determined, the diff

difficult. As stated within the case study,
;1m1t§dﬁp§§tﬁ¢rs we(q,deém§q7m§5£ appropriate £

NONCUMULATIVE

o;,ghis

two classes of

nd the available
erence became the amount of
equity capital needed in order to make the project econor

PREFERENTIAL *# #

o EQUITY CASH
PARTNERS INVESTMENT FLOW

Ms. Gonzales $ 25,gp0 .5%
Mr. Samson $ 200,000* .58
Lender U 0%
Limited A $1,325,000 _25%
Limited B $5,560,000 74%

TOTAL $7.110,000%* 1gps

* It should be

$208,000 if he was able to deliver the proje

reasonable suck an arrangement is must be

oted that the devel

CASH ON CASH
BEFORE TAX
RETURN

0%
2%
2%
10%
8%

. TAX

BENEFITS

_PERCENTAGE FROM
NET PROCEEDS FROM

SALE (10 YEARS)

wei

:5%
:5%
0.0%
_25,0%
74.0%

i@@;@g

potentiar cost to all investors if the project is dalaved.

** Thic total ix rhe amount of investment
project. Cf this zotal amount, $50,000

and £566,0283 wa: 33 for commission to

the 1imited parxners (Group A and Group

entirz investmesi.

B*% 304 inttial pereners will receive

dercens = urn oh all their investmens
Any excess ~ash-flow will be distrib:
artners (Gizup B) on a nonc:mulative preferent

17.5%
17.5%
_0.0%
20.0%
45.0%

100.0%

1 be not: oper structured his equity
investment of $2¢0,000 in such a way that he received a bonus of

capital contributed to the
was used for organization cost
the syndicator.
B) recelived returns on their

Hevertheless,

& noncumulativez preferential 1p

:heir investment to date of distribution,

listributed 25% to initial limited partners
ercent will be distributed to ganeral partnayr

N
o0
N Y
_ 3§‘
¢

ited firs

paild to dac: of distribution.
t to the additionatl
:al B parcent return on
‘he remainder will be
nd 74% Lo Group B: One




LESSONS LEARNED

This case study was based on an actual project. It was

modified to highlight some of the most important considerations
by DBEs in pursuing equity ownership opportunities in transit-

related real estate development projects.. Based on the

information provided,; the following lessons can be take from this

1.

[ 53
L]

encourage and promote DBE part1c1pat1on in all aspects of

joint development project implementation are a necessary

prerequisite. Without these pro-DBE joint development

commitments, it will be difficult at best to have DBE compete
with non-~DBE firms on major joint development projects and

access equity ownersh;p opportun1t1es. Therefore, a _pre-

development pro;ects is a commitment by local transit agenc1es

to implement minimum requirements on DBE equlty ownership.

In order for DBEs to successfully participate in the equity

ownership and business opportun1t1es created by a joint

deye;opm ent project; local transit agencies must not only have
joint development policies which promote participation; they
rwust have agency staff assigned to implement these policies.

For example; in this case study, the local transit agency was

unprepared to address the problems of DBE construction bonding

and the identification of potential DBE investors. Without

proper planning and qualified agency staff to implement DBE

joint deveiopmeht policies, these policies may well prove to

joint deveiopment7opportun1t1es must know their personal

strengths and weaknesses. These personal resources must be

complemented with the resources of others to form a credible

development entity. Ms. Gonzales' success, in this case, was
due to her ability to identify a partner, Mr. Samson, whose

resources added to hers. Her resources also enhanced his

strengths. This matching of resources also applies to the

matching of financial objectives of both the general partners

and limited partners:

Organizing your development ent1ty (general partners and

limited partners) requires a thorough understanding of the

development process and financial life cycle of the

investment. Knowing the development process will assist in

anticipating and calculating costs throughout the pro;ect.

Knowing the 1ife cycle of the investment will help in

aliocating the benefits of the project among the general and

iimited partners:. Ms: Gonzales could not have been able to

negotiate a joint venture partnership agreement and structure

the participation of her limited partner investors without

this knowledge.
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5.

6.

7.

8.

9.

1d.

As a general rule; developers do not like to joint venture as

general partners with individuals with little (r no khowledge

of real estate development. If you are a DBE investor with

an interest in real estate investments but with little direct

knowledge of packaging and implementing real estate projects,
it is better to identify a qualified experiencéd déveloper to

act on your behalf.

As a DBE general partner and equity owner in a joint

development project, you are in a position to influence who
joins your development team. Tow often, DBE contractors will

be denied participation in major real estate development

projects because they lack the experience or bonding. One way
of providing opportunities for DBE contractors, architects,
attorneys, etc. to break into major projects is to require

your prime contractors to jonint vernture with smaller DBE
firms. This can work if and cnly if the DBE joint venture
contractor can carry his/her c¢w.a weight in the project;
Carefully select your entir: devéivpment team. Lerders and
investors will be looking to .ke¢ credibility and experience of
your development team.

Never assume that the local transit agency's anaiysis of a
Joint development site is without fault! Thair analysis of
the site may be correct but outdated or simply wrong.
Therefore, it is absolutely essential that your izvelopment
team end avor to work out any disagreement with the transit
agency on the site before the prospectus is finalized and "on
the street". Most often the transit agency wiil be

Carefully read and comply with the prospectus: Obtain as
much information and clarification on. the prospectus as

possible. By all means attend a1l pre~bidding conferences.

Be prepared to undertake a "preliminary economic feasibility
analysis of the project. It is a valuable way to

systematically evaluate your assumptions about the local
market, type of complex needed, expected income; sources of
debt financing, sources of equity capital; and; total cost of
project. Irrespective of the method used, the information
Just mentioned is an essential prerequisite to your decision

to pursue equity ownership in a joint development project.

As a limited investor, you have a right to demand to see a
financial analysis cf the project. Don't invest in any real

estate development opportunity unless you are provided with

sufficient information upon which to evaluate both :he
benefits and risks of your invéstment.

3n
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11. New construction projects are always risky and therefore

those investors who provide the "risk capital® to get the

project through the construction phase should expect to obtain

a higher rate of return on their investment (i:e. limited
partners group A) than those investors who invested after the

project was financed or constructed. Return on investment
should be weighted against the risk of the investment.

12.The general partners should avoid the temptation to under

value their contribution to the project. If the project can

not afford a reasonable fee to thedeveloper andgeneral
partners, it may be in the best interest of all to walk away

from the deal. The project must have built-in financiail
incentives to motivate the active participants (developer and

general partners) to deliver. Minority/women investors must
expect to pay reasonable fees for services rendered but should
not expect to pay reduced rates for top qu ity services.
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CASE STUDY TWO: NORTH GALLERY PLACE, WASHINGTON, D.C.
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OVERVIEW

On May 15;1983 North Gallery Place AsSociates received the

joint development rights to the Gallery Place North transit

station site from the Washington Metropclitan Area Transportation
Authority (WMATA): 1In many ways the eéfforts of North Gallery
Associates represents an achievement of major proportion. For

the first time in the history of WMATA'S joint development

program a group of minority entrepreneurs have acquired a

controlling interest in a major transit~related real estate

development project. Exhibit I provides a pictorial presentation

of the $130¢ million plus Far East Trade Center commercial and
residential complex proposed for this joint development site.

EXHIBIT I

~ FAR EAST TRADE CENTER S
(Gallery Place North Joint Developnert Project)

2
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The purpuvse of this case study is to illustrate how
minorlty entrepreneurs, 1n this case members of Washlngton,
D(L's Chlnese communlty, were able tc p*an, organlze and obtaln

Gallery Place North joint developmentfslte. ‘Three major points
are explained in this case study. First, it charts the long~term
commitment of time and financial resources necessary to interest
and organize minority/women community investors. Second, it
demonstrates how minority entrepreneurs combined their financial
resources to achieve majority ownership and control over the
design and implementation of a transit site. Third, the case
study underscores the importance of the local transit agency's
commitment to equity ownership opportunities in Jjoint
development.

BACKGROUND

The metropolitan Waqh1ngton area con51sts of the D15tr1ct

exceeding 3 m11110n persons”w;th th1rty~f1ve percent of 1ts

résidents being minority. Within the District offColumb1a,
SéVéntY*Six percent of the city‘s residents are minority.

- In economic terms the region's urbanized areas is one of
the wealthiest in the nation. Metropolitan Washington, D.C. has
one of the highest concentrations of scientists and engineersin
the United States. Betweéen 1978 and 1984, high technology firms
and financial institutions moving into the area multiplied
dramatically. Notwithstanding this impressive growth, the
region's minority population continues to suffer from high
unemployment and the lack of adequate housing.

During the late 1968s public officials recognized the
1mportar'e of a public rapid mass transit system to the area's
future growth and developméent. . In 1968 a reg;onal metrorail
system was proposed and approved by Congress. The system would
be menaged and opérateéd undeér the Jjurisdiction of an intéerstate
agency called the Washington Metropolitan Area Transit Authority
(WMATA). The board of directors of WMATA consists of elected
officials from the District of Coiumbia and thé adjoining
jurisdictions of Maryland and Virginia.

Currently metrorail operates a 42.4 mile system which is
expected to expanl to a 7¢ mile system serving 63 stations by
1987 (refer to Exhibit TII, Regional Map). The system
extends from Vienna, Virginia to New Carrollton, Maryland on
the Crange Line and from Huntington, Virginia to Addison
Road, Maryland on the Blueé Line. The recently completed
Yellow Line §Shuttle extends from Gallery Place and Gallery
Place North {(i.e. site of this case study)_ to National
Airport. On an average day the system's . ridership _exceeds
300,000 trips. =2Metro also bperétes,”bus”,transportat;on with
an average ridership exceeding 350,000 trips. When the
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EXHIBIT II
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operations.
4
O

ERIC

Aruitoxt provided by Eic:



On a regional basis WMATA has placed a major emphasis on

joint development efforts as a means of stimulating economic

development and recapturing some of the cost of building the

system. WMATA's joint development program IS recognized as a

effective participation by minorities and women in the

equity/ownership aspects of transit-related real estate

development.f To_ that end, WMATA has institutionalized policies

contrulled by minorities and women in all aspects of joint

development activities (refer to Appendix Two for an example of
WMATA's joint development prospectus and DBE plan).

SITE LOCATION AND CHARACTERISTICS

The Gallery Place North joint developmen: site is located
east of 7th Street, N.W. between G and H Streets, N.W. The site

is at the visual center of Chinatown and situated within th

physical center of downtown. Most important, the site is

strategically located within the metrorail system as the starting
po1nt for the new shuttle (opened 1982) to National Airport

(refer to Exhibit II, Regional Map).

Exhibit III illustrates the project's distinctive urban

locat1on. Gallery Place North is approximately two blocks east

of the recently opened Washington Convention Center and the

Martin Luther King Jr. Library. To the south, the site is

surrounded by the National Pcrtrait Gallery and the National

Museum of American Art. Also, south of Gallery Place is the

Pennsylvania Avenue development area. Proposed for this

development area is a mix of uses including housing, offices and

specialty retail stores. The White House is located less than
one mile away from the Gallery Place North site.
EXBEIBIT III
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Urban Location of Gallery Place Morth Site
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PROPOSED BUILDING PROGRAM

The proposed building program for the Gallery Place North

site calls for a unified mixed use development composed of hotel,
retail, office, residential, and art; cultural and entertainment
facilities. Exhibits IV, V and VI provide a graphic display of
the proposed building program and site configuration of the
building complex.
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EXHIBI” v
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FAR EAST TRADE CENTER SITB PLAN
PRELIMINARY PROJECT BUILDING FROGRAM DATA:
Joint Cevelopment Project Name: Far East Trade Center
Land Aréa . . « « « « o« o« « « . o 113,923 s.f.
Proposed Facilities (subject to change):

Hotél . .« . o« « « o« « . 426,000 s:f: (531 rooms)

l.AO
lnBo Rétail e e o & ¢ o n o 197?893 s‘fi
1.C. Office . _ .. . . e o« 219;200 s.f.
2. Residential Bu11d1ng - :
Apartments . . . . . . 165;000 s.f. (170 condominiums)
. ~ Rétail . . . 3 . o . 3 IG'BGE Saf'.
Parking . « ¢« ¢« ¢ o ¢ o o & 632 car spaces
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PROJECT HISTORY

The area surroundlng the Gallery FPlace North 3o1nt

development project is in the he- -t of the downtowh retail

district of Washington, D.C. As en ioned in the original plan

developed by L'Enfant; the area around Gallery Place was to be

the focal point for a well ordered commercial district. 1In the

early 1900s Gallery Place served this purpose well with many
major department stores, shops, and prominhent hotels.
Around the mid 193ds the commercial vitality of Gallery Place was

enhanced with the emergence of a thriving Cuinatown community.

Ch1natownw;§,a inixed-~use community, incorporating retail,
service, residential and cultural 1nst1tut10ns,,7r’tnough a
relat1ve1v small number of Ch1nese~Amer1cans _actuailly gide in

”
Chxnatown, the area is the commercial arf cultural co: tér for a

much larger metropolitan Chinese community,

During the 1968s and 1970s much of the commercial v1ta11tg

of Gallery Place and Chinatown was drained by tweaty years of

suburban competition. Although department sStores w.re attracted
to the Washington, D.C. metropolitan area, they were not 16Céting

in the central business district. As a result, retail sales in
downtown stores diminished year by year starting in 1958 and

continuing through the early 1978s.

As early as 1972 the City Council for the D1str1ct

center of downt: n (12th and G Street) along G Stréet to the

center of Chinat  (7th and G Street). The urban rénewal sites
along the G St * zorridor included G&lléry Place anéd North
Gallery Place { .ans ¢t stations. It was assumed, at the time,
that the G Street corrii r's proximity to rapid rail service
would make the sites mor# attractive c‘or development. These
szarly efforts, while commeéendable, failed tc result in the
anticipated economic revitalization. It i§ important to note

that these initial urban renewal plzns 21so failed to address the
ethnic and cultural character of Chinatcwn.

