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CITY OF DALLAS

June 12, 2009

Housing Committee Members: Steve Salazar, Chair, Carolyn R. Davis, Vice-
Chair, Tennell Atkins, Dr. Elba Garcia, Vonciel Jones Hill, Angela Hunt, Linda
Koop, Pauline Medrano

1600 Pacific Avenue LTV Tower Project — Downtown Connection TIF
District.

Attached is the briefing material on the 1600 Pacific Avenue LTV Tower Project —
Downtown Connection TIF District to be presented to the Housing Development
Committee on Monday, June 15, 2009.

Please contact me if you have any questions.

c: The Honorable Mayor and Members of the City Council
Mary K. Suhm, City Manager
Deborah Watkins, City Secretary
Tom P. Perkins, Jr., City Attorney
Craig Kinton, City Auditor
Judge C. Victor Lander, Judiciary
Ryan S. Evans, First Assistant City Manager
Forest Turner, Interim Assistant City Manager .
Ramon Miguez, P.E., Assistant City Manager
Jill A. Jordan, P.E., Assistant City Manager
Dave Cook, Chief Financial Officer
Jeanne Chipperfield, Director, Budget & Management Services
Helena Thompson, Assistant to the City Manager
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Purpose

e Respond to questions from the May 18" Economic Development
Committee meeting.

e Provide an update on new developments.
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Responses to Committee Questions:

Developer:

e What is the Developer’s experience? How is it taken into
account when evaluating projects? Developer’'s experience is not
part of the current Downtown Connection TIF Value Criteria ,
however, the developer’s experience is always presented to the TIF
Board as part of the project presentation. (See Appendix H.)

e« Are the Developer’s/ Property Owners current on their taxes?
According to the Dallas Central Appraisal District (DCAD), a total of
$152,719 (2008 - $65,668 and 2007 - $87,047) is currently past due.
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Responses to Committee Questions:

Financing:

Are the HERA Bonds saleable in today’s market? The tax-exempt bond
market has not yet stabilized. Some indications federal government may support
enhancements by Fannie Mae and Freddie Mac.

Is the estimated Cap Rate too low? Cap rates are difficult to calculate in
current market environment because there are so few buyers. All Downtown
Connection TIF projects are being evaluated using a cap rate of 7%.

What is the developer’s fee? The project budget shows $6,750,000 (or 6.0%)
in Developer Fees. The Developer proposes using one-half, or 3% as project
equity.

Is the City being asked to fund up front money? The Developer is
requesting $4.1 million from the Housing Department as an Affordable Housing
Grant. In addition, any Section 108 funds received would be available prior to
start of construction.
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Responses to Committee Questions:

TIF Funding:

e How will this request affect the amount of TIF funds available
for other projects? The current balance remaining for
redevelopment projects in the Downtown Connection TIF is
$77,994,322. The Developer's modified request ($67,411,270) would
leave $10.6 million available for other redevelopment projects in the
Downtown Connection TIF District. (See Appendices D & E.)
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Responses to Committee Questions:

Section 108:

e How will this request impact Section 108 funding? The
$19,5000,000 Developer request represents 52% of the allocated
Section 108 Program funds for projects in the Northern portion of the
city. Underwriting of the Section 108 Loan request is contingent on
Council approval of a TIF subsidy request which is sufficient to provide

a repayment source.
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Responses to Committee Questions:

Potential Alternative Funding Sources:

e Can the developer prepay their Ad Valorem Taxes, or receive
permit waivers/fees rebates, free trash pickup, etc? At the
Developer’s request, staff has investigated each of these requests
with the Budget Office, Dallas Water Utilities, Development Services,
and Sanitation Department. City Council approval would be

required after consideration of legal impediments.
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New Developments

Developer modified TIF Subsidy Request from $70.9M plus interest
to $67.4M, including interest. Staff analysis capped potential TIF
reimbursement recommendation at $48.9M. No formal term sheet
agreed upon. Both staff recommendation and Developer proposal
provided to DCTIF Board.

e On May 29, 2009, the Downtown Connection TIF (DCTIF) was
scheduled to consider the 1600 Pacific Project Subsidy Request. The
meeting was cancelled due to lack of a quorum.

e OnJune 1, 2009, the 1600 Pacific Building, L.P. filed for Chapter
11 Bankruptcy Protection.

e On June 8, 2009, the DCTIF Board voted to recommend denial by
the Dallas City Council of a development agreement with 1600 Pacific
Building, L.P. providing for future TIF subsidies in an amount not to
exceed $48,928,216.



