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BOB PESTER
Senior Vice President, Regional Manager
September 2, 2014 )
Ms. Angela Calvillo
Clerk of the Board
Board of Supervisors
BOSTON, LA
City and County of San Francisco
BEW YORK, HY .
City Hall '
PRINCETOR- 1 1 Dr. Carlton B. Goodlett Place
SAN TRARLISCO. €A San Francisco, California 94102

WASHINGTGN, b C.

Re:  Written Protest Against the Formation of, the Levy of Special Taxes Within, and the
Incurrence of Bonded Indebtedness in, the City and County of San Francisco Community
Facilities District No. 2014-1 (Transbay Transit Center), as proposed by Resolution of Intention
No. 247-14 and Resolution of Intention to Incur Bonded Indebtedness No. 246-14; Public
Hearing on September 2, 2014,

Dear Ms. Calvillo;

Pursuant to Section 53323 of the California Government Code (“Section 53323”), this letter is a
formal written protest {the “Protest Letter”) submitted to the “clerk of the legislative body” by
Transhay Tower LLC (“Land Owner”) against {i) the formation of the City and County of San
Francisco Community Facilities District No. 2014-1 {Transbay Transit Center) (the “CFD”), the
levying of special taxes in the CFD pursuant to the “Rate and Method of Apportionment of
Special Tax” (the “RMA”} proposed by Resolution of Intention No. 247-14 {the “Resolution of
intention”), adopted by the Board of Supervisors (the “Board”} of the City and County of San
Francisco {the “City”) on July 15, 2014, and (iii} the incurrence of honded indebtedness within
the CFD, as described in the Resolution of Intention to Incur Bonded Indebtedness No. 246-14
{the “Resolution to Incur”), adopted by the Board on July 15, 2014, This Protest Letter is being
delivered pursuant to the Mello-Roes Community Facilities Act of 1982, as amended (the
“Act”).

The Land Owner owns approximately 1.160 acres {the “Land Owner Property”) within the
proposed boundaries of the CFD, as shown on the Boundary Map attached hereto as Exhibit
“A” and identified as Block 3720, Lot 009. The Land Owner Propetty is one of the parcels that
are identified in the Boundary Map as “Property within the CFD Boundary” {herein, all such
parcels are referred to as the “Subject Property”). The Land Owner Property is not exempt
from the special taxes under the RMA. As the owner of property within the boundaries of the
CFD that is not exempt from the special taxes under the RMA, the Land Owner is a landowner

FOUR ERMBARCADERO CENTER « LOBBY LEVEL, SUITE ONE * SAN FRANCISCO, CA 94111-5994 o TEL 415.772.0701 » FAX 415.772.0665
« WVWAW.BOSTONPROPERTIES.COM « BOSTON PROPERTIES, INC. (NYSE. BXP)
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as defined in California Government Code Section 53317, is an “interested person” that may
file a protest pursuant to Section 53323, and is authorized to submit this Protest Letter,

Background

To assist in the financing of various improvements to the Transbay Transit Center (the
“Project”}, the City proposed financing a portion of the Project through the formation of the
CFD. The City went further and determined to condition projects {i) with a floor area ratio in
excess of 9:1 or (ii) that would create a structure that exceeds the City's height limit on
annexing into the CFD. The City, through various consultants, studied the amount of revenues
needed to be raised and the impact of requiring those revenues from the development
community, and created the Transit Center District Plan {the “Plan”). In April 2012, the City’s
Planning Department prepared the “Transit Center District Plan Program Implementation
Document” {the “Implementation Document”). ‘

Pursuant to the Implementation Document, “[t]he purpose of {the Implementation Document]
i to summarize the Plan’s public Infrastructure program, sources of funding, relative allocation
of revenues from the various sources among the infrastructure projects, and implementation
processes and mechanisms.” Furthermore, the Implementation Document provides that “[t]he
purpose of this analysis and the Plan is to create a set of zoning controls and a fee structure
that will remain in place for decades to come” {underlining added).

The Implementation Document was approved by the Board of the City in 2012. Further, on
May 24, 2012, the Planning Commission adopted the Implementation Document. In August
2012, the Board incorporated the Implementation Document into newly-created Section 424.8
of the San Francisco Planning Cade, which incorporates the Implementation Documerit.

To the best of the Land Owner’s knowledge, at no time between August 2012 and July 2013 did
the City consult with any private land owner within the Subject Property about the formation

of the CFD.

In October 2012, the Land Owner purchased the property from the City. As part of the
purchase agreement, the City specifically promised the Landowner that the Mello-Roos tax
would “nct exceed the amount required to be imposed in the [implementation Document].”
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In July 2013, the City supplied the Land Owner - for the first time just weeks before .it was
scheduled to be approved by the Board — the proposed rate and method of apportionment of
special tax for the CFD {the “2013 RMA") and the boundary map identifying the Subject
Property. Immediately after receipt of the 2013 RMA, the Land Owner and their consultants
went to work reviewing the 2013 RMA, its consistency with the implementation Document,
and its impact on the economics of the Land Owner’s projects. The Land Owrner identified
several major issues with the 2013 RMA, and presented those findings to the City in a series of
meetings and correspondence commencing in the fall of 2013.

After pointing out several problematic issues with the 2013 RMA, the City amended the 2013
RMA. However, the City did not alter the special tax rates in the 2013 RMA.

in June 2014, the City presented the revised 2013 RMA as the RMA and began the CFD
formation process. On July 15, 2014, both the Resolution of Intention (with the RMA attached
as an exhibit) and the Resolution to Incur were adopted by the Board.

Having not received any of the relief that the Land Owner sought, the Land Owner is now
forced to formally protest the formation of the CFD, the levying of special taxes pursuant to the
RMA, and the incurrence of bonded indebtedness in the CFD,

Protest Against the Proposed CFD

The CED Is Not Consistent with the Implementation Document

The CFD referenced in Section 424.8 is to be based on the Implementation Document.
However, the proposed RMA is not consistent with the Implementation Document. The Land
Owner, along with other developers, has been objecting to the proposed RMA for over a year.
Most recently, certain developers documented their disagreement with the RMA in a June 30,
2014 letter from James Reuben on behalf of certain developers addressed ta the Land Use and
Economic Development Committee (the “June 30 Letter” attached hereto as Exhibit “B”) and a
follow-up letter to the Board by Mr. Reuben on August 12, 2014 (the "August 12 Letter”
attached hereto as Exhibit “C"). Both the Iune 30 Letter and the August 12 Letter explain the
objections that certain developers have to the RMA in great detail, and these letters, and the
arguments contained in such letters, are hereby incorporated into this Protest Letter as if set
forth herein. Set forth below is a summary of the main objections to the CFD:
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1. Special Tax Rates Significantly Increased. The special tax rates in the proposed RMA
are substantially and significantly higher than the special tax rates set forth in the
implementation Document. As such, the special tax rates in the RMA are not “as described in
the Transit Center District implementation Document” as required by Planning Code Section
424.8. For example, in the Implementation Document, the special tax rate for an Office
Building is $3.30 per square foot. In the proposed RMA, for a 50+-story building, the rate is
$4.91 per square foot, an increase of nearly 50%. Similar substantial increases occurred for
- Residential, Hotel, and Retail uses,

2. No Escalators Authorized. The Implementation Document does not discuss, authorize,
or suggest that the special tax rates in the CFD would be subject to any kind of escalators. In
addition, escalators are not mandatory under the Act, and there are a large number of CFDs in
California that do not have any kind of escalator. Yet, without authorization from the
Implementation Document and without compulsion by the Act, the City included two distinct
escalators in the RMA. The first occurs prior to the Certificate of Occupancy (“Pre-COQ
Escalator”), wherein the special tax rates applicable to a taxable building are subject to
increases equal (0 changes in a construction cost index {defined in the RMA as the "Initial
Annual Adjustment Factor”), not to exceed 4% per annum.’ The second escalator occurs after
the Certificate of Occupancy for a taxable building is issued (the “Post-COO Escalator”),
wherein the special tax rates for that taxable building are subject to a 2% increase each year for

30 years.

Together, the Pre-COO Escalator and the Post-COO Escalator increase the tax burden on the
Subject Property significantly, as shown in the two charts of Exhibit “D.” The first chart shows
the impact of the escalators on a 50-story office building that receives its Certificate of
QOccupancy after application of the Pre-COO Escalator for five years (at the maximum increase
of 4% per year). Compared to the special tax rates in the Implementation Document, in the
first year that the office building is taxed, the special tax rates in the RMA are 77% greater than
the rates that would apply under the Implementation Document. Under the RMA, after the
Certificate of Occupancy is provided, the special tax rates escalate annually by the Post-COO
Escalator of 2%. In the thirtieth year of the building’s existence, the special tax rates in the

' The Pre-COO Escalator could also result in a reduction in the special tax rates if the cost index is negative, not to
exceed 4.0%. Whether the Pre-COQ Escalator results in an increase or decrease in the special tax rates in any given
year is immaterial. The Implementation Docwment does not authorize or suggest that any escalator would be

imposed.
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RMA will be an astonishing 214% higher than the special tax rates in the Implementation
Document, resulting in a 78% increase in the tax burden over the 30 year taxing period on the
building between an RMA with no escalators and the current draft of the RMA with both the
Pre-COO Escalator and the Post-CQO Escalator.

The impact on a 50-story for-sale residential building is shown in the second chart. In this
example, using the same assumptions as to the receipt of the Certificate of Occupancy, the
initial special tax rates are 60% higher and the final special tax rates are 185% higher.

These percentages and the impact on the overall burden will be higher for each additional year
it takes to get to Certificate of Occupancy. For property that will be complete construction in
later years, the increase could be astounding.

3, Pre-CO0 Escalutor Violates Equal Treatment of Similar Buildings. The Pre-COO
Escalator will have the effect of causing the tax burden on one building to differ (perhaps
dramatically) from the tax burden on another similarly-sized building {of the same land use}
that happens te develop at a later date, See “The RMA Creates a Competitive Disadvantage”
for more details. :

4. Only a Single Rate Per Land Use is Authorized. The Implementation Document does
not discuss or authorize the levy of special taxes at different rates depending on the number of
floors in the building. The Implementation Document differentiates between Office,
Residential, Hotel, and Retail uses, and sets different rates for each, but it does not further
differentiate within such uses by the size of the buildings. The proposed RMA creates different
levels of taxation depending on the size of the buildings in violation of the lmplemen"cation
Document. This embellishment increases the tax burden on the Subject Property and treats
similar land uses differently.

5. 2013 Concord Valuation is Flawed. There is nothing in the Implementation Document
that authorizes the revision of the special tax rates set forth in the Implementation Document.
Yet, the City engaged The Concord Group to conduct a market study (the “2013 Valuation”} of
the property in the City of San Francisco, so as to determine the projected value of the
property proposed to be in-the CFD. The special tax rates in the proposed RMA were based on
the 2013 Valuation. However, the 2013 Valuation is seriously flawed in numerous ways,
including:
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a. The 2013 Valuation determines the value based upon, among other things, the

projected revenues and expenses of the buildings. However, the 2013 Valuation does not take
into consideration as a projected expense the significant cost of the CFD special taxes
themselves. Whether the developer incurs these expenses or passes them through to tenants,
there is an economic consequence of such levy, But the 2013 Valuation does not include the
special taxes as an item of expense. This violates not only commeon sense, but also the
California Debt and Investment Advisory Commission’s Appraisal Standards for Land-Secured
Financings and its Recommended Practices in the Appraisal of Real Estate for Land-Secured
Financings. In both documents, the California Debt and Investment Advisory Commission
'requires the inclusion of the special taxes as a cost item in evaluating the value of land subject
to the special taxes.?

b. In addition to excluding the épecial taxes as a cost item, the 2013 Valuation inexplicably
reduced the overall non-CFD operating expense amounts by approximately 46% over the
operating expenses assumed in the Implementation Document. The reduction of operating
expenses improperly increases the valuation of the land, which resuits in the improper increase
in the special tax rates set forth in the proposed RMA,

The RMA Creates A Competitive Disadvantage

It is axiomatic that the property within the CFD will be at a competitive disadvantage to
similarly-sized and similar-type buildings that are outside of the CFD. The Land Owner
understands that. However, it is quite another thing to have an RMA that structures a
competitive disadvantage to similarly-sized and similar-type buildings within the CFD. Yet that
is what the Pre-COO £scalator will do.

For example, assume that a 40-story office building {“Building A”} receives its Certificate of
Occupancy in 2017 such that the special taxes commence in tax year 2017-18. Assume that rate
to be $4.50 per square foot. Under the RMA, once Building A receives its Certificate of
Occupancy, its special tax rates are no longer subject to the Pre-COO Escalator and instead are
subject to the Post-COO Escalator of 2% per annum, so that Building A will pay $4.59 per

2 The CDIAC documents do not expressly apply to valuations for the purpose of setting special tax rates, but the
logic of including such special taxes as an item of expense is nonetheless applicable to any valuation made in
connection with a CFD.
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square foot in 2018-19, $4.68 per square foot in 2019-20, $4.78 in 2020-21, and so on. A
second 40-story office building (“Building B"} recelves its Certificate of Occupancy in 2020, but
its special tax rates for the 2020-21 year are established based on the Pre-COQ Escalator.
Assume that the Pre-COO Escalator is 4% in each of the three years after Building B received its
Certificate of Occupancy, In tax year 2020-21, Building B's initial tax rate will be $5.07 per
square foot, escalating at 2% thereafter.

In this example, in tax year 2020-21, Building A's tax is $4.78 per square foot, escalating at 2%
thereafter, but Building B’s tax is $5.07 per square foot, escalating at 2% thereafter. For
buildings of 800,000 square feet, the difference is over $200,000. If the owner of Building B has
a triple net lease, it will pass through a higher special tax than the owner of Building A, which
means Building A is the more attractive space economically. Same sized building, same land
use, but far different special tax rates.

This king of structural inequality is unfair to the builders in the CFD who already must compete
against non-CFD prejects in the area surrounding it.

The Bonded Indebtedness Is Not Consistent with the implementation Document

The Resolution to Incur states the City's intention to issue up to $1.4 billion in honded
indebtedness. This bonded indebtedness figure is outrageously high because the overall tax
burden on the property in the CFD has doubled due to the increased special tax rates and the
escalators, The Implementatiocn Document never contemplated a bond authorization of such
large amounts, The Implementation Document estimated that the Net Present Value of the
special tax revenues at a 7% discount would be approximately $420 million. That revenue
stream would never support a $1.4 billion bond authorization. Even under the most generous
of interest rates, the amount generated would be under $1 billion.

While the lmplémentation Document did indicate that the revenues to be generated from the
CFD may vary from the figures set forth in the Implementation Document, something is terribly
wrong when the potential bond capacity jumps by almost $500 million. What changed
between 2012 when the implementation Document came out and 2013 when the very high
special tax rates were first proposed? Answer: The 50% increase in the special tax rates, the
addition of the escalators, and the differentiation of building size among the same land use
class.
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The RMA Has Structural Flaws

The proposed RMA has numerous structural flaws, including the following {capitalized terms
used in this section that are not defined have the meanings provided such terms in the RMA):

1. Timing of the Initial Special Tax Levy: Under the RMA, the Special Tax is initially levied
during the Fiscal Year following the issuance of the first Certificate of Occupéncy {"C00") fora
Taxable Building. However, during that same fiscal year, the RMA requires that the special tax
be tevied on all Assessor's Parcels within the Taxable Building, irrespective of whether a Parcel
within the Taxable Building is completed, inhabitable, and/or sold or leased to a third party and
generating income to pay for these significant new special tax amounts.

As a result of this policy, a property owner may be subjected 1o a special tax bill of millions of
dollars based on the devélopment of a building which is only partially completed and may, in
fact, be mostly under construction. A realistic example of this type of anomaly is a Taxable
Building with 750 apartments created within “air parcels,” of which only 150 have received
COOs. Evenin Fiscal Year 2013-14, prior to the application of the Pre-COO Escalator and the
Post-COO Escalator, a property owner of a 50-story building would be paying 53,984 in special
taxes for each 800-square foot apartment jn the entire Taxable Building in that fiscal year as -
soon as the first COQ is issued. In other words, if COOs have been issued for any one of those
apartments, the property owner's special tax bill for all of these 750 apartments would jump
from $0 to $2,988,000 per year. Assuming that only 150 of these apartments have COOs and
are rented out, the property owner’s special tax bill should only be $597,600 for those 150
dwelling units. The additional $2,390,400 in special taxes is unnecessarily burdensome,

This situation is exacerbated in the case of for-sale residential units.

But in its drive 1o maximize revenues, the City appears to have prepared an RMA that directly
" contradicts this concept, thereby creating disincentives to economic development that are
contrary to both the City’s and the property owners’ interests, as further explained below.

2. Date for Determining Tax Levy Burdensome: As stated above, special taxes under the
RMA are initially levied during the Fiscal Year following the issuance of the first COO for a
Taxable Building. This means that for COOs issued in June of a fiscal year would require
taxation less than a month later when the new fiscal year starts in July. The potential for
immediate special tax levy is too burdensome on the property owners.
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In order to give property owners some breathing room, it would be appropriate to provide for
& minimum period of six (6) months after the issuance of the first COO for a specific Assessor’s
Parcel before the special tax could be levied, thereby providing a building owner with a brief
period in which to sell or lease that Assessor's Parcel prior to the initiation of the special tax.

3. Pre-COO Escalator Creates An Unlevel Plaving Field: Please see "The RMA Creates a
Competitive Disadvantage” for a discussion about this flaw in the RMA.,

The flaws. in the RMA described above are unnecessarily overly burdensome on the property
gwners. Taxing the entirety of the building before construction is complete and before
revenue sources become available is a recipe for a disaster. These flaws may be easily fixed,
and probably would have been had the Land Owner been involved in the CFD formation
process like it would be in any other CFD formation.

In addition, these flaws will make the administration of this CFD unnecessarily more difficult,
which will, in turn, increase the administrative expense billed to the property owners.

The Land Owner Reasonably Relied on the Implementation Document

The Land Owner is a rational developer, and no rational developer could or would commit to a
project without a clear understanding of the potential expenses associated with that project.
Relying on the special tax rates set forth explicitly in the Implementation Document, the Land
Owner entered into a purchase and sale agreement for its property on October 19, 2012 (well
In advance of the release of the increased special tax rates in the 2013 RMA). As part of the
purchase agreement, the City specifically promised the Landowner that the Mello-Roos tax
would “not exceed the amount required to be imposed in the [Implementation Document].”

The Land Owner’s reliance on the implementation Document was both reasonable and
foreseeable. '

The City has claimed that the Land Owner should have known that the special tax rates in the
Implementation Document were “merely fllustrative”. However, as explained in detail in the
_August 12 Letter, the Implementation Document is véry clear that it is the revenues -~ not the
special tax rates — that may vary depending on the real estate market, bond interest rates, and
the pace of development. There is no language in the Implementation Document that suggests
the special tax rates are subject to change.
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The special tax rates in the RMA are nearly 50% higher than the rates in the Implementation
Document. With the two escalators, the overall tax hurden on the Land Owner more than

. doubled between the Implementation Document and the RMA. A tax burden that more than
doubles is a classic case of “bait and switch.”

The City Has Gerrymandered the Subject Property to Ensure Approval

Neither the Land Owner, nor to its knowledge, any other private developer that may be subject
1o the CFD, were consulted prior to creation of the boundary map and the designation of the
Subject Property. After reviewing the Subject Property, a disturbing fact was revealed:
approximately 68% of the Subject Property is owned by TIPA, OCIl, and Caltrans, public entities
that will never be subject to the special taxes. The ownership of 68% of the property in the
CFD by the public agencies virtuaily guarantees that the CFD will survive any protest and will be
approved at the special election. '

We note that the City is now suggesting an amendment to the RMA to eliminate the exemption
for public property. The City is doing this with the express intention of allowing the public
agencies to vote in the election and for the public agencies’ property holdings to be counted in
any protest hearing. Moreover, it is highly unusual to have public agencies’ as voters in the
formation of a CFD. Having the public agencies dominate a landowner election is
unprecedented. According to our consultants, negrly every CFD formed in California exempt
public agencies from taxation, which makes them ineligible to vote on formation of the CFD.

By allowing the public agencies to vote in the special election, and by picking and choosing
which properties will be part of the Subject Property and eligible to vote, the City is effectively
nuilifying the vote of the parties that will be paying these taxes and who could otherwise use
their voting power to rectify the improper increase in the special tax rates.
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Procedural Arguments Against the CFD

The Public Agencies are Not Landowners For Purposes of Protest or Voting

According to the boundary map, the Land Owner understands that a significant amount of the
Subject Property is owned by TIPA, OCH, and CalTrans (each a “Public Agency” and, collectively,
the “Public Agencies”}. None of these Public Agencies is a “landowner” under the Act. Under
Section 53317(f), the term “landowner” or “owner of land” specifically excludes public agencies
unless one of four exceptions is satisfied. The only relevant exception is found in Section
53317{f), which allows a Public Agency to be considered a landowner if:

The public agency states in the proceedings that its Jand s intended to be transferred to private
ownership and provides in the proceedings that its land will be subject to the special tax on the
same basis as private property within the district and affirmatively waives any defense based
on the fact of public ownership, to any action to foreclose on the property in the event of
nonpayment of the special tax.

For this exception to apply to a Public Agency, the Public Agency is required to “state in the
proceedings” all of the following:

a. that the land it owns is intended to be transferred to private ownership;

b. that the land it owns will be subject to the special tax on the same basis as private
property within the CFD; and '

c. that it affirmatively waives any defense based on the fact of public ownership to any

action to foreclosure on the property in the event of nonpayment of the special tax.

This exception does not apply to the Public Agencies because none of the Public Agencies have
made any such declarations in the proceedings. Without these declarations, it is irrelevant if
the property of the Public Agencies is subject to the special tax on the same basis as other
property owners. These declarations are a condition precedent to the Public Agencies being
allowed to protest or vote (as discussed further below}, and, to date, to the Land Owner’s
knowledge, no such declarations have been made in the proceedings.
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it should be noted that separate declarations are required from each Public Agency. To the
extent that one or more Public Agencies do not make the declarations, then those Public
Agencies will not be allowed to protest or vote (as discussed further below).?

Moreaover, even if the Public Agencies were inclined to make such declarations, they could not
because the RMA exempts all public agencies from taxation under all circumstances. Section G
of the RMA provides {underlining added):

Notwithstanding any other provision of this RMA, no Special Tax shall be levied on: (i} Public
Property, except Taxable Public Prorerty, (i} Square Fo'otage for which a prepayment has been
received and a Certificate of Exemption issued, (iii) Below Market Rate Units except as
otherwise provided in Sections D.3 and D.4, (iv) Affordable Housing Projects, including all
Residential Units, Retail Square Footage, and Office Square Footage within buildings that are
part of an Affordable Housing Project, except as otherwise provided in Section D.4, {v) Exempt
Chitd Care Square Footage, and (v} Parcels in the CFD that are not yet Taxable Parcels.

“Public Property” is defined in the RMA as “any property within the boundaries of CFD No,
2014-1 that is owned by the federal government, the State of California, the City, or other
public agency.” This definition includes all of the Public Agencies.

“Taxable Public Property” is defined in the RMA as “any Parcel of Public Property that had bheen
a Taxable Parcel in a prior Fiscal Year, and for which the Special Tax obligation was not prepaid
when the public agency took ownership of the Parcel.” This definition is inapplicable to the

" Subject Property owned by the Public Agencies because this definition refers to property that
was non-exempt at formation that was then conveyed to public ownership subsequent to
formation. Since all of the Subject Property owned by the Public Agencies are exempt by
definition, their property is not considered Taxable Public Property.

As you can see, the Public Property is not subject to the special tax “on the same basis as
private property within the CFD” as required by Section 53317{f). And this is true whether the
property is developed or undeveloped. Under the RMA, property becomes taxable only after a
Certificate of Occupancy is provided. However, so long as the property is Public Property, the

* The Land Cwner understands that the City is going to attempt to adopt an amended and restated RMA that
eliminates the public agency exemption from speci"t] taxes. The Land Owner further understands that TIPA will be
submitting a letter that purports to meet the requirements of Section S3317(f)(3). Even if true for TIPA, the ofhel
Public Agencies will not be able to vote unless they subimit similar declarations.
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fand will remain exempt even if the land is developéd and a Certificate of Occupancy is
provided. Unlike private property where it becomes taxable upon Certificate of Occupancy,
Public Property remains exempt after Certificate of Occupancy. By definition, the Public
Property is not being taxed on the same basis as private property.

Thus, the third exception under 53317(f} is not applicable to the Public Agencies and could
never be applicable with the proposed RMA. Accordingly, the Public Agencies are not
considered “landowners” under the Act. This has two consequences:

1. In evaluating whether a majority protest exists under Section 53324, the land owned by
the Public Agencies is not counted in determining whether 50% or more of the land protests
the formation of the CFD. Section 53324 provides that if “the owners of one-half or more of
the area of the land in the territory proposed to be included in the district and not exempt
from the special tax” file written protests against the estabiishment of the district, no further
proceedings to create the CFD shall be taken for a period of ane year from the date of decision
of the legistative body. Since, under the RMA, all of the land owned by the Public Agencies is
exempt from taxation, the Subject Property owned by the Public Agencies is not counted when
determining whether there is a majority protest. Moreover, cnce the Public Agencies are not
considered owners of land under Section 53317(f} then the Subject Property owned by the
Public Agencies is not counted when determining whether there is a majority protest.

2, The Public Agencies are ineligible to vote in the proposed election; only the property
owned by private parties are qualified electors for purposes of the voting. Moreover, cnice the
Public Agencies are not considered owners of land under Section 53317(f) then they may not
vote in the special election. This means that 2/3 of the land owners’ votes (excluding the Public
Agencies) s required to approve the CFD and the bonded indebtedness.

Introduction of Changes to RMA is Not Allowed by Mello-Roos Act

The Land Owner understands that the City is going to be introducing an Amended and Restated
Rate and Method of Apportionment of Special Tax for the CFD {the “Amended RMA") that
makes various changes, most notably the elimination of the exemption for public property.
This change is being made for the express purpose of allowing the various Public Agencies that
own part of the Subject Property to vote in the CFD elections. This change to the RMA is being
made pursuant to Section 53325 of the Act. However, Section 53325 of the Act requires
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additional actions on the part of the Board before it may conclude the public hearing. Section
53325 provides {underlining added):

53325: The hearing may be continued from time to time, but shail be completed within 30
days, except that if the legislative body finds that the complexity of the proposed district or the
need for public participation requires additional time, the hearing may be continued from time to
time for a period not to exceed six months. The legislative body may modify the resolution of
intention by eliminating proposed facilities or services, or by changing the rate or method of
apportionment of the proposed special tax so as to reduce the maximum special tax for all or a
portion of the owners of property within the proposed district, or by removing territory from the
proposed district. Any modifications shall be made by action of the legislative body at the public
hearing. If the leaislative_body proposes to modify the resolution of intention in a way that will
increase the probable special tax to be paid by the owner of any lot or parcel, it shall direct that
a_report be prepared that includes a brief analysis of the impact of the proposed modifications
on_the probable special tax to be paid by the owners of lots ar parcels in the district, and shall
receive and_consider the report before approving the modifications or any resolution of
formation that includes those modifications. The legislative body shall not modify the resolution
of intention to increase the maximum special tax or to add territory to the proposed district. At
the conclusion of the hearing, the legislative body may abandon the proposed establishment of
the community facilities district or may, after passing upon all protests, determine to proceed
with establishing the district.

The introduction of the Amended RMA presents two problems.

First, the removal of the exemption in the Amended RMA results in an “"increase” in the
maximum special taxes of the Public Agencies. Under the RMA attached to the Resolution of
Intention, the Public Agencies had a maximum special tax liability of SO (as they were exempt).
In the Amended RMA, the property of the Public Agencies is subject to the special taxes in the
same manner as privately-owned property. To go from $0 to being subject to the special tax
rates like everyone else, the City will be increasing the maximum special taxes at the public
hearing, and this is prohibited by Section 53325. Consequently, the City must re-adopt the
Resolution of Intenticn with the Amended RMA attached thereto, provide notice of a new
public hearing, and proceed according to the Act. The Board has no authority to adopt the
Amended RMA underthe Act without re-noticing the public hearing.

Second, at the very least, the changes in the Amended RMA increase the "probable special tax"
to be paid by the Public Agencies. Accordingly, the Board must order a report and consider it
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before approving the change to the RMA. The Board has no authority to proceed without that
report. )

The amendment of the RMA to remove the exemption for public agencies is a game-changer,
and should not be accomplished without adequate time and notice to review the implications of
the changes. The Amended RMA is intended to allow the Public Agencies te vote, and that
changes the entire landscape of the approvals needed for the CFD to be formed. On a practical
and fairness level alone, the Board should not proceed with the CFD formation without providing
published notice of the Amended RMA,
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Conclusion

Due to the various objections described above, it is unreasonable and unfair for the Board to
proceed with the CFD with an RMA that is not consistent with the Implementation Document.
Moreover, the Board does not have the authority to proceed with a CFD that has an RMA that
is inconsistent with the Implementation Document.

Pursuant to the Act, please indicate for the record at the Public Hearing on September 2, 2014
that the Property Owner has filed a formal written protest letter pursuant to Section 53323.

Signature on following page.

1290



1% 1 oston Properties

Ms. Angela Calvillo

Clerk of the Board

Board of Supervisors

City and County of San Francisco
September 2, 2014

Page 17

TRANSBAY TOWER LLC,
a Delaware limited liability company

By: Transbay Tower Holdings LLC,
a Delaware limited liability company,
its Manager

By: BXP TB Development LLC,
a Delaware limited liability company,
its Managing Member

By: Boston Properties Limited Partnership;
a Delaware limited partnership,
its Manager

By: Boston Properties, lnffﬁ,
a Delaware corporation,,
its General !Jarme\ﬂ

S\

Name: Bob Pester

Title:  Senior Vice President and
Regional Manager
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REUBEN, JUNIUS & ROSE .,

June 30, 2014

Delivered by Hand

San Francisco Board of Supervisors

Land Use & Economic Development Committee
1 Dr. Carlton B. Goodlett Place '

San Francisco, CA 94102

Attn: Andrea Ausberry, Clerk

Re:  Resolution of Intention to Establish San Francisco Community Facilities
District No. 2014-1 (Transbay Transit Center); ;
Resolution of Intention to Incur Bonded Indebtedness in an Amount Not to
Exceed $1,400,000,000 for the San Francisco Community Facilities
District No. 2014-1 (Transbay Transit Center)

Board of Supervisors File Nos. 140644 and 140645

Dear Supervisors Cohen, Kim and Wiener:

The Office for Community Investment and Infrastructure (“OCII™) and the Transit Joint
Powers Authority (“TIPA”), along with the City and County of San Francisco have proposed to
create Community Facilities District No, 2014-1 (Transbay Transit Cenier) (the “CFD”).  The
CFD today is radically different from the one first authorized by the Board of Supervisors in
2012 when the Mello-Roos Special Tax was estimated to generate $420,000,000+ of Net Present
Value (“NPV™). Today’s CFD Resolution allows for bonded indebtedness up to §1,400,000,000
and a NPV more than twice that which was expected in 2012. The current CFD proposal
contains major deviations from and costly provisions not authorized by the Implementation
Document (as defined below), and the substantial growth in bond proceeds arises out of
increased special taxes and amounts based upon significant technical errors in property
valuation. Additionally, significant infrastructure that the 2012 proposal was intended to finance
has been excluded or materially changed. These problems are not entirely surprising since
following the adoption of the Implementation Document in 2012 the CFD has been structured
with no real input from the land owners. The purpose of this letter is to provide context on the
CFD formation process, identify errors and inconsistencies in the CFD as currently proposed,
and to continue to invite collaborative discussions about how best to address the issues.

One Bush Street, Suite 400

James A, Reuben | Andrew J. Junius | Kevin H.Rose | DanielA. Frattin | San Francisco, CA 74104
Sheryt Reuben' | David Silverman | Thomas Tunny | Jay F Drake | John Kevlin tel: 415-547-2000
Lindsay M. Patrone | Melinda A. Sarjapur | Kenda H. Mcimosh | Jared Eigerman® | John Mcinernay il fax 415-299-9450

1. Also admitted in New York 2. Of Counsel 3. Aleo admitted in Messo husetis wasnw reubenlaw.com
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I The Transit Center District Formation Process.

In 2012, as part of the Transit Center District Plan (“TCDP”) formation process—which
involved the City, property owners, developers, the TIPA, and other stakeholders—in 2012 the
City adopted the TCDP Implementation Document (“Implementation Document”). The
Implementation Document sets forth the TCDP’s public infrastructure program and funding
sources, and explains how the development projects in the Plan Area will contribute to funding
infrastructure improvements through the CFD taxes. :

The Planning Commission adopted the Implementation Document on May 24, 2012,
followed by the Board of Supervisors a few months later. The City then explicitly incorporated
the Implementation Document into the Planning Code. Specifically, the Planning Code section
authorizing the CFD provides that the CFD’s “purpose” is to provide the “sufficient funding”
that “the City will require . . . to supplement other applicable impact fees for infrastructure,
improvements and services as described in the Transit Center District Implementation
Document, including but not limited to the Downtown Extension of rail into the Transit Center,
street improvements, and acquisition and development of open spaces.” S.F. Planning Code §
424.8. The City’s actions underscored what all of the parties involved in forming the TCDP
understood: that the Implementation Document would govern development within the TCDP and
the use of the CFD tax funds.

With the respect to taxes and fees, the expectation has been accurate — except for the
CFD. The Implementation Document sets forth various impact fees, including the Transit Center
Open Space Fee and the Transit Center Transportation and Street Improvement Fee. The City
continues to stand by those fees at the rates established in the Implementation Document, with
minor inflation adjustments. It is only the CFD that the City has now taken a radically different
tack. The before and after is stark.

The Implementation Document adopted unanimously in 2012 provides that development
projects in the Plan Area will pay a special tax “equivalent to 0.55 percent of the assessed value
of the affected property” and that “regardless of the ultimate methodology and tax structure, the
final Special Tax assessed to each property will be calculated to be equivalent to 0.55 percent of
property value.” The City even took it a step further, however, what the special tax would be per
net square foot (see Table 5 of the Implementation Document). Project sponsors and property
owners justifiably relied on the Implementation Document when calculating the value of land
purchased from OCII and from private parties, and the City and other public bodies involved in
the TCDP were well aware of such reliance.

For example, as part of the process for purchasing land from OCII, buyers were required
to submit pro-forma financial analyses with their bids. These analyses clearly showed that
buyers relied on rates in the Implementation Document when taking the cost of the CFD into
account. OCII never objected to the buyers’ assumptions or suggested that the assumptions were
in anyway incorrect. Indeed, OCII received land value consideration derived from these

l One Bush Straet, Suite 60D
San Francisca, CA 94104

|
tel: 415-567-2000
fax: 415-399-2480
i

REU BEN. JUN'US & RUSEAu} www.reubenlaw,com
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estimates. For those buyers that purchased property based on these pro formas, the land value
was inflated because of the undervaluation of the ongoing tax liability.

In July 2013, more than a year after adopting the Implementation Document and just
weeks before it was scheduled to be approved, the San Francisco Planning Department, OCII,
and TIPA released the Transit Center Mello-Roos District’s proposed legislation and associated
special tax formula to project builders. The legislation effectively disregards the Implementation
Document. The 2013 tax rates — the same as those currently being considered — were issued
without any prior notice to or collaboration with owners, which is simply unheard of for a CFD
of this scope and sophistication. And, despite the CFD guidelines in the Implementation
Document, the CFD tax formula will, in many instances, impose special tax rates 30-50% higher
than those found in the Implementation Document. In addition, between the 2013 RMA and the
RMA attached to the current legislation, the definition of square footage was changed from net
leasable/saleable square footage to gross square footage per Section 102.9 of the Planning Code
(i.e., “Gross Floor Area”). This change increases the tax liability again, particularly for
residential projects, which will see their annual tax increase by an additional 30-40%. The sum
of these changes means that tax burdens will in all likelihood exceed 0.55% of a property’s
assessed valuation by a significant margin.

Moreover, in conjunction with this markedly different tax structure, the City has
proposed radically changing the projects that the tax funds will support. Specifically, the City is
abandoning a host of public infrastructure improvements throughout the Transit Center District.
Facing hundreds of millions of dollars in cost overruns on construction of the Transit Center
itself—a crisis that has forced the TIPA to eliminate a host of design features and indefinitely
nostpone construction of the Center’s signature rooftop park—the City apparently intends to use
the tax funds to make up the difference.

II. City’s Response to Owners’ Concerns.

Fourteen months after the 2012 TCDP formation and passage of the Implementation
Document (see 1. above), the City provided owners with a first draft of proposed CFD legislation
along with the Rate and Method of Apportionment document (“RMA™). That 2013 legislation
proposed increasing bonded indebtedness up to $1,000,000,000 or roughly two times what was
published in the Implementation Document 14 months earlier in 2012. That CFD legislation and
RMA was crafted by the City without any input of owners who were expected to ultimately pay
the tax. Although there had been no real collaboration, the City did postpone the consideration
of that 2013 legislation until now. The 2014 legislation and tax formula is essentially identical to
the 2013 drafts with the exception of significantly expanding the definition of square footage,
while the owners’ concerns have yet to be addressed. The owners’ concerns fall into two main

categories:

One Bush Street, Suite 600
San Francisco, CA 94104

tel: 415-567-92000
fax: 415-399-9480
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1. The CFD tax rates were established based on a property valuation conducted by The
Concord Group (“TCG Valuation”)!, but that TCG Valuation was flawed in
numerous ways, as discussed in the pages that follow. The documented errors in the
TCG Valuation result in the tax rates being set 30-50% higher than they should be.
Furthermore, between the 2013 and 2014 RMA drafts, the definition of square
footage, to which the CFD rates would be applied, was changed, resulting in
substantial further increases in tax burdens, particularly for residential projects (total
increases of up to +/- 75% vs. the 2012 Implementation Document).

2. The tax formula expands the parameters of the tax structure set forth in the
Implementation Document by adding various embellishments not referenced in the
Implementation Document, resulting in taxes being an additional 20% more than they
should be. '

The City’s response to concerns regarding discrepancies between the Implementation
Document and the proposed legislation has been to tell owners they should not have relied on the
Implementation Document at all. This position is untenable.

The Implementation Document was adopted by the Planning Commission on May 24,
2012 and then by the Board of Supervisors a few months later.’ The Planning Code section
authorizing the CFD and requiring annexation into the special tax district provides that the
funding will be “as described in the Transit Center District Implementation Document.”™ ‘
Simply, there were no other sources of information upon which property owners could rely on
other than the Implementation Document, and the City and other public entities both invited and
accepted such reliance. A rational owner could only expect that the valuation methodology and
underlying assumnptions, ultimately used to establish the CFD, would not deviate radically from
the Implementation Document.

III. Significant Errofs in Methodology Underlying CFD Tax Rates.

Setting aside the fundamental changes in methodology from the Implementation
Document described above, the City’s current proposed CFD rates contain significant math
errors and incorrect assumptions which result in arbitrarily high values, and biases in valuation
methodologies. Although the City and OCII have acknowledged at least one error in the CFD
valuation methodology that artificially increased the CFD’s tax rates significantly, they did not
change the rates to reflect their admitted error. While not the full Iist, the following errors stand
out as the most egregious, which have a substantial impact on projected valuation and therefore
Mello-Roos special tax rates and annual payments:

e Cyclical highs depicted as normal. The City chose data from two high points in market
cycles, 2007 and 2013, to project values for office buildings. In practice, buildings’ tax
basis changes regularly with the cyclical nature of the market, given the ability for

One Bush Street, Suite 403
San Francisco, CA 24104
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owners to file Prop 8 appeals. As shown on the attached Exhibit A, the CED would set
the valuation at a sale price that has only been achieved twice in San Francisco history.

o The City clearly recognizes the cyclical effect of interest rates when it calculates
the bond sales proceeds, but ignores them in the building valuations. For its CFD
bond sale calculations, the City projects higher interest rates in the future when
the bonds will be sold, recognizing today's interest rates are the lowest in history
and are not expected to be maintained in the future when the bonds will be sold,
thereby setting reasonable expectations of bond proceeds over time. By contrast,
in the building valuations the City projects that today's interest rates (and by
extension capitalization rates) will be - maintained in perpetuity, which
significantly increases building valuations. The same assumption for the trend in
interest rates should be applied to both the properties and the bond sales.

