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AMENDMENT OF BUSINESS TERMS FOR THE OPTION AND PURCHASE AND
SALE OF THE AIRPORT WEST PROPERTY AND FOR ITS ECONOMIC
DEVELOPMENT AND THE ADJACENT DEVELOPMENT OF A MAJOR LEAGUE
SOCCER STADIUM. ‘

REPLACMENT MEMO

Staff is submitting a replacement memorandum to correct the number of acres referenced on
page 6 under, “Cost Benefit Analysis”.

RECOMMENDATION

Adoption of a Resolution:

1. Approving the revised business terms for the Amended and Restated Option
Agreements and the Purchase and Sale Agreements with Coleman Airport Partners
LLC and FWSH Partners LLC for the property located at 1125 Coleman Avenue.

2. Authorizing the City Manager or her designee to negotiate and execute an Amended
and Restated Option agreement and a Purchase and Sale Agreement for the property
located at 1125 Coleman Avenue for the development of a) 1.5 million square feet of
office R&D development, 300 hotel rooms, 95,000 square feet of retail space and the
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required parking for all uses including a proposed stadium, and b) a soccer stadium
on 14 acres.

3. Accept the updated Cost Benefit Analysis for the project.

OUTCOME

The Developers of the project, Coleman Airport Partners LLC and FWSH Partners LLC, have
advised City staff that they wish to move forward with development of the site, but cannot
proceed under the current terms of the agreement due to the downturn in the economy and lack
of liquidity in the marketplace. Current economic conditions have virtually eliminated the
demand for new construction in Silicon Valley of all product types including office, retail and
residential. Approval of the proposed recommended actions will allow the development of the
Airport West site to move forward despite difficult economic conditions, while minimizing or
eliminating any negative impacts on the General Fund. The Airport West property would
continue to be developed separately with a) 1.5 million square feet of office/R&D space, 95,000
square feet of retail space, and 300 hotel rooms development and b) a 14 acre parcel, slightly
larger than the original 13.5 acre parcel, to be reserved for a 15,000 seat soccer stadium.

The developers have requested that the proposed projects will now be separated to allow the
soccer stadium to proceed prior to development of the other portions of the site. The developers
intend to use private equity and debt financing to construct the soccer stadium within a two- to
three-year timeframe. The stadium project no longer requires that any action be approved for the
iStar property to fund the stadium portion of the project.

BACKGROUND

In 20035, the City of San Jose purchased the 74.8 acre property located at 1125 Coleman Avenue
from FMC. The property is now known as the Airport West property. The City’s original intent
was to purchase only 52 acres to support the Airport expansion program. FMC was unwilling to
negotiate with the City for a partial acquisition of the site. In order to assist the Airport, the City
acquired the additional 23.23 acres. The land was required for construction lay down, interim
staff parking and off-Airport rental car operations. The long-term intention was to develop the
entire site for airport and economic development purposes to support job and revenue generation.

The purchase price of the property in 2005 was $25 per square foot, at a cost of approximately
$81.5 million dollars. The cost of the property to fund the transaction, related improvements to
the property and other costs associated with the acquisition was $100.5 million. The purchase
was made in two installments. In February of 2005 approximately 52 acres of the property were
purchased through the issuance of Lease Revenue Bonds in the amount of $80,025,000 dollars to
fund the purchase price, improvements to the property and other costs associated with the
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acquisition. In May of 2006, the City drew on a HUD Section 108 loan in the amount of $25.4
million to purchase the remaining 23.2 acre portion of the property.  Site improvement costs
required for the airport uses and financing costs, net of scheduled principal payments made
through the current fiscal year, have brought the total debt on the property to approximately
$100.5 million. The HUD loan is secured by a portion of the FMC property, the City’s CDBG
allocation and additional City property. Debt service payments for the 23.2 acres of property
purchased with the HUD loan are an obligation of the General Fund. Although debt service
payments for the 52 acre property purchased with the lease revenue bonds are also a General
Fund obligation, the Airport makes lease payments to the General Fund that are equal to the debt
service associated with the 52 acre property. To cover these lease payments, the Airport has
borrowed the funds by issuing commercial paper notes totaling approximately $9.4 million
through June 2008. '

In 2006, the Airport expansion program was decreased by 75% from $4.5 billion to
approximately $1.5 billion. The Airport has used the 52 acres at Airport West for construction
lay down and contract parking. This use is comlng to an end with the completion of the Airport
expansion construction program.

In June 2007, the City Council authorized staff to enter into an Exclusive Negotiations
Agreement (ENA) to develop approximately 66 acres for economic development purposes
including a soccer stadium. The remaining 9.3 acres had been identified in the BART expansion
process as a potential location of a part of the train servicing yard as that site is adjacent at the
end of the line proposed just east of the Airport West property in Santa Clara. The City’s
Municipal Code allows the private sale of property for economic development purposes. In May
of 2008, a Memorandum of Understanding (MOU) between the City, Coleman Airport Partners,
FWSH Partners, and Earthquakes Soccer was approved by the City Council. The MOU included
the following terms:

e 66 of the 75 acres would be purchased by the developers for $132 million, with a two-
year option period ending in June 2010, when the City would receive a net amount of
$120 million. ,

e The Developers agreed to make option payments of $6 million annually to cover the
existing debt-service on the property during the escrow period. The $12 million of option
payments would be deducted from the $132 million sale price.

e 13.5 acres of the 66 acres would be reserved for a soccer stadium. Stadium financing was
in part contingent upon the proceeds of the sale of the iStar property if the property was
converted from industrial and retail uses to residential use.

o The Developers agreed to purchase the remaining 9.3 acres of property at a price of $18.6
million if VTA decided not purchase the property for a BART maintenance yard within
the timeframes established in the MOU.

e Developers agreed to provide a Letter of Credit (LOC) in the amount of $3 million. The
LOC was intended to assist the City in covering debt service payments if the Developers
terminated the transaction after the initial 90 days period, of any option period, allowing
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the City to pay some of the debt service while it conducted a Request for Proposals (RFP)
process for dlsposmon of the property.