Developer’s Request for TIF Assistance

e Estimated project cost is $112,500,000. (See

Appendices A and C.)

DCTIF subsidy request for the redevelopment of
1600 Pacific Avenue in an amount not to exceed
$50,200,544 plus interest at TIF Bond rate. The

estimated interest amount of this request Is
$17,210,726. Total Developer’s TIF request:

$67,411,270*.

* Note: This amount could be reduced by $7,875,000 if Developer is successful in
obtaining an Affordable Housing Grant from the City and a Sustainable Development
Grant from North Central Texas Council of Governments (NCTCOG)
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Additional Project Funding Required

e Contingent on the approval of TIF assistance, Developer will
seek $73,750,000 in HERA Private Activity Bonds and
$19,500,000 in HUD Section 108 Loan Funding.

(See Appendix C.)
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Staff Analysis: Proposed TIF Assistance

e Staff and the developer never reached agreement on a
term sheet.

0 Under the Downtown Connection TIF District Project
Evaluation Criteria, this project could qualify for $27,400,000
In base TIF funding incentives. (See Appendix F.)

0 This project also could qualify for $21,528,216 in additional
assistance for affordable housing. (See Appendix G.)

0 The interest accrual until actual TIF reimbursement funding
IS estimated to be $26,853,745 at a TIF bond rate of 5.85 %.

0 Due to DCTIF budget constraints, the maximum
recommended amount of DCTIF assistance would be
$48,928,216 with no interest accruing. (See
Appendices D & E.)
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Staff Analysis: Other Requirements

Developer would be required to:

e Provide a minimum of 580 residential units. Forty percent
(40%0) of the total number of residential units shall be set-
aside as Affordable (80% of Area Family Median Income.)

e Provide a minimum of 14,000 square feet of ground floor
retail space. Fifty percent (50%) of the total net leasable
space must be occupied prior to TIF payment.

e Provide evidence of a minimum private investment of
$105,000,000 into the project.

e Obtain any court approval required under Bankruptcy
Code.
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Staff Analysis: Other Requirements (Cont.)

Receive a TIF District project courtesy review from the Dallas
Landmark Commission by December 31, 2009.

e Provide evidence of full purchase of all ground leases
associated with 1600 Pacific prior to start of construction.

e Obtain a building permit and begin construction by April 1,
2010.

e Receive final certificate of occupancy by May 1, 2012.



Previously ldentified Reasons to Do This
Deal

Need to maintain Downtown momentum.

e The building is in the downtown core and further strengthens
redevelopment efforts along the 1600 block of EIm Street.

e No new affordable residential units under construction
except for City Walk Project at 511 N. Akard.

e The project would create a total of 236 affordable housing
units (30% more than required for TIF base funding) along an
existing DART rall line.

e Removes more than 500,000 square feet of vacant office
space from the City’s Vacant Building Registration list.
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Previously ldentified Challenges

Project cost based on developer’s budget is $112,500,000 vs.

conventionally calculated project value of $84.4M (Project

NOI/7% cap rate,) resulting in an equity gap in the $28M
range.

o)

0
0
0

@)

e Developer proposes to cover capital requirements as follows:

State of Texas HERA Bonds: $73,750,000
HUD Section 108 Loan: $19,500,000
Low Income Housing Tax Credits: $8,000,000

City of Dallas Housing Dept. Affordable Housing Grant:
$4,125,000

NCTCOG Grant w/$750k matching funds from City: $3,750,000
Developer Equity (50% Developer Fees:) $3,375,000
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Previously ldentified Challenges (Cont.)

e Proposed HERA Bond amount represents 87% of estimated
project value. Developer pro forma assumes Fannie Mae / Freddie
Mac Credit Enhancement and 1.20 x Debt Service Coverage. Tax
Exempt Bond Market not yet stabilized and today’s
underwriting standards are very conservative.