This insensitivity to the preservat1or of Chinatown was
even more marked in subsequent’ downtown revitalization studies.
One study, conducted by a land use plannlnq consultant from the
Midwest. tended to negate the existence cf a viable Chinatown
community by noting that it be confined to two storefront city
blocks along 7th Street. Such recomméndations weva contrary to a
vision of Chinatown as a major anchor for tourism and a focal
point for the entire metropolitan Asian community.

The existence of Chinhatown was further threatened by major
developers in the mid 197@'s. These,developers wanted to use the
Chinatown neighborhood area to build hotels which would serve the
proposed convention centér two blocks away from Chinatown. In
their arguments to the City Council, some developers denied the
existence of Chinatown. This lack of sensitivity and commitment
by local developers was the impetus which was to lead the Chinese
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community to organize under the le .rship of Alfred L. Liu,

A.I.A. larchitect/urban planne;),waan L. Tai, Ph.D.

(developer/economlst) and Dr, William Chin-~Lee, M. D. \community

and political leader) to revitalize Chinatown around the North

Gallery Place joint development site.

In order for the District of Columbia to actively promote

the revitalization of Chinatown, the Chinese community itself had

to boldly set forth the arguments for sustaining and nurturing a

Chinatown within the Capital City. Mrv. Liu and Ms. Tai provided

the leadership for this effort. They enlisted the resourcss of

their fespect1ve firms (AEPA,,Arch1tects Engineers, P.C., and

Capital Professiovnal Center, Inc.) to produce and circulate a

planning concept paper entitled "The Future of Wash1ngton S

Chinatown: Extinction or Distinction." The concept paper noted

the special character of Washington, D.C.'s Chinatown as a

distinct ethnic and cultural community with definite geographlc

boundaries: The paper furtiher noted the economic decline of

Chinatown and indicated its potential as a significant tourist

attraction for the Washington, D.C. metropolitan aresa. A key
conclusion of this report was that the potential Ffor the

revitalization of Chinatown was unique and that "the Metro joint
development project (i.e. North Gallery Place) alone can *make!’
cr ‘break' Chinatown". :

~ This concept paper was used as a rallying point by the

Chinese community. They pr=sented and discussed the 1mp11caf10ns

of the paper as a gnide to Chinatown's fut'ire growth at various

business and community meetings. The gpaper was discussed

extensively with tae District's planning deptr*nent and =lanning

off1ce§:7 For the first time the future role of Chinatown as
major anchor for downtown Washington was defined. Liu and Tai
also discussed and promoted support for their concept ariong

members of the Greater Wachington Board of Trzde to enlist broad
business community support. After e1ghteen months_ and thousands
vf documented person~hours spent in meetings, Liu and Tai had
achieved some success in promoting their concept of a revitalized
Chinatown. The city planning department accepted, in principle,
the idea of establishing specific development objectives for
Chinatown and the concept of policies, including chinese de=ign
features, which would reinforce the definition and identity of
Chinatown as a special cultural d1str1ct.,A1thpugh thé Chinatown
objectives were not explicitly stated until latér whén they were
incorporated intc the District of Columbia Comprehensive Plan Act
of 1984 (D.C. Law 5~76);, Liu and Tai did refer to city planning
department support in their discussions with the WMATA staff.

Liu and Tai requested a meet1ng with WMATA'S. 301nt
development staff in early 1981. Theé purpose of the meeting was
to discuss the importancé of the Galléry Place North Site to the
overall revitalization of Chinatown. They stressed the need for
developing a joint deévelopméent projéct on thé sité which would be
distinctly Chinese in design and character. Such a project would



benefit both WMATA and Chinatown by giving the city a distinctive
tourist attraction which combines hotel, retail, office and
residential space. Furthermore, such a project could entice the
establishment of U.S. offices of Asian corporations in and around
the project as well as encourage foreign investment in the area
from the Far East. The joint development staff was very
interested in their presentation but no commitment was made at
that time to incorporate their recommendations into the upcoming
solicitation for proposals on the Gallery Place North site.

~_ Years of commitment of timé, mcheéy and perseverance paid
off for Liu and Tai in 1982. In that year, after several years
of careful deliberation, the Mayor's Downtcwn Committee unveiied
its much awaited "Recommendations for the DPcwatown Plan" (the

"Plan"). Among the many issues discussed, “he Plan noted the
crucial role that Gallery Place in generz:; and the joint
development site in particular, must play in the revitalization
process of downtown.

, In keeping with its overall conclusion the Plan proposed
that the following development objactives be established for the
site:

e Develop the Gallery Place area as a special focal point in

the City with major functions as a specialty retail market

place and a center for arts and cultural activities.

o Establish a special ethnic district that will enhance

both the Chiness community and the Downtown.

e Ensur2z *he presence o’ a critical mass of land use

consisting of ethnica.ly oriented groundfloor retail,
substantial housing and office space, community facilities

and hotel use as appropriate.

¢ Develop the physical design criteria for new and

rehabilitative projects within the special district that
will reinforce the definition and identity of Chinatown.

.. On August 23, 1982 WMATA released its prospectus for
Gallery Place North. 1In it WMATA established the following

development objectives for the szite:

e The plans must reflect development of the site to the
highest and best econemic use.

e The plans for development must reflect excellence in
architectural design and site treatment to encourage
maximum use of the etro system and the related potential
for the site.
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e The plans for development must prov1de functional and
aesthetic integration of Metro facilities,

e The plan must be responsive to spec1al plannlng nd de51c
cr.teria, including the implémentation of District

planning objectives.

¢ The plans for development must provide a unified
development,  incorporating the WMATA and Bergman
properties (adjacent 1lots).

More important, the WMATA prbépéCtus established a clear
relationship between the site and Chinatown. Noting this
concern, the WMATA prospectug indicated that the design criteria
for the site must reflect the character of an enhanced Chinatown:
According to WMATA "the development must recognize the importance
of H Street as the 'main' stréet of Chinatown and the corner of
Seventh and H Streets as a 'gateway' for the community". WMATA
added that the proposal for the Site "should consider the
guitabiljty of design with a Chinese character at these
locations".

ORGANIZING FOR DEVELOPMENT

Place North, several precanditlons for the ievelopment of the
site had been achieved by the Chinat#%: zommunity. First,
develoment objectives which réecogni: i »he benefits of an
enhanced Chinatown to Washington, D.C. w- ¢ -:3tablished: Second;
spenific boundaries for Chinatown were recognized. Tﬁird,
architectural standards reflective of an enhanced Chinatown were
encouraged for the joint development site.

The respon51veness uﬁ WMATA to conmunlty ﬂoncerns, as

the needed catalyst in moblllzing community interest in the site.

Thus, by the time that WMATA released its long awaited

prospec-tus, several community groups were interested. One

group~~the Capital Chinese Development Corporation--~under the

leadership of Alfred H: Liu was organized and incorporated in

early 1982. The other-~the Chinese Eccvnomic Development

Cdrporétioh,-cn-uded by Dr. William Chin-Lee~-~was organized and
incorporated later.

The apparent division in the community was cause for

concern for all and in particular Liu and Tai. After their years

of work and financial sacrifice to help create the opportunity to

Pursue the equity ownership and control of the Gallery Place

North site;_ the Chinese community was split over who among them

should go after the devalopment rights.

Given the importance of the joint Jdeveicpment site to the
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revitalization of Chinatown, it was recognized that the Chinese

community must pursue this opportunity tougether: In order to
reach harmony and cooperation; efforts were started to bring the
twe groups_together. A key consideratior in this effort was the
creation of a new organization under the chairpersonship of Dr.

Chin~ Lee. Key positions on the Board of Directors of the new
organization would be offered to members of both groups. Thus,

as the price for achieving harmony; Liu and Tai gave up their
decision-making control over the project and opened it up to

community control. Further; Liu and Tai gave up any "deal

packaging equity share"* rights for bringing the deal to the

Chinese community. For the sake of the project, they decided not
to insist on the normal equity share in the project for the’ -

services but to base their equity participation mainly on casi
contribution alone.

On December 8, 1982 a reconstituted organization was

formed. The Chinatown Development Corporation (CDC), as the new

organization would be called; was composed primarily ~¢ former
membecrs of the previous twe groups: With Dr: Chun Lee as
chairperson and Alfred H: Liu as vice-chairperson, CDC
established the strengthening of Chinatown "as an integral ethnic

community of the metropolitan area" as its primary goal.

CDC was organized as a corporation. This form of
organization was chosen primarily to give every one of the
Chinese community investors a voice in the decision-making.

Immediately upon its organization CDC elected a board of
directors to manadge and conduct its day~to-~day affairs. The
capitalization of the corporation wa: based on $108.00 per share
and would eventually reach $237 @#60. The formation .nd

capitalizati:. -~ ©DC was an important first step in raising rhe

neces~arw “ris.. capital” to allow the Chinatown community to

effect . .:7 participate in the joint development marketplace.

Having organized, CDC mambers made major efforts to attract

a prominent developer as a venture partner in the project.
During this process; Ms. Tai alone contacted approximately thirvty

developers throughout the country: In retrospect: there were two
reasons why major developers did not consider th.s project a high

priority opportunity. First, few developers understood the
Chinese community. The idea of taking on 34 "general partnevs",

along with the design requirements of the project, added

*In commercial real estate projects, it is common for the

organizers of the project to obtain an "equity share" in the
project based on zneir time and expenses incurred in creating and

taking the initial risk to develop th- pre=conditions to bring
the project to a certain stage.
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complexity to an already compler venture (i.e. implementation of

major real estate ventures): Second; all of the local major
developers were struggling with the recession of 1982.

Washington; Di:C:; like many other metropolitan areas at th= time,
was suffering from an oversupply of office and hotel space. As a

result; local major developers were overcommitted to their
ex15t1ng projects.

With time runnlng out by which to respond to WMATA's

prospectus and with no major developer committed to joint venture

the project; Mr: Liu took the initative and began to develop the

bu11d1ng program for the site: 1In this regard €DC was fortunate

in having as a membar of the “orporation a local architect who
was » creative designer and knew the community and its needs.

Dwan Tai contributed her knowledge of local commercizl markets

and real estate finance and prepared the initiail
conceptualization of probable markets and trends:. While Liu and
Tai were undertakqu the preliminary %teps tu ;ards formaixzxng a

interested developer continued.

One of Lhe individuals with whom Liu and Tai sp

o
regatd1ng the need to identify a prominent developer f riE
si

prOJng vas & local attorney; Mr. Robert Stein; with extens

experience in the legal aspects of real estate development. Mr.

Stein presented Mr: Liu with an of" ~e a general partner
with CbC. Part of this offer in- ringing in a thirg
general partner with commercial ¢ ment experience; risk
capital; and a strong financial sta: it. This third partner

was Mr. Charles Luria:. The proposed g-ueral partners met and an

agreement was reached: A Memorardum of Understanding was

prepared and signed by the general partners: During the process

of reaching an agreement among the general partners, limited

partners were also agreed to. The Memorandum of Understanding

was the first written document of the limited partnership

inciuded in the preparation of the proposal to WMATA.

DEVELOPMENT PROPOSAL PREPARATION

The difficulty of organizing the CDC and the process of

identifying joint venture general partners tcok an inordinate

amount of time. By the time the Memorandum of Understanding was

signed by the general partnership, it was apparent iie

development entity (now called the North Gallery Place Associates

(NGPA)) would be unable to meet the 9¢ day submission period

established by WMATA. A ninety day extension was requested by

NGPA and granted by WMATA to all interested parties.

Many th:ngs 'still had to get done in a very short period of

time. Foremost in the minds of the development entity was the

completion of the necezsary financial feasibility analysis.

Alfred Liu's building program was submitted to a financial
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to endorse the pruievt. Triu s:d Tai were instrumental in this
effort. As a result, NGPX put together the "who's who" of
Washington, D.C.* i1l ezvate development consultants and
contractors and a..: ~:¢eivnd let:ers of support from several

local financial ins . i=zunia

- Egually importaui; #52 was able te insist that Chinese
contractors be involved to ciie maximum extent in every phase of
the project. As a resuit; 235EA put together one of the strongest
development teams possihie from the local area with the added
inclusion of qualified chinese minority firms as part of the NG.A
development team. Exhibit ViII described the NGPA development
team for the proposed Far East Trade Center project. Exhibit

VIII describes how the deveiopment tezm was organized for the

construction phase of the project.
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EXHIBIT VII

FAKR EAST TRADE CENTER PROJECT TEAM

Develogr:

Developer Consultant:

Architects:

Structural Engineer:
Mechanical Engineer:

Electrical Engincers:

Contractors:

Economic Consi:litant:

Trauspsrtation Consultant:

North Gallery Place Associates
~a District of Columbia
Limited Partnership

Chinatown Development Corporation
Cﬁéﬁ.f{éS,Lﬁi‘ié Associates

Jung & Bryant

AffredH.Liu =
Linowes & Blocher Investment No. VI

Southwest Development Co., Inc.
' gg:badtafy 6fiim

Bresler and Reiner, Inc.
Washington, D.C:
AEPA Arvchitects Engineers, P. C.
Alfred H. Liu, AIL.A., President
Washington; D.C:

Tadjer-Cahen Associates

Silver Spring, Maryland
GHT Limited

Arlington, Virginia
GHT Limited

Ariington, Virginia

Oin~Chen Associates
Kensington, Maryland

Gilbene Buildiag Company
Providence, Rhode Island
Landover, Maryiand '

¥.:1ald Hsu, Construction

-Capitol Heights, Maryland

Dslta Azsociates
Alexandria; Virginia
Corove/Slade Associates, lnc.



