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Lamug; Joy

From: : Veneracion, April

Senf: Wednesday, July 03, 2013 8:49 AM

To: Tom Lippe; Lamug, Joy

Ce: S "~ .Frye, Tim; Guy, Kevin; lonin, Jonas; BOS- -Supervisors; BOS-Legislative Aides; Calvillo,

. : Angela; Caldetra Rick; Dayrit, Enca "Engler, Daniel M.'

Subject: . RE: Appeal of the Historic Preservation Commission's Decision on a Major Permit to Alter

Relafing to 706 Mission Street

- Dear all,

Both parties have agreed to a confinuance of the appeal of the Historic Presefvation Commission's decision on a major
permit to alter relatmg to Zg's Mrs;‘non Street to date certain July 23, 2013.

T R
Supervisor Kim wﬂl makﬂ a motlon tta that effect at next Tuesday’s July 9, 2013 board meeting.
Have a great holiday weekend. '

Apri'l Veneracion Ang

From: Tom Lippe [Hippe@lgwlawyers.com]

Sent: Monday, July 01, 2013 12:50 PM

To: Lamug, Joy

Cc: Frye, Tim; Guy, Kevin; Ionin, Jonas; BOS- Super\nsors BOS—Leg[s{atrve Ardes Calszo Angela; Caldeira, Rick; Dayrit,

Erica; 11:“.'*;!er, Daniel M.
Subject. RE: Appeal of the Historic Preaervatlon Commission’s Decx:,@n on & Major Permit to Alter Relating to 7 06

Mission Street
Dear Ms. Lamuo

| On behalf of Appellants, I request that the Board of Superﬁsors continue the July 9,2013 hearing on this appeal
to a date when it can be heard on the same agenda as the proposed Special Use District and Zoning Map
Amendment proposed for this Project.-

Later dates in July that work for mjf clients and myself are July 16 and July 23.
Thark you for your attention to this matter.

Tom Lippe .

Lippe Gaffney Wagner LLP
329 Bryant Street, Suite 3D
San Francisco, CA 94107

. Tel 415 777-5600 x 202

Fax 415 777-9809 '

e-mail: tippe@lgwlawyers.com

Web: www. Igwlawyers.com and www. hppelaw com
CONFIDENTIALITY NOTE: This and any acoompanymg pages contain information from LIPPE GAFFNEY WAGNER LLP

which may be confidential and/or legally privileged. The information is intended to be for the sole use of the individual or

entity named above. Unauthorized interception, review, use or disclosure is prohibited and may violate applicable laws

~ including the Electronic Communications Privacy Act, 18 U.S.C. §§ 2510-2521. If you are not the intended- rempxent
please contact the sender and destroy all coplies of the communication.
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From: Lamug, 3oy [mailto:joy.lamug@sfgov.org]

‘Sent: June 21, 2013 3:38 PM

To: tippe@Ilgwlawyers.com-
Cc: Givner, Jon; Stacy, Kate; Ruiz-Esquide, Andrea; Byrne, Marleng; Boyajian, Judy; Sanchez, Scott Jones, Sarah;
Rodgers, AnMarie; Frye, Tim; Yegazu, Lily; Guy, Kevin; Tonin, Jonas; BOS-Supervisors; BOS- Leglslatlve Aides; Calwllo

Angela; Caldeira, Rick; Da

Subject: Appeal of the Historic Preservation Comrnission's Decision on a Major Permit to Alter Relating to 706 Mission
Street

Dear Mr. Lippe:

The Office of the Clerk of the Board is in receipt of'a memérandum dated June 20, 2013, from the City Attorney’s Office
regarding the appeal of the Historic Preservation Comnussmn s decision on a MaJor Permlt to Alter relating to 706
Mission Street

The City Attorney has determmed that the appeal is appealable to the Board of Superv1sors
I have attached a copy of the City Attorney’s memorandu.m for further explanation.

A hearing date has been schédﬁled on Tuesday, July 9,'201‘3, at 3:00 p.m., at the Board of Supervisors meeting to be
held in City Hall, Legislative Chamber, Room 250, 1 Dr. Carlton B. Goodlgtt_Place, San Francisco, CA 94102.

P Please provide 1 electronic copy and 18 hard copies to the Clerk’s Office by:

8-

8 days prior to the hearing:  any documentation which you may want available to the Board members pnor to the
v hearing; -
11 days prior to the hearing: names of i mterested parties to be notified of the hearing.

I Ff you have any questions, please feel free to contact Legwlaiwe Director, Rick Caldeira at (415) 554-7711 or Legslatwe

Cierk,-Joy Lamug at (415) 554-7712.

Joy Lamug

. Board of Supervisors- _Clerk’s Office

1 Dr. Carlton B. Goodlett Place,
City Hall, Room 244

San Francisco, CA 94102
Phone: (415) 554-7712

Email: joy.lamug@sfgov.org

2
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From: Lamug, oy [mailto:joy.lamug@sfgov.org]

‘Sent: June 21, 2013 3:38 PM
- To: tlippe@lgwlawyers.com- :
Cc: Givner, Jon; Stacy, Kate; Ruiz-Esquide, Andrea; Byrne, Marlena; Boyajian, Judy; Sanchez, Scott; Jones, Sarah;

Rodgers, AnMarie; Frye, Tim; Yegazu, Lily; Guy, Kevin; Ionin, Jonas; BOS-Supervisors; BOS-Legislative Aides; Calvillo, -
Angela; Caldeira, Rick; Da ) )

Subject: Appeal of the Historic Preservation Commission's Decision on a Major Permit to Alter Relating to 706 Mission
Street

Dear Mr. Lippe:

The Office of the Clerk of the Board is in receipt of 2 memorandiun dated June 20, 2013, from the City Attomey’s Office
regarding the appeal of the Historic Preservation Commission’s decision on a Major Permit to Alter relating to 706
Mission Street. . ' ' ‘

The City Attomey has determinéd that the appeal is appealable to the Board of Supervisors.
I have attached a copy of the City Attomey’s'memorandum for further explanation.

A hearing date has been Sc_hedt_ﬂed on Tuesday, July 9,'201-3, at 3:00 p.xo., at the Board of Supervisors meeting to be
held in City Hall, Legislative Chamber, Room 250, 1 Dr. Carlton B. Goodl,ett_Place, San Francisco, CA 94102.

P Please provide 1 electronic copy and 18 hard copies to the Clerk’s Office by:

8 days prior to the hearing:  any documentation which you may want available to the Board members prior to the
, hearing; - ,
- 11 days prior-te the hearing: names of interested parties.to be notified of the hearing.

' If you have any questions, please feel free to contact Legislative Director, Rick Caldeira at (415) 554-7711 or Législative :

Clerk, Joy Lamug at (415) 554-7712.

Joy Lamug

. Board of Supervi-'sors—Clerk;s Office

1 Dr. Carlton B. Goodlett Place,
City Hall, Room 244:

San Francisco, €A 94102
Phone: (415) 554-7712

Email: ioy.lamug@éfgov.grg

5%13



Laraug, Joy L

From: Engler, Daniel M. [dengler@coxcastle.com]

Sent: Tuesday, July 02, 2013 10:50 AM

To: ' .- Calvillo, Angela ‘ 7

Cc: Byme, Marlena; Cleveland-Knowles, Susan; Yegazu, Lily; Frye, Tim; Guy, Kevin; Dwyer,
Debra; 'tlippe@lgwlawyers.com'; Lamug, Joy; Bradish, Margo; Birkey, Scott B.

Subject: Appeal of the Historic Preservation Commission’s Decision on the Major Permit to Alter for the
706 Mission Street-The Mexican Museum Project

Attachments: Letter to Board.pdf '

Dear Ms. Cavillo,

On behalf of the Project Sponsor for the 706 Mission Street-The Mexican Museum Residential Tower Project, attached
please find a letter responding to Mr. Lippe’s email dated July 1, 2013 requesting a continuance of the July 9, 2013
hearing on the appeal of the Major Permit to Alter for the Project.

Regards,
Dan

Daniel M. Engler ‘
Cox, Castle & Nicholson LL
5565 California Street, 10th Floor
San Francisco, CA 84104
Direct Dial: (415) 262-5134
Fax: {415) 262-5189

Email: gengler@coxcastle.com
Website: www.coxcastle.com
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ez COXCASTLE NICHOLSON - Cox, Castle & Nicholson LLP .
: : _ 555 California Streer, 10* Floor
H San Frandisco, California 94104-1513
P 4152625100 F415.262-5199

Margo N, Brzd-ish
415.262.5101

mbradish@coxcastle.com

JUIY 2, 2013 File No.” 5623"3
BY E-MAIL

Roard President David Chiu and Members of the Board of Supervisors
c/o Ms. Angela Calvillo

Clerk of the Board of Supervisors

City of San Francisco ‘

1 Dr. Cadron B. Goodlert Place

San Francisco, CA- 94102-4689

Re: 706 Mission Street — Residential Tower and Mexican Museum Project; Project
Sponsor’s Response to Appellants’ Request for Continuance

Dear Board President David Chiv and Members of the Board of Supervisors:

] am in_receipt of an e-mail to the Board of Supervisors’ Clerk’s Office dated July 1,
2013, from Mr. Tom Lippe, counsel for Appellants in the appeal of the Hisroric Preservarion
Commission’s approval of a Major Permit to Alter for the 706 Mission Street — The Mexican
Museum and Residential Tower Project. Mr. Lippe’s email requests that the Board of Supervisors
continue the July 9, 2013, hearing on the appeal.

On behalf of 706 Mission Street Co LLC, the Project Sponsor, we would agree to
~ Mr. Lippe's request for a continuance, provided that the appeal can be calendared to a date certain
and placed on the Board of Supervisors’ July 23, 2013 agenda, where it can be considered along with
the Project’s Special Use District and Zoning Map Amendment proposals. -

Sincerel:

MargéN. Bradish

ce: - Sean Jefferies, Millennium Partners ‘
Marlena Byrne, Esq., San Francisco City Attorney’s Office _
Susan Cleveland-Knowles, Esq., Esq., San Frandisco City Attorney’s Office
Ms. Lily Yegazu, San Francisco Planning Department '
Mr. Tim Frye, San Frandisco Planning Department
Mr. Kevin Guy, San Francisco Planning Department
Ms. Debra Dwyer, San Francisco Planning Department
Tom Lippe, Esq., Lippe Gaffney Wagner LLP
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Lamug, Joy

From: Tom Lippe [tlippe@lgwlawyers.com]

“Sent: Monday, July 01, 2013 3:48 PM
To: - Lamug, Joy
Cc: Caldeira, Rick
Subject: RE: Appeal of the Historic Preservatlon Commission's Dec1510n on a Major Permit to Alfer
Relating to 706 Mission Street
© Attachments: LGW 026 070113 Party Addresses.pdf -
Dear Ms Lamug

Please see attached letter with addresses of known interested parties

Tom Lippe
Lippe Gaffney Wagner LLP
328 Bryant Street, Suite 3D
San Francisco, CA 84107
Tel 415 777-5600 x 202
Fax 415 777-9809
e-mail: lippe@lgwiawyers.com
Web: www.Igwlawyers.com and www.lippelaw.com
CONFIDENTIALITY NOTE: This and any accompanying pages contain information from LIPPE GAFFNEY WAGNER LLP

which may be confidential and/or fegally privileged. The information is intended to be for the sole use of the individual or

entify named above. Unauthorized interception, review, use or disclosure is prohibited and may violate applicable laws

_ including the Electronic Communications Privacy Act, 18 U.S.C. §§ 2510-2521. ifyou are not the intended recipient
please contact the sender and destroy all copies of the cemmunication.

From: Lamug, Joy [mailto:joy.lamug@sfgovk.org]
Sent: July 01, 2013 10:06 AM
To: Tom Lippe :

Cc: Caldeira, Rick '
Subject: RE: Appeal of the Historic Preservation Commission's Decision on a Major Permlt to Alter Relating to 706

MlSSlon Street
Good Morning Mr. Lippe,-

Thank you for your email. Kindly provnde us with the names and addresses of the mterested parties to be notified.

Thank you.

loy Lamug

Board of Supervisors-Clerk’s Office
1 Dr. Carlton B. Goodlett Place,
City Hall, Room 244

San Francisco, CA 94102

Phone: (415) 554-7712

Email: joy.lamug@sfgov.org
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From: Tom Lippe [mailto:tlippe@lgwlawyers.com]

Sent: Friday, June 28, 2013 3:29 PM

fo: Lamug, Joy , .

Cc: Givner, Jon; Stacy, Kate; Ruiz-Esquide, Andrea; Byrne, Marlena; Boyajian, Judy; Sanchez, Scott; Jones, Sarah;
Rodgers, AnMarie; Frye, Tim; Yegazu, Lily; Guy, Kevin; Ionin, Jonas; BOS-Supervisors; BOS-Legislative Aides; Calvillo,
Angela; Caldeira, Rick; Dayrit, Erica; 'Engler, Daniel M.’ v , ,
Subject: RE: Appeal of the Historic Preservation Commission's Decision on a Major Permit to Alter Relating to 706
Mission Street .

Dear Ms Lamung

Please see attached letter responding to ydu.r request for the names of interested parties.

Tomn Lippe :

Lippe Gaffney Wagner LLP

329 Bryant Street, Suite 3D

San Francisco, CA 84107

Tel 415 777-5600 x 202

Fax 415 777-9809

e-mail: tippe@lgwlawyers.com

Web: www Igwlawyers.com and www.lippelaw.com’

CONFIDENTIALITY NOTE: This and any accompanying pages contain information from LIPPE GAFFNEY WAGNER LLP

which may be confidential and/or legally privileged. The information is intended to be for the sole use of the individual or
" entity named above. Unauthorized interception, review, use-or disclosure is prohibited and may violate applicable laws

including the Electronic Communications Privacy Act, 18 U.S.C. §§ 2510-2521. If you are not the intended recipient

please contact the sender and destroy all copies, of the communication. : :

From: Lamug, Joy [mailto:joy.lamug@sfgov.org]

Sent: June 21, 2013 3:38 PM i

To: tlippe@Ilgwlawyers.com : : :

Cc: Givner, Jon; Stacy, Kate; Ruiz-Esquide, Andrea; Byrne, Marlena; Boyajian, Judy; Sanchez, Scott; Jones, Sarah;
Rodgers, AnMarie; Frye, Tim; Yegazy, Lily; Guy, Kevin; Ionin, Jonas; BOS-Supervisors; BOS-Legislative Aides; Calvillo,
Angela; Caldeira, Rick; Da-. : o :

Subject: Appeal of the Historic Preservation Commission's Decision on a Major Permit to Alter Relating to 706 Mission
Street ' '

Dear Mr. Lippe:
The Office of the Clerk of the Board is in receipt of a memorandum dated June 20, 2013, from the City Attorney’s Office
‘regarding the appeal of the Historic Preservation Commission’s decision on a Major Permit to Alter relating to 706.
~ Mission Street. - ' . .
. The City Attorney has determined that the appeal is appealable to the Board of Supervisbrs.

I have attached a copy of the City Aﬁdmey’s memorandum for further explanation.

A hearing date has been scheduled on Tuesday, July 9,2013, at 3:00 p.m., at the Board of Supervisors meeting to be
o held in City Hall, Legislative Chamber, Room 250, 1 Dr. Carlton B. Goodlett Place, San Francisco, CA 94102. '

P Please provide 1 electronic copy and 18 hard copies to the.CIe'rk’s Office by:
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8 8 days prior to the hearing:  any wocumentation which you may want available o the Board members prior to the
. ‘hearing; :
11 days prior to the hearing: names of interested parties to be notified of the hearing.
If you have any queétions, please feel free to contact Legislative Director, Rick Caldeira at (415) 554-7711 or Legislative
Clerk, Joy Lamug at (415) 554-7712. '

Joy Lamug ' -
Board of Supervisors-Clerk’s Office
1 Dr. Carlten B. Goodlett Place,
City Hall, Room 244

San Francisco, CA 94102

Phone: (415) 554-7712

Email: joylamug@sfgov.org
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_— . . : : ' [ThomasN Lippe
L!ppe Gaﬁﬂey Wag ner LE_.P www.Igwlawyers.com I Brian Gaffneypp
‘ Keith G. Wagner
1 Kelly A. Franger

SAN FRANCISCO - 329 Bryant Si., Ste. 3D, San Francisco, CA 94107 - T 415.777.5600 - F 415.777.9809

SACRAME_NTO - 9333 Sparks Way, Sacramento, CA 95827 - T 916.361.3887 - F 916.361.3897
L . - I Henry A. Steinberg

July 1, 2013

Ms. Angela Calvillo

Clerk of the Board of Superwsors
City of San Francisco

1 Dr. Carlton B. Goodlett Place
San Francisco, CA 94102-4689

Re: Appeal of May 15, 2013 Historic Pr_eservation- Commission Article 11
Determination; Motion No. 0197. ' ‘ .