e Limited amount of Section 108 Funds available for Northern Dallas
($37.5M.) The $19.5M request represents 52%b of total
allocated program funds.

e Remaining uncommitted balance of DCTIF budget is $77,994M.
Developer request ($67.4M) = 86%0 of DCTIF budget and staff
recommended cap ($48.9M) = 63% of budget.
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Conclusions

e The previously identified observations related to this project are
still valid, not withstanding a scaled down developer request.

e There are additional concerns related to unpaid property taxes
and the recent Chapter 11 Bankruptcy filing but developer’s
pending bankruptcy is not staff’s sole reason for reservations
about this project.

e The DCTIF Board cited: project design concerns, developer’s
inability to service current debt, future uncertainties regarding
project finance and unwillingness to commit the requested
amount of money to any one project, given DCTIF budget
limitations, as reasons for recommending denial by City Council
of this request.

e Unless staff receives direction from the Economic Development
Committee that catalyst nature of this project merits special
@ additional consideration, staff is reluctant to formalize a 17
recommendation.

City of Dallas



Appendix A — Developer’s Budget Information/
Project Requirements/Other Information

1600 Pacific Avenue

Total Project Cost

$112,500,000

Hard Costs $59,155,000
Soft Costs $28,345,000
Property Acquisition $25,000,000
2008 DCAD Value $3,250,000
Personal Property $0
# units 590
# of affordable units (10% required for TIF) 236
Retail SF 15,000
Total Net Leasable Square Feet (excluding garage) 500,000
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Appendix B — Developer’s Proforma
Information - Project NOI

Residential, Retail, Parking and Other Income
Market Rental Income $5,933,700
Affordable Rental Income $2,804,400
Other Income $262,143
Retail Rental Income $326,483
Retail (CAM) Reimb. Income $97,945
Parking Income $128,955
Mini-storage Income $147,756
Less Est Vacancy/Collection ($679,097)
EFFECTIVE GROSS INCOME $9,022,284
Residential, Retail, Parking and Other Expenses
Multifamily Operating Expenses:
Prop Mgt Fee $225,557
Payroll $500,000
Administrative $100,000
Advertising/Marketing $150,000
Utilities $450,000
Repairs/Maintenance $300,000
Ad Valorem Taxes $918,580
Property Insurance $125,000
Replacement Reserves $225,000
Social Services $118,000
Total Operating Expenses $3,112,137
NET OPERATING INCOME (NOI) $5,910,147
CAP RATE 7.0% 7.5% 8.0%
Net Cash Flow $ 84,430,676 $ 78,801,965 $73,876,842
Return on Investment (No City $) 5.25%
Return on Investment (w/ $50.2M in TIF Funds) 9.49%
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Appendix C - 1600 Pacific Developer’s
Proposal:

SOURCES (Interim Financing)

Sources and Uses of Funds

SOURCES (Permanent Financing)

$73,750,000

$19,500,000

$19,250,000

$112,500,000

USES
$59,155,000
$28,345,000
$25,000,000
$112,500,000

Construction Loan $73,750,000 HERA Private Activity Bonds
(HERA Bonds)
Section 108 Loan $19,500,000 Bridge Loan

(Collateralized by future TIF
reimbursements.)

Equity $19,250,000 Equity

Total Project Cost $112,500,000 Total Project Cost
USES

Hard Costs $59,155,000 Hard Costs

Soft Costs $28,345,000 Soft Costs

Property Acquisition $25,000,000 Property Acquisition

Total Project Cost $112,500,000 Total Project Cost

Office of Economic Development
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Total Project Costs

Debt Service (Interest Only)
Catalyst Projects:

Administration and Implementation

Uptown/Downtown Connection Improvements

Park and Plaza Design and Acquisition
Affordable Housing

Retail Initiative/ Streetscape Improvements

Downtown Area Plan

Budget in 2006

Appendix D — Downtown Connection TIF
Budget

Dollars
$189,807,592

($68,000,000)
($3,940,386)
($20,500,000)
($1,500,000)
($3,000,000)
($2,500,000)

Budget in Actual,
Anticipated Dollars

$361,155,295
($150,363,000)
($68,000,000)
($6,765,600)
($23,726,823)
($1,736,109)
($3,000,000)
($1,985,000)
($515,000)

Remaining for Other Redevelopment Projects

Tower Petroleum

Stoneleigh
Santa Fe IV
Atmos Complex

Arts District Garage

Remaining for Redevelopment Projects After Existing Commitments
Uptown/Downtown Connection Improvements
Remaining After Refunding Existing Commitments funded by Other Sources

$90,367,206

*Uptown/Downtown Connection Improvements were funded through the 2006 Bond program.