EXHIBIT VIII

. PROJECT ORGANIZATION . QW ,
FAR \?vzg;lr;rgﬁgr?EDCFN PE BUILDING” 52 COMPANY
3 - et & -
AEPA WASHINGTON METROPOLITAN .
ARCHITECTS/ENGINEERS AREA TRANSIT AUTHORITY Ronzid Hsu Conrstriicti
) onald Hsu Construction
Alfred Liu NORTH GALLERY PLACE ASSGCIATES (A JOINT VENTURE
President ——-~ -+ - —ws. “Hinatown Devei. Corp. - General Partner——— Wm. H. Choquette
Charles Luria - General Partner . Sr. Vice Pres, Gibarne
lobert M. Stein - anaging Gen. Partner Ronald Hsu
A President, Hsu Construction
s WElham Dolan
Const:uchorr&xecunve tive
“James Boyd ——_— Rabh w. qugs{qmg, .P.
Ronald Hsu Constriiction Co. Design Phase Project Manager
N Field Management Liason
Design Team ——————— e s P - ] Sﬂpport Staft
ARCHITECTURAL : —L Field Staff |l cn::’:::;qurr:srunu ESTIMATOR
___KenKane__,§ -~ ] .00 ’ o B
- df‘TRgc:UH:L ) { ) B PLq’cLiIEnfgor 7 : .cn::: l:‘i?:::czc ENGINEER
adjer-Cohon Assoc. | - T — T D
MECHANICAL IMProject Project 5""',{ Geners!
(GHT Lta) : Acel nﬂhm nooor Supt :
ELECTRICAL ] I i ; [——
{GHT/OH-Chisn Assoc.) ,' Stulf on ] org‘co ; Oannls Curi
it _Enghheer ennis Cur
civiL |[Beque Sopin jl PURCHASING MGHR,
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i 1 Gso, Hwang || _Rey Montalgne
FIRE & SAFETY ; E;‘:‘,Eﬂ%. l Accouuglygfigg:uasn
Dick feen .3 e
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Financial institution support for the Epo'Ptt was also

extremely important: The NGPA developm2nt ertiiy was able to
obtain several letters of interest from pro -irsrt lacal banks. At

Eiu and Tai's insistence; the NGPA deveiopment eiiv:ty was able to

enhance the financial strength of their development entity before

the eyes of WMATA by obtaining = letter of interest from a

respected equity capital investmzat company, Bresler and Reiner,

Inc: The inclusion of Bresler and Reiner's financial statement

in the proposal strengthened the firancial credibility of the

NGPA development entity.

In addition to 1dent1fy1ng professional and financial

support for its development team,; NGPA iinluded as part of the

development proposal a plan for meeting Disadvantaged Business

Enterprise (DBE) utilization: This element of the propusal was

considered 1mportant in light otVWMAPA' requirement that

proposals inci:de minority participation in the following areas:

equity participation, contracts for professional services;

construction contracting; purchasing of materials and supplies,

and building leasing and management. Noting the location of the

project within the City and Chinatown, WMATA added special

emphasis on DBE participation in the project.

_____On the_
strong: With raspect
WMATA's twelve percent participation requirement as CDC was the

e of DBE part1c1pat1on NGPA response was
pect tou equ1ty participation, NGPA easily met

majority general partner with fcorty~seven (47%) percent of the

equity. DBE participation during the development period of the

project was addressed through the establishment of a joint

venttre between a minority-owned and a majority-owned

construction firm: In the area of non~construct1on service, such

as leasing and advertising,; CDC indicated its intention to form a

leasing subsidiary which will shave responsibilities with a non-

minority leasing management firm: Overall, NGPA indicated in the

proposal that the partnership agreed to the fullest extent

possible to utilize members,of the Chinese community in the

develdpment, constructvon, real estate management, 1ea51ng

maintenance anc other related activities of the project.

Exhibit IX provides a breakdown of the percentage owrershig

among the initial development entity participants (general

partners and limited partners). This exhibit also shows the

amount of initial risk capita2l invested by the participants for a

transit-~related real estn:e development project of this

magnitude.



EXHIBIT IX

LIMITED PARTNERSHIP AGREEMENT

, AND o
CERTIFICATE OF LIMITED PARTMNERSHIP
OF S
NORTH GALLERY PLACE ASSOCIATES

AGGREGATE AMOUNT PERCENTAGE OF
: - OF CAPITAL PARTNERSHIP
GENERAL PARTNERS CONTRIBUTIONS AGREEMENT
Chinatown Development Corp..
2423 pennsylvania Avenue N.'.. -
Washington, D.C. 20037 $250;000.00 47%
Charles Luria Asscciates
300 Army-Navy Drive - o L
Arlington; Virginia $150,000.0 28.2%
Robert M. Stein
701 North Beauregard Street ~ )
#lexandria, Virginia 22312 None 18.8%

AGGREGATE AMOUNT PERCENTAGE OF
S CF CAPITAL . PARTNERSHIP
LIMITED PARTNERS CONTRIBUTIONS _ INTEREST . -
‘Jung & Bryaie
1520 19th Street N.W._ , -
Washington, D.C. 20036 $12,500.00 2%
Linowes & Blocher
Investment No. VI
1025 Connecticut Avenue N.W. - .
Washington, D.C. 20036 $12,500.00 2%

Alfred H. Liu
2421 Pennsylvania Avenue N:.W.

Washington, D.C. 20037 $12,500.00 2%
TOTAL $437.,500:00 100%
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DEVELO?MENT PROPOSAL

The proposal submitted by NGPA provided for a development
program which gave careful consideration to the objectives
established by WMATA (Refer to Appendix II, Gallery Place North
Joint Development Prospectus). @NGPA's preliminary program,
subject to later market studies; called for a mixed-usec
development with an oriental motif. Included as part of the
program were plans for a 531~room hotel to be built on the site's

7th and H Street corner above the rapid transit station. An

office component consi=ting of 219,888 square feet was included
to be marketed to priwike Sector institutions primarily from Far
East nations. 2s notr2d in the NGPA proposal; the District of
Columbia prov =  ro siagle location in which Far East trade and
financial in&-. : .cions reccive special attention. Ground floor
facilities in the office building were to be devoted to 197,000
s.f. of retail space with special emphasis on festive ethnic
Shops: A 170-unit residential building is also to be developed

along with a 632-space garage. When Completed the development
program calls for & total of 1,274,356 gross square feet of
space.

_In addition to the architectural program, the proposal

submitted by NGPA provided a financiai analysis of projected

costs and revenues. These were prey-red in accordance with
several specifications outlined by WMATA in the prospectus.

First; WMATA-~-not sure if the s=lected development entity would

be abie to negotiate rights to the adjacent Berqman properties—-

required that any pro forma financial analys.s be based on a

minimum development of 432,0¢0 feet of gross floor area or the

maximum allowed fur Lot 44. Second; WMATA _equired that pro

forma statements project the annual gross income and net cash

flow of the project for ten years beginning with thes initial year

of occupancy. Third; WMATA required that "developmerntal period
rents”™ be paid for three consecutive yesars while the project was
under construction: Also due tc WMATA was a minimum guaranteed
rent to be paid annually; starting with the fourth year and
continuing through the initia’ " = term. Additional rent to
WMATA would be paid from the . ~hrough the fiftieth year
based on a percentage of annual .. .ncome in excess of a base
gross income of $9,550,060.

The key financial considsrations of the proposal submitted

Ey NGPA addressed each of the financial specifications required

by WMATA in the prospectus. NGPA offered WMAT  development
period rent for the first three years of $250,000, :4008,000, and
$551,000 respectively. 2 minimum guaranteed rent «f 31,007,000
was offered starting in the fourth year and continuing through
the fiftieth year. The minimum rent was alsoc made adjustable in

the event that the finally approved development project providad

for additional gross floor area beyond the minimum 432,000 gross
21
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square feet allowed by Lot 44. 1In addition to guaranteed rent,

NGPA offered WMATA = participation in the gross profits of the

project beyond the base sum of $9,500,000 annual gross income.

In total; the financial returns to WMATA offered by NGPA were

substantial when the minimum and additional land rent are

considered together.

RESULTS

On May 15, 1983, the North Gallery Place Associates limited

partnership was chosen as the developer of the Gallery Place

North joint development site by the WMATA selection committee,
WMATA's decision to award development rights to NGPA was based on

a comprehensive evaluation of the proposal according to the
following criteria:

® Elnanc4ai Return to WMATA ~ NGPA's development proposal
offered WMATA an adequate financial return on its
lJandholding: In total, when the minimum rent and
additional rents are taken together the financial return
to WMATA was substantial.

° Jo1nt ggxelggment Plan gggtggg - NGPA s 3oint
architectural distinction consistent with thefhighest and
best economic use of the site. Moreover, the proposed
development program was consistent with WMATA and District
of Columbia planning objectives for an enhanced Chinatown.

e DBE Plan Feature - With respect to DBE utilization ﬁéﬁi‘*

goals in evetx,gategory of,DBE,pa;ticipationL More

specifically, NGPA proposSed to utilize the services of
minority=owned firms in almost every facet of the
development program either individually or through joint
venture.

bring togethe; a reputable. development team. Where
applicable NGPA integrated the services of expert
consultants to provide professional support services to
the development teanm.

wrltlng.



LESSONS LEARNED

Many lessons were learned by CDC and NGPA as a result of

their participation in the joint development process. The most
significant are:

1.

Minority organizers and investors must recognize that, in
many instances, certain pre-conditions must exist before a
project can come together. Many of these pre-~conditions have
a basis in the local political environmernt. For example, in
the case of Gallery Place North, the commitment of WMATA to
DBE participation was an important pre~condition contributing
to CDC's and NGPA's success. Where such commitment by a local
transit agency does not exist a major investment of time and
effort is required to bring it about. Also, it usually helps
to have a responsive city government and business community.
Again where it does not exist, it must be brought about
through such efforts as participation in community
organizations, business organizations, civic groups,
professional associations, and volunteer organizations.

Even with local transit agency commitments for meaningful DBE
equity participation in joint development opportunities, DBE
project organizers must recognize that a great amount of time
and money must be invested to plan and organize to participate
in the process. Too often, DBE investors fail to appreciate
the investment of time and money in getting an opportunity to
the table. Without fair compensation and adequate incentives
to competent minority professionals, they will be discouraged
to bring projects of significance to the community. DBE
investors must recognize that minority professionals, like
other professionals have to make a living and pay their staff
time and expenses. Since the money must come from somewhere,
it is only fair that upfront "sweat equity" and expenses be

The ownership structure of a deal is extremely important.
While NGPA was organized as a limited partnership, CDC was
organized as a corporation; This latter form of business
organization is workable from a decision-making point of view
only if most of the partners are experienced in real estate
development transactions and financing. It is extremely risky
to allow investors,; irrespective of their sincerity, to decide
on real estate development technical issues on which they know
little about. From an investment point of view, it is more
prudent for the DBE investor to leave the development
decisions to a dgeneral partner who specializes in real estate
development projects and have the DBE investor participate as
a limited partner (no management responsibility and liability
for decisions they lack expertise or resources to address).
Otherwise, this is tantamount to having the patient advising

23
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the surgeon where and how to cut during the operation. If DBE
investors feel uncomfortable with thelr general partners; they

shouldn't invest; or they should replace the gencral partners.

Risk capital is an essential ingredient to preparing a

development proposai. Development proposals are expensive to
produce ranging from $50,000 to $1,508,089 depending on Ehe
size and complexity of the project. It is absolutely important

that the development entity have sufficient risk capital to
cover expenses incurred in the preparation of a development
proposal; If successful in obtaining the "development
rights", the development entity must also have sufficient
funds for all deposits and additional document preparation

(i.e. complete architectural plans and marketing/financiail
feasibility studies, etc.) needed for appliring for th=
construction loan and permanent financing. Noeiwithstandiag
the $437;500 of risk capital initially raised for this
project, additional calls for mories were made from the
general and limited partners after the "development rights"
were obtained.

Assuming the availability of sufficient risk capital; there
must be sufficient time given to prepare a development
proposal for a joint development site. WMATA's solicitation
on this project gave three months for the preparation of the
proposal. It takes at least that much time to prepare a

comprehensive marketing study. Therefore, make certain your
development entity is given sufficient time to plan;, organize

and develop a competitive proposal. Six to nine months lead

time for the preparation of a develnpment proposal would be
more reasonable.

Of all the documents developed for the development proposat,

the most important are the financial pro formas and the
partnership agreement. .The latter must never be prepared

hastily or by attorneys who do not specialize in real estate
investment law. Your development entity will have to 1tive

with the good and the bad of this legal document. Your
development cntity is well advised to retain reail estate

development professionals with general partner and syndication
experience to be able to assist you in_ carefully planning
what must be in this legal document and have the agreement
preparéd by a specialist. Spend the money to do it right,

Too much depends on the cutcome.

All transit-related real estate development projects require

extensive planning, attention to detail and coordination among
public and private sector participants. This "real estate
development process" is further complicated when a large
number of community minority/women entrepreneurs must be

organized to actively participate and invest in a project. An
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ational effort is

absolutely essential element to this crganiza

or za
leade:ship. Because of the diversity of functions and roles

within the process; this leadership is most effective when

shared among the project organizers. As an example; in this

particular project there were several leaders wEB played

PR ey = it e ——— - -~ —

various roles at each stage of the project development:

Mr., Alfred H: Liu; A:I:A:
Mrs Liu was the fojrect co—-initiator, motivator, and the
Architect of the project: It was his vision of what

could be achieved by the Chinese community which enticed
the community entrepreneurs to invest; Alfred is
President of AEPA Architects Engineers; P:C;; a

Washington~based professional firm: He was also elected

as the President of the Chinatown Development Corporation,

Dr. William Chin-Lee

leacdership, and a sense of humor. His presence helped to

vrnify the Chinese community. Dr. Chin-Lee serves as the

Chairman of the Board of the Chinatown Development

Corporation.