Dear Ms. Calvillo:

“This office represents the 765 Market Street Residential Owner’s Association (“ROA™),
Friends of Yerba Buena (“FYB”™), Paul Sedway, Ron Wornick, Matthew Schoenberg, Joe Fang, and
Margaret Collins (collectively “Appellants™), regarding the 706 Mission Street - Residential Tower
and Mexican Museum Project (“the Project”). I am writing in response to your email request for
the addresses of “interested parties.” |

1. - My clients listed in the first paragraph of thisletter (i.e., appellants), may be notlﬁea through
me, zt the San Francisco address on the letterhead above.

2. ‘The Project Sponsors 706 Mission Street Co., LLC, may be notified through their counsel:
Margo N. Bradish, Cox, Castle & Nicholson LLP, 555 California Street, 10th Floor, San Fran01sco
CA 94104-151 3

3. Tenants and Owners Development Corporation and Yerba Buena Neighborhood Consortium
may be notified through their counsel: Susan Brandt-Hawley, Law Ofﬁces of Susan Brandt-Hawley,
13760 Amold Drive, Glen Ellen, CA 95442,

Thank you for your attention to this matter.

Very Tmly Yours,

Thomas N. Lippe

WLgw-serveritl\706 Mission\Administrative Proceedings\LGW Docs\BOS HPC Art 11 Appea\LGW 026 070113 Party Addresses.wpd
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Lamﬁ% Joy

From: o Tom Lippe [tlippe@lgwlawyers.cem]

Sent: ' Monday, July 01, 2013 4:29 PM
To: Lamug, Joy; BOS-Supervisors
Cc: Givner, Jon; Stacy, Kate; Ruiz-Esquide, Andrea; Boyajian, Judy; Sanchez, Scott; Guy, Kevin;

lonin, Jonas; Calvillo, Angela; Caldeira, Rick; BOS-Legislativé Aides; 'Bradish, Margo'; ‘Birkey,
Scott B.";, 'Engler, Daniel M.

Subject: [WARNING : MESSAGE ENCRYPTED] RE: Appeal - Major Permit to Alter for the 706
v Mission Street-The Mexican Museum Residential Tower Project
Attachments: - . LGW 0253 070113 Appeal of HPC to BOS.pdf; Exh 2 EPS Report May 8 2013.pdf; Exh 1

Final Sussman Report 6-28-2013 with Exhibits.pdf

Please see Appellants' addition_al documentation in support of this appeal, attached.

Tom Lippe
Lippe Gaffney Wagner LLP
329 Bryant Street, Suite 3D
San Francisco, CA 94107
Tel 415 777-5600 x 202
Fax 415 777-9809
e-mail: Hippe@lgwlawyers.com _
Web: www.lgwlawyers.com and www.lippelaw.com
CONFIDENTIALITY NOTE: This and any accompanying pages contain information from LIPPE GAFFNEY WAGNER LLP
which may be confidentialand/or legally privileged. The information is intended to be for the sole use of the individual or
entity named above. Unauthorized-interception; teview, use or disclosure is prohibited and may violate applicabie laws
including the Electronic Communications Privacy Act, 18 U.S.C. §§ 2510-2521. If you are not the infended recipient
please contact the sender and destroy alt copies of the communication. .

" From: Lamug, Joy [mailto:joy.-!amug@sfgov.oréj
. Sent: July 01, 2013 1:06 PM

To: BOS- Superv;sors '
Cc: Givner, Jon; Stacy, Kate; Runz—Esqmde Andrea; Boyajian, Judy, Sanchez, Scott; Guy, Kevin; Ionin, Jonas; Calvillo,

Angela; Calde:ra Rick; BOS- Legtslatlve Aldes thppe@lgwlawyers com’; Bradlsh . Margo; Birkey, Scott B.; Engler Daniel .

M.
Subject: FW: Appeal Response Major Permit to Alter for the 706 MlSSlOﬂ Street The Mexican Museum Residential

Tower Project
Dear Supervisors,

' Attached please find the Planning Department’s response to the appeal of the Major Permit to Alter for the 706 Mission
Street-The Mexican Museum Residential Tower Project, scheduled to be heard on Tuesday, July 9™ at 3:00 p.m.

Thank you.

Joy Lamug

Board of Supervisors- Clerk's Offce
1 Dr. Carlton B. Goodlett Place,
City Hall, Room 244
"San francisco, CA 94102

Phone: (415) 554-7712
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Email: iov,larhug@sfgov.org
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Thomas N. Lippe

Llppe Gaﬂ:ney Wagner LLP www.lgwlawyers.com

! Brian Gaffney
Keith 'G. Wagner
) Kelly A. Franger

‘ SAN FRANCISCO - 329 Bryant St., Ste. 3D, San Francisco, CA 94107 « T 415.777. 5600 - F 415.777.9809
SACRAMENTO 9333 Sparks Way, Sacramento CA 95827 - T 916.361.3887 - F 916.361.3897 -

[ Henry A. Steinberg
July 1, 2013
Board President David Chiu and Members of the Board of Supervisors T s =
c/o Ms. Angela Calvillo l ’.E: m:_“:
Clerk of the Board of Supervisors L & 9
City of San Francisco L= Z8m
1 Dr. Carlton B. Goodlett Place - . L Toem
San Francisco, CA 94102-4689 o Q@ L, ==
. ; —E L 4 1’:"
Re: Further Argument and Evidence in Support of Appeal of May 15, 2013 Histofic
Preservation Commission Article 11 Determmatlon Motion No. 0197.. i <

Dear Board Premdent David Chiu and Members of the Board of Supervisors:

: This office represents the 765 Market Street Residential Owner s Association. (“ROA”)
Friends of Yerba Buena (“FYB”), Paul Sedway, Ron Wornick, Matthew Schoenberg, Joe Fang, and
Margaret Collins (collectively “Appellants™), regarding the 706 Missien Street - Residential Tower
and Mexican Museum Project (“the Project”) and this appeal.

I am writing to briefly restate the grounds for this appeal that-were listed in my Notice of
Appeal letter dated June 13,2013 and to prov1de additional argument, as well as add1t10na1 evidence
developed since that date.

With the exception of the additional argument presented below regarding grounds 2 through
5 and ground 7, I previously presented the arguments in support of this appeal in my office’s letter
dated May 15, 2013 to the Historic Preservation Commission (in connection with its decision to
approve the Major Permit to Alter) or in my letter dated April 25, 2013 to this Board (in connection
with my clients’ appeal of the Planning Commission’s certification of the EIR). Therefore, I will
not repeat what those letters say; instead, I hereby incorporate them by reference and also submit
herewith courtesy copies of same.

The grounds for this appeal include:
1. The Project violates Planning Code Article 11, section 1111.6(c)(6) because the Project
tower will increase the height of the Aronson Building by more than one story. See section 3 of my
April 25, 2013 letter to this Board and section IILA. of my May 15, 2013 Jetter to'the HPC.
2. The Project violates Planning Code Article 11, section 1111.6(c)(6) because the Project
tower is not compatible in scale with the Aronson Building. See section 3 of my Apnl 25,2013
letter to this Board and section IIL.B of my May 15, 2013 letter to the HPC.

3. . The Project violates Planning Code Article 1 1, section 1113(a) because the Project tower is
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Board President David Chiu and Members of the Board of Supervisors

706 Mission Street - HPC, Article 11, Permit to Alter (Motion No. 0197) Appeal

Friends of Yerba Buena, Paul Sedway, Ron Wornick, Matthew Schoenberg, Joe Fang, and
Margaret Collins

July 1,2013

Page 20f6

not compatible in scale and de51gn W1th the New Montgomery-Mission-Second (“NMMS™)
Conservation District. as set forth in Sections 6 and 7 of Appendix F. See section 3 of my April 25,
2013 letter to this Board and section II.C of my May 15, 2013 letter to the HPC.

4. The Project tower violates Planning Code Article 11, section 1111.6(a) because the alteration
is not consistent with and appropriate for the effectuation of the purposes of this Axrticle 11. See
section 3 of my Aprﬂ 25, 2013 letter to this Board and section Ilf of my May 15, 2013 letter to the
HPC S

5. The Project tower violates Planning Code Article 11, section 1111.6(b) because the work
does not comply with the Secretary of the Interior’s Standards for the Treatment of Historic
Properties and Rehabilitation. See section 3 of my April 25, 2013 letter to this Board and section
I of my May 15, 2013 letter to the HPC.

With respect to grounds 2 through 5, two additional points deserve your consideration. If
the HPC is correct that the proposed tower (which is now proposed to be 480 feet high) is not out-oi-
scale with the Aronson Building and the Conservation District in violation of Article 11 standards,
then nothing is, and Article 11 ismeaningless. Therefore, the HPC’s findings on these issues violate
“the ‘cardinal rule of statutory construction” to give effect to all words and provisions of a statute .
and leave no part superﬂl,ous or moperatlve ” (Leavittv. County of Madera (2004) 123 Cal. App
1502, 1519.)

' Second Planmng Code § 1113(a) prov1des

The HPC, Planmng Commission, Board of Appeals, and Board of Superv1sors shall
find in their review of apphcatlons for any new or teplacement structure or for an
addition to any existing structure in a-Conservation District that such construction
is compatible in scale and design with the District as set forth in Sections 6 and 7 of
the Appendix that describes the District '

HPC Motion No. 0197 finds that the Project is consistent with Secretary Standard 9, stating:

Standard 9:

New additions, exterior alteratlons or related new construction will not destroy

historic materials, features, and spatial relationships that characterize the property.

‘The new work will be differentiated from the old and will be compatible with the -

historic materials, features, size, scale and proportion, and massing to protect the

integrity of the property and its environment. .. ..

Although the proposed height of the tower is much taller than the Aronson Building,

the proposed location and articulation of the tower as arelated but visually separate
~ building from the Aronson Building maintains a context that is similar to many

buildings of varying heights within the district and the immediate vicinity thereby
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Board President David Chiu and Members of the Board of Supervisors

706 Mission Street - HPC, Article 11, Permit to Alter (Motion No. 0197) Appeal

Friends of Yerba Buena, Paul Sedway, Ron Wornick, Matthew Schoenberg, Joe Fang, and
Margaret Collins :

- July 1,2013

Page 3 of 6

' retaining the spatial relationships that characterize the property within the District.

(Motion No. 0197, pp. 9—10 italics in original).)

Thus, the evidentiary support for the HPCs finding that the tower is compatible in scale with

the Conservation District and consistent with the Secretary’s Standards is that it is compatible in
scale with tall buildings outside of the Conservation District and with buildings within the
Conservation Dsitrcit that are not “contributory™ to the historic scale of the District as described in -
~ sections 6 and 7 of Appendix F of Article 11. In short, the evidence that the HPC cites in support
of its findings relating to grourids 2 through 5 is irrelevant to those findings. Irrelevant evidence
does not qualify as “substantial evidence.” (Orinda Assn v. Board of Supervisors (1986) 182
Cal. App.3d 1145, 1166 [Orinda Assn].)

6.

The Commission adopted the following CEQA Findings regarding historic resources:

a. The proposed rehabilitation, repair, and reuse of the Aronson Building under the
proposed project would not cause a substantial adverse change in the significance of the
Aronson Building as a historical resource under CEQA. (Impact Cp-5).

b. The Project tower would net cause a substantial adverse change in the significance
of the Aronson Building historical resource. (Impact CP-6).

c. The Project tower would not cause a substantial adverse change in the significance
of nearby historical resources (Impact CP -7).

d. The Project, in combination with other past, present, and reasonably foreseeable
future projects in the project vicinity, would not have a cumulatively considerable

- contribution to a significant unpact on historic architectural resources (Impact CP-2).

In making these findings, the HPC did not proceed in the manner required by law and they

are not supported by substantial evidence in the record for all the reasons descnbed in my letters
dated April 25, 2013 to this Board and May 15,2013 to the HPC

7.

The HPC’s CEQA Findings do not comply with governing law.

a. . The HPCadopted a CEQA Finding (in Section IV of Motion No. 0197) that further
mitigation of the Project’s significant cumulative shadow impact on Union Square by

- reducing the height of the tower is infeasible. The Commission did not proceed in the

manner required by law in makmg this finding, and it is not supported by substantial
evidence in the record. :

The applicant’s analysis of the financial feasibility of Project alternatives (i.e., the
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May 8, 2013 report by Economic and Planmng Systems) finds the Reduced Shadow
Alternative (i.e. a tower height of 351 feet with 27 stories as discussed in the Project EIR)
is not financially feasible, meaning it has a negative Project Residual. “Project Residual”
is defined in the EPS Report as any amount of net profit above a “Developer Return” equal
to a predetermined percentage of costs (i.e., 18% in EPS’s analysis). The EPS report shows
no developer profit on the Reduced Shadow Alternative because the Project Residual is
negative (i.e., -$137,623,238). (Exhibit 2, EPS Report, Appendix A, Table 5.)

Neither the Project EIR nor the EPS Report analyze any mitigation measure or
alternative that calls for a tower lower than 520 feet but higher than 351 feet that would
“substantially lessen” the impact, even if it would not entirely avoid the impact. Therefore,
based on the record as it now stands, no agency of the can make the finding required by -
CEQA that there are no feasible mitigation measures that would “substantially lessen” ’[hlS
impact. See section VIII of my May 15, 2013 letter to the HPC.

Also, the EPS report shows that there are feasible alternative tower heights lower
than 520 feet, because it shows the developer’s profit-on the proposed Project is
$123,607,636, which consists of a required Developer Return of $83,315,695 (equal to 18%
of costs) plus a positive Project Residual of $40,291,941 over and above the required
Developer Return: (Exhibit 2, EPS Report, Appendix A, Table 1.) Therefore, once again,
neither the HPC nor this Board can make the finding required by CEQA that there are no
feasible mitigation measures that would “substantially lessen” this unpact.

» Perhaps in recognition of this fact, the applicant changed the Project by lowering the

. tower to 480/510 feet. But this does not solve the problem, because there are still tower
heights below 480/510 feet that are financially feasible that would lessen the shadow impact
on Union Square At a minirhum, the EIR needs to be revised and recirculated to explain .
these matters in more detail, and in a manner that allows the public to meaningfully
participate in the discussion. To date, the public has been systematically excluded from
participating inthe dlscussmn of feasible mitigation measures that would substantially lessen
this 1mpact -

Fmally, T retained CPA FEric Sussman, of the Anderson Graduate School of
Management at UCLA (where he has taught Real Estate Investment and Finance, Finance,
Financial Reporting, Financial Statement Analysis, and Managerial Accounting since 1995)

_in order to provide an independent critique of the applicant’s (i.e., EPS’) analysis of the
financial feasibility of reducing the tower height to avoid casting shadow on Union Square.
Mr. Sussman’s report is attached hereto as Exhibit 1.

Mr. Sussman found that the EPS report is based on unjustified and unjustifiable .

assumptions that systematically biased its analysis of the feasibility of the Reduced Shadow
Alternative. With respect to each of six key variables (i.e., construction cost per unit size,
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- size of floor plate, sale price per unit size, sale price per current market conditions, efficiency
- ratio, developer return ratio, and necessity for TDR purchases), the EPS reports assumes a
value that artificially depresses the financial feasibility of the Reduced Shadow Alternative.

In contrast to the EPS Report’s conclusion, after correcting the values of the six key
variables listed above, Mr. Sussman found the Reduced Shadow Alternative to be-
financially feasible because it results in net profits to the developer of $156,622,642, which
consists of a required Developer Return of $56,097,525 (equal to 15% of costs) plus a
positive Project Residual of $100,525,117 over and above the required Developer Return.
(Exhibit 1, Sussman Report, Exhibits 4 and 5.)

b. Just before the May 23, 2013, Planning Commission and Recreation and Park
Commission hearing on this matter, the Planning Department recommended to these
Commissions that the amount of sunlight “added back™ to Union Square Park by the Macy’s
remodel be included in the increase in the Absolute Cumulative Shadow Limit being adopted
for Union Square to accommodate this Project. So just like that, a very real environmental
resource was erased, and without any discussion of doing so in the EIR or a revised and
recirculated EIR. This last minute change altered the Project Description, the baseline for
assessing the Project’s shadow impacts on Union Square, and the severity of this impact.

Therefore, CEQA requires that the City revise and recirculate the EIR before e any agency of
the City, including the HPC, makes the CEQA Fmdmgs required by Public Resources Code

. section 21081.

8. The EIR does not disclose that the Historic Preservation Commission has permitﬁng
jurisdiction over the Project, nor disclose that a Permit to Alter is a required Project approval. See
section 2 of my April 25, 2013 letter to this Board and section IL.A of my May 15, 2013 Ietter to the
HPC. S : :

9. The EIR has not properly analyzed how the project conflicts with the San Francisco Planning
Code and will result in significant impacts to historical resources. See section 4 of my April 25,
2013 letter to this Board and section IV.B of my May 15, 2013 letter to the HPC.

10. - The EIR’s cumulative impact analysis impermissibly compares the Project impacts to the -
already degraded setting. See section V.A of my May 15, 2013 letter to the HPC.

11.  The EIR employs an arbitrary standard of “views within the district” to determine that
impacts-to historical resources are not significant. See section V.B of my May 15, 2013 letter to
the HPC. .