Office of Economic Development
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$105,063,763
($12,000,000)
($2,500,000)
($4,296,264)
($23,000,000)
($9,000,000)
$54,267,499
$23,726,823*

$77,994,322
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Appendix E — Remaining TIF Funds after
1600 Pacific TIF Funding Request

Remaining Downtown Connection TIF District funds and 1600
Pacific TIF funding request:

TIF Funding as requested by Developer

Remaining after refunding Existing Commitments funded by other Sources $77,994,322
1600 Pacific Avenue LTV Project (590-units) ($67.411.270)
Remaining for Other Redevelopment Projects $10,583,052

Recommended TIF Funding

Remaining after refunding Existing Commitments funded by other Sources $77,994,322
1600 Pacific Avenue LTV Project (590-units) ($48,928,216)
Remaining for Other Redevelopment Projects $29,066,106
¥ Office of Economic Development 22
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Appendix F — 1600 Pacific Avenue Value
Point Worksheet

Value/ Point Matrix
Downtown Connection TIF District

1600 Pacific LTV Project (590-units)

10pts 8pts 4pts Opts

199 - 150 Units 149 - 100 Units 99 - 1 Unit(s) 0 Units

9,999 - 5,000 sq. feet 4,999 - 2,500 sq. feet < 2,500 sq. feet 0 sq. feet
Within one block of catalyst project /
park

Benefit = 1.4x - 1.1 > Cost Benefit = 1x > Cost

Within Main Street Core or Directly
Adjacent to Catalyst Project / Park

Benefit = 2x > Cost

Inside Downtown Freeway Loop Outside Downtown Freeway Loop

Benefit = 1.9x - 1.5x > Cost

Yes

Affordable Housing > 10 % (actual units not including buyout) /////////////////////////////////
ildi i i ss (existing/historic buildings) %?///////////4?%%?/// Y
New Constructon - O O O O O O O O OO0
permanent Jobs rested > 20 - O O O O O O O O O OO O
Commitment to Minority / Women Bus.(all funding sources) > 25 % ////////////////////////%////////////////////%////////////////% Yes
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Appendix G — 1600 Pacific Avenue
Affordable Housing Grant Worksheet

AFFORDABLE HOUSING COMPUTATION FOR 1600 PACIFIC AVENUE

MARKET RATEPER SI $ 1.60 AFFORDABLE RATE PER SF:= $ 1.03
#of Lower Upper Avg. % of # of Affordable Market Annual Rents @ Annual Rents @ Difference
Units sf sf sf affordabl affordabl Rent/ Unit Rent/ Unit Affordable Rate Market Rate
e units e units

50 375 375 375 0% 0 $0.00 $0.00 $0.00 $ - $0.00
67 376 525 451 0% 0 $0.00 $0.00 $0.00 $ - $0.00
81 526 675 601 49% 40 $618.52 $960.80 $296,887.20 $ 461,184.00 ($164,296.80)
97 676 825 751 50% 49 $773.02 $1,200.80 $454,532.82 $ 706,070.40 ($251,537.58)
97 826 975 901 50% 49 $927.52  $1,440.80 $545,378.82 $ 847,190.40 ($301,811.58)
81 976 1125 1051 49% 40 $1,082.02 $1,680.80 $519,367.20 $ 806,784.00 ($287,416.80)
67 1126 1275 1201 49% 33 $1,236.52 $1,920.80 $489,659.94 $ 760,636.80 ($270,976.86)
50 1276 1425 1351 49% 25 $1,391.02 $2,160.80 $417,304.50 $ 648,240.00 ($230,935.50)
590 236 $ 2,723,130.48 $ 4,230,105.60 ($1,506,975.12)
Cap. Rate 7.00%
Max. Affordable Housing TIF Grant $ 21,528,216.00
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