Dr. Dwan Tai

Dr. TaLL_;he,project co~initator, ppgliengqughggyngggqg

and approach of the partnership and CDC Board members,

She planned and anticipated problems, and defined issues

and tasks which needed to be addressed early to minimize

loss and maximize gains. She suggested alternative
approaches and provided industry information on lessons
learned by other developers. Her attention to detail
alerted the leadership to opportunities, threais, and
challenges so that they could better evaluate their
positions and responsibilities throughout the development
process, Dr, Tai is President of the Capital Professional
Center Inc. and the Tai Corporation headquartered in
Washington, D.,C.

These are only three of several leaders in the development

personalities which must exist within an organizational effort of
this type.
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CONCLUSION

_ The primary objective of this case study was educational.
The case study attempted to illusirate,; by way of example; the

prerequisite conditions, organizational factors, leadership and
financial resources necessary to pursue the acquisition of the
"development rights" for a joint development site. Although only
a few key individuals were mentioned in the case study,

Comprehensive Technologies International, Inc. (CTI), as the
author, fully recognizes that many, many individuals played
critical roles in the initiatl Phases of this project. CTI
regrets being unable to give due credit to everyoune involved in
the success of this project: Furthermore, CTI takes full

responsibility for the educational presentation of this case
study.
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SOURCES OF COMMERCIAL REAL ESTATE MARKETING DATA AND STATISTICS




3.

5.

7.

SOURCES OF COMMERCIAL REAL ESTATE
MARKET DATA FOR REAL ES-—
TATE INVESTORS

ANNUAL U.S. ECONOMIC DATA

FEDERAL RESERVE BANK OF ST.

P.O. BOX 442
ST. LOUIS, MISSOURI 63166

BUSINESS IN BRIEF

ECONOMIC GROUP_

THE CHASE MANHATTAN BANK, N.A.

NEW YORK, NEW YORK 109152

CENSUS OF POPULATION AND HOUSING

U.S. GOVERNMENT PRINTING OFFICE
WASHINGTON, D.C. 20402

CONSTRUCTION REVIEW

SUPERINTENDENT OF DOCUMENTS

U.S. GOVERNMENT PRINTING OFFICE
WASHINGTON, D.C. 28482

CREDIT AND CAPITAL MARKETS

BANKERS TRUST COMPANY
P.O. BOX 318

CHURCH STREET STATION
NEW YORK; N.Y. 19915

DEVELOPMENT REVIEW AND OUTLOOCK
1983-1984
ULI - THE URBPN LABD INSTITUTE

WASHINGTON, D.C. 09995

DOLLARS & CENTS OF SHOPPING
__CENTERS: 1984 B
ULI - THE URBAN LAND INSTITUTE
1998 VERMONT AVENUE, N.W.
WASHINGTON, D.C. 20075

HOTFL/MOTEL DEVELOPMENT
ULI = THE URBAN LANi: INSTITUTE
1998 VERMONT AVENUE, N.W.
WASHINGTON, D.C. 28085

HOUSING CHARACTERISTICS
SUPERINTENDENT OF DOCJMENTS

U.5. GOVERNMENT PRINTING OFFICE

WASHINGTON, D C. 20462

g.HUD NEWSLETTER

SUPERINTENDENT OF DOCUMENTS
U.S. GOVERNMENT PRINTING OFFICE
WASHINGTON, D.C. 20402

LOUIS

11,

12,

13.

14.

17.

18.

19,

20.

LIFE INSURANCE FACTBOOK

AMERICAM COUNCIL OF LIFE
INSURANCE

1850 K STREET, N.W.

WASHINGTON, D.C. 20056

MORTGAGE BANKING
MORTGAGE BANKERS ASSOCIATION
OF AMERICA
P.O. BOX 37236

WASHINGTON, D.C. 200813
HULTE-HOUSING NEWS
GRALLA PUBLICATIONS

1515 BROADWAY
NEW YORK, NEW YORK 190836

NATIONAL REAL ESTATE INVESTOR
COMMUNICATIONS CHANNELS, INC.
6285 BARRFIELD ROAD
ATLANTA, GEORGIA 39328

REAL ESTATE INVESTING NEWSLETI
H.B.J. NEWSLETTER

! EAST FIRST STREET

DULUTH, MINNESOTA 55802

REAL ESTATE REPORT

REAL ESTATE RESEARCH CORPORATI

72 WEST ADAMS STREET

ILLINOIS 68603

CHICAGO,
RENTAL HCUSING

ULI ~ THE URBAN LAND INSTITUTE
1096 VERMONT AVENUE, N.W.
WASHINGTON, D.C. 28885

SAVINGS AND LOAN SOURCEBOOK
U.S. SAVINGS AND_ LOAN

111 EAST WACKER DRIVE _
CHICAGO, ILLINOIS 6P601
SURVEY OF CURRENT BUSINESS
U.S. DEPARTMENT OF COMMERCE
WASHINGTON, D.C. 20402

EABRENJ,GOBHAM AND LAMONT, INC
219 SOUTH STREET
BOSTON, MASSACHUSETTS §2111
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APPENDIX FOUR

NOTE OF EXPLANATION

Gallery Place of North Metro Site

Joint Development Prospectus

Washington, D.C.

INTRODUCTION
- A majnr part of the joint development process is the
selection of a development entity for a project. In many

instances the selection starts with thefessuance of a prospectus

by a local transit agency. The following is a representative
sample of a local transit agency joint development prospectus.

it was selected to acquaint the interested DBEs with the various

elements which go into the preparation of a join. development
proposal.

A well prepared joint development prospectus is a valuable
solicitation tool for a local transit -agency. In many instances
it is the sole description of the project for offering purposes.

As a result, a typ1cal 3o1nt development prospectus usually

requ1rements, rules of submlsS}on,,chterla for selegt;on and
basic financial information. In addition, most local transit
agencies also include drawings to Show procédurés for
construction activities, easements, etc. for the developer's use
in preparing preliminary designs and cost estimates.
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netro

rail Station. Gallery Place is one of four trensfer atetions in the plsnned
101 mile Metrorail system with two tiers of station facilities at the inter-
section of the Red Line and the Yellow/Green Line. The upper tier station, on
the Red Line, has been in operstion since 1976. The lower tier station, on
the Yellow/Green Line is presently scheduled for initial operations in late
1983,

WMATA'a Gallery Place North Site is located in Washington, D.C. to the
ssst of 7th Street, N.W. between G and H Streets, N.W. The site has frontage
on esch of these three atreeta and has direct sccess to a public sllay con=
necting to G, H; end 6th Streeta: The site was acquired by WMATA to construct
end to operate the Metrorsil system. Metrobus presently serves the site at
7th, G, and H Strests.

The purpose of this prospectus is to solicit proposals for the joint
36961656667: of fﬁé: site. All proposals must be submitted in the form and
with those exhibits and with the deposit designated herein.

A PUBLIC TRANSPORTATION PARTNERSHIP OF THE DISTRICT OF COLUMBIA, MARYLAND AND VIRGINIA

o 2n8



& feature of perticular significance in this Offering is thc opportunity

for WMATA's selected developer to include the Bargmann's, Ins. property

(described in Section 1,8) along with the WHATA psrcel to design and construct
a larger, -unified developmwent: To this end, Bergmenn’s, Inc. has entered

into an Option Agreement with WMATA, which WMATA will assign to its selected
developer. The selected developer will be required by WATA to negotiate
with Bergmann's, in good faith, for the purchase of the Bergmann's property.
(The Dption Agreement follows as Appenaix Fs

Proposals must be received no later than December 8, 1982. As soon as
precticable thereafter, WMATA will adviss the interested parties as to the
scceptability of their proposals. In the event you requirs further inforaation
or clerification, call or write the undersigned or John Green of this Office
(202) 637-1593.

Henry W, Cord, Head
Development Branch ]
Office of Planning & Development
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JOINT DEVELOPMENT
“7 7' 7! E’ 7;,

GALLERY_PLACE NORTH METRO_STATION

The Washington Metropolitan Area Transit Authority (WHATA) requests
proposals, pursuant to the terms and conditions hereinafter stated, for the
‘development of approximately 50,895 square feet of real estate situsted at
WMATA's Gallery Place Metro Station, in Washington, DC:

All proposals must be submitted in the form end with those exhibits
snd deposits specified herein:

Proposals must be received by WMATA, Office of Plenning and Development,
600 Fifth Street, N.W., Washington, D:C:; 20001, no later than 1:00 p.m.,
December 8, 1982. Any questions or requests for clarification concerning this
Prospectus must be submitted in writing no later than fifteen (15) days prior
to the closing dste to Mr. John Green at the above sddress. Mr. Green may
also be reached by calling 637-1593.

A Pre-Proposal Conference will be conducted at 10:00 a.m. on September
15, 1982 at WMATA in the Lobby Level Meeting Room for the purpose of answering
questions about the property and WMATA's joint development process. Attendees
at this Pre-Proposal Conference will be considered "interested parties" eligi-
ble to.receive written responses to inquiries or requests for clarification
concerning this Prospectus.

1. Parcel Description

A. The subjpct WHMATA property is located on the east side of Seventh
Strest, NW between G and H Streets, NW. It is identified es Square 454, Lot
44 and contains +50,895 squere feet. (A survey of the property is feund
under "Maps and Exhibits.")



‘#. - The Bergmann's, Inc. property is also located within Square 454
(For the sake of convenience, the property is referred to as Parcels A, B, and
is comprised of Lots 806, 6, 859, 804, and 860. It contains 423,569 square
feet. Patcel B is to the north of Farcel A, across a public alley, and is
8150 to the esst of WMATA'a Lot &4, across & putlic alley. It is comprised of
Lots 37 end E52. It contsins #9,299 squere feet. Farcel C is located ii'ohg’
6th Street, NW. It is comprised of Lots B62, 849, BaB, 847, Bas, B45, 844,

843, 38, 841, and 840. It cortains +19,705 squere feet. The total area of
Bergmana's Parcels A, B, and C is $52,573 aguare feat.

This disposition of incremental land use rights at the éiiiéiy Place
Station Site in Square 454 involvas a parcel of land known as Lot 44 contain-
ing 50,895 square feet, more or less, et the intersectinn of the Red {(Shady
Grove-Glenmont) Line, the Green (Greenbelt-Branch Avenue) Line, also congrusnt
at this point with the Yellow Line (Greenbelt-Franconia/Springfield). The
incremental land rights, those incrementsl to the rights required for con-
struction, maintensnce, und operstion of the transit system, include surface
Fights, sir rights, and sub-tercanesn rights inclusive of direct sccess to the
Metrorail portal at the southeast corner of 7th and H Streets, N.W.

By mid-1984, the Metro system is expected to be operational on 61 miles
and 60 stations. The joint development opportunity st Gallery Place involves
the iﬁéagfifiaﬁ of transit facilities with a mixed-use development project: The

joint development program objective is to promote a policy that yields these

benefits: improved ‘ﬁasiiﬁsa; provision of revenue to WMATA, enhanced tax bese,
grester accessibility to the Metro fecilities, and implementation of D.C.

planning objectives.
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The development potential at the Gallery Place Nesth site is addreased
further in Appendiv £, Planning end Design Criteria.

111. Property Interest Offered

The property offered by WMATA for joint development under the existing
C=4 ’z'o”n'i'rig and Appendix E is @ long-term leasehold esiate. Fee simple
interest to the Bergmasnn's parcsls is svailsble, subject to *he developer's

negotiation of a purchase agreement as provided for herein.

Proposals must include & Joint Development Plan covering both WMATA's
Lot 44 and the Bergmann's parcels.

The Joint Developeent Plan must include graphic and written descriptions
of the proposed development consiating of preliminary plans and outiine
specificetions 5555555& by a qualified architect: Tha plans and drawings must
include a site plan; achomatic floor plans; elevations and cross sections,

residences (expressed in dwelling units); office space éiiﬁi‘iiii& in gross
ratios; snd vehicular trips generated (PM psak hour), end projected Metroraii
ridership generated by the development: Theae plans must reflect development
of the site to its highest and bsat economic use and be responsive to those
criteria and guidelines contained in Appendix E, reflect excellence in archi-
tectural design and site treatment sppropriate to encourage meximum use of the
Metro system and the related potentisl of the site; and provide functional and
esthetic integration of Metro facilities:. The Joint Development Plan should
slso include a schedule for project implementation including construction ini-
tistion, phesing, and completion: The ié\ﬁiaﬁii must recognize that the opera-
tion of the station will be uninterrupted and unimpeded during construction.
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B. Minority Business Enterprise Plan

Proposals must include.a Minority Busineas Enterprise (MBE) Plan. Desir=
able eléments to be considered in preparation of an MBE Plan include minority
professional and technical services, construction contracting, purchasing of
materiale and supplies; building leasing and management: The minimum goals of
MBE participation are contained in Appendix C herein.

Notwithstanding the MBE goals strived for by WMATA on a regionel besis
as set forth in Appendix L; WMATA and the District of Columbis are placing
added emphasis on MBE participation for the Gallery Place North project given
its location within both the City and China’swn.

C. Stetement of Qualifications

The proposal must include a Statement of Qualifications containing: the
developer's corporate charter (certificate of incorporation and by-laws),
partnership agreement of other organizational document; qualifications of the
developer and each meaber of the development team and a record of past perfor-
mance on similer projects demonstrating tiaéiy and successful completion: In
addition; said qualifications must include a complete statement on the finan-
ment.