» Ignoring the cost of the CFD tax itself. The City failed to take into account the
operating expense cost of the CFD tax itself, which artificially inflates income (or
artificially reduces cost of ownership in the case of condos) and therefore property value.
The City acknowledged this error but has failed to readjust its valuation accordingly.

e Arbitrarily lowering operating expenses. In its office building valnation used to set
rates, the City arbitrarily and substantially lowered assumed operating expenses between
its 2012 and 2013 analyses. This reduction in operating expenses resulted in a massive
increase in projected values. The 2013 analysis assumed between $11 and $12 per square
foot of operating expenses, including all property taxes and assessments (including the
Mello), Assuming the RMA’s stated Mello rate of +/- 85 per square foot for a 50-story
building, the remaining $6-7 per square foot would barely cover property taxes, leaving
nothing for the operations of the building itself (which typically run $12-15 per square
foot). Correcting this error would bring the 2013 projected values much closer in line
with the City’s own 2012 analysis. There is no reasonable explanation for this change in

assumed expenses.

* Applying rates to Gross Floor Area, not net rentable/saleable square footage: The
TCG Valuation calculated values based on net rentable square footage (in the case of
office, retail, and rental residential) and net saleable square footage (in the case of for-
sale residential) reflecting a fair attempt to tax only revenue-producing square footage.
The City’s CFD rates, which were drawn directly from the TCG Valuation’s results
(0.55% was applied to TCG’s values to determine rates), should for consistency also be
applied to net rentable/saleable square footage. This was the case in the 2013 version of
the RMA, but the 2014 version applies rates to Gross Floor Area, which for residential
projects in particular is much larger than net rentable/saleable square footage.

One Bush Street, Suite 600
.San Francisco, CA 94104
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In drafting the tax formula, the City was required to achieve the equivalent of 0.55% of the
assessed value of the property in the CFD. The City has offered the TCG Valuation as a proxy
for the assessed value of the property in the CFD, and it is that valuation that is multiplied by
0.55% to produce the special tax rates. The owners question the use of the TCG Valuation as
being equivalent to assessed value, but there is no question that if such a valuation is used, it
must be consistent with customary valuation standards. To accept an incorrect valuation is
inconsistent with the Implementation Document and patently unfair to the owners. The valuation
used to set the tax rates has to be calculated correctly in order to achieve the 0.55% equivalency
that the Implementation Document requires. By implementing an incorrect valuation, the City is
artificially increasing the tax rates in violation of the Implementation Document.

IV.  Other Significant Changes from Implementation Document

Other provisions in the tax formula that was presented to the builders went beyond what
is in the Implementation Document, each of which results in an increase in tax rates from the
Implementation Document. For example:

A. There is nothing in the Implementation Document that discusses, authorizes, or
directs that the tax rates increase annually prior to obtaining a Certificate of Occupancy
(“COQO™), yet the proposed tax formula imposes annual adjustments prior to the first COO up to
4% per year.

B. There is nothing in the Implementation Document that discusses, authorizes, or
directs that the tax formula include a 2% escalator on the special taxes after the COO is received,
yet the proposed tax formula has an annual 2% escalator,, resulting in a 20% additional tax
burden.

C. There is nothing in the Implementation Document that specifically requires that
different tax rates be applied to buildings with different numbers of floors. In fact, Table 5
indicates the opposite.” The result — increased tax rates not contemplated by the Implementation
Document. '

V.  What Changed?

In the past year, construction of the Transit Center has gone hundreds of millions of
dollars over-budget; the construction of the Transit Center’s signature rooftop park has been
postponed indefinitely; and a host of design features to the Transit Center were eliminated for
c00d.® Additionally, despite assurances in the Implementation Document that the CFD funds
would be used to construct a number of public infrastructure projects around the Transit Center.
District, it now appears the majority of these funds will initially be used only on the Transit
Center itself. These changes, plus setting the tax rates based on errors in valuation methodology
and additions to the tax formula, all result in significantly higher taxes being used for different
facilities than contemplated by the Implementation Document.

One Bush Streat, Suits 400
| San Francisco, CA 94104
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VI Conclusion.

The legislation before this Committee is inconsistent with the CFD contemplated by the
Implementation Document and adopted by the Board of Supervisors in 2012. The tax formula is
based on a property valuation that contains errors, and the tax rates are applied to square footages
inconsistent with both the Implementation Document and the analysis underlying the 2013 rates.
The tax formula contains significant additions that are not found in the Implementation
Document. These changes appear intended to artificially increase the CFD tax to address a
project with significant cost overruns. As noted, the best illustration of this: in 2012, the
Implementation Document projected net proceeds of $420+ million (on an Net Present Value
(“NPV”) basis), but just one year later, in 2013, the CFD projected net proceeds of up to $1
billion, and now, in 2014, CFD bond proceeds in the current legislation are proposed not to
exceed $1,400,000,000. To raise taxes by orders of magnitude over a two-year period - while
simultaneously abandoning the infrastructure improvements they were intended to fund - is
unreasonable and unfair.

Very truly yours,
REUBEN, JUNIUS & ROSE, LLP

.
ﬁ;zlayy;g (o (f:gi/( Sy
P
i

James A. Reuben

! The Staff Report that accompanied the Resolution of Intention indicates that “rates were developed by the City’s
consultant, Goodwin Consulting Group, based on criteria set forth in the TCDP Implementation Document.” It is
clear from careful study of the 2013 RMA and the Concord Group’s analysis that the rates were based on the
Concord Group’s work. We assume this is an exror in the Staff Report.

2 San Francisco Planning Commission Motion No, 18635.

3 San Francisco Board of Supervisors Ordinance No. 184-12.

* San Francisco Planning Code, § 424.8.
5 Transit Center District Plan Program Implementation Document, Table 5, pg. 11 (adopted May 24, 2012, Plan.

Commission Resolution No. 18635).
§ “Transbay Transit Center will open without signature park.” 1.X. Dineen, SF Gate, Wednesday, June 25, 2014.
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REUBEN, JUNIUS & ROSE, ..

August 12,2014

Delivered by Hand

San Francisco Board of Supervisors

1 Dr. Carlton B. Goodlett Place

San Francisco, CA 94102

Attn: Angela Calvillo, Clerk of the Board

Re:  San Francisco Community Facilities District No. 2014-1 (T ransbay Transn
- Center) Legislation
Board of Supervxsors (“Board™) File Nos. 140644, 140645, 140814 140815,
and 140816
Reply to Ken Rich Memo of July 14, 2014 Addressed to Honorable Members.
Board eof Supervisors
Our File No. 7868.02

Dear Honorable Members:

On June 30, 2014, we submitted our letter (the “Reuben Letter”) to your Land Use and Economic
Development Committee regarding the Resolution of Intention to Establish Community
Facilities District No. 2014-1 (Transbay Transit Center) and Resolution of Intention to Incur
Bonded Indebtedness in an amount not to exceed $1,400,000,000 for the San Francisco
Community Facilities District No. 2014-1 (Transbay Transit Center) (the “CFD”),

On July 14, 2014, we were provided a copy of a memorandum response from Ken Rich on
behalf of the Mayor’s Office of Economic and Workforce Development (the "Rich Letter”).
This letter is our reply to the Rich Letter.

Before addressing the Rich Letter, it is important to understand the basic objections that the
developers, owners, and project sponsors (herein, the “Owners™) have to the proposed rate and
method of apportionment (the “RMA”) for the CFD. The Owners understood they would be
required to join a CFD and have never objected to paying a special tax based on the
Implementation Document. The Owners understood that in adopting the ordinance that created
Section 424.8 of the Planning Code, the City incorporated the CFD parameters contained in the
Implementation Document. The Implementation Document contained .the calculation and
justification of special tax rates (the “Rates™) for the CFD. In crafting the RMA, instead of

One Bush Street, Suite 600

James A, Reuben | Andrew J. Junius | Kevin H. Rose | Daniel A, Frattin $an Francisco, CA 74104

Sheryl Reuben' | David Silverman | Thomas Tunny | Jay F. Drake | John Kevlin tel: 415-587-9000
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incorporating the Rates established by the Implementation Document, the City unilaterally
increased the special tax rates and added escalators to the special tax rates based on a new
valuation study by The Concord Group (the “2013 Concord Group Study™).

No such re-valuation study was even alluded to in the Implementation Document, and yet it was
used to justify the provisions in the RMA. If implemented, the provisions in the RMA that were
unilaterally created by the City will increase the Rates by approximately 50% over the Rates in
the Implementation Document and then escalate these higher rates both before and after
certificate of occupancy, resulting in a further increase of the Rates in the Implementation
Document by another 50%. To put this in perspective, these changes add over $100 million in
additional tax burden to the Salesforce Tower alone and similar order of magnitude increases to
the other projects in the Transbay Plan Area. No reader of the Implementation Document could

have reasonably anticipated any such changes.

The unilateral action by the City is representative of the basic problem that has existed with this
process since the publication of the Implementation Document. Rather than forming the CFD
collaboratively as is done in every other instance of CFD formation, the City has acted
unilaterally, treating the CFD like a fee that is imposed by the City. Having explained the
Owners’ objections in the Reuben Letter in detail, we are extremely disappointed by the response
you received from Ken Rich. The response makes misleading statements, mischaracterizes the
content of the Implementation Document adopted by the Board and the Planning Commission,
seeks to avoid critical valuation questions, and characterizes errors pointed out by the Owners as
concessions made by the City as part of a public-private collaboration. We have to laboriously
review the City’s responses to the Board regarding the Reuben Letter to demonstrate the
underlying misunderstanding of the Implementation Document and problems in the attempted

A2t o b 2T e e w232l dlie 4w
UlalUgUe UY uiv WUiwilivlo Wil Wls Cily.

We hope that you can take the time to review this letter closely as we believe it exhaustively
examines this issues and responds to the Rich Letter. A summary of the issues covered in this

. letter:

1. The Implementation Document Did Not “Expressly State” That the Rates Were
“Merely Illustrative” This contention in the Rich letter is false. There is no express
statement in the Implementation Document that the Rates are “merely illustrative”.
Further the words “merely illustrative” or even “illustrative” do not appear in the
Implementation Document, nor is there any language in it which could lead its readers to
the conclusion the Rates were expressly stated as merely illustrative. . This is a
fundamental mischaracterization of what the Implementation Document expressly states.
By contrast, there are other impact fees in the Implementation Document which are-
clearly described as “For Descriptive Purposes Only™.

2. City Confuses “Revenue” and “Rates” This is a fundamental misunderstanding
illustrated by the Rich Letter. The revenue projections in the Implementation Document

One Bush Street, Suite 600
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are expressly stated to be estimates only because the pace and type of development are
unknown (and therefor the timing of CFD payments is unknown), but the per square foot
Rates are not uncertain or subject to change, modification, or additional study. The Rates
were fixed in the Implementation Document as passed unanimously at the Planning
Commission and the Board of Supervisors,

3. Annual Escalators Clearly Never Included or Contemplated by Implementation
Document: The Rich Letter’s conclusory claims that annual escalaters are consistent
with the Implementation Document are contradicted by the plain language of, and the
notable omissions in, the Implementation Document. The City improperly added features
to the CFD that could not have -been reasonably anticipated by readers of the
Implementation Document, including annual escalators, increasing a property’s CFD tax
liability by up to 81% (in the final year of the tax) --a staggering increase. Moreover,
annual increases fail to reflect the reality that a property’s assessed value is highly
cyclical. '

4, Developer Pro forma for GCIH Demonstrated Reliance on Rates: The Rich Letter
misleadingly claims that there are no pro formas for redevelopment parcels purchased
from OCII that demonstrate the Owners’ reliance on the Implementation Document’s
Rates. Block 9°s pro forma did just that. '

5. The Formation Study Called For By The Implementation Document Did Net Call
for Re-Valunation: The Implementation Document calls for a “detailed CFD formation
study” not a new valuation based on an updated study. The formation study is intended
to define the non-value criteria for the per square foot rates because it is illegal to have
the rates tied to value {(which is the basis the City used for developing the per square foot
tax assessments). The claim that the 2013 Concord Group Study is the CFD formation
study called for in the Implementation Document is absurd as it does not evaluate
alternative rate arrangements or anything else called for in the Implementation
Document. Once again, there simply is no language in the Implementation Document
informing its readers that an updated valuation study would be undertaken, and the
Implementation Document itself justifies the values and Rates as stated.

6. Implementation Document Expressly Demonstrates That Mello-Roos Special Tax
Adversely Affects Property Value: The Implementation Document itself actually
demonstrates that the CFD tax will adversely affect property (Table 5), Additionally,
common sense dictates that landlords participating in the CFD will have substantial
difficulty raising rents to offset the CFD costs, as competing properties in the Transit
Center District that will not have to join the CFD will also benefit from the infrastructure
improvements. : | o

7. Failure to Account for Impact of Mello-Roos Special Tax in 2013 Concord Group
Study is Inconsistent with Implementation Document and Valuation Standards. The

One Bush Straet, Suite 400
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2013 Concord Group Study fails to account for the costs of the CFD special taxes
themselves in evaluating values. This is a fundamental flaw as it is inconsistent with the
Implementation Document, violates California Debt and Investment Advisory
Commission appraisal guidelines and common sense. The proffered reason for not
including the CFD special taxes as a cost — the offset against the benefits of the CFD
improvements — is belied by the fact that the 2013 Concord Group Study makes no
attempt to subtract out the supposed benefits of the CFD improvements (Whlch 18
required if there is to be an offset).

8. Assessed Value: The City’s analysis and value conclusion in the RMA. fails to adhere to
a critical requirement of the Implementation Document — that the Special Tax not exceed
55% of Assessed Value.  Because of the cyclicality of property values, careful
consideration is required for value determination and resulting per square foot rates.
Assessed values both rise and fall. If a cyclically high value is selected for the base
value and property values fall significantly, the Special Tax will be in excess of .55% of
Assessed Value. Unlike actual property taxes, Owners have no ability to appeal their
CED Special Taxes and have taxes adjusted to reflect reduced value like they do the Real
Estate Taxes (Proposition 8). '

9. Operating Expense Error Not Addressed — This Error Accounts for 75% of the
Contested Valuation Increase: The Rich Letter glosses over arbitrarily lowering
operating expenses in the RMA. This unexplained and unsupportable 46% reduction in
operating expenses (between the Implementation Document and theRMA) results in an
erroneous increase in projected building values of almost $250 per square foot.

ol Fihinatiane Tannvad- Al e SET |
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to the Owner’s requests for meetings, to-date, the City has only made changes to the
RMA designed to address errors and mistakes in the initial CFD formation process, and
has disregarded other problematic aspects of the CFD as currently drafted.

[y
<

. For clarity, we have organized our reply by the issues identified in the Rich Letter, with relevant
excerpts from the Rich Letter followed by our response. Portions the Rich Letter appear in
italics below. Highlights have been added for emphasis.

A. The Proposed Rates are Inconsistent with the Implementation Document.

The proposed rates in the RMA are inconsistent with the Implementation Document. The Rich
Letter’s conclusions and. citations are misleading and do not reflect the true intent of the
Implementation Document approved by this Board.

One Bush Street, Suite 400
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The Rich Letter states:

Developer Objection #2: The proposed rates are inconsistent with proposed rates and
revenues as shown in the Implementation Document.

City Finding #2 - Rate Consistency with. Implementation Document

City Findings: The proposed rates are consistent with the Implementation Document,
which states that “new development..would pay a Special Tax equivalent to 0.55
percent of the assessed value of the entire development project, ” updated to reflect 2013
values (as proposed to be amended — see further discussion of net vs. gross square
footage in paragraph 5, below). Similarly, the City updated projected revenues and
expenditures to reflect rates based on 2013 values and current development assumptions
consistent with the Implementation Document. The Implementation Document provided
illustrative special tax rates for the different types of land uses to be covered by the
CFD, which rates were lower than the rates in the Proposed RMA. The Implementation
Document expressly stated that the rates listed in that document were merely
illustrative, were based on 2007 values, and would be updated as part of the CFD
Jormation process. Accordingly, it is not reasonable for the Developers to have
concluded that the rates approved in the CFD legislation would not exceed the rates
provided in the Implementation Document.

City’s analysis

The Reuben Letter ignores this provision of the Implementation Document and, instead,

relies instead on tax rates listed on page 11 of the Implementation Document. However,

as explained in the Implementation Document, these rates were merely illustrations of
potential rates, were based on a market analysis conducted by the Concord Group in
2007, were for purposes of projecting future revenues only, and were expressly intended
to vary aver time based on actual revenues. The Implementation Document makes clear
on page 4 that the values in the Implementation Document would not apply: It should
be noted that the revenue projections discussed below are based on market data

gathered in 2007 and updated in 2012 to reflect the best estimate of potential full-build-
out of likely development sites in the Plan area over a 20- year period (and as analyzed
in the Transit Center District Plan Environmental Impact Report). Actugl revenues may
be greater or lesser depending om economzc cycles, pace of developmem‘ and the
specifics of future development in the district.”

Our response:

1. Per Square Foot Rates not Merely Illustrative.

The City’s contention that the Mello-Roos special tax rates in the Implementation Document
were “expressly stated” as “merely illustrative” is false and misleading. A search of the
Implementation Document clearly reveals that the words “merely illustrative” or “illustrative”

One Bush Street, Suite 600
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never appear in the Implementation Document, nor is there any language m the Implementation
Document that could lead the reader to the conclusion that the per square foot rates were
“expressly stated” as “merely illustrative”. To claim otherwise is false and misleading.

By contrast, in the section of the Implementation Document relating to the new impact fees for
both Open Space and Streets & Transportation, the Implementation Document includes the

following language:

“The description of the Fee that follows is for descriptive purposes only. Fee
amounts and procedures are established in the Planning Code in Section 4XX.X,
et. seq., and may vary over time as periodically amended and as allowed or
required by law.” (emphasis added) (Page 5 under Impact Fees, Open Space and
page 7 under Impact Fees, Streets & Transportation Fee - see highlighted
language in attachment. }

Clearly, the author of the Implementation Document understood how to reserve the right to alter
the fees that appeared in the Implementation Document and did precisely that with the language
cited above. No similar languase appears in the Implementation Document anywhere in the
sections related to the description of the Mello-Roos Community Facilities District and the Rates

to be charged.

2. Rates Based on 2012 Analysis, not 2007,

City’s response that the Implementation Document Rates are not valid because they were based
on a market analysis conducted by the Concord Group in 2007 is contradicted by the very

passage the \..Aty cites where the hnpzcmﬁumuun Document states uc:auy that the market data
was already updated in 2012 for the Implementation Document:

“Tt should be noted that the revenue projections discussed below are based on
market data gathered in 2007 and updated in 2012” {Page 4)

Under any circumstances, there is no passage, footnote, or other language suggesting that the
market data and valuation in the Implementation Document is unreliable.

3, Rates Used in Implementation Document Were Not Just for Future Revenue
Projections.

City’s response that the Rates used in the Implementation Document “were for purposes of
projecting future revenues only” is found nowhere in the Implementation Document and is in
fact contradicted by the Implementation Document itself.

“Table 5 shows the total revenues that would be generated by a CFD in the Plan Area if
implemented as envisioned in the Funding Program.” (Page 11, emphasis added)

One Bush Street, Suite 400
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“The table shows the total Special Tax revenues and Net Present Value of
those revenues assuming that the Plan is adopted in 2012 and build-out
begins in 2015” (page 11)

This paragraph clearly implies that the Rates are established if the Plan is adopted in 2012, which
it was.

Indeed, the Implementation Document goes to great lengths to make it clear to the reader (Board
of Supervisors, Planning Commission, and the public) that uncertainties in projections of future
CFD revenue were not in the per square foot Rates themselves, but rather in the timing and
nature of development, i.e., which land uses would be constructed (each paying at a dlfferent
rate), and when the resultmg Special Taxes would start:

“Actual revenues may be greater or lesser depending on economic cycles, pace of
development, and the specifics of future development in the district.” (Page 4 —
see further discussion below)

If the Rates were intended to be revised. the Implementation Document would have said so in
this passage.

4. The Proposed Rates are Inconsistent with the Implementation Document

The City’s contention that the proposed Rates in the RMA are consistent with the
Implementation Document is misleading as the rates in the RMA are not the same as the Rates in
the Implementation Document, the contention ignores a fundamental valuation error in the 2013
Concord Group Study, i.e., the significant reduction in operating expenses and the omission of
the special tax cost, and the RMA adds escalators which were not considered in the
Implementation Document.

The operating expense error alone results in 75% of the increase in the value estimates that were
used to calculate the rates in the RMA. Ownmners have been attempting get the City to respond to
this error for months with no explanation for the reduction in operating expenses — see more
detailed discussion later in this letter (pages 17 - 19).

Additionally, the City’s contention that the proposed rates in the RMA are consistent with the
Implementation Document is misleading as it ignores a fundamental change in the rate
methodology. The RMA includes two escalators: (i) a pre-Certificate of Occupancy (“Pre-
COO”) escalator and (ii) a post-Certificate of Occupancy (“Post-COO™) escalator of 2% per
annum. There is nothing in the Implementation Document that discusses, implies, or authorizes
any Rate escalator. These Rate escalators increase the tax burden by 81% (by the final year of
the Special Tax).. Suggesting that this is consistent is disingenuous at best — see more detailed
discussion later in this letter (pages 24 - 25).
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Please note that the Pre-COO escalator also has the potential effect of causing the tax burden on
a building to differ (perhaps dramatically) from the tax burden on another building developed
later of similar size and use, causing one Owner in the CFD to have a competitive advantage
over another Owner in the CFD.

The City cites the following statement in the Implementation Document to justify that Owners
should not rely on the Rates in the Implementation Document:

“Tt should be noted that the revenue projections discussed below are based on market
data gathered in 2007 and updated in 2012 to reflect the best estimate of potential full-
build-out of likely development sites in the Plan area over a 20- year period {and as
analyzed in the Transit Center District Plan Environmental Impact Report). Actual
revenues may be greater or lesser depending on economic cycles, pace of development,
and the specifics of future development in the district.”

What this statement CLEARLY says is the actual revenues may vary due to economic cycles.
This statement does NOT say that the Rates would be different or that different values would be
used to set the Rates. or that escalators or other methodolosical or assessment changes were
zoing to be proposed that would change the revenue projections. If changes in the per square
foot Rates or the addition of escalators had been envisioned or contemplated, these factors would
be much more significant variables in the projected revenues than the effects from timing and

would clearly have been mentioned.

The Implementation Document goes to great lengths to make the reader (Board of Supervisors,
Pianning Cornmission, and the public) aware that the revenuss were only estimates because the

pace and type of development was uncertain, therefore the timing of revenues would be
uncertain: '

“The projections of revenue in the plan are based on historical frends and the reasonable
assumption that demand for commercial-and residential development will at least match
these average trends over time accounting for expected economic cycles” (page 4)

“New development in the Plan Area is expected to occur over many years. The amount
and type of development will be affected by market fluctuations and subjective decisions
of individual property owners and developers.” (page 11)

“Because it is not possible to predict which properties might be developed in which
years, the projections assume an even spread of the total Plan build-out over a 15-year
period. For comparative purposes with historic construction and absorption, this build-out
schedule represents an average annual production and net absorption of 400,000 gross
square feet of office space. This is on par with San Francisco’s downtown average
production and absorption over the past two decades (and represents a liitle less than half
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of the annual citywide production). In actuality, development and revenues will likely
occur in much more concentrated and larger lumps spread out over the build-out
horizon.” (page 11)

The Implementation Document is extraordinarily clear that projecting the revenues — based on
the Rates established by the Implementation Document — is only uncertain due to the un-
predictable timing of development. The Implementation Document makes no mention that the
Rates were uncertain.

The City continuously attempts to blur the critical distinction between “revenues” and “Rates™ to
mislead this Board.

B. Owners Reasonably Relied on the Implementation Document Rates.

Owners reasonably relied on the Rates in the Implementation Document. Unlike revenue
projections, the Implementation Document does not state that the Rates listed in Table 5 were
subject to change or were projections that would be modified upon completion of additional
studies. The Rich Letter attempts to explain this away with an outright false statement about the
data in the Implementation Document.

The Rich Letter states:

City Contention - the Developers should have reasonably assumed that rates would
reflect market values updated closer to the time of CFD formation — and not be locked in
at 2007 values.

Our response:
This is ancther incorrect statement meant to mislead the Board.

First, this statement is actually a misrepresentation of the “lock-in” date. As noted above, the
Implementation Document states that market data collected in 2007 was updated in 2012 for the
Implementation Document (underlining added).

“Jt should be noted that the revenue projections discussed below are based on market
data gathered in 2007 and updated in 2012 to reflect the best estimate of potential full-
build-out of likely development sites in the Plan area over a 20- year period (and as
analyzed in the Transit Center District Plan Environmental Impact Report). Actual
revenues may be greater or lesser depending on economic cycles, pace of development
and the specifics of future development in the district.” (Page 4)
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The Rich Letter conveniently omits the data update in 2012 from its argument because it
knows that relying on the Rates in the Implementation Document is reasonable.

Second, there is no language in the Implementation Documeént that says Rates will be updated to
reflect “market values closer to time of CFD formation.” :

As explained above, the revenue projections do not include any statement that the Rates applied
in creating those projections were subject to change; it is the revenues that are subject to change
based on the pace of development. The Implementation Document assumes that the CFD will be
adopted along with the Transit Center District Plan in 2012, which it was, and that the Rates are
based on the [mplementation Document:

“The table shows the total Special Tax revenues and Net Present Value of those
reveniues assuming that the Plan is adopted in 2012 and build-out begins in 2015

{page 11)
C. Block 9’s Pro Forma Demonstrates Reasonable Reliance on the Implementation
Document Rates.

The Rich Letter falsely claims that there are no pro formas for redevelopment parcels purchased
from OCII demonstrating the Owners® reliance on the Implementation Document’s Rates. Block
9 did just that.

The Rich Letter states:

3 Consistency of Proposed RMA with Developers’ pro formas submirted to QCII

Developer Objection: Project sponsors and property owners relied on the
Implementation Document when calculating the value of land purchased from OCII and
Jfrom private parties, and the City and other public bodies involved in the Transit Center
District Plan were aware of such reliance.

City Findings: The Developers selected by the TJPA to negotiate and eventually
purchase the publicly- owned parcels in Zone 1 of the Transbay Redevelopment
Project Area were aware of the per-square-foot rates included in the 2013 RMA prior
to purchasing the land at the purchase price offered at the time of submittal.

City Response: The pro formas included in the winning proposals responding to the
Blocks 6/7 and Block 9 RFPs included operating assumptions that OCII considered
reasonable. But the CFD payments were not listed as separate line items, therefore, the
actual rates assumed by the bidders were not explicitly indicated and were not validated
by OCIL
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Our response:
For Block 9, the City’s statement is simply incorrect.

From the Avant/BRIDGE team’s RFP response, Section 7b, Financial Proposal, pages 99-100, it
clearly shows the Operating Expense Summary for the Market Rate portion of the Project. The
last section is Taxes, in which a separate line item for Mello-Roos is also clearly shown. The
figure is $1,086,827, and the assumption of 0.55% is shown to the right of that figure. The
figure was not explicitly expressed in terms of dollars per rentable square foot (at that time, the
City’s guidance was still given as 0.55%, not as a dollar per-square-foot number). However, the
net area of the Market Rate Portion is clearly shown in a table on page 98 — 291,945 sq ft. Itis
clear within a simple division that the pro forma Mello-Roos assessment was $3.72 per sq fi,
which is substantially less than the $4.92 per sq ft. figure from the 2013 RMA (for buildings 41-
45 stories).

D, The Implementation Document Does Not Call for Valuation Based on an Updated
Study.

The Rich Letter misleadingly intimates that the Implementation Document calls for an updated
valuation study after its adoption. This is contradicted by both the plain language of the
Implementation Document and a fair reading of the four-page feasibility assessment included in
the Implementation Document.

The Rich Letter states:

6)__RBMA Contains Ressonable Valuation Rates

Developer Objection: The City chose data from high points in the market to project
values for office buildings.

City Findings: The Implementation Document called for the special tax rates to be
based on a property value study at the time of approval of formation of the CFD, The
values used to determine the initial CFD rates are based on value estimates in the
Concord Group Studies (as of April 2013), consistent with the requirements of the
Implementation Plan. Prior fo the City’s issuance of a Certificate of Occupancy, the
rates can adjust within a floor and ceiling of 4 percent, instead of open ended
adjustments based on changes in value — a feature that was introduced in response to
a request from some of the Developers for greater certainty about future special tax
rates.
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City Response: As outlined above, the Implementation Document provided for the

specral tax rates to be based on a study of real estate values at the time of approval of
SJormation of the CFED (“The Special Tax structure would likely not be directly related

to property value. Rather, it will likely be assessed based on a variety of factors, as

determined through a detailed CFD formation study, such as the amount of development

on the property and other factors, and the Special Tax will be a per-square foot

assessment. However regardless of the ultimate methodology and tax structure, the final

Special Tax assessed to each property will be calculated to be equivalent to 0.55 percent

of property value.” Implementation Document, p. 10). .In other words, the base special

tax rates in the Proposed RMA are not, as suggested in the Reuben Letter, based on

2013 property values because the City chose data from high points in the market.
Rather, the base special tax rates in the Proposed RMA simply reflect property values at

the time of the approval of formation of the CFD because that is what is required by the

Implementation Document.

Our response:

This is another misleading statement. The highlighted language “the Implementation Document
provided for the special tax rates to be based on a study of real estate values at the time of
approval of formation of the CFD” does not appear in the Implementation Document,

The City supplies the following passage from the Implementation Document to support this
contention that there will be another study of real estate values.

“The Special Tax structure would likely not be directly related to property value.
Rather, it will itkely be assessed based on a variety of factors, as determined
through a detailed CFD formation study, such as the amount of development on
the property and other factors, and the Special Tax will be a per-square foot
assessment. However regardless of the ultunate methodology and tax structure,
the final Special Tax assessed to each property will be calculated to be equivalent
to 0.55 percent of property value.”(Implementation Document, p. 10.)

To suggest that this statement requires another valuation study is a complete
mischaracterization of this quote. The Mello-Roos Act requures that certain officers of the City
prepare a detailed report in connection with the CFD formation. The Owners would be correct
in assuming that the “detailed CFD formation study” was a reference to the report required by
the Mello-Roos Act. The CFD Formation Report is intended to identify factors that will be
utilized for the per square foot assessment rates since property value, which the City plan
utilizes to derive per square foot rates in the Implementation Document (and the disputed
RMA), is illegal under the Mello-Roos Act.
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For the City to claim that the 2013 Concord Group Study constitutes a “detailed CFD formation
study” that outlines the “variety of factors” used to determine the Rates is ludicrous. The 2013
Concord Group Study 1s nothing more than a valuation analysis of property in the City.

If another real estate valuation was called for, the Implementation Document would have stated
that (as it mentioned by name the 2007 study and 2012 update) as it could have significant
implications for the per square foot Rates and the resulting revenue projections.

In the page four (4) introduction, the Implementation Document states: -

“Lease rates are rising substantially, vacancies are falling substantially, and new
construction of several recently entitled buildings in underway in 2012. The projections
of revenue in the plan are based on historic trends and the reasonable assumption that
demand for commercial and residential development will at least match these average
trends over time accounting for expected economic cycles”

If the intent was a future re-valuation and setting of CFD per square foot Rates, it would have
been simple and obvious to revise the above statement to state that the substantially rising lease
rates are anticipated to increase building values and as a result when the final CFD Rates are set,
Rates and revenues could be substantially higher.

In fact, it was assumed in the Implementation Document that this CFD would be formed at the
time the Plan was adopted in 2012, and that the Rates would be the Rates in the Implementation
Document and that the CFD formation study would come up with variables other than value,
which had been established in the Implementation Document, as the basis for the per square
foot Rates. ’

The Implementation Document contains a four page Mello-Roos CFD Feasibility Assessment
(pages 11-14) wherein the proposed values and per square foot Rates are justified as
supportable. There is no suggestion in the Feasibility Assessment that the values or Rates are
“illustrative” or that other Rates or structures will be analyzed or implemented.

E. Both the Implementation Document and Common Sense Demeonstrate that the
CFD Tax Is a Significant Cost Factor That Will Adversely Affect All Types of
Buildings.

The Owners demonstrated — and the City admits — that the cost of the CFD taxes levied against
property in the CFD were not taken into consideration as an expense in the 2013 Concord
Group Study. As shown below, the City asserts that there is no need to account for the
significant cost of the CFD because the costs would be offset by increases in value coming from
the infrastructure financed by the CFD.
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The Rich Letter states:

7. Impact of CFD special tax on property values

Developer Objection: The City failed to take into account the operating expense cost of
the CFD tax itself, which results in an overstatement of property values and special tax
rates that are too high.

City Findings: There is no conclusive evidence to support a conclusion that the CFD
will have a significant adverse impact on property values in the CFD. The Proposed
RMA is consistent with the Implementation Document, which concludes that the
property values used to establish the special taxes should not be reduced to reflect the
costs of paying the CFD special taxes because the costs would be largely off-set by the
increase in value stemming from the infrastructure financed by the CFD. '

City Response: The Implementation Document addressed this issue (pp. 12-14 and
Tables 5-7); “While no conclusive studies exisi on the subject, many professional
economic analysts have concluded that at the votes proposed for the Transit Center
Dustrict Flan, there is no evidence, including in San Francisco specifically, to conclude
that Mello-Roos special taxes have a significant or even appreciable negative impact on
either development feasibility or property values.”

Qur response:

The Implementation Document expressly recognizes and includes the negative impact of the
CFD Special Tax on property values:

“New calculations conservatively assume that Mello-Roos payments are factored into
Net Operating Income for commercial properties, thus reducing their capitalized value”
(page 11, Table 5 footnote 2)

Further, Table 7 of the Implementation Document - Conservative Scenario (rents are as
projected in the Implementation Document and commercial owner bares the cost of the tax)
documents that a 9.16% reduction in value results from the proposed $3.33 per square foot

Special Tax.

The references to the CFD not having an impact are all anecdotal and wnsupported by the
analysis. In fact, the analysis suggests that only if rents are higher than expected by an amount
equal to the tax ($3.33 per square foot for office), then returns and values will not be adversely
affected by the CFD tax — this is obvious, but doesn’t change the conclusion about the negative
value impact which is why it was included in the analysis. The un-discussed corollary to this
sensitivity analysis is this: if rents are lower than forecast, the negative effect on value from the
proposed Special Tax will be magnified. -
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The failure to include the Special Tax is a fundamental flaw in the 2013 Concord Group Study
for a number of reasons: .

1. It is fallacious to state that the benefits from the CFD-financed improvements offset
the costs of the CFD special taxes when the 2013 Concord Group Study does NOT
subtract the “benefits” from the valuation in any way. When there is an offset in a
valuation study, both the revenue item and the cost item would be eliminated. Yet,
there is nothing in the 2013 Concord Group Study that subtracts out the “value”
associated with the CFD facilities.

b2

In connection with the issuance of Bonds by a CFD, the issuer must comimission an
appraisal of the property in the CFD to demonstrate that there is sufficient value to
support the Bond issue. That appraisal must meet the standards of the California
Debt and Investment Advisory Commission {“CDIAC™) in their Appraisal Standards
for Land-Secured Financings (the “Standards™) and the Recommended Practices in
the Appraisal of Real Estate for Land-Secured Financings (the “Practices™.' Not
surprising, these guidelines make very clear that in evaluating the value of property,
the cost of the CFD special taxes must be taken into account as a cost factor, as
demonstrated by the excerpts below:

a. Infrastructure Financed through Special Taxes and Assessments.
Privately financed infrastructure improvements represent a direct cost to the
developer that should be deducted from gross cash flow, as these costs depress
the retum on the initial {and investments .... In other words, the value of the
land should take into consideration the ﬁmdmg for the improvements that are
financed by improvement bonds paid from special taxed or assessments levied
on the property. (Standards, page 15)

b. Sales Comparison Approach: Discounting Retail Values to Reflect Special
Tax and Assessment Liens. Appraisals under the Sales Comparison
Approach should be adjusted to reflect the differences between the subject of

~ the appraisal and the comparable properties that affect value. These
differences include not omly physical differences in location, square footage,
and construction quality, but also differences in tax burdens. (Standards, page
23)

c. Value Subject to Lien. Appraisals for properties in a CFD must be based on
the value of the property taking into consideration the infrastructure
improvements that will be funded by the proposed bond issue. The appraiser

! The CDIAC Standards and Practices are intended for the appraisal that must be used before bonds are issued but
should apply equally when valuing property ina CFD prior to a bond issue. '
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must also take into account the contributing value of the infrastructure
improvements financed by the special tax lien and adjust the price of the
subject property accordingly. (Practices, page ii)

3 The City also asserts that the CFD will have no adverse impact on the property in the
CFD. However, the Implementation Document itself actually demonstrates that the
CFD tax will adversely affect property. The Implementation Document itself shows that
the CFD would have an adverse impact on property value. Table 5 from the
Implementation Document analyzes the Assumed Value Impact % from the CFD and
finds an tmpact on value. Commercial uses are shown to have a 6.875% value decrease
from the Special Tax at the Rates proposed in the Implementation Document. If the

“study had used the valuation capitalization rate of 6% instead of 8% (it is telling that no
reason is given for why a different rate would possibly be used, as there is not one) the
impact would be 8.1% value decrease. This 9.1% value decrease is confirmed by Table
7 of the Implementation Document - Conservative Scenario. In fact, using the 5.5%
capitalization tate and proposed assessment in the RMA, reduces value by 10%. The
study assumes, without any evidence that the value impact would be half as much for
residential as it believes buyers would not discount their offers because of the fax.

Many buildings in and around the Transit Center District that are not subject to the CFD tax, but
will also benefit from the future transit improvements. This will significantly diminish the
ability of a landlord who is subject to the CFD to raise rents to offset the cost of the CFD tax
(another point made by the Rich Letter). This straightforward logic—in contrast to the Rich
Letter’s somewhat tortured explanation in reliance on the 2013 Concord Group Study—is
reflected in the CDIAC Standards and Practices discussed above.

F. The Rich Letter Glosses Over the Effect of Lowering Operating Expenses.

The Rich Letter glosses over the effect of lowering operating expenses. The City’s unexplained
46% reduction in operating expenses leaves less than $1 per square foot to run a building. Once
again, the City’s response to the Owners is to disavow a document—this time the RMA—and
introduce a new set of assumptions to justify its errors.

The Rich Letter states:
L i rati 1

City Findings: The Reuben Letter mischaracterizes the operating expense
assumptions made in the Concord Group Studies. In addition, the Concord Group
reports that the office operating expenses used in the Concord Group Studies were
conservative and reasonable for the purpose of its study, which analyzed value
potential for generic buildings in the plan area. The Concord Group also believes that
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the net operating income (“NOI) assumptions embedded in the Concord Group
Studies (NOI is calculated by subtracting operating expenses from gross rental
income) are significantly more important to the Concord Group Studies’ valuation
conclusions than operating expense assumptions viewed in a vacuum, and that the
NOI assumptions are supportable and conservative.

City Response: In the Concord Group Studies, the Concord Group analyzed value
potential for very generic buildings in the plan area, without specifying architecture,
massing, layout and location, among others factors. The Concord Group then compared
its high-level pro-forma with specific market information, including comparable sale
and leasing data, to ensure supportable conclusions.