ANALYSIS

Current Status of the Property :

To date the Developers have paid $6 million in required option payments and have provided the
required Letter of Credit which is in effect until October 31, 2009. The Developers have made
substantial investment in planning, design, and preconstruction work for development of the site.
Over the last year, the Finance Department has strategically responded to market conditions and
refinanced the outstanding debt on the portion of the property financed with lease revenue bonds.
Debt service payments for the property are financed with variable rate debt and are currently less
than the Developer’s option payments. The Budget Office accordingly has reserved an amount
of $2.3 million from the option payments to pay project debt service, in the event that additional
option payments are not received.

In December 2008, Coleman Airport Partners and FWSH Partners notified the City that they
would terminate the agreement prior to March 31, 2009 due to the changed economic
environment making the current Agreement an unviable business transaction. A termination
before March 31 would preclude the City from accessing the Letter of Credit. The City Council
on March 24, 2009 approved the elimination of the Letter of Credit so that the City and
Developers can continue to negotiate the new business terms for the Option Agreement and the
Purchase Agreements. The Developers have requested that the City renegotiate the terms of the
purchase of the property to reflect the downturn in the economy and related decrease in property
values. The Developets are confident in the long-term viability of the site and want to move the
project forward with renegotiated terms that reflect the near-term economy. The Developer’s
proposal does provide for the City to share some of the benefits of an upturn in the economy
during the option period.

Near-Term Economic Conditions

Due to the global recession and credit crisis, construction of new office, R&D, and residential
development is frozen across the nation. Land values across Silicon Valley have diminished
precipitously, leasing activity has decreased significantly, and construction of most new projects
has been placed on hold. Developers and tenants are conserving cash until such time that there is
more liquidity in the market place and evidence of stabilization in major economic indicators.

In January upon learning of the Developer’s unwillingness to continue under the current
Agreement and request to restructure, staff decided to obtain a new appraisal as a basis for the
new negotiated price for the Airport West property. The appraiser retained by the City,
Carneghi, Blum and Partners is the same appraiser that conducted the November 2007 appraisal
for the City. In preliminary work, Carneghi estimates that the property has lost one third of the
value identified in the November 2007 appraisal. Under the current agreement, Coleman Airport
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Partners and FWSH Partners agreed to pay $46 per square foot for the land for an overall value
of approximately $150 million for the entire 74.8 acre parcel. The city anticipates that the new
negotiated price will be significantly less than the previous appraisal.

Qutstanding Debt

In 2005, the City purchased approx1mately 52 acres with lease revenue bonds through the City’s
Financing Authority. The City obtained a HUD loan for the remaining 23.23 acres. The lease
revenue bonds are secured by the 52 acres of the Airport West property and the HUD loan is
secured by 23.23 acres of the Airport West property in addition to CDBG funds and additional
City property. Additionally, the Airport issued $9,467,000 in commercial paper notes, secured
by Airport revenues, to make debt service payments to the General Fund associated with the
Airport’s use of 52 acres of land for construction lay down and contractor parking at the Airport
West property. The debt secured by the property must be eliminated in order to complete a sale
of the property. The unsecured commercial paper debt is not secured by the property, and could
be paid by the Airport or other sources to be identified.

Outstanding Debt Related to Acquisition and Use of Airport West Property

(As of march 31, 2009)
Debt Instrument Security/Source of Payment Qutstanding Debt
Lease Revenue Boncis » Lease Payments on 52-acre  $ 67,195,000
HUD Section 108 Loan 23-acre Property 23.923.000
Total Land-Secured Debt $ 91,118,000
Airport Commercial Paper Notes ~ Airport Revenues $ 9,467,000A
Total Qutstanding Debt | $ 100,585,000

Revised Business Terms

Coleman Partners and FWSH Partners are proposing to purchase 64.5 acres for $89,010,000.
Staff is recommending Council approve this price and the following revised business terms:

e  Developers could proceed first with purchase of a 14 acre site for the new Earthquakes
stadium while continuing to option the balance of the site for future acquisition and
development.

e  The purchase price for the stadium is $7 million. The stadium site would be sold with none
of the development entitlement rights.

e  Construction of the stadium would proceed within a two to three year period.
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e  The Developers anticipate the cost to build the stadium at $50 million to $60 million.

e  The Developers would continue to option 50.5 acres for development of the 1.5 million
square feet of office R&D, retail and hotel development.

e  The option period for the commercial development would be extended to July 31, 2013.

e  Option payments offered for the newly proposed four year period total $7 million.

e  Option payments under the new agreement would not be applicable to the purchase price
and are non-refundable.

e  $5 million of the $6 million previously paid by the developer to date would be apphed to the
purchase price consistent with the terms of the existing agreement.

e  Proceeding with the stadium is no longer dependent on conversion of the iStar property
from industrial to residential uses. The Developers have indicated that they may bring
forward a request to convert the iStar property at a later date as a stand alone project.

e  The Developer would not be required to purchase the 9.3 acres that has been previously
identified for BART related uses.

e If the Developer exercises the option to purchase after January 1, 2011 the City shall have
the right to reappraise the property. If the property increases in value the City would receive
50% of the increased value up to a cap of $10 per square foot. If the property is appraised
after 2012 the City shall receive 60% of the increased value up to a cap of $12 per square
foot.

The City will need to discuss the new revised business terms with HUD to obtain consent to sell
a portion of the property which secures the HUD obligation. Sale of the 9.3 acre parcel would
similarly require the approval of Bank of America, the entity that holds the Letter of Credit for
the 52 acre parcel supporting the City’s lease revenue bonds.

Cost Benefit Analysis

In 2008, staff prepared a Cost Benefit Analysis for the proposed Airport. West project. The
report, conducted by Economic & Planning Systems (EPS) and Sports Economics, identified
approximately $2 billion in economic impact and showed that the project had a net fiscal benefit
to the City and Redevelopment Agency.

At staff’s request, EPS has updated the Cost Benefit Analysis (CBA) with the revised terms. The
updated report is attached to this memorandum. The updated report is conservatively based on

_the same scenarios used to prepare the original Cost Benefit Analysis. The Developers have
indicated that they would not move forward with a request for conversion of the iStar industrial
commercial property to residential use at this time. Staff has subsequently included below an
analysis excerpted from the updated CBA. The data outlined below shows only the impacts of
development at the 74.8 acre parcel, with or without stadium development. It is important to
note that the 74.8 acre parcel is entitled for 1.5 million square feet of office R&D development,
300 hotel rooms and 95,000 square feet of retail, regardless of a stadium development. Inclusion
of the stadium yields the same amount and type of development but at greater density.
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Airport West Development Fiscal impact on the General Fund

Report No Stadium W/Stadium Difference
Feb 2008-Net. G.F. $1,884,000 $2,116,000 $232,000
March 2009 Net G.F. $1,579,000 $1,775,000 $196,000

The fiscal impacts yielded from the proposed project with the stadium are greater due to
increased revenues anticipated from stadium activity. The loss in anticipated revenues between
the 2008 report and current time frame relates to anticipated decrease in property tax, sales tax,
and transient occupancy tax from the project. It is important to underscore that even with the
changed economic conditions the impacts to the General Fund for the project remain positive,
and are greater with the stadium as a component of the project.