Illustrative material, including name and locstion, on previous projects
of a similar character should accompany the proposal: The present status
of each such proiect should be summarized snd the names, addresses;, and tele-
phone numbers of local officisls or other persons familisr with developments
should be attached.

D.

Proposals must contain an offer to lease WMATA's Lot 44 said offer to be
set forth on the proposal form provided herein (Appendix A).
q;-
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Minisum Guaranteed Rent and Additional Rent ahall also be Féiiijiféd for
the renewal term of the lesse. Minimum Guaranteed Rent for the renewal term
shall be determinad by ippréiééi of the fair rental value of the land e5 if
vacant and unimprcved at its then current highest end best use. Additional
Rent will be provided for the purpose of reflecting development intensity and
real estate market conditions during the term of the lease.

All rental offers shall contain a pro forme analysis based on development
of no more than 432,608 square feet of gross floor area. The pro forme snal-
yeis shall project the ennual gross income and net cesh flow for ten (10)
years beginning upon initial occupancy of the contemplated improvements. Pro-
posals must specify the year in which full occupsncy is projected, end indi-
cate the sublease rental schedules on which the pro forma snalysis is based.
1. Lease - WMATA's Lot 44

The lesse, which shall not be made subject to subordinatior, shall be
for an initial term of fifty (50) years with an option to renew for an
additional term of forty-nine (49) years. There shall be a complete

(a) Development Period Rental to be paid for the initial three (3) year

development period of the lease. Rental may be on a fixed or a
graduated basis but its toteal must be equivalent to a fair economic
rental of the land for the development period.

(b) Minimum Guaranteed Rent to be pasid annually for the fourth (ath)

year of the lease and each wﬁiéﬁuéﬁi yesr of the initial lease
tern. All offers of Minimum Guaranteed Rent shall be based on a
sinimum oc elopment of 432,608 equare feet of gross floor area.
Minimum Guaranteed Rent will be adjusted ﬁp’iiéd in the event of a
PUD or elley closing that provides for additional gross floor
area.
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(¢) Additional Rent, over and asbove the Minimum Guaranteed Rent, to
be paid for the fourth (&th) through the fiftieth (50th) year of
the lease. Additional Rent must be offered as a specific parcentsge

of Ziil annual gross income™ from the commercisl space of the
.Eiéjiéf; without deduction, in excess of a base gross income of Nire

Million Five Hundred Thousand Dollars ($9,500,000) per annum.
E. Additional jerms and Conditions

(1) Proposals shall be sccompanied by a bid bond; certified chock,
guerantee that such proposal will not be witndrewn for a period of sixty (60)
deys from the proposal scceptance closing date. Ssid bid bond; letter of
credit or certified check will be returned to all unasuccessful parties within
ten (10) days thereafter.

lease documsnt furnished by WMATA. In the svent the sslected developer fails
or refuses to do so within the asid fori:y#iva (45) day pericd, the devel=
oper's guarsntee in the full amount of $100,000 shall inure to WMATA as and
for liquidated damages.

4/ Gross income shall be defined es the ocusulative amsount of all monies

received by the developer from operstions on the leased property, includ-

ing all monies received from sublessees or space lessees of the devel-

oper. Such amount shall include monies received by the developer from

sublessees or space lesssos as paymsnt or reimbursement for the costs of

operstion, including without limitation, real estate texes, insurancs and

utilities, or in the event that such costs of operstion are paid directly

by the sublessees or space lessees, an equivalent asmount shall be in-

cluded. Groas income shall also includc all gross receipts from hotel

operations, including but not limited.to, sll monies from rocm, food,

beverage and any other incowe from hotel operations. Additionally, gross

income includes the fsir rental value of sny used or occupied space

by the developer within the lessed property, except for that aspace

reasonsbly necessary to operate the lessed property and perform the

obligations of the leace.



(3) In addition to inclusion of financial terms and the Joint
Development Plan as herein specified, the lease document will incorporate at a

minimua all provisions set forth in this Prospectus snd Appendices.

V. Selection Procedurs -

A. WMATA will carefully analyze esch proposal and ultimately selsct
that proposal which in its sole judgment is deemed most advantageous to
WMATA.

B. WMATA reserves the right, in its sole discretion, to make its selec-
tion based on the initial submission of those responding to this Prospectus,
or to conduct negotiations should WMATA deem negotiations to be warranted or
useful.

C. WMATA RESERVES THE RIGHT TO REJECT ANY OR ALL PROPOSALS.

D. WMATA expecta to have completed its evaluation of all proposals snd
to have taken all necessary action to conclude its selection of a proposal
within iixfy (60) days following the closing date for receipt of propossls,
inciuding notificatio~ to the intereated parties of the acceptance or non=

acceptance of their proposala.

WMATA and the District of Columbia. To accomplish this objective, the selec-

tion process will include review of propossls to sscertain conformance with
the following guidelinest

A: Compliance with requirements set forth in this Prospectus.

B: Adequate financial return to WHATA.

C. Compliance with the criteria for development as contained in Appen-
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D. Development of the land and air figﬁts. as reflected by the Joint
Development Plan submitted as part cf the proposal, to the highest and best
economic use. in sccordance with the criterie established in the Planning and

Es Acceptabihty of the submitted Minority Business Enterpriite Plan:

F. Ressonsble probsbility that the propose development obtains for
WMATA the income projected in the proposal.

G- -eaaisiiity 6? the davsidpars, based on financial qusii?itaiiaﬁé

H: Completeness and clarity of preperation for ease of analysis.

Precise conforaance to the detail specified in the Prospectus is not
mandated at the risk of rejection for non-conformance. Where this Prospectus
fails to EﬁiieiOﬁ innovation, so neither doss it bar innovation when the
fnnovation ia in the best interest of WMATA.

Proposals not rejected following the above review will be evaluated,

through a gre-eetebiiehe’d numerical ueighted formula encompassing the follow-

Financial return to WHATA

Joint Development Plan features

Gi

o Minority Business Enterprise Plan features

o Developer capability and experisnce

Other then indiceting relative importance of the listed factors, no
conclusion ahould be drawn from the above listing as to the sctusl weight
asaigned esch fector.

WMATA ehell not be lisble for any cost incurred by the selected developer

prior to execution of the required lesse documenta.

N



APPENDIX A

PROPOSAL FORN

PROPOSAL FOR _LEASE OF LAND AND AIR RIGHTS
10: WASHINGTON METROPOLETAN AREA TRANSIT AUTHORITY
PROPOSAL OF .
NAVE
ADDRESS

Parcel A. Covaring the lease of land and eir rights for commercisl develop=-
ment within WMATA's 50,895 squate feet at the Gallery Plsce
North Site in Washington, DC, known as Lot 84, Squere 454,
The undersigned hereby submits an offer to lease the commer-
cial development rights at the subject property for & fixed tera of
fifty (50) years as follows:
A-Minimom Guarsnteed Rent for the fourth (4th) through the fiftisth

(50th) lease year is offered in the amount of - =
(s___ ) per anhum,; payable quarterly in advance (to be

adjusted upward in the event that the finally approved development
provides for additional gross floor erea).

Development Period Rent during the initial three (3) years of the
lease term is offered as follows:

First lease year §$

Second lease yesr § 5
Third lease year $ .

Ssid smounts will be peid annuaily in advance to WHATA com-

mencing upon lease execution:

In sddftion, for the fourth (4th) through fiftieth (50th) yesr

of the lease term, I (We) offer Additional Rent consisting of




————— percent (__%) of all annusl gross income from the project

without deduction in excess of a base gross income of Nine Million

Five Hundred Thousand ($9,500,000.00) per annum.

__ Construction for the proposed development shall commence on or

before . y 19__; shall be completed cn or before
19 .

1. The undersigned declares that a careful examination of the
instructions contained in the Prospectus, dated
—_— 5 1982, has been made end underatands
that in making thia proposai; ell right to plead miaunder-

standing regarding the same has been waived:

2. This propossl is submitted directly and involves no real

estate broksr's commission to be paid by WHMATA.

3. This proposal is accompanisd by a propossl guarantee in the
form of @ bid bond, & certified check or a bank letter of
credit in the amount of One Hundred Thousand Dollars
($100,000.00)

4. A Statement of Qualifications, Development Plans, a State=

ment of Grosz and Net Income Expectancy snd responses to
all other Prosgpectus requirements in this propossl are
contained as & part of this proposal.

5. Six copies of the full proposal are submitted herewith.

. o B NAME —
~DATE
~STGNATURE
ADDRESS
Received this ____ day of o 519 5 by
— S — ________ o for

the Washington Metropolitan Area Transit Authority.




APPENDIX B
ANTICIPATED MAJOR LEASE/PURCHASE TERMS AND CONDITIONS

SECTION I

GENERAL

A. - In addition to the required lease rentals set forth i:: the Proposal
Form, a cash sum of $200,000 shall be paid to WMATA upon execution of thes
lease document contemplated herein (the developer's original proposal guaran-
tee deposit may be applied). Said sum will be held as & guarantee for perfor-
mence by developer as required under this Prospectus, and upon sstisfactory
performance, said sum shall be applied to developer's rental payments for the
fourth lease year.

B. Within six (6) months following execution of the lease agreement, the
developer must have obteined approval from WMATA of its final plans. Any

within seid six (6) month period, or faila to commence with development of the
property within one (1) yesr from the date of WMATA's approval of the Develop-
ment Plan. In the event of such termination, developsr shall forfeit all
lease payments through that date and the required performance guarantee. Time
is of the essence in this proposed development.

D. Prior to commencement of construction, the developer shall deposit
documents with, and acceptable to WMATA, indicating the availability of funds
to complete the development project, and shall also deposit a copy of the
selected contractor's performence bond; with surety companies satisfactory to
WMATA, for the fuil swount of the contract price.
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for each year in the proposal; the first such payment shall be due upon
date of execution of the lease agreement: Rental payments commencing for the
fourth (4th) lease year and each year thereafter shall be in the full amount
of the Minimum ﬁUafénfééd Rent payable in equal quarterly installments

Prospectus, and such payment will be made on a lump sum basis within sixty
(60) days following commencement of the fifth (5th) lease year and each lease
year thereafter.

SECTION II

RI@QIS—TU~BE RETAINED BY WMATA AND ﬂBtIGATIOngorADEyELDPER

A. PERMANENT EASEMENT AREAS TO BE RESERVED:

WMATA will retain multi-dimensional easement areas (illustrated on
the Gallery Place Easement Map) described as follows: (a) & portion of
the western border of the site, a &4.36 ?66? wide easement with an upper
limit of +14.31 feet (approximately 30 feet below grade); (b) a portion
of the western and southern bpfﬂéiﬁ of the site, a 5 foot wide easement
with an upper limit of +41.5 feet (approximately 5 feet below grade); (c)
8 sewer easement at the southwestern portion of the site; and (d) an easement
st the north entrance of the Gallery Place Metro Station, the limits of which
sre (1) an approximately 30 foot apron east of the antrance measured from the
escalator newel; (2) a 15 foot strip along the southern edge of the escalator;
and (3) @ one-story (minimum 12 foot, six inches) clear height above grade.

B. PERMANENT AND EXCLUSIVE EASEMENTS; RIGHTS RIGHTS=OF=WAY, UPON,
R, UNDER AND ACROSS THE PERMANENT EASEMENT AREAS:

a. Rights Within the areas required for Metro purposes for design,
construction, maintenance, operation, repair, replacement,
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renewsl or removal of structuress ?%Uipment, installations and

faciiities necessary or useful for "°tbo repid transit purposes

and uses incidental thereto.

Rights of access to and from s8id “Teag at eny time for the
sbove-stated purposes by WHATA, its Swplgyees;, agents and con-
tructorsj in addition, during operStion of the repid transit

systenm, Eights of access by tﬁe gané?ii public through ssid eress

Rights of vertical eand horizgntal 3Uppgrt and protection of

WMATA'a structures, installationd, ®Quipment &nd feacilities,

including necessary installatipn® #“°h &5 foundstions, besms,

columns, bracing, and similar attu/t'Tsl features end members.

No load or preasuré, whether vsr¥iSal or latsral, ahsll be

transmitted to any part of saig MetSC facjlities, except as.may
be provided for hereunder.

Rights to meke, maintain, operat®, "®Place and renew neceseary
utility instsllations, including w3™Ss, gables, Ppipes, ducts,

chases, conduits, and all equipsen? 8nd gpparstus of any type

Whataoever necessary to operats the Metrg Station entrance and
related facilities.

Rights as to the unimpaired, unreat™Steg use end enjoyment of
the station entrance facility and M gegcribed premisea free
from and without the adverse op detFiMentg) effects of such use
of adjacent areas, which might 1esul? in op from (1) such concen-
tration of people in the accesa sres 9% wuuid obstruct acceass to

and from the station faciiity; (2) jou U, gustazned or unpleasant

debris; (5) harsh 1lighting ang/or 119»1&.,; fixtures or aigns,



posters or billboards not compatible with Metro graphics require-
ments. Any Lessee graphics with exposure to the Metro fecilities
shall be subject to WMATA'® prior epproval.

f. Rights permitting the erection and installation of walls, ceil-

ings, partitions, signs, structures, facilities iﬁd'iduiﬁiéht in
the described premises and rights to maintain, repair, operate,
replace or remove the same. This right includes rights of
attachment of WMATA's ceiling structures, electrical equipment
for lighting snd other necessary utilities to the underside of
the floor constructed above the Metro entrance facility. Lessee
shall initiaslly instsll ceiling structures and electrical equip-
ment to WMATA's satisfaction and theresfter said facilities will
be maintained by WMATA.

g. Rights for auch other end different purposes as WMATA, its

Further, information and data furnished to the Lessee; including avail=
able subsurface and other data, are not intended as representations or warran=
ties but are furnished for information only: It must be understood that WMATA
will not be responsible for the accuracy thereof or for any dsductions, inter=

pretations or conclusions drawn therefrom: Such data will be made availsble

€: Obligations of Developer
Development and subsequent use of the private development facilities

sust never interfere with or adversely affect WMATA's facilities, including
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the need for repair, replecement, removal or operstion of the Metro station,
mezzanine, end related facilities, unless prior srrengements have been
made in writing between WHATA and the developer.