As aresult of the EIR deficiencies described above, recirculation of a rev1sed draft EIR is
required. See section VI of my May 15, 2013 letter to the HPC.
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In addition, for the reasons stated above, the Major Permit to Alter should be denied.
Thank you for your attention to this matter.

Very Truly Yours,

Thomas N. L1ppc

WLgw-server\ti\706 Mission\Administrative Proceedings\LGW Docs\BOS HPC Art 11 Appeal\LGW 0252 070113 Appeal of HPC to BOS.wpd
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I Executive Summary

1. The May 8, 2013 “Financial Feasibility of 706 Miss.ion Street: The Museum and
Residential Téwer Proj ect and .Alternativés” report prepared by Economics and Planning
Systems, Inc. (the “EPS Report™), which concludes that the Reduced Shadow Alternative,

' Residential Flex Option is not financially feasible, rests on a number of flawed and/or
uris_upportéd assumptions. These assumptions signiﬁgantly and irﬁpfoperly decrease the
computed “Project Residual,” the'meas‘ure the EPS Report ﬁse_s to determine the economic
feasibility of the project. However, when employing ‘mobnle apigrbpﬁate assumptions, the

conclusion changes, and the Reduced Shadow Alternative becomes financially viable.

1L Assignment

2. I have béen retained by Lippé Gaffney Wagner LLP, counsel for 765 Market Street
Residential 'Own'er’s Associatién, Friends of Yerba Buena, Paul SédWay, Ron Wornick,-MattheW
Schoenberg, Joe Fang, and Margaret Collins- to evaluate a number of issues pertaiﬁing to the 706
Mission Street — Residential Tower and Mexn:an Museum PIOJect (the “706 Mission Project™).
Spec1ﬁca11y, I have been asked to evaluate the economics and assumptions contamed within the
Reduced Shadow Alternative, Residential Flex Opt1qn of the EPS Report. Ihave also been |

~ asked to review the May 10, 2013 Keyser Marston Associates peer review of the EPS Report
(the “Keyser Report™). In fdrming my opinion, I have reviewed the EP_S. Report, the May 14,
2013 addendum to the EPS Report, and the Keyser Report. I have also reviewed a variety of

publically available materials relevanf to understanding the 706 Mission Project and the current
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state of the relevant real estate market. My compensation is not dependent on my opinions or the

outcome in this matter.

II.  Qualifications

3. I have an extensive Background in all aspects of real estate investment, management, and
finance, am a licensed CPA in the State of California, énd am a full-time faéulty member at the

, A;lderéon Graduate School of Management at UCLA, Whére I have inréitrucrted cburses in Realv
Estate Investment and F inanqe,. Finance, Financial Reporting, Financial Statement Aﬁalys’is, and
Manageriéll Accounting since 1995. I have instructed more UCLA MBASs in the past ten years .
tha;l any other member of the faculty, and have received numerous tgachiﬁg awards, aﬁd ‘

recognition by Business Week as one of the Anderson School’s “Outstanding Faculty” since

1996.

4. Outside of my academic appoiﬁtment, [ am President of Amber Capital, Inc., and
Manager of Fountain Management, LLC and Sequoia Real Estate I]ivestmeﬁt Partners, LLC, |
Whlch collecﬁvely employ approxhﬁate_ly 20 individuals, and which have acquired, rehabilitated,
developed, and managed over 2.5 million squﬁe feet of fesidential (2,000 multi-family units)
and commercial (industrial, retail, and office) real estate in the past ﬁﬁcen years.

5. | VIn addition, I serve as Chairman of Causeway Capital’s group of mutual funds, which
coliectivelyl has over $2.2 billion in assets, and am also on the boards of -

Pacific Charter School Development, Inc., a ‘116n—proﬁt developer of ¢harter schools, and
Bentley-Forbes, LLC, a privately-held real esta;te ivestment firm. T received my MBA from

Stanford with honors, in 1993, after graduating Summa cum Laude from UCLA in 1987, with a
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‘Bachelor’s Degree in Economics-Business. A copy of my curriculum vitae, which includes a list

of my prior testimony, is attached hereto as Appendix A.

IV. The EPS Report’s Reduced Shadow Alternative Conclusion Rests on 2 Numbef of
Flawed and/or Unsupported Assumptions ' '

6. . The EPS Repért concludes that the Reduced Shadow Alternative, Residential Elex Opﬁon

_has a project residual of —$139,541,222, thus rendering it financially infeasible.“ However, like
most fmanciél analyses for proposed real estate projects, the EPS'Report’s conclusions rest on a
number of key assumptions. As discussed above; I have been retained to identify and provide an
opinion on those key,assum;’)tions. Upon identification and a closer inspection, I find thata |
number of these variables are flawed and/or unsupported. Correcting these errors has the effect
“of making the Réduéed Shadqw Alternative far more attractive financially, and in fact,
economically viable. |

A. The EPS Report Uses an Average Unit Size Thaf Is Too Low

Lo : .
7. For no apparent reason, the EPS Report assumes the Reduced Shadow Alternative would

| produce much sma]ler residential units (average of 1,300 square feet) than the Project .Alterngtive‘
(average of 2,052 .square feet) it ultimately r@comxﬁends.z I see no reason that the R.educed
Shadow 'and. Project Alternatives should I:lot have the salﬁe—sized average units.
8. - Choosing to assume smaller units artificially decreases the value of _th_e; Reduced Shadow '
Alternative in a couple of different ways. First, and most importanﬂy, building smaller uﬁits

depresses the sales price per square foot a project can be expectéd to command. The EPS Report

1 EPS Report, Appendix A, Table 5. Figure is for the option with the assumed purchase of Transferable Development
Rights (“TDR"s).

2 EPS Report, Table 6.
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and I agn.:e.that, for luxury condominiums in San Francisco, larger units can be soid for
substantially more per équare foot, all else equal.® Because Iarger—sized condominium units in
San Francisco experienpe far greater sales prices per square foot than smaller-sized units, this
assumption significantly and improperly r.educcs the project residual of the Reduced Shadow
Altematiye. | |

9. Second, building a larger number of ‘small units instead o'f a smaller number of larger
units increases per square foot construction costs. The EPS Report’s co’nstmction cost anafysis
bsay:s “[n]ote: [t]he higher the (number of/density of) interior residential units per sf the higher the
GSF unit cost for this work and inversely the lower the (number of/density of) ﬁrﬁts per sf the
lower the GSF unit cost for this work.™ Thus, by arbitrarily allocating smaller units to the

_ Reduced Shadow Alternative Wiﬂlouf any support Whatsoever,v the EPS Report artificially drives
up construction costs. |

10. Tlﬁrd, costs associated with the projéct include “Required and Additional Affordable
Housing In-Lieu Fees.” These fees are calculated based on of the nufnber of units in the project.
With an average unit size that is comparatively too small, thé Reduced Shgdow Alternative has
more units and thus would pay comparably higher affordable housing fees. These higher fees in

turn deflate the Reduced Shadow Alternative’s project residual.

_ B. The EPS Report Uses Prices per Square Foot That Are Too Low

"11. 91% of the Reduced Shadow Alternative’s projected revenue comes from expecfed
residential sales revenue, the prOdubt of net saleable area and sales prices per square foot. Thus,

the assumptions_.used for the sales price per square foot drive a large part of the financial -

® EPS Reportt, Table 4.
‘EPS Report, Appendix E, p. 7.
® EPS Report, Table 8.
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conclusions cont_ainéd in the EPS Report and require an independent review. However, the sales
per square foot assumption — arguably the most important one in the entire EPS Report - was
sourced from the “Project Sponsor”, 706 Mission. (.30.,LLC.G The EPS Repoﬁ attempts to justify
this assumption by looking at project specific, market specific, and new vs. re-sale factors.”

12. - In rubber-stamping the Project Sponsor’s assumption, the EPS Réporc makes a number of
mistakes. For example, the EPS Report relies only on developer sales for each of the four
comparable buildings.® For example, it uses Four Season’s initial sales prices from 2000 — 2004
to make a compaiison, rather than recent sales. It justifies thi‘s decision by comparing 14
Millennium Tower developér’ sales, made primarily in 2009 and 2010, a difficult market
environment, Wlth re-sales, made in 2012 ’and 2013, a much s’tronger .real estate market.® it does
this without even mentioning, much less accounting for, market-wide price increases, ‘and iﬁstead
attributes any resale gain to “value-adding renovation” rather tﬁan a healthier real estate market.”
13.  To_properly project the sales price per squar-e. foot, I have downloaded all recent sales
(since‘ January ‘201 1) for the four most comparable proj eéts: the Four Seasons Condominiums,
the St. Regis, the Ritz-Carlton, and the Millennium Towers frgm Redﬁﬁ.com.' However, béforé
choosing the most likely price per square foot for the 706 Mission Project, I adjust comparable

sales for recent, significant increases in the local real estate market.

® EPS Report, p. 10.
7 EPS Report,-pp. 11-18.

8 The EPS Report and | agree there are 4 recently developed projects which are most comparable to the 706 Mission
Project: the Four Seasons Residences, the Ritz-Carlton Residences, the St. Regis Residences, and the Millennium
Tower .

® For example, the seasonally adjusted San Francisco Case-Shiller Condominium Index, described below, was up
20.1% between 3/31/2010 and 3/31/2013.

10 EPS Report, p. 18.
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14. | Thesé increases have been well documented, with the release of April 2013 Case-Shiller
data on June 25, 2013." For example, between April 2012 and April 2013 the San Francisco
metro area saw a 28.0% jump in condominium prices year-over-year.”” A broader history of the
| seaspnally adj usted San Francisco Case-Shiller Condominium Index can be seen in Exhibit 1. -
15. To account for the fact that a condominium éale today in the Four Seasons would be
different than, for example, a January 2012 transaction, I hax'/e adjusted sales prices for
comparable buildings by the relevant change in the San Fréncisco Metro Area Case-Shiller
Condominium Index between 1éhe sales month and the end of April 20‘13.13 This adjustment, if
anythirig, understates fhe recent price increases, és the San Franciscq Case-Shiller Condominium
Index includes a fa; more diverse set éf proper‘pieé than just luxury condominiums in downtown
San Francisco.™ Exhibit 2 shows t’hat, when ti]is market adjﬁstment is made, the median adjusted
sales price per square fo‘ot for units 2,000 square feet or above is $1,814 (tile average is
$1,839).5%
16.  To correct for the EPS Report’s flawed assumptions with actual comparable éale;s data, I

update the expected sales price per square foot for the lowest floors of the Reduced Shadow

" The seasonally adjusted Case-Shiller data is widely used among academics and market practitioners — it is the
“industry standard”. Seasonally adjusted’indices control for seasonal fluctuations in sales prices. St

12 http://www.socketsite.com/archivés/ZO13/06/san_francisco_house__and_condo_values_c'ontinue_to_gain.h'tml,
accessed on 6/25/13. ’

¥ For each comparable transaction, | adjust the sale price by the increase in the San Francisco Case-Shiller
Condominium Index between the month of sale and April 2013, the most recent available data. After the sale price is
adjusted to reflect more recent market conditions, | calculate a market adjusted price per square foot. For example,
suppose a 1,000 sq ft condominium sold for $1,500,000 in January 2012. Since January 2012, the Case-Shiller
Comdominium Index is up 35.19%, which makes the market adjusted price $2,027,779 ($1,500,000 * 1.3205). Thus,
while the condominium sold for $1,500 per sq ft in January 2012, the increase in real estate prices since then suggest
the same condominium would have sold for $2,028 per sq ft in April 2013. :

* The San Francisco MSA includes Alameda, Contra'Costa, Marin, San Francisco and San Mateo Counties.

> The EPS Report finds condominium sales of over 2,000 square feet in the project area have an average sale price
of $1,397 per sq ft. The EPS Report's project area used to calculate this average includes 10 residential buildings,
rather than the most relevant 4 used in my analysis. The EPS-Report’s comparable transactions go back to 2005 and
do not include any market adjustments for real estate price changes. See EPS Report, Table 4.

' Removing the EPS Report Table 5's 14 Millennium. re-sales from the analysis does not change the results in é
meaningful way. The average market adjusted price per square foot is $1,820 for units greater than 2,000 square
feet without these properties included. The median is $1,814.
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_Altemative to $1,650, up from $1,150.7 I have no reason to alter the assumed price gradations
between floors —1 maihtain the EPS Report’s steady increases between floors (as seen in Table
;) as a percentage of the lowest ﬂoors For example, the difference between Floors 11-25 and
Floors 4-10 in the EPS Repor[ s Table 3 i 4.35% ($1, 200 vs. $1,150). [ maintain that

' relationship in my analysis.

17.  Exhibit 3 shows corrected price per square foot assumptions to be lused. in this analysis,
based on actual recent market data. It shows that my con‘ected exp ected weighted average price
square foot is $1,692, quite consewatﬁe considering the cornparable median market adJusted
price of reoent condominium sales in compalable buildings greater than 2000 square feet is
$1,814 per square foot.

18.  This expectation for a $1,692 a';ferage sales price per square foot is conservative for other
. reasons as well. The Case-Shiller adjustment I have made is conservative in its own right
because the index includes many slower growing Metropolitan Stat: istical Areasandisa laggmg
indicator, with the recentlf released data heﬂecting changes 111 housing prices only through April
2013. Condominium prices have continued to rise since then. For e_xamp_le, a- recent Bloofnberg
News article says “San Francisco condo prices set a record in each of the last three months
[March, April and May 2013], soaring 27 percent in May from a year earlier to avmedian

" $881,020, accordmg to the state Realtors The peak in the previous cycle was $811,170 in l\/aroh
2008.”"® Once data comes in conﬁrmmg rising prices in the area through the end of June 2013,
market adjusted comparable condomjmum prices (and thus the expected sales price per square

foot of the 706 Mission Project) are sure to keep rising as well.

7 EPS Report, Table 3.

i http:IIWWW_bloomberg.com/news/201 3-06-26/san-francisco-s-_million—dollar—homes-spur—condo—surge.html,
accessed 6/27/13. .
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C. The EPS Report Uses a Smaller Floorplate Without J ustification

19.  The EPS Report uées an assumed floorplate of 12,970 gross square feet for the Proposed
Project, but a floorplate of only 10,650 gross équare feet for the Reduced Shadow Alternative.™
I see no reason that the Préject and Reduced Shadow Alternatives should not have the same size
floorplate.

20.  Arbitrarily assuming a smaller tloorplate artificially decreases the value of the Reduced
Shadow Alternative in that there would be far fewer units and less net salable square feet to sell.
This unjustified assmnptidn makes a 2,320 gross.squaré foot per floor difference, aﬁd eﬁen using
the unsupported efficiency ratio {addressed below), that means an 'exfra roughly 44,080 net
salable square feet for the Reduced Shadow Alternative . This is a major difference between the.

two alternatives, and the EPS Report does not attempt to address it.

D.  TheEPS Report Uses an Unsupported Residential Effieiency Ratio

~ 21. Asintroduced above, 91% of the Reduced Shadow Alternative’s projected revenue is
from sales of residenﬁal units, of which net saleable area is a vital driver. To determine the net
s;alable area of the proposed tower, the E'P-S Report multiplies the gross square feet available for
residential sales and multiplies it By an f‘efﬁcienéy ratio” to account for hallways, elevators, and
similar common areas. The EPS Report phobses a76% efﬁciencjf ratio for its fe_siderﬁial
calculations, with no support.”® My own research suggests an appropriate range between 75%
and 85%.2' Discussions With local real estate professionals have supported this research and

indicated that 80% is a standard efficiency ratio for modern urban infill residential projects,

¥ EPS Report, Appendix D, Tables 1 and 5.

? EPS Report, p. 11.

2" Foran example of ah article suggesting 85% is reasonable, see
bttp://vww.highriseconcrete.com/mulfifamily_article.pdf, accessed on 5/31/2013.
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Which is in the middle of my range, and thus is the number I use to correct the EPS Report. The
‘ .E‘PS Report arbitrarily used a ratio on ‘the low end of a normal range, making all of the
alternaﬁves, including the Reduced Shadow Alternative, appeai’ less profitable. |

22. . The unsupported efficiency ratio assumption is Very.importan;t for the EPS Report’s
conclﬁsions _ each 1% allows for an (approximately) additional 3,768 square feet of net salable
area, after correcting it floorplate assumption. Using my corrected expected welghted average
price per squére foot, an extra 1% of efficiency leads to an extra $6.0 million of expected project
residual. Thué by usiqg an 80% efﬁci.ency ratio, the Reduced Shadow project residual, using

corrected assumiations, increases by $24.2 million.

E. The EPS Report Chooses an 18% Developer Return, Which is Arbitrarily
High - ' ‘

23. Develof)er return, or the required profit the developer needs to accept the project, is '
significant for a proposed project of this nature. The EPS Repert chooses anr 18% (of total costs)
required return for the developer, at the highest end of its acceptable range, to accoun’e for the
“market risk of rollingv out all of the units at the same time, high front-end costs, as \;Jel_l as
constructien and ﬁnancing risks.”? By _choosing a dex-/eloper reﬁnn at the high end of its range,
the EPS Report makes the Reduced Shadow Alternative eppear less proﬁtaele.