One Time Construction Jobs

Report ~ No Stadium W/Stadium Difference
Feb 2008-Jobs 5,040 ' 5,710 670
March 2009-Jobs 4,750 5,180 430

The reduced number of jobs associated with the stadium occurs because the anticipated value of
the stadium has diminished from $100 million to $60 million. The developers are proposing a
more soccer specific “European” style stadium design. On-going jobs related to the proposed
Airport West are estimated to remain the same at 5,000 sustained jobs. ’

*Annual Economic Impact

Report | No Stadium W/Stadium  Difference
Feb 2008-Direct Economic Impact $1,337 billion ~ $1,399 billion  $62 million
March 2009-Direct Economic Impact $1,416 billion  $1,479 billion  $63 million

* The Economic Impact modeling used by Economic & Planning Systems assumes the project is fully built out and
includes inflationary impacts. ’

Economic Impact focuses on not only the direct income, spending and jobs associated with the
development but also measures how those dollars flow through the economy, generating
multiplier effects. Thus the total economic impact of adding a stadium to the Airport West
development generates approximately $62 million in additional annual spending. Note the
higher values in 2009 are due to inflation variables in the analytic model.
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City Council Decision

At this point in time, the City Council has two options on how to proceed:
1) The first is to restructure the original agreement to allow a 1.5 m square foot economic
development project and the major league soccer stadium to proceed with revised terms.
2) The second would be to allow the current agreement to terminate and to issue a Request
for Proposals for the property. The following section analyzes these two options.

Option 1 — Accept Developer’s Revised Proposal

The national and world economy has changed dramatically since the City entered into an
exclusive negotiations agreement with the Developers in June 2007 and since the Council
approved the original agreement in May 2008. The Developer’s proposed restructuring reflects
this changed reality and the reduction in the site’s value in the last year.

Given the Developer’s independent financial capacity and proven track record for delivering
projects, the fact that the Developers wish to continue with the project based on the strength of
the site and a longer-term vision for continued prosperity in San Jose represents an important
opportunity during this recession. The new proposal creates the opportunity for the Earthquakes
Stadium to move forward without depending on a conversion of the i-Star property, providing
much needed counter-cyclical investment and job creation in San Jose.

I the soccer stadium does not proceed on the 14 acre parcel, the developer would have the right
to move forward with the economic development project. In that case a proportionate amount of
the office R&D, hotel, and retail entitlement would be reserved for the 14 acres. A
corresponding reduction in the purchase price for the 50.5 acre development parcel would also
occur. Alternatively, the 14 acres could be reappraised if the stadium project was terminated and
the property could be offered to the Developers. The Developers could seek to add additional
entitlement to the 14 acre parcel.

In addition, the new proposal separates the construction of the stadium from a request to convert
- the 78 acre iStar property in Edenvale from industrial to residential development. The proposal
recognizes also that, though the site has depreciated quickly, the site may also appreciate quickly
once markets stabilize. The proposed new terms allow for a reappraisal of the property in 2011
or 2012 if the Developer has not yet completed acquisition of the property, enabling the City to
recoup some of the additional increase in value and providing the developer an incentive for
timely progress on the project. '

The revised proposal provides the following key benefits:
e Developer to pay current market value for the property.

e Revised terms and proposed structure of the overall transaction protects the General Fund
to the greatest extent possible.
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e The stadium would be 100% privately financed. .
e If the Developer’s do not close escrow on the property prior to 2011, the property will be
re-appraised and the City will share in any appreciation of the property. '

The purchase price under the current agreement was sufficient to pay current debt service during
the option period and pay off all secured debt as well as the unsecured debt. At that point, the
City would have owned the 9.3 acres identified for the BART service yard for VTA, free and
clear. That would not be the case under the Developer’s revised proposal due to the downturn in
economic conditions and the reduced value of the property as a whole.

The revised proposal offers a reduced purchase price of $89,010,000 and a reduced amount for
option payments. This is the developer’s minimum bid and the City would not receive less than
the Developer’s offer. The City may receive additional dollars through a reappraisal if the
Developer delays exercising their option after January 1, 2011. The City would credit $5
million of the option payments paid to date to the purchase price, yielding the City $84 million.
In addition to the purchase price, the developer would pay up to $7 million in option payments
over the four year option period (through July 2013.) The $7 million in option payments would
be attributed to the 50.5 acre economic development parcel. A nominal option payment would
be attributable to the 14 acre soccer parcel in light of the changed economic circumstances and
the stadium’s public purpose. The option payments are not applicable to the purchase price.
Factoring in the option payments, the total amount paid to the City for the 64.5 acres would be
$91 million, at the end of the four year option period.

[n order to provide the required debt service payments through 2013, staff could apply the $2.3
million reserved by the Budget Office in addition to applying the proceeds from the sale of the
9.3 acre parcel and the 14 acre soccer parcel. Debt service payments anticipated for the 2009-
2013 option period are approximately $23 million. The following table summarizes this
information:

Sale Proceeds Applied to Debt Service

Conexus Option
' Payments Cumulative General | Outstanding
Fiscal Year | Sales Proceeds ($7 million) Debt Service’ Fund [mpact Debt
20092010 | $10,130,000 ' 0 3,535,449 +8,894,551 99,577,000
2010-2011 | $7,010,000 * 1,000,000 - 6,234,153 . +10,670,398 98,539,000
2011-2012 0 2,500,000 7,814,033 +5,356,365 95,860,000
2012-2013 0 3,500,000 7,805,137 +1,051,228* 93,030,000

9.3 acre BART parcel
* 14 acre stadium parcel
3 e . . o
City Debt Service paid from sale proceeds, no principal pay down
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4 $1.25 million of the FY 2008-09 ($2.3 million) Option Reserve applied in FY 2012-13

Alternatively, the City could use the proceeds of the sale from the 9.3 acre parcel and the 14 acre
parcel to reduce the secured debt on the property immediately. Outstanding debt service
payments would be made from the General Fund. The Budget Office has already included the
anticipated debt service payments in the 2010-2014 General Fund Forecast. The following table

summarizes how the transactlon would work if sales proceeds are used to pay down the secured
debt.