Specifically with respect to office operating expense assumptions, the Concord Group
reports that it modeled office operating expenses as a percentage of gross potential rent
so that operating expenses could grow with rents from the base of a tower (o its highest
foor. The Concord Group Studies did not assume, as claimed by the Reuben Letter,
between $11 and $12 per square foot of operating expenses. Rather, its analysis
assumes office operating expenses (without identifying the CFD special tax as a
separate cost item, as discussed in paragraph 7 above) between $11 per square foot (for
very small buildings) to nearly 320 per square foot for a 50-story building.

Our response:

We did re-examine the Concord Group’s 2013 study and found it used a +/- $16 per square foot
operating expense assumption for a 50-story building, not the $11-12 per square foot we had
previously understood it to be. While not as egregious as previously thought, the 2013 Concord
Group Study represents an unexplained 46% reduction in assumed operating expenses from
the $29.65 used in the Implementation Document to $16.00 per square foot. We would also
point out that referring to $16 per square foot as “nearly $20 per square foot” is gross
exaggeration (25%) and seeks to minimize the error. See attached chart comparing operating
expenses in the 2007, 2012 and 2013 studies by The Concord Group for the City.

The inappropriateness of the 2013 Concord Group Study’s $16.00 per square foot TOTAL
operating expense assumption is easy to document as it barely covers the real estate taxes and
Special Tax assessment based on their $875 per square foot valuation as follows.

Real Estate Taxes 1.1188% x $875psf Value = $10.3950 per square foot
Special Taxes 0.5500% x $875psf Value = $04.8125 per square foot
TOTAL Taxes 1.6688% x $875psf Value = $15.2075 per square foot

$16.00 per square foot leaves less than $1.00 per square foot to operate the buildings after paying
the combined Real Estate Taxes (1.188%) and the Special Tax (.55%) at Concord’s concluded
value of $875 per square foot. This is just plain untenable.
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Conversely, the unsubstantiated $13.65 per square foot reduction in operating expenses (from
$29.65 per square foot in the Implementation Document to $16.00 per square foot in the 2013
Concord Group Study), increases projected Net Operating Income by $13.65 per square foot,
which in turn is capitalized at 5.5% for a resulting unsubstantiated value increase of $248 per

square foot.

Further, this error should have been readily apparent to The Concord Group in both their income
approach and comparable sales approaches to value. In their income approach, despite some
methodology changes (height premium, etc.) and a 50bp reduction of cap rate, the basic assumed
rent was not materially different than in the Implementation Document, but the resulting values
had gone up almost fifty percent (50%) and the projected values were now greater than all but
two sales in the history of the City of San Francisco office building sales. See attached historic
chart of all San Francisco office building sales. Compounding the obviousness of that error was
the fact that none of the sales in the history of San Francisco had a Mello-Roos assessment
anywhere close to the proposed assessment. Thus, these comparable sales would need to be
adjusted downward for the effect of the Mello-Roos (per previous discussion). Once an
adjustment was made for the Mello-Roos, the conclusion was that all tall office buildings in the
Transbay would be worth more than any office building in the history of San Francisco. See
attached chart adjusting sales for the effect of Mello-Roos.

The City is now attempting to both minimize the importance of this error and attempt to
introduce a single transaction after the RMA to obviate their error. Single transactions do not
make a market, nor can they be used as a proxy for all values. Once again, the City is attempting
to disavow aspects of a document passed by this Board that it finds inconvenient—in this
instance, the operating costs inherent in the Rates established by the Implementation
Document—by not addressing the issue and attempting to change the assumptions. ‘ :

G, The Implemeptation Document Demonstrates the City Improperly Added Annual
Escalators to the CFD

The Rich Letter’s conclusory claims that the RMA 1is consistent with the Implementation
Document are contradicted by the plain language of, and the notable omissions in, the
Implementation Document. The City improperly added features to the RMA that could not have
been reasonably anficipated by readers of the Implementation Document, including annual
escalators. These escalators increase the tax burden by up to 81% over the Rates in the
Implementation Document.

One Bush Straat, Suite 600
San Francisce, CA 24104

tol: 415-567-9000
fax: 415-399-7480

REUBEN, JUNIUS & RDSE, (e wavw.raubenlaw.com

1322



Board of Supervisors
August 12, 2014
Page 19

The Rich Letter states:

10, [mmiplementation Document does not discuss escalating facfors or different
rates for different height buildings

Developer Objection: There is nothing in the Implementation Document that discusses,
authorizes, or directs that the tax rates a} increase annually priov to oblaining a
Certificate of Occupancy (“COO"); b) include a 2 percent escalator on the special
taxes after the COO is received; or c) apply different tax rates to buildings with different
numbers of floors. '

City Findings: The proposed RMA is consistent with the Implementation Document.
The factors described above are all inputs that factor into the tax rates to more
accurately reflect the true value of a proposed development project over time.

City Response: As explained above, the base special tax rates in the Proposed RMA are
consistent with the Implementation Document, which states: “new development...would
pay a Special Tax equivalent to 0.55 percent of the assessed value of the entire
development project...”

Our response:

The Implementation Document clearly states on page four that “calculation methodologies and
total revenues projections of these two funding mechanisms (impact fees and CFD} are
discussed in turn below.” No escalators were included, either by written reference or in the
revenue projection table. There is no mention of the potential use of an escalator anywhere in
the Implementation Document, and there is no direction or authorization provided to the City to
include escalators in the RMA. Escalators are very significant and increase the tax burden
tremendously.

The Pre-COO escalator and the Post-COO escalator increase the maximum tax over the life of
the CFD. The post-CQOQ escalator alone increases the CFD tax rate by 81% (in the final year of
escalation). This is a hugely material fact that Owners could not have reasonably anticipated.

Escalators are significant enough that the California Legislature requires that homeowners be
notified of any escalators before they buy a home. Because of their large impact, escalators are
always an item of deliberation when forming a CFD, and just as many CFDs in California do not
have escalators as those that do. It is simply not reasonable for the City to assume that the
Owners would assume two separate escalators as part of the Implementation Document when
there is not one word about it in the entire document.

Moreover, the notion that instituting an annual escalator more accurately reflects the true value
of a proposed development project over time completely ignores the requirement that the
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Special Tax be equivalent to 0.55% of Assessed Valune. The owners have spent months trying
to get the City to reflect true building values over time (consider cyclicality) and how this is
reflected in Assessed Values. The City has consistently stonewalled the Owners who have

pointed out that:

1. Assessed Values go down regularly via use of a Proposition 8 appeal, not up
every year. We would welcome input from the Assessor’s office on data on Prop
8 appeals; :

2. Assessed value represents an average of the up and the down markets as a result
of Proposition 8 appeals and a limit on increases;

3. Values do not consistently go up every year — this is an incredibly cyclical
market; :

4. Trajectory of value is hugely dependent on starting point (e.g., if you begin at
cyclical low vs. cyclical high vs. the average);

5. Current interest rate market is historically unprecedented and has resulted in asset
inflation. Interest rate normalization will result in asset deflation; and

6. Current Rent environment is a cyclical up market.

It should be noted that the only building (One Market Plaza) which has ever sold for the base
‘value the City is ascribing to all the tall office buildings - $875 per square foot (in 2007) -
recently sold in 2014 for $750 per square foot. Utilizing the City’s proposed formula for the
Special Tax (base value plus 2% compound annual growth), the building would be valued today
at $1,005 per square foot or 25% more than its actual current value. This demonstrates the clear
fallacy in this suggested valuation and approach to value over the long term.

It is also noteworthy that One Market Plaza does not have a Meilo-Roos tax which wouid have
reduced income and therefore value by another approximately $90 per square foot. If the Mello-
Roos tax had been $4.81 per square foot at inception, it would have grown to $5.53 per square
foot over seven years (2007 sale to 2014 sale). This would be a 1.9% tax rate. Assuming a 5.5%
cap rate, the $4.81 per square foot, the Special Tax would have reduced value $87.46 per square
foot, or 11.66%. If the Mello-Roos special tax had indexed for seven years to $5.46, the impact
to value from a Mello—Roos special tax would have been $100.46 per square foot, or a 13.39%

reduction,
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H. The City Mischaracterizes Correcting Mistakes with Making Reasonable
Concessions. :

Although City representatives have occasionally agreed to Owners’ requests for meetings, to-
date the City has only made changes to the RMA designed to address errors and mistakes in the
initial CFD formation process, and has disregarded other problematic aspects of the CFD as
currently drafted.

The Rich Letter states:

I Developer Participation in Deternination of Rate and Method of
Apportionment :

Developer Objection: Since adoption of the Implementation Document, the CFD has
been structured with no real input from property owners.

Findings: In 2013, City staff and expert financial consultants developed a proposed
rate and method of apportionment of special tax for the CFD (the “2013 RMA”)
based on the Implementation Document, and asked the Developers for their input.
The Rate and Method of Apportionment of Special Tax included in the proposed
Resolutions (the “Proposed RMA”) incorporates several changes requested by a
number of the Developers and their representatives.

City Response: In August 2012 the Board adopted the Transit Center District Plan and
assoctated Implementation Document. Subsequent to the adoption of the Transit Center
District Plan, City staff, together with the City’s outside consultants and bond cournsel,
worked over several months to develop, among other matters, a proposed rate and
method of apportionment for the CFD, that was informed by valuation studies
performed by the Concord Group, an independent real estate economics consultant (the
“Concord Group Studies”). The process involved the evaluation of alternatives for the
CFD before determining which ones were most consistent with the Implementation
Document and California law and would further the funding goals for the Transbay
Project and the Transit Center District Plan.

Our response:

The Rich Letter mischaracterizes the City’s actions over the last year as honest negotiations. The
City has only made changes to the RMA designed to address errors and mistakes in the initial
CFD formation process, and has disregarded other problematic aspects of the CFD as currently
drafted. The City attempts to illustrate a collaborative approach with the Owners by citing the
following as examples of concessions. A closer look reveals that there have been no real
concessions made by the City.
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e Rentql Property Category:. Even before the Owners had an opportunity to meet with
the City, the City indicated it was going to add a separate use category for rental
residential buildings, recognizing the clear error in conflating rental and for-sale
properties.

s  Pre-COO Escalator: The Owners pointed out that the Pre-COO adjustment concept
- that was initially included in the RMA violated the Mello-Roos Act in that it did not
allow for a taxpayer to estimate his or her maximum special tax, as required by law.
The City “fixed” this issue, but did not do so as a concession to the Owners who
“wanted more certainty”. The “certainty” is required by the Mello-Roos Act, and the
City incorporated this change because it was required to do so to comply with the
law. The Owners did not agree to an escalator.

o Construction Cost Index Escalator: In “fixing” the Pre-COO escalator, the City
inserted a 4% construction cost index, and then stated that it was inserted due to the
Ownmers’ request for certainty. In fact, the Owners never suggested the 4%
construction cost index that is currently in the RMA, and have objected to it since it
was introduced. City staff unilaterally created the 4% cost index mechanism and put it
into the RMA without private sector input or consent. It is disingenuous to suggest
that including this was a resuit of the City accommodating to project sponsors’
request.

e Public Property Rate: The addition of text into the RMA stating that taxable public
property would be charged at the maximum rate for the developed property is another
change meant to bring the RMA into compliance with the Mello-Roos Act. It was not
a concession to project sponsors, but the correction of an error that would have been
revealed earlier had project sponsors been provided the RMA earlier in the process. -

That a year has passed since the City first presented the Owners with a courtesy copy of the
RMA is a convenient but misleading fact: had the Owners not engaged their own consulitants,
identified clear errors in the first draft RMA, and performed what amounts to a peer-review of
the City’s RMA and the 2013 Concord Group Study, the City would have passed the CFD
immediately. Unlike all other development Community Facilities Districts formed under the
Mello-Roos Act, City staff did not include the Owners at the table. In reality, the Owners were
provided the RMA for the first time in early July, 2013. In the accompanying cover letter,
the City said it intended to bring the RMA before the Board of Supervisors for approval
later that month. The City did not seek the Owners’ input or comments; it simply gave the
Owners a courtesy copy prior to scheduling the CFD for approval. For such a large CFD
as this, the lack of private sector involvement is unheard of.
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Conclusion

The Implementation Document adopted by the Planning Commission and this Board of
Supervisors is clear in how the revenue estimates were developed and expressly states that the
factors which are expected to affect the projection are the pace and type of development, not a
change in the Rates. There is no suggestion that the Rates are not final, that the Rates or
projected values of the buildings were not final and to suggest otherwise is unsupported by the
Implementation Document. The Rich Letter misleadingly characterizes the past year as a
legitimate negotiation between the City and the Owners. The City has only made changes
necessary to conform with legal requirements of the Mello-Roos Act, but the City continues to
refuse to acknowledge the meaning and import of the Implementation Document (as can be
clearly seen in their response to you), fundamental flaws in its unnecessary re-valuation
methodology, or that the annual escalators were invented after the publication and passage of the
Implementation Document by the Planning Commission and this Board. We have worked with
the City to correct the methodological errors and come to a compromise agreement on the per
square foot assessment rates. We urge this Board to require that the City accept the import and
meaning of the Implementation Document and require that the provisions of the Implementation
Document be incorporated in the proposed legislation and form the basis for a compromise with
the Owners. ‘

Very truly yours,

REUBEN, JUNIUS & ROSE, LLP

James A. Reuben
Attachments

cc (by email):
Ken Rich, Mayor’s Office of Economic and Workforce Development
Nadia Sesay, Office of Public Finance
Jesse Smith, Office of the City Attorney
Mark Blake, Office of the City Attorney
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September 2, 2014

Ms. Angela Calvillo

Clerk of the Board

Board of Supervisors

City and County of San Francisco
City Hall

1 Dr. Carlton B. Goodiett Place
San Francisco, California 94102

Re: Written Protest Against the Formation of, the Levy of Special Taxes Within, and the
Incurrence of Bonded Indebtedness in, the City and County of San Francisco Community
Facilities District No. 2014-1 (Transbay Transit Center), as proposed by Resolution of
Intention No. 247-14 and Resolution of intention to Incur Bonded Indebtedness No. 246-
14; Public Hearing on September 2, 2014. '

Dear Ms. Calvillo;

Pursuant to Section 53323 of the California Government Code (“Section 53323"), this letter is a formal
written protest (the “Protest Letter”) submitted to the “clerk of the legislative body” by 41 Tehama LP
(“Land Owner”) against (i) the formation of the City and County of San Francisco Community Facilities
District No. 2014-1 (Transbay Transit Center) (the “CFD”), the levying of special taxes in the CFD
pursuant to the “Rate and Method of Apportionment of Special Tax” (the “RMA”) proposed by
Resolution of Intention No. 247-14 (the “Resolution of intention”), adopted by the Board of Supervisors
(the “Board”) of the City and County of San Francisco (the “City”) on July 15, 2014, and {iii} the
incurrence of bonded indebtedness within the CFD, as described in the Resolution of Intention to Incur
Bonded Indebtedness No. 246-14 (the “Resolution te Incur”), adopted by the Board on July 15, 2014,
This Protest Letter is being delivered pursuant to the Mello-Roos Community Facilities Act of 1982, as
amended (the “Act”).

The Land Owner owns approximately 0.504 acres (the “Land Owner Property”) within the proposed
boundaries of the CFD, as shown on the Boundary Map attached hereto as Exhibit “A” and identified as
Block 3736, Lot 190. The Land Owner Property is one of the parcels that are identified in the Boundary
Map as “Property within the CFD Boundary” (herein, all such parcels are referred to as the “Subject
Property”}). The Land Owner Property is not exempt from the special taxes under the RMA. As the owner
of property within the boundaries of the CFD that is not exempt from the special taxes under the RMA,
the Land Owner is a landowner as defined in California Government Code Section 53317, is an
“interested person” that may file a protest pursuant to Section 53323, and is authorized to submit this
Protest Letter.
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Ms. Angela Calvillo

Clerk of the Board

Board of Supervisors

City and County of San Francisco
September 2, 2014

Page 2

Background

To assist in the financing of various improvements to the Transbay Transit Center (the “Project”), the
City proposed financing a portion of the Project through the formation of the CFD. The City went further
and determined to condition projects (i) with a floor area ratio in excess of 9:1 or (ii) that would create a
structure that exceeds the City’s height limit on annexing into the CFD. The City, through various
consultants, studied the amount of revenues needed to be raised and the impact of requiring those
revenues from the development community, and created the Transit Center District Plan (the “Plan”).
In April 2012, the City's Planning Department prepared the “Transit Center District Plan Program
Implementation Document” {the “Implementation Document”).

Pursuant to the Implementation Document, “[t]he purpose of [the Implementation Docurﬁent] is to
summarize the Plan’s public infrastructure program, sources of funding, relative allocation of revenues
from the various sources among the infrastructure projects, and implementation processes and
mechanisms.” Furthermore, the Implementation Document provides that “[t]he purpose of this ahalysis
and the Plan is to create a set of zoning controls and a fee structure that will remain in place for decades

to come” (underlining added).

The Implementation Document was approved by the Board of the City in 2012. Further, on May 24,
2012, the Planning Commission adopted the !mp!emgntggﬁon Document. In August 2012, the Board
incorporated the Implementation Document into newly-created Section 424.8 of the San Francisco
Planning Code. Section 424.8 provides, in relevant part, as follows (underlining added):

SEC. 424.8. TRANSIT CENTER DISTRICT MELLO ROOS COMMUNITY FACILITIES DISTRICT
PROGRAM.

{(a) Purpose. New construction that increases the density of the downtown area, and the C-3-
0O(SD) district in particular, will require the City to invest in substantial new infrastructure and
services. By increasing height limits, relieving density and floor area ratio limitations, reducing
requirements for acquisition of Transferrable Development Rights, and making other regulatory
changes to the C-3-O(SD) district, the Transit Center District Plan, confers substantial benefits on
properties in the district. In order to exceed base densities in the district, the City will require

sufficient funding to supplement other applicable impact fees for infrastructure, improvements
and services as described in the Transit Center District Implementation Document, including but

not limited to the Downtown Extension of rail into the Transit Center, street improvements, and
acquisition and development of open spaces. '

(b) Requirement. Any development on any lot in the C-3-O(SD) district that meets the
applicability criteria of subsection (c} below shall participate in the Transit Center District Mello
Roos Community Facilities District ("CFD") and successfully annex the lot or lots of the subject
development into said CFD prior to the issuance of the first Temporary Certificate of Occupancy
for the development.
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Ms. Angela Calvillo

Clerk of the Board

Board of Supervisors

City and County of San Francisco
September 2, 2014

Page 3

To the best of the Land Owner’'s knowledge, at no time between August 2012 and July 2013 did the City
consult with any private land owner within the Subject Property about the formation of the CFD.

in July 2013, the City supplied the Land Owner ~ for the first time just weeks before it was scheduled to
be approved by the Board — the proposed rate and method of apportionment of special tax for the CFD
(the “2013 RMA”) and the boundary map identifying the Subject Property. Immediately after receipt of
the 2013 RMA, the Land Owner and their consultants went to work reviewing the 2013 RMA, -its
consistency with the Implementation Document, and its impact on the economics of the Land Owner’s
projects. The Land Owner identified several major issues with the 2013 RMA, and presented those
findings to the City in a series of meetings and correspondence commencing in the fall of 2013.

After pointing out several problematic issues with the 2013 RMA, the City amended the 2013 RMA.
However the City did not alter the special tax rates in the 2013 RMA.

In June 2014, the City presented the revised 2013 RMA as the RMA and began the CFD formation
process. On July 15, 2014, both the Resolution of Intention (with the RMA attached as an exhibit) and
the Resolution to Incur were adopted by the Board.

Having not received any of the relief that the Land Owner sought, the Land Owner is now forced to
formally protest the formation of the CFD, the levying of special taxes pursuant to the RMA, and the
incurrence of bonded indebtedness in the CFD.

Protest Against the Proposed CFD

The CFD Is Not Consistent with the Implementation Document

The CFD referenced in Section 424.8 is to be based on the Implementation Document. However, the
proposed RMA is not consistent with the Implementation Document. The Land Owner, along with other
developers, has been objecting to the proposed RMA for over a year. Most recently, certain developers
documented their disagreement with the RMA in a June 30, 2014 letter from James Reuben on behalf of
certain developers addressed to the Land Use and Economic Development Committee (the “June 30
Letter” attached hereto as Exhibit “B”) and a follow-up letter to the Board by Mr. Reuben on August 12,
2014 (the “August 12 Letter” attached hereto as Exhibit “C"}. Both the June 30 Letter and the August 12
Letter explain the objections that certain developers have to the RMA in great detail, and these letters,

and the arguments contained in such letters, are hereby incorporated into this Protest Letter as if set -

forth herein. Set forth below is a summary of the main objections to the CFD:
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Ms. Angela Calvillo

Clerk of the Board

Board of Supervisors

City and County of San Francisco
September 2, 2014

Page 4

1.

Special Tax Rates Significantly Increased. The special tax rates in the proposed RMA are
substantially and significantly higher than the special tax rates set forth in the Implementation
Document. As such, the special tax rates in the RMA are not “as described in the Transit Center
District Implementation Document” as required by Planning Code Section 424.8. For example,

. in the Implementation Document, the special tax rate for an Office Building is $3.30 per square

foot. In the proposed RMA, for a 50+-story building, the rate is $4.91 per square foot, an
increase of nearly 50%. Similar substantial increases occurred for Residential, Hotel, and Retail
uses.

No Escalators Authorized. The Implementation Document does not discuss, authorize, or
suggest that the special tax rates in the CFD would be subject to any kind of escalators. In
addition, escalators are not mandatory under the Act, and there are a large number of CFDs in
California that do not have any kind of escalator. Yet, without authorization from the
Implementation Document and without compulsion by the Act, the City included two distinct
escalators in the RMA. The first occurs prior to the Certificate of Occupancy (“Pre-CO0Q
Escalator”), wherein the special tax rates applicable to a taxable building are subject to
increases equal to changes in a construction cost index {defined in the RMA as the “Initial
Annual Adjustment Factor”), not to exceed 4% per annum.’ The second escalator occurs after
the Certificate of Occupancy for a taxable building is issued (the “Post-COO Escalator”), wherein
the special tax rates for that taxable building are subject to a 2% increase each year for 30 years.

Together, the Pre-COO Escalator and the Post-COO Escalator increase the tax burden on the
Subject Property significantly, as shown.in the two charts of Exhibit “D.” The first chart shows

the impact of the escalators on a 50-story office building that receives its Certificate of

Occupancy after application of the Pre-COO Escalator for five years (at the maximum increase of
4% per year). Compared to the special tax rates in the Implementation Document, in the first
year that the office building is taxed, the special tax rates in the RMA are 77% greater than the
rates that would apply under the Implementation Document. Under the RMA, after the
Certificate of Occupancy is provided, the special tax rates escalate annually by the Post-COO
Escalator of 2%. [n the thirtieth year of the building’s existence, the special tax rates in the RMA
will be an astonishing 214% higher than the special tax rates in the Implementation Document,
resulting in a 78% increase in the tax burden over the 30 year taxing period on the building
between an RMA with no escalators and the current draft of the RMA with both the Pre-COO
Escalator and the Post-COO Escalator. '

! The Pre-COQ Escalator could also result in a reduction in the special tax rates if the cost index is negative, not to
exceed 4.0%. Whether the Pre-COO Escalator results in an increase or decrease in the special tax rates in any given
year is immaterial. The Implementation Document does not authorize or suggest that any escalator would be

imposed.
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The impact on a 50-story for-sale residential building is shown in the second chart. In this
example, using the same assumptions as to the receipt of the Certificate of Occupancy, the
initial special tax rates are 60% higher and the final special tax rates are 185% higher.

These percentages and the impact on the overall burden will be higher for each additional year
it takes to get to Certificate of Occupancy. For property that will be complete construction in
later years, the increase could be astounding.

Pre-COO Escalator Violates Equal Treatment of Similar Buildings. The Pre-COO Escalator will
have the effect of causing the tax burden on one building to differ (perhaps dramatically) from
the tax burden on another similarly-sized building {of the same land use) that happens to
develop at a later date. See “The RMA Creates a Competitive Disadvantage” for more details.

- Only a Single Rate Per Land Use is Authorized. The Implementation Document does not discuss

or authorize the levy of special taxes at different rates depending on the number of floors in the
building. The implementation Document differentiates between Office, Residential, Hotel, and

Retail uses, and sets different rates for each, but it does not further differentiate within such .

uses by the size of the buildings. The proposed RMA creates different levels of taxation
depending on the size of the buildings in violation of the Implementation Document. This
embellishment increases the tax burden on the Subject Property and treats similar land uses
differently.

2013 Concord Valuation is Flawed. There is nothing in the Implementation Document that
authorizes the revision of the special tax rates set forth in the Implementation Document. Yet,
the City engaged The Concord Group to conduct a market study (the “2013 Valuation”) of the
property in the City of San Francisco, so as to determine the projected value of the property
proposed to be in the CFD. The special tax rates in the proposed RMA were based on the 2013
Valuation. However, the 2013 Valuation is seriously flawed in numerous ways, including:

a. The 2013 Valuation determines the value based upon, among other things, the
. projected revenues and expenses of the buildings. However, the 2013 Valuation does
not take into consideration as a projected expense the significant cost of the CFD special
taxes themselves. Whether the developer. incurs these expenses or passes them

through to tenants, there is an economic consequence of such levy. But the 2013 '

Valuation does not include the special taxes as an item of expense. This violates not

only common sense, but also the California Debt and Investment Advisory Commission’s -

Appraisal Standards for Land-Secured Financings and its Recommended Practices in the
Appraisal of Real Estate for Land-Secured Financings. In both documents, the California
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Debt and investment Advisory Commission requires the inclusion of the special taxes as
a cost item in evaluating the value of land subject to the special taxes.”

b. In addition to excluding the special taxes as a cost item, the 2013 Valuation inexplicably
reduced the overall non-CFD operating expense amounts by approximately 46% over
the operating expenses assumed in the Impilementation Document. The reduction of
operating expenses improperly increases the valuation of the land, which results in the
improper increase in the special tax rates set forth in the proposed RMA.

The RMA Creates A Competitive Disadvantage

It is axiomatic that the property within the CFD will be at a competitive disadvantage to similarly-sized
and similar-type buildings that are outside of the CFD. The Land Owner understands that. However, it is
quite another thing to have an RMA that structures a competitive disadvantage to similarly-sized and
similar-type buildings within the CFD. Yet that is what the Pre-COO Escalator will do.

For example, assume that a 40-story office building (“Building A”) receives its Certificate of Occupancy
in 2017 such that the special taxes commence in tax year 2017-18. Assume that rate to be $4.50 per
~ square foot. Under the RMA, once Building A receives its Certificate of Occupancy, its special tax rates
are no longer subject to the Pre-COO Escalator and instead are subject to the Post-COO Escalator of 2%
per annum, so that Buiiding A wili pay $4.59 per square foot in 2518-19, 54.68 per square oot in 2015-
20, $4.78 in 2020-21, and so on. A second 40-story office building {“Building B”) receives its Certificate
of Occupancy in 2020, but its special tax rates for the 2020-21 year are established based on the Pre-
COO Escalator. Assume that the Pre-COO Escalator is 4% in each of the three years after Building 8
received its Certificate of Occupancy. In tax year 2020-21, Building B’s initial tax rate will be $5.07 per

square foot, escalating at 2% thereafter.

in this example, in tax year 2020-21, Building A’s tax is $4.78 per square foot, escalating at 2%
thereafter, but Building B's tax is $5.07 per square foot, escalating at 2% thereafter. For buildings of
800,000 square feet, the difference is over $200,000. If the owner of Building B has a triple net lease, it
will pass through a higher special tax than the owner of Building A, which means Building A is the more
attractive space economically. Same sized building, same land use, but far different special tax rates.

This kind of structural inequality is unfair to the builders in the CFD who already must compete against
‘non-CFD projects in the area surrounding it.

* The CDIAC documents do not expressly apply to valuations for the purpose of setting special tax rates, but the
logic of including such special taxes as an item of expense is nonetheless applicable to any valuatlon made in

connection with a CFD.
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The Bonded Indebtedness Is Not Consistent with the Implementation Document

The Resolution to Incur states the City’s intention to issue up to $1.4 billion in bonded indebtedness.
This bonded indebtedness figure is outrageously high because the overall tax burden on the property in
the CFD has doubled due to the increased special tax rates and the escalators. The Implementation
Document never contemplated a bond authorization of such large amounts. The Implementation
Document estimated that the Net Present Value of the special tax revenues at a 7% discount would be
approximately $420 million. That revenue stream would never support a $1.4 billion bond
authorization. Even under the most generous of interest rates, the amount generated would be under
$1 billion.

While the Implementation Document did indicate that the revenues to be generated from the CFD may
vary from the figures set forth in the Implementation Document, something is terribly wrong when the
potential bond capacity jumps by almost $500 million. What changed between 2012 when the
Implementation Document came out and 2013 when the very high special tax rates were first proposed?
Answer: The 50% increase in the special tax rates, the addition of the escalators, and the differentiation
of building size among the same land use class.

The RMA Has Structural Flaws '

The proposed RMA has numerous structural flaws, including the following {capitalized terms used in this
section that are not defined have the meanings provided such terms in the RMA): .

1. Timing of the Initial Special Tax Levy: Under the RMA, the Special Tax is initially levied
during the Fiscal Year following the issuance of the first Certificate of Occupancy (“C00") for a Taxable
Building. However, during that same fiscal year, the RMA requires that the special tax be levied on all
Assessor’s Parcels within the Taxable Building, irrespective of whether a Parcel within the Taxable
Building is completed, inhabitable, and/or sold or leased to a third party and generating income to pay
for these significant new special tax amounts.

As a result of this policy, a property owner may be subjected to a special tax bill of millions of dollars
based on the development of a building which is only partially completed and may, in fact, be mostly
under construction. A realistic example of this type of anomaly is a Taxable Building with 750
apartments created within “air parcels,” of which only 150 have received COOs. Even in Fiscal Year
2013-14, prior to the application of the Pre-COO Escalator and the Post-COO Escalator, a property owner
of a 50-story building would be paying $3,984 in special taxes for each 800-square foot apartment jn the
entire Taxable Building in that fiscal year as soon as the first COO is issued. In other words, if COOs have
been issued for any one of those apartments, the property owner’s special tax bill for all of these 750
apartments would jump from $0 to $2,988,000 per year. Assuming that only 150 of these apartments
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have COOs and are rented out, the property owner’s special tax bill should only be $597,600 for those
150 dwelling units. The additional $2,390,400 in special taxes is unnecessarily burdensome.

This situation is exacerbated in the case of for-sale residential units.

But in its drive to maximize revenues, the City appears to have prepared an RMA that directly
contradicts this concept, thereby creating disincentives to economic development that are contrary to
both the City’s and the property owners’ interests, as further explained below.

2. Date for Determining Tax Levy Burdensome: As stated above, special taxes under the
RMA are initially levied during the Fiscal Year following the issuance of the first COO for a Taxable
Building. This means that for COOs issued in June of a fiscal year would require taxation less than a
month later when the new fiscal year starts in July. The potential for immediate special tax levy is too
burdensome on the property owners.

In order to give property owners some breathing room, it would be appropriate to provide for a
minimum period of six (6) months after the issuance of the first COO for a specific Assessor’s Parcel
before the special tax could be levied, thereby providing a building owner with a brief period in which to
sell or lease that Assessor’s Parcel prior to the initiation of the special tax.

3 Pre-LO0 Escalotor Creztes An Unloval Blavine Fleld: Please see “The RMA Creates 3

do oo i el s El i k2] S =l =

Competitive Disadvantage” for a discussion about this flaw in the RMA.

The flaws in the RMA described above are unnecessarily overly burdensome on the property owners.
Taxing the entirety of the building before construction is complete and before revenue sources become
available is a recipe for a disaster. These flaws may be easily fixed, and probably would have been had
the Land Owner been involved in the CFD formation process like it would be in any other CFD formation.

In addition, these flaws will make the administration of this CFD unnecessarily more difficult, which will,
in turn, increase the administrative expense billed to the property owners.

The Land Owner Reasonably Relied on the Implementation Document

The Land Owner is a rational develéper, and no rational developer could or would commit to a project
without a clear understanding of the potential expenses associated with that project. Land Owner's
successor, which entitled the project based on the Transit Center District Plan's new zoning, relied on
the special tax rates set forth explicitly in the Implementation Document. This reliance on the
Implementation Document was both reasonable and foreseeable.
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The City has claimed that the Land Owner should have known that the special tax rates in the
Implementation Document were “merely illustrative”. However, as explained in detail in the August 12
Letter, the Implementation Document is very clear that it is the revenues — not the special tax rates —
that may vary depending on the real estate market, bond interest rates, and the pace of development.
There is no language in the Implementation Document that suggests the special tax rates are subject to
change.

The special tax rates in the RMA are nearly 50% higher than the rates in the Implementation Documént,
With the two escalators, the overall tax burden on the Land Owner more than doubled between the
Impiementation Document and the RMA. A tax burden that doubles is a classic case of “bait and
switch.”

The City Has Gerrymandered the Subiect Property to Ensure Approval

Neither the Land Owner, nor to its knowledge, any other private developer that may be subject to the
CFD, were consulted prior to creation of the boundary map and the designation of the Subject Property.
After reviewing the Subject Property, a disturbing fact was revealed: approximately 68% of the Subject
Property is owned by TIPA, OCIl, and Caltrans, public entities that will never be subject to the special
taxes. The ownership of 68% of the property in the CFD by the public agencies virtually guarantees that
the CFD will survive any protest and will be approved at the special election.

We note that the City is now suggesting an amendment to the RMA to eliminate the exemption for
public property. The City is doing this with the express intention of allowing the public agencies to vote
in the election and for the public agencies’ property holdings to be counted in any protest hearing.
Moreover, it is highly unusual to have public agencies’ as voters in the formation of a CFD. Having the
public agencies dominate a landowner election is unprecedented. According to our consultants, rearly
every CFD formed in California exempt public agencies from taxation, which makes them ineligible to
vote on formation of the CFD. ’

By allowing the public agencies to vote in the special election, and by picking and choosing which
_properties will be part of the Subject Property and eligible to vote, the City is effectively nullifying the
. vote of the parties that will be paying these taxes and who could otherwise use their voting power to

rectify the improper increase in the special tax rates.
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Procedural Arguments Against the CFD

The Public Agencies are Not Landowners For Purposes of Protest or Voting

According to the boundary map, the Land Owner understands that a significant amount of the Subject
Property is owned by TIPA, OCll, and CalTrans (each a “Public Agency” and, collectively, the “Public
Agencies”). None of these Public Agencies is a “landowner” under the Act. Under Section 53317(f), the
term “landowner” or “owner of land” specifically excludes public agencies unless one of four exceptions
is satisfied. The only relevant exception is found in Section 53317(f), which aillows a Public Agency to be
considered a landowner if:

The public agency states in the proceedings that its land is intended to be transferred to private
ownership and provides in the proceedings that its land will be subject to the special tax on the
same basis as private property within the district and affirmatively waives any defense based
on the fact of public ownership, to any action to foreclose on the property in the event of
nonpayment of the special tax.

For this exception to apply to a Public Agency, the Public Agency is requlred to “state in the
proceedings” all of the following:

a. that the land it owns is intended to be transferred to private ownership;

b. that the land it owns will be subject to the special tax on the same basis as private
property within the CFD; and

c. that it affirmatively waives any defense based on the fact of public ownership to any
action to foreclosure on the property in the event of nonpayment of the special tax.

This exception does not apply to the Public Agencies because none of the Public Agencies have made

any such declarations in the proceedings. Without these declarations, it is irrelevant if the property of

the Public Agencies is subject to the special tax on the same basis as other property owners. These

declarations are a condition precedent to the Public Agencies being allowed to protest or vote (as

discussed further below), and, to date, to the Land Owner’s knowledge, no such declarations have been
made in the proceedings.
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it should be noted that separate declarations are required from each Public Agency. To the extent that
one or more Public Agencies do not make the declarations, then those Public Agencies will not be
allowed to protest or vote (as discussed further below).?

Moreover, even if the Public Agencies were inclined to make such declarations, they could not because
the RMA exempts all public agencies from taxation under all circumstances. Section G of the RMA
provides (underiining added):

Notwithstanding any other provision of this RMA, no Special Tax shall be levied on: (i)
Public Property, except Taxable Public Property, (i) Square Footage for which a
prepayment has been received and a Certificate of Exemption issued, (iii) Below Market
Rate Units except as otherwise provided in Sections D.3 and D.4, (iv) Affordable Housing
Projects, including all Residential Units, Retail Square Footage, and Office Square
Footage within buildings that are part of an Affordable Housing Project, except as
otherwise provided in Section D.4, {v) Exempt Child Care Square Footage, and (vi)
Parcels in the CFD that are not yet Taxable Parcels.

“Public Property” is defined in the RMA as “any property within the boundaries of CFD No. 2014-1 that is
owned by the federal government, the State of California, the City, or other public agency.” This
definition includes all of the Public Agencies. '

“Taxable Public Property” is defined in the RMA as “any Parcel of Public Property that had been a
Taxable Parcel in a prior Fiscal Year, and for which the Special Tax obligation was not prepaid when the
public agency took ownership of the Parcel.” This definition is inapplicable to the Subject Property
owned by the Public Agencies because this definition refers to property that was non-exempt at
formation that was then conveyed to public ownership subsequent to formation. Since all of the Subject
Property owned by the Public Agencies are exempt by definition, their property is not considered
Taxable Public Property.

As you can see, the Public Property is not subject to the special tax “on the same basis as private
property within the CFD” as required by Section 53317(f). And this is true whether the property is
developed or undeveloped. Under the RMA, property becomes taxable only after a Certificate of
Occupancy is provided. However, so long as the property is Public Property, the land will remain éxempt
even if the land is developed and a Certificate of Occupancy is provided. Unlike private property where

¥ The Land Owner understands that the City is going to attempt to adopt an amended and restated RMA that
eliminates the public agency exemption from special taxes. The Land Owner further understands that TJPA will be
submitting a letter that purports to meet the requirements of Section 53317(f)(3).. Even if true for TJPA, the other
Public Agencies will not be able to vote unless they submit similar declarations.
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it becomes taxable upon Certificate of Occupancy, Public Property remains exempt after Certificate of
Occupancy. By definition, the Public Property is not being taxed on the same basis as private property.

Thus, the third exception under 53317(f) is not applicable to the Public Agencies and could never be
applicable with the proposed RMA. Accordingly, the Public Agencies are not considered “landowners”
under the Act. This has two consequences: '

1. In evaluating whether a majority protest exists under Section 53324, the land owned by the
Public Agencies is not counted in determining whether 50% or more of the land protests the
formation of the CFD. Section 53324 prbvides that if “the owners of one-half or more of the
area of the land in the territory proposed to be included in the district and not exempt from
the special tax” file written protests against the establishment of the district, no further
proceedings to create the CFD shall be taken for a period of one year from the date of
decision of the legislative body. Since, under the RMA, all of the land owned by the Public
Agencies is exempt from taxation, the Subject Property owned by the Public Agencies is not
counted when determining whether there is 2 majority protest. Moreover, once the Public
Agencies are not considered owners of land under Section 53317(f) then the Subject
Property owned by the Public Agencies is not counted when determining whether there is a
majority protest. ’

2. The Public Agencies are ineligible to vote in the proposed election; only the property owned
by private parties are qualified electors for purposes of the voting. Moreover, once the
Public Agencies are not considered owners of land under Section 53317(f) then they may
not vote in the special election. This means that 2/3 of the land owners’ votes {excluding
the Public Agencies) is required to approve the CFD and the bonded indebtedness.

Introduction of Changes to RMA is Not Allowed by Mello-Roos Act

The Land Owner understands that the City is going to be introducing an Amended and Restated Rate

and Method of Apportionment of Special Tax for the CFD (the “Amended RMA”)} that makes various

changes, most notably the elimination of the exemption for public property. This change is being made

for the express purpose of allowing the various Public Agencies that own part of the Subject Property to

vote in the CFD elections. This change to the RMA is being made pursuant to Section 53325 of the Act.