24.  Idomot find the EPS Report’s rationale for using an 18% rate of return to be compelling
or justified. First, while the EPS Report cites “prior EPS experience” when selecting its raﬁge, it
does not cite any previous reporte or third—party data to make its case. Second, almost every
large development project in San Francisco or elsewhere requires significant "high front-end

costs" — the EPS Repoft provides no color as to why this market or this project requires more

2 EpS Report, p. 28.
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" significant ‘up—'front'costs than psual. Third, the developer will most certainly not roll out all the
units at once — there will likely be a large number of pre-sales made well in advance of the
project’s chpletion. in a strong market like San Francisco, where all parties can see either .
model units or comparable projects b.uilt by the same developer, the sales risk will be
7 significantly mitigated. Finally, the EPS Report’s assertion of r_elativelyv high “construction and
financing risks,” are made without providing any specifics. To make an assessment of the
financing risks, [ would need‘ to see financing terms or term sheets for the proposed project, and
those were not included with the report. Also, th¢ justification does not mention the experienced
géneral contractor who would likely inc'lude completion guarantees in their contract, mitigating
completion risk.
25. One way to properly evaluate the appropriate developer return is to start with the
developer’s cost of capital. Coét of capital isa ﬁdely used metric, used to determine the
minmimum return that an investor requires in order to move forward with an investment
opportunity, in this case ;real cs.tate development. It is .often referred to as a “hurdle rate”
While I do not know the hurdle rate for the Project Spo’nsor, the "d'e‘\)zeloper, a privately held
' )
| entity,‘ the average cost of cépital for publically traded Real Estate Tnvestment Tfusts (“REITs™),
was 10.04% as of January 2013.*. Using this benchmark, one can assume that any return over
10.04% is-economic profit over an equivalent investment alternative for the developer.
26. To estimate how much economic profit is appropriate for the developer, one must
evalﬁate the specific circumstances surrounding the proposed 706 Mission Project. The relative
risk associated with the project plays a large role in how much compensation above the cost of

capital the developer should receive for assuming such risk: Given the strength of the San

_23 See, for example,”Principles of Corporate Finance”, Franklin Allen, Stewart C: Myers, and Richard A. \Brealy, gt
edition, p. 16.
« http://pages.stern.nyu.edu/~adamodar/New_Hon"le_Page/data'ﬁlelwacc.htm'l.htm, accessed on 6/21/2013.
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Francisco housing market, characterized by excess demand and a lack of supply, and the
part1cular exceptional infill location of the subject project, and the developer s association with
Webcor, a very experlenced general contractor it is my opinion that thisisa relatrvely low risk
development project. Thus a roughly five percent (5%) spread over the cost of caprtal for
publicly-traded REITs (e.g., a 15% developer return) for this relatrvely low risk project would be

far more appropriate than a roughly 8% spread (e.g., an 18% developer retumn).

F. The EPS Report Includes the Purchase of TDRs

217. The EPS vReport rncludes the purchase of TDRs as an option in its Reduced _Shadow

| Alternative feasibiliry analysis, despite not including it for a numbef of other alternatives,
including the P‘roj'ect Alternative.”® While I do not know with certainty what the City of San
Francisco will or Wﬂl‘ﬂo*‘r do regarding TDRs, it seems ﬁolﬂcely_that the Project Alternative and
Reduced. Shadow Aﬁe*natrve would have different outcomes with respect to TDR purchase
1equ1rerner1t To reflect this presumed consrstency, I assume no TDR purchases will be required »

for the Reduced Shadow Alternatrve.

V. Correctmg Flawed and/or Unsupported EPS Report Assumptlons Makes the
- Reduced Shadow Alternative Fmancxally Fea51ble

28.  The rmpact these flawed a.nd unsupported assumptions have on the Reduced Shadow
Alternative pl'OJ ject r651dual cannot be overstated. By employing more appropriate and accurate
assuroptions, I reach a very different conclusion regarding the viability of the Reduced Shadow

Alternative.

% £pS Report, Table 8.
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29.  Exhibit4isa re-creaﬁon of the EPS Repoit’s Appendix A, Table 5, with corrected
assumptions. In this analysis, fér the feasons disf;usséd ag(;ve, I ﬁéve: | |
a. Increased the average condominium size from to 2,052 square feet, which reduces
bconstrﬁction costs per square foot, reduces affordable housing in-lieu fees, and
increases éxpected sales revenue per square foot.
b. Increaéed the proposed towef’s‘ﬂloorp‘vlate to 12,970 gross sQuai‘e feet.
c. Increas.cd expécted sales revenue per sql.lare‘foot to $1 ,692.25
d. Increased the éfﬁciency ratio to 80%.
e. .Decrf;ased the require&‘ developer return to 15%.
. Rerﬁoved the écenario where TDRs would neefi to be purchased.
Exhibit 5 shows the individual impact of each of these-changes a_nd. that, after makingthese -
required corrections, fhe Reduced Shadbw Alternative -ﬁas an expected project residual of
‘$1 00,525,117, makjng the Reduced Shadow Alternative ﬁﬁancially feasible.
30.  Note that this correction is conservative, as I describe above why I would expect sales
revenue per square foot to be higher tha.nb $1,692 if the} units were sold today. Fﬁl‘ﬂlerrnore, I

have not researched and corrected every flawed and/or unsupported assumption made by the EPS

Report.

- VL. - The Keyser Report Does Not Test the EPS Report’s Assumptions

31. The Keyser Report is a very flawed peer .review, as it accepted each and every key

-assumption in the EPS report, with seemingly no independent verification or research to test the

?® This correction can be thought of as a combination of two separate factors: the increased price per square foot due
fo increased unit size and the market adjustment. For exhibit 5, | estimate the correction for unit size to increase the
price per square foot from $1,150 to $1,450 for the lowest floors. Also for Exhibit 5, | estimate the market adjustment
based on the Case-Shiller San Francisco Condominium Index corrects the price per square foot from $1,450 to

$1,650 for the lowest floors.
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veracity of the assumptioos used. It simply restates the key aslsumptions from the EPS report and
says tﬁey seem “reasonable.”

32. In my experience, a proper peer review evaluates the subject’s key assumptions by
indepeodentl‘y evaluating and corroborating them. The Keyser Report, commissioned to
“yndertake a peer review” of the EPS Report,” fails to rigorously review any of the key
assunaptlons I have outhned above.

33. In evaluatmg the EPS Report’s revenue estimate, the Keyser Report properly identifies
residential sales revenue as the “dominant revenue source for the Project and Project
Alternatives™ and briefly discusses ‘Ehe assumptions used for the prices per square foot (but not
/the size of the units or the efficiency ratios). However, it appears to simply bless what the EPS,
‘Report has done, Without doing any independent research on its own. .To better review such an
important assumption, the Keyser Report could have at least done something similar to my
analysis of recent sales in the-4 most relevant cod‘lparable buildings. ‘Looking at that data with a
.critieal eye Would have highlighted a major ﬂaw in the EPS Report’s methodology.

34.  The Keyser Report does not address the purchase of TDRs or the rate of required
developer returns. In fact the only cost-related finding it addresses in that the d1rect construc’uon
costs will increase, on a per square foot basis, as the size of the tower decreases. 1 ﬁnd the ”

Keyser Report’s review of the cost assumptions to be completely lacking.

VII. Conclusion

35.  The EPS Report relies on a number of flawed and/or unsupported assumptions, as well as

a flawed peer review, to conclude the Reduced Shadow Alternative is economically infeasible.

" % Keyser Report, p. 2.
8 Keyser Report, p. 8.
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After correcting a few of these flawed and/or unsupported assumptions, the EPS Report’s-

conclusion changés and the Red_uced’_'Shadow alternative becomes economically feasible.

Executed this 28th of June, 2013 -

Eric Sussman

5144
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Appendix AV

ERIC H. SUSSMAN, CPA

%——/————;——————_—_

ON-CAMPUS OFFICE : OFF-CAMPUS OFFICE

UCLA Anderson Graduate School of Management Amber Capital, Inc.

110 Westwood Plaza, Suite D420 ' 10990 Wilshire Blvd., Suite 420

Los Angeles, CA 90095-1481 Los Angeles, CA 90024

Tel: (310) 825-3564 - Tel: (310) 312-4804

Fax: (310) 825-3165 Fax: (310) 312-1699

Email: esussman@anderson.ucla.edu Email: erichsussman@gmail.com
PROFESSIONAL SUMMARY

Highly qualified and multi-faceted business professional and educator. Award-winning faculty
member at UCLA's Anderson Graduate School of Management and successful executive of real estate
investment firm. Extensive experience as consultant, public speaker, expert witness, and Board
member. :

CAREER EXPERTENCE

1995-Present UNIVERSITY OF CALIFORN'IA, LOS ANGELES ANDERSON GRADUATE
© SCHOOL OF MANAGEMENT, Los Angeles, Califernia
LECTURER

Since joining faculty in 1995, taught thousands of graduate, undergraduate, and
executive MBA students in accounting, financial reporting, finance, and real estate
investment and finance. Voted 'Outstanding Professor’ thirteen times by MBA
students, received Citibank Teaching Award (1997), Neidorf Decade Teaching
Award (2008), and rated ninth most popular business school professor in the U.S. by
Business Week (2010). Taught more MBA students in past 10 years than any other
faculty member. Specialist in ‘corporate accounting and reporting, real estate
investment and finance, cost accounting, financial statement analysis, corporate
fraud, and valuatiorn. Frequent lecturer on such topics. Courses/classes taught
include: '

e Real Estate Investment and Finance

e Infroductory, Infermediate, and Advanced Financial Accounting
. Cost[Managerial Accounting

o Corporate Financial Reporting ,

e Financial Statement Analysis and Equity Valuation

o Corporate Finance -

Additional Results/Activities: _

e Creator of Insight FSA®, an accounting risk assessment software program.
»  Provide forensic accounting services to numerous institutional investment clients.
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1993-Present

1988-1992

. Creator of MBA Special Topics in Advanced Accounting course and co- developer
of Undergraduate Business Institute.
«  Advised numerous MBA consulting projects (natlonally and globally), assisting

firms on strategic, marketmg, and financial issues.

» Taught MBA Cost Accounting Course at Helsinki School of Economics, Helsmlq

. Finland (voted best core course professor of 2004).

e Lectured in and about economic issues in Brazil, China, Dubai, Saudi Arabia, and
Italy.

 Acted as expert witness and consultant for commercial litigation, involving matters
of corporate disclosure, audit effecﬁveness,.valﬁation, real estate due diligence and
practices, and economic damage analyses. :

AMBER CAFPITAL, INC.; SEQUOIA REAL ESTATE PARTNERS CLEAR CAPITAL,
- LLG; FOUNTAIN MANAGEMENT, LLC, Los Angeles, California '

www.sequoiarealestatepartners.com
PRESIDENT: MANAGING MEMBER

Since founding in 1993, firms have acquired and syndicated over $220 million of multi-
family, industrial, retail, and office properties throughout the U.S,, focusing on
Southern California. Currently own/operate approximately 2,000 apartment units and
500 thousand square feet of commercial (retail and industrial) property. Primary focus
on rehabilitation and repositioning of multifamily assets. Employ approximately 15
people in project management, construction, and accounﬁng.

Additional Results/Activities:

e Provided investors with over 15% compounded internal rate of return since
mception (over all transactions).

* Developed class-A industrial warehouse in Commerce, California and multl—farruly
project in Hollywood; converted 76 condominium units in Los Angeles, CA.

* Formed Pacific Value Opportunities Fund I and I, L.P. to acquire and reposition

single- and multi- -family properties in Western U.S.
» Provide tax, financial planning, portfolio management, and related consulting

services to indi.vidual and corporate clients.

PRICE WATERHOUSE, Los Angeles, California

AUDIT MANAGER

Planned, coordinated, and supervised audit and due diligence services for varied
domestic and multi-national clients. Representative clients included The Walt Disney
Company, Bell Industries, Inc., Carter Hawley Hale, Inc., and Loyola Marymount
University. Earned highest evaluative ratings and recelved earliest possible

promotlons
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EDUCATION

1991-1993 STANFORD GRADUATE SCHOOL OF BUSINESS, Palo Alto, California
M.B.A., 1993, Arjay Miller Scholar - top 10% of graduating class

1984-1987 UNIVERSITY OF CALIFORNIA, LOS ANGELES, Los Angeles, California
B.A. Economics-Business, 1987 . ,
Summa Cum Laude and Phi Beta Kappa, Economics Achievement Award (top 1%)
Completed degree in three years '

BOARD OF DIRECTOR/PROFESSIONAL AFFILIATIONS

e Licensed CPA and real estate broker (inactive), State of California. ,
e Chairman, Board of Trustees, and Audit Committee member, Causeway Capital
Group of Funds (approximately $2.2 billion in assets, collectively) :

» Member, Board of Directors, Bentley-Forbes, LLC ‘

e Member, Board of Directors, Pacific Charter School Development, Inc.

e Former Chairman, Presidio Fund (domestic value fund, closed May 2010)

e Former Member, Board of Directors, and Audit Committee Chair, Atlantic Inertial
~ Systems, developer and producer of electromechanical sensors (sold, Dec. 2009)

REPRESENTATIVE EXPERT WORK IN LITIGATION CONTEXT

Holmes v. CenterTrust, Inc, _
Retained by Plaintiff ' : - :
Plaintiff's Counsel: Henry Finkelstein, Esq., Greenberg, Glusker, Fields, et al

Plaintiff claimed breach of contract and fraud involving his sale of a shopping center to Defendant, a
publicly traded real estate investment trust. Provided numerous valuation énalyses, including damage
assessments; reviewed the Defendant's financial disclosures in filings with the Securities and - :
Exchange Commission; wrote several memoranda and declarations as a part of case filings. .

4

Sorisho ©. Solectromn, Inc.
Retained by Plajntiff _
Plaintiff's Counsel: Charles Wisch, Law Offices of Charles Wisch

Plaintiff, a former CFO of one of Defendant's business units, filed suit against his former employer for -
wrongful termination, alleging that termination was retributive, in response to complaints to corporate
executives about improper, inconsistent, and material accounting issues. Provided numerous analyses .
and written declarations as a part of court filings.
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TSCO Glendale, LLC v. Alex Hakakian and related cross actions

Retained by Defendant.
Defendant's Counsel: Michael Taitelman, Freedman & Taitelman, LLP

Plaintiff, who owned certain retail commercial space in Glendale, California, was Defendant's
landlord and filed suit against Defendant for breach of contract. Dispute centered around cerfain
provisions of the underlying lease agreement involving whether Defendant was obligated to operate
retail operations on the premises, subleasing provisions, and payment of percentage rent. Provided
quantitative analyses regarding market rental rates and testified on behalf of Defendant at deposition.

Valida Michelle Bouie v. International Medical Corys, et al.
Homayoun Bazarvan v. Hilton Universal City, and

Towers et al Keith Konheim v. Veeco Instruments Inc.

(All separate actions)

Retained by Plaintiff -
Plaintiff's Counsel: Frank A. Magnanlmo Esq., Appleton, Blady & Magnammo LLP

" Plaintiffs filed suit for wrongful fermination and related claims. Provided damage analyses for counsel .

and related work.

Bryan Miller et al v. 3944 Kentucky Homeowners Association, et al.

Retained by Plaintiff 7
Plaintiff's Counsel: Litt, Estuar, Harrison, Miller & Kitson

Plaintiff filed suit for breach of fiduciary duty, negligence, and fraud against HOA which manages lus
condominium complex. Reviewed numerous documents and provided various analyses of claims. '

‘Thomus 0. 5 luuson Transmission Parts

Retained by Plaintiff.
Plaintiff's Counsel: Frank A. Magnanimo, Esq., Appleton Blady & ’\/Iagnammo LLP

Plaintiff sued for wrongful termination and related claims. Testified at arbitration on economic
damages and provided detailed report on same.

Peter Kraus & Valshop LLC v. Cinema Drive Partuers
Retained by Plaintiffs
Plaintiff's Counsel: Christine Calareso, Selman & Breitman, LLP

- Plaintiff sued for fraud, negligent mjsrepresentaﬁoh and related claims in connection with the
acquisition of a shopping ceriter. Reviewed documents and consulted extensively with counsel on
economic damages and standard due diligence practices.
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.Mary Baccash et al v. George Assali et al
Retained by Plainfiffs
Plaintiff's Counsel: Jennifer Clingo, Selman & Breitman, LLP

Plaintiff sued for fraud and related claims in connection with numerous (real estate) refinancing
transactions. Performed forensic accounting review of underlying documents (title, escrow, checks,
bank statements) and provided conclusions to counsel.

Firestone Financial Corporation et al v. Lorman et al
Retained by Plaintiffs
Plaintiff's Counsel: E. Lee Horton, Wa]ler Lansden Dortch' & Davis; Charles Kreindler, Mayer Brown

Plaintiff sued for numerous claims mcludmg fraud, breach of trust, breach of fiduciary duty, and
related claims. Engaged to review various lending transactions, assess related risks, and damages to
plaintiffs.