Sale Proceeds Applied to Secured Debt

Conexus Option
Payments Cumulative General | Qutstanding
Fiscal Year | Sales Proceeds ($7 million) Debt Service® Fund Impact Debt
2009-2010 | $10,130,000' 0 940,404 (940,404)* 82,437,000
2010-2011 $7,010,000 2 1,000,000 5,321,805 (5,262,209) 81,399,000
2011-2012 0 2,500,000 6,899,185 (9,661,394) 78,720,000
2012-2013 0 3,500,000 6,892,789 (13,054,182) 75,890,000

1 9.3 acre BART parcel

% 14 acre stadium parcel

. ? Principal paid down from sale proceeds

4 $2.3 million of the FY 2008-09 Option Reserve applied in FY 2009-10

The total amount of revenue received by the City will depend in part upon the timing of the close
of escrow for the 50.5 acre development site. If escrow closes after 2011 or 2012 the property
will be reappraised and the City may receive revenues in excess of the approximately $84
million currently offered for the site. Final revenue to the City will also depend on the price paid
for the 9.3 acre parcel previously identified for use by VTA for BART in the near term. Staff is
exploring options for the disposal of the property.

If the economy improves over the escrow period, it is possible that the revenues obtained for the

Airport West property will be sufficient to pay the debt service associated with the HUD loan for

the 23.23 acre parcel and the bonds associated with the 52 acre parcel, but not sufficient to retire

the approximately $9.4 m in commercial paper notes incurred by the Airport. The Council could

direct the Airport to pay the commercial paper note from Airport revenues or pay the note
directly from the General Fund. Staff will bring forward a recommendation concerning the

- Airport’s commercial paper obligation at the point in time the Developers exercise the purchase
option.
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Option 2 — Request for Proposal

The City could decide to allow the Developers to terminate the existing agreements and proceed
with a Request for Proposals (RFP) for the property. The national and world economic situation
described above make this approach more problematic than it would have been a year ago.
Given the poor economic environment, it is highly unlikely that another developer will offer a
comparable market acquisition price and cash for the property. The current developers have an

" incentive to work with the City as they have already paid $6 million in option payments. Failure
to reformulate the agreement would cause the Developers to forego the already paid option
payments. In addition, a portion of the Developer team owns or represents the property
immediate to the north and south of the City’s 74.8 acre property, significantly adding to the
value for the current Developers. It is more likely that a new development proposal will offer
less revenue commensurate with the economic climate, while also offering low option payments
for a period of time while the developer selected through an RFP proceeds to identify tenant
companies to occupy buildings that it would build on the site.

The RFP process will conservatively require six to eight months to complete. Negotiations with
anew development partner will hkely require an additional six months. The General Fund
would be obligated to pay debt service payments for the property during the RFP and negotiation
period. As noted above the City has reserved $2.3 M for future debt service payments.

Choosing the option to RFP the property would likely result in an immediate negative impact to
the General Fund and potentially diminish the revenue received from the sale of the property. -

STAFF RECOMMENDATION

It is recommended to the City Council that the current agreement be restructured with the revised
business terms described above.

EVALUATION AND FOLLOW-UP

The City Manager, or her designee, as directed by the City Council will either proceed to
negotiate and execute appropriate documents to restructure the current agreement based on the
business terms outlined above or to initiate a request for proposals. If directed to initiate an
RFP, that work would proceed immediately. If any of the project business terms need to be
changed, staff will return to City Council for authorization.
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POLICY ALTERNATIVES

Alternative: The City Council could direct staff to terminate the agreement with the current
applicants and further direct staff to conduct a Request for Proposals (RFP) process for the
Airport West Property. '

Pros: The City could receive a higher price for the Airport West Property.

Cons: In the current economic climate, particularly in light of the difficulty obtaining real estate
financing, it is not likely a greater price for the Airport West property could be obtained.
Reason for not recommending: The proposal being considered offers the City counter cyclical
investment in a $50-$60 million dollar stadium and related construction jobs, securing a
professional Major League Soccer team, and continues the partnership with Developers who
have proven expetience and access to capital that will be to quickly move forward with full
development of the project when economic conditions improve.

PUBLIC OUTREACH/INTEREST

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

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

D Criterion 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.

This memorandum will be posted on the City’s web site and the Office of Economic
Development’s website (www.sanjoseca.gov).

COORDINATION

This memorandum was coordinated with the City Attorney’s Office, the Airport, and the Finance
Department,
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FISCAL/POLICY ALIGNMENT

The project aligns with the City’s Economic Development Strategy #11 “Revise Key Land Use
and Transportation Policies to Reflect the new Realities for the San Jose Economy”, and Strategy
#12, “Encourage Sporting Teams, Events, and Facilities, Professional as well as Amateur”

COST SUMMARY/IMPLICATIONS

Option Period

The severe economic downturn causes the City to consider difficult choices related to the
proposed renegotiation of the Airport West project. As described above, the Developers desire
to move forward with the project at a reduced purchase price of $84 million for 64.5 acres of
land and reduced option payments in the amount of $7 million over a four year period. The debt

" service costs required through 2013 are anticipated to be approximately $23 million. Staff has

indicated that the application of the $7 million in the Developer’s option payments, the
application of the $2.3 million in General Fund reserves plus the application of the sale proceeds
from both the 14 acte soccer parcel and the 9.3 acre parcel previously identified for use by
BART could eliminate any impact to the General Fund in the short term to cover debt service
prior to the sale of the 50.5 acre development parcel. There is potential risk to the General Fund
in that purchase of the soccer parcel and the 9.3 acre parcel could be delayed and the amount
obtained for the 9.3 acre parcel could be insufficient, causing the General Fund additional
expense. An alternative approach would be to apply revenue generated through the sale of the
14 acre soccer stadium and the 9.3 acre parcel to pay down the secured debt. In this scenario the
General Fund would pay for outstanding debt service payments until such time as the remaining
50.5 acres are sold. The Budget Office has already assumed debt service costs associated with
the property in its current budget forecast.