~ However, Section 53325 of the Act requires additional actions on the part of the Board before it may
conclude the public hearing. Section 53325 provides {underlining added):

53325: The hearing may be continued from time to time, but shall be completed within 30 days,
except that if the legislative body finds that the complexity of the proposed district or the need
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for public participation requires additional time, the hearing may be continued from time to time
for a period not to exceed six months. The legislative body may modify the resolution of intention
by eliminating proposed facilities or services, or by changing the rate or method of
apportionment of the proposed special tax so as to reduce the maximum special tax for all or a
portion of the owners of property within the proposed district, or by removing territory from the
proposed district. Any modifications shall be made by action of the legislative body at the public

hearing. If the legislative body proposes to modify the resolution of intention in a way that will
increase the probable special tax to be paid by the owner of any lot or parcel, it shall direct that a
report be prepared that includes a brief analysis of the impact of the proposed modifications on
the probable special tax to be paid by the owners of lots or parcels in the district, and shall

receive and consider the report before approving the modifications or any resolution of formation
that includes those modifications. The legislative body shall not modify the resolution of intention

to increase the maximum special tax or to add territory to the proposed district. At the conclusion

of the hearing, the legislative body may abandon the proposed establishment of the community
facilities district or may, after passing upon all protests, determine to proceed with establishing
the district.

The introduction of the Amended RMA presents two problems.

First, the removal of the exemption in the Amended RMA results in an"‘increase“ in the maximum
special taxes of the Public Agencies. Under the RMA attached to the Resolution of Intention, the Public
Agencies had a maximum special tax liability of S0 (as they were exempt). In the Amended RMA, the
property of the Public Agencies is subject to the special taxes in the same manner as privately-owned
property. To go from S0 to being subject to the special tax rates like everyone else, the City will be
increasing the maximum special taxes at the public hearing, and this is prohibited by Section 53325.
Consequently, the City must re-adopt the Resolution of Intention with the Amended RMA attached
thereto, provide notice of a new public hearing, and proceed according to the Act. The Board has no
authority to adopt the Amended RMA under the Act without re-noticing the public hearing. /

Second, at the very least, the changes in the Amended RMA increase the "probable special tax" to be
paid by the Public Agencies. Accordingly, the Board must order a report and consider it before
approving the change to the RMA. The Board has no authority to proceed without that report.

The amendment of the RMA to remove the exemption for public agencies is a game-changer, and should
not be accomplished without adequate time and notice to review the implications of the changes. - The
Amended RMA is intended to allow the Public Agencies to vote, and that changes the entire landscape of
the approvals needed for the CFD to be formed. On a practical and fairness level alone, the Board should
not proceed with the CFD formation without providing published notice of the Amended RMA.
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Conclusion

Due to the various objections described above, it is unreasonable and unfair for the Board to proceed
with the CFD with an RMA that is not consistent with the Impilementation Document. Moreover, the

Board does not have the authority to proceed with a CFD that has an RMA that is inconsistent with the -

Implementation Document.

Pursuant to the Act, please indicate for the record at the Public Hearing on September 2, 2014 that the
Property Owner has filed a formal written protest letter pursuant to Section 53323.

Signature on following page.
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41 Tehama, LP, a Delaware limited partnership

By: 41 Tehama GP, Inc., a Texas corporation, its general partner

e

Name: RON RﬁGSQﬁb Le
) VICE PRESIDENT
Title:

1349




Exhibit A

1350



w001 ..75

At v

> : ' ' Proposed Boundaries of

City and County of San Francisco

PN o ;J w S //\W Community Facilities District No. 2014-1
i - =L _/ (Transbay Transit Center)

— - e e . 2 e mﬁiﬁ- I - e = .- 1_[_,4 State of California

L : ' o _ B HE ____FUTURE ANNEXAT|ON AREA 4-/: -] gL

; BOUNDARY = ! 1. Filed In the office of the Clerk of the Board of Supervisors of the

< City and County of San Francisco this __ 3™ day of
dung ,20 14

Angela Calvilio
Clerk of the Board of Supervisors

2. | hereby ceriify that the within map showing proposed boundaries of
City and County of San Francisco Community Facilities District No.
.2014-1 (Transbay Transit Center), State of California, was approved by
the Board of Supervisors of the C'!'an”d County of San Francisco, at a
meeting thereof, held on the, day ot __ JUIW 2014, by
Its Resolution No. 244"1-14 |

MAIN STREET

‘THE EMBARCADERD

Angela Calvilio
Clerk of the Board of Supervisors

. \ . . ’ : ;
3. Filed this g ay of it -1 i at the hour of
_2- o'clock*8]zm, in Book / of Maps iy’ Assessment
and Community Facmtles Districts at Page "5 42 in the office of

the County Assessor-Recorder in the City and County of San Francisco,

Slate of California.
v (uesr Con

Carmen Chu ..
Assessor-Recorder
Clty and County of San Francisco

! LEGEND

: D PROPERTY WITHIN THE CFD BOUNDARY
l m=eemm  FUTURE ANNEXATION BOUNDARY LINE

COMMUNITY FACILITIES DISTRICT BOUNDARY
SEE SHEET 2

Hlllllllllllfllllllllll IIIHIIIIHIIIIHIIII

ranciseo Assessor-Recarder
Carmen Chu, Assessor-Recorder

7 FILED C- 2014-J915559-00
R N“ ee:t 48-Mayor ‘s 0ffice Of Economic Developuent
m Tuasday, JUL 29, 2014 14:38:11

Tl 0.0 Rept b 0%‘!79]718_2 G CG

GOOUWIN COMSULTING GROUF.

SHEET10F2




¢SG€l

Proposed Boundaries of
City and County of San Francisco
Community Facilities District No. 2014-1 .001 .76

: D
(Tl’anSbay TranS|t Center) Assessment/CFD Map
2 : 5 | — ]
Q ) : E " ‘——'i'"—( rr ! — ey
P wofow L |
B : arw | Pt |
MISSION STREET MISSION STREET
3722 | 7 T ! g2t e e —td T ! : ' 3715
= T | i L
| 2 N R | ] h Co2
—_— . 208440 —
g ; i i - —- B E—
o - L . oo o ] Pttt T E I
. " MINNA STREET i — _— — 7S S »
FR E | E . G = . g
= ) . E .. Il
S5 - 4 P =
IR S 3 3 - E’ : )
- N J— .. f 3 o S w poT 5
| W 3718 l B , E:
1 ] .
- " | | &
| i ——em ¥ 1 ; | * l:;:l
H ® 1"
— L_.__..i.i._ L..._..... R RIS - F
HOWARD STREET
3735 | [ ! ‘ 3738 | [.__-4 3740 o
! w, [ 1o 4t ! '
Vo ' Lige glmotm B —w ™ : " |
\ ; - Cx . »
E | :5 107 08 8584 L] ! w i E ] N
""" T TEHAMA STREET - E i , “ o e
— - ' | bmaad ;
Lo - I % G ; 1
$ Y 5 * | g M
—_— . [ - . . s
e " TCLEMENTINASTREET —— 5 —
s :';: ‘. 158, 18 b E C e N
e ] A 27 L] e g"’
X ‘
. | !
Ll . \
T ' FOLSOM STREET
"f‘—T-_"—I‘—--—T_ymm_‘ _.‘._r--» . — - - - —
1 | i
! S - |
: I )
i _ ; . e
. R T — o : i LEGEND 1 150°
‘ - N S—— : : D PROPERTY WITHIN THE CFD BOUNDARY
— s I I !

 mmesmme  FUTURE ANNEXATION BOUNDARY LINE

788 R 3740 ASSESSORS BLOCK NUMBER i G ‘ G

a4 ASSESSORS LOT NUMBER GOODWIN CONSULTING GROUE

e

SHEET2 OF 2




Exhibit B

1353



REUBEN, JUNIUS & ROSE ..~

June 30, 2014

Delivered by Hand

San Francisco Board of Supervisors

Land Use & Economic Development Committee
1 Dr. Carlton B. Goodlett Place

San Francisco, CA 94102

Attn: Andrea Ausberry, Clerk

Re:  Resolution of Intention to Establish San Francisco Community Facilities
District No. 2014-1 (Transbay Transit Center);
Resolution of Intention to Incur Bonded Indebtedness in an Amount Not to
Exceed $1,400,000,000 for the San Francisco Community Facilities
District No. 2014-1 (Transbay Transit Center)
Board of Supervisors File Nos. 140644 and 140645

Dear Supervisors Cohen, Kim and Wiener:

The Office for Community Investment and Infrastructure (“OCII”) and the Transit Joint
Powers Authority (“TJPA”), along with the City and County of San Francisco have proposed to
create Community Faciiities District No. 2014-1 (Transbay Traosit Center) (the “CFD”™).  The
CFD today is radically different from the one first authorized by the Board of Supervisors in
2012 when the Mello-Roos Special Tax was estimated to generate $§420,000,000+ of Net Present
Value (“NPV™), Today’s CFD Resolution allows for bonded indebtedness up to $1,400,000,000
and a NPV more than twice that which was expected in 2012. The current CFD proposal
contains major deviations from and costly provisions not authorized by the Implementation
Document (as defined below), and the substantial growth in bond proceeds arises out of
increased special taxes and amounts based upon significant technical errors in property
valuation. Additionally, significant infrastructure that the 2012 proposal was intended to finance
has been excluded or materially changed. These problems are not entirely surprising since
following the adoption of the Implementation Document in 2012 the CFD has been structured
with no real input from the land owners. The purpose of this letter is to provide context on the
CFD- formation process, identify errors and inconsistencies in the CFD as cwrrently proposed,
and to continue to invite collaborative discussions about how best to address the issues.

One Bush Street, Suite 400
Jamnes A, Reuben | Andrew J. Junius | Kevin H. Rosa | Daniel A Frattin | San Francisco, CA 74104

Sheryl Reuben' | David Sitverman | Thomas Tunny | Jay F Drake | John Kevlin tel; 415-547-9000

Lindsay M. Petrone | Metinda A. Sarjapur | Kenda H. Mclntosh | Jared Eigerman® | John Mcinerney i} , fax 415-399-9480

1. Also admitted in New York 2. Of Counsel 3. Alsa admintad in Massa huselts wwnatreubenlaw.com

1354



Land Use & Economic Development Committee
June 30, 2014
Page 2

L The Transit Center District Formation Process.

In 2012, as part of the Transit Center District Plan (“TCDP”) formation process—which
involved the City, property owners, developers, the TJPA, and other stakeholders—in 2012 the
City adopted the TCDP Implementation Document (“Implementation Document™). The
Implementation Document sets forth the TCDP’s public infrastructure program and funding
sources, and explains how the development projects in the Plan Area will contribute to funding
mfrastructure improvements through the CFD taxes.

The Planning Commission adopted the Implementation Document on May 24, 2012,
followed by the Board of Supervisors a few months later., The City then explicitly incorporated
the Implementation Document into the Planning Code. Specifically, the Planning Code section
authorizing the CFD provides that the CFD’s “purpose” is to provide the “sufficient funding”
that “the City will require . . . to supplement other applicable impact fees for infrastructure,
improvements and services as described in the Transit Center District Implementation
Document, including but not limited to the Downtown Extension of rail into the Transit Center, -
street improvements, and acquisition and development of open spaces.” S.F. Planning Code §
424.8. The City’s actions underscored what all of the parties involved in forming the TCDP
understood: that the Implementation Document would govern development within the TCDP and
the use of the CFD tax funds.

With the respect to taxes and fees, the expectation has been accurate — except for the
CFD. The Implementation Document sets forth various impact fees, including the Transit Center
Open Space Fee and the Transit Center Transportation and Street Improvement Fee. The City
continues to stand by those fees at the rates established in the Implementation Document, with
minor inflation adjustments. It is only the CFD that the City has now taken a radically different
tack. The before and after is stark. '

The Implementation Document adopted unanimously in 2012 provides that development
projects in the Plan Area will pay a special tax “equivalent to 0.55 percent of the assessed value
of the affected property” and that “regardless of the ultimate methodology and tax structure, the
final Special Tax assessed to each property will be calculated to be equivalent to 0.55 percent of
property value.” The City even took it a step further, however, what the special tax would be per
net square foot (see Table 5 of the Implementation Document). Project sponsors and property
owners justifiably relied on the Implementation Document when calculating the value of land
purchased from OCII and from private parties, and the City and other public bodies involved in
the TCDP were well aware of such reliance.

For example, as part of the process for purchasing land from OCII, buyers were required
to submit pro-forma financial analyses with their bids. These analyses clearly showed that
buyers relied on rates in the Implementation Document when taking the cost of the CFD into
account. OCII never objected to the buyers’ assumptions or suggested that the assumptions were
in anyway incorrect. Indeed, OCII received land value consideration derived from these

i One Bush Straet, Suite 400
San Francisce, CA 94104

|
tel: 415-567-7000
fax: 415-399-9480
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estimates. For those buyers that purchased property based on these pro formas, the land value
was inflated because of the undervaluation of the ongoing tax liability.

In July 2013, more than a year after adopting the Implementation Document and just
weeks before it was scheduled to be approved, the San Francisco Planping Departrnent, OCI,
and TIJPA released the Transit Center Mello-Roos District’s proposed legislation and associated
special tax formula to project builders. The legislation effectively disregards the Implementation
Document. The 2013 tax rates — the same as those currently being considered — were issued
without any prior notice to or collaboration with owners, which is simply unheard of for a CFD
of this scope and sophistication. And, despite the CFD guidelines in the Implementation
Document, the CFD tax formula will, in many instances, impose special tax rates 30-50% higher
than those found in the Implementation Document. In addition, between the 2013 RMA and the
RMA attached to the current legislation, the definition of square footage was changed from net
leasable/saleable square footage to gross square footage per Section 102.9 of the Planning Code
(i.e.,, “Gross Floor Area”). This change increases the tax liability again, particularly for
residential projects, which will see their annual tax increase by an additional 30-40%. The sum
of these changes means that tax burdens will in all likelihood exceed 0.55% of a property S
assessed valuation by a significant margin.

Moreover, in conjunction with this markedly different tax structure, the City has
proposed radically changing the projects that the tax funds will support. Specifically, the City is
abandoning a host of public infrastructure improvements throughout the Transit Center District.
Facing hundreds of millions of dollars in cost overruns on construction of the Transit Center
itself—a crisis that has forced the TIPA to eliminate a host of design features and indefinitely
postpone construction of the Center’s signature rooftop park—the City apparently intends to use

the tax funds to make up the difference.
IL City’s Response to Owners’ Concerns.

Fourteen months after the 2012 TCDP formation and passage of the Implementation
Document (see I. above), the City provided owners with a first draft of proposed CFD legislation
along with the Rate and Method of Apportionment document (“RMA™). That 2013 legislation
proposed increasing bonded indebtedness up to $1,000,000,000 or roughly two times what was
published in the Implementation Document 14 months earlier in 2012. That CFD legislation and
RMA was crafted by the City without any mput of owners who were expected to ultimately pay
the tax. Although there had been no real collaboration, the City did postpone the consideration
of that 2013 legislation until now. The 2014 legislation and tax formula is essentially identical to
the 2013 drafts with the exception of significantly expanding the definition of square footage,
while the owners’ concerns have yet to be addressed. The owners’ concerns fall into two main

categories:

! One Bush Street, Suite 400
; San Francisco, CA 94104

tel: 415-567-2000
fax: 415-399-9480
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1. The CFD tax rates were established based on a property valuation conducted by The
. Concord Group (“TCG Valuation”)!, but that TCG Valuation was flawed in
numerous ways, as discussed in the pages that follow. The documented errors in the
TCG Valuation result in the tax rates being set 30-50% higher than they should be.
Furthermore, between the 2013 and 2014 RMA drafts, the definition of square
footage, to which the CFD rates would be applied, was changed, resulting in
substantial further increases in tax burdens, particularly for residential pI‘O_]CCtS {total
increases of up to +/- 75% vs. the 2012 Implementation Document).

2. The tax formula expands the parameters of the tax structure set forth in the
Implementation Document by adding various embellishments not referenced in the
Implementation Document, resulting in taxes being an additional 20% more than they
should be.

The City’s respense to concerns regarding discrepancies between the Implementation
Document and the proposed legislation has been to tell owners they should not have relied on the
Implementation Document at all. This position is untenable.

The Implementation Document was adopted by the Planning Commission on May 24,
2012” and then by the Board of Supervisors a few months later” The Planning Code section
authorizing the CFD and requiring annexation into the special tax district provides that the
funding will be “as described in the Transit Center District Implementation Document,”™
Simply, there were no other sources of information upon which property owners could rely on
other than the Implementation Document, and the City and other public entities both invited and
accepted such reliance. A rational owner could only expect that the valuation methodology and
underlying assumptions, ultimately used to estabhsh the CFD, would not deviate radically from
the Implementation Document.

III.  Significant Errors in Methodology Underlying CFD Tax Rates.

Setting aside the fundamental changes in methodology from the Implementation
Document described above, the City’s current proposed CFD rates contain significant math
errors and incorrect assumptions which result in arbitrarily high values, and biases in valuation
methodologies. Although the City and OCII have acknowledged at least one error in the CFD
valuation methodology that artificially increased the CFD’s tax rates significantly, they did not
change the rates to reflect their admitted error. While not the full list, the following errors stand
out as the most egregious, which have a substantial impact on projected valuation and therefore
Mello-Roos special tax rates and annual payments:

e Cyclical highs depicted as normal. The City chose data from two high points in market
-cycles, 2007 and 2013, to project values for office buildings. In practice, buildings’ tax
basis changes regularly with the cyclical nature of the market, given the ability for

Orie Bush Street, Suite 400
San Francisco, CA 24104
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owners to file Prop 8 appeals. As shown on the attached Exhibit A, the CFD would set
the valuation at a sale price that has only been achieved twice in San Francisco history.

o The City clearly recognizes the cyclical effect of interest rates when it calculates
the bond sales proceeds, but ignores them in the building valuations. For its CFD
bond sale calculations, the City projects higher interest rates in the future when
the bonds will be sold, recognizing today's interest rates are the lowest in history
and are not expected to be maintained in the future when the bonds will be sold,
thereby setting reasonable expectations of bond proceeds over time. By contrast,
in the building valuations the City projects that today's interest rates (and by
extension capitalization rates) will be maintained in perpetuity, which

_ significantly increases building valuations. The same assumption for the trend in
interest rates should be applied to both the properties and the bond sales.

» Ignoring the cost of the CFD tax itself. The City failed to take into account the
operating expense cost of the CFD tax itself, which artificially inflates income {(or
artificially reduces cost of ownership in the case of condos) and therefore property value.
The City acknowledged this error but has failed to readjust its valuation accordingly.

» Arbitrarily lowering operating expenses. In its office building valuation used to set
rates, the City arbitrarily and substantially lowered assumed operating expenses between
its 2012 and 2013 analyses. This reduction in operating expenses resulted in a massive
increase in projected values. The 2013 analysis assumed between $11 and $12 per square

foot of operating expenses, including all property taxes and assessments (including the
Mello), Assuming the RMA’s stated Mello rate of +/- 85 per square foot for 2 50-story
building, the remaining $6-7 per square foot would barely cover property taxes, leaving
nothing for the operations of the building itself (which typically run $12-15 per square
foot). Correcting this error would bring the 2013 projected values much closer in line
with the City’s own 2012 analysis. There is no reasonable explanation for this change in

assumed expenses.

» Applying rates to Gross Floor Area, not net rentable/saleable square footage: The
TCG Valuation calculated values based on net rentable square footage (in the case of
office, retail, and rental residential) and net saleable square footage (in the case of for-
sale residential) reflecting a fair attempt to tax only revenue-producing square footage.
The City’s CFD rates, which were drawn directly from the TCG Valuation’s results
(0.55% was applied to TCG’s values to determine rates), should for consistency also be
applied to net rentable/saleable square footage. This was the case in the 2013 version of
the RMA, but the 2014 version applies rates to Gross Floor Area, which for residential
‘projects in particular is much larger than net rentable/saleable square footage.

One Bush Street, Suite 400
San Francisco, CA 94104
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In drafting the tax formula, the City was required to achieve the equivalent of 0.55% of the
assessed value of the property in the CFD. The City has offered the TCG Valuation as a proxy
for the assessed value of the property in the CFD, and it is that valuation that is multiplied by
- 0.55% to produce the special tax rates. The owners question the use of the TCG Valuation as
being equivalent to assessed value, but there is no question that if such a valuation is used, it
must be consistent with customary valuation standards. To accept an incorrect valuation is
inconsistent with the Implementation Document and patently unfair to the owners. The valuation
used to set the tax rates has to be calculated correctly in order to achieve the 0.55% equivalency
that the Implementation Document requires. By implementing an incorrect valuation, the City is
artificially increasing the tax rates in violation of the Implementation Document.

IV.  Other Significant Changes from Implementation Document

Other provisions in the tax formula that was presented to the builders went beyond what
is in the Implementation Document, each of which results in an increase in tax rates from the
Implementation Document. For example: :

A. There is nothing in the Implementation Document that discusses, authorizes, or
directs that the tax rates increase annually prior to obtaining a Certificate of Occupancy
(“COQ"), yet the proposed tax formula imposes annual adjustments prior to the first COO up to
4% per year. :

B. There is nothing in the Implementation Document that discusses, authorizes, or
directs that the tax formula include a 2% escalator on the special taxes after the COO is received,
yet the proposed tax formula has an annual 2% escalator, resulting in a 20% additional tax
burden.

C. There is nothing in the Implementation Document that specifically requires that
different tax rates be applied to buildings with different numbers of floors. In fact, Table 5
indicates the opposite.” The result — increased tax rates not contemplated by the Implementation
Document.

V. What Changed?

In the past year, construction of the Transit Center has gone hundreds of millions of
dollars over-budget; the construction of the Transit Center’s signature rooftop park has been
postponed indefinitely; and a host of design features to the Transit Center were eliminated for
g00d.® Additionally, despite assurances in the Implementation Document that the CFD funds
would be used to construct a number of public infrastructure projects around the Transit Center.
District, it now appears the majority of these funds will initially be used only on the Transit
Center itself. These changes, plus setting the tax rates based on errors in valuation methodology
and additions to the tax formula, all result in significantly higher taxes being used for different
facilities than contemplated by the Implementation Document.
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VI. Conclusion.

The legislation before this Committee is inconsistent with the CFD contemplated by the
Implementation Document and adopted by the Board of Supervisors in 2012, The tax formula is
based on a property valuation that contains errors, and the tax rates are applied to square footages
inconsistent with both the Implementation Document and the analysis underlying the 2013 rates.
The tax formula contains significant additions that are not found in the Implementation
Document. These changes appear intended to artificially increase the CFD tax to address a
project with significant cost overruns. As noted, the best illustration of this: in 2012, the
Implementation Document projected net proceeds of $420+ million (on an Net Present Value
(“NPV™) basis), but just one year later, in 2013, the CFD projected net proceeds of up to $1
billion, and now, in 2014, CFD bond proceeds in the current legislation are proposed not to
exceed $1,400,000,000. To raise taxes by orders of magnitude over a two-year period - while
simultaneously abandoning the infrastructure improvements they were intended to fund - is
unreasonable and unfair.

Very truly yours,
REUBEN, JUNIUS & ROSE, LLP
g - ﬂ// %/ »W:{i,{ ’(7

l//

James A. Reuben

! The Staff Report that accompanied the Resolution of Intention indicates that “rates were developed by the City’s
consultant, Goodwin Consulting Group, based on criteria set forth in the TCDP Implementation Document.” It is
clear from careful study of the 2013 RMA and the Concord Group’s analysis that the rates were based on the
Caoncord Group's work. We assume this is an error in the Staff Report.

? San Francisco Planning Commission Motion No. 18635.

* San Francisco Board of Supervisors Ordinance No, 184-12.

* San Francisco Planning Code, § 424.8.

> Transit Center District Plan Program Implementation Document Table 5, pg. 11 (adopted May 24, 2012, Plan

Comm1sslon Resolution No. 18635).
§ «“Transbay Transit Center will open without signature park.” I.K. Dineen, SF Gate, Wednesday, June 25 2014.
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REUBEN, JUNIUS & ROSE, ..»

August 12,2014

Delivered by Hand

San Francisco Board of Supervisors

1 Dr. Carlton B. Goodlett Place

San Francisco, CA 94102 :
Attn: Angela Calvillo, Clerk of the Board

Re:  San Francisco Community Facilities District No. 2014-1 (Transbay Transit
Center) Legislation » ,
Board of Supervisors (“Board™) File Nos. 140644, 140645, 140814, 140815,
and 140816
Reply to Ken Rich Memo of July 14, 2014 Addressed to Honorable Members.
Board of Supervisors
Our File No. 7868.02

Dear Honorable Members:

On June 30, 2014, we submitted our letter (the “Reuben Letter”) to your Land Use and Economic
Development Committee regarding the Resolution of Intention to Establish Community
Facilities District No. 2014-1 (Transbay Transit Center) and Resolution of Intention to Incur
Bonded Indebtedness in an amount not to exceed $1,400,000,600 for the San Francisco
Community Facilities District No. 2014-1 (Transbay Transit Center) (the “CFD”),

On July 14, 2014, we were provided a copy of a memorandum response from Ken Rich on
behalf of the Mayor’s Office of Economic and Workforce Development (the "Rich Letter”).
This letter is our reply to the Rich Letter.

Before addressing the Rich Letter, it is important to understand the basic objections that the
developers, owners, and project sponsors (herein, the “Owners”) have to the proposed rate and
method of apportionment (the “RMA”) for the CFD. The Owners understood they would be
required to join a CFD and have never objected to paying a special tax based on the
Implementation Document. The Owners understood that in adopting the ordinance that created
Section 424.8 of the Planmng Code, the City incorporated the CFD parameters contained in the
Implementation Document. The Implementation Document contained the calculation and
justification of special tax rates (the “Rates”) for the CFD. In crafting the RMA, instead of

One Bush Street, Suite 400

James A. Reuben | Andrew J. Junius | Kevin H. Rose | Daniel A. Frattin San Francisco, CA 94104
Sheryl Reuben' | David Silverman | Thomas Tunny | Jay F. Drake | John Kevlin tel: 415-547-9000

Lindsay M. Petrone | Melinda A Sarjapur | Mark H. Loper | Jody Knight | Jared Eigerman®3 [ Jobn Mclnerney UI2 fax: 415-379-9480
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incorporating the Rates established by the Implementation Document, the City unilaterally
increased the special tax rates and added escalators to the special tax rates based on a new
valuation study by The Concord Group (the “2013 Concord Group Study™),

No such re-valuation study was even alluded to in the Implementation Document, and yet it was
used to justify the provisions in the RMA. If implemented, the provisions in the RMA that were
unilaterally created by the City will increase the Rates by approximately 50% over the Rates in
the Implementation Document and then escalate these higher rates both before and after
certificate of occupancy, resulting in a further increase of the Rates in the Implementation
Document by another 50%. To put this in perspective, these changes add over $§100 million in
additional tax burden to the Salesforce Tower alone and similar order of magnitude increases to
the other projects in the Transbay Plan Area. No reader of the Implementation Document could
have reasonably anticipated any such changes.

The unilateral action by the City is representative of the basic problem that has existed with this
process since the publication of the Implementation Document. Rather than forming the CFD
collaboratively as is done in every other instance of CFD formation, the City has acted
unilaterally, treating the CFD like a fee that is imposed by the City. Having explained the
- Owners’ objections in the Reuben Letter in detail, we are extremely disappointed by the response
you received from Ken Rich. The response makes misleading statements, mischaracterizes the
content of the Implementation Document adopted by the Board and the Planning Commission,
seeks to avoid critical valuation questions, and characterizes errors pointed out by the Owners as
concessions made by the City as part of a public-private collaboration. We have to laboriously
review the City’s responses to the Board regarding the Reuben Letter to demonstrate the
underlying misunderstanding of the Implementation Document and problems in the aftempted
dizlogue by the Gwners wiih the City.

We hope that you can take the time to review this letter closely as we believe it exhaustively
examines this issues and responds to the Rich Letter. A summary of the issues covered in this

letter:

1. The Implementation Document Did Not “Expressly State” That the Rates Were
“Merely Illustrative” This contention in the Rich letter is false. There is no express
statement in the Implementation Document that the Rates are “merely illustrative™.
Further the words “merely illustrative” or even “illustrative” do not appear in the
Implementation Document, nor is there any language in it which could lead its readers to
the conclusion the Rates were expressly stated as merely illustrative. This is a
fundamental mischaracterization of what the Implementation Document expressly states.
By contrast, there are other impact fees in the Implementation Document which are
clearly described as “For Descriptive Purposes Only”.

2. City Confuses “Revenue” and “Rates” This is a fundamental misunderstanding
illustrated by the Rich Letter. The revenue projections in the Implementation Document

One Bush Street, Suite 600
San Francisco, CA 94104
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are expressly stated to be estimates only because the pace and type of development are
unknown (and therefor the timing of CFD payments is unknown), but the per square foot
Rates are not uncertain or subject to change, modification, or additional study. The Rates

were fixed in the Implementation Document as passed unanimously at the Planning
Commission and the Board of Supervisors,

3. Annual Escalaters Clearly Never Included or Contemplated by Implementation
Document: The Rich Letter’s conclusory claims that annual escalators are consistent
with the Implementation Document are contradicted by the plain language of, and the
notable omissions in, the Implementation Document. The City improperly added features
to the CFD that could not have been reasonably anticipated by readers of the
Implementation Document, including annual escalators, increasing a property’s CFD tax:
liability by up to 81% (in the final year of the tax) --a staggering increase. Moreover,
annual increases fail to reflect the reality that a property’s assessed value is highly
cyclical.

4. Developer Pro forma for OCII Demonstrated Reliance on Rates: The Rich Letter
misleadingly claims that there are no pro formas for redevelopment parcels purchased
from OCII that demonstrate the Owners’ reliance on the Implementation Document’s
Rates. Block 9°s pro forma did just that. ”

5. The Formation Study Called For By The Implementation Document Did Net Call
for Re-Valuation: The Implementation Document calls for a “detailed CFD formation
study” not a new valuation based on an updated study. The formation study is intended
to define the non-value criteria for the per square foot rates because if is illegal to have
the rates tied to value (which is the basis the City used for developing the per square foot
tax assessments). The claim that the 2013 Concord Group Study is the CFD formation
study called for in the Implementation Document is absurd as it does mot evaluate
alternative rate arrangements or anything else called for in the Implementation
Document. Once again, there simply is no language in the Implementation Document
informing its readers that an updated valuation study would be undertaken, and the
Implementation Document itself justifies the values and Rates as stated.

6. Implementation Document Expressly Demonstrates That Mello-Roos Special Tax
Adversely Affects Property Value: The Implementation Document itself actually
demonstrates that the CFD tax will adversely affect property (Table 5). Additionally,
common sense dictates that landlords participating in the CFD will have substantial
difficulty raising rents to offset the CFD costs, as competing properties in the Transit
Center District that will not have to join the CFD will also benefit from the infrastructure
improvements.

7. Failure to Account for Impact of Mello-Roos Special Tax in 2013 Concord Group
Study is Inconsistent with Implementation Document and Valuation Standards. The

One Bush Straet, Suite 600
San Francisco, CA 74104
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2013 Concord Group Study fails to account for the costs of the CFD special taxes
themselves in evaluating values. This is a fundamental flaw as it is inconsistent with the
Implementation Document, violates California Debt and Investment Advisory
Commission appraisal guidelines and common sense. The proffered reason for not
including the CFD special taxes as a cost — the offset against the benefiis of the CFD
improvements — is-belied by the fact that the 2013 Cencord Group Study makes no
attempt to subtract out the supposed benefits of the CFD improvements (which is
required if there is to be an offset).

8. Assessed Value: The City’s analysis and value conclusion in the RMA fails to adhere to
a critical requirement of the Implementation Document — that the Special Tax not exceed
55% of Assessed Value, Because of the cyclicality of property values, careful
consideration is required for value determination and resulting per square foot rates.
Assessed values both rise and fall. If a cyclically high value is selected for the base
value and property values fall significantly, the Special Tax will be in excess of .55% of
Assessed Value. Unlike actual property taxes, Owners have no ability to appeal their
CFD Special Taxes and have taxes adjusted to reflect reduced value like they do the Real

Estate Taxes (Proposition §).

9. Operating Expense Error Not Addressed — This Error Accounts for 75% of the
Contested Valuation Increase: The Rich Letter glosses over arbitrarily lowering
operating expenses in the RMA. This unexplained and unsupportable 46% reduction in
operating expenses (between the Implementation Document and theRMA) results in an
erroneous increase in projected building values of almost $250 per square foot.

10. Owaer’s Ubjections Ignored: Alihough City represeniaiives have occasionaily agreed
to the Owner’s requests for meetings, to-date, the City has only made changes to the
RMA designed to address errors and mistakes in the initial CFD formation process, and
has disregarded other problematic aspects of the CFD as currently drafted.

For clarity, we have organized our reply by the issues identified in the Rich Letter, with relevant
excerpts from the Rich Letter followed by our response. Portions the Rich Letter appear in
italics below. Highlights have been added for emphasis.

A. The Proposed Rates are Inconsistent with the Implementation Document.

The proposed rates in the RMA are inconsistent with the Implementation Document. The Rich
Letter’s conclusions and citations are misleading and do not reflect the true intent of the
Implementation Document approved by this Board.

One Bush Street, Suite 600
San Francisco, CA $4104
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The Rich Letter states:

Developer Objection #2: The proposed rates are inconsistent with proposed rates and
revenues as shown in the Implementation Document.

City Finding #2 - Rate Consistency with Implementation Document

City Findings: The proposed rates are consistent with the Implementation Document,
which states that “new development..would pay a Special Tax equivalent to (.55
percent of the assessed value of the entire development project,” updated to reflect 2013
values (as proposed to be amended — see firther discussion of net vs. gross square
footage in paragraph 5, below). Similarly, the City updated projected revenues and
expenditures to reflect rates based on 2013 values and current development assumptions
consistent with the Implementation Document. The Implementation Document provided
ilustrative special tax rates for the different types of land uses to be covered by the
CFD, which rates were lower than the rates in the Proposed RMA. The Implementation
Document expressly stated that the rates listed in that document were merely
ilustrative, were based on 2007 values, and would be updated as part of the CFD
Jormation process. Accordingly, it is not reasonable for the Developers to have
concluded that the rates approved in the CFD legislation would not exceed the rates
provided in the Implementation Document.

City’s analysis ,

The Reuben Letter ignores this provision of the Implementation Document and, instead,
relies instead on tax rates listed on page 11 of the Implementation Document. However,
as explained in the Implementation Document, these rates were merely illustrations of
potential rates, were based on a market analysis conducted by the Concord Group in
2007, were for purposes of projecting future revenues only, and were expressly intended
to vary over time based on actual revenues. The Implementation Document makes clear
on page 4 that the values in the Implementation Document would not apply: "It should
be noted that the revenue projections discussed below are based on market data
gathered in 2007 and updated in 2012 to reflect the best estimate of potential full-build-
out of likely development sites in the Plan area over a 20- year period (and as analyzed
in the Transit Center District Plan Environmental Impact Report), Actual revenues may
be greater or lesser depending om economic cycles, pace of development, and the
specifics of future development in the district.”

Our response:

1. Per Square Foot Rates not Merelv [lustrative.

. The City’s contention that the Mello-Roos special tax rates in the Implementation Document
were “expressly stated” as “merely illustrative” is false and misleading. A search of the
Implementation Document clearly reveals that the words “merely illustrative” or “illustrative”

One Bueh Street, Suite 600
San Francisco, CA 94104
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never appear in the Implementation Document, nor is there any language n the Implementation
Document that could lead the reader to the conclusion that the per square foot rates were
“expressly stated” as “merely illustrative”. To claim otherwise is false and misleading.

By contrast, in the section of the Implementation Document relating to the new impact fees for
both Open Space and Streets & Transportation, the Implementation Document includes the

following language:

“The description of the Fee that follows is for descriptive purposes only. Fee
amounts and procedures are established in the Planning Code in Section 4XX.X,
et. seq., and may vary over time as periodically amended and as allowed or
required by law.” (emphasis added) (Page 5 under Impact Fees, Open Space and
page 7 under Impact Fees, Streets & Transportation Fee - see highlighted
language in attachment.)

Clearly, the author of the Implementation Document understood how to reserve the right to alter
the fees that appeared in the Implementation Document and did precisely that with the language
cited above. No similar langnase appears in the Imnlementation Document anywhere in the

sections related to the description of the Mello-Roos Community Facilities District and the Rates
o be charged.

2. Rates Based on 2012 Analysis, not 2007.

City’s response that the Implementation Document Rates are not valid because they were based
on a market analysis conducted by the Concord Group in 2007 is contradicted by the very
passage the ity cites where (he lmplementation Docwnent staies clearly thai the market data
was already updated in 2012 for the Implementation Document:

“It should be noted that the revenue projections discussed below are based on
market data gathered in 2007 and updated in 2012” (Page 4)

Under any circumstances, there is no passage, footnote, or other language suggesting that the
market data and valuation in the Implementation Document is unreliable, :

3. Rates Used in Implementation Document Were Not Just for Future Revenue
Projections.

City’s response that the Rates used in the Implementation Document “were for purposes of
projecting future revenues only” is found nowhere in the Implementation Document and is in

fact contradicted by the Implementation Document itself.

“Table 5 shows the fotal revenues that would be generated by a CFD in the Plan Area if
implemented as envisioned in the Funding Program.” (Page 11, emphasis added)

One Bush Street, Suite 600
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“The table shows the total Special Tax revenues and Net Present Value of
those revenues assuming that the Plan is adopted in 2012 and build-out
begins in 20157 (page 11)

This paragraph clearly implies that the Rates are established if the Plan is adopted in 2012, which
it was,

Indeed, the Implementation Document goes to great lengths to make it clear to the reader (Board
of Supervisors, Planning Commission, and the public) that uncertainties in projections of future
CFD revenue were not in the per square foot Rates themselves, but rather in the timing and
nature of development, i.e., which land uses would be constructed (each paying at a different
rate), and when the resulting Special Taxes would start:

“Actual revenues may be greater or lesser depending on economic cycles, pace of
development, and the specifics of future development in the district.” (Page 4 —
see further discussion below)

If the Rates were intended to be revised, the Implementation Document would have said so in
this passage.

4. The Proposed Rates are Inconsistent with the Implementation Document

The City’s contention that the proposed Rates in the RMA are consistent with the
Implementation Document is misleading as the rates in the RMA are not the same as the Rates in
the Implementation Document, the contention ignores a fundamental valuation error in the 2013
Concord Group Study, i.e., the significant reduction in operating expenses and the omission of
the special tax cost, and the RMA adds escalators which were not considered in the
Implementation Document.

The operating expense error alone results in 75% of the increase in the value estimates that were
used to calculate the rates in the RMA. Owners have been attempting get the City to respond to
this error for months with no explanation for the reduction in operating expenses — see more
detailed discussion later in this letter (pages 17 - 19).

Additionally, the City’s contention that the proposed rates in the RMA are consistent with the
Implementation Document is misleading as it ignores a fundamental change in the rate
methodology. The RMA includes two escalators: (i) a pre-Certificate of Occupancy (“Pre-
COQO”) escalator and (ii) a post-Certificate of Occupancy (“Post-COO™) escalator of 2% per
annum. There is nothing in the Implementation Document that discusses, implies, or authorizes
any Rate escalator. These Rate escalators increase the tax burden by 81% (by the final year of
the Special Tax). Suggesting that this is consistent is disingenuous at best — see more detailed
discussion later in this letter (pages 24 - 25). ‘

One Bush Streat, Suite 600
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Please note that the Pre-COO escalator also has the potential effect of causing the tax burden on
a building to differ (perhaps dramatically) from the tax burden on another building developed
later of similar size and use, causing one Owner in the CFD to have a competitive advantage
over another Owner in the CFD.