The overall Joint Development Plen proposal sust provide adequate facili=
ties for the free flow of Metro patrons end include suitable facilities for
and accessibility by the non-ambulatory handicepped, to and from the Metro
facilities.
circuits as far as possible. Additional requirements sbove the capacity of

Failure to provide the facilities es set forth sbeve will result in the
forfeiture by the developer of the deposit in the amount of $200,000 as
specified in the Prospectus, all lease sgresment payments to that date and, st
WMATA's option, cancellation of 21_3; lease egroement between the parties.

SECTION 111
COVENANTS AND RESTRICTIONS

A. WMATA Construction |

All property of any kind end howsoever described by WHATA end/or its con=
tractors upon, over, under, in or on the premises within the Jimits of the
interests in the estate to be reserved by WMATA shall remain the property
of WMATA and/or its contractors snd may be removed therefrom by WMATA and/or
its contractors at any time.

B. Developer's Conhstruction

The developer shall have the right to construct, maintein, repair,
replace, or Eiﬁew its improvements on the property provided: (a) that the
method; achedule, plans and specifications are submitted to WMATA for epproval

at least 60 days prior to the commencement of any conatruction, maintenance,
repeir, replacement or renewsl of any improvements; (b) that the construction,
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Metro fecilities or any access thereto except as ii'y;Bé required by the laws,
ordinences, codes or regulaticns of the District of Columbia and is agresd to
by WMATA. WMATA's approval of the method, schedule, plans and specifications
will not Se arbitrarily or unreasonsbly withheld and WMATA sccepts no liabil-
ity or waives no rights by resson of its approval of the method; schedule;
plens and specifications. At the time WMATA issues its approval of the
construction, maintenance, repair, replacement or renswal, WMATA shall desig-
nate an employee or representative in writing to perform the 1ﬁ5béct16hé
provided for below; and (c) that ths ~onstruction plans shall incorporate all
facilities necessary for the temporary protection of the public and WMATA
facilities during construction.

Developer also covenants and sgrees that it shall permit the authorized
employees and representatives of WMATA to en:er the property at any tiwe
during the course of the construction, maintenance, repair, replacement or
renewal of improvements and that WMATA's designated employees or representa-
tives shall have the authority to stop the cuniiruciioﬁ, maintenance, repeir,
replacement or renewal whenever they determine that such atoppage shall be
necessary to insure the functioning and safety of Metro or sny facility
related thereto and the safety of the users of Metro, employees, and the
agents, licensees, and permittees of WMATA. In the event of any stoppege of
the construction, maintenance, repair, replacement or renewal which is con-
tested by the developer, there shall be immediately sppointed by the developer
and the designated representative of WHATA s mutuslly scceptable neutral firm
or person to -seer}:-in if such ltopplge is ressonable within the meaning of

this saction snd further the decision oi" such third oerlon or firm shall be

WHATA, its employees and authorized agents shall have the express right
to enter the building structures or improvements of developer to inspect all




aquip-ent, --terinla, facilities and said structures, improvements, and

building at Eéiiﬁﬁible times to insure compliance with the restrictions and

condxtiona set forth.

c. ysurance by Develope:

ﬁUrihg construvtion and following completion of construction of build-
ings, structuree end improvoments by the developer, the developer covenants
that it will insure all buildings, structures and improvements erected on the
herein described property. Such insurance shall protect both the developer
and WMATA from loss within the dJeveloper's structure and shall protect the
developer againat loss from any fire or other damage originating in the
facilities of W .TA. Such insursnce shall be in the amount which will allow
the repair, replacement or removal Oof any structure which is so damaged.
Developer further agrees that from time to time WMATA or its representative
may, upon reasonable notice, examine the fire insurance policies carried by
the developer. Developer further covensnts and agrees that it will not allow
‘any structure, improvement or building to remain damaged so that it interferes
with the use of Metro, the Metro station, or any related facility during the
construction by the developer of any facility and during the uce by the
devaloper; any sublessee, assignee, contractor, licensee or other agent or
esployee of the developer. The developer further agrees to maintain public
1iability insurance in which WMATA shall be named as an additional insured
containing provisions adequate to protect both the developer and WMATA from

all 1iability for death or injury to persons or damge to property.
D: JTaxes and Aasessments
The daveiopeg covenants and ajrees 'to make timely puyment of all real
eutata taxes and assessments which may be levied, naseaaed or charged against
the 6?6&&559 and that WMATA shall have no responsibility for any taxes,
assesaments or charges on the property.
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The developer agrees that the buildings and improvements to bs erected
and all uses thereof, shall comply with the zoning and building codes and
the laws, extensions and ordinances of the District of Columbis and it shail -
be the }e-paﬁaisiiify of the developer to obtain any building permits and/or
spprovals ss may be required.

F. Indemnification

The developer agrees to indemnify, protect, defend and save WMATA,

or liability whatsoever due to personal injury or death, or damage to the

property of others directly or indirectly due to the use of the property
tractors, permittees, invitees and licensees. . Developer will be required
to hold WHMATA harmless from all claims arising from noise, vibration of
otherwise from WMATA's Metro operations.

G. Affirmative Action

Developer agrees to provide that all qualified parties regardless of
race, religion, national origin and sex have an egusl opportunity to partici-
pate in the construction, development, lessing, sale and management of this
project. This includes compliance with the "Washington Plan® during construc-
tion of the improvements. Developer shall comply with an approved Minority
Business Enterprise (MSE) Plan, which shall be in the form contained herein
(Appendix C)-

H. Priority for Displaced Occupsntr

Developer spsures complisnce with WMATA policy asdopted May 13, 1970,
entitled “"Preferential Treatment of Displaced Dccupants.” The approved
resolution covering this policy is contained hereinafter ss Appendix D and

made a part hereof.




APPENDIX C

MINORITY BUSINESS ENTERPRISE

I. NOTICE OF REQUIREMENT

with minority business enterprises ("minority" being Blsck, Hispanic, 4sian,

and Pacific Islander; and American Indian or Alaskan Native) in conformity

with the Requirementas, Terms and Conditions of this Exhibit hereinafter set

forth shall be as follows:

1. Twelve (12) percent participation by minority investors in the
equity ownership of the development project, end

2. Twenty (20) percent Minority Busineas Enterprise (MBE) partici-
pation during the development period will be sought in the
following categories, without limitation (1) conatruction of the
building (as prime or sub=contractcr); (2) non=-construction
services; (3) professional services; (4) building management; and
(5) supplies and services, and

3. Ten (10) percent goal for the initial leasing of retail rentsl
space to MBE's which goal shall continue for five (5) years from

the date of full occupancy, and

4. Twenty (20) percent goal during the entire term of the leese for
MBE participation in the management and operation of the build-
ing, inciusive of all purchases, supplies, building services,
including Janitorial services.

B. Lessse sfiall have provided a projected plan for minority participa-

development proposal, and said projected Minority Participation Plan shall
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kave been approved by Lessor prior to the execution of the lease agreement

within which this Exhibit shall be incorporated.

I1. REQUIREMENTS, TERMS AND CONDITIONS OF AFFIRMATIVE ACTION PLAN:

A: Minority business enterprise, for the purposé of this Exhibif, meens
any sole proprietorship, partnership, joint venture, or ééfﬁaééiiéﬁ which is
at least fifty-one (51) percent owned by minority groups members, and as to
which such members exercise fifty-one (51) peicent or more effective control
over the management process. The amount of MBE participation will be deter-

mined by the dollar value of the work performed and/or supplies furnished by

qualified firms as compared to the total vnlue of all work performed and/or
supplies furnished under this lease:

To be considered qualified, a MBE firm must have adequate financial
resources or the ability to obtain such resources as required during perfor-
mance of the contract, the ability to perform the work or furnish the supplies
in a timely manner, and have minority members of the firm who have either
financiel, managerial or technical skills in the particuler area of interest:

B. Lessee shall submit Attachments 1, 2, 3, &, 5; and 6 as required by
Authority policy as a preréquisite to actual construction on the 1855;3
premises.

C: The “BE goal established by this Exhibit shall express the Lessee's
commitment to the percentage of MBE utilization. Lessee shall be deemed to
heve met its commitment if the MBE utilization rate of the Lessee meets
or exceeds the goal established by this Exhibit. |

D. Lesaee's commitment to the specific goal is to meet MBE objectives
and is not intenfled and shall not be used to discriminate egainst any quali-

fied company or group of companies.




E. Lessee shall have a continuing obligation to maintain & schedule
for psrticipation by MBE(s) to meet its goal set fortn in this :xhibit.
If at any time Lessee believes or has reason to believe that a proposed

MBE has become unavailable or due to change in ownership or management
responeibility does not mest the standards set forth in paragraph 1 above,
Lessee ahall, within ten (10) days, notify Lessor of that fact in writing.
Within ten (10) days thereafter, Lessee shall, if necessary to achieve the
stated goal; make every reasonable effort to aub-contract the same or other
shall be coordinated with Lessor.

F. Lessee's commitment to the specific goal for MBE utilization as
required by this Exhibit shall constitute a commitment to make every good
MBE firms. If Lessee fails to meet its goai, it will bear the burden of

furnishing sufficient documentation OF its good faith efforts to justify grant
of re)ief from the goal set forth in this Exhibit. These efforts shall
1. Notification of community organizations that Lessee has sub-
contractor oppcrtunities available and maintenance of records
2. Maintenance of & file of the names and addresses of each MBE
sub-contractor referred to it and action taken with respect

to each such referred contractors
3. Dissemination of its MBE policy externally by informing and
sourcés; by advertising in news media, epecifically including
minority news medie; and by notifying and discussing it with

all sub-contractors and suppliers.




4. Engagement in specific and constant personal (both written ani
tions, recruitment organizations, and business assistance
organizations.

G. :Lééééé will keep records and documents for five (5) years following
the performance of all ectivities and transactions during the term of the
lease to indicate compliance with this Exhibit. These records and documents,
or copies thereof, will be made available at reasonable times and places for
inspection by any authorized representative of Leesor and will be submitted
upon request together with any other compliance in*ormation which such repre-
sentative may require.

H. Lessee is bound by all the requirements, terms and conditions of this
Exhibit.

I. Lessee shall be required to submit to Lessor monthly statements dur-
ing the development and construction phases which reflect all funds disbursed
sub=contract amount, percentage of physical work completed, and cumulative
payments to dste. Where Lessor finds that Lessee has failed to demonstrate
gooc faith effort to comply with the requirements of this Exhibit, it will
notify Lessee of such noncompliance and the corrective action £6 be taken.
Lessee shall, after receipt of such notice, immediately take corrective
to have failed to exert a good faith effort to involve MBE's in the work as
herein provided, Lessor may declare thst Lessee is ineligible to receive
further WHATA coniracts for e period of five years from the date of the
finding.

J. Attschments to be submitted as a prerequisite to actual construction

on the leased premises are:
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Attachment 1: Schedule of MBE Participation

Attachment 2: Letter of Intent to Perform ss a Sub-Contractor
Attachment 3: MBE Unaveilsbility Certification

Attachment 4: Information to Assist in Determining Legitimacy of MBE

Attechment 5: Informetion to Assist in Determining Legitimacy of
Joint Venture -

Attachment 6: Affidavit of Minority Business Enterprise

Copies of the above six attachments are available at WMATA, Office

of Planning and Development.
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APPERDIX D
POLICY FOR DISPLACED OCCUPANTS
(Resolution of WMATA Board of Directors)

acquisition and the concomitant displacement of pereons; and
WHEREAS, the Washington Metropolitan Area Transit Authority Compact pro=
vides for a program of resettlement services to individusls, femilies, busi=

ness concerns and non-profit organizations displaced from their homes and

places of business by the construction of the repid transit system; end
WHEREAS, the WMATA policies and procedures governing the resettlement of
individuals, families, business concerns and non-profit organizations are set

forth in the Office of Real Estate Policies and Procedures Manualj and

WHEREAS, it is the intent of the Board of Directors of the Washington
non-profit organizations in finding resettlemen: sites;

NOW, THEREFORE, BE IT RESOLVED BY THE BOARD OF DIRECTORS OF THE WASH-
INGTON METROPOLITAN AREA TRANSIT AUTHORITY, that the policies and procedures
governing the resettlement of persons and the disposal of real property as
presently ocet forth in the Office of Real Estate Policies snd Procedures
Manuel be revised to include the following policy guides:

(a) Individuals, femilies, business concerns snd non-profit organiza-

tions displaced by WMATA shall be given a pricrity of opportunity
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(e)

(d)

(e)

(f)

to relocate in commercial or residential facilities subsequently
conatructed on WMATA properties.
This priority of opportunity will extend to former occupants of

required properties and not to the owners of the properties unless

‘the properties were occupied by the owners at the time of WMATA's

acquisition.

The priority of opportunity will be afforded to occupants displaced
from real property by WMATA on or after March 29, 1968.