Sale of the Property

As discussed above, the City has existing secured debt of $91.1 million dollars for the 74.8 acre
Airport West property. The Developer’s proposed revised purchase price for the 64.5 acres of
the property is $89 million. $5 million of the $6 million previously paid by the Developets will
be applicable to the purchase price at closing, so the total amount of revenue paid by the
Developers for the property, if the property closed escrow prior to 2011 would be $84 million. It
should be noted that the City will proceed to dispose of the 9.3 acres through a separate process.
As has been discussed above, the Airport has borrowed an additional $9.4 million to cover its
lease payments during the Airport construction period. To pay off the secured debt and
commercial paper. If the sale of the 9.3 acres does not yield the sufficient amount, it may be
necessary for the Airport to make payments to cover its commercial paper debt.
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The best case scenario for sale of the property would entail the Developer’s purchasing the
property as early as possible, limiting the City’s carry costs on the property. The worst case
scenario for the property would involve sale of the soccer and 9.3 acre parcels, application of the
proceeds of those sales to debt service payments without subsequent sale of the property to the
Developers. In this instance, diminished parcel size against the remaining debt for the full 74.8
acre parcel would represent the greatest risk of future indebtedness associated with the remaining
50.5 acre parcel. It is important to note that the smaller 50.5 acres retains all of the development
entitlement that is currently spread across the 74.8 acres.

As discussed above, the option to RFP the property in this economic climate, in staff’s opinion,
represents an even greater risk to the City. The current developers are motivated to protect the
investment they have already made in the site. In addition the developers have adjacent land
holdings and stand to benefit from control over larger land holdings in a premier location near
downtown San Jose and the Airport. Staff believes that responses to a hypothetical RFP will in
all probability yield a developer who will offer a similar option arrangement at a significantly
reduced price than that currently being offered by the current Developers. Option payments are
also likely to be further reduced and the General Fund will be obligated to shoulder debt service
payments during the RFP and negotiation period for the 74.8 acre property.

CEOQA

CEQA: EIR Resolution No. 71716, File No: PP08-093

Daul¥ark,—

PAUL KRUTKO
Chief Development Officer

For questions please contact Paul Krutko, Chief Development Officer, at (408) 535-8181.
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TECHNICAL MEMORANDUM

To: John Lang, City of San Jose
From: Teifion Rice-Evans and Ashleigh Kanat

Subject: Updated Fiscal and Economic Impact Analysis
of Major League Soccer Stadium Proposal; EPS #17125

Date: March 26, 2009

In February 2008, Economics & Planning Systems, Inc. (EPS) produced
the final Fiscal and Economic Impact Analysis of a Major League Soccer
Stadium Report for the City of San Jose. The analysis evaluated the
fiscal and economic impacts of development of the Airport West site and
the iStar site, at buildout, under three alternative scenarios.

In the twelve months since the Final Report was prepared, deteriorating
market conditions have driven down residential and commercial property
values and resulted in changes to the land acquisition, project phasing
and financing strategies previously proposed by the project proponents.
The changed strategy and changed market conditions have altered
several of the assumptions included in the February 2008 analysis.

Specifically, the revised strategy no longer calls for a publicly owned
stadium on publicly owned land. Rather, the project proponents (Fisher,
Wolff, Hunter & Storm (FWHS) Partners) plan to purchase the land for
the stadium from the City and privately finance and privately own the
stadium. In addition, the real estate market downturn and economic
recession have resulted in reduced property values across all use-types
in addition to lower retail sales and hotel room rates. The updated fiscal
and economic impact analysis incorporates these changes. Given the
likelihood that market conditions will need to improve before most
development moves forward, the actual fiscal impacts are likely to be
stronger than those estimated in this updated analysis.
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Project Background

In light of these evolving conditions, the City of San Jose is reviewing the modified request by
FWHS Partners to develop a Major League Soccer Stadium for the San Jose Earthquakes as part
of a new mixed-use development at the Airport West site. The Airport West site is located along
the west side of Coleman Avenue between Brokaw Road and Newhall Street, adjacent to the San
Jose International Airport. The modified proposal calls for the purchase and development of a
soccer stadium only. Under the modified proposal, the development of the Stadium is decoupled
from the conversion of the iStar property and assumes that the Stadium will be privately
developed and owned. In a second phase, to occur at a later date, FWHS Partners will request
the re-entitlement of the iStar property to allow for residential development. The iStar site is
located to the west of the intersection of Monterey Highway and Highway 85, adjacent to the
existing Hitachi campus, in the Edenvale Redevelopment Area and is currently entitled for
ofﬁce/industl'"ial and retail uses.t

The City wishes to understand the impacts of the re-entitlement of the iStar property and the
proposed mixed-use development at the Airport West site on the City’s General Fund, the
Redevelopment Agency’s tax increment receipts, and the local school districts” ability to
accommodate additional students. The City is also interested in the economic impacts of the
different development programs associated with both sites (iStar and Airport West) under the
“with stadium” and “without stadium” scenarios.

This technical memorandum: provides the results of the updated fiscal and economic impact
analysis, with updated summary tables and detailed appendix tables attached. For a complete
description of the study’s methodology, please see the February 2008 report.

Development Scenarios

The fiscal and economic impact analyses are driven by the site development assumptions
associated with the three scenarios: Scenario A: “Without Stadium,” Scenario B: “With Stadium
and With Full Transfer of iStar Entitlements,” and Scenario C: “With Stadium and With Partial
Transfer of iStar Entitlements.” Scenario A presumes that the iStar site is developed as currently
entitled. Scenario B assumes the iStar site is developed with residential uses, but also that the
currently entitled office/industrial and retail square footage is reallocated to another site in the
Edenvale Redevelopment Area. To establish a sensitivity range, Scenario C assumes that none
of the retail is transferred to another site. The development assumptions under each of the
scenarios are summarized in Table 1 and described below.

Scenario A

Scenario A is the base-case “without stadium” scenario. Under Scenario A, the stadium is not
developed at the Airport West site. The City has indicated that they would expect the non-
stadium land use development proposed to be the same as that proposed to accompany the

1 Before 2004, the iStar site was 100 percent entitled for industrial development, In 2004, iStar
applied for and received a rezoning of the site to add 450,000 square feet of retail capacity. This was
accomplished by adding industrial capacity to New Edenvale.