John H. Tory, IRA v. ‘EVP Fourth Corp., et al.
Retained by Plaintiffs
Plaintiff's Counsel: Rick Perez Perez & Miller

Plaintiff sued for fraud, breach fiduciary duty, and related claims, related fo the sale of a substantial
multi-family asset in Los Angeles. Prepared declaration for court filing(s).

Caruso Affiliated Holdings v. General Grotwth Properties, Inc., et al
Retained by Plaintiffs
Plaintiff's Counsel: Henry Shields, Irell & Manella, LLP; John Gordon, Quinn Emanuel

Plaintiff sued for fraud, malice, and oppressmn related to the tortuous interference with a large-scale
retail shopping center development. Engaged in punitive damages phase of the case to evaluate
defendant's financial condition and related SEC filings and disclosures.

Deborah Freeman v. Federated Denm’tment Stores, Inc., et al
Retained by Defendants
Defendant's Counsel: Chrstine Calareso, Selman & Breitman, LLP

Plaintiff sought damages caused by injuries allegedly sustamed in a mall parking Iot. Prov1ded
economic damage analyses
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~ Pennebaker v. Jamboree Management, et al
Retained by Defendants .
Defendant's Counsel: Richard Seely, Law Offices of Dav1d Brault

Plaintiff sought damages caused by alleged. injuries sustained at apartment complex owned and
managed by defendant. Consulted upon regarding standard property management practxces
and economic damage analyses. '

Tason C. Beaver et al v. PN II Inc. d/b/ a Pulte Homes o Nevada Inc. Del Webb Commumtles, Inc ef al

Retained by Defendants
. Defendant's Counsel: Sean Thueson, Holland & Hart, LLP

Plaintiff filed suit in Clark County, Nevada, alleging numerous claims (breach of covenant of good
faith, fraud, negligent misrepresentation) related to the sale(s) of new homes in the Las Vegas area.
Prepared detailed report rebuthng plaintiffs' and plamilffs experts' claims.

Julian 1. Arcesty, Trustee v. Rocku Mountain Pictures, Inc., et gl

" Retained by Defendants

Defendant's Counsel: Ashton Watkins, Law Offices of Ashton Watkins

Plaintiff filed unlawful detainer action against defendant for alleged violations of a Form AIR
commercial lease. Testified at trial on relevant accounting issues (GAAP, tax, fair market value vs.
cost) and standards under assignment and subletting clause(s). v

" Asphalt Professionals, Inc. v. T.0. IX, ef al
Retained by Defendants
Defendant's Counsel: David Wilzig, Law Offices of David Wilzig

Plaintiff filed breach of contract action and related fraud action related to alleged outstanding bills on
a residential construction project. Consulted upon regarding matters of standard accounting and
formation practices of special puirpose real estate entities.

Tohann Wernhart v. National Hotrod Association et al

Retained by Plaintiffs
Plaintiff's Counsel: Thomas Hoegh Law Offices of Thomas Hoegh

Plaintiff filed claims for damages for personal injuries sustained during a racing accident. Prepared
economic damages and lost profits assessment arising from plaintiff's abandonment of a business

venture.
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Steven Hudson v. Sotheby's et al
Retained by Plaintiffs .
Plaintiff's Counsel Allen, Matkms, Leck Gamble & Mallory LLP

Plaintiff filed claims for breach of contract, negligent misrepresentation, fraud and related damages

- arising from the alleged failure to disclose material facts related to plaintiff's purchase of a single
family residence. Provided assistance in compilation of discovery assessing and evaluating economic
damages claims. )

Gateway 4th, LLC v. Pacific CityHome, LLC, et al
Retained by Plaintiffs
Defendant's Counsel: Miller & Barondess LLP

Plaintiff sought an m]unctlon against a lender, to prevent foreclosure of a residential development
project. Provided an opinion as to the likelihood of Defendant's ability to sell condommlum units at
certain specified reserve prices, and submitted declaration regarding same.

Todd Kurtin v. Bruce Elieff, SunCal Management, et al
Retained by Defendants -
Defendant's Counsel: Mililer & Barondess LLP

- Plaintiff filed claims for breach of contract, fraud and related damages arL,mg from the alleged breach

of a Settlement Agreemmt Retained to provide accounting for disbursements made from certain real
estate entities, and render an opinion as to certain accounting methods and practices employed by
Defendants. Prepared two detailed reports, and testified at deposition (twice), bench trial (equitable
phase), and jury trial (legal phase). '

Abhyankar v. Countrywide et al
© Retained by Plaintiff v
Plaintiff's Cotmsel: Blady & Weinreb LLP

Plaintiff sued for wrongful termination and related claims. Testified at arbitration on econormic
damages and provided detailed report on same.

Fred Sands v. KPMG et al
'Retained by Defendant
Defendant's Counsel Glbson, Dunn, & Crufcher LLP

Plaintiff sued for breach of fiduciary duty, fraud, and related claims. Retained to evaluate claims and
provide guidance on discovery matters. ' :
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The Eugeﬁe M. St. John Livi1z,q Trust v. The Del Rey Devel'opment 1997 Trust
Retained by Defendant
Defendant's Counsel: Seed Mackall LLP

Plaintiff (Petitioner) sought reduction and/or removal of trustee and asset manager related to a trust
with sizeable real estate and other assets. Retained to evaluate claims and provide guidance on
discovery matters. Prepared report, and provided deposition testimony on same.

Michael Garcia 2) Smart & Final, Inc. ef al
Retained by Plaintiff
Plaintiff's Counsel: Blady & Weinreb LLP h

Plaintiff sought damages for wrongful termination. Provided report and testified at deposmon as to
_econon'uc damages resulting from alleged wrongful conduct. :

Nisson Motor Acceptance Corporation v. Superior Auto of Fremont et al
Retained by Defendants (and Cross-complainants) '
Defendant's Counsel: Miller & Barondess LLP

- Retained to evaluate and estimate damages sustained by Defendants, specific to certain real property
owned by Defendant, as a result of alleged Plaintiff's actions. Testified at depositior and jury trial.

Marital Dissolution Proceeds: Marriagé of Kruse
Retained by Counsel for Ms. Tammy Kruse
" Client’'s Counsel: Law Offices of Wi]liam R. Burkitt

Retained to opine on approaches and protocol When Valumg cértain business interests owned by
client and her former spouse. '

‘Laurel CanuémChelseu, Theodore Stein, [r. v. Cathay Bank
Retained by Defendants (and Cross-complainants) -
Defendant's Counsel: Mﬂle: & Barondess LLP

Retained to evaluate reasonableness of Defendant’s ac’aons W1th respect to certain borrowings by
Plaintiff.

The Rusﬁ_ak Group v. R&EG Builders
Retained by Plaintiffs
Plaintiff's Counsel: Glaser, Weil, Fink, Jacobs et al

Retained to evaluate and estimate daméges sustained by Plaintiffs, as a result of construction defects
caused by Defendants. ’
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Free Regi_onul Water Authority v. M&EH REalty Pariners VI, L.P. et al
Retained by Defendants '
Defendant's Counsel: Glaser, _Weil, Fink, Jacobs et al

Retained to value certain property subject to an easement, and related economic damages. Prepared
report, and testified (deposition and arbitration) regarding same. '

Clarence F. Konkel and Barbara |. Konkel, Trustees v. Alan C. Fox et al
‘Retained by Plaintiffs :
Plaintiff's Counsel: Clarkson/Riley LLP

Retained by Plaintiffs to opine on relative risks of various real estate investment opportunities and
common practices of real estate sponsors and investment offerings, including tenant-in-common

syndications.

Le Kun Wu et al v. Magnus Synhill Group, LLC ef al
Retained by Plaintiffs
Plaintiff's Counsel: Godwin Heath, LLP

Retained by Plaintiffs to opine on standard structures of real estate investments, documentation and
disclosures typically provided to investors.in real estate parfnerships or similar entities, fees and costs
paid by investors to.sponsors of real estate investments, and mature of accounting records that should
be prepared and maintained by privately-owned real estate investment firms. Prepared report, and

testified at deposition and jury trial regarding same.

MT Cavpital 11525 Blucher, LLC v. NMS Properties, Inc. et al
Retained by Plaintiffs (and Cross-Defendant)
Plaintiff's Counsel: Hughes Hubbard & Reed, LLP

Retained to opine on damages alleged from improvements made to an easement between parties.
Testified at deposition.

EXPERT WORK IN ADMINISTRATIVE CONTEXT

Fortune Commercial, Inc., DBA Seafood City. Retained by Charles Miller, Bsq., Law Offices of Charles
Miller, to review documents surrounding "Application for Alien Employment Certification,” which
had been initially declined, and drafting of letier/declaration to Departmerit of Labor (DOL) on behalf
of applicant. ,

State Bar of California. Retained by Ms: Nancie Arbogast, an Investigator with theé State Bar of
California, to review cerfain financial documents and render a written analysis and opinion to support
‘the Bar's actions against a certain respondent.
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Lewis,D'Amato, Brisbois, & Bisgaard, LLP. Retained by a certain of-counsel member of the firm to
~ assist him in his negotiations related to his continued employment and associated compensation
associated therewith. Prepared detailed analyses of the firm operations (billable hours by staff,
evaluation of client activity) in order to evaluate the profitability of this individual and his team to the

firm. :

REPRESENTATIVE CLIENT LIST

Alden Vineyards

Allen, Matkins, Leck, Gamble, & Mallory LLP
Amdocs, Inc.

Appleton, Blady, & Magnanimo, LLP
Association of Scientific Advisors, Inc.

Blady & Weinreb LLP

Bruce Burkitt, Esq.

Catalina Marketing Corporation

Charles Miller, Esq., The Miller Law Offices
Clarkson Riley LLP

Community Partners

Cornerstone Research

Epoch Partners

Firestone Financial Corp.

Freedman & Taitelman, LLP

Gerson-Lehman Group '

Gibson Dunn & Crutcher LLP

Glaser, Weil, Fink, Jacobs, et al

Godwin Heath LLP 7
Greenberg, Glusker, Fields, Clamar, Machtinger, & Kinsella, LLP
HNC Corp. (Fair Isaac) ‘ '
Holland & Hart, LLP

Huges Hubbard & Reed, LLP

Irell & Manella, LLP

James Hardje Corp

Johnson & Johnison

Kaiser Permanente

Kennedy Wilson

Law Offices of Ashton Watkins

~ Law Offices of David Brault

Law Offices of David Wilzig

Law Offices of Thomas.Hoegh

Lewis, D'Amato, Brisbois, & Bisgaard, LLP

Los Angeles Kings

Mayer Brown '

Merrill Lynch

Miller Barondess LLP

Montgomery & Co.

National Institute of Investor Relations (NIRI) .
Perez & Miller

Public Relations Los Angeles 5154
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Quinn Emanuel et al, LLP
Ratkovich Company
The Riordan Program
Seed Mackall LLP
Selman & Breitman, LLP
State Bar of California
Stifel Nicolaus '
TAP Pharmaceuticals, Inc. ‘
TEKES, Finish Technology Agency
Thomas Weisel Pariners
Trammel Crow '
Waller Lansden Dorth & Davis, LLP
Watson Law Group '

" Wisch Law Group, Charles Wisch, Esg.
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Exhibit 4
EPS Report's Appendix A, Table 5

With Corrected Assumptions

Item Assum'ption : ~ Residential Flex Option

DEVELOPMENT PROGRAM o :
Gross Building Square Feet o 477,060
Residential .
Gross Square Feet : 376,810 |
‘Net Saleable Area . 80% Efficiency Ratio 301,448 [
Units _ 147 ¥
Parking Spaces 470

DEVELOPMENT REVENUE
Residential Sales Revenue

(less) Commission Expenses
Residential Parking Sales Revenue

$511,120,030 B~
($15,333,628)
$14.700,000

3% of purchase price
$100,000 per space

L ease Revenue

Parking $322 / space / mo. $1,244;208
Subtotal, Lease Revenue $1,244,208
(less) Capital Reserve 1.0% of Lease Revenue ($12,442)
Annual Net Operating Income . $1,231,766
Capitalized Value 6.0% cap rate $20,118,843

Total Revenues

$530,606,146

DEVELOPMENT COSTS | .
2006 Acquisition of Aronson Building - $23,500,000
Agency Site Purchase/Conveyance $39,393,904
Aronson Building Property Costs . ' -
Direct Construction Costs :
Predevelopment Entitlement Costs . $9,388,235
Direct Construction $517 / gross sq.ft. $227,437,625 ¥
Exterior/ Curtain Wall. $100 / sq.ft of fagade , $1,328,000
Tenant Improvements (Office) $100/sq. ft. » 30

Subtotal, Direct Construction Costs '$238,153_,860

Indirect Costs

Architecture and Engineering 3.9% of Direct Costs $9,288,001
Fees and Permits - 2.9% of Direct Cosis $6,906,462
Legal , ’ 0.6% of Direct Costs $1,428,923
Sales and Marketing 1.4% of Direct Costs $3,334,154
Other Indirect Costs 9.8% of Direct Costs $23,339,078
Subtotal, Indirect Costs 18.5% to 18.6% of Direct Costs $44,296,618 -
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Item

- Exhibit 4
EPS Report's Appendix A, Table 5
~ With Corrected Assumptions

Assumption " Residential Flex Option

Other Project Costs

Museum Operating Endowment
Aronson Building Rehab/Renovation
Required Affordable Housing [n-Lieu Fees
Additional Affordable Housing In-Lieu Fees

" Purchase of TDRs (if applicable) . $24 / gross sq.ft.

Absorption Period HOA Dues
Open Space Maintenance (GMOS)
EIR-Related Measures
Other Project Costs

Subtotal, Other Project Costs

Total Costs

Developer-Return _ 15% of Total Costs

Project Residual

Note

$5,000,000
$10,275,917 ¥
$4,110,367 ™
$O [61
$241,825
$471.013
$975,000
$7.565,000

$28,639,122
$373,983,503
$56,097,525 71

$100,525,117

[1] The 80% efficiency I ratio is updated based my own research and conversations with other real estate experts.

[2] The updated number of units is based on the corrected unit size of 2,052 sq.ft and the Net Saleable Area of 376, 810

sq.ft.

[3] The updated Residential Sales Revenue is calculated by muttiplying Net Saleable Area by the expected sales price per

sq.fi.

[4] Direct construction costs are calculated based on a corrected gross square foot cost of $477/sq.ft, which has been

corrected based on the larger average units.

[5] Affordable Housing In-Lieu Fees are calculated based on the updated number of unlts

[6] No TDR purchases are included.
T71 Corrected from 18% in the EPS Report.
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1. INTRODUCTION

In order to assist the City of San Francisco in making environmental findings pursuant to the
California, Environmental Quality Act (CEQA), Economic & Planning Systems, Inc. (EPS) has
evaluated the financial feasibility of the 706 Mission Street: The Mexican Museum and Residential
Tower Project (the “Project”) and the project alternatives (the “Project Alternatives”) identified in
the Environmental Impact Report (“"EIR”) prepared for. the Project. The Project analyzed in the
EIR includes construction of a new residential tower at 706 Mission Street connected to a
restored and rehabilitated Aronsen Building, with a mix of reSIdentlal Mexican Museum,

restaurant/retail, and poss;bly office uses.

For. this analysis, EPS prepared financial pro formas for the Project and.the Project Alternatives
that indicate whether or not each is financially feasible. The Project and the Project Alternatives
- are described in Chapter 2. The pro formas evaluate whether or not the Project and the PrOJect
Alternatives will generate sufficient revenues to pay for all development costs and developer

return.

In this analysis, the net revenues above the minimum returns required for project feasibility are
referred to as the “Project Residual.” If the Project Residual is positive, then the project is
financially feasible. If the Project Residual is negatfve, then the developer is not able to earn a
sufficient return on the project and it is considered financially infeasible. In these cases, the
project is not likely to be developed. As summanzed in Table 1 and further detailed in Chapter
3 and Appendix A, EPS has determined that the Project is financially feasibie. The Separate
Buildings Alternative is also FnanCIally feasible, while the other Project Alternatives are not
financially feaSIbIe because in those cases, project costs plus developer targeted return exceed

project revenues.
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2. DESCRIPTION OF PROJECT AND PROJECT ALTERNATIVES

EPS evaluated the Project as well as/four of the five Project Alternatives analyzed in the EIR.
Alternative A, the No Project Alternative, is not evaluated in this analysis. The components of
the Project and the Project Alternatives that affect the financial feasibility analyses are described -
below and displayed on Table 2. More detailed descriptions of the Project and the Project

Alternatives can be found in the EIR.

Prdject

The Project Site (the “Site”) is on the northwest corner of Third and Mission Streets, near the
southern edge of San Francisco’s Financial District neighborhood. As shown on Figures 1 and
2, the Site consists of three lots: the entirety of Assessor’s Block 3706, Lots 093 and 275, and
portions of Assessor’s Block 3706, Lot 277. Together, these lots cover an area of approximately

- 63,468 square feet or approximately 1.45 acres.