The City cites the following statement in the Implementation Document to justify that Owners
should not rely on the Rates in the Implementation Document:

“It should be noted that the revenue projections discussed below are based on market
data gathered in 2007 and updated in 2012 to reflect the best estimate of potential full-
build-out of likely development sites in the Plan area over a 20- year period (and as
analyzed in the Transit Center District Plan Environmental Impact Report). Actual
revenues may be greater or lesser depending on economic cycles, pace of development,
and the specifics of future development in the district.”

What this statement CLEARLY says is the actual revenues may vary due to economic cycles.
This statement does NOT say that the Rates would be different or that different values would be
used to set the Rates. or that escalators or other methodological or assessment changes were
coing to be proposed that would change the revenue projections. If changes in the per square
foot Rates or the addition of escalators had been envisioned or contemplated, these factors would
be much more significant variables in the projected revenues than the effects from timing and

would clearly have been mentioned.

The Implementation Document goes to great lengths to make the reader (Board of Supervisors,

PRGN O RL . — PRES P A,

Pianning COKB‘I’IﬁSSiOI’x, and the p‘a%‘iic} awarc wial lhe revenues were orﬂy esiiinates because the
pace and type of development was uncertain, therefore the timing of revenues would be
uncertain: -

“The projections of revenue in the plan are based on historical frends and the reasonable
assumption that demand for commercial and residential development will at least match
these average trends over time accounting for expected economic cycles” (page 4)

“New development in the Plan Area is expected to occur over many years. The amount
and type of development will be affected by market fluctuations and subjective decisions
of individual property owners and developers.” {page 11)

“Because it is not possible to predict which properties might be developed in which
years, the projections assume an even spread of the tota]l Plan build-out over a 15-year
period. For comparative purposes with historic construction and absorption, this build-out
schedule represents an average annual production and net absorption of 400,000 gross
square feet of office space. This is on par with San Francisco’s downtown average
production and absorption over the past two decades (and represents a little less than half
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of the annual citywide production). In actuality, development and revenues will likely
occur in much more concentrated and larger lumps spread out over the build-out
horizon.” (page 11}

The Implementation Document is extraordinarily clear that projecting the revenues — based on
the Rates established by the Implementation Document — is only uncertain due to the un-
predictable timing of development. The Implementation Document makes no mention that the
Rates were uncertain. '

The City continuously attempts to blur the critical distinction between “revenues” and “Rates” to
mislead this Board.

B. Owners Reasonably Relied on the Implementation Document Rates.

Owners reasonably relied on the Rates in the Implementation Document. Unlike revenue
projections, the Implementation Document does not state that the Rates listed in Table 5 were
subject to change or were projections that would be modified upon completion of additional
studies. The Rich Letter attempts to explain this away with an outright false statement about the
data in the Implementation Document.

- The Rich Letter states:
City_Contention - the Developers should have reasonably assumed that rates would

reflect market values updated closer to the time of CFD formation — and not be locked in
at 2007 values.

Our response:
" This is another incorrect statement meant to mislead the Board.

First, this statement is actually a misrepresentation of the “lock-in” date. As noted above, the
Implementation Document states that market data collected in 2007 was updated in 2012 for the
Implementation Document (underlining added).

“It should be noted that the revenue projections discussed below are based on market
data gathered in 2007 and updated in 2012 to reflect the best estimate of potential full-
build-out of likely development sites in the Plan area over a 20- year period (and as
analyzed in the Transit Center District Plan Environmental Impact Report). Actual
revenues may be greater or lesser depending on economic cycles, pace of development,
and the specifics of future development in the district.” (Page 4)
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The Rich Letter conveniently omits the data update in 2012 from its argument because it
knows that relying on the Rates in the Implementation Document is reasonable.

Second, there is no language in the Implementation Document that says Rates will be updated to
reflect “market values closer to time of CFD formation.”

As explained above, the revenue projections do not include any statement that the Rates applied
in creating those projections were subject to change; it is the revenues that are subject to change
based on the pace of development. The Implementation Document assumes that the CFD will be
adopted along with the Transit Center District Plan in 2012 which it was, and that the Rates are
based on the Implementa’uon Document:

“The table shows the total Special Tax revenues and Net Present Value of those
revenues assuming that the Plan is adopted in 2012 and build-out begins in 2015”

(page11)

C. Block 9°s Pro Forma Demonstrates Reasonable Reliance on the Implementation
Document Rates.

The Rich Letter falsely claims that there are no pro formas for redevelopment parcels purchased
from OCII demonstrating the Owners’ reliance on the Implementation Document’s Rates. Block

9 did just that.

The Rich Letter states:

3. Consistency of Proposed RMA with Developers’ pro formas submitted to QCIT

Developer Objection: Project sponsors and property owners relied on the
Implementation Document when calculating the value of land purchased from OCII and
from private parties, and the City and other public bodies involved in the Transit Center
District Plan were aware of such reliance.

City Findings: The Developers selected by the TJPA to negotiate and eventually
purchase the publicly- ewned parcels in Zone 1 of the Transbay Redevelopment
Project Area were aware of the per-square-foot rates included in the 2013 RMA prior
to purchasing the land at the purchase price offered at the time of submittal.

City Response: The pro formas included in the winning proposals responding to the
Blocks 6/7 and Block 9 RFPs included operating assumptions that OCI considered
reasonable, But the CFD payments were not listed as separate line items; therefore, the
actual rates assumed by the bidders were not explicitly indicated and were not validated
by OCIL
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Our response:
For Block 9, the City’s statement is simply incorrect.

From the Avant/BRIDGE team’s RFP response, Section 7b, Financial Proposal, pages 99-100, it
clearly shows the Operating Expense Summary for the Market Rate portion of the Project. The
last section is Taxes, in which a separate line item for Mello-Roos is also clearly shown. The
figure is $1,086,827, and the assumption of 0.55% is shown to the right of that figure. The
figure was not explicitly expressed in terms of dollars per rentable square foot (at that time, the
City’s guidance was still given as 0.55%, not as a dollar per-square-foot number). However, the
net area of the Market Rate Portion is clearly shown in a table on page 98 — 291,945 sq ft. It is
clear within a simple division that the pro forma Mello-Roos assessment was $3.72 per sq ft,
which is substantially less than the $4.92 per sq fi. figure from the 2013 RMA (for buildings 41-
45 stories).

D. The Implementation Document Does Not Call for Valuation Based on an Updated
Study.

The Rich Letter misleadingly intimates that the Implementation Document calls for an updated
valuation study after its adoption. This is contradicted by both the plain language of the

Implementation Document and a fair reading of the four-page feasibility assessment included in
the Implementation Document.

The Rich Letter states;

6)_BMA Contains Reasonuble Valuation Rates

Developer Objection: The City chose data from high points in the market to project
values for office buildings.

City Findings: The Implementation Document called for the special tax vates to be
based on a property value study at the time of approval of formation of the CFD, The
values used to determine the initial CFD rates are based on value estimates in the
Concord Group Studies (as of April 2013), consistent with the requirements of the
Implementation Plan. Prior fo the City’s issuance of a Certificate of Occupancy, the
rates can adjust within a floor and ceiling of 4 percent, instead of open ended
adjustments based on changes in value — a feature that was introeduced in response to
a request from some of the Developers for greater certainty about future special tax
rates. :
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City Response: As outlined above, the Implementation Document provided for the
special tax rates to be based on a study of real estate values at the time of approval of
formation of the CED (“The Special Tax structure would likely not be directly related
to property value. Rather, it will likely be assessed based on a variety of factors, as
determined through a detailed CFD formation study, such as the amount of development
on the property and other factors, and the Special Tax will be a per-square foot
assessment. However regardless of the ultimate methodology and tax structure, the final
Special Tax assessed to each property will be calculated to be egquivalent to 0.55 percent
of property value.” Implementation Document, p. 10). In other words, the base special
tax rates in the Proposed RMA are not, as suggested in the Reuben Letter, based on
2013 property values becguse the City chose data from high points in the market.
Rather, the base special tax rates in the Proposed RMA simply reflect property values at
the time of the approval of formation of the CFD because that is what is required by the
Implementation Document.

Our response:

This is another misleading statement. The highlighted language “the Implementation Document
provided for the special tax rates to be based on a study of real estate values at the time of
approval of formation of the CFD” does not appear in the Implementation Document.

The City supplies the following passage from the Implementation Document to support this
contention that there will be another study of real estate values.

© “The Spec1al Tax structure would hkely not be dzrectly related to property value
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through a detailed CFD formation study, such as the amount of development on
the property and other factors, and the Special Tax will be a per-square foot
assessment. However regardless of the ultimate methodolegy and tax structure,
the final Special Tax assessed to each property will be calculated to be equivalent
to 0.55 percent of property value.”(Implementation Document, p. 10.)

To suggest that this statement requires another valuation study is a complete

" mischaracterization of this quote. The Mello-Roos Act requires that certain officers of the City
prepare a detailed report in connection with the CFD formation. The Owners would be correct
in assuming that the “detailed CFD formation study” was a reference to the report required by
the Mello-Roos Act. The CFD Formation Report is intended to identify factors that will be
utilized for the per square foot assessment rates since property value, which the City plan
utilizes to derive per square foot rates in the Implementation Document (and the disputed
RMA), is illegal under the Mello-Roos Act.
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For the City to claim that the 2013 Concord Group Study constitutes a “detailed CFD formation
study” that outlines the “variety of factors” used to determine the Rates is ludicrous. The 2013
Concord Group Study is nothing more than a valuation analysis of property in the City.

If another real estate valuation was called for, the Implementation Document would have stated
that {(as it mentioned by name the 2007 study and 2012 update) as it could have significant
~ implications for the per square foot Rates and the resulting revenue projections.

In the page four (4) introduction, the Implementation Document states:

“Lease rates are rising substantially, vacancies are falling substantially, and new
construction of several recently entitled buildings in underway in 2012. . The projections
of revenue in the plan are based on historic trends and the reasonable assumption that
demand for commercial and residential development will at least match these average
trends over time accounting for expected economic cycles”

If the intent was a future re-valuation and setting of CFD per square foot Rates, it would have
been simple and obvious to revise the above statement to state that the substantially rising lease
rates are anticipated to increase building values and as a result when the final CFD Rates are set,
Rates and revenues could be substantially higher.

In fact, it was assumed in the Implementation Document that this CFD would be formed at the
time the Plan was adopted in 2012, and that the Rates would be the Rates in the Implementation
Document and that the CFD formation study would come up with variables other than value,
which had been established in the Implementation Document, as the basis for the per square
foot Rates. '

The Implementation Document contains a four page Mello-Roos CFD Feasibility Assessment
(pages 11-14) wherein the proposed values and per square foot Rates are justified as .
supportable. There is no suggestion in the Feasibility Assessment that the values or Rates are
“iIlustrative” or that other Rates or structures will be analyzed or implemented.

E. Both | the Implementation Document and Common Sense Demonstrate that the
CFD Tax Is a Significant Cost Factor That Will Adversely Affect All Types of
Buildings.

The Owners demonstrated — and the City admits — that the cost of the CFD taxes levied against
property in the CFD were not taken into consideration as an expense in the 2013 Concord
Group Study. As shown below, the City asserts that there is no need to account for the
significant cost of the CFD because the costs would be offset by increases in value coming from
the infrastructure financed by the CFD.
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"~ The Rich Letter states:
7. Impact of CFD special tax on property values

Develaper Objection: The City failed to take into account the operating expense cost of
the CFD tax itself, which results in an overstatement of property values and special tax
rates that are too high.

City Findings: There is no conclusive evidence to support a conclusion that the CFD
will have a significant adverse impact on property values in the CFD. The Proposed
RMA is consistent with the Implementation Document, which concludes that the
property values used to establish the special taxes should not be reduced to reflect the
costs of paying the CFD special taxes because the costs would be largely off-set by the
increase in value stemming from the infrastructure financed by the CFD.

City Response: The Implementation Document addressed this issue (pp. 12-14 and
Tables 5-7): “While no conclusive studies exisi on the subject, many professional
economic analysts have concluded that at the rates proposed for the Transit Center
District Plan, there is no evidence, including in San Francisco specifically, to conclude
that Mello-Roos special taxes have a significant or even appreciable negative impact on
either development feasibility or property values.”

Cur response:

The Implementation Document expressly recognizes and includes the negative impact of the
CFD Special Tax on properly values:

“New calculations conservatively assume that Mello-Roos payments are factored into
Net Operating Income for commercial properties, thus reducing their capitalized value”
(page 11, Table 5 footnote 2)

Further, Table 7 of the Implementation Document - Conservative Scenario (rents are as
projected in the Implementation Document and commercial owner bares the cost of the tax)
documents that a 9.16% reduction in value results from the proposed $3.33 per square foot

Special Tax.

The references to the CFD not having an impact are all anecdotal and unsupported by the
analysis. In fact, the analysis suggests that only if rents are higher than expected by an amount
equal to the tax ($3.33 per square foot for office), then returns and values will not be adversely
affected by the CFD tax — this is obvious, but doesn’t change the conclusion about the negative
value impact which is why it was included in the analysis. The un-discussed corollary to this
sensitivity analysis is this: if rents are lower than forecast the negative effect on value from the
proposed Special Tax will be magnified.
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The failure to include the Special Tax is a fundamental flaw in the 2013 Concord Group Study
for a number of reasons:

1. It is fallacious to state that the benefits from the CFD-financed improvements offset
the costs of the CFD special taxes when the 2013 Concord Group Study does NOT
subtract the “benefits” from the valuation in any way. When there is an offset ina
valuation study, both the revenue item and the cost item would be eliminated. Yet,
there is nothing in the 2013 Concord Group Study that subtracts out the “value”
associated with the CFD facilities. '

2. In connection with the issuance of Bonds by a CFD, the issuer must commission an
appraisal of the property in the CFD to demonstrate that there is sufficient value to
support the Bond issue. That appraisal must meet the standards of the California
Debt and Investment Advisory Commission (“CDIAC™) in their Appraisal Standards
for Land-Secured Financings (the “Standards™) and the Recommended Practices in
the Appraisal of Real Estate for Land-Secured Financings (the “Practices™).' Not
surprising, these guidelines make very clear that in evaluating the value of property,
the cost of the CFD special taxes must be taken into account as a cost factor, as
demonstrated by the excerpts below:

a. Infrastructure Financed through Special Taxes and Assessments.
Privately financed infrastructure improvements represent a direct cost to the
developer that should be deducted from gross cash flow, as these costs depress
the return on the initial land investments .... In other words, the value of the
land should teke into consideration the funding for the improvements that are
financed by improvement bonds paid from special taxed or assessments levied
on the property. (Standards, page 15)

b. Sales Comparison Approach: Discounting Retail Values to Reflect Special
Tax and Assessment Liens. Appraisals under the Sales Comparison
Approach should be adjusted to reflect the differences between the subject of
the appraisal and the comparable properties that affect value. These
differences include not only physical differences in location, square footage,
and construction quality, but also differences in tax burdens. (Standards, page
23)

c. Value Subject to Lien. Appraisals for properties in a CFD must be based on
the value of the property taking into consideration the infrastructure
improvements that will be funded by the proposed bond issue. The appraiser

! The CDIAC Standards and Practices are intended for the appraisal that must be used before bonds are issued but
should apply equally when valuing property in a CFD prior to a bond issue.
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must also take into account the contributing value of the infrastructure
improvements financed by the special tax lien and adjust the price of the
subject property accordingly. (Practices, page ii)

3. The City also asserts that the CFD will have no adverse impact on the property in the
CFD. However, the Implementation Document itself actually demonstrates that the
CFD tax will adversely affect property. The Implementation Document itself shows that
the CFD would have an adverse impact on property value. Table 5 from the
Implementation Document analyzes the Assumed Value Impact % from the CFD and
finds an fmpact on value. Commercial uses are shown to have a 6.875% value decrease
from the Special Tax at the Rates proposed in the Implementation Document. If the
study had used the valuation capitalization rate of 6% instead of 8% (it is teiling that no
reason is given for why a different rate would possibly be used, as there is not one) the
impact would be 9.1% value decrease. This 9.1% value decrease is confirmed by Table
7 of the Implementation Document - Conservative Scenario, In fact, using the 5.5%
capitalization rate and proposed assessmient in the RMA, reduces value by 10%. The
study assumes, without any evidence that the value impact would be half as much for
residential as it believes buyers would not discount their offers because of the tax.

Many buildings in and around the Transit Center District that are not subject to the CFD tax, but
will also benefit from the future transit improvements. This will significantly diminish the
ability of a landlord who is subject to the CFD to raise rents to offset the cost of the CFD tax
(another point made by the Rich Letter). This straightforward logic—in contrast to the Rich
Letter’s somewhat tortured explanation in reliance on the 2013 Concord Group Study—is
reflected in the CDIAC Standards and Practices discussed above.

F. The Rich Letter Glosses Over the Effect of Lowering Operating Expenses.

The Rich Letter glosses over the effect of lowering operating expenses.. The City’s unexplained

46% reduction in operating expenses leaves less than §1 per square foot to run 2 building. Once
again, the City’s response to the Owners is to disavow a document—this time the RMA——-and
introduce a new set of assumpnons to justify its errors,

The Rich Letter states:
Lowert rafi vern

City Findings: The Reuben Letfter mischaracterizes the operating expense
assumptions made in the Concord Group Studies. In addition, the Concord Group
reports that the office operating expenses used in the Concord Group Studies were
conservative and reasonable for the purpose of its study, which analyzed value
potential for generic buildings in the plan area. The Concord Group also believes that
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the net operating income (“NOI”) assumptions embedded in the Concord Group
Studies (NOI is calculated by subtracting operating expenses from gross rental
income) are significantly more important to the Concord Group Studies’ valuation
conclusions than operating expense assumptions viewed in a vacuum, and that the
NOI assumptions are supportable and conservative.

City Response: In the Concord Group Studies, the Concord Group analyzed value
potential for very generic buildings in the plan area, without specifying architecture,
massing, layout and location, among others factors. The Concord Group then compared
its high-level pro-forma with specific market information, including comparable sale
and leasing data, to ensure supportable conclusions.

Specifically with respect to office operating expense assumptions, the Concord Group
reporis that it modeled office operating expenses as a percentage of gross potential rent
so that operating expenses could grow with rents from the base of a tower fo its highest
Joor. The Concord Group Studies did not assume, as claimed by the Reuben Letter,
between §11 and $12 per square foot of operating expenses. Rather, ifs analysis
assumes office operating expenses (without identifying the CFD special tax as a
separate cost item, as discussed in paragraph 7 above) between 811 per square foot (for
very small buildings) to nearly $20 per square foot for a 50-story building.

Our response:

We did re-examine the Concord Group’s 2013 study and found it used a +/- $16 per square foot
operating expense assumption for a 50-story building, not the $11-12 per square foot we had
previously understood it to be. While not as egregious as previously thought, the 2013 Concord
Group Study represents an unexplained 46% reduction in assumed operating expenses from
the $29.65 used in the Implementation Document to $16.00 per square foot. We would also
point out that referring to $16 per square foot as “nearly $20 per square foot” is gross
exaggeration (25%) and seeks to minimize the error. See attached chart comparing operating
expenses in the 2007, 2012 and 2013 studies by The Concord Group for the City.

The inappropriateness of the 2013 Concord Group Study’s $16.00 per square foot TOTAL
operating expense assumption is easy to document as it barely covers the real estate taxes and
Special Tax assessment based on their $875 per square foot valuation as follows.

Real Estate Taxes 1.1188% x $875psf Value = $10.3950 per square foot .
Special Taxes 0.5500% x $875psf Value = $04.8125 per square foot
TOTAL Taxes 1.6688% x $875psf Value = $15.2075 per square foot

$16.00 per square foot leaves less than $1.00 per square foot to operate the buildings after paying
the combined Real Estate Taxes (1.188%) and the Special Tax (.55%) at Concord’s concluded
value of $875 per square foot. This is just plain untenable.
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Conversely, the unsubstantiated $13.65 per square foot reduction in operating expenses (from
$29.65 per square foot in the Implementation Document to $16.00 per square foot in the 2013
Concord Group Study), increases projected Net Operating Income by $13.65 per square foot,
which in turn is capitalized at 5.5% for a resultmg unsubstantiated value increase of $248 per

square foot

Further, this error should have been readily apparent to The Concord Group in both their income
approach and comparable sales approaches to value. In their income approach, despite some
methodology changes (height premium, etc.) and a 50bp reduction of cap rate, the basic assumed
rent was not materially different than in the Implementation Document, but the resulting values
had gone up almost fifty percent (50%) and the projected values were now greater than all but
two sales in the history of the City of San Francisco office building sales. See attached historic
chart of all San Francisco office building sales. Compounding the obviousness of that error was
the fact that none of the sales in the history of San Francisco had a Mello-Roos assessment
anywhere close to the proposed assessment. Thus, these comparable sales would need to be
adjusted downward for the effect of the Mello-Roos (per previous discussion). Once an
adjustment was made for the Mello-Roos, the conclusion was that all tall office buildings in the
Transbay would be worth more than any office building in the history of San Francisco. See
attached chart adjusting sales for the effect of Mello-Roos. '

~ The City is now attempting to both minimize the importance of this error and attempt to
introduce a single transaction after the RMA to obviate their error. Single transactions do not
make a market, nor can they be used as a proxy for all values. Once again, the City is attempting
to disavow aspects of a document passed by this Board that it finds inconvenient—in this
instance, the operating costs inherent in the Rates established by the Implementation
Document—by not addressing the issue and attempting o change the assumptions.

G. The Implementation Document Demonstrates the City Improperly Added Annuai
Escalators to the CFD :

The Rich Letter’s conclusory claims that the RMA is consistent with the Implementation
Document are contradicted by the plain language of, and the notable omissions in, the
Implementation Document. The City improperly added features to the RMA that could not have
been reasonably anticipated by readers of the Implementation Document, including annual
escalators. These escalators increase the tax burden by up to 81% over the Rates in the
Implementation Document
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The Rich Letter states:

10. Implementation Document does not discuss escalating fgctors ov different
rates for different height buildings

Developer Objection: There is nothing in the Irnplementation Document that discusses,
authorizes, or directs that the tax rates a} increase annually prior to obtaining a
Certificate of Occupancy (“COO"); b) include a 2 percent escalator on the special
taxes after the COQ is received; or ¢} apply different tax rates to buildings with different
numbers of floors.

City Findings: The proposed RMA is consistent with the Implementation Document.
The factors described above are all inputs that factor into the tax rates to more
accurately reflect the true value of a proposed development project over time,

City Response: As explained above, the base special tax rates in the Proposed RMA are
consistent with the Implementation Document, which states: “‘new development...would

- pay a Special Tax equivalent to 0.55 percent of the assessed value of the entire
development project...”

Our response:

The Implementation Document clearly states on page four that “calculation methodologies and
total revenues projections of these two funding mechanisms (impact fees and CFD} are
discussed in turn below.” No escalators were included, either by written reference or in the
revenue projection table. There is no mention of the potential use of an escalator anywhere in
the Implementation Document, and there is no direction or authorization provided to the City to
include escalators in the RMA. Escalators are very significant and increase the tax burden
tremendously.

The Pre-COO escalator and the Post-COO escalator increase the maximum tax over the life of
the CFD. The post-COQ escalator alone increases the CFD tax rate by 81% (in the final year of
escalation). This is a hugely material fact that Owners could not have reasonably anticipated.

Escalators are significant enough that the California Legislature requires that homeowners be
notified of any escalators before they buy a home. Because of their large impact, escalators are
always an item of deliberation when forming a CFD, and just as many CFDs in California do not
have escalators as those that do. It is simply not reasonable for the City to assume that the
Owners would assume two separate escalators as part of the Implementation Document when
there is not one word about it in the entire document. '

Moreover, the notion that instituting an annual escalator more accurately reflects the true value
of a proposed developnient project over time completely ignores the requirement that the
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Special Tax be equivalent to 0.55% of Assessed Value. The owners have spent months trying
to get the City to reflect true building values over time (consider cyclicality) and how this is
reflected in Assessed Values. The City has consistently stonewalled the Owners who have

pointed out that:

I. Assessed Values go down regularly via use of a Proposition 8 appeal, not up
every year. We would welcome input from the Assessor’s office on data on Prop
§ appeals; ‘

2. Assessed value represents an average of the up and the down markets as a result
of Proposition 8 appeals and a limit on increases;

3. Values do not consistently go up every year — this is an incredibly cyclical
market; S '

4. Trajectory of value is hugely dependent on starting point (e.g., if you begin at
cyclical low vs. cyclical high vs. the average);

5. Current interest rate market is historically unprecedented and has resulted 1n asset
inflation. Interest rate normalization will result in asset deflation; and

6. Current Rent environment is a cyclical up market.

It should be noted that the only building (One Market Plaza) which has ever sold for the base
value the City is ascribing to all the tall office buildings - $875 per square foot (in 2007) -
recently sold in 2014 for $750 per square foot. Ultilizing the City’s proposed formula for the
Special Tax (base value plus 2% compound annual growth), the building would be valued today
at $1,005 per square foot or 25% more than its actual current value. This demonstrates the clear
fallacy in this suggested valuation and approach to value over the long term.

It is also noteworthy that One Market Plaza does not have a Mello-Roos tax which would have
reduced income and therefore value by another approximately $90 per square foot. If the Mello-
Roos tax had been $4.81 per square foot at inception, it would have grown to $5.53 per square
foot-over seven years (2007 sale to 2014 sale). This would be a 1.9% tax rate. Assuming a 5.5%
cap rate, the $4.81 per square foot, the Special Tax would have reduced value $87.46 per square
foot, or 11.66%. If the Mello-Roos special tax had indexed for seven years to $5.46, the impact
to value from a Mello-Roos special tax would have been $100.46 per square foot, or a 13.39%

reduction.
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H. The City Mischaracterizes Correcting Mistakes with Making Reasonable
Concessions.

Although City representatives have occasionally agreed to Owners’ requests for meetings, to-
date the City has only made changes to the RMA designed to address errors and mistakes in the
initial CED formation process, and has disregarded other problematic aspects of the CFD as
currently drafted.

The Rich Letter states:

I Developer Participation in Defermination of Rate and Meihod of

Developer Objection: Since adoption of the Implementation Document, the CFD has
been structured with no real input from property owners.

Findings: In 2013, City staff and expert financial consultants developed a proposed
rate and method of apportionment of special tax for the CFD (the “20I3 RMA”)
based on the Implementation Document, and asked the Developers for their input.
The Rate and Method of Apportionment of Special Tax included in the proposed
Resolutions (the “Proposed RMA”) incorporates several changes requested by a
number of the Developers and their representatives.

City Response: In August 2012 the Board adopted the Transit Center District Plan and
associated Implementation Document. Subsequent to the adoption of the Transit Center
District Plan, City staff, together with the City’s outside consuitants and bond counsel,
worked over several months to develop, among other matters, a proposed rate and
method of apportionment for the CFD, that was informed by valuation studies
performed by the Concord Group, an independent real estate economics consultant (the
“Concord Group Studies”). The process involved the evaluation of alternatives for the
CFD before determining which ones were most consistent with the Implementation
Document and California law and would further the funding goals for the Transbay
Project and the Transit Center District Plan.

Our response:

The Rich Letter mischaracterizes the City’s actions over the last year as honest negotiations. The
City has only made changes to the RMA designed to address errors and mistakes in the initial
CFD formation process, and has disregarded other problematic aspects of the CFD as currently
drafted. The City attempts to illustrate a collaborative approach with the Owners by citing the
following as examples of concessions. A closer look reveals that there have been no real
concessions made by the City.
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e Rental Property Category: Even before the Owners had an opportunity to meet with
the City, the City indicated it was going to add a separate use category for rental
residential buildings, recognizing the clear error in conflating rental and for-sale
properties.

o Pye-COOQ Escalator: The Owners pointed out that the Pre-COO adjustment concept
that was initially included in the RMA violated the Mello-Roos Act in that it did not
allow for a taxpayer to estimate his or her maximum special tax, as required by law.
The City “fixed” this issue, but did not do so as a concession to the Owners who
“wanted more certainty”. The “certainty” is required by the Mello-Roos Act, and the
City incorporated this change because it was required to do so to comply with the
law. The Owners did not agree to an escalator. '

o Construction Cost Index Escalator: In “fixing” the Pre-COO escalator, the City
inserted a 4% construction cost index, and then stated that it was inserted due to the
Owners’ request for certainty. In fact, the Owners never suggested the 4%
construction cost index that is currently in the RMA, and have objected to it since it
was introduced. City staff unilaterally created the 4% cost index mechanism and put it
into the RMA without private sector input or consent. It is disingenuous to suggest
that including this was a resuit of the City accommodating to project sponsors’
request.

o Public Property Rate: The addition of text into the RMA stating that taxable public
property would be charged at the maximum rate for the developed property is another
change meant to bring the RMA into compliance with the Mello-Roos Act. It was not
a concession to project sponsors, but the correction of an error that would have been
revealed earlier had project sponsors been provided the RMA earlier in the process.

That a year has passed since the City first presented the Owners with a courtesy copy of the
RMA is a convenient but misleading fact: had the Owners not engaged their own consultants,
~ identified clear errors in the first draft RMA, and performed what amounts to a peer-review of
the City’s RMA and the 2613 Concord Group Study, the City would have passed the CFD
immediately. Unlike zall other development Community Facilities Districts formed under the
Mello-Roos Act, City staff did not include the Owners at the table. In reality, the Owners were
provided the RMA for the first time in early July, 2013. In the accompanying cover letter,
the City said it intended to bring the RMA before the Board of Supervisors for approval
later that month. The City did not seek the Owners’ input or comments; it simply gave the
Owners a courtesy copy prior to scheduling the CFD for approval. For such a large CFD
as this, the lack of private sector involvement is unheard of. '
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Conclusion

The Implementation Document adopted by the Plannming Commission and this Board of
Supervisors is clear in how the revenue estimates were developed and expressly states that the
factors which are expected to affect the projection are the pace and type of development, not a
change in the Rates. There is no suggestion that the Rates are not final, that the Rates or
projected values of the buildings were not final and to suggest otherwise is unsupported by the
Implementation Document. The Rich Letter misleadingly characterizes the past year as a
legitimate negotiation between the City and the Owners. The City has only made changes
necessary to conform with legal requirements of the Mello-Roos Act, but the City continues to
refuse to acknowledge the meaning and import of the Implementation Document (as can be
clearly seen in their response to you), fundamental flaws in its unnecessary re-valuation
methodology, or that the annual escalators were invented afier the publication and passage of the
Implementation Document by the Planning Commission and this Board. We have worked with
the City to correct the methodological errors and come to a compromise agreement on the per
square foot assessment rates. We urge this Board to require that the City accept the import and
meaning of the Implementation Document and require that the provisions of the Implementation
Document be incorporated in the proposed legislation and form the basis for a compromise with
the Owners.

Very truly yours,

REUBEN, JUNIUS & ROSE, LLP

%@W«

James A. Reuben
Attachments

cc (by email):
Ken Rich, Mayor’s Office of Economic and Workforce Development
Nadia Sesay, Office of Public Finance
Jesse Smith, Office of the City Attorney
Mark Blake, Office of the City Attorney

One Bush Street, Suite 400
San Francisca, CA 94104

tel: 415-547-9000
fax: 415-39%-%480

REUBEN. JUN]US & ROSELLP www.reubenlaw.com
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September 2, 2014

Ms. Angela Calvillo

Clerk of the Board

Board of Supervisors

City and County of San Francisco
City Hall

1 Dr. Carlton B. Goodlett Place
San Francisco, California 34102

Re: Written Protest Against the Formation of, the Levy of Special Taxes Within, and the
Incurrence of Bonded Indebtedness in, the City and County of San Francisca Community
Facilities District No. 2014-1 (Transbay Transit Center}, as proposed by Resolution of
Intention No, 247-14 and Resclution of Intention to Incur Bonded Indebtedness Mo. 246-
14; Public Hearing on September 2, 2014,

Dear Ms. Calvillo;

Pursuant to Section 53323 of the California Government Code (“Section 53323”), this letter is a formal
written protest {the “Protest Letter”] submitted to the “clerk of the legislative body” by FM Owner LLC
{“Land Owner”) against {i) the formation of the City and County of San Francisco Community Facilities
District No. 2014-1 {Transbay Transit Center} (the “CFD”), the levying of special taxes in the CFD .
pursuant to the “Rate and Method of Apportionment of Special Tax” (the “RMA”} proposed by
Resofution of Intention No. 247-14 (the “Resolution of [ntention”), adopted by the Board of Supervisors
(the “Board") of the City and County of San Francisco (the “City”) on July- 15, 2014, (iii) the incurrence of
bonded indebtedness within the CFD, as described in the Resolution of [ntention to incur Bonded
Indebtedness No. 246-14 {the “Resolution to Incur”), adopted by the Board on July 15, 2014, and {iv)
the inclusion of the property owned by the Land Owner in the “Future Annexation Area” of the CFD.
This Protest Letter is being delivered pursuant to the Mello-Roos Cammunity Facilities Act of 1982, as
amended (the “Act”}.

The Land Owner owns approximately 1,252 acres {the “Land Owner Property”} within the proposed
boundaries of the CFD, as shown on the Boundary Map attached hereto as Exhibit “A” and identified as
Block 3738, Lots 003, 006, 007, 009, 010, 011, 012, and 055. The Land Owner Property is one of the
parcels that is within the Future Annexation Boundary Line shown in the Boundary Map. If annexed into
the CFD, the Land Owner Property would not be exempt from the special taxes under the RMA,
Although the Land Owner Property is not “Property within the CFD Boundary” (herein, all such parcels
are referred to as the “Subject Property”), as the owner of property within the Future Annexation
Boundary Line that is not exempt from the special taxes under the RMA, the Land Owner is a landowner
as defined in California Government Code Section 53317, is an “interested person” that may file a
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protest pursuant to Sections 53323 and 53339.5 of the Act, and is authorized to submit this Protest
Letter.

Background

To assist in the financing of various improvements to the Transbay Transit Center (the "Project”), the
City proposed financing a portion of the Project through the formation of the CFD. The City went further
and determined to condition projects {i} with a floor area ratio in excess of 9:1 or (ii) that would create a
structure that exceeds the City’s height limit on annexing into the CFD. The City, through various
consultants, studied the amount of revenues needed to be raised and the impact of requiring those
revenues frorn the development community, and created the Transit Center District Plan (the “Plan”).
In April 2012, the City’s Planning Departmant prepared the “Transit Center District Plan Program
Implementation Document” (the “implementation Document”}.

Pursuant to the implementation Document, “[tlhe purpese of [the Implementation Documant] is to
summarize the Pian’s public Infrastructure program, sources of funding, relative allocation of revenues
from the various sources among the infrastructure projects, and implementation processes and
mechanisms.” Furthermore, the Implementation Document provides that “Itihe purpose of this analysis
and the Planis to create a set of zoning controls and a fee structure that will remain in place fordecades

to come” (underlining added).

The Implementation Document was approved by the Board of the City in 2012, Further, on May 24,
2012, the Planning Commission adopted the Implementation Document. In August 2012, the Board
incorporated the Implementation Document into newly-created Section 424.8 of the San Francisco
Planning Code, which incorporates the Implementation Document.

To the best of the Land Owner's knowledge, at no time between August 2012 and July 2013 did the City
consult with any private land owner within the Subject Property or property within the Future
Annexation Boundary Line about the formation of the CFD.

the Land Owner acquired title to nearly all of its property on June 26, 2013. In July 2013, the City
supplied the Land Owner — for the first time just weeks before it was scheduled to be approved by the
Board - the proposed rate and method of apportionment of special tax for the CFD (the “2013 RMA”)
and the boundary map identifying the Subject Property. Immediately after receipt of the 2013 RMA, the
Land Owner and their consultants went to work reviewing the 2013 RMA, its consistency with the
Implementation Document, and its impact on the economics of the Land Owner’s projects. The Land
Owner identified several major issues with the 2013 RMA, and presented those findings to the City in a
series of meetings and correspondence commencing in the fall of 2013.
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After ‘pointing out several problematic issues with the 2013 RMA, the City amended the 2013 RMA.
Howaever, the City did not alter the special tax rates in the 2013 RMA,

In lune 2014, the City presented the revised 2013 RMA as the RMA and began the CFD formation
process. On July 15, 2014, both the Resolution of Intention {with the RMA attached as an exhibit} and
the Resolution to Incur were adopted by the Board.

Having not received any of the relief that the land Owner sought, the Land Owner is now forced to
formally protest the formation of the CFD, the levying of special taxes pursuant to the RMA, and the
incurrence of bonded indebtedness in the CFD.

Protest Against the Proposed CFD

The CFD Is Not Consistent with the Implementation Document

The CFD referenced in Section 424.8 is to be based on the Implementation Document. However, the
proposed RMA is not consistent with the Implementation Document. The implementation Document
states that the total revenues that would be generated by the CFD "as envisioned in the [CFD's] Funding
Program” would equal a new present value of approximately $420 million (see Implementation
Document, pg. 11}). While the implementation Document did indicate that revenues could vary, the enly
variability it mentions that could affect revenues is timing and pace of development. it does not suggest
the CFD would change in any other respect.

The Land Owner, along with other developers, has been objecting to the proposed RMA for over a vear.
Most recently, certain developers documented their disagreement with the RMA in a June 30, 2014
letter from James Reuben on behalf of certain developers addressed to the Land Use and Economic
Development Committee {the “June 30 Letter” atiached hereto as Exhibit “B8”) and a follow-up letter to
the Board by Mr. Reuben on August 12, 2014 {the “August 12 Letter” attached hersto as Exhibit “C”).
Both the June 30 Letter and the August 12 Letter explain the objections that certain developers have to
the RMA in great detail, and these letters, and the arguments contained in such letters, are hereby
incorporated into this Protest Letter as if set forth herein. Set forth below is a summary of the main
objections to the CFD:

1. Speciof Tax Rates Significantly Increased. The special tax rates in the proposed RMA are
substantially and significantly higher than the special tax rates set forth in the Implementation
Document. As such, the special tax rates in the RMA are not “as described in the Transit Center
District Implementation Document” as required by Planning Code Section 424.8. For example,
in the Implementation Document, the special tax rate for an Office Building is $3.30 per square
foot. In the proposed RMA, for a 50+story building, the rate is $4.91 per square foot, an
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increase of nearly 50%. Similar substantial increases occurred for Residential, Hotel, and Retail
uses.
The Bonded Indebtedness Is Not Consistent. The Resolution to Incur states the City’s intention

to issue up to 514 billion in bonded indebtedness. This bonded indebtedness figure is
outrageously high because the overall tax burden on the property in the CFD has doubled due 1o
the ncreased special tax rates and the escalators. The Implementation Document never
contemplated a bond authorization of such large amounts. The Implementation Document
estimated that the Net Present Value of the special tax revenues at a 7% discount would be
approximately $420 million. That revenue stream would never support a $1.4 billion bond
authorization. Even under the most generous of interest rates, the amount generated would be

under $1 biilion.

While the Implementation Document did indicate that the revenues to be generated from the
CFD may vary from the figures set forth in the Implementétion Document, the only reason given
that the revenue would be different was that the timing of the building’s paying the rates
specified in the Implementation Document was unknown. Something is terribly wrong when
the potential bond capacity jumps by almost $500 million. What changed between 2012 when
the Implementation Document came out and 2013 when the very high special tax rates were
first proposed? Answer: The 50% increase in the special tax rates, the addition of the escalators,
and the differentiation of building size among the same land use ciass.