P:\17000s\171255an. fum\Report\17125tech 609.doc
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stadium under Scenarios B and C. Specifically, this would include 1.514 million square feet of
office/industrial development, 75,000 square feet of retail development, and 300 hotel rooms (in
either one or two hotels). '

Under Scenario A, the iStar site would be developed as currently entitled, which includes 1.0
million square feet of office/industrial development, and 450,000 square feet of retail. Because

- the iStar site would be developed as currently entitled, there is no shift in entitlements to other
locations in the Edenvale Redevelopment Area.

Scenario B

Scenario B includes the development of the stadium at the Airport West site in addition to 1.514
million square feet of office/industrial development, 75,000 square feet of retail development,
and 300 hotel rooms (in either one or two hotels).

Under this scenario, the iStar site is proposed to be re-entitled to residential use. The proposal
includes the development of 1,300 residential units, including 180 single-family cluster units, 940
townhome units, and 180 apartment units. It is assumed that the apartment units comprise the
affordable housing component of the project. The single-family cluster units are expected to
support an average household size of 3.4 people, the townhome units are expected to support
2.7 people per household, and the apartment units are expected to support 2.5 people per unit.

The currently entitled office/industrial and retail square footage that would be displaced by the
residential program wbuld, instead, be developed elsewhere in the Edenvale Redevelopment
Area. City staff would need to identify specific locations where these entitlements could be
provided whether through increased development densities or changed land use designations.

This analysis assumes that the displaced office/industrial entitlements are made up by increasing
development densities on other sites in Edenvale. The office/industrial development associated .
with these areas is assumed to differ from the office/industrial currently entitled at the iStar site
in that it is constructed at higher floor area ratios (FARs) and represents more of an office/R&D
flex space than more typical lower density industrial space. This difference has implications for
the employment density, which is assumed to be 400 square feet per employee (compared with
600 square feet per employee used at the Airport West site under all three scenarios and at the
iStar site under Scenario C). It also will affect the achievable lease rates, which will have
implications for the assessed valuation of the space. The new retail entitlements granted at
locations elsewhere in Edenvale are assumed to result in the equivalent of the lost retail
development capacity at the iStar site. '

Scenario C

Scenario C ‘diff(ers from Scenario B only in that the off-setting development elsewhere in
Edenvale excludes the 450,000-square foot retail component; in other words, it is assumed that
there is no viable, alternative retail site and that the retail development entitlemnent at the iStar
site is not replaced. The 1.0 million square feet of office/industrial is still presumed to be
developed somewhere within the redevelopment area.

P:\17000s\171255an ium\Report\17125tec 2609.doc
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Study Caveats

EPS was asked to estimate the impacts on the City’s General Fund and Redevelopment Agency
revenues of site development as well as the overall ecanomic impacts of the non-stadium site
development. SportsEconomics was contracted separately to evaluate the economic impacts of
ongoing stadium operations.

The fiscal impact analysis evaluates fiscal impacts at buildout and the economic impact analysis
considers the ongoing impacts once the sites are built out as well as the one-time construction
impacts. Because this is a static, buildout analysis, real estate market factors including
development phasing and absorption rates are not evaluated and variations in fiscal and
economic impacts through time by scenario are not analyzed. The EPS study is based on the
current City budget, prior EPS fiscal studies, the SportsEconomics study, and other readily
available information. As a result, this report does not directly address the following issues:

s The market viability of the proposed land uses at both sites under the three different
scenarios.

+ Differences in the pace of development at the two sites under the three different scenarios.
» The balances of General Fund revenues and costs in the years before buildout.

« The current service provider capacity to accommodate new development service needs and
additional development-specific service needs.

These issues could be addressed through a real estate market assessment and the development
of a dynamic (time series) fiscal impact model, including interviews with individual City
departments. :

Key Findings

The key findings of the study are described below. Tables 2 and 3 summarize the results of the
fiscal impact analyses and Table 4 shows the results of the economic impact analysis.

1. At buildout of the Airport West and iStar sites, there will be significant positive
impacts on the City’'s General Fund and Redevelopment Agency funding under the
“with stadium” scenarios.

The net annual fiscal surplus accruing to the City’s General Fund at buildout is expected to
range from $1.4 million to $2.3 million under the “with stadium” scenarios. In addition, the
Redevelopment Agency is expected to receive between $8.8 million and $9.7 million annually
at buildout to fund redevelopment and affordable housing projects. ‘Signiﬁcant positive
impacts also occur under the “without stadium” scenario.

2. If a viable location is found for the displaced retail capacity at the iStar site, the
“with stadium” scenarios and the “without stadium” scenario generate similar
buildout fiscal surpluses of $2.3 million annually and $2.5 million annually,
respectively.

The $2.3 million annual surplus under Scenario B depends on the sales tax revenues from
the displaced retail from the iStar site, the payment by stadium operators of the full costs of

P:\17000s\171255an iim\Report\17125tech, 32609.doc
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public services provision associated with stadium events, and stadium property tax revenue
based on an assessed value at 80 percent of the expected stadium construction cost. The
static nature of this analysis does not allow for a comparison of the differences between the

“with stadium” and “without stadium” scenarios associated with potentially differing market

absorption rates for the development programs proposed under these scenarios.

The inability to relocate the retail capacity at the iStar site to another site in
Edenvale would significantly reduce the fiscal surplus to the City’s General Fund of
the “with stadium” scenarios.

Scenario C assumes that the displaced retail at the iStar site is not developed elsewhere in
Edenvale. Under this scenario, the City’s General Fund annual revenues at buildout are
reduced by more than $1.0 million, primarily associated with this loss of retail development.

Because property taxes in the Edenvale Redevelopment Area accrue to the City’s
Redevelopment Agency in the form of Tax Increment, residential development at
the iStar site generates a fiscal deficit to the City’s General Fund. However, the
overall fiscal impact on the General Fund of the “with stadium” scenarios is still
significantly positive.

New residential development at the iStar site is expected to result in an annual fiscal deficit
of about $460,000 each year, primarily because property taxes accrue to the Redevelopment
Agency and not the City. Some of this deficit is offset by the additional revenues accruing to
the City’s General Fund from the expected property tax revenue and sales tax revenues
associated with stadium development and operation. The remaining deficit is more than

‘offset by the significant fiscal surpluses generated by the office/industrial, retail, and hotel

development.