* The eastern portion of the Site is occupied by the historically important, 10-story Aronson
Building. ThHe Aronso.n-BuIIding has a retail use on the ground floor and office uses on the floors
above. The western portion of the Site is vacant at the surface. This vacant surface lot is the
location that was chosen in 1993 by the San Francisco Redevelopment Agency and The Mexican
Museaum as the future permanent home of The Mexican Museum. The Site also includes the
four-level Jessie Square Garage, which is underneath Jessie Square. The garage has 442
parking spaces and is open to the public. Jessie Square is adjacent to and west of the Site, and
the Site also includes an airspace parcel for the portion of the tower that cantilevers over Jessie

Square.

The Successor Agency to the San Francisco Redevelopment Agency (the “Successor Agency”) is
. the owner of Assessor’s Block 3706, Lots 275 and 277.1 The Project Sponsor, 706 Mission Street -
Co., LLC (the “Project Sponsor” or the “Developer”), is the owner of Assessor’s Block 3706, Lot
093, The purchase/conveyance of what'is referred to as the "Agency Site” in the pro formas in
Appendix A refers only to the portion of the Project Site that is currently owned by the

Successor Agency.
The Project consists of the construction of a new 47-story, 520-foot-tall tower with two floors
below grade (basement floors of the tower) on The Mexican Museum portion of the Agency Site.

The new tower would be adjacent to and physically connected to the Aronson Building, which
would be restored and rehabilitated as part of the Project. Overall, the Project would contain up

1 The San Francisco Redevelopment Agency was dissolved by State legislation effective February 1,
2012. The Successor Agency to the former Redevelopment Agency has assumed responsibility for
working with 706 Mission Street Co., LLC, the Project Sponsor, fulfilling the obligations of the

- Redevelopment Agency. Though the Yerba Buena Center Redevelopment Project Area has expired,
the Project site is the final vacant site that had been identified for infill redevelopment in the former

Redevelopment Area.
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Financial Feasibility of

706 Mission Street Project and Project Alternatives
Report 05/08/13

to 215 premium condominium units with an average size of 2,000 square feet, seven floors of
flex space (residential or office use) in the Aronson Building, approximately 52,285 gross square
feet of space for The Mexican Museum (in both the Aronson Building and the tower), 4,800 gross
square feet of ground-floor retail/restaurant space for potential use by The Mexican Museum,
and associated building services. The new tower would contain up to 43 floors of residential
space and four floors of museumn space. The Aronson Building would contain retail/restaurant

- space on the ground floor and museum space on the second and third floors. In addition, two
flex space options are proposed for the fourth through tenth floors of the Aronson Building. The
residential flex option. (the “Residential Flex Option”) would convert these seven floors from
office use to up to 28 residential units, and the office flex option (the “Office Flex Option”) would
continue their use as office spaée The tenth floor of the Aronson Building could be dedicated to
residential amenity space lf the re51dentlal amemty space is not prowded on the Ffth ﬂoor of the

new tower.

As part of the Project, the Successor Agency would convey the Jessie Square Garage and its
entrance ramp to the Project Sponsor. The garage would be converted from a publicly-owned
garage to a privately-owned garage. The total number of parking spaces in the Jessie Square
Garage would increase from 442 to 470 with the Project. The utilization of the existing
mezzanine area below the Contemporary Jewish Museum will accommodate approximately 38
new parking spaces. Approximately 10 spaces will be removed for vehicular access and
c1rculatlon, resulting in a net.increase of 28 spaces. Of the 470 parking spaces, 210 spaces on
the upper two leveis would remain available to the general public. These 210 spaces would
include parking for St. Patrick’s Church, the Contemporary Jewish Museum, and The Mexican

- Museum. The remaining 260 spaces would include one parking space available for each
residential unit, leased spaces and one to two car share spaces.

The Project and related real estate transaction(s) are the subject of a May 4, 2010, Exclusive
Negotiation Agreement (“ENA*’) between the Successor Agency and the Project Sponsor. In
addition to the Project components described above, the ENA also requires the Project to:
construct the core and shell of the museum space; contribute $5.0 million to an operating
endowment for The Mexican Museum to help support its ongoing operations; defease the
outstanding Jessie Square Garage bonds and repay the Successor Agency’s debt to the City; pay
the equivalent of a 28 percent affordable housing in-lieu fee; and make annual contributions to
the Yerba Buena Gardens common area maintenance account.

Alternative A: No Project Alternative

Alternative A, the No Project Alternative, is not evaluated in this analysis.

Alternative B: Existing Zoning Alternative

The purpose of the Existing Zoning Alternative is to provide an alternative that complies with the
existing zoning for the Site, which includes a maximum floor area ratio of 9.0 to I with the
purchase of transferable development rights ("TDRs"). With the purchase of TDRs, the Existing
Zoning Alternative would result in a new 196-foot tall (13-story) residential building, which is
354 feet (34 stories) shorter than the Project. As with'the Project, the new building would also
be physically connected to the adjacent Aronson Building. If the Office Flex Option were

5180
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Financial Feasibility of
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pursued, the Existing Zoning Alternative would include approximately 52,560 gross square feet
of Class A office space in the Aronson Building and up to 50 condominium units in the new
building. If the Residential Flex Option were pursued, the Existing Zoning Alternative would
include up to 74 condominium units ‘and no office space.

The amount of space set aside for The Mexican Museum would be reduced to approximately
45,000 gross square feet in this Alternative, Consistent with the Project, approximately 4,800
gross square feet of ground floor retail/restaurant space could potentially be part of The Mexican

Museum.

Under the Existing Zoning Alternative, the Jessie Square Garage would not be conveyed t¢ the
Project Sponsor as the scale of the development under this Alternative is insufficient to justify
the expense of purchasing the garage.2 The garage would remain public, and there would not be
any private parking spaces available for purchase by prospective residents.

Alternative C: Separate Buildings Alternative

" The purpose of the Separate Buildings Alternative is to minimize changes to the Aronson

Building.3 Accordingly, this alternative does not call for a physical connection between the new
tower and the Aronson Building and assumes a reduced scope of restoration for the Aronson
Building. However, the parameters of the new tower otherwise remain consistent with the tower
proposed as part of the Preject (520 feet tall and 47 stories). The Separate Buildings Alternative
would include up to 187 condominium units in the tower and approximately 78,840 gross sguare
feet of office space in the Aronson Building (there would be no flex options). The amotint of
space set aside for The Mexican Museum would be reduced from 52,285-gross square feet to
approximately 46,655 gross square feet (the lower five floors) in the tower. The amount of
ground floor retail/restaurant space potentially available to The Mexican Museum would remain
unchanged at approximately 4,800 gross square feet. '

Alternative D: Increased Residential Density
Alternative | : |

The Increased Residential Density Alternative would be similar to the Project except the size of
the residential units would decrease, for an overall increase in the number of units. If the Office .
Flex Option were pursued, the Alternative would include approximately 61,320 gross square feet
of Class A office space in the Aronson Building and.up to 283 condominium units. If the

2 1pcluding conveyance of the Jessie Square Garage would add additional costs to the Existing Zoning
Alternative, as the amount of the Jessie Square Garage bond defeasance and the outstanding loan to .
the City are greater than the parking revenues that could be realized. Including conveyance of the
Jessie Square Garage would further erode the financial feasibility of this Alternative. ‘

3 Under the Separate Buil_dings Alternative, both of the non-historic.additions would be
demolished. The west non-historic addition currently serves as the core of the building

_(ele\/ator, stairs, etc.), so a new internal core for the Aronson Building would need to be

constructed under this Alternative.

. *Economic & Planning Systems, Inc. oIzl P:\121D00\121084_7DEMissionSt\Report\121084report_D50813.d00x. '
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‘Residential Flex Option were pursued, the Alternative would include up to 325 condommlum units

" and no office space.

Like the Project, the Increased Residential Density Alternative would allocate apprqximately
52,285 gross square feet, spread between the tower and the Aronson Building, for The Mexican
Museum, and approximately 4,800 gross square feet of ground floor retail/restaurant space

could potentially be part of the Museum.

Alternative E: Reduced Shadow Alternative

The Reduced Shadow Alternative would reduce the height of the tower from 520 feet to 351 feet
(27 stories) to reduce the shadow impacts of the Project. Like the Project, the new tower would
be connected to the Aronson Building and the full scope of restoration of the Aronson Building
would be completed. If the Office Flex Option were pursued, the Alternative would include
approximately 52,560 gross square feet of Class A office space in the Aronson Building and up to
162 condominium units. If the Residential Flex Option were pursued, the Alternative would
include up to 186 condominium units and no office space. -

The amount of space set aside for The Mexican Museum would be reduced from 52,285 gross
square feet to approximately 45,000 gross square feet in this al’cemaﬁve. The amount of ground
floor retail/restaurant space potentially available to The Mexican Museum would remain

unchanged at approximately 4,800 gross square feet.

19292 .
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3. FINANCIAL FEASIBILITY

EPS developed financial models to simulate the development economics of the Project and four
of the Project Alternatives under consideration in the EIR. The financial mode! consists of a
static pro forma based on developmént costs and revenué estimates specific to each of the
alternatives, resulting in a “Project Residual” that can be compared across the alternatives. If
the Project Residual is negative, a property owner or developer will not have economic incentive
‘to develop the property, and the project is therefore deemed to be infeasible. Those alternatives
resulting in positive Project Residuals after accounting for developer return are considered to be
feasible. It should be noted that even if this analysis determines that the Project or an
alternative is feasible from the perspective of development economics, a financial lender will *
need to separately evaluate feasibility based on lending criteria.

fethodology and Assumptions

EPS_developed,ﬁnancial pro formas for the Project and each Project Alternative, differentiating
between the Office Flex options and the Residential Flex-options where relevant. The financial
pro formas are used to simulate the costs of developing the Project and the Project Alternatives
compared with the petential revehues that may be generated. The resulting Project Residuals
provide an indication of financial feasibjlity.

The pro forma models developed for these analyses are “static” and do not.account for the
timing of construction: costs refative to the revenues from residential sales, The Project Sponsor
‘provided all the project description information for the Project and the alternatives, consistent
with the EIR, and much of the developrhent revenue and cost information. Webcor Builders
provided all direct construction cost information. Where specific development revenue or cost

" information was not provided or is unknown, EPS applied generalized development and operating
cost figures based on our previous experience in San Francisco and vetted these assumptions
with the Project Sponsor. ’ i

The pro forma analyses (inc'luded in Appendix A) provide an estimate of potential Project
Residuals associated with the Project and each alternative under near-term market conditions
(i.e., the next five years). Actual feasibility will depend on the price points and absorption
‘schedule that the Project is able to realize. Specific revenue and cost assumptions are described
in detail below. ' '

Development Revenue

Residential Revenue Assumptions

To estimate potential per sq'uére foot prices for the Project and the Project Alternatives, EPS
reviewed publicly available condominium sales data in San Francisco, including project-specific
sales data at other'lUxury condominium developments in the project vicinity, taking as many

* project similarities and dissimilarities into account as possible. This research was used to
-confirm the price per square foot estimates provided by the Project Sponsor. In the pro formas,
residential revenue calculations are based on a weighted-average price per square foot that
varies by flex option and by alternative to reflect variations in height and unit configuration,
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‘which affect views. The ahalysis assumes a 76 percent efficieﬁcy ratio across the alternatives for
the sake of consistency, which is applied to the gross residential square footage to calculate the

net saleable square feet.

Project Pricing Factors .

The Project will add up to 215 luxury condominium units to the Yerba Buena neighborhood.
Unlike the nearby Four Seasons, Ritz Carlton and St. Regis, however, the Project would not offer
affiliation with a branded hotel and the services they provide. There are several critical factors to
. consider in establishing the projected prices that are used in this analysis, which are described

below.

Project Locatlon
The Site is located on M!SSIOH Street at Third Street in San Francisco, overlooking the Yerba .

Buena Center and Gardens to the southwest, in the South of Market neighborhood. This area is
considered a premiere residential location in the City due to its proximity to downtown, cultural

oﬂ"ermgs, numerous amenities and transit.

. Size and Quality of Units
The Project in total would include up to 215 premium condominium units featurlng high quality

design and finishes and averaging approximately 2,000 square feet in size. Like the Project, the
Existing Zoning Alternative and the Separate Buildings Alternative also propose large residentjal-
units, with average unit sizes between1,800 and 2,000-square feet. The Increased Resideritial

Density Alternative and Reduced Shadow Alternative propese smaller = sjdential units averaging

between ,250 and 1,400 square feet.

The residential units will vary (size, orientation, views and price) depending on whether they are
in the tower or the Aronson Building (residential flex options only) and by alternative. For the
Project, the tower would contain up to 43 floors of residential space over four floors reserved for
The Mexican Museum, with up to 191 units. The Aronson Building'would contain up to seven
floors of residential space over three floors of museum and retail space and would include up to

24 units.

Parking
Parking for all units would be available for purchase in the Project and all Project Alternatives

except for the Existing Zoning Alternative. However, as parking would be sold separately (un-
bundled) from the units, as required in San Francisco, projected unit prices exclude the cost of
parking. In contrast, sales prices for comparable projects such as the Four Seasons, Ritz-
Carlton, St. Regis, and Millennium Tower reflect unit prices that include parking. It is important
to note this difference when projecting unit prices for the PrOJect and Project Alternatives, as
parking revenues are shown as a separate line item. Because the Existing Zoning Alternative
does not include conveyance of the Jessie Square Garage, there will not be private parking

available for purchase.

View and Building Location Premiums
Many of the residential units, depending on the floor and orientation of the unit, would offer

premium views. Due to existing development surrounding the project site and the geographic
location within the city, views (and therefore view premiums) would likely vary significantly by

Economic & Planning Systems, Inc. ) 18 4 P:\121000\121084_706MissionSt\Report\121084report,_050813.docx



Financial Feasibility of
706 Mission Street Project and Project Alternatives
Report 05/08/13

floor level and unit orientation. Below is a breakdown of segmentation by floor and unit
orientation and estimates of correlated view premiums:

« Floors 4 through 10: On these lower floors, Yerba Buena Center and Gardens would be
visible for south and southwest facing units in both the tower and Aronson Building?. As
northern facing units in this segment of floors would not have comparable views, the
southern facing units would likely command higher prices per square foot.

« Floors 11 through 25: In addition to the views for south and southwest facing units as
discussed above, on floors 11 through 25, views of the water to the east and southeast
.would begin to be available. South and southeast facing units are therefore anticipated to
command higher prices per square foot than both lower floors,.as well as north facing units of

equal floor level.

« Floors 26 through 33: Site lines in units above the 25% floor would begin to clear the
Westin Hotel to the northwest, opening partial site lines to the Bay towards Marin. In this
floor segment, southern and northern facing units are expe-cted to command comparable
prices per square foot. 3 co :

e Floors 34 tﬁrough 44: Above the 33" floor, premium views to the north become available,
with clear site lines to the Golden Gate Bridge. In this floor segment, premiums for northern
facing units begin to exceed so_uthem facing units.

o Floors 45 through 47 (Penthouse Units): The top three floors of the tower, in addition to
possessing premium views to the north stmilar to floors 34 through 44, would -effer
penthouse layouts, which include larger floor plans and private terraces. The uniqueness of
these units, both with regard to their size and design, is anticipated to command an
additional price premium per square foot. It should be noted that the penthouse units will be
unfinished, as it is expected that buyers will finish units to their personal taste.

« Aronson Building Units: Due to restrictions imposed by historic preservation regulations,
units in the Aronson Building will vary from units in the tower. For example, the Aronson
Building units will be smaller, with smaller window openings and area, and may be finished
and configured differently from the units in the proposed tower although with higher ceiling -
heights. Due to these characteristics (and in conjunction with the limited view premiums
described above); the Aronson Building units are expected, on average,.to sell for a lower
price per square foot than units in the proposed tower. The “City Residences” in Millennium
Tower are comparable to the units that would be available in the Aronson Building, both in
regards to size and finish. However, as noted above, parking would be sold separately from
the unit in the Aronson Building, whereas sales prices for the “City Residences” included

parking.

Table 3 outlines projected sales prices per square foot for each of the floor segments described
above as well as the Aronson Building units. The estimates below reflect both the view

4 Note that in the Project, residential units in the tower would begin on the 5% floor, whereas the
Aronson Building would have residential units starting on the 4" floor.
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premiums by floor as well as the building specifications of the Project and may not be the same
across all Project Alternatives as certain unit product types vary by design.5 The detailed
analysis of these prices by floor and alternative are provided in Appendix D. ‘

Table 3 Analysis of Revenue by Floor Segmentation

Category Average Price per SgFt
Tower :
Floors 4 -10 $1,150
Floors 11 - 25 : $1,200 .
Floors 26 - 33 : : $1,275
Floors 34 - 44 » - ' $1,400
Floors 45 - 47 $1,800

Aronson Building $1,100

Sources: Millennium Partners; Econemic & Planning Systems, Inc.

Hotel Condominium Premium _
Unlike the nearby Four Seasons, St. Regis and Ritz-Carlton residences,. the Project will not be

built in conjunction with a branded luxury hotel. Condominium developments that include a
hotel component with associated branding and service levels often command substantial price
premiums over traditiona!l condominiums on a dollar per square foot basis. Conco units in
condo/hotel projects can sell for a premium over traditional condos: due primarily to the services
provided to the condo hotel owner that are inherent in being part of a hotel operation such as
housekeeping, maintenance, room service, and concierge service as well as the uniqueness in
-design, sophistication, and overall product offering that comes along with being a managed
hotel. As the Proje(ft includes neither a hotel component nor associated amenities, the affiliated

price premiums would therefore not apply.