No Escalators Authorized. The Implementation Document does not discuss, authorize, or
suggest that the special tax rates in the CFD would be subject to any kind of escalators. In
addition, escalators are not mandatory under the Act, and there are a large number of CFDs in
California that do not have any kind of escalator. \ Yet, without authorization from the
Implementation Document and without compulsion by the Act, the City included two distinct
escalators in the RMA. The first occurs prior to the Certificate of Occupancy {“Pre-CO0O
Escalator”), wherein the special tax rates applicable to a taxable building are subject to
increases equal to changes in a construction cost Index {defined in the RMA as the “Initial
Annual Adjustment Factor”), not to exceed 4% per annum.® The second escalator occurs after
the Certificate of Occupancy for a taxable building is issued (the “Post-COO Escalator”), wherein
the special tax rates for that taxable building are subject to a 2% increase each year for 30 years.

! The Pre-COQ Escalator could also result in a reduction in the special tax rates if the cost index is negative, not to
exceed 4.0%. Whether the Pre-COOQ Escalator results in an increase or decrease in the special tax rates in any given
vear is immaterial. The Implementation Document does not authorize or suggest that any escalator would be

imposed.
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Together, the Pre-CO0 Escalator and the Post-COO Escalator increase the tax burden on the
Subject Property significantly, as shown in the two charts of Exhibit “D.” The first chart shows
the impact of the escalators on a 50-story office building that receives its Certificate of
Occupancy after application of the Pre-COO Escalator for five years (at the maximum increase of
4% per year). Compared to the special tax rates in the Implementation Document, In the first
year that the office building is taxed, the special tax rates in the RMA are 77% greater than the
rates that would apply under the Implementation Document. Under the RMA, after the
Certificate of Occupancy is provided, the special tax rates escalate annually by the Post-COO
Escalator of 2%. In the thirtieth year of the building’s existence, the special tax rates in the RMA
will be an astonishing 214% higher than the special tax rates in the Implementation Document,
resulting in a 78% increase in the tax burden over the 30 year taxing'period on the building
between an RMA with no escalators and the current draft of the RMA with both the Pre-COO
Escalator and the Post-COO Escalator.

The impact on a 50-story for-sale residential building is shown in the second chart. in this
example, using the same assumptions as to the receipt of the Certificate of Occupancy, the
initial special tax rates are 60% higher and the final special tax rates are 185% higher.

These percentages and the impact on the overall burden will be higher for each additional year
it takes to get to Certificate of Occupancy. For property that will be complete construction in
later years, the increase could be astounding.

Pre-COO Escalator Violates Equal Treatment of Simitar Buildings. The Pre-COO0 Escalator will
have the effect of causing the tax burden on one building to differ {perhaps dramatically) from
the tax burden on ancther similarly-sized building {of the same land use) that happens to
develop at a later date. See “The RMA Creates a Competitive Disadvantage” for more details.

Only a Single Rate Per Land Use is Authorized. The Implementation Document does not discuss
or authorize the levy of special taxes at different rates depending on the number of floors in the
building. The lrhplementation Document differentiates between Office, Residential, Hotel, and
Retail uses, and sets different rates for each, but it does not further differentiate within such
uses by the size of the buildings. The proposed RMA creates different levels of taxation
depending on the size of the buildings in violation of the Implementation Document. This
embellishment increases the tax burden on the Subject Property and treats similar land uses
differently.

2013 Concord Valuation is Flawed. There is nothing in the Implementation Document that
authorizes the revision of the special tax rates set forth in the Implementation Document. Yet,
the City.engaged The Concord Group to conduct a market study (the “2013 Valuation”) of the
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property in the City of San Francisco, so as to determine the projected value of the property
proposed to be in the CFD. The spedial tax rates in the proposed RMA were based on the 2013
Valuation. However, the 2013 Valuation is seriously flawed in numerous ways, including:

a. The 2013 Valuaticn determines the value based upon, among other things, the
projected revenues and expenses of the buildings. However, the 2013 Valuation does
not take into consideration as a projected expense the significant cost of the CFD special
taxes themselves. Whether the developer incurs these expenses or passes them
through to tenants, there is an economic consequence of such levy. But the 2013
Valuotion does not include the special taxes as an item of expense. This violates not
only common sense, but also the Cafifornia Debt and Investment Advisory Commission’s
Appraisal Standards for Land-Secured Financings and its Recommended Practices in the
Appraisal of Real Estate for Land-Secured Financings. In both documents, the California
Debt and Investment Advisory Commission requires the inclusion of the special taxes as
a cost item in evaluating the value of fand subject to the special taxes.?

b. In addition to excluding the special taxes as a cost item, the 2013 Valuation inexplicably
reduced the overall non-CFD operating expense amounts by épproximately 46% over
the operating expenses assumed in the Implementation Document. The reducticn of
operating expenses improperly increases the valuation of the buildings, which resuits in

~ the improper increase in the special tax rates set forth in the proposed RMA.

The RMA Creates A Competitive Disadvantage

It is axiomatic that the property within the CFD will be at a competitive disadvantage to similarly-sized
and similar-type buildings that are outside of the CFD. The tand Owner understands that. However, itis
quite another thing to have an RMA that structures a competitive disadvantage to similarly-sized and
similar-type buiidings within the CFD. Yet that is what the Pre-COQ Escafator will do.

For example, assume that a 40-story office building (“Building A"} receives its Certificate of Occupancy
in 2017 such that the special taxes commence in tax year 2017-18. Assume that rate to be $4.50 per
square foot. Under the RMA, once Building A receives its Certificate of Occupancy, its special tax rates
are no longer subject to the Pre-COO Escalator and instead are subject to the Post-COQ Escalator of 2%
per annum, so that Building A will pay $4.59 per square foot in 2018-19, $4.68 per square foot in 2019-

2 The CDIAC documents do not expressly apply to valuations for the purpose of setting special tax rates, but the
logic of including such special taxes as an item of expense is nonetheless applicable to any valuation made in

connection with a CFD.
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20, $4.78 in 2020-21, and so on. A second 40-story office building (“Building B”) receives its Certificate
of Occupancy in 2020, but its special tax rates for the 2020-21 year are established based on the Pre-
COO Escalator. Assume that the Pre-COQ Escalator is 4% in each of the three years after Building B
received its Certificate of Occupancy. In tax year 2020-21, Building B's initial tax rate will be $5.07 per
square foot, escalating at 2% thereafter.

In this example, in tax year 2020-21, Building A’s tax is $4.78 per square foot, escalating at 2%
thereafter, but Building B’s tax is 55.07 per square foot, escalating at 2% thereafter. For buildings of
800,000 square feet, the difference is over $200,000. If the owner of Building B has a triple net lease, it
will pass through a higher special tax than the owner of Building A, which means Building A is the mare
attractive space economically. Same sized building, same land use, but far different special tax rates.

This kind of structural inequality is unfair to the builders in the CFD who already must compete against
non-CFD projects in the area surrounding it.

The RMA Has Structural Flaws

The proposed RMA has numerous structural flaws, including the following {capitalized terms used in this
section that are not defined have the meanings provided such terms in the RMA}):

1. Timing of the [nitial Special Tax Levy: Under the RMA, the Special Tax is initially levied
during the Fiscal Year following the Issuance of the first Certificate of Occupancy (“COQ”) for a Taxable
Building. However, during that same fiscal year, the RMA requires that the special tax be levied on all
- Assessor’s Parcels within the Taxable Building, irrespective of whether a Parcel within the Taxable
Building is completed, inhabitable, and/or sald or leased to a third party and generating income to pay
for these significant new special tax amounts. '

As a result of this policy, a property owner may be subjected to a special tax bill of millions of doflars
based an the development of a building which is only partially completed and may, in fact, be mostly
under construction. A realistic example of this type of anomaly is a Taxable Building with 750
apartments created within “air parcels,” of which only 150 have received COOs. Even in Fiscal Year
2013-14, prior to the application of the Pre-COO Escalator and the Post-COQQ Escalator, a property owner
of a 50-story building would be paying $3,984 in special taxes for each 800-square foot apartment in the
entire Taxable Building in that fiscal year as soon as the first COOQ is issued. {n other words, if COOs have
been issued for any one of those apartments, the property owner’s special tax bill for all of these 750
apartments would jump from $0 to $2,988,000 per year. Assuming that only 150 of these apartments
have COOs and are rented out, the property owner’s special tax bill should only be $597,600 for those
150 dwelling units. The additional $2,390,400 in special taxes is unnecessarily burdensome.
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This situation is exacerbated in the case of for-sale residential units.

But in its drive to maximize revenues, the City appears to have prepared an RMA that directly
contradicts this concept, thereby creating disincentives to economic development that are contrary to
both the City’s and the property owners’ interests, as further explained below.

2. Date for Determining Tax Levy Burdensome: As stated above, special taxes under the -
RMA are initially levied during the Fiscal Year following the issuance of the first COO for a Taxable
Building. This means that for COOs issued in June of a fiscal year would require taxation less than a
month later when the new fiscal year starts in July. The potential for immediate special tax levy is too

burdensome on the property owners.

In order to give property owners some breathing room, it would be appropriate to provide for a
minimum period of six {6) months after the issuance of the first COO for a specific Assessor's Parcel
before the special tax could be [evied, thereby providing a building owner with a brief period in which to
sell or lease that Assessor’s Parcel prior to the initiation of the special tax. '

3. Pre-COO Escalator Creates An Unlevel Playing Field: Please see “The RMA Creates a
Competitive Disadvantage” for a discussion about this flaw in the RMA,

The flaws in the RMA described above are unnecessarily overly burdensome on the property owners.
Taxing the entirety of the buiiding before construction is complete and before revenue sources become
available is a recipe for a disaster. These flaws may be easily fixed, and probably would have been had.
the Land Owner been involved in the CFD formation process like it would be in any other CFD formation.

In addition, these flaws will make the administration of this CFD unnecessarily more difficult, which wili,
in turn, increase the administrative expense billed to the property owners.

The Land Owner Reasonably Relied on the Implementation Document

The Implementation Document is explicit in the amount of total revenues that would be generated by a
CFD in the Plan Area if implemented as envisioned in the Funding Program. The Implementation
Document never discusses the per square foot rates as being uncertain or subject to rév[sion or change.
The Land Owner is a rational developer, and no rational developer could of would commit to a project
without a clear understanding of the potential expenses associated with that project. Relying on the
special tax rates set forth explicitly in the Implementation Document, the Land Owner acquired title to
nearly all of its property on June 26, 2013 (in advance of the release of the increased special tax rates in
the 2013 RMA). The Land Owner’s reliance on the Implementation Document was both reasonable and

foreseeable.
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The City has claimed that the Land Owner should have known that the special tax rates in the
implementation Document were “merely illustrative”. However, as explained in detail in the August 12
Letter, the Implementation Document is very clear that it is the revenues — not the special tax rates —
that may vary depending on the real estate market, bond interest rates, and the pace of development.
There is no language in the Implementation Document that suggests the special tax rates are subject to
change.

The special tax rates in the RMA are nearly 50% higher than the rates in the Implementation Document.
With the two escalators, the overall tax burden on the Land Owner more than doubled between the
Implementation Document and the RMA. A tax burden that more than doubles is a classic case of “bait
and switch.” ‘

The City Has Gerrymandered the Subiect Property to Ensure Approval

Neither the Land Owner, nor to its knowledge, any other private developer that may be subject to the
CFD, were consulted prior to creation of the boundary map and the designation of the Subject Property.
After reviewing the Subject Property, a disturbing fact was revealed: approximately 68% of the Subject
Property is owned by TIPA, OCIl, and Caltrans, public entities that will never be subject to the special
taxes. The ownership of 68% of the property in the CFD by the public agencies virtually guarantees that
the CFD will survive any protest and will be approved at the special election.

We note that the City is now suggesting an amendment to the RMA to eliminate the exemption for
public property. The City is doing this with the express intention of atlowing the public agencies to vote
in the election and for the public agencies’ property holdings to be counted in any protest hearing.
Moreover, it is highly unusual to have public agencies’ as voters in the formation of a CFD. Having the
public agencies dominate a landowner election is unprecedented, According to cur consultants, nearfy
every CFD formed in California exempt public agencies from taxation, which makes them ineligible to
vote on formation of the CFD.

The Boundary Map identifies the Land Qwner Property as outside of the CFD Bo undaf'y but within the
Future Annexation Boundary Line, For the Land Owner to effactively take advantage of the Transit
Center re-zoning, it will have no choice but to annex into the CFD, Nevertheless, the Land Qwner will not
have the opportunity to cast a ballot against the formation of the CFD in the landowner election because
the City has excluded it from the Subject Property. The result of this voting structure is o effectively
“disenfranchise the majority of property owners in the CFD, including the Land Owner.

By allowing the public agencies to vote in the special election, and by picking and choosing which
properties will be part of the Subject Property and eligible to vote, the City is effectively nuflifying the
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vote of the parties that will be paying these taxes and who could otherwise use their voting power to

rectify the improper increase in the special tax rates.
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Procedural Arguments Against the CFD

The Public Agencies are Not Landowners For Purpases of Protest or Voting

According to the beundary map, the Land Owner understands that a significant amount of the Subject
Property is owned by TIPA, OCI, and CalTrans {each a “Public Agency” and, collectively, the “Public
Agencies”}. None of these Public Agencies is a "landowner” under the Act. Under Section 53317(f), the
term “landowner” or “owner of land” specifically excludes public agenéies unless one of four exceptions
is satisfied. The only refevant exception is found in Section 53317{f), which allows a Public Agency to be
considered a landowner if:

The public agency states in the proceedings that its land is intended to be transferred to private
ownership and provides in the proceedings that its land will be subject to the special tax on the
same basis as private property within the district and affirmatively waives any defense based
on the fact of public ownership, to any action to foreclose on the propetty in the event of
nonpayment of the special tax.

For this exception to apply to a Public Agency, the Public Agency is required to “state in the
proceedings” all of the following:

that the land it owns is intended to be transferred to private ownership;
that the iand it owns will be subject to the special tax on the same basis as private
property within the CFD; and

c. that it affirmatively waives any defense based on the fact of public ownership to any
action to foreclosure on the property in the event of nonpayment of the special tax.

This exception does not apply to the Public Agencies because none of the Public Agencies have made
any such declarations in the proceedings. Without these declarations, it is irrelevant if the property of
the Public Agencies is subject to the special tax on the same basis as other property owners. These
declarations are a condition precedent to the Public Agencies being allowed to protest or vote {as
discussed further below}, and, to date, to the Land Owner’s knowledge, no such declarations have been
made in the proceedings.
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it should be noted that separate declarations are required from each Public Agency. To the extent that
ong or more Public Agencies do not make the declarations, then those Public Agencies will not be
allowed to protest or vote (as discussed further below).?

Moreover, even if the Public Agencies were inclined to make such declarations, they could not because
the RMA exempts all public agencies from taxation under all circumstances. Section G of the RMA

provides {underlining added):

Notwithstanding any other provision of this RMA, no Special Tax shall be levied on: (i)
Public_Property, except Taxable Public Property, (i) Square Footage for which a
prepayment has been received and a Certificate of Exemption issued, {iii) Below Market
Rate Units except as otherwise provided in Sections D.3 and D.4, (iv) Affordable Housing
Projects, including all Residential Units, Retail Square Footage, and Office Square
Footage within buildings that are part of an Affordable Housing Project, except as
otherwise provided in Section D.4, (v} Exempt Child Care Square Footage, and {vi}
Parcels in the CFD that are not yet Taxable Parcels.

“public Property” is defined in the RMA as “any property within the boundaries of CFD No. 2014-1 that is
owned by the federal government, the State of California, the City, or other public agency.” This
definition includes all of the Public Agencies.

“Taxable Public Property” is defined in the RMA as “any Parcel of Public Property that had been a
Taxable Parcel in a prior Fiscal Year, and for which the Special Tax obligation was not prepaid when the
public agency took ownership of the Parcel.” This definition is inapplicable to the Subject Property
owned by the Public Agencies because this definition refers to property that was non-exempt at
formation that was then conveyed to public cwnership subsequent to formation. Since all of the Subject
Property owned by the Public Agencies are exempt by definition, their property s not considered
Taxable Public Property.

As you can see, the Public Property is not subject to the special tax “on the same basis as private
property within the CFD” as required by Section 53317(f). And this is true whether the property is
developed or undeveloped. Under the RMA, property becomes taxable only after a Certificate of
Occupancy is provided. However, so leng as the property is Public Property, the land will remain exempt
even if the Jand is developed and a Certificate of Occupancy is provided. Unlike private property where

3 The Land Owner understands that the City is going to attempt to adopt an amended and restated RMA that
eliminates the public agency exemption from special taxes. The Land Qwner further understands that TIPA will be
submitting a letter that purports to meet the requirements of Section 53317(£)(3). Even if true for TIPA, the other
Public Agencies will not be able to vote unless they submit similar declarations.
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it becomes taxable upon Certificate of Occupancy, Public Property remains exempt after Certificate of
Occupancy. By definition, the Public Property is not being taxed on the same basis as private propenty.

Thus, the third exception under 53317(f) is not applicable to the Public Agencies and could never be
applicable with the proposed RMA. Accordingly, the Public Agencies are not considered “landowners”
under the Act. This has two conseguences:

1. In evaiuating whether a majority protest exists under Section 53324, the land owned by the
Public Agencies is not counted in determining whether 50% or more of the land protests the
formation of the CFD. Section 53324 provides that if “the owners of one-half or more of the
area of the land in the territory proposed to be included in the district and not exempt from
the special tax” file written protests against the establishment of the district, no further
proceedings to create the CFD shall be taken for a period of one year from the date of
decision of the legislative body. Since, under the RMA, all of the land owned by the Pubiic
Agencies is exempt from taxation, the Subject Property owned by the Public Agencies is not
counted when determining whether there is a majority protest. Moreover, once the Public
Agencies are not considered owners of land under Section 53317{f) then the Subject
Property owned by the Public Agencies is not counted when determining whether there is a
majority protest.

2. .The Public Agencies are ineligible to vote in the proposed election; only the property owned
by private parties are qualified electors for purpases of the voting. Moresover, once the
Public Agencies are not considered owners of fand under Section 53317(f) then they may
not vote in the speciél election. This means that 2/3 of the land owners’ votes (excluding

- the Public Agencies) is required to approve the CFD and the honded indebtedness.

Introduction of Changes to RMA is Not Allowed by Mello-Roos Act

The Land Owner understands that the City is going to be introducing an Amended and Restated Rate
and Method of Apportionment of Special Tax for the CFD {the “Amended RMA”} that makes various
changes, most notably the eliminaticn of the exemption for public property. This changa is being made
for the express purpose of allowing the various Public Agencies that own part of the Subject Property to
vote in the CFD elections. This change to the RMA is being made pursuant to Section 53325 of the Act,
However, Section 53325 of the Act requires additional actions on the part of the Board before it may
conclude the public hearing. Section 53325 provides {underlining added):

53325: The hearing may be continued from time to time, but shall be completed within 30 days,
except that if the legislative body finds that the complexity of the proposed district or the need
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for public participation requires additional time, the hearing may be continued from time to time
for & period not to exceed six months. The legislative body may modify the resolution of intention
by eliminating proposed facilities or services, or by changing the rate or method of
apportionment of the proposed special tax so as to reduce the maximum special tax for all or &
portion of the owners of property within the proposed district, or by removing territory from the
proposed district, Any modifications shall be made by action of the legislative body at the public

hearing. If the_legislative body proposes to modify the resolution of intention in_a way_that will
increase the probable special tax to be paid by the owner of any lot or parcel. it s irect that

report_be prepared that includes a brief analysis of the impact of the propesed medifications on
the probable special tax to be paid by the owners of lots_or parcels in the district, and shal
recefve and consider the report before abproving the modifications or any resolution of formation
that includes those modifications. The legislative body shall not modify the resolution of intention
to increase the maximum special tax or to add territory to the proposed district. At the conclusion
of the hearing, the legisiative body may abandon the proposed establishment of the community
facilities district or may, after passing upon all protests, determine to proceed with establishing

the district.

The introduction of the Amended RMA presents twao problems.

+

First, the removal of the exemption in the Amended RMA results in an "increase” in the maximum
special taxes of the Public Agencies. Under the RMA attached to the Resolution of Intention, the Public
Agencies had a maximum special tax liability of SO (as they were exempt). In the Amended RMA, the
property of the Public Agencies is subject to the special taxes in the same manner as privately-owned
property. 7o go from 50 10 being subject to the special tax raies like everyone else, the City will be
increasing the maximum special taxes at the public hearing, and this is prohibited by Section 53325.
Consequently, the City must re-adopt the Resolution of Intention with the Amended RMA attached
thereto, provide notice of a new public hearing, and proceed according to the Act. The Beoard has no

authority to adopt the Amended RMA under the Act without re-noticing the public hearing.

Second, at the very least, the changes in the Amended RMA increase the “"probable special tax" to be
paid by the Public Agencies. Accordingly, the Board must order a report and consider it before
approving the change to the RMA. The Board has no authority to proceed without that report.

The amendment of the RMA to remove the exemption for public agencies is a game—changer, and should
not be accomplished without adequate time and notice to review the implications of the changes. The
Amended RMA is intended to allow the Public Agencies to vote, and that changes the entire landscape of
the approvais needed for the CFD to be formed. On a practical and fairness level alone, the Board should
not proceed with the CFD formation without providing published notice of the Amended RMA.
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Conclusion

Due to the various objections described above, it is upreasonable and unfair for the Board to proceed
with the CFD with an RMA that is not consistent with the Implementation Document. Moreover, the
‘Board does not have the authority to proceed with a CFD that has an RMA that is inconsistent with the
Implementation Document.

Pursuant to the Act, please indicate for the record at the Public Hearing on September 2, 2014 that the
Property Owner has filed a formal written protest letter pursuant to Section 53323 and Section 53339.5
of the Act.

Signature on following page.
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FM OWNER LLC,
a Delaware limited liability company

By:

FMIV LLC,
a Delaware limited liability company,
its Sole Member

By:

TMG FM LLC,

a Delaware limited liability company,
its Administrative Member

By:

TMG FM MEMBER LLC,
a Delaware limited liability company,
its Member

By:

TMG Partners, ,
a California corporatian

its Member -7 ,/,A\' )
/?'//,///;/? /

By: i //A

Name: Aliis7 Sz .0

Title: Ciw
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June 30, 2014

Delivered by Hand

San Francisco Board of Supervisors

Land Use & Economic Development Committee
1 Dr. Carlton B. Goodlett Place

San Francisco, CA 94102

Attn: Andrea Ausberry, Clerk

Re: Resolution of Intention to Establish San Francisco Community Facilities
District No. 2014-1 (Transbay Transit Center);
Resolution of Intention to Incur Bonded Indebtedness in an Amount Not to
Exceed $1,400,000,000 for the Sanm Francisco Community Facilities
District No. 2014-1 (Transbay Transit Center)

Board of Supervisors File Nos. 140644 and 140645

Dear Supervisors Cohen, Kim and Wiener:

The Office for Community Investment and Infrastructure (“OCII”) and the Transit Joint
Powers Authority (“TJPA™), along with the City and County of San Francisco have proposed to
create Community Facilities District No. 2014-1 (Transbay Transit Center) (the “CFD”). The
CFD today is radically different from the one first authorized by the Board of Supervisors in
2012 when the Mello-Roos Special Tax was estimated to generate $420,000,000+ of Net Present
Value (“NPV™). Today’s CFD Resolution allows for bonded indebtedness up to $1,400,000,000
and a NPV more than twice that which was expected in 2012. The current CFD proposal
contains major deviations from and costly provisions not authorized by the Implementation
Document (as defined below), and the substantial growth in bond proceeds arises out of
increased special taxes and amounts based upon significant technical errors in property
valuation. Additionally, significant infrastructure that the 2012 proposal was intended to finance
has been excluded or materially changed. These problems are not entirely surprising since
following the adoption of the Implementation Document in 2012 the CFD has been structured
with no real input from the land owners. The purpose of this letter is to provide context on the
CFD formation process, identify errors and inconsistencies in the CFD as currently proposed,
and to continue to invite collaborative discussions about how best to address the issues.

One Bush Street, Suite 00

James A.Reuben | Andrew J. Junius | Kevin H.Rose | DanielA. Frattin |~ Francisco, CA 94104
Sheryl Reuben' | David Silverman | Thomas Tunny | Jay F Drakz | John Kevlin tel; 415-547-7000

Lindsay M. Petrane | Melinda A, Sarjapur | Kenda H. Mcintosh | Jared Eigerman® | John Mcinernay Il fax 415-399-2480

1. Also sdmitled in New York 2. Of Counsel 3. Alss admitied in Massa huseits wasnareubenlaw.com
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1. The Transit Center District Formation Process.

In 2012, as part of the Transit Center District Plan (“TCDP”) formation process—which
involved the City, property owners, developers, the TJPA, and other stakeholders—in 2012 the
City adopted the TCDP Implementation Document (“Implementation Document”). The
Implementation Document sets forth the TCDP’s public infrastructure program and funding
sources, and explains how the development projects in the Plan Area will contnbutc to funding
infrastructure improvements through the CFD taxes.

The Planning Commission adopted the Implementation Document on May 24, 2012,
followed by the Board of Supervisors a few months later. The City then explicitly incorporated
the [mplementation Document into the Planning Code. Spec1ﬁca11y, the Planning Code section
authorizing the CFD pr0v1des that the CFD’s “purpose” is to provide the “sufficient funding”
that “the City will require . . . to supplement other applicable impact fees for infrastructure,
improvements and services as described in the Transit Center District Implementation
Document, including but not limited to the Downtown Extension of rail into the Transit Center,
street improvements, and acquisition and development of open spaces.” S.F. Planning Code §
424.8. The City’s actions underscored what all of the parties involved in forming the TCDP
understood: that the Implementation Document would govern development within the TCDP and
the use of the CFD tax funds.

With the respect to taxes and fees, the expectation has been accurate — except for the
CFD. The Implementation Document sets forth various impact fees, including the Transit Center
Open Space Fee and the Transit Center Transportation and Street Improvement Fee. The City
continues to stand by those fees at the rates established in the Implementation Document, with
minor inflation adjustments. It 1s only the CFD that the City has now taken 2 radically different
tack. The before and after is stark.

The Implementation Document adopted unanimously in 2012 provides that development
projects in the Plan Area will pay a special tax “equivalent to 0.55 percent of the assessed value
of the affected property” and that “regardless of the ultimate methodology and tax structure, the
final Special Tax assessed to each property will be calculated to be equivalent to 0.55 percent of
property value.” The City even took it a step further, however, what the special tax would be per
net square foot (see Table 5 of the Implementation Document). Project sponsors and property
owners justifiably relied on the Implementation Document when calculating the value of land
purchased from OCII and from private parties, and the City and other public bodies involved in
the TCDP were well aware of such reliance.

For example, as part of the process for purchasing land from OCII, buyers were required
to submit pro-forma financial analyses with their bids. These analyses clearly showed that
buyers relied on rates in the Implementation Document when taking the cost of the CFD into
account. OCII never objected to the buyers” assumptions or suggested that the assumptions were
in anyway incorrect. Indeed, OCII received land value consideration derived from these

One Bush Street, Suite 40D
San Francisco, CA 94104

1 .

‘ tal: £15-567-9000
fax 415-399-9480
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estimates. For those buyers that purchased property based on these pro formas, the land value
was inflated because of the undervaluation of the ongoing tax liability.

In July 2013, more than a year after adopting the Implementation Document and just
weeks before it was scheduled to be approved, the San Francisco Planning Department, OCIL,
and TIPA released the Transit Center Mello-Roos District’s proposed legislation and associated
special tax formula to project builders. The legislation effectively disregards the Implementation
Document. The 2013 tax rates — the same as those currently being considered — were issued
without any prior notice to or collaboration with owners, which is simply unheard of for a CFD
of this scope and sophistication. And, despite the CFD guidelines in the Implementation
Document, the CFD tax formula will, in many instances, impose special tax rates 30-50% higher
than those found in the Implementation Document. In addition, between the 2013 RMA and the
RMA attached to the current legislation, the definition of square footage was changed from net
leasable/saleable square footage to gross square footage per Section 102.9 of the Planning Code
(i.e., “Gross Floor Area”). This change increases the tax liability again, particularly for
residential projects, which will see their annual tax increase by an additional 30-40%. The sum
of these changes means that tax burdens will in all likelihood exceed 0.55% of a property’s
assessed valuation by a significant margin.

Moreover, in conjunction with this markedly different tax structure, the City has
proposed radically changing the projects that the tax funds will support. Specifically, the City is
abandoning a host of public infrastructure improvements throughout the Transit Center District.
Facing hundreds of millions of dollars in cost overruns on construction of the Transit Center
itself—a crisis that has forced the TJPA to eliminate a host of design features and indefinitely
postpone construction of the Center’s signature rooftop park—the City apparently intends to use
the tax funds to make up the difference.

I City’s Response to Owners’ Concerns.

Fourteen months after the 2012 TCDP formation and passage of the Implementation
Document (see 1. above), the City provided owners with a first draft of proposed CFD legislation
along with the Rate and Method of Apportionment document (“RMA”). That 2013 legislation
proposed increasing bonded indebtedness up to $1,000,000,000 or roughly two times what was
published in the Implementation Document 14 months earlier in 2012. That CFD legislation and
RMA was crafted by the City without any input of owners who were expected to ultimately pay
the tax. Although there had been no real collaboration, the City did postpone the consideration
of that 2013 legislation until now. The 2014 legislation and tax formula is essentially identical to
the 2013 drafts with the exception of significantly expanding the definition of square footage,
while the owners’ concerns have yet to be addressed. The owners” concemns fall into two main
* categories:

One Bush Straet. Suite 600
San Francisco, CA 94104
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1. The CFD tax rates were established based on a property valuation conducted by The
Concord Group (“TCG Valuation™)!, but that TCG Valuation was flawed in
nuanerous ways, as discussed in the pages that follow. The documented errors in the
TCG Valuation result in the tax rates being set 30-50% higher than they should be.
Furthermore, between the 2013 and 2014 RMA drafts, the definition of square
footage, to which the CFD rates would be applied, was changed, resulting in
substantial further increases in tax burdens, particularly for residential projects (total
increases of up to +/- 75% vs. the 2012 Implementation Document).

2. The tax formula expands the parameters of the tax structure set forth in the
Implementation Document by adding various embellishments not referenced in the
Implementation Document, resulting in taxes being an additional 20% more than they
should be. :

The City’s response to concerns regarding discrepancies between the Implementation
Document and the proposed legislation has been to tell owners they should not have relied on the
Implementation Document at all. This position is untenable.

The Implementation Document was adopted by the Planning Commission on May 24,
2012* and then by the Board of Supervisors a few months Jater.’ The Planning Code section
authorizing the CFD and requiring annexation into the special tax district provides that the
funding will be “as described in the Transit Center District Implementation Document.™
.Simply, there were no other sources of information upon which property owners could rely on
other than the Implementation Document, and the City and other public entities both invited and
accepted such reliance. A rational owaer could only expect that the valuation methodology and
underlying assumptions, ultimately used to establish the CFD, would not deviate radically from
the Implementation Document.

III.  Significant Errors in Methodolegy Underlying CFD Tax Rates,

Setting aside the fundamental changes in methodology from the Implementation
Document described above, the City’s current proposed CFD rates contain significant math
errors and incorrect assumptions which result in arbitrarily high values, and biases in valuation
methodologies. Although the City and OCII have acknowledged at least one error in the CFD
valuation methodology that artificially increased the CFD’s tax rates significantly, they did not
change the rates to reflect their admitted error. While not the full list, the following errors stand -
out as the most egregious, which have a substantial impact on projected valuation and therefore
Mello-Roos special tax rates and annual payments:

» Cyclical highs depicted as normal.  The City chose data from two high points in market
cycles, 2007 and 2013, to project values for office buildings. In practice, buildings” tax
basis changes regularly with the cyclical nature of the market, given the ability for

One Bush Street, Suite 400
San Francisco, CA 94104
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owners to file Prop 8 appeals. As shown on the attached Exhibit A, the CED would set
the valuation at a sale price that has only been achieved twice in San Francisco history.

o The City clearly recognizes the eyclical effect of interest rates when it calculates
the bond sales proceeds, but ignores them in the building valuations. For its CFD
bond sale calculations, the City projects higher interest rates in the future when
the bonds will be sold, recognizing today's interest rates are the lowest in history
and are not expected to be maintained in the future when the bonds will be sold,
thereby setting reasonable expectations of bond proceeds over time. By contrast,
in the building valuations the City projects that today's interest rates (and by
extension capitalization rates) will be maintained in perpetuity, which
significantly increases building valuations. The same assumption for the trend in
interest rates should be applied to both the properties and the bond sales.

¢« JIgnoring the cost of the CFD tax itself. The City failed to take into account the
operating expense cost of the CFD tax itself, which artificially inflates income (or
artificially reduces cost of ownership in the case of condos) and therefore property value.
The City acknowledged this error but has failed to readjust its valuation accordingly.

¢ Arbitrarily lowering operating expenses. In its office building valuation used to set
rates, the City arbitrarily and substantially lowered assumed operating expenses between
its 2012 and 2013 analyses. This reduction in operating expenses resulted in a massive
increase in projected values. The 2013 analysis assumed between $11 and $12 per square
foot of operating expenses, including all property taxes and assessments (including the
Mello). Assuming the RMA’s stated Mello rate of +/- $5 per square foot for a 50-story
building, the remaining $6-7 per square foot would barely cover property taxes, leaving
nothing for the operations of the building itself (which typically run $12-15 per square
foot). Correcting this error would bring the 2013 projected values much closer in line
with the City’s own 2012 analysis. There is no reasonable explanation for this change in
assumed expenses.

e Applying rates to Gross Floor Area, not net rentable/saleable square footage: The
TCG Valuation calculated values based on net rentable square footage (in the case of
office, retail, and rental residential) and net saleable square footage (in the case of for-
sale residential) reflecting a fair attempt to tax only revenue-producing square footage.
The City’s CFD rates, which were drawn directly from the TCG Valuation’s results
(0.55% was applied to TCG’s values to determine rates), should for consistency also be
applied to net rentable/saleable square footage. This was the case in the 2013 version of
the RMA, but the 2014 version applies rates to Gross Floor Area, which for residential
projects in particular is much larger than net rentable/saleable square footage.
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In drafting the tax formula, the City was required to achieve the equivalent of 0.55% of the
assessed value of the property in the CFD. The City has offered the TCG Valuation as a proxy
for the assessed value of the property in the CFD, and it is that valuation that is multiplied by
0.55% to produce the special tax rates. The owners question the use of the TCG Valuation as
being equivalent to assessed value, but there is no question that if such a valuation is used, it
must be consistent with customary valuation standards. To accept an incorrect valuation is
inconsistent with the Implementation Document and patently unfair to the owners. The valuation
used to set the tax rates has to be calculated correctly in order to achieve the 0.55% equivalency
that the Implementation Document requires. By implementing an incorrect valuation, the City is
artificially increasing the tax rates in violation of the Implementation Document.

IV.  Other Significant Changes from Implementation Document

Other provisions in the tax formila that was presented to the builders went beyond what
is in the Implementation Document, each of which results in an increase in tax rates from the
Implementation Document. For example:

A. There is nothing in the Implementation Document that discusses, authorizes, or
directs that the tax rates increase annually prior to obtaining a Certificate of Occupancy
(“COQ"), yet the proposed tax formula imposes annual adjustments prior to the first COO up to
4% per year.

B. There is nothing in the Implementation Document that discusses, authorizes, or
directs that the tax formula include a 2% escalator on the special taxes after the COO is received, -
yet the proposed tax formula has an annual 2% escalator, resulting in a 20% additional tax
burden. -

C. There is nothing in the Implementation Document that specifically requires that
different tax rates be applied to buildings with different numbers of floors. In fact, Table 5
indicates the opposite.” The result — increased tax rates not contemplated by the Implementation

Document.
V. What Changed?

In the past year, construction of the Transit Center has gone hundreds of millions of
dollars over-budget; the construction of the Transit Center’s signature rooftop park has been
postponed indefinitely; and a host of design features to the Transit Center were eliminated for
good.® Additionally, despite assurances in the Implementation Document that the CFD funds
- would be used to construct a number of public infrastructure projects around the Transit Center.
District, it now appears the majority of these funds will initially be used only on the Transit
Center itself. These changes, plus setting the tax rates based on errors in valuation methodology
and additions to the tax formula, all result in significantly higher taxes being used for different
facilities than contemplated by the Implementation Document.
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VI Conclusion.

The legislation before this Committee is inconsistent with the CFD contemplated by the
Implementation Document and adopted by the Board of Supervisors in 2012. The tax formula is
based on a property valuation that contains errors, and the tax rates are applied to square footages
inconsistent with both the Implementation Document and the analysis underlying the 2013 rates.
The tax formula contains significant additions that are not found in the Implementation
Docurnent. These changes appear intended to artificially increase the CFD tax to address a
project with significant cost overruns. As noted, the best illustration of this: in 2012, the
Implementation Document projected net proceeds of $420+ million (on an Net Present Value
(“NPV™) basis), but just one year later, in 2013, the CFD projected net proceeds of up to $1
billion, and now, in 2014, CFD bond proceeds in the current legislation are proposed not to
exceed $1,400,000,000. To raise taxes by orders of magnitude over a two-year period - while
-simultaneously abandoning the infrastructure improvements they were intended to fund - is
unreasonable and unfair.

Very truly yours,

REUBEN, JUNIUS & ROSE, LLP

/ i /7 L2
%;l%ﬁw { e =T

[:// p
James A. Reuben

! The Staff Report that accompanied the Resolution of Intention indicates that “rates were developed by the City’s
consuitant, Goodwin Consulting Group, based on criteria set forth in the TCDP Implementation Document.” It is
clear from careful study of the 2013 RMA and the Concord Group’s analysis that the rates were based on the
Concord Group’s work. We assume this is an error in the Staff Report.

2 San Francisco Planning Commission Motion No. 18635.

* San Francisco Board of Supervisors Ordinance No. 184-12.

* San Francisco Planning Code, § 424.8.

% Transit Center District Plan Program Implementation Document, Table 5, pg. 11 (adopted May 24, 2012, Plan.
Commission Resolution No. 18635). : '

§ “Transbay Transit Center will open without signature park.” 1. K. Dineen, SF Gate, Wednesday, June 25, 2014.
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REUBEN, JUNIUS & ROSE . .-

August 12, 2014

Delivered by Hand

San Francisco Board of Supervisors

1 Dr. Carlton B. Goodlett Place

" San Francisco, CA 94102

Attn: Angela Calvillo, Clerk of the Board

Re: San Francisco Community Facilities District No. 2014-1 (Transbay Transit
Center) Legislation
Board of Supervisors (“Board™) File Nos. 140644, 140645, 140814, 140815,
and 140816
Reply to Ken Rich Memo of July 14, 2014 Addressed to Honorable Members.
Board of Supervisors
Our File No. 7868.02

Dear Honorable Members:

On June 30, 2014, we submitted our letter (the “Reuben Letter™) to vour Land Use and Economic
Development Committee regarding the Resolution of Intention to Establish Community
Facilities District No. 2014-1 (Transbay Transit Center) and Resolution of Intention to Incur
Bonded Indebtedness in an amount not to exceed $1,400,000,000 for the San Francisco
Community Facilities District No. 2014-1 (Transbay Transit Center) (the “CFD”).

On July 14, 2014, we were provided a copy of a memorandum response from Ken Rich on
behalf of the Mayor’s Office of Economic and Workforce Development (the "Rich Letter”).
This letter is our reply to the Rich Letter.

Before addressing the Rich Letter, it is important to understand the basic objections that the
developers, owners, and project sponsors (herein, the “Owners™) have to the proposed rate and
method of apportionment (the “RMA”) for the CFD. The Owners understood they would be
required to join a CFD and have never objected to paying a special tax based on the
Implementation Document. The Owners understood that in adopting the ordinance that created
Section 424.8 of the Planning Code, the City incorporated the CFD parameters contained in the
Implementation Document. The Implementation Document contained the calculation and
justification of special tax rates (the “Rates™) for the CFD. In crafting the RMA, instead of

One Bush Street, Suite 400
James A, Reuben | Andrew J. Junius | Kevin H. Rose | Daniel A, Frattin San Francisco, CA 94104

) Sheryl Reuben' | David Siverman | Thomas Tunny | Jay F. Drake | John Kevlin tel: 415-587-9000
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incorporating the Rates established by the Implementation Document, the City unilaterally
increased the special tax rates and added escalators to the special tax rates based on a new
valuation study by The Concord Group (the “2013 Concord Group Study™).

No such re-valuation study was even alluded to in the Implementation Document, and yet it was
used to justify the provisions in the RMA. If implemented, the provisions in the RMA that were
unilaterally created by the City will increase the Rates by approximately 50% over the Rates in
the Implementation Document and then escalate these higher rates both before and after
certificate of occupancy, resulting in a further increase of the Rates in the Implementation
Document by another 50%. To put this in perspective, these changes add over $100 million in
additional tax burden to the Salesforce Tower alone and similar order of magnitude increases to
the other projects in the Transbay Plan Area. No reader of the Implementation Document could
have reasonably anticipated any such changes.

The unilateral action by the City is representative of the basic problem that has existed with this
process since the publication of the Implementation Document. Rather than forming the CFD
collaboratively as is done in every other instance of CFD formation, the City has acted
unilaterally, treating the CFD like a fee that is imposed by the City. Having explained the
Owners’ objections in the Reuben Letter in detail, we are extremely disappointed by the response
you received from Ken Rich. The response makes misleading statements, mischaracterizes the
content of the Implementation Document adopted by the Board and the Planning Commission,
secks to avoid critical valuation questions, and characterizes errors pointed out by the Owners as
concessions made by the City as part of a public-private collaboration. We have to laboriously
review the City’s responses to the Board regarding the Reuben Letter to demonstrate the
underlying misunderstanding of the Implementation Document and problems in the attempted
dialogue by the Owners with the City.

We hope that you can take the time to review this letter closely as we believe it exhaustively
examines this issues and responds to the Rich Letter. A summary of the issues covered in this
letter:

1. The Implementation Document Did Not “Expressly State” That the Rates Were
“Merely Illustrative” This contention in the Rich letter is false. There is no express
~ statement in the Implementation Document that the Rates are “merely illustrative™
Further the words “merely illustrative” or even “illustrative” do not appear in the
Implementation Document, nor is there any language in it which could lead its readers to
the conclusion the Rates were expressly stated as merely illustrative. This is a
fundamental mischaracterization of what the Implementation Document expressly states.
By contrast, there are other impact fees in the Implementation Document W}uch are
clearly described as “For Descriptive Purposes Only”.

2. City Confuses “Revenue” and “Rates” This is a fundamental misunderstanding
illustrated by the Rich Letter. The revenue projections in the Implementation Document
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San Francisco, CA 94104

tel: 415-567-9000
fax: 415-399-9480

REUBEN, JUNIUS & ROSELU’ www.reubentaw,com

1423



Board of Supervisors
August 12, 2014
Page 3

are expressly stated to be estimates only because the pace and type of development are
unknown (and therefor the timing of CFD payments is unknown), but the per square foot
Rates are not uncertain or subject to change, modification, or additional study. The Rates
were fixed in the Implementation Document as passed unanimously at the Planning
Commission and the Board of Supervisors.

3. Annual Escalators Clearly Never Included or Conteroplated by Implementation
Document: The Rich Letter’s conclusory claims that annual escalators are consistent
with the Implementation Document are contradicted by the plain language of, and the
notable omissions in, the Implementation Document. The City improperly added features
to the CFD that could not have been reasonably anticipated by readers of the
Implementation Document, including annual escalators, increasing a property’s CFD tax
liability by up to 81% (in the final year of the tax) --a staggering increase. Moreover,
annual increases fail to reflect the reality that a property’s assessed value is highly
cyclical. :

4. Developer Pro forma for OCII Demeonstrated Reliance oo Rates: The Rich Letter
misleadingly claims that there are no pro formas for redevelopment parcels purchased
from OCII that demonstrate the Owners’ reliance on the Implementation Document’s
Rates. Block 9°s pro forma did just that.

5. The Formation Study Called For By The Implementation Document Did Not Call
for Re-Valuation: The Implementation Document calls for a “detailed CFD formation
study” not a new valuation based on an updated study. The formation study is intended
to define the non-value criteria for the per square foot rates because it is illegal to have -
the rates tied to value (which is the basis the City used for developing the per square foot
tax assessments). The claim that the 2013 Concord Group Study is the CFD formation
study called for in the Implementation Document is absurd as it does not evaluate
alternative rate arrangements or anything else called for in the Implementation
Document. Once again, there simply is no language in the Implementation Document
informing its readers that an updated valvation study would be undertaken, and the
Implementation Document itself justifies the values and Rates as stated.

6. Implementation Document Expressly Demonstrates That Mello-Roos Special Tax
Adversely Affects Property Value: The Implementation Document itself actually
demonstrates that the CFD tax will adversely affect property (Table 5). Additionally,
common sense dictates that landlords participating in the CFD will have substantial
difficulty raising rents to offset the CFD costs, as competing properties in the Transit
Center District that will not have to join the CFD will also benefit from the infrastructure

Improvements.

7. Failure to Account for Impact of Mello-Roes Special Tax in 2013 Concord Group
Study is Inconsistent with Implementation Document and Valuation Standards. The
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2013 Concord Group Study fails to account for the costs of the CFD special taxes
themselves in evaluating values. This is a fundamental flaw as it is inconsistent with the
Implementation Document, violates California Debt and Investment Advisory
Commission appraisal guidelines and common sense. The proffered reasoun for not
including the CFD special taxes as a cost — the offset against the benefits of the CFD
improvements — is belied by the fact that the 2013 Concord Group Study makes no
attempt to subtract out the supposed benefits of the CFD improvements (which is
required if there is to be an offset).

8. Assessed Value: The City’s analysis and value conclusion in the RMA fails to adhere to
a critical requirement of the Implementation Document — that the Special Tax not exceed
55% of Assessed Value. Because of the cyclicality of property values, careful
consideration is required for value determination and resulting per square foot rates,
Assessed values both rise and fall. If a cyclically high value is selected for the base
value and property values fall significantly, the Special Tax will be in excess of .55% of
Assessed Value. Unlike actual property taxes, Owners have no ability to appeal their
CFD Special Taxes and have taxes adjusted to reflect reduced value like they do the Real
Estate Taxes {Proposition 8).

9. Operating Expense Error Not Addressed — This Error Accounts for 75% of the
Contested Valuation Increase: The Rich Letter glosses over arbitrarily lowering
operating expenses in the RMA. This unexplained and unsupportable 46% reduction in
operating expenses (between the Implementation Document and theRMA) results in an
erroneous increase in projected building values of almost $250 per square foot.

10. Owner’s Objections Ignored: Although City representatives have occasionally agreed
to the Owner’s requests for meetings, to-date, the City has only made changes to the
RMA designed to address errors and mistakes in the initial CFD formation process, and
has disregarded other problematic aspects of the CFD as currently drafted.

For clarity, we have organized our reply by the issues identified in the Rich Letter, with relevant
excerpts from the Rich Letter followed by our response. Portions the Rich Letter appear in
italics below. Highlights have been added for emphasis.

A The Proposed Rates are Inconsistent with the Implementation Document.

The proposed rates in the RMA are inconsistent with the Implementation Document. The Rich
Letter’s conclusions and citations are misleading and do not reflect the true intent of the
Implementation Document approved by this Board.
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The Rich Letter states:

Developer Objection #2: The proposed rates are inconsistent with proposed rates and
reverues as shown in the Implementation Document.

City Finding #2 - Rate Consistency with Implementation Document

City Findings: The proposed rates are consistent with the Implementation Document,
which states that “new development..would pay a Special Tax equivalent to 0.55
percent of the assessed value of the entire development project,” updated to reflect 2013
values (as proposed to be amended — see further discussion of net vs. gross square
footage in paragraph 5, below). Similarly, the City updated projected revenues and
expenditures to reflect rates based on 2013 values and current development assumptions
consistent with the Implementation Document. The Implementation Document provided
illustrative special tax rates for the different types of land uses to be covered by the
CFD, which rates were lower than the rates in the Proposed RMA. The Implementation
Document expressly stated that the rates listed in thai document were merely
illustrative, were based on 2007 values, and would be updated as part of the CFD
Jormation process. Accordingly, it is not reasonable for the Developers to have
concluded that the rates approved in the CFD legislation would not exceed the rates
provided in the Implementation Document.

City’s analysis

The Reuben Letter ignores this provision of the Implementation Document and, instead,

relies instead on tax rates listed on page 11 of the Implementation Document. However,

as explained in the Implementation Document, these rates were merely illustrations of
potential rates, were based on a market analysis conducted by the Concord Group in
2007, were for purposes of projecting future revenues only, and were expressly intended
to vary aver time based on actual revenues. The Implementation Document makes clear
on page 4 that the values in the Implementation Document would not apply: "It should
be noted that the revemue projections discussed below are based on market data

gathered in 2007 and updated in 2012 to reflect the best estimate of potential full-build-
out of likely development sites in the Plan area over a 20- year period (and as analyzed
in the Transit Center District Plan Environmental Impact Report). Actual revenues may
be greater or lesser depending om economic cycles, pace of development, and the

specifics of future development in the disirict.”

Our response:

I. Per Sguare Foot Rates not Merelv Hlustrative.

The City’s contention that the Mello-Roos special tax rates in the Implementation Document
were “expressly stated” as “merely illustrative” is false and misleading. A search of the
Implementation Document clearly reveals that the words “merely illustrative™ or “illustrative”
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never appear in the Implementation Document, nor is there any language m the Implementation
‘Document that could lead the reader to the conclusion that the per square foot rates were
“expressly stated” as “merely illustrative”. To claim otherwise is false and misleading.

By contrast, in the section of the Implementation Document relating to the new impact fees for
both Open Space and Streets & Transportation, the Implementation Document includes the
following language:

“The description of the Fee that follows is for descriptive purposes only. Fee
amounts and procedures are established in the Planning Code in Section 4XX.X,
et. seq., and may vary over tme as periodically amended and as allowed or
required by law.” (emphasis added) (Page 5 under Impact Fees, Open Space and
page 7 under Impact Fees, Streets & Transportation Fee - see highlighted
language in attachment.) .

Clearly, the author of the Implementation Document understood how to reserve the right to alter
~ the fees that appeared in the Implementation Document and did precisely that with the language

cited above. No similar languase appears in the Implementation Document anywhere in the
sections related to the description of the Mello-Roos Community Facilities District and the Rates

to be charged.

2. Rates Based on 2012 Analvss, not 2007.

City’s response that the Implementation Document Rates are not valid because they were based
on a market analysis conducted by the Concord Group in 2007 is contradicted by the very
passage the City cites where the Implementation Document states clearly that the market data
was already updated in 2012 for the Implementation Document:

“It should be noted that the revenue projections discussed below are based on
market data gathered in 2007 and updated in 2012” (Page 4)

Under any circumstances, there is no passage, footmote, or other language suggesting that the
market data and valuation in the Implementation Document is unreliable.

3. Rates Used in Implementation Document Were Not Just for Future Revenue
Projections. '

City’s response that the Rates used in the Implementation Document “were for purposes of
projecting future revenues only” is found nowhere in the Implementation Document and is in
fact contradicted by the Implementation Document itself.

“Table 5 shows the total revenues that would be generated by a CFD in the Plan Area if
implemented as envisioned in the Funding Program.” (Page 11, emphasis added)
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“The table shows the total Special Tax revenues and Net Present Value of
those revenues assuming that the Plan is adopted i 2012 and build-out
begins in 2015 (page 11)

This paragraph clearly implies that the Rates are established if the Plan is adopted in 2012, which
it was. »

Indeed, the Implementation Document goes to great lengths to make it clear to the reader (Board
of Supervisors, Planning Commission, and the public) that uncertainties in projections of future
CFD revenue were not in the per square foot Rates themselves, but rather in the timing and
nature of development, i.e., which land uses would be constructed (each paying at a different
rate), and when the resulting Special Taxes would start: :

“Actual revenues may be greater or lesser depending on economic cycles, pace of
development, and the specifics of future development in the district.” (Page 4 —
see further discussion below)

If the Rates were intended to be revised, the Implementation Document would have said so in
this passage.

4, The Proposed Rates are Inconsistent with the Implementation Document

The City’s contention that the proposed Rates in the RMA are consistent with the
Implementation Document is misleading as the rates in the RMA are not the same as the Rates in
the Implementation Document, the contention ignores a2 fundamental valuation error in the 2013
Concord Group Study, i.e., the significant reduction in operating expenses and the omission of
the special tax cost, and the RMA adds escalators which were not considered in the

Implementation Document.

The operating expense error alone results in 75% of the increase in the value estimates that were
used to calculate the rates in the RMA. Owners have been attempting get the City to respond to
this error for months with no explanation for the reduction in operating expenses — see more
detailed discussion later in this letter (pages 17 - 19).

Additionally, the City’s contention that the proposed rates in the RMA are consistent with the
Implementation Document is misleading as it ignores a fundamental change in the rate
methodology. The RMA includes two escalators: (i) a pre-Certificate of Occupancy (“Pre-
COO™) escalator and (if) a post-Certificate of Occupancy (“Post-COO™) escalator of 2% per
annum. There is nothing in the Implementation Document that discusses, implies, or authorizes
" any Rate escalator. These Rate escalators increase the tax burden by 81% (by the final year of
the Special Tax). Suggesting that this is consistent is disingenuous at best — see more detailed
discussion later in this letter (pages 24 - 25).
One Bush Street, Suite 400
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Please note that the Pre-COO escalator also has the potential effect of causing the tax burden on
a building to differ (perhaps dramatically) from the tax burden on another bmlding developed
later of similar size and use, causing one Owner in the CFD to have a competitive advantage
over another Owner in the CFD.

The City cites the following statement in the Implementation Document to justify that Owners
should not rely on the Rates in the Implementation Document:

“It should be noted that the revenue projections discussed below are based on market
data gathered in 2007 and updated in 2012 to reflect the best estimate of potential full-
build-out of likely development sites in the Plan area over a 20- year period (and as
analyzed in the Tramsit Center District Plan Environmental Impact Report). Actual
revenues may be greater or lesser depending on economic cycles, pace of development,
and the specifics of future development in the district.”

What this statement CLEARLY says is the actual revenues may vary due to economic cycles.
This statement does NOT say that the Rates would be different or that different values would be
used _to set the Rates, or that escalators or other methodological or assessment changes were
going to be proposed that would change the revenue projections. If changes in the per square
foot Rates or the addition of escalators had been envisioned or contemplated, these factors would
be much more significant variables in the projected revenues than the effects from timing and

would clearly have been mentioned.

The Implementation Document goes to great lengths to make the reader (Board of Supervisors,
Planning Commission, and the public) aware that the revenues were only estimates because the
pace and type of development was uncertain, therefore the timing of revenues would be
uncertain:

“The projections of revenue in the plan are based on historical trends and the reasonable
assumption that demand for commercial and residential development will at least match
these average trends over time accounting for expected economic cycles” (page 4)

“New development in the Plan Area is expected to occur over many years. The amount
and type of development will be affected by market fluctuations and subjective decisions
of individual property owners and developers.” (page 11)

“Because it is not possible to predict which properties might be developed in which
years, the projections assume an even spread of the total Plan build-out over a 15-year
period. For comparative purposes with historic construction and absorption, this build-out
schedule represents an average annual production and net absorption of 400,000 gross
square feet of office space. This is on par with San Francisco’s downtown average
production and absorption over the past two decades {and represents a little less than half
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of the annual citywide production). In actuality, development and revenues will likely
occur in much more concentrated and larger lumps spread out over the buﬂd out

horizon.” (page 11)

The Implementation Document is extraordinarily clear that projecting the revenues — based on
the Rates established by the Implementation Document — is only uncertain due to the un-
predictable timing of development. The Implementation Document makes no mention that the
Rates were uncertain.

The Clty continuously attempts to blur the critical distinction between “revenues” and “Rates” to
mislead this Board.

B.  Owners Reasonably‘Relied on the Implementation Document Rates.

Owners reasonably relied on the Rates in the Implementation Document. Unlike revenue
projections, the Implementation Document does not state that the Rates listed in Table 5 were
subject to change or were projections that would be modified upon completion of additional
studies. The Rich Letter attempts to explain this away with an outright false statement about the
data in the Implementation Document.

The Rich Letter states:

City Contention - the Developers should have reasonably assumed that rates would
reflect market values updated closer to the time of CFD formation — and not be locked in
“at 20007 values.

Our response:
This is another incorrect statement meant to mislead the Board.

First, this statement is actually a misrepresentation of the “lock-in” date. As noted above, the
Implementation Document states that market data collected in 2007 was updated in 2012 for the
Implementation Document (underlining added).

“It should be noted that the revenue projections discussed below are based on market
data gathered in 2007 and updated in 2012 to reflect the best estimate of potential full-
build-out of likely development sites in the Plan area over a 20- year period (and as
analyzed in the Transit Center District Plan Environmental Impact Report). Actual
revenues may be greater or lesser depending on economic cycles, pace of development,
and the specifics of future development in the district.” (Page 4)
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The Rich Letter conveniently omits the data update in 2012 from its argument because it
knows that relying on the Rates in the Implementation Document is reasonable.

Second, there is no language in the Implementation Document that says Rates will be updated to
reflect “market values closer to time of CFD formation.”

As explained above, the revenue projections do not include any statement that the Rates applied
in creating those projections were subject to change; it is the revenues that are subject to change
based on the pace of development. The Implementation Document assumes that the CFD will be
adopted along with the Transit Center District Plan in 2012, which it was, and that the Rates are
based on the Implementation Document:

“The table shows the total Special Tax revenues and Net Present Value of those
revenues assuming that the Plan is adopted in 2012 and build-out begins in 2015”
(page 11)

C. Block 9°s Pro Forma Demonstrates Reasonable Reliance on the Implementation
Document Rates.

The Rich Letter falsely claims that there are no pro formas for redevelopment parcels purchased
from OCII demonstrating the Owners’ reliance on the Implementation Document’s Rates. Block
9 did just that.

The Rich Letter states:
3. Consistency of Proposed RMA with Developers’ pro formas submitied to QCIT

Developer Objection: Project sponsors and property ownmers relied on the
Implementation Document when calculating the value of land purchased from QCII and
from private parties, and the City and other public bodies involved in the Transit Center
District Plan were aware of such reliance. ‘

City Findings: The Developers selected by the TIPA fo negotiate and eventually
purchase the publicly- owned parcels in Zone I of the Transbay Redevelopment
Project Area were aware of the per-square-foot rates included in the 2013 RMA prior
to purchasing the land at the purchase price offered at the time of submittal.

City Response: The pro formas included in the winning proposals responding to the
Blocks 6/7 and Block 9 RFPs included operating assumptions that OCI considered
reasonable. But the CFD payments were not listed as separate line items, therefore, the
actual rates assumed by the bidders were not explicitly indicated and were not validated
by OCIL
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Our response:
For Block 9, the City’s statement is simply incorrect.

From the Avant/BRIDGE team’s RFP response, Section 7b, Financial Proposal, pages 99-100, it
clearly shows the Operating Expense Summary for the Market Rate portion of the Project. The
last section is Taxes, in which a separate line item for Mello-Roos is also clearly shown. The
figure is $1,086,827, and the assumption of 0.55% is shown to the right of that figure. The
figure was not explicitly expressed in terms of dollars per rentable square foot (at that time, the
City’s guidance was still given as 0.55%, not as a dollar per-square-foot number). However, the
net area of the Market Rate Portion is clearly shown in a table on page 98 — 291,945 sq ft. 1Itis
clear within a simple division that the pro forma Mello-Roos assessment was $3.72 per sq ft,
which is substantially less than the $4.92 per sq fi. figure from the 2013 RMA (for buildings 41-

45 stories).

D. The Implementation Document Does Not Call for Valuation Based on an Updated
Study. v

The Rich Letter misleadingly intimates that the Implementation Document calls for an updated
valuation study after its adoption. This is contradicted by both the plain language of the
Implementation Document and a fair reading of the four-page feasibility assessment included in

the Implementation Document.
The Rich Letter states:
6) A Contains Ressonable Valuation Rates

Developer Objection: The City chose data from high points in the market to project
values for office buildings.

City Findings: The Implementation Document called for the special tax rates to be
based on a property value study at the time of approval of formation of the CFD. The
values used to determine the initial CFD rates are based on value estimates in the
Concord Group Studies (as of April 2013), consistent with the requirements of the
Implementation Plan. Prior to the City’s issuance of a Certificate of Occupancy, the
rates can adjust within a floor and ceiling of 4 percent, instead of open ended
adjustments based on changes in value — a feature that was intreduced in response to
a request from some of the Developers for greater certainty about future special tax

rates.
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City Response: As outlined above, the Implementation Document provided for the
special tax rates to be based on a study of real estate values at the time of approval of
Sformation of the CFD (“The Special Tax structure would likely not be directly related
to property value. Rather, it will likely be assessed based on a variety of factors, as
determined through a detailed CFD formation study, such as the amount of developmeni
on the property and other factors, and the Special Tax will be a per-square foot
assessment. However regardless of the ultimate methodology and tax structure, the final
Special Tax assessed to each property will be calculated to be equivalent to 0.55 percent
of property value.” Implementation Document, p. 10). In other words, the base special
tax rates in the Proposed RMA are not, as suggested in the Reuben Letter, based on
2013 property values because the City chose data from high points in the market,
Rather, the base special tax rates in the Proposed RMA simply reflect property values at
the time of the approval of formation of the CFD because that is what is required by the
Implementation Document.

Our response:

This is another misleading statement. The highlighted language “the Implementation Document
provided for the special tax rates to be based on a study of real estate values at the time of
approval of formation of the CFD” does not appear in the Implementation Document.

The City supplies the following passage from the Implementation Document to support this
contention that there will be another study of real estate values.

“The Special Tax structure would likely not be directly related to property value.

Rather, it will likely be assessed based on a variety of factors, as determined

through a detailed CFD formation study, such as the amount of development on

the property and other factors, and the Special Tax will be a per-square foot

assessment. However regardless of the ultimate methodology and tax structure,

the final Special Tax assessed to each property will be calculated to be equivalent
. to 0.55 percent of property value.”(Implementation Document, p. 10.)

To suggest that this statement requires another valuation study is a complete
mischaracterization of this quote. The Mello-Roos Act requires that certain officers of the City

prepare a detailed report in connection with the CFD formation. The Owners would be correct
in assuming that the “detailed CFD formation study” was a reference to the report required by
the Mello-Roos Act. The CFD Formation Report is intended to identify factors that will be
utilized for the per square foot assessment rates since property value, which the City plan
utilizes to derive per square foot rates in the Implementation Document {and the disputed
RMA), is illegal under the Mello-Roos Act.
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For the City to claim that the 2013 Concord Group Study constitutes a “detailed CFD formation
study” that outlines the “variety of factors” used to determine the Rates is ludicrous. The 2013
Concord Group Study is nothing more than a valuation analysis of property in the City.

If another real estate valuation was called for, the Implementation Document would have stated
that (as it mentioned by name the 2007 study and 2012 update) as it could have significant
implications for the per square foot Rates and the resulting revenue projections.

In the page four (4) introduction, the Implementation Document states:

“Lease rates are rising substantially, vacancies are falling substantially, and new
construction of several recently entitled buildings in underway in 2012. The projections
of revenue in the plan are based on historic trends and the reasonable assumption that
demand for commercial and residential development will at least match these average
trends over time accounting for expected economic cycles”

If the intent was a future re-valuation and setting of CFD per square foot Rates, it would have
been simple and obvious to revise the above statement to state that the substantially rising lease
rates are anticipated to increase building values and as a result when the final CFD Rates are set,
Rates and revenues could be substantially higher.

In fact, it was assumed in the Implementation Document that this CFD would be formed at the
time the Plan was adopted in 2012, and that the Rates would be the Rates in the Implementation
Document and that the CFD formation study would come up with variables other than value,
which had been established in the Implementation Document, as the basis for the per square
foot Rates,

The Implementation Document contains a four page Mello-Roos CFD Feasibility Assessment
(pages 11-14) wherein the proposed values and per square foot Rates are justified as
supportable. There is no suggestion in the Feasibility Assessment that the values or Rates are
“illustrative’ or that other Rates or structures will be analyzed or implemented.

E. Both the Implementation Document and Common Sense Demonstrate that the
CFD Tax Is a Significant Cost Factor That Will Adversely Affect All Types of

Buildings.

The Owners demonstrated — and the City admits — that the cost of the CFD taxes levied against
property in the CFD were not taken into consideration as an expense in the 2013 Concord
Group Study. As shown below, the City asserts that there is no need to account for the
significant cost of the CFD because the costs would be offset by increases in value coming from
the infrastructure financed by the CFD.
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The Rich Letter states:

7. Impact of CFD special tax on property values

Develaper Objection: The City failed to take into account the operating expense cost of
the CFD tax itself, which results in an overstatement of property values and special tax
rates that are too high. :

City Findings: There is no conclusive evidence to support a conclusion that the CFD
will have a significant adverse impact on property values in the CFD. The Proposed
RMA is consistent with the Implementation Document, which concludes that the
property values used to establish the special taxes should not be reduced to reflect the
costs of paying the CFD special taxes because the costs would be largely off-set by the
increase in value stemming from the infrastructure financed by the CFD.

City Response: The Implementation Document addressed this issue (pp. 12-14 and
Tables 5-7); "While no conclusive studies exist on the subject, many professional
economic analysts have concluded that at the vates proposed for the Transit Center
District Plan, there is no evidence, including in San Francisco specifically, to conclude
that Mello-Roos special taxes have a significant or even appreciable negative impact on
either development feasibility or property values.”

Cur response:

The Implementation Document expressly recognizes and includes the negative impact of the
CFD Special Tax on property values:

“New calculations conservatively assume that Mello-Roos payments are factored into
Net Operating Income for commercial properties, thus reducing their capitalized value”
(page 11, Table 5 footnote 2)

Further, Table 7 of the Implementation Document - Conservative Scenario (rents are as
projected in the Implementation Document and commercial owner bares the cost of the tax)
documents that a 9.16% reduction in value results from the proposed $3.33 per square foot
Special Tax.

The references to the CFD not having an impact are all anecdotal and unsupported by the
analysis. In fact, the analysis suggests that only if rents are higher than expected by an amount
equal to the tax ($3.33 per square foot for office), then returns and values will not be adversely
affected by the CFD tax — this is obvious, but doesn’t change the conclusion about the negative
value impact which is why it was included in the analysis. The un-discussed corollary to this
sensitivity analysis is this: if rents are lower than forecast, the negative effect on value from the
proposed Special Tax will be magnified.
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The failure to include the Special Tax is a fundamental flaw in the 2013 Concord Group Study
for a number of reasons:

1. It is fallacious to state that the benefits from the CFD-financed improvements offset
the costs of the CFD special taxes when the 2013 Concord Group Study does NOT
subtract the “benefits” from the valuation in any way. When there is an offset in a
valuation study, both the revenue item and the cost itemn would be eliminated. Yet,
there is nothing in the 2013 Concord Group Study that subtracts out the “value”.
associated with the CFD facilities.

2. In connection with the issuance of Bonds by a CFD, the issuer must commission an
appraisal of the property in the CFD to demonstrate that there is sufficient value to
support the Bond issue. That appraisal must meet the standards of the California
Debt and Investment Advisory Commission (“CDIAC™) in their Appraisal Standards
for Land-Secured Financings (the “Standards™) and the Recommended Practices in
the Appraisal of Real Estate for Land-Secured Financings (the “Practices”™).’ Not
surprising, these guidzlines make very clear that in evaluating the value of property,
the cost of the CFD special taxes must be taken into account as a cost factor, as
demonstrated by the excerpts below: :

a. Infrastructure Financed through Special Taxes and Assessments.
Privately financed infrastructure improvements represent a direct cost to the
developer that should be deducted from gross cash flow, as these costs depress
the retum on the initial Iand investments .... In other words, the value of the
land should taks into consideration the fimding for the improvements that are
financed by improvement bonds paid from special taxed or assessments levied
on the property. (Standards, page 15)

b. Sales Comparison Approach: Discounting Retail Values to Reflect Special
Tax and Assessment Liens. Appraisals under the Sales Comparison
Approach should be adjusted to reflect the differences between the subject of
the appraisal and the comparable properties that affect value. These
differences include not only physical differences in location, square footage,
and construction quality, but alse differences in tax burdens. (Standards, page
23)

c. Value Subject to Lien. Appraisals for properties in a CFD must be based on
the value of the property taking into consideration the infrastructure
improvements that will be funded by the proposed bond issue. The appraiser

! The CDIAC Standards and Practices are intended for the appraisal that must be used before bonds are issned but

should apply equally when valuing property in a CFD prior to a bond issue.
: One Bush Street, Suite 600
San Francisco, CA 94104

tel: 415-567-2000
fax: 415-399-9480

REUBEN, JUNIUS & ROSE.LLP : wwwredbenlaw.com

1436



Board of Supervisors
August 12, 2014
Page 16

must also take into account the contributing value of the infrastructure
improvements financed by the special tax lien and adjust the price of the
subject property accordingly. (Practices, page ii)

3. The City also asserts that the CFD will have no adverse impact on the property in the
CFD. However, the Implementation Document itself achially demonstrates that the
CFD tax will adversely affect property. The Implementation Document itself shows that
the CFD would have an adverse impact on property value. Table 5 from the
Implementation Document analyzes the Assumed Value Impact % from the CFD and
finds an tmpact on value. Commercial uses are shown to have a 6.875% value decrease
from the Special Tax at the Rates proposed in the Implementation Document. If the
study had used the valuation capitalization rate of 6% instead of 8% (it is telling that no
reason is given for why a different rate would possibly be used, as there is not one) the
impact would be 9.1% value decrease. This 9.1% value decrease is confirmed by Table
7 of the Implementation Document - Conservative Scenario. In fact, using the 5.5%
capitalization rate and proposed assessment in the RMA, reduces value by 10%. The
study assumes, without any evidence that the value impact would be half as much for
residential as it believes buyers would not discount their offers because of the tax. -

Many buildings in and around the Transit Center District that are not subject to the CFD tax, but
will also benefit from the future transit improvements. This will significantly diminish the
ability of a landlord who is subject to the CFD to raise rents to offset the cost of the CFD tax
(another point made by the Rich Letter). This straightforward logic—in contrast to the Rich
Letter’s somewhat tortured explanation in reliance on the 2013 Concord Group Study—is
reflected in the CDIAC Standards and Practices discussed above.

F. The Rich Letter Glosses Over the Effect of Lowering Operating Expenses.

The Rich Letter glosses over the effect of lowering operating expenses. The City’s unexplained
46% reduction in operating expenses leaves less than $1 per square foot to run a building. Once
again, the City’s response to the Owners is to disavow a document—this time the RMA—and
introduce a new set of assumptions to justify its errors.

The Rich Letter states:
8. Lowering operating expenses

City Findings: The Reuben Letter mischaracterizes the operating expense
assumptions made in the Concord Group Studies. In addition, the Concord Group
reports that the office operating expenses used in the Concord Group Studies were
conservative and reasonable for the purpose of its study, which analyzed valye
potential for generic buildings in the plan area. The Concord Group also believes that
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the net operating income (“NOI”) assumptions embedded in the Concord Group
Studies (NOI is calculated by subtracting operating expenses from gross rental
incorne) are significantly more important to the Concord Group Studies’ valuafion
conclusions than operating expense assumptions viewed in a vacuum, and that the
NOI assumptions are supportable and conservative.

City Response: In the Concord Group Studies, the Concord Group analyzed value
potential for very generic buildings in the plan area, without specifying architecture,
massing, layout and location, among others factors. The Concord Group then compared
its high-level pro-forma with specific market information, including comparable sale
and leasing data, to ensure supportable conclusions. '

Specifically with respect to office operating expense assumptions, the Concord Group
reports that it modeled office operating expenses as a percentage of gross potential rent
so that operating expenses could grow with rents from the base of a tower to its highest
Aoor. The Concord Group Studies did not assume, as claimed by the Reuben Letter,
between $11 and 812 per square foot of operating expenses. Rather, its analysis
assurnes office operating expenses (without identifying the CFD special tax as a
Separate cost item, as discussed in paragraph 7 above) between $11 per square foot (for
very small buildings) to nearly $20 per square foot for a 50-story building.

Our response:

We did re-examine the Concord Group’s 2013 study and found it used a +/- $16 per square foot
operating expense assumption for a 50-story building, not the $11-12 per square foot we had
previously understood it to he. While not as egregiouns as previously thought, the 2013 Concord
Group Study represents an unexplained 46% reduction in assumed operating expenses from
the $29.65 used in the Implementation Document to $16.00 per square foot. We would also
point out that referring to- $16 per square foot as “nearly $20G per square foot” is gross
exaggeration (25%) and seeks to minimize the error.  See attached chart comparing operating
expenses in the 2007, 2012 and 2013 studies by The Concord Group for the City.

The inappropriateness of the 2013 Concord Group Study’s $16.00 per square foot TOTAL
operating expense assumption is easy to document as it barely covers the real estate taxes and
Special Tax assessment based on their $875 per square foot valuation as follows.

Real Estate Taxes 1.1188% x $875psf Value = $10.3950 per square foot
Special Taxes 0.5500% x $875psf Value = $04.8125 per square foot
TOTAL Taxes 1.6688% x $875psf Value = $15.2075 per square foot

$16.00 per square foot leaves less than $1.00 per square foot to operate the buildings after paying
the combined Real Estate Taxes (1.188%) and the Special Tax (.55%) at Concord’s concluded
value of $875 per square foot. This is just plain untenable.
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Conversely, the unsubstantiated $13.65 per square foot reduction in operating expenses (from
$29.65 per square foot in the Implementation Document to $16.00 per square foot in the 2013
Concord Group Study), increases projected Net Operating Income by $13.65 per square foot,
which in turn is capitalized at 5.5% for a resulting unsubstantiated value increase of $248 per
square foot.

Further, this error should have been readily apparent to The Concord Group in both their income
approach and comparable sales approaches to value. In their income approach, despite some
methodology changes (height premium, ete.) and a 50bp reduction of cap rate, the basic assumed
rent was not materialiy different than in the Implementation Document, but the resulting values
had gone up almost fifty percent (50%) and the projected values were now greater than all but
two sales in the history of the City of San Francisco office building sales. See attached historic
chart of all San Francisco office building sales. Compounding the obviousness of that error was
the fact that none of the sales in the history of San Francisco had a Mello-Roos assessiment
anywhere close to the proposed assessment. Thus, these comparable sales would need to be
adjusted downward for the effect of the Mello-Roos (per previous discussion). Once an
adjustment was made for the Mello-Roos, the conclusion was that all tall office buildings in the
Transbay would be worth more than any office building in the history of San Francisco. See
attached chart adjusting sales for the effect of Mello-Roos.

The City is now attempting to both minimize the importance of this error and attempt to
introduce a single transaction after the RMA to obviate their error. Single transactions do not
make a market, nor can they be used as a proxy for all values. Once again, the City is attempting
to disavow aspects of a document passed by this Board that it finds inconvenient—in this
instance, the operating costs inherent in the Rates established by the Implementation
Document—by not addressing the issue and attempting to change the assumptions.

G. The Implementation Document Demonstrates the City Improperly Added Annual
Escalators to the CFD

The Rich Letter’s conclusory claims that the RMA is consistent with the Implementation.
Document are contradicted by the plain language of, and the notable omissions in, the
Implementation Document. The City improperly added features to the RMA that could not have
been reasonably anticipated by readers of the Implementation Document, including annual
escalators. These escalators increase the tax burden by up to 81% over the Rates in the
Implementation Document.
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The Rich Letter states:
10. mplementation Docyment does not discuss escalating factors or different

rates for different herght buildings

Developer Objection: There is nothing in the Implementation Document that discusses,
authorizes, or directs that the tax rates a) increase annually prior to obtaining a
Certificate of Occupancy (“COQ”); b) include a 2 percent escalator on the special
taxes after the COQ is received, or ¢) appbz different tax rates to buildings with different
numbers of floors.

City Findings: The proposed RMA is consistent with the Implementation Document.
The factors described above are all inputs that factor into the tax rates to more
accurately reflect the true value of a proposed development project over time.

City Response: As explained above, the base special tax rates in the Proposed RMA are
consistent with the Implementation Document, which states: “new development...would
pay a Special Tax equivalent to 0.55 percent of the assessed value of the entire
development project...”

Our response:

The Implementation Document clearly states on page four that “calculation methodologies and
total revenues projections of these two funding mechanisms (impact fees and CFD} are
discussed in turn below.” No escalators were included, either by written reference or in the
revenue projection table. There is no mention of the potential use of an escalator anywhere in
the Implementation Document, and there is no direction or authorization provided to the City to
include escalators in the RMA. Escalators are very significant and increase the tax burden

tremendously.

The Pre-COO escalator and the Post-COO escalator increase the maximum tax over the life of
the CFD. The post-CQO escalator alone increases the CFD tax rate by 81% (in the final year of
escalation). This is a hugely material fact that Owners could not have reasonably anticipated.

Escalators are significant enough that the California Legislature requires that homeowners be
notified of any escalators before they buy a home. Because of their large impact, escalators are
always an item of deliberation when forming a CFD, and just as many CFDs in California do not
have escalators as those that do. It is simply not reasonable for the City to assume that the
Owners would assume two separate escalators as part of the Implementation Document when
there 1s not one word about it in the entire document.

Moreover, the notion that instituting an annual escalator more accurately reflects the true value
of a proposed development project over time completely ignores the requirement that the
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Special Tax be equivalent to 0.55% of Assessed Value. The owners have spent months trying
to get the City to reflect true building values over time {consider cyclicality) and how this is
reflected in Assessed Values. The City has consistently stonewalled the Owners who have
pointed out that: '

1. Assessed Values go down regularly via use of a Proposition 8 appeal, not up
every year. We would welcome input from the Assessor’s office on data on Prop
8 appeals;

2. Assessed value represents an average of the up and the down markets as a result
of Proposition 8 appeals and a limit on increases;

3. Values do not consistently go up every year — this is an incredibly cyclical
market;

4, Trajectory of value is hugely dependent on starting point (e.g., if you begin at
cyclical low vs. cyclical high vs. the average);

5. Current interest rate market is historically unprecedented and has resulted 1n asset
inflation. Imterest rate normalization will result in asset deflation; and

6. Current Rent environment is a cyclical up market.

It should be noted that the only building (One Market Plaza) which has ever sold for the base
value the City is ascribing to all the tall office buildings - $875 per square foot (in 2007) -
recently sold in 2014 for $750 per square foot. Utilizing the City’s proposed formula for the
Special Tax (base value plus 2% compound annual growth), the building would be valued today
at $1,005 per square foot or 25% more than its actual current value. This demonstrates the clear
fallacy in this suggested valuation and approach to value over the long term.

Tt is also noteworthy that One Market Plaza does not have a Mello-Roos tax which would have
reduced income and therefore value by another approximately $90 per square foot. If the Mello-
Roos tax had been $4.81 per square foot at inception, it would have grown to $5.53 per square
foot over seven years (2007 sale to 2014 sale). This would be a 1.9% tax rate. Assuming a 5.5%
cap rate, the $4.81 per square foot, the Special Tax would have reduced value $87.46 per square
foot, or 11.66%. If the Mello-Roos special tax had indexed for seven years to $5.46, the impact
to value from a Mello-Roos special tax would have been $100.46 per square foot, or a 13.39%
reduction.
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H. The City Mischaracterizes Correcting Mistakes with Making Reasonable
Concessions.

Although City representatives have océasionally agreed to Owners’ requests for meetings, to-
date the City has only made changes to the RMA designed to address errors and mistakes in the
initial CFD formation process, and has disregarded other problematic aspects of the CFD as

currently drafted.

The Rich Letter states:

yy] Developer Participgrion in Defermination of Rate and Method af
dpportionment .

Developer Objection: Since adoption of the Implementation Document, the CFD has
been structured with no real input from property owners.

Findings: In 2013, City staff and expert financial consultants developed a proposed
rate and method of apportionment of special tax for the CFD (the “2013 RMA”)
based on the Implementation Document, and asked the Developers for their input.
The Rate and Method of Apportionment of Special Tax included in the proposed
Resolutions (the “Proposed RMA7”) incorporates several changes requested by a
“number of the Developers and their representatives.

City Response; In August 2012 the Bogrd adopted the Transit Center District Plan and
associated Implementation Document. Subsequent to the adoption of the Transit Center
District Plan, City staff. together with the City’s outside consultants and bond coynsel,
worked over several months to develop, among other matters, a proposed rate and
method of apportionment for the CFD, that was informed by valuation studies
performed by the Concord Group, an independent real estate economics consultant (the
“Concord Group Studies”). The process involved the evaluation of alternatives for the
CFD before determining which ones were most consistent with the Implementation
Document and California law and would further the funding goals for the Transbay
Project and the Transit Center District Plan.

Our response:

The Rich Letter mischaracterizes the City’s actions over the last year as honest negotiations. The
City has only made changes to the RMA designed to address errors and mistakes in the initial
CFD formation process, and has disregarded other problematic aspects of the CFD as currently
drafted. The City attempts to illustrate a collaborative approach with the Owners by citing the
following as examples of concessions. A closer look reveals that there have been no real

concessions made by the City.
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e Rental Property Category: Even before the Owners had an opportunity to meet with
the City, the City indicated it was going to add a separate use category for rental
residential buildings, recognizing the clear error in conflating rental and for-sale
properties.

e Pre-COQ Escalator: The Owners pointed out that the Pre-COO adjustment concept
that was initially included in the RMA violated the Mello-Roos Act in that it did not
allow for a taxpayer to estimate his or her maximum special tax, as required by law.
The City “fixed” this issue, but did not do so as a concession to the Owners who
“wanted more certainty”. The “certainty” is required by the Mello-Roos Act, and the
City incorporated this change because it was required to do so to comply with the
law. The Owners did not agree to an escalator.

e Construction Cost Index Escalator: In “fixing” the Pre-COQ escalator, the City
inserted a 4% construction cost index, and then stated that it was inserted due to the
Ownmers’ request for certainty. In fact, the Owners never suggested the 4%
construction cost index that is currently in the RMA, and have objected to it since it
was introduced. City staff unilaterally created the 4% cost index mechanism and put it
into the RMA without private sector input or consent. It is disingenuous to suggest
that including this was a result of the City accommodating to project sponsors’
request.

e Public Property Rate: The addition of text into the RMA stating that taxable public
property would be charged at the maximum rate for the developed property is another
change meant to bring the RMA into compliance with the Mello-Roos Act. It was not
a concession to project sponsors, but the correction of an error that would have been
revealed earlier had project sponsors been provided the RMA earlier in the process.

That a year has passed since the City first presented the Owners with a courtesy copy of the
RMA is a convenient but misleading fact: had the Owners not engaged their own consultants,
identified clear errors in the first draft RMA, and performed what amounts to a peer-review of
the City’s RMA and the 2013 Concord Group Study, the City would have passed the CFD
immediately. Unlike all other development Community Facilities Districts formed under the
Melle-Roos Act, City staff did not include the Owners at the table. In reality, the Owners were
provided the RMA for the first time in early July, 2013. In the accompanying cover letter,
the City said it intended to bring the RMA before the Board of Supervisors for approval
later that month. The City did not seek the Owners’ input or comments; it simply gave the
Owners a courtesy copy prior to scheduling the CFD for approval. For such a large CFD
as this, the lack of private sector involvement is unheard of.

One Bush Strest, Suite 600
San Francisco, CA 94104

tel: 415-567-2000
fax: 415-399-9480

REUBEN, JUNIUS & RUSE,LLP www,reubenlaw.com
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Board of Supervisors
August 12, 2014
Page 23

Conclusion

The Implementation Document adopted by the Plamning Commission and this Board of
Supervisors is clear in how the revenue estimates were developed and expressly states that the
factors which are expected to affect the projection are the pace and type of development, not a
change in the Rates. There is no suggestion that the Rates are not final, that the Rates or
projected values of the buildings were not final and to suggest otherwise is unsupported by the
Implementation Document. The Rich Letter misleadingly characterizes the past year as a
legitimate negotiation between the City and the Owners. The City has only made changes
necessary to conform with legal requirements of the Mello-Roos Act, but the City continues to
refuse to acknowledge the meaning and import of the Implementation Document {(as can be
clearly seen in their response to you), fundamental flaws in its unnecessary re-valuation
methodology, or that the annual escalators were invented after the publication and passage of the
Implementation Document by the Planning Commission and this Board. We have worked with
the City to correct the methodological errors and come to a compromise agreement on the per
square foot assessment rates. We urge this Board to require that the City accept the import and
meaning of the Implementation Document and require that the provisions of the Implementation
Document be incorporated in the proposed legislation and form the basis for a compromise with
the Owners.

Very truly yours,

REUBEN, JUNIUS & ROSE, LLP
Becen @l

James A. Reuben

Attachments

cc (by email):
Ken Rich, Mayor’s Office of Economic and Workforce Development
Nadia Sesay, Office of Public Finance
Jesse Smith, Office of the City Attorney
Mark Blake, Office of the City Attorney

One Bush Street, Suite 400
San Francisco, CA 94104

tel: 415-567-7000
fax: 415-399-9480

REUBEN, JUN]US & ROSEW www.reubenlaw.com
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City Hall
1 Dr. Carlton B. Goodlett Place, Room 244
San Francisco 94102-4689
Tel. No. 554-5184
Fax Ne. 554-5163
" TDD/TTY No. 554-5227 -

_BOARD SsupErvISoRs

NOTICE OF PUBLIC HEARING
'BOARD &, suF.ERVlSORs OF THE CITY AND COUNTY OF SAN FRANCISCO

NOTICE IS HEREBY GIVEN THAT the Board of Supervisors of the City and County of
San Francisco, as a Committee of the Whole, will hold a public hearing to. consider the following
proposals and said public heanng w1[l be held as follows, at which time all interested parties
may attend and be heard:

Datex Tuesday, Septel.'nbex-' 2, 2014
Time : 3:00 p.m.

. Locatibn: . Legislative Chamber, Room 250 located at City Héll,
L 1 Dr. Cariton B. Goodlett Place, San Francisco, CA.

:Sixbject:- "~ Transbay Transit Center Cbmmunity Facilities District No. 20141

File No. 140836, Public hearing of persons interested in or objecting to the proposed
Reso lution of Formation for Special Tax District No. 2014-1, establishing the Transbay -
Transit Communlty Facilities District No. 2014-1 (CFD) and determining other matters in
connection therswith; Resolution determining necessity fo incur bonded indebtedness for
-the-CFD; and Resolutlon calling for a spec:al election in the City and County of San

- Francisco to submit the issues of the special tax, the incurring of bonded indebtedness,

» and the establishment of the appropriations limit {o the qualified electors of the CFD.

The above referenced proposed Resolutions are detailed below and notice is hereby given: -

140814 Resolution of formation of the City and County of San Francisco
Community Facilities District No. 2014-1 (Transbay Transit Center)
and determining other matters-in connection therewith. .

The Resolution of Intention was signed by the Mayor of the City on July 22, 2014. Under
the Act and the Resolution of Intention, the Board of Superwsors gives notice as follows:

1. . The 1ext of the Resolution of Intention, with the Exhibits A and B thereto, as adopted by
the Board of Supervisors, is on file with the Clerk of the Board of Supervisors and reference is -
made thereto for the particular provisioris thereof. The text of the Resolution of lntent:on is-
-summarized as follows

a. Under the Act,' the Board of Sup'ervisors is undertaking proceedings for the

establishment of the CFD, and a future annexation areéa for the CFD (the "Future
Annexation Area"), the boundaries of which are shown on a map on file with the City.
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b. The purpose of the CFD isto provrde for the financing of the publlc facilities (the
“Facilities”) as more fully described in the Resolution of Intention and Exhibit A thereto.

¢. - The method of financing the Facilities is through the imposition and levy of a
special tax (the “Special Tax") to be apportioned on the properties in the CFD. At the
time of the public hearing, City staff will recommend to the Board of Supervisors that it
consider modifying the rate and method of apportionment of special tax that was
described in the Resolution of Intention and Exhibit B thereto. The proposed changes
will be reflected in an Amended and Restated Rate and Method of Apportionment of

" Special Tax in the form on file with the Clerk of the Board of Supervisors.

d. The Resolution of Intention directed the preparation of a CFD Report that shows
the Facilities and the estimated costs of the Facilities. The CFD Repoit will be made a
permanent part of the record of the public hearing specified below. Reference is made
to the CFD Report as filed with the Clerk of the Board of Supervrsors

e. Property within the Future Annexation Area will be annexed to the CFD, and a

special tax will be levied on such property, only with the unanimous approval (each, a

“Unanimous Approval’) of the owner or owners of each parcel or parcels at the time that
“parcel or those parcels are annexed, without additional hearings or elections.

f As set forth helow the Board of Supervisors will hold a public hearing on the
establishment of the CFD and the Future Annexation Area, the Facillities,.and the
Specral Tax.

2. Af the hearing, the testimony of all- rnterested persons or taxpayers for or agarnst the
establishment of the CFD, the extent of the CFD or the furnishing of the specified Facilities may
be made orally or in writing by any interested person. Any person interested may file a protest in
writing as provided in Section 53323 of the Act. if 50% or more of the registered voters, or 6 '
registered voters, whichever is more, residing in the territory proposed to be included in the
CFD, or the owners of one-half or more of the area of land in the territory proposed to be
included in the CFD and not exempt from the special tax, file written protests against the
establishment of the CFD and the protests are not withdrawn to reduce the value of the protésts
to less than a majority, the Board of Supervisors shall take no further action to create the CFD
or levy the Special Tax for period of one year from the date of decision of the Board of
Supervisors, and, if the majority protests of the registered voters or landowners are only against
the furnishing of a type or types of Facilities within the CFD, or against levying a specified
special tax, those types of Facilities or the specified specral tax will be ehmlnated from the
proceedings to form the CFD.

In addition, at the hearmg, the testrmony of all interested persons for and agarnst the
establishment of the Future Annexation Area or the levying of special taxes within any portion of
the Future Annexation Area annexed in the future to the CFD may be made orally or in writing
by any interested person. Any person interested may file a protest in writing as provided in
Section 53339.5 of the Act. If 50% or more of the registered voters, or 6 registered voters,
whichever is more, residing within the proposed territory of the CFD, or if 50% or more of the
registered voters, or 6 registered voters, whichever is more, residing in the territory proposed to
be included in the Future Annexation Area, or the owners of 50% or more of the area of land in
the territory proposed to be included in the CFD orin the Future Annexation Area and not

~ exeémpt from the Special Tax, file written protests against the establishment of the Future
Annexatron Areaand the protests are not-withdrawn to reduce the value. of the protests'to less -
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than a majority, the Board of Superwsors shall take no further action to create the Future
Annexation Area for a period of one year from the date of decision of the Board of Superwsors

3. If there is no majority protest, the Board of Supervisors may submlt the levy of the
Special Tax for voter approval at a special election. The Special Tax requires the approval of
2/3rds of the votes cast at a special election by the property owner voters of the CFD, with each
owner having one vote for each acre or portlon thereof such owner owns in the CFD that is not

exempt from the Special Tax.

140815 - Resoluﬁon determining necessity fo incur bonded indebtedness for
City and County of San Francisco Community Facilities District No.
2014-1 (Transbay Transit Center) and determmmg other matters

therewith.

" The Resoluhon of lntentlon was signed by the Mayor of the Clty on July 22, 2014. Under-
the Act and the Resolutlon the Board of Supervisors gives notice as follows:

1. Reference is hereby made to the entire text of the above Resolution, a complete copy of
which is on file with the Clerk of the Board.of Supervnsors The text of the. Resolutlon is

summanzed as follows:

a. ~ The Board of Supervisors has adopted its “Resolutlon of Intention To

_ Establish City and. County of San Francisco Community Facilities District No, 2014-1
(Transbay Transit Center) and determining other matters in connection therewith,”
stating its intention to form the CFD for the purpose of financing; among other things, all
or part of certain pubhc facllmes (the “Facmtles ) as further provided in that Resolution of

Intenhon '

b. The Board . of Supervisors estimates the amount required {o finance the
costs of the Facilities to be not more than $1,400,000,000 and, in order to finance such
costs, it is necessary. to .incur bonded |ndebtedness and other debt (as defined in the
Act) in the amount of not more than $1,400,000, 000 .

c. The proposed bonded indebtedness and other debt is to finance the
Facilities, including acquisition and improvement costs and all costs incidental to or
connected with the accomplishment of such purposes and of the fi nancmg thereof as
permitted by the Act.

d. The Board of Supervisors intends to authorize the issuance and sale of
bonds or other forms of debt provided by the Act (collectlvely, the “Bonds") in the
aggregate principal amount of not more than $1,400,000,000 in such series and bearing
interest payable semi-annually or in such other manner as the Board of Supervisors
shall determine, at a rate not to exceed the maximum rate of interest as may be
authorized by applicable law at the time of sale-of the Bonds, and maturmg not fo

y  exceed 40 years “from the date of the issuance of the Bonds. ‘

2. At the public hearing, the testimony of all 1nterested persons, including voters and/or
persons owning property in the area of the proposed CFD, for and agamst the proposed Bonds,
~ will be heard. Interested persons may submit written protests or comment to the Clerk of the

" Board of Supervisors, City and County of San Francisco.
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140816 Resolution calling for a special election in the City and County of
San Francisco Community Facilities District No. 2014-1 (Transbay

Transit Centfer). (Pending approval of File No. 140896, Motion to Sit as Committee of
the Whole, fo be approved on September 2, 2014, prior to the hearing.)

Pursuant to the provisions of the Resolution of Formation and the Resolution
Determining Necessity, the propositions of the levy of the special tax, the establishment of the
appropriations limit and the incurring of the bonded indebtedness and other debt shall be
submitted to the quahf ied electors of the CFD as required by the provisions of the Mello-Roos
Act.

. The issues of the levy of the special tax, the.i lncumng of bonded indebtedness and other
debt (as defined in the Mello-Roos Act) and the establishment of the appropriations fimit shall be
submitted to the qualifi ied electors of the CFD at an election called

"+ Inaccordance with San Francisco Admlmstratxve Code Sectlon 67 7-1, persons who are
unable to attend the hearing on this matter may submit written' comments to the City prior to the
time the hearing begins. These comments will be made a part of the official public record in this
matter, and shall be brought to the attention of the members of the Committee of the Whole.

" Wiritten comments should be addressed to Angela Calvillo, Clerk of the Board, Room 244, City
Hall, 1 Dr. Carlton Goodlett Place, San Francisco, CA 94102. Information relating to this matter
is available in the Office of the Clerk of the Board. Agenda information relating to these matters
will be available for public review on.Friday, August 28, 2014.

Q——IQL‘:_‘—H

Angela Calvillo, Clerk of the Board

DATED: August 14, 2014
MAILED/POSTED: August15, 2014 .
. PUBLISHED: August 24, 2014 -
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Il SAN-

: F RA N C I S CO CGity and County of San Francisco = Edwin M. Lee, Mayor :
| l . Economic and Workforce Development :: Todd Rufo, Director- .

Office of Economic and Workforce Development

August 15, 2014

[Name of owner of taxable property]
[Address of owner of taxable property]

Re:’ City and County of San Francisco Community Facilities District No. 2014-1
-(Transbay Transit Center)

Assessor's Parcel No.:

Dear Srr or Madam:

The City and County of San Francrsco (the “City”) has begun the formation of the above-
referenced Community facilities district (the “CFD") and a related future annexatron area. The
referenced property i rs in the boundanes of the CFD.

The Board of Supervrsors will conduct two public hearings on September 2, 2014 at 3:00
p.m. or as soon thereafter as the matter may be heard in the Board’s Legislative Chambers,
Second Floor, City Hall, 1 Dr. Carlton B. Goodlett Place, San Francisco, California 94102:

(i) A hearing on the establishment of the CFD and a future annexation area for

the CFD, the proposed public facilities to be financed by the CFD and the proposed -

special tax fo be levied on taxable property in the CFD.

(ii) A hearing on the authorization of bonds and other indebtedness for the FD.

Please see the two notices of public hearing enclosed. with this letter for more
information. Also enclosed with this letter is a draft of the referenced amended and restated rate
and method of apportionment of special tax.

If you have any questions about the proposed CFD and the related future annexation area, please
contact: Nadia Sesay, Director, Office of Public Finance, Controller's Office, City and County of
San Francisco, 1 Dr. Carlton B. Goodleit Place, San Francisco, California 94102; Telephone:

(415) 554-5956. ‘

Very truly yours,

Ken Rich, Director of Development
Office of Economic and Workforce Development

Enclosures .

1 D Carlton B. Goodlett Place, Room 448 San Francisco, CA 94102 | www.oewd.org -

p: 415.554.69069  f. 415.554.6018
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A USAN o !
A !} F RA N C l S CO | City and County of San Frandisco  Edwin M. Lee, Mayor

Economic and Workforce Development = Todd Rufo, Director
Office of Econemic and Workforce Development : ,

August 15, 2014

[Namé of owner of taxable propeﬁy]
[Address of owner of taxable property]

Re: City and County of San Francisco Community Facllities District No. 2014-1 - -
(Transbay Transit Center)

Assessor’s Parcel No.:

Dear Sir or Madam:

The City and County of San Francisco (the “City”) has begun the formation of the above-
referenced community facilities district (the “CFD”) and a related future annexation area. The
referenced property is in the boundaries of the future annexation area. and not in the initial
boundaries of the CFD. This means the following:

e The referenced property will not be subject to the special tax levied in the CFD unless

. the referenced properiy is annexed in the future to the CFD. '

e The referenced property may be annexed ito the CFD. in the future only with the
unanimous written approval of the owner of the referenced property. ' '

e The referenced property will not have the right to vote at the election to be held in the
CFD. :

e Although any interested person — including the owner of the referenced property — may
participate in the public hearings described below on the establishment of the CFD, the
proposed public facilities to be financed by the CFD, the proposed special tax to-be -
levied on taxablé property in the CFD and the incurrence by the CFD of bonded and
other indebtedness, the owner of the referenced property is not one of the property .
owners whose protest could affect formation of the CFD (see. California Government
Code 53324). ’ :

The Board of Supervisors will conduct two public hearings on September 2, 2014 at 3:00
p.m. or as soon thereafter as the matter may be heard in the Board's Legislative Chambers,
Second Floor, City Hall, 1 Dr. Carlton B. Goodlett Place, San Francisco,.California 94102:

A heéring on the establishment of the CFD and a future annexation areé for
the CFD, the proposed public facilities to be financed by the CFD and-the proposed
special tax to be levied on taxable property in the CFD.

1 Dr. Cariton B. Goodlett Place, Room 448 San Francisco, CA 94102 | www.oewd.org

p: 415.554;6969 f. 415.554.60'18
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(i) A hearing on the authorization of bonds and other indebtedness for the CFD.

Please see the two nofices of public hearing enclosed with this letter for more
information. Also enclosed with this letter is a draft of the referenced amended and restated rate

and method of apportionment of special tax.

If you have any questions about the proposed CFD and the rélat@d future annexation area, please.
contact: Nadia Sesay, Director, Office of Public Finance, Controller's Office, City and County of
San Francisco, 1 Dr. Carlton B. Goodlett Place, San Francisco, California 94102; Telephone:

(415) 554-5956. '
.Very truly yours,

Ken Rich, Director of Development i
Office of Economic and Workforce Development

Enclosures

1 Dr. Carlion B. Goodlett Place, Room 448 San Francisco, CA 94102 | www.oewd.org

P: 415.554.6069 f 415.554.6018
| 1458



EXHIBIT B
CrTY AND COUNTY OF SAN FRANCISCO
COMMUNITY FACILITIES DISTRICT No. 2014-1
(TRANSBAY TRANSIT CENTER)

AMENDED AND RESTATED RATE AND METHOD OF APPORTIONMENT OF SPECIAL TAX

A .Special Tax applicable to each Taxable Parcel in the City and County of San Francisco
Community Facilities District No. 2014-1 (Transbay Transit Center) shall be levied and collected
according to the tax liability determined by the Administrator through the application of the
appropriate amount or-rate for Square Footage within Taxable Buildings, as described below.
All Taxable Parcels in the CFD shall be taxed for the purposes, to the extent, and in the manner
herein provided, including property subsequently annexed to the CFD unless a separate Rate and
Method of Apportionment of Special Tax is adopted for the annexation area.

- A.  DEFINITIONS

The terms hereinafter set forth have the following meanings:

“Act” means the Mello-Roos Community Facilities Act of 1982, as amended, being Chapter 2.5,
(commencing with Section 53311), Division 2 of Title 5 of the California Government Code.

“ Administrative Expenses” means any or all of the following: the fees and expenses of any
fiscal agent or trustee (including any fees or expenses of its counsel) employed in connection
with any Bonds, and the expenses of the City and TJPA carrying out duties with respect to CFD
No. 2014-1 and the Bonds, including, but not limited to, levying and collecting the Special Tax,
the fees and expenses of legal counsel, charges levied by the City Controller’s Office and/or the
City Treasurer and Tax Collector’s Office, costs related to property owner inquiries regarding the
Special Tax, costs associated with appeals or requests for interpretation associated with the
Special Tax and this RMA, amounts needed to pay rebate to the federal government with respect
to the Bonds, costs associated with complying with any continuing disclosure requirements for
the Bonds and the Special Tax, costs associated with foreclosure and collection of delinquent
Special Taxes, and all other costs and expenses of the Clty and TJPA in any way related to the
establishment or administration of the CFD.

“Administrator” means the Director of the Office of Public Finance who shall be responsible
for administering the Special Tax accordmg to this RMA.

“Affordable Housing Project” means a residential or primarily residential’ project, as
determined by the Zoning Authority, within which all Residential Units are Below Market Rate
Units. All Land Uses within an Affordable Housing Project are exempt from the Special Tax, as
provided in Section G and are subject to the limitations set forth in Section D.4 below.

San Francisco CFD No. 2014-1 1 ' August 4, 2014
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“Airspace Parcel” means a parcel with an assigned Assessor’s Parcel number that constitutes
vertical space of an underlying land parcel. -

“Apartment Building” means a residential or mixed-use Building within which none of the
Residential Units have been sold to individual homebuyers.

“Assessor’s Parcel” or “Parcel” means a lot or parcel, including an Airspace Parcel, shown on
an Assessor” s Parcel Map with an assigned Assessor’s Parcel number.

“Assessor’s Parcel Map” means an oﬁicialAmap of the County Assessor designating Parcels by
Assessor’s Parcel number. .

“Authonzed Facilities” means those pubhc facilities authorized to be funded by the CFD as set
forth in the CFD formation proceedmgs

“Base Special Tax” means the Special Tax per square foot that is used to calculate the
Maximum Special Tax that applies to a Taxable Parcel pursuant to Sections C.1 and C.2 of this
RMA. The Base Special Tax shall also be used to determine the Maximum Special Tax for any
Net New Square Footage added to a Taxable Building in the CFD in future Fiscal Years.

“Below Market Rate Units” or “BMR Units” means all Residential Units within the CFD that
have a deed restriction recorded on title of the property that (i) limits the rental price or sales
price of the Residential Unit, (ii) limits the appreciation that can be realized by the owner of such
unit, or (iii) in any other way restricts the. current or future value of the unit.

- “Board” means the Board of Supervisors of the City, acting as the legislative body of CFD No
2014-1.

“Bonds” means bonds or other debt (as defined in the Act), whether in one.or more series,
issued, incurred, or assumed by the CFD related to the Authorized Facilities.

“Buildihg” means a permanent enclosed structure that is, or is part of, a Conditioned Project.

“Building Height” means the number of Stories in a Taxable Building, which shall be
determined based on the highest Story that is occupied by a Land Use. If only a portion of a
Building is- a Conditioned Project, the Building Height shall be determined based on the highest
' Story that is occupied by a Land Use regardless of where in the Building the Taxable Parcels are
located. If there is any question as to the Building Height of any Taxable Building in the CFD,
the Administrator shall coordinate with the Zoning Authority to make the determination.

“Certificate of Exemption™ means a certificate issued to the then-current record owner of a
. Parcel that indicates that some or all of the Square Footage on the Parcel has prepaid the Special
Tax obligation or has paid the Special Tax for thirty Fiscal Years and, therefore, such Square
Footage shall, in all future Fiscal Years, be exempt from the levy of Special Taxes in the CFD.
The Certificate of Exemption shall identify (i) the Assessor’s Parcel number(s) for the Parcel(s)
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on which the Square Footage is located, (ii) the amount.of Square Footage for which the
exemption is being granted, (iii) the first and last Fiscal Year in which the Special Tax had been
levied on the Square Footage, and (iv) the date of receipt of a prepayment of the Special Tax
obhgatwn, if applicable.

“Certificate of Occupancy” or “COO” means the first certificate, including any temporary
certificate of occupancy, issued by the City to confirm that a Building or a portion of a Building
has met all of the building codes and can be occupied for residential and/or non-residential use.
For purposes of this RMA, “Certificate of Occupancy” shall not include any certificate of
occupancy that was issued prior to January 1, 2013 for a Building within the CFD; however, any
subsequent certificates of occupancy that are issued for new construction or expansion of the
Building shall be deemed a Certificate of Occupancy and the associated Parcel(s) shall be
categorized as Taxable Parcels if the Building is, or is part of, a Conditioned Project and a Tax

Commencement Letter has been prov1ded to the Administrator for the Building: ) "

“CFD” or “CFD No 2014-1” means the City and County of - San Francisco Community
Facilities District No. 2014-1 (T ransbay Transit Center).

“Child Care Square Footage” means, collectxvely, the Exempt Child Care Square Footage and
Taxable Child Care Square Footage within a Taxable Building in the CFD.

“City” means the City and County of San Francisco.

“Conditioned Project” means a Development Project that, pursuant to Section 424 of the
Planning Code, is required to participate in funding Authorized Facilities through the CFD and,
therefore, is subject to the levy of the Special Tax when Buildings -(or portions thereof) within
the Development Project become Taxable Buildings.

. “Coﬁverted Apartment Building” means a Taxable Building that had been designated as an
" Apartment Building within which one or more Residential Units are subsequently sold to a buyer
that is not a Landlord.

- “Converted For-Sale Unit” means, in any Fiscal Year, an individual Market‘Rate Unit within a
Converted Apartment Bulldmg for which an escrow has closed, on or prior to June 30 of the '
preceding Fiscal Year, in asaleto a buyer that is not a Landlord.

“County” means the C1ty and County of San Francisco.

“CPC” means the Capital Planning Commlttee of the City and County of San Franclsco or if
the Capital Planning Committee no longer exists, “CPC” shall mean the designated staff
member(s) within the City and/or TJPA that will recommend issuance of Tax Commencement
Authorizations for Conditioned Projects within the CFD.

“Development Project” means a residential, non-residential, or mixed-use development that
includes one or more Buildings, or portions thereof, that are planned and entitled in a single
‘application to the City. '
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“Exempt Child Care Square Footage” means Square Footage within a Taxable Building that,
at the time of issuance of a COO, is determined by the Zoning Authority to be reserved for one
or more licensed child care facilities. If a prepayment is made in association with any Taxable
Child Care Square Footage, such Square Footage shall also be deemed Exempt Child Care -
Square Footage beginning in the Fiscal Year following receipt of the prepayment. '

“Exempt Parking Square Footage” means the Square Footagc of parking W1thm a Taxable
Building that, pursuant to Sections 151.1 and 204.5 of the Planning Code, is estimated to be
needed to serve Land Uses within a bu11d1ng in the CFD, as determined by the Zoning Authority.
If a prepayment is made in association with any Taxable Parking Square Footage, such Square
. Footage shall also be deemed Exempt Parking Square Footage beginning in the Fiscal Year
followmg rece1pt of the prepayment.

“Fiscal Year” means the penod starting July 1 and ending on the following June 30.

“For-Sale Residential Square Footage” or “For-Sale Residential Square Foot” means Square
Footage that is or is expected to be part of a For-Sale Unit. The Zoning Authority shall make the
determination as to the For-Sale Residential Square Footage within a Taxable Building in the
CFD. For-Sale Residential Square Foot means a single square-foot unit of For-Sale Residential

Square Footage.

“For-Sale Unit” means (i) in a Taxable Building that is not a Converted Apartment Building: a
Market Rate Unit that has been, or is available or expected to be, sold, and (ii) in a Converted
Apartment Building, a Converted For-Sale Unit. The Administrator shall make the final -
- determination as to whether a Market Rate Unit is a For-Sale Unit or a Rental Unit. .

““a':“@m—--m” means the mﬂe'ﬁlrn fiscal agent agreement, resolution, or other instrument

pursuant to which CFD No. 2014-1 Bonds are issued, as modified, amended, and/or
supplemented from time to time, and any instrument replacing or supplementmg the same.

“Initial Annual Adjustment Factor” means, as of July 1 of any Fiscal Year, the Annual
Infrastructure Construction Cost Inflation Estimate published by the Office of the City
Administrator’s Capital Planning Group and used to calculate the annual adjustment to the City’s
development impact fees that took effect as of January 1 of the prior Fiscal Year pursuant to
Section 409(b) of the Planning Code, as may be amended from time to time. If changes are
made to the office responsible for calculating the annual adjustment, the name of the inflation
index, or the date on which the development fee adjustment takes effect, the’Administrator. shall
continue to rely on whatever annual adjustment factor is applied to the City’s development
impact fees in order to calculate adjustments to the Base Special Taxes pursuant to Section D.1
below. Notwithstanding the foregoing, the Base Special Taxes shall, in no Fiscal Year, be -
increased or decreased by more than four percent (4%) of the amount in effect in the prior Fiscal

Year.
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“Initial Square Footage” means, for any Taxable Building in the CFD, the aggregate Square
Footage of all Land Uses within the Building, as determined by the Zoning Authority upon
issuance of the COO.

“IPIC” means the Interagency Plan Implementation -Committee, or if the Interagency Plan
Implementation Committee no longer exists, “IPIC” shall mean the designated staff member(s)
within the City and/or TJPA that will recommend issuance of Tax Commencement
Authorizations for Conditioned Projects within the CFD.

“Land Use” means residential, office, retail, hotel, parking, or child care use. For purposes of
this RMA, the City shall have the final determination of the actual Land Use(s) on any Pareel
within the CFD.

“Landlord” means an entity that owns at least twenty percent (20%) of the Rental Umts within
an Apartment Building or Converted Apartment Building. .

“Market Rate Unit” means a Residential Unit that is not a Below Market Rate Unit.

“Maximum Special Tax” means the greatest amount of Special Tax that can be levied on a
Taxable Parcel in the CFD 1n any Fiscal Year, as determmed in accordance with Section C
below.

“Net New Square Footage” means any Square Footage added to a Taxable Building after the
Initial Square Footage in the Building has paid Special Taxes in one or more Fiscal Years.

“Office/Hotel Square Footage” or “Office/Hotel Square Foot” means Square Footage that is
or is expected to be: (i) Square Footage of office space in which professional, banking,
insurance, real estate, administrative, or in-office medical or dental activities are conducted, (if)
. Square Footage that will be used by any organization, business, or institution for a Land Use that
" does not meet the definition of For-Sale Residential Square Footage Rental Residential Square
Footage, or Retail Square Footage, including space used for cultural, educational, recreational,
-religious, or social service facilities, (iii) Taxable Child Care Square Footage, (iv) Square
Footage in a residential care facility that is staffed by licensed medical professionals, and (v) any
other Square Footage within a Taxable Building that does not fall within the definition provided
for other Land Uses in this RMA. Notwithstanding the foregoing, street-level retail bank
branches, real estate brokerage offices, and other such ground-level uses that are open to the
public shall be categorized as Retail Square Footage pursuant to the Planning Code.
Office/Hotel Square Foot means a single square-foot unit of Ofﬁce/Hotel Square Footage.

For purposes of this RMA, “Office/Hotel Square Footage™ shall also include Square Footage that
is or is expected to be part of a non-residential structure that constitutes a place of lodging,
-providing temporary sleeping accommodations and related facilities. All Square Footage that
shares an Assessor’s Parcel number within such a non-residential structure, including Square
Footage of restaurants, meeting and convention facilities, gift shops, spas, offices, and other
related uses shall be categorized as Office/Hotel Square Footage. If there are separate Assessor’s
* Parcel numbers for these other uses, the Administrator shall apply the Base Special Tax for
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Retail Square Footage to determine the Maximum Special Tax for Parcels on which a restaurant,
gift shop, spa, or other retail use is located or anticipated, and the Base Special Tax for
Office/Hotel Square Footage shall be used to determine the Maximum Special Tax for Parcels on
“which other uses in the building are located. The Zoning Authority shall make the final
determination as to the amount of Office/Hotel Square Footage within a building in the CFD.

“Planning Code” means the PIamung Code of the City and County of San Franc1sco as may be
amended from time to time.

“Proportionately” means that the ratio of the actual Special Tax levied in any Fiscal Year to the
Maximum Special Tax authorized to be levied in that Fiscal Year is equal for all Taxable
Parcels.

“Rental Residential Square Footage” or “Rental Residential Square Foot” means Square
.Footage that is or is expected to be used for one or more of the following uses: (i) Rental Units,
(ii) any type of group or student housing which provides lodging for a week or more and may or
may. not have individual .cooking facilities, including but not limited to boarding houses,
dormitories, housing operated by medical institutions, and single room occupancy units, or (iii) a
residential care facility that is not staffed by licensed medical professionals. The Zoning
Authority shall make the determination as to the amount of Rental Residential Square Footage
within a Taxable Building'in the CFD. Rental Residential Square Foot means a single square-
foot unit of Rental Residential Square Footage.

“Rental Un it” means (i) all Market Raté Units within an Apartment Building, and (i) all Market
Rate Units within a Converted Apartment Building that have yet to be sold to an individual
homeowner or investor. “Rental Unit” shall not include any Residential Unit which has been
purchased by a homeowner or investor and subsequently offered for rent to the general public.
‘The Administrator shali make the final determination as to whether a Market Rate Unit is & For-

Sale Unit or a Rental Unit. '

“Retail Square Footage” or “Retail Square Foot” means Square Footage that i or, based on
the Certificate of Occupancy, will be Square Footage of a commercial establishment that sells
general merchandise, hard goods, food and beverage, personal services, and other items directly -
. to consumers, including but not limited to restaurants, bars, entertainment venues, health clubs,
laundromats, dry cleaners, repair shops storage facilities, and parcel delivery shops. In addition,
all Taxable Parking Square Footage in a Building, and all street-level retail bank branches, real
estate brokerages, and other such ground-level uses that are open to the public, shall be
categorized as Retail Square Footage for purposes of calculating the Maximum Special Tax
pursuant to Section C below. The Zoning Authority shall make the final determination as to the
amount of Retail Square Footage within a Taxable Building in the CFD. Retail Square Foot -
- means a single square-foot unit of Retail Square Footage. A

“Residential Unit” means an individual townhome, condominium, live/work unit, or apartment .
within a Building in the CFD.
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~ “Residential Use” means (i) any and all Residential Units within a Taxable Building in the
_ CFD, (ii) any type of group or student housing which provides lodging for a week or more and
may or may not have individual cooking facilities, including but not limited to boarding houses,
.dormitories, housing operated by medical institutions, and single room occupancy units, and (111)
a residential care facility that is not staffed by licensed medical professionals. :

“RMA” means this Rate and Method of Apportionment of Special Tax.

“Special .Tax” means a special tax levied in any Fiscal Year to pay the Special Tax
Requirement. :

“Special Tax Requirement” means the amount necessary in any Fiscal Year to: (i) pay
 principal and interest on Bonds that are due in the calendar year that begins in such Fiscal Year;
(ii) pay periodic costs on the Bonds, including but not limited to, credit enhancement, liquidity
support and rebate payments on the Bonds, (iii) create and/or replenish reserve funds for the
Bonds to the extent such replemshment has not been included in the computatlon of the Special
Tax Requirement in a previous Fiscal Year; (iv) cure any delinquencies in the payment of
principal or interest on Bonds which have occurred in the prior -Fiscal Year; (v) pay
Administrative Expenses; and (vi) pay directly for Authorized Facilities. The amounts referred
to in clauses (i) and (ii) of the preceding sentence may be reduced in any Fiscal Year by: (i)
interest earnings on or surplus balances in funds and accounts for the Bonds to the extent that
such earnings or balances are available to apply against such costs pursuant to the Indenture; (ii)
- in the sole and absolute discretion of the City, proceeds received by the CFD from the collection
of penalties associated with delinquent Special Taxes; and (iii) any other revenues available to
pay such costs as determined by the Adn:umstrator

“Square Footage” means, for any Taxable Building in the CFD, the net saleable or leasable
square footage of each Land Use on each Taxable Parcel within the Building, as determined by
the Zoning Authority. If a building permit is issued to increase the Square Footage on any
Taxable Parcel, the Administrator shall, in the first Fiscal Year after the final building permit
inspection has been conducted .in association with such expansion, work with the Zoning
Authority to recalculate (i) the Square Footage of each Land Use on each Taxable Parcel, and (ii)
the Maximum Special Tax for each Taxable Parcel based on the increased Square Footage. The
final determination of Square Footage for each Land Use on each Taxable Parcel shall be made
by the Zoning Authority. .

“Story” or “Stories” means a portion or portions of a Building, except a mezzanine as defined
in the City Building Code, included between the surface of any floor and the surface. of the next
. floor above it, or if there is no floor above it, then the space between the surface of the floor and
the ceiling next above 1t

“Taxable Building” means, in any Fiscal Year, any Building within the CFD that is, or is part
of, a Conditioned Project, and for which a Certificate of Occupancy was issued and a Tax
Commencement Authorization was received by thé Administrator on or prior to June 30 of the
- preceding Fiscal Year. If only a portion of the Building is a Conditioned Project, as determined
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by the Zoning Authority, that portion of the Building shall be treated as a Taxable Building for
purposes of this RMA.

~ “Tax Commencement Authorization” . means a written authorizaﬁon issued by the
Administrator upon the recommendations of the IPIC and CPC in order to initiate the levy of the
Special Tax on a Conditioned Project that has been issued a COO.

_ “Taxable Child Care Square Footage” means the amount of Square Footage determined by

subtracting the Exempt Child Care Square Footage within a Taxable Building from the total net
leasable square footage within a Building that is used for licensed child care facilities, as
determined by the Zoning Authonty

“Taxable Parcel” means, within a Taxable Buxldmg, any Parcel that is not exempt from the
Special Tax pursuant to law or Section G below. If, in any Fiscal Year, a Special Tax is levied.
on only Net New Square Footage in a Taxable Building, only the Parcel(s) on which the Net
New Square Footage is located shall be Taxable Parcel(s) for purposes of calculatmg and levying
the Spec1al Tax pursuant to this RMA.

“Taxable Parking Square Footage” means Square Footage of parking in a Taxable Building
that is determined by the Zoning Authority not to be Exempt Parking Square Footage.

“TJPA” means the Transbay Joint Powers Authority.

“Zoning Authority” means either the City Zoning Administrator, the Executive Director of the
San Francisco Office of Community Investment and Infrastructure, or an alternate designee from
- the agency or department responsible for the approvals and entitlements of a project in the CFD.
If there is any doubt as to the respoxisible party, the Administrator shall coordinate with the City

_____ £
LUIng Adrministrator to determine the CLPPLU_EJLAQLU party to serve as the Zomz‘g Authority Ly 10T

purposes of this RMA.

B. DATA FOR CFD ADMINISTRATION

On or after July 1 of each Fiscal Year, the Administrator shall identify the current Assessor’s
Parcel numbers for all Taxable Parcels in the CFD. In