Tax increment revenues are expected to be more than tWice as high under the
“with stadium” scenarios.

Significant housing set-aside revenues as well as Redevelopment Agency net tax increment
revenues will be generated under all scenarios. Under the “without stadium” scenario,
housing set asides are estimated at $940,000 and net tax increment to the Redevelopment
Agency is estimated at $3.0 million. Under both variations of the “with stadium” scenarios,
housing set aside revenues are above $2.1 million and net tax increment revenues are above
$6.7 million. The higher tax increment revenues under Scenarios B and C are partially due.
to the higher development value associated with residential development at the iStar site,
but they are also due to the additional development capacity generated elsewhere in
Edenvale. '

The ongoing economic impacts of the proposed development under all scenarios
(but not including the economic impact of the stadium operations) are significantly
positive, ranging from $1.58 billion to $1.86 billion annually in direct economic
output.

The ongoing economic impacts are largest under Scenario B with direct economic impacts of
$1.86 billion and direct jobs of about 6,100. The indirect and induced economic impacts are
also highest under this scenario. Construction activity (including construction of the stadium)

P:\17000s\17125San. fum\Report\17125tec 32609.doc




Technical Memorandum March 26, 2009
Updated Fiscal and Economic Impact Analysis Page 6
of Major League Soccer Stadium Proposal

generates temporary economic activity and is expected to support about 8,600 direct person-
years of employment under the “without stadium” scenario and between 13,800 and 12,900
person-years of employment under the “with stadium” scenarios.

Student generation at the iStar site under the “with stadium” scenarios is likely to
require the affected school districts to add new classrooms or adjust the district
boundaries.

Development of housing on the iStar site is expected to generate 240 elementary-aged
students, 60 intermediate-aged students, and 120 high school-aged students. Given the
limited capacity within the Oak Grove Elementary School District and the East Side Union
High School District, new classrooms and/or district boundary adjustments will likely be
required.

Key Assumptions

The results of this analysis are sensitive to each of the following assumptions.

Pace of Development and Absorption. This analysis estimates the economic and fiscal
impacts of development under the three scenarios at full buildout. It does not consider the
impacts of market demand or macro-economic cycles on the pacé of absorption. This level of
detail could be provided through the development of a dynamic fiscal impact analysis model,
if needed. '

Development Values. Updated development values in this model are based on information
provided by the developer as well as prior work EPS has performed in the City of San Jose.
The development cost of the stadium was reduced from $100 million to $60 million based on
input from the developer. In addition, office/light industrial market values are discounted by
15 percent to reflect current market conditions. Retail market values are discounted by 20
percent, and hotel room values are discounted by 20 percent. Residential values are reduced
by 11 percent based on 2008 monthly CBIA/Hanley Wood Market Intelligence New Home
Sales and Pricing Reports for the San Jose/Sunnyvale/Santa Clara region.2

Economic Performance. To adjust for deteriorating economic conditions, retail sales per
square foot were reduced by 10 percent and hotel room rates were reduced by 10 percent.

Reallocation of iStar Development Capacity. This analysis assumes that there is land
available within the Edenvale Redevelopment Area to accommodate the transferred v
entitlements from the iStar site. There may be more potential to transfer the office/industrial
entitlement than the retail entitlement, which is why this analysis considers Scenario C, in
addition to Scenario B. Whether or not the retail can be shifted to one or more other sites in
Edenvale has significant sales and use tax revenue implications. ’

2 http://www.cbia.org/go/cbia/newsroom/housing-statistics/median-prices/index.cfm

P:\17000s\17125San. jum\Report\17125tec 32609.doc
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» Airport West Development. This analysis assumes the same commercial development
program capacity at the Airport West site regardless of whether or not the stadium is
developed. This analysis also assumes that there is the same level of market demand for the
commercial space (retail and hotel especially) regardless of whether or not the stadium is
developed. ‘

» Stadium-Related Public Service Costs. This analysis assumes the Athletics make direct
payments of stadium-related public service costs to the City’s General Fund. As a result,
stadium-related revenue from possessory interest tax and sales and use taxes represents a
net addition to the City's General Fund.

» Public Service Costs. Public service costs in this analysis are based on current budget and
staffing ratios, which are assumed to be satisfactory. They are not based on departmental
interviews or full consideration of existing capacity. Methodologies for fiscal impact analysis
are either per capita or per emponee costs and draw upon prior EPS fiscal analyses
conducted for development projects in the City of San Jose.

. Tax Increment Revenues. This analysis assumes that after the housing set aside and
other obligatory pass-throughs, approximately 56 percent of tax increment revenue
generated by the new development stays with the City’s Redevelopment Agency. This
percentage is based on a review of the Agency’s budget but has not been confirmed with
Agency staff.

» Expenditures inside Stadium. SportsEconomics’ report estimated that expenditures inside
the stadium (tickets, concessions, and merchandise) would be approximately $13.2 million.
This updated analysis reduces this estimate by 10 percent to $11.9 million. -This analysis
assumes 100 percent of these sales are taxable retail sales, based on SportsEconomics’
report. ‘

» Property tax from Stadium. Unlike in the February 2008 analysis where it was envisioned
that the Stadium would be owned by the City and leased to the Athletics, it is now
anticipated that the Stadium land will be sold to the developer and privately owned. This
arrangement shifts what was estimated as possessory interest tax revenue to property tax
revenue. This analysis assesses the value of the stadium at 80 percent of the Stadium'’s
estimated construction cost and then calculates the City’s share of the 1 percent property
tax.

P:\17000s\171255an dium\Report\171 2609.doc




Table 1
Project Description Summary
Fiscal and Economic Impact Analysis of Major League Soccer Stadium; EPS #17125

) Elsewhere
Scenario/ Land Use Airport West - iStar in Edenvale Total
Scenario: A :
Office/Light Industrial (square feet) 1,514,000 1,000,000 0 2,514,000
Retail (square feet) 75,000 450,000 0 525,000
Hotel (rooms) ’ 300 0 0 300
Residential (units) 0 0 0 0
Stadium ' No na na No
Scenario B
Office/Light Industrial (square feet) 1,514,000 0 1,000,000 2,514,000
Retail (square feet) 75,000 0 450,000 525,000
Hotel (rooms) 300 0 0 300
Residential (units) 0 1,300 0 1,300
Stadium Yes na na Yes
Scenario C i '
Office/Light Industrial (square feet) 1,514,000 0 1,000,000 2,514,000
Retail (square feet) 75,000 0 0 75,000
Hotel (rooms) 300 0 0 300
Residential (units) ; 0 1,300 0 1,300
Stadium ‘ Yes : na na Yes

Sources: City of San Jose; Oakland Athletics/ Hunter Storm; Economic & Planning Systems, Inc.