Market Context

Sales Prices o .
Over the past 15 years, the San Francisco condominium market has incurred numerous peaks

and valleys. As the market is cyclical by nature, and there is substantial risk involved in bringing
new condo units to the market, the success of a condo project often stems from market '
positioning and timing as much as any other element.. Although the current market continues to
improve, it is imperative to understand market fluctuations of varying severity, their implications
on pricing and the length of the sale period, and associated development risks.

5 For instance, in B: Existing Zoning Alternative and E: Reduced Shadow Alternative, penthouse unit
layouts would be located on lower floors than in the Project and would therefore command a higher
sales price per square foot than a unit in the Project at the same floor level.
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Figure 3 illustrates the San Francisco condominium market since 1998 in aggregate as well as
within one half mile of the Project site. As shown, the volatility in the market is quite apparent.
Currently, the condominium market has reached, or is approaching, a new high. Whether such
favorable market conditions will dissolve, be maintained or improve over the coming years
remains to be seen and is subject to a myriad of factors such as competitive supply, job growth,
and the health of the overall economy. '

As shown in Table 4, a search of condominium sales in buildings constructed since 2005 within
roughly one-half mile of the Project site yields a square foot price of approximately $1,057
regardless of unit size, and a square foot price of approximately $1,397 for units more than
2,000 square feet in size. ' ' ’ ’

Figure 4 shows the average developer sales prices and developer sale periods for the Four

Seasons, Ritz-Carlton, St. Regis, and Millennium Tower, the four most applicable product

comparisons built within the last ten years. Average sales prices per square foot are also shown
for all sales within one half mile of the project site for units over 2,000 square feet and for units
that sold for $1.5 million or more. It should be noted that the area-wide averages include all re-
sales in addition to developer sales and therefore show sales prices per-square foot that exceed
developer sales for luxury units in some instances. \

For context, the Four Seasons’ sales period lasted from 2000 to 2064 and sales averaged $1,100
per square foot, with & high Qf’$1,8700 per square foot in the premium units. The St. Regis began
sales in 2004, selling out by 2006, and sales averaged roughly $1,200 per équare foot. The Ritz-
Carlton sold finished units at the height of the market between 2005 and 2007, and achieved
sale prices per square foot of just over $1,200.% Millennium Tower began selling units in 2007
and sold its last unit in March of 2013, averaging roughly $1,125 per square foot.7 These prices
include parking in the sales costs for the units. Sale prices per square foot for the individual
projects noted above are shown to be flat throughout the sale period as individual unit data are
not available at this time.

Market Supply . )
As the supply of available condos at any given time can have dramatic implications on prices, it

is important to note that upon completion of construction of the Project, up to 215 high-end
residential units (under the Project scenario) would become available for purchase, significantly
increasing the supply of available luxury units in the market. Due to the limited number of
luxury condominium units currently available, a large influx of supply into this niche, relatively
thin segment of the market may keep prices down. Furthermore, if units in other developments
of similar quality become available during the same sale period, prices could be further
suppressed. : '

6 Unlike the Four Seasons, St. Ret_jis, Millennium Tower or the Proposed Project, the Ritz-Carlton units
were completely built out, including finishes, at the time of sale, though several of the project
amenities were not built. Average prices would have been lower if units were unfinished. .

7 Sales prices do not reflect developer concessions agreed upon during transaction- negotiatfons. Such
concessions could include alternative finishes, interfor wall layouts, financial credits, etc.
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‘Developer Sales versus Resident Re-sales

The Project’s residential units would be built out with the understanding that potential owners
intend to customize the interior of their respective units to fit their taste. Customization often
includes complete kitchen and bathroom remodels, installation of all new lighting, ceiling
treatments, finishes, and the physical alteration of unit layout {demolition and/or new )
construction of non-load bearing walls and door openings). In some cases, interior renovations
of this magnitude can cost as much, if not more, than the price of the unit itself. At Millennium
Tower, residential improvements ranged from $100 to $300 per square foot and have been
completed on approximately 30 percent of the units. This percentage is higher for projects like
the Four Seasons and the St. Regis that are older and have expeﬁenced more turnover. Given
that Millennium Tower began selling units in 2007, it is anticipated that this percentage will

" increase as resales continue to occur.

For example, Table 5 illustrates the price differential between developer sale prices (units with
warm-shel] build out shown on the right as *MP Original Sales”) and resale prices, which include
significant value-adding renovation. This trend can be observed in other comparable, high-end
residential projects such as the Four Seasons, Ritz-Carlton, St. Regis, and Millennium Tower (as
illustrated above) and should be accounted for when assessing projected sale prices for new
units of this type. Consequently, EPS has relied more significantly upon original sale pricés in
order to best pre'dict revenies for the Project. Taking into account this trend is espedially
pertinent when predicting sale prices for penthouse units, as the developer build out formew
penthouse units would be particularly limited.

Residential Revente Conclusions _ )

Based on all of this data and contextual information, the Project pro forma assumes a weighted-
average sales per square foot of $1,283 for the Project (residential flex option) with per square
foot pricing by floor ranging from $1,100 for the units in the Aronson Building to $1,800 for the.
unfinished penthouse units that command premium views £o the north in the tower. Pricing
assumptions by Alternative and flex option are shown in Appendix D. These prices are higher
than what the San Francisco condominium market has previously experienced for developer-sold,
luxury condominium units even in hotel-branded buildingé that have included parking in the
project area and thus represent a conservative approach to the analyses.

As shown in Table 6, the applied sales ber square foot assumptions result in average sales
prices per unit of $2.6 million for the Project, $2.1 million for Alternative B, $2.6 million for
Alternative C, $1.8 million for Alternative D, and $1.5 for Alternative E since the units will be
smaller. EPS expects prices for the Increased Residential Density Alternative would be
discounted because they would be smaller and there ‘would be a greater number of units, which
would make them less unique. However, for the sake of consistency across the Project
Alternatives, the same pricing structure is applied. Prices vary depending on the flex option and
ultimately will be determined by market demand at the time of sale.

Residential Commissions

Residential sales commissions are typically 6 percent. The split between the buyer's and the
seller’s agents are negotiated at the time of sale, with the full commission amount coming out of
the proceeds of the sale. Because this figure can vary, this analysis conservatively assumes
average outside commissions of 3 percent of residential transactions. '
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Financial Feasibility of

706 Missjon Street Project and Project Alternatives
Report 05/08/13

Operating Revenues

Office Revenue

Class A office rents in the Yerba Buena submarket are approximately $52.67 p'er square foot per
year as of the fourth quarter of 2012 as shown on Table 7. In the pro formas, rents are
rounded up to $55 per square foot per-year to reflect a premium for newly-remodeled interior
space and to account for further market recovery between now and project completion. Lease
rates reflect full service leases, with operating expenses assumed to be 20 percent of gross

revenue.

Class A office vacancy rates in the Yerba Buena submarket are approximately 21.2 percent, also
as of the fourth quarter of 2012. Vacancy rates are rounded down to 10 percent in the pro

. formas to reflect the desirability of leasing space in a newly rendvated, historically- important
building. Actual lease and vacancy rates will vary depending on market conditions at the time of

leasing.

Parking Revenue _

The Jessie Square Garage consists of the existing 442-space garage as well as the area below
the existing Contemporary Jewish Museum and adjacent to the mezzanine level of the existing
garage. The Jessie Square Garage is presently owned by the Successor Agency. After
conveyance and reconfiguration, the Jessie Square Garage will contain 470 parking spaces (the
existing garage contains 442).8 Therewill be 210 spaces preserved for public use, and- 260 for
private use, including one parking space available for each residential unit (for sale as an
“unbundled” transaction at a cost of approximately $100,000. per space);.leased spaces and ene -
to two car share spaces. The public parking spaces likely will be operated by a parking operator
entity, which would pay a fee to the Project Sponsor for the privilege of operating the Jessie
Square Garage. The structure of the terms has not yet been determined. To account for
revenue from the leased spaces and the public spaces, this analysis assumes a mionthly net
revenue of $322 per space. This value is based on the current operator’s (CityPark) annual net
revenues generated by the 350 spaces available to the public (see Appendix F). It should be
noted that CityPark is not required to pay property taxes, though the Project Sponsor would pay

property taxes, which would affect net revenue;

Conveyance of the Jessie'Square Garage would not occur under the Existing Zoning Alternative
and the existing spaces would remain available for pubhc parking. -No parking-related revenue is

generated under this Alternative..

Capital Reserves
A capital reserve line item, estimated at 1 percent of net lease revenue, is included to account
for any unforeseen capital requirements related to the office space (under the office flex options)

and public parking.

8 The utilization of the existing mezzanine area below the Contemporary Jewish Museum will
accommodate approximately 38 new parking spaces. Approximately 10 spaces wxll be removed for
vehicular access and citculation, resulting in a net increase of 28 spaces.
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Financial Feasibility of

706 Mission Street Project and Project Alternatives
Report 05/08/13

Capitalization of Operating Revenues

The net operating income from the office uses and leased and public parking revenue is
capitalized at a rate of 6.0 percent, in additicn to a one-time 2-percent cost of sale that would be
incurred at the time of sale. The capitalization rate of 6.0 percent is based on a San Francisco-
speciﬁc, CBD office reversion cap rate of 5.75 percent as presented by IRR Viewpoint, 2013 and
increased to account for inclusion of the Project's parking component. A cap rate of 6.0 percent
is used even in the Existing Zoning Alternative for the sake of consistency across the Project’and
the Project Alternatives. The capitalized value of the lease revenue and the revenue from the
residential (and parkmg) sales comprise the PrOJect s total revenues.

Development Costs

Aronson Building Acquisition Costs

The Project Sponsor purchased 706 Mission Street, the Aronson Building, in 2006 for

$23.5 million, which is included as a development cost. Upon purchasing the building, the
Project Sponsor immediately commenced discussions with the former Redevelopment Agency
regarding the incorporation of the Aronson Building in a redevelopment project. These

discussions culminated in the 2008 ENA.

Agency Site Purchase and Conveyance

Under the terms of the existing Exclusive Negotiation Agreement, the Successor Agency will
convey the Agency Site to the Deveioper for $1 in exchange for agreed upon contributions from
the Project Sponsor. Among these contributions is the defeasance of the full outstanding amount
of the Jessie Square Garage-bond debt, currently estimated to be aporoxnmately $21.1

million. In addition, the Developer will pay amounts requlred to be paid under a Cooperation and
Tax Increment Reimbursement Agreement between the City and the Successor Agency as
necessary to defease the Jessie Square Garage bond debt, which is estimated to be
approximately $18.3 million. These two amounts will result in payments of approximately $39.4

million.

The Developer will also be responsible for'any other costs associated with payoff or defeasance .
of the existing bonds as well as all transaction costs related to conveyance of the Agency
Site. Transaction costs include transfer taxes, title insurance premiums, escrow fees and
‘recording fees. Transfer taxes and title insurance will be estimated based on the assessed value -
of the Agency Site once it is determined. Because the Agency site is owned by the Successcr
Agency, it is government owned, and therefore not assessed Until the value is determined,
these costs have been excluded, which is conservative for purposes of this analysis.

Agency Site Property Costs )

Once the Project Site is conveyed to the Pro;ect Sponsor, the Project Sponsor will be responsible
for paymg the property taxes associated with the Site: Because the value of the site is unknown
at this time, property taxes are not included. Exclusion of Agency Site property costs is

conservative in that it underestimates costs.

Predevelopment Entitlement Costs and Fees
Predevelopment entitlement costs include those costs that were incurred by the Project Sponsor
as part of the predevelopment process through the end of 2012 (when the data was-assembled),
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_ Financial Feasibility of
706 Mission Street Project and Project Alfernatives
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before design, permitting, and construction costs. Costs include architecture and engineering
(for renderings to support the EIR alternatives), land use and other consultants, permits and

other fees, legal fees, advertising and promotion, and other costs. Predevelopment costs are
" indicated to be approximately $10.2 million for the Project, including approximately $407,000
that is directly attributable to the Mexican Museum. Detail is provided in Appendix G.

Direct Construction Costs

Direct construction costs vary by alternative and range between $403 per gross square foot and
$580 per gross square foot, depending primarily on the height of the tower. The taller the
tower, the lower the cost per square foot due to cost-spreading efficiencies. Estimates were
prepared by Webcor Builders and provided to EPS (see Appendix E). Total direct construction
costs for the Project are approximately $296 million for the residential flex option and $287
million for the office flex option. For all Project Alternatlves, the estimates reflect LEED Silver
compliance for the Residential space and LEED Gold compliance for the office and The Mexican

- Museum space. The estimate includes construction of the core and shell for the Museum and
office spaces with mechanical, electrical and plumbing stubs provided. Costs include demolition
of the Aronson Building annexes and site improvement costs such as hardscape and landscape
improvements. The tenants will be responsible for interior buildotit of the office and cultural
space. Tenant improvement allowances of approximately $100 per square foot of office space
are expected-to be provided by the Developer and are included. In addition, the exterior of The
Museum’s curtain wall is assumed to be treated with a unigue finish that sets the design of The
Museum apart. The estimated cest of the curtain wall is approximately $1.3 million. Other .
Direct Costs such as a Contractor Controlied Insurance Program, adjacent property
improvements, utility set-up charges, pre-construction charges, some initial on-site
environmental work and contingency are also included.

Indirect Costs

Indirect construction costs include architecture and engmeermg costs (schematics through
construction documents) (3.9 percent of direct costs), fees and permits (2.9 to 3.1 percent of
direct costs depending on the alternative), legal costs (0.6 percent of direct costs), sales and
marketing costs (1.4 percent of direct costs), and other indirect costs (9.8 percent of direct
costs). Fees and Permits include Building Department and other Agency fees and are calculated
for the Project the Project Alternatives (see Appendix B). ' '

Other Indirect Costs mclude developer fees; local real estate taxes; owner’s hablllty, and
miscellaneous insurance coverage premiums; bank and financing fees for loans, closing costs,
appraisals, title insurance, interest; start-up expenses; sales office; local office operatlons and
administrative; general contrlbutlons, other miscellaneous costs; and contingency.

Other Project Costs

The Mexican Museum

The Project and each Project Alternative are proposed to include space for the permanent home
of The Mexican Museum. The ENA stipulates that between 35,000 and 45,000 net square feet
will be set aside for the “Cultural Component” which is to front and relate to Jessie Square.

Economic & Planning Systems, Inc. 5 1@ 7 P:\121000\121084_706MisslonSt\Report\121084report_050813.docx



Financial Feasibility of

706 Mission Street Project and Project Alternatives
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Construction of The Mexican Museum Core and Shell
The Developer will allocate space in the Project rangmg from approx;mately 45,000 gross square

feet to 52,285 gross square feet, depending on the alterriative, plus 4,800 square feet for
potential retail space for The Mexican Museum. The Developer will pay for the construction of
the base, core and shell of the Museum. Once the space is.constructed, the Project Sponsor will
convey the space to the Successor Agency or its designee at no cost. The Successor Agency or
its designee is expected then to sign an operating agreement or lease with The Mexican Museum
for use of the space. Buildout costs will be the responsibility of The Mexican Museum with some
grant assistance from the Successor Agency pursuant to the existing Grant Agreement. The
costs of constructmg The Mexican Museum’s core and shell are included in the direct and indirect.

costs descnbed above for SImp]lClty of presentation.

The Mexican Museum Endowment
The Project Sponsor will contribute a $5 million operating endowment to The Mexican Museum.

The coéntribution is expected o occur in two payments with the first pa)}ment occurring within six
months of the issuance of the first certificate of occupancy for a residential unit(s) in the Project,
and the second payment occurring within 24 months of the first payment. The value of the
endowment does not vary across the Project and the Project Alternatives.

Aronsen Building Rehabilitation’

The historically important Aronson Building.is located on the corner of Mission and Third Streets
and is proposed to be an integral part of the Project. As part of the Project, the Project Sponsor
will rehabilitate the building and incorporate it into the Project. The scope of the rehabilitation
will include extensive seismic upgrading, as well as renovation of the facade surfaces with
historical accuracy. In addition, two non-historic annexes along the northern and western walls
. will be removed. The estimated cost of these improvements is approximately $11.3 million,”

based en information prepared by Webcor Builders,

This scope is the same across the Project and all of the alternatives except the Separate

Buildings Alternative. Under the Separate Buildings Alternative, the scope of rehabilitation is '

. reduced. Only the minimum amount of work required to prevent further deterioration and to
permit continued occupancy will be undertaken at a reduced cost of approximately $10.5 million.

This restoration cost information was prepared by Webcor Builders and is summarized on

Table 8.

Affordable Housing In-Lieu Fees

The ENA requires the Project Sponsor to'comply with the City’s Inclusionary Affordable Housing
Program through payment of the Affordable Housing Fee: Planning Code Section 415 et seq.
requires residential developments of 10 or more units to pay an Affordable Housing Fee of 20
percent (i.e., a fee equivalent to providing 20 percent of total units as affordable units). '
Furthermore, the ENA provides that if the Affordable Housing Fee is based on an affordable
housing requirement of less than 28 percent of the total units in the project, then the Project

a
b
p:
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706 Mission Street Project and Project Alternatives - --
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Sponsor must pay a separate fee to the Successor Agency equal to the difference between the
City’s Affordable Housing Fee and an affordable housing reguirement of 28 percent. 'Pursuant to
this provision, in addition to paying to the City the Affordable Housing Fee of 20 percent, the
Project Sponsor will pay to the Successor Agency a separate affordable housing fee of 8 percent.

Based on the City’s 2013 Affordable Housing Fee schedule, the Project would be required to pay
Affordable Housing Fees as follows, assuming the maximum number of units: »

Resideqtial Flex Option (215 units, including 107 two-bedroom and 108 three-bedroom
units): City fee of $15,034,090 plus Successor Agency fee of $6,013,636, for a total of.

 $21,047,726.

Office Flex Option (191 units, including 95 two-bedroom and 96 three-bedroom units): City
fee of $13,356,389 plus Successor Agency fee of $5,342,556, for a total of $18,698,945,

Across the alternatives, the fees would range from $4.9 million (Existing Zoning Alternative) to
$27.2 million (Increased Residential Density, Residential Flex Option). The fees are shown on

‘Table 8.

Purchase of TDRs : _
The City’s Planning Department tracks TDRs belonging to private owners, which may be
purchased in some instances to increase allowable densities for specific projects. The Site is
located in the Downtown Retail {C-3-R) District, which permits a base floor area ratio (FAR) of
6.0 to 1 and an FAR of up-to 9.0 to 1 with the purchase of TDRs. The proposed Special Use
District would aliow development of the Project without the purchase of TDRs. The Existing
Zoning Alternative, by definition, would require the purchase of TDRs. The purchase of TDRs is

also included for the Reduced Shadow Alternative for consistency with the EIR.

In order to permit an equivalent comparison of the alternatives, this analysis includes
calculations of financial feasibﬂity without the purchase of TDRs for the Project and all
alternatives and with the purchase of TDRs for the Existing Zoning Alternative and the Reduced
Shadow Alternative to be consistent with the EIR. For the Existing Zoning Alternative and the
Reduced Shadow Alternative, TDR calculations are shown on Table 8. The Developer provided
estimates of the number of TDRs that would be required. The market rate for TDRs is
approximately $24 to $25 per gross square foot, based on average market rates provided by

TDR brokers as of April 2013.

Homeowners’ Association Dues )
As the residential units are being absorbed, the Project Sponsor will be responsible for paying the
Homeowners' Association (HOA) Dues of unsold units. The HOA dues are estimated to be $1 per
square foot per month. The cost estimate assumes the Project Sponsor pays 2/3 of dues in the
first year. of sales and 1/3 of dues In the second year of sales and is shown on Table 8.

Gardens Management, Operations and Security .
The Project Sponsor will contribute to the Gardens Management, Operations.and Security
(GMOS) account, which provides funding toward the operations, management and security of
Yerba Buena Gardens and which has already been established for other projects in the area. The
annual payments are calculated at the rate of $1.50 per.square foot of the Project’s above-grade
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net leasable commercial building area and $1.25 per square foot of tHe. Project’s above-grade net
saleable residential area. Though the fees are subject to annual CPI increases, these static pro -
formas do not take this into account. Calculations are shown on Table 8. Ultimately the GMOS |
payment obligations will be the responsibility of the residents who purchase the Project’s
residential units. To estimate the payments that will be the responsibility of the Developer
_during the absorption period for purposes of this evaluation, it is assumed that the Project
Sponsor pays 2/3 of costs in the first year of sales and 1/3 of costs in the second year of sales.

EIR Mitigation_and Improvement Measures

Various one-time mitigation measures are required by the EIR, amounting to approximately
$190,000 of one-time costs beyond those mitigation expenditures already included in the direct
construction cost estimate. EIR improvement measures such as traffic and pedestrian safety
improvement items, are also proposed, amounting to approximately $625,000. EIR greenhouse
gas cormnpliance measures are estimated to cost approximately $160,000 beyond those costs
already reflected in the construction costs. .These measures are detailed in Appendix C.

Other Project Costs .

Other Project Costs include Developer-proposed improvements such as loading dock and capacity
improvements at the Jessie Square Garage, repair of the Jessie Square Garage turntable,
pedestrian crosswalk and signage improvements, and the relocation of existing tenants in the
Aronson Building.. Other Project Costs amount to apprbximately $7.56 million. These items and
costs are detailed in Appendix C. g :

Developer Return
Developer return, or profit, is qalculated as a percentage of Projei:t costs, yielding an
" unleveraged cash-on-cash return. Acceptable rates of return can vary across projects,
_geographies and developers, are affected by market conditions and must reflect the level of risk
associated with the project. Prior EPS experience in San Francisco suggests a reasonable rate of
return could range from 15 percent to 18 percent in today’s market. Residential towers often
require rates of return that are on the high-end of the range, accounting for market risk of rolling
out all of the units at the same time, high front-end costs, as well as construction and financing
risks.” Additionally because the financial pro formas are static models that do not account for the
gime/value of future revenues relative to current and near-term costs, the rate of return is set
higher to correct for this. The financial pro formas apply a rate of return of 18 percent.

Project Residual _ _

The Project Residual represents the difference between the gross revenues generated and the
cost of developing the Project or the Project Alternatives, including a cash-on-cash return on
investrent to the Project Sponsor. The Project Residual is calculated both with and without the
purchase of TDRs for the Existing Zoning Alternative and the Reduced Shadow Alternative. A
positive Project Residual represents a financially feasible development whereas a negative
Project Residual means the development is not financially feasible. '
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Financial Results
The results of the pro forma analyses are shown for each alternative in Appendix A and
summarized on Table 1. :

s Project. Both the residential and office flex options of the Project are financially feasible.

- The Project, as outlined in the preceding section is projected to generate approximately $568
million in gross project revenues under the Office Flex Option and approximately.$586 million
under the Residential Flex Option. Projected development costs, including developer return,
are approximately $537 million under the Office Flex Option and approximately $546 million
under the Residential Flex Option. The Project Residuals, above the minimum return on
investment needed for project feasibility, are estimated at approximately $30.6 million under
the Office Flex Option and approximately $40.3 million under the Residential Flex Option.

» Alternative A: No Project. The No Project Alternative is not evaluated.

Alternative B: Existi‘ng Zoning. The Existing Zoning Alternative is not financially feasible
with or without the purchase of TDRs because under this Alternative, the height of the tower
is' reduced, which reduces the number of revenue generating units, and per square foot :
construction costs are highest under this alternative due to a decrease in construction cost
efficiency. Additionally, the Jessie Square Garage would not be conveyed to the Project
Sponsor under this alternative, which means the Alternative does not include defeasance of
the outstanding Jessie Square Garage bonds or repayment of the Agencys debt to ihe City.

It also does not generate parking-related revenue.

The Existing Zoning Alternative is projected to generate approximately $134 million in gross

~ project revenues under the Office Flex Option and approximately $149 million under the
Residential Flex Option. With the purchase of TDRs, projected development costs, including
developer return, are approximately $268 million under the Office Flex Option and
approximately $292 million under the Residential Flex Option. The Project Residuals, above
the minimum return on investment needed for project feasibility, are estimated at
approximately negative $133.4 million under the Office Flex Option and approximately’
negative $142.6 million under the Residential Flex Option. 'With the purchase of TDRs, the
Project Residuals for this Alternative are estimated at approximétely negative $134.2 million
under the Office Flex Option and approximately negative $143.4 million under the Residential

Flex Optlon

Alternative C: Separate Buildings. The Separate Buildings Alternative is financially
feasible. In many ways, this Alternative performs similarly to the Project office flex option,
however, there are four fewer residential units in-the tower. The direct construction costs
are slightly higher under the Separate Buildings Alternative than under the office flex option

of the Project due to reduced construction efficiencies.

The Separate Buildings Alternative is projected to generate approximately $547 million in
gross project revenues. Projected development costs, including developer return, are
approximately $541 million. - The Project Residual, above the minimum return on investment
needed for project feasibility, is estimated at apprbxirhately $5.3 million.
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» Alternative D: Increased Residential Density. The Increased Residential Density
Alternative is not financially feasible because the direct per square foot construction costs are
higher under the Increased Residential Density Alternative than under the Proposed Project.
Though there are more units in the Increased Residential Density Alternative than there are
in the Proposed Project, the overall square footage is the same. Because residential revenue
is based on a per square foot price (rather than a per unit price), the residential revenue is
similar to the Proposed Project. '

The Increased Residential Density Alternative is projected to generate approximately $566
million in gross project revenues under the Office Flex Option and approximately $585 million

- under the Residential Flex Option. Projected development costs, including devel‘oper return,

_ are approximately $595 million under the Office Flex Option and appro_ximately $610 million
under the Residential Flex Option. The Project Residuals, above the minimum return on
investment needed for project feasibility, are estimated at approximately negative $29.3
million under the Office Flex Option and approximétely negative $25.6 million under the
Residential Flex Option.

« Alternative E: Reduced Shadow. The Reduced Shadow Alternative is not financially
feasible with or without the purchase of TDRs. In this Alternative, the height of the tower is
reduced from 520 feet in the Proposed Project to 351 feet, which reduces the number of
residential units to 162 under the office flex option and 186 under the residential flex option
and reduces potential revenue from residential sales. There are fewer units to generate
revenue, and the number of upper floors of the Project, which command substéntjal price
premiums due to views, are not available under the Reduced Shadow Alternative. Atthe
same time, per square foot development costs are higher under the Reduced Shadow
Alternative relative to the Proposed Project due to a decrease in construction cost efficiency.
Within certain construction type thresholds, the taller the structure, the lower the cost per

~ square foot due to cost-spreading efficiendes. The combination of these factors results in an
alternative that is not financially feasible.

The Reduced Shadow Alternative is projected to generate approximately $297 million. in
gross project revenues under the Office Flex Option and approXimately $313 million under
the Residential Flex Option. With the purchase of TDRs, projected development costs,
_including developer return, are approximately $434 million under the Office Flex Option and
approximately $452 million under the Residential Flex Option. The Project Residuals, above
the minimum return on investment needed for project feasibility, are estimated at
approximately negative $134.5 million under the Office Flex Option and approximately
negative $137.6 million under the Residential Flex Option. With the purchase of TDRs, the
Project Residuals for this Alternative are estimated at approximately negative $136.4 million
under the Office Flex Option and approximately negative $139.5 million under the Residential

Flex Option.
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Appendix A, Table 1
Project Pro Forma
706 Mission Street; EPS #121084

DRAFT - For Discussion Purppsas Only

Residential Sales Revenue [1]
(iess) Commission Expenses
Residential Parking Sales Revenue [2]

Lease Revenue
Office
Gross Revenue (Full Service Gross) [3]
(less) Vacancy [4]
(less) Operating Expenses [5]
Subtotal, Office

Parking [6]

Subtotal, Lease Revenue
(less) Capital Reserve [7]

Annual Net Operating Income
Capitalized Value [B]

Total Revenues

Flex Option
Item Assumption - Residentjal Office
DEVELOPMENT PROGRAM
'Gross Building Square Feet 710,525 . 710,525
Residential- !
Gross Square-Feet 580,630 519310 — - - .= -
Net Saleable Area 76% Efficiency Rafio 441,279 354,676 .
Units 215 191
Office '
Gross Leasablé Area (sq.ft) 0 61,320
Net Leasable Area (s4.ft) 85% Efficiency Rafio o] . 52122
Parking Spaces 470 470
DEVELOPMENT REVENUE

$566,148,429 $514,487,836
3.0% of purchase price ($16,984,483) ($15,434,635)

$100,000 per space $21,500,000 $19,100,000
$55.00 Jsq. fthr. ’ $0 $2,866,710
10.0% of Gross Revenue . - $0 ($286,671)
20.0% of Gross Reverue 30 ($573.342)
$0 $2,008,697 B
$322.00 /space/mo. $977,592 $1,074,192
$977,592 $3,080,888
1.0% of Lease Revenue ($9,776) ($30,808)
$957,816 $3,050,080
6.0% cap rate, ’ $15,807,663 $48,817,975

$586,472,609 £567,871,176

DEVELOPMENT COSTS

2006 Acquisition of Aronson Buiiding
Agency Site Purchase/Conveyance [e1
Aronrson Building Property Costs [10}

Direct Construction Costs
Predevelopment Entitlement Costs [11]
Direct Construction [12]

Exterior/ Curtain Wall [13]
Tenant improvements (Office) [14]
Subtcfal, Direct Construction Costs

Indirect Costs
Architecture and Engineering
Fees and Permits {15]
Legal
. Sales and Marketing
Other Indirect Costs [16] ~
Subtotal, indirect Costs

Other i’roject Costs
Museum Operating Endowment
_ Aronson Building Rehab/Renovation [17]

Required Affordable Housing In-Lieu Fees [18]
Additional Affordable Housing In-Lieu Fees [19]

_ Purchase of TDRs (¥ applicable) [20]
Absorption Period HOA Dues [21]
Open Space Maintenance (GMOS) 22}
EiR-Related Measures
Other Project Costs

Subtotal, Other Project Costs

Total Costs
Developer Refurn [23]
Project Residual

$23,500,000 $23,500,000
$36;353,004. $38,353,904

. $9,388,235 $9,388,235
$403-40 $418 $295.880,173  $286,538,188-
$100 /sq.ft. of fagade $1,328,000. $1,328,000

$100 isq. it $0 §5.212,200
$306,506,824  $302,467,028

3.9% of Direct Costs $11,803,978  $11,644,881

3.1% of Direct Costs $9,637,050 $9,340,890

0.6% of Direct Costs $1,839,581 §1,814,802

1.4% of Direct Costs $4,292,356 §4,234,538

* 9.8% of Direct Costs $30.046.489  $29,641769
18.7% to 18.8% of Direct Costs $57.618453  $56,676,980
$5,000,000 $5,000,000

$15,034000  $13,356,389

$6,013,636 $5,342,556

$441,279 §$394,676

725,788 §741,118

$975,000 $975,000

§7.565,000 $7.565.000

$35754782  $33,374,738
$462,864,973  $455,412,648

18.0% of Total Costs $83,315,695  $81,974,.217 .
$40,291,941 $30,584,251

Economic & Flanning Syslems , Inc. 5/8/2013
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Appendix A, Table 1 DRAFT - For Discussion Purposes Only-

Project Pro Forma
706 Mission Street; EPS #121084 . . .

[1] See Tables 3 through 6 and Appendix D for residenfial revenue estimate assumptions and calculations,

{2] Residential parking spaces will be available at a 1:1 rafio at a cost of $100,000 per space. Purchase will be unbundied from residential sales.
[3] Office rents based on 4Q, 2012 CBRE report for Class A office space in Yerba Buena submarket; rounded up from $52.67 p.s.f. fo $55 p.s.f.
to account for a premium for newly remodeled space. Actual rents will vary depending ori market condifions at the time of leasing.

[4] Office vacancy rates based on 4Q, 2012 CBRE report for Class A office space in Yerba Buena submarket; rounded down from 21.2% 1o
10.0% to account for improving office market conditions and the desirability of newly remodeled space. Aciual vacam:y rates will vary depending

on market conditions af the fime of leasing.
[5] Operafing expenses include cleaning, utilities, general building management, management fee, insurance and property tax, and

commissions.
[6] Revenue per month is appiied fo the public and leased spaces (see Table 2) based on City Park's average monihly net revenue of
approximately $113,000 for 850 spaces (for FY12/13 through February), see Appendix F. It should be noted that City Park does not pay
property taxes, whereas the Project Sponsor will. As such, this cost estimate potentially overstates per month net revenues, which is
conservative for purposes of this analysis. This revenue Is applied to the public spaces and the leased spaces.

. [7] Capital reserves fo cover any unforeseen capital requirements.

[B] Capitalization rate of 8.0% is based on a San Francisco-specific, CBD office reversion cap rate of 5.75% as presented by IRR Viewpoint,
2013 and increased fo account for inclusion of the Project's parking component. Includes a 2% cost of sale.

[S] Estimate provided by the Successor Agency, includes $21.1 million to defease outstanding Jessie Square Garage bonds, $18. 3 miflion for
payment required under the Cooperation and Tax Increment Refmbursemerit Agresment, and $1 for site conveyance. Because the ‘assessed
value of the Agency Site is unknown at this time, associated fransaction costs are not included. The Project Sponsor will be responsible for
property taxes on the entire Project Site post-conveyance, and the property taxes will be based on the value of the sife. Again, because the
assessed value of the Agency Site is unknown at this time, assodiated proparty taxes also are not included. Exciusion of these costs is
consenvafive in that it underestimates actual costs.

[10] Aronson Buiiding net property costs of appraximately $4.5 million are not included in this analysis.

{11] Predevelopment entitement costs include those costs that were incurred by the Project Sponsor 