The priority of opportunity will be made available by WMATA in its
agreement with developers by requiring that the developers give a
preference to the displaced orcupants for the first 60 deys follow=
ing execution of the development agreement; provided that the
displaced occupants otherwise qualify (in terms of Financial quali-

developer) for such lease or sale of the new facility; and provided
Yurther that the developer shsll ﬁiiv’é the right to determine which
commercial or residential uses are to be permitted in the facility
and the size of each unit; and that in the event two or more persons

space; the developer in his sole discretion mesy determine which is
entitled to preference over the other or others:

WMATA will certify displaced occupants to developers only in con-
Junction with the initisl leasing or sale of newly constructed
facilities. |

Further ébiiéiii with respect to the above priority of opportunity
may be established by the WMATA from time to time in conjunction
with the establishment of procedures for the disposition of indi-

vidual parcels.
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APPENDIX E
PLANNING AND DESIGN CRITERIA

It is noted that creativity and excellence in urban design is not only

itrongly encouraged, but will elso be afforded significant weight in evelus-

.ing proposals. The basic guidelines in this Appendix are intended to provide

i general framework to proposers of urbaen planning and design criteria.

lowever, the guidelines are not intended to preclude other considerations

f merit which proposers may wish to address in the proposals.

a)

b)

c)

d)

Zoning: The subject site, Square 454, Lot 44, is within the C-4
zoning district (Central Business District). The C~4 district
residential, and mixed-use development in the District of Columbia

and the Metropolitan areas.

The C-4 district permits a maximum FAR of

feet) would yield a meximum FAR of 8.5, resulting in 432,607 gross

square feet.

of Columbia's Zoning Ordinance contains provisions for PUD'a in

tha C-8 zoning district. Use of the PUD provisions msay yield a FAR
nf 10.5 on the subject site, 2.0 additional FAR thsn could be
achieved above the matter-of-right zoning in the C=4 zoning dis-
trict. The ilﬁ process involves review and approval by the D.C.
70ning Commission. Proposers are encouraged to consider the PUD

option.

0o
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e)

f)

Metro Facilities: The site will featV™® divect access to Metrorail

station facilities. Gellery Plgc® 3 one of four atation areas
in the planned eighty-two station aré® aystem which ia a transfer

station between intersecting lings: M™teoyer, Square 454 is cur-

- rently well-served by Metrobus; with *taps on 7th, 6th, G, and H

Streets. Accordingly, the uses, go8id™ ang pedestrian system must
not only complement, but enhance transit Lidership.

Parking: While on-site parking sbac® ®eguirements do not exist
in the C-4 district for mixed-use de\

will have to be provided: (One pote™ial gite is the Bergmann's

multi-user parking during of f-psgk Fjéi‘iodgj e.d., provision of
perking for restsurant and enteptsin#®Mt patrons during mid-day,

evening, and weekend periods:

Mixed Use: The subject 5ite is 10ts*®Y iy an ares proposed for

a mixture of land uses: Proposere rily be required to develop
a project which includes & mixtufe °F usgs. The first floor
shall be developed primarily ty re?®ll yge including stores,
shops, restaurasnts, etc. The mixtyre ¢ Tetgil should be diverse,
with a number of stores oriented to the ®ttest frontages rather Ehan
interior or mall areas. Also, below g;-idh retsil space is required
at the H Street Metro connection.

The unified development, involving WMATA's 44 Bergmenn's proper-
and residential or hotel, commercial off!% a;g residential; with a
goal of twenty-five percent of the #VQiobEbie lend devoted to

residentisl.



h)

serve the needs of the Chinese community.

Proposers are encouraged to provide theater, cinema, entertainmen,
or arts spaces in their projects. Inclusion of these uses would
further help to establish support for possible PUD applications.
In addition to the below grade H Street Metro connection; the
connection at G Street. Proposers are encouraged to provide addi-
tional retail space at this location.

(If subsequently WMATA of necessity proceeded with development of
its parcel alone, then the acceptable mixes on the WMATA site would
dential:)

Adjacent Parcels: Proposals of a unified development in Square 454
are required. The second major landowner in the western half of the
Square (to the west of the public alley connecting G and H Streets)
is Bergmann's Inc. Proposals must include plans for the development
of the Bergmann's site in conjunction with Lot 44: The developer
selected by WMATA will be assigned an exclusive option to purchase
the Bergmenn's site, and said option, as evidenced by execution of a
Purchase Agreement betwsen Bergmann's and the selected developer,
must be pursued in good faith by the developer and exercised within
ninety (90) days of the date of WHATA's selection notification to
the developer. In the event Bergeann's and the developer, both
ietiﬁg.iﬁ good faith, are unable to execute a Purchase Agreement
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within seid ninety (90) day period, WMATA at its sole diacretion,
may then proceed with the developer for the development of Lot 44
spart from Bergmann's parcels.

development. While plans should indicate these parcels and possible
use or re-use, there is no requirement in this Prospectus that these
parcels be brought within the acope of the proposals.

The District of Columbia Government has indicated that it will be
the aubject site and the Bergmann's property is proposed when
considerstion is given for & PUD or an elley closing.

If development of the western half of Square 458 in s unifisd
fashion is not fessible, at a minimum a common plen or meaningful
coordinstion must occur among the parcels.

The design of the development on the

subject site should reflect the charscter of sn enhsnced Chinatown.
The development must recognize the importsnce of H Street as the
“main street" of Chinatown, and the corner of Seventh snd H Streets
@5 & "gateway" for the community; proposers should consider the
suitability of design with s Chinese character at these iocations,
although the entire development need not be of an overt Chinese

[

charecter.

The Chinese community hes identified seversl needed services

which would be appropriste for the aite: bilingusl professional




services, retail use, performance and assembly spsce, and community

services.
j) Scale iﬁa'ﬁiiiﬁﬁi The massing of the iiiiioﬁiiﬁi should iiiﬁééi

the variety of scele of the surrounding ares. This is specificelly .

The Seventh Street frontsge should be conceived with & horizontsl
and vertical variety of scale. This design concept will encourage
the building to better integrate with, and be more sensitive to, the
landmark buildings on the west side of Seventh Street.

’ Sidewalk trestment, tree spscing, lighting, and

placement of street furniture shsll be in sccordance ‘with the
streetscape plan curreéntly under preparation by the D.C. Govern=
ment. The developer shall also comply with more detsiled street=
scape standards. enticipcted es part of the specisl Chinatown

area criteria, which will result from the Downtown Plsnning effort.

Development at-grade shall have & frequency of retsil entrances
focused ~n the strest so that the structure respects the established

pattern and character slong Seventh Street.

Retail usss should be of & type which generstes activity for ex-

tended hours of operation beyond the normal workday.

if a unified develooment is proposed for Square 458, which includes

other then just the WMATA parcel, the entire development proposal
WMATA propertys
1) Access and Orientstion; Vehicular snd service sccess is dis-
coursged from 7th and H Streets snd shall be reviewed and require




approval by the D.C. Department of Transportation. (Bergmann's 6th
Street parcel is a potential site for vehicular sccess). Pedestrian
orientation shall be toward the atreet. An interior circulation
pattern cen only be considered if it is an extension of the public
space and not an alternative to it.

station is required at H Street. There is further opportunity for a
connection on B Street. An extensive underground pedestrian network
with retail frontage, however, is not encouraged if auch a system
would be detrimental to at-grade retail activity.

m) Other Major Development: The subject site's development shall
be both harmonious to and couplementary to other major develop-
ient, planned or underway, in the srea: Recognition and reletion-
ship in function ehall therefore be demonstrated, e€.g., with the
Convention Center and the mixed-use development of Square 455 (to
the south of Square 458).

design guidelines for Square 454, e.g. “A Living Downtown for Washington,
D.C." and the interim streetscape guidelines. Both documents are available

from the D *- Office of Planning and Development.
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APPENDIX F

OPTION_AGREEMENT

THIS OPTION, granted the l&if day of §##77f,,,,f,,,,,,,7,,f,

1982, by BERGMANN'S, INC., a Delaware corporagion,(/623 G Street, N. H.,~
Washington, D.C. 20001 (hereinafter referred to a&é the “Optiomor”),

WASHINGTON METROPOLITAN AREA TRANSIT AUTEORITY, a public. t,nns,pp,rtgt;on
partnership of the District of Columbia, Maryland and Virginia, 600 Fifth
Street; N.W., Washington, D.C. 20001 (hereinafter referred to as the “Op-
tionee").

1. Grant of Option. In consideration of the premises, the sum of

One Dollars ($1.00) and other good and valuable consideration,; the receipt

and sufficiency of which are hereby ackuowledged, the Optionor hereby grants
to the Optionee the exclusive option to purchase certain real property
situated in the District of Columbia together with the improvements erected
thereon; and more fully described as Lots 6, 37, 38, 804, 806, 8B40, B4l, 843,
d44, B4S, B46, B47, B4B, B49, B52, 859, B60, and B62, in Square 454, as
outlined in red on Exhibit “A" attached hereto and incorporated herein by
reference (hereinafter referred to as "the property”).

2. _Expiration Date. This option shall expire at 5:00 P.M. on May

"13, 1983, or ninety (90) days after Optionee “selects” its developer for the

Gallery Place Station, whichever shall first occur.

3. _Exercise of Option. This option is to be exercised by the
Optionee by the zxecution oi a purchase agreement acceptable to the Optionor.
‘This purchase agreement must be signed by an authorized representative of the
Optionee;, and mailed, certified or registered mail, return receipt requested,
and received by Optionor prior to the time of the expiration of this option
as set forth in paragraph 2. above; to Optionor; c/o Richard Bergmann,

?rest&ent. at the address set forth above, w:ttﬁ a copy to George A. Brugger,

4, M%Mmqm If the Optionee does not properly

exercise this option 85 lerein provided, the option shall expire as set forth

herein, and neither party shall have any further rights or claims against the
other.

5. _Assignment. This option and all rights hereunder shall be
freely iiiiéﬁnfﬂ;é by the bifiBEEE ‘to the developer which it has selected at

rights and obligations of the Opttonee hereunder shall beconme the rights and

obligations of the Assignee. Concurrent with such assignment;, the Optionee

shall notify the Optionor of such assignment by sending to the Optionor a

copy of lucl'r n&igment, c/o Richard Bergnann, at the address set forth

1 E<1 239



6s ngs. The captions and headings herein are for convenience
and reference onIy, in no way define or liait the scope or content of thias

Option Agreement or in any way effect its provisions.

IN \umss WHEREOF, the pa:ths hereto have executed this Option
Agreement for the purposes set forth herein.

BERGMANN'S, INC.

WITNESS: WASHINGTON METROPOLITAN AREA
7 TRANSIT AUTHORITY

P-2
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APPENDIX FIVE

PERSONAL FINANCIAL PROFILE QUESTIONNAIRE




Preliminary Questionnaire
(CONFIDENTIAL)
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Aruitoxt provided by Eic:

B FAMILY INFORMATION DATE
Client’s Name Date of Birth
Spouse’s Name __- - DateofBirth
Address————— — — — Home Phone ( )
-~ - - - — Bus. Phone )

OCCUPATION EMPLOYER
Client -
gpou'sé -

IMMEDIATE FAMILY S 'DEPENDENT?
Name Relationship Age Yes No
[] ESTATE INFORMATION
Is there a willl HUSBAND______ - Date____ WIFE______ DATE_ - - — ——
Beneficiaries: HISWILL Primary: -—————————— Contingentt ——— — — -
HER WILL Primary: Contingent: »
T; spouse is primary beneficiary, does hefshe receive full control of all assets owned by the deceased?
Are there exis'ﬁn”g trusts? If so, piease describe type, émo’fmts’ énd Bénéﬁciériés: —
Have any gifts been made from husband to wife or wife to husbard?
If 55, when, in what form and amounts? .
Charitable interests? ———— Carrent annual charitable gifts $ Atdeath s
Do you expect any inheritance?
Husband———— Estimated Amount $.—_- Source
wife _____ Estimated Amount $_ _ Source e

Are you the beneficiary of any trusts? ——— — Eecseribe———. -~ -
[0 BUSINESS OWNERSHIP INTZRESTS
Your company’s name - o —
Is it a: Corporation? _________ Partnersuis? _____ __. Sale Proprietorship? ______
Is there a stock rédémbtidn orbuy and sell ag-rement? =: ———"— - Are there any retirarent programs, Keogh; pension or
profit sharing plans? ________ Describe:
Bl EMPLOYMENT BENEFITS
Any stock accumalation plans? _ g et e . -
Any employee savings plans? _- ——— Deferr: i comcei svre; oo Value & = _ = —
Any incentive stock options? _____ Numbei =.¢ sviai - . .. VBl S . —
Any non-qualified stock options? NumbBer =7 sidans oo o0 rea Yalue S — — — —
O RETIREMENT PLAN FACTS
Years to retirement? _____ Expe: ¢d inonthly 2nnuity atizuiremers e sion) S per month

Expected lump sum available at reti:.:ment from prisfit-sharing, K=Ggt. th-i: plar., etc. $
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0J LIFE INSURANCE AND ANNUITIES
Type Cash Value. Annual

{Term, Whole Life) Face Amount Net of Loans Premium Insured/Owner* Beneficiary
$ $ $ ——
$ | — $ ! - —
$ 3 -3 -
$ $- $ 1 E—E
TOTAL $ $ _— - $—————— *(H}Husband, (W}Wife, (E}Employer
{O)Other (If (O) specify).
[0 PERSONAL ASSETS [Estimate Only]
Held by Client Held by Spouse Held jointly Community Property
Checking Accounts $ $ $ $
Savings/CD’s $ s o — s
Money Market Funds $ = $ $ $ ———
Stocks (market value) $ $ e S $ o
Bonds —Corp:/Muni: $ _— $ $ s __—-
Notes Receivable $ - $ ———— " § $
Home Equity (market vaiue i ) . .
. less mortgage) $ _ $ — = $ $ _ -
Other Real Estate Equity $ $ e
Business Interests e —— . P $ S
Company Retirement Plan(s)  $ $ $ - $ =
Individval Retirement Accts.  $ $ $ 3
Personal Property $ $ $ — § =
Other Investments T — $.— — $ $
Liabilities Other than i )
Mortgages S — $ $ —
0 INCOME AND EXPENSES [attaci*n copy of most recént tax return]
LAST YEAR THIS YEAR NEXT YEAR
19 19 19—
Total Earned-Income $ - $ — - :
Taxable Investment Income $ $ $:
Non-Taxable lncome $ = — s $
Long-Term Capital Cains (Total) $ s $ - S
Anntal Itémized Deductions s $ $
Annual Federal Tax $ $ s - -
Annual State Tax $ =l - $
Annual Living Expenses $ $ $ ——
Annual Surplus Funds $ = $ = $
Any Foreign Income in the next five years?. When Source e
i c‘r—; i -