Economic & Planning Systems, Inc. 3/26/2009 P:\17000s\17125SanJose Stadium\Models\17125FiscalModel_update_030609.xls
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Table 3 : ‘ -
Annual Fiscal Impact Expanded Summary at Project Buildout (2009 Dollar Terms) by Scenario
Fiscal and Economic Impact Analysis of Major League Soccer Stadium; EPS #17125

Scenario A Scenario B Scenario C
Category Without Stadium With Stadium With Stadium/no Edenvale Retail
City General Fund Revenues
Property Tax . $813,909 $873,909 $873,909
Property Tax In-Lieu of VLF $417,724 $696,493 $658,267
Possessory Interest Tax $0 : $0 $0
Sales Tax $1,272,164 $1,571,755 $613,179
Transient Occupancy Tax [1] $510,489 $510,489 $510,489
Franchise Fee $95,258 $212,551 $191,533
Utility Users Tax $191,542 $427,390 $385,128
Business Tax $196,217 $223,668 $180,374
Fines, Forfeitures, and Penalties $0 $46,495 $46,495
Motor Vehicle License Fee $0 $14,487 $14,487
Gas Tax Transfer $0 $61,405 $61,405
Construction and Conveyance Tax Transfer $18.461 $40.946 $39.257
‘Total General Fund Revenue $3,497,302 $4,638,642 $3,535,267
City General Fund Expenditures
General Government
General Govemment $46,498 $76,273 $66,014
Finance $9,029 $14,810 $12,818
Economic Development $4.179 $6.855 $5,933
Total General Govemment $59,706 $97,938 $84,765
Public Safety
Fire _ $266,129 $654,087 $595,368 -
Palice $513.571 $1,262,244 $1,148,929
Total Public Safety $779,700 $1,916,331 $1,744,297
Capital Maintenance )
General Service $42,787 $95,471 $86,031
Public Works $22,568 $50,355 $45,376
Transportation $35.475 $44.840 $35,971
Total Capital Maintenance . $100,829 $190,667 $167,378
Community Services .
Library $0 $37,305 $37,305
Park, Recreation & Neighborhood Services $0 $95,700 $95,700
Planning, Building & Code Enforcement $21.044 $46.957 $42 313
Total Community Services $21,044 $179,962 $175,319
Total General Fund Expenditures $961,279 $2,384,898 $2,171,758
City General Fund - Net Annual Fiscal Balanc $2,536,023 $2,253,744 $1,363,509
. City Redevelopment Agency
Net Tax Increment to Redevelopment Agency $2,958,270 $7,336,251 $6,707,328
Housing Set-Aside Revenues $940,178 $2,331,559 $2,131,679

[1] Includes General Fund share of TOT only, although additional TOT revenues (appraximately $850,000 annually) benefiting fine arts and cultt
programs, the Convention ‘and Visitors Bureau, and the conventions and cultural facilities operations are also generated.
[2] Represents the portion of C&C tax that offsets Parks O&M costs.

Sources: City of San Jose; Economic & Planning Systems, Inc.

Economic & Planning Systems, Inc. 3/26/2009 . P:\17000s\17125SandJc i Is\17125F it {_update_030609.xis
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APPENDIX A

Key Assumptions and Calculations
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Table A-2
Citywide Demographic Data .
Fiscal and Economic Impact Analysis of Major League Soccer Stadium; EPS #17125

ltem » Amount Source
Households (2008) 307,613 DoF
Mean Household Income ($2009) [1] $101,085 ABAG
Single Family Housing Units 196,100 ) DoF
Multi Family Housing Units 100,485 DoF
Population a 989,496 DoF
Persons per Household 3.24 DoF
Total Employed Residents 402,290 ABAG
Total Jobs ‘ b ‘ 363,380 ABAG

1,171,186 " c=a+12*b

]

Daytime Service Population [2]

[1] 2005 ABAG estimate inflated to $2008 using San Francisco-Oakland-San Jose, CA CPI and then inflated to
$2009 by 3.0%.

[2] "Daytime Service Population" e'quals 100 peréent of City residents plus 1/2 of City jobs. This measure of
service population is used for cost impacts where employment affects the demand for service but by less than the
residential demand. .

Source: California Department of Finance 2008 estimate, Association of Bay Area Governments 2005 Projection,
and Economic & Planning Systems, Inc.

Economic & Planning Systems, Inc. 3/26/2009 P:\17000s\17125S5anJoseStadium\Models\171 25FiscalModel_update 030609.xls
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Table A-15
Student Generation Rates
Fiscal and Economic Impact Analysis of Major League Soccer Stadium; EPS #17125

Item K-6 7-8 912 Total
Residential Units [1]
Cluster 182 182 182 182
Townhome 1 ‘ 260 260 260 260
Townhome 2 299 299 299 299
Townhome 3 377 377 377 377
Apartments 182 182 182 182
Age Restricted Senior 0 0 _ 0 0
Total Units 1,300 1,300 1,300 1,300
Students [2]
Student Generation Rate
Cluster 0.16 0.04 0.08 _ 0.28
Townhome 1 016 - 0.04 0.08 0.28
Townhome 2 016 0.04 0.08 0.28
Townhome 3 0.16 - 0.04 0.08 0.28
Apartments 0.32 0.08 0.16 0.56
Students Generated
Cluster , 29 7 15 51
Townhome 1 42 10 21 73
Townhome 2 48 12 24 . 84
Townhome 3 60 15 30 105
Apartments -58 15 29 102
Total Students 237 59 119 415

[1] Estimated iStar product mix »
[2] Source: Oak Grove ESD Enroliment Study, 2006 and interpolated HSD SGR.

Sources: Oak Grove ESD Enrollment Study, 2006; Economic & Planning Systems, Inc.
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