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SUBJECT: DOLCE HAYES MANSION DATE: October 1,2007 
LINE OF CREDIT TERM EXTENSION 
/? 

Date 	./Q/+-/~ 
/ 

COUNCIL DISTRICT: Citv-Wide 

RECOMMENDATION 

Adoption of a resolution authorizing the Director of Finance to negotiate and execute the First 
Amendment to the Loan Agreement between the City of San Jose and Comerica Bank to extend 
the maturity date of the Dolce Hayes Mansion $5 million line of credit by a period of one-year 
from October 29,2007 to October 29, 2008. 

OUTCOME 

By extending the line of credit for one-year, the City will not be obligated to repay the $5 million 
outstanding under the line of credit agreement during fiscal year 2007-08. Staff plans to return 
to Council with a recommendation for the disposition of the line of credit which may include 
repayment andlor restructuring. 

BACKGROUND 

On October 21,2003, Council authorized the City Manager to negotiate and execute a $5 million 
line of credit and a $2 million term loan agreement with Comerica Bank ("Comerica") related to 
the transition of the operation and management of the Hayes Mansion from the City's lessee to 
Dolce IntemationaVSan Jose, Inc. ("Dolce"). Dolce assumed operation of the Hayes Mansion as 
of January 1,2004. The line of credit was obtained to fund any Hayes Mansion operating cash 
flow needs and the City's Hayes debt service costs if operating profits were not sufficient, and 
the purpose of the term loan was to fund the assumption of the former lessee's bank loans. 



HONORABLE MAYOR AND CITY COUNCIL 
October 1,2007 
Subject; Dolce Hayes Mansion Line of Credit Term Extension 
Page 2 

On October 21,2003, the City Council also adopted Ordinance No. 26999 which appropriated $5 
million in the General Fund for the "Hayes Mansion Conference Center Line of Credit Security 
Earmarked Reserve." This was established pursuant to the requirements of the loan agreement in 
the event that the Hayes Mansion revenues were insufficient to repay the principal on the line of 
credit. 

On October 30,2003, a loan agreement for the line of credit and term loan was entered into 
between the City and Comerica. Terms of the line of credit include monthly payments of interest 
only and a commitment expiration date ("maturity date") of October 29,2007; however, the 
maturity date for the line of credit may be extended for a period of one year if requested by the 
City and approved by Comerica. Terms of the term loan include fully amortized monthly 
payments of principal interest with the final payment due on October 29, 2007. The City will 
make this final payment on October 29,2007. 

ANALYSIS 

The $5 million line of credit, used to fund Dolce Hayes Mansion operating cash flow needs and 
the City's Hayes debt service costs, was fully utilized as of May 2006. Although there has been 
a significant increase in revenues, cash flow from Dolce Hayes Mansion operations has not been 
sufficient to pay down the principal on the line of credit. For the year ended June 30,2007 
revenues have increased 96% to $14.8 million since fiscal year 2003-04. The operating subsidy 
for fiscal year 2007-08 is projected to be approximately $4.3 million, and is attributable to the 
debt service encumbering the Dolce Hayes Mansion, including bond debt. 

Comerica has approved the City's request to extend the maturity date for a period of one year. 
The interest rate under the line of credit is, at the City's option, Prime minus 1.25% or LIBOR 
plus 0.75% for various term lengths. To-date, the City has opted for the 12-month LIBOR as it 
has been lower than the Prime rate over the life of the line of credit. Interest only payments on 
the line of credit relating to the extension period in fiscal year 2007-08 are projected to be 
approximately $207,000 and are included in the Dolce Hayes Mansion operating budget. 
Interest only payments relating to the extension period in fiscal year 2008-09 are estimated to 
total approximately $103,000. Interest payments on the line of credit through fiscal year 2006- 
07 totaled approximately $648,000. 

The fully amortized term loan will be paid off in full as scheduled on October 29,2007; 
therefore, there is no extension of time needed for the term loan. 

EVALUATION AND FOLLOW-UP 

Staff will return to Council with recommendations on the disposition of the line of credit by 
February 2008. 
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POLICY ALTERNATIVES 

Alternative #I: Pay off the $5 million line of credit on October 29,2007. 

Pros: Interest charges will not be incurred subsequent to the pay off 

Cons: The City will be required to pay from the General Fund the $5 million line of credit 
payoff no later than October 29, 2007. 

Reason for not recommending: Interest charges have been factored into the fiscal year 2007-
08 budget and staff will have additional time to strategize on how to repay or restructure the 
debt. 

PUBLIC OUTREACHIINTEREST 

Criteria 1: Requires Council action on the use of public funds equal to $1 million or 
greater. (Required: Website Posting) 

Criteria 2: Adoption of a new or revised policy that may have implications for public 
health, safety, quality of life, or financialleconomicvitality of the City. (Required: E-
mail and Website Posting)-

a Criteria 3: Consideration of proposed changes to service delivery, programs, staffing that 
may have impacts to community services and have been identified by staff, Council or a 
Community group that requires special outreach. (Required: E-mail, Website Posting, 
Community Meetings, Notice in appropriate newspapers) 

Although this item does not meet Criterion 1, it will be posted on the City's website for the 
October 23,2007 Council Agenda. 

COORDINATION 

This memorandum was coordinated with the City Attorney's Office and the Budget Office. 

HSCALIPOLICY ALIGNMENT 

Not Applicable. 
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COST SUMMARYnMPLlCATIONS 

Interest only payments on the line of credit relating to the extension period in fiscal year 2007-08 
totals approximately $207,000 and is included in the Dolce Hayes Mansion operating budget. 
Interest only payments relating to the extension period in fiscal year 2008-09 are projected to 
total approximately $103,000. 

BUDGET REFERENCE 

Fund # Appn # Appn. Name Total Amt. for Proposed Last Budget Action 
APPn Contract Budget (Date, Ord. No.) 

1 Page 
422 1 3 196 1 Haves Mansion 1 $4,300,000 / NIA 1 XI-22  1 611 912007 

LOC 
001 8034 	 Hayes Mansion $5,000,000 NIA IX - 29 611 912007 

Conference Center 
LOC Security 
Earmarked Reserve 

Not a Project. 

./ Director, ~ i h d  

For questions please contact Scott P. Johnson, Director of Finance, at 408-535-7000. 