Q : 2 <
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H INVESTMENT DETAILS ,
STQCKS [Include investment company and mutual fund shares]

No: of o o —————-TOTAL-~ - ANNUAL
Shares Full Name of Company COST MARKET INCOME
- : s s s
3 3 e § —_
— s 5 5
$ $ $ .
- 5 5
$ $ $
BONDS
(T)-Taxable o -
Face INT)-Non- o . o TOTAL ANNUAL
Value Taxable Full name of Issuer COST MARKET INCOME
s 5 — s
S 5 s s
—_— $. —— — $ —  $_ -
. s 5 s

REAL ESTATE

Present Value of Home $. Other Real Estate $ s
Mortgage Balance $.__ Mortgage Balance 3 $ —
Equity in Home , $—— Equity $ $

(Value less Mortgage)
Describe other real estate: ——
OTHER INVESTMENTS S

DATE . TOTAL_—__

S o NAME OR TYPE INVESTED COST MARKET
Real Estate Limited ~ )

Partnerships $ $——
0il and Gas Programs — 3 3
Precious Metals $ e —
Gems $ $
Other $ $
0 GOALS OR AREAS OF CONCERN
Increased incomenow_____ Income at retifement___________ Further building of estate
Conservation of assets forheirs___ income tax reduction_—_————— Educate children-—————_
Changejobs— ————— Sale of business____________ Sale of other major assets
Organize finances_______ Reducedebt___ Analyze portfolio_____ — -

Additional comments and other pertinent information: Include special questions on estate planning, taxes, financial ideas, etc.:

C.PA: ' Address Phone - -
Attorney _ Address - Phone
Account Executive Branch Phone -

37640 883 ) : ’: 2 5 8

ERIC
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GLOSSARY

ABSORPTION RATE-The ability of a given area to utilize
new property or vacated existing property by sales or
leases.

ADJUSTFD BASIS-The original cost of a property minus the
total cumulative depreciation deduction.

AMORTIZATION-The periodic repayment of the principal
balance plus interest due for money loaned.

ASSETS-Anything of value owned.

BASIS-The basis of a property is its cost as used in
computing the taxable gain or loss upon its sale or
exchange. Theée initial basis includes the purchase price
or cost to build the propeéerty including land, plus
closing and other investment costs

BLIKEI: POOL-The sale of partial interest in property
which has yet to be acquired or developed.

BREAK-EVEN RATIO-The ratio of operating expenses and
debt service %o gross potential income. This ratio
indicates thé ~mount of occupancy required before a
project can méet all cash outlays associated with
operations and debt service. Standard break-even
occupancy ratios used in undeérwriting income producing
proparty randgeé from 80 to 85 percent of gross potential
inceone.

rea; estate _commission to purchase and sell real estate
on b3half of othérs and edri commission income for such
S Ces,

CAPITAL-Net worth or thé excess of assets over
3 i

CAPITAL GAIN-Thé procfits realized £fi«i the disposition
of property at a pricé highér than th& szller's adjusted
basis.
CAPITALIZATIUN RATE-A figure, ewvressed ds a percentage,
used to determine the present vaulue of a property's
fucuré cash flow, By dividing a propecty's cash flow by
the capitalizatior. the piesent value of the property is
measured.
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CARRYING CHARGES-The cost incurred in holding land

through the development phase or until disposition can
be_ made. These costs include interest, taxes,

maintenance charges and any stand-by assessmeéents that
may applys

CASH FLOW=A property's annual income remaining from

operating income after the payment of debt and real
estate taxes.

CASH-ON-CASH-The income received during a period, as
compared to the amount of money used to acquire an
investment is termed cash-on-cash. It is computed by

dividing the cash flow before tax by the investment
outlay consisting of the down payment and investment
costs,

ébitATEﬁSE;S§§5E5i56 of value pledged as a security on a
debt obligations:

COMMINGLE FUND-A pooled fund of capital contributed by
numerous investors for the purpose of purchasing

properties and other investments.
CONSTANT PAYMENT-The sum of principal and interest

payable to a mortgage lender each month or year.

CONSTRUCTION LOAN-A loan, the funds for which are
distributed to the borrower in stages correlated to the
progress of a building's construction.

CONTRACTOR-A person or company that agrees to construct

for either an agreed upon negotiated fee or cost plus a
certain amount or any other financial agreement between

owner and contractor.

DEBT éEﬁVIeg-?ﬁéiéﬁ§§ﬁ§7§ffmqney7né0éS§ary to meet the

periodic payment of principal and interest.

DEBT SERVICE COVERAGE RATIO-The margin between the debt
Service and the net operating income from a property.
It is calculated by dividing net operating income by the
mortgage payments made during the year. Generally, the
coverage ratio acceptable to the lender is determined by
policy established by the particular lending institution

based on past loan experience or comparable properties.
DEFAULT RATIO-The default ratio measures the ability of

an investment to cover all cf the expenses of operations
and debt service. It is found by dividing the 1loan
payments and expenses by gross income.

261



DEPRECIATION-According to the IRS, depreciation is

defined as the reasonable allowance for the exhaustion

and wear and tear of property: Depreciation is a sum
set aside each year so that at the end of a property's
useful life, the aggregate of the sums set aside,

together with salvage value, will provide an amount

equal to the original cost:

DISCOUNT-The difference in the face vaiue of a note and

the cash amount paid for it. _The purpose of discounting
a note is to increase the yield to the lender.
DISPOSITION-The rignt of a landowner to sell, lease,
give away or otherwise disposz of land:

ECONOMIC LIFE-The period, in years or months, during
which a property is exp»-ted to earn net income or
produce rental incom:-

EMINENT DOMAIN-The right of a government to take p.ivate
land for a necessar. public use for the payment of a
just compensation.

ENTREPRENEUR-A petrson who organizes z business venture.

"QUITY-The value of a property in excess of any

indebtedness.
EQUITY PARTICIPATION-A lender's share of the benefits

associated witnu private ownership. Examples of equity

participation include the lender's sharing in the
increases in a property's cash flow and appreciation.

FEASIBILITY REPORT-A .study of a proposed or existing
property to determine potential profitability based on a
throrough analysis of the market.

FRONT=END FEE-Typically, the charge paid to a lender at
the time a loan is initiated.

GAP LOAN-3 second mortgage loan made during_ the
construction period. This type of loan fills the "gap”
in a developer's financing need during the interval of
time between funding of the floor amount of the loan_ by
the permanent lender and the funding of the ceiling
amount whirch is contingent upon the achievement of
-specified leasing objectives.

GENERAL PARTNER-An individual or corporate entity which
is a partner in a general or limited partnershif.  The
liability of the general partner in a limited
partnership typically may extend beyond its level of
investment.



GROSS INCOME-The amount of annual income earned by a
property prior to the deduction of any operating
expenses, vacancy allowance, debt service and real
estate taxes.

HOLDBACK PROVISION-A holdback is a portion of the
permanent financing that is retained by the permanent
lender for a specified period of time. This reserve has
the 2ffect of forcing applicants to make up the
difference by inserting personal funds, adjusting rent
schedules; or seeking interim financing.

INCOME PROPERTY-A commercial property that generates an
income stream.

INITIAL MARKET RISK-A probability that the initiai

equity capital will not be recovered.

INTERIM LOAN-A short-term loan made with the expectation

of repayment from the proceeds of another loan; often
used to describe a construction loan.

INTERNAL RATE OF RETURN-The internal rate of return on a
pProperty, alsc known as the property's yield, correlates
the initial investment in the property with the sum of
the property's projected cash flow and appreciated value

over a specified period of time.

INVESTOR-A person who puts money or other valuatles into
a business operation as a contributor to the
capitalization of that business, with the expectation of
making a profit: A lender is not considered an investor
because the lender's profit is not normally predicated
upon the profits of the business venture.

KICKER-An additional ‘'mount paid beyond the terms of an

agreement in order to .omplete a transaction.

LAND ACQUISITION LOAN-A loan for the purpose of
acquiring land. Typically, a land acquisition loan is
secured by a first lien on the land being acquired and
guaranteed by the developer purchasing the land.
LEVERAGE-The use of borrowed funds which have a fixed
cost to the borrower as a portion of the purchase price
for a property with the expectation of earning a profit
on the borrowed funds.

LIMITED LIABILITY-Financial responsibility limited by
Statute.
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LIMITED PARTNER-A passive investor in a limited
partnership who does not participate in the
whose 1iabi‘ity in the venture is limited to the amount
of his/her investment in the venturie.

LIQU-DITY-The quality of an investment which allows it
to be sold readily for cash without a cut in price.

LOAN CONSTANT-The debt service expressed as a percentage
of the loan amount.

AANAGEMENT FEE-Compensation paid to a developér or
management firm for services rendered in managing a real
estate project.

MARKET VALUE-The highest price that reasonably can be

MORTGAGE-A written pledge of property as collateral for
a loan.

NET LE&SE-: sease where a tenant pays certain opérating
and maintepan~e expenses.

NET WORTH-Assets minus liabilities.

NON—-RECOURSE LOAN-A loan in whiclk the borrower has no
personal liability and the lender's only recourse in the
event of a default is the assumption of ownership of the
collateral security on the loan;

OFFLRING-Syndication (securities) issue for saleé to
investors

OPERATING EXPENSE RATIO-The operating expense ratio
measures the relationship between total operating

dividing operatzng expenses by effective gross income.
This ratio can then be compared to operating ratios
compiled from comparable properties or from published
industry data:

OPTION-A right to buy property which is granted by the
owner for consideration but without the obligation to
buy.

ORIGINATION FEE-A fee paid to a loan correspondent,

mor tgage broker; or lending institution to cover the
expenses associated with loan evaluation, documentation

and placements

PARTNERSHIP AGREEMENT-Agreement between partners setting

forth their rights and uauties.
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PERMANENT LOAN-A loan with a term extending over most of

the useful 1ife of a property.

PRESENT VALUE-The value of an investment today computed

by measuring the future benefits of the investment and

converting these benefits to reflect their worth in

terms of current monetary value.

PRIME RATE-The interest rate which is generally regarded
as the rate commercial banks will charge their most

credit worthy borrowers at a particular time, based upon

the bank cost of funds and other market conditions at
the time.

PRO FORMA STATEMENT-A projected or estimated financial

stacement of anticipated future gross income, operating

expenses and net operating income for a property, as

opposed to statement of actual or current figures.

REAL ESTATE INVESTMENT TRUST-A corporation; organized as
a trust ard exempt from federal taxation, which is set
up to raise a pool of capital for investment in real

property and mortgages.

RECOURSE LOAN-A loan which holds the borrower personally
liable for the payment of principal and interest
according to the schedule stipulated in the loan

concract,

REFINANCING-The renewal or renegotiation of an existing

mortgage loan on a property or the negotiation of
additional mortgage debt either from the original lender

or from a new lending source:

RETURK ON INVESTMENT-The correlation, expressed as a

Percentage; between the amount an investor pays for an

asset and the income stream derived frem the investment.

RETURN ON EQUITY-The ratio of the after debt-service
cash flow of a property to the amount of equity invested

in the property; also referred to as cash-on-cash
return.
RISK-The probability of failure or loss.

RISK CAPITAL-The funds needed to birirj a project concept

to the point where institutionai lcaders ang other

investors are prepared to invest their fisancial
resources to construct the project.
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SALES/LEASEBACK-A real estate transaction in which the
owner of a property sells the building and the
underlying land to an investor and then leases the land
and building back, typical:y oh an absoluté néet léase
basis(i.e. where the tenant pays all opérating expenseés
of the property).

SEC-The Securities and Exchange Commission, a U.S.

supervises investment trading activities and administers
securities statutes.

SECOND MORTGAGE-A mortgage placed upon_a property
subject to a first mortgage. The holder of the second
mortgage is subordinate to the holder of the first
debt payments from the borrower be.ore those paid to the

second mortgage.

SECURITY=-As defined by the Federal Securities Act of
1933, a security is any note, stock, treasury Stock,
bond debenture;, evidence of indebtedness, certificate of
interest or participation in any profit-sharing
agreement, collateral-trust certificate, pre-
organization certificate or subscription, transferable
share, investment contract, voting-trust certificate or
certificate of deposit for a security.

STANDBY COMMITMENT-A promise by a lender to "stand-by"
to fund » mortage loan if called upon to do So. Standby
order to obtain construction financing.

SUBCHAPTER S CORPORATION-A corporation which for tax
purposes _.can qualify and elect to be treated as a
parnertship.

SYNDICATE-An association of individuals, usually in the
form of a limited partnership organized to carry out a
particular business activity.

TAKEOUT COMMITMENT=An obligation by the permanent lénder
to pay the loan granted by a construction lender when
construction is completed.

TAX SHELTER-An investment that provides tax savings or
benefits.

investment bears to the investment.

ZONING LAWS-Regulations authorized under the police
powers of the state which prescribes the use of land and
the structural design and use for buildings within
designated areas of the city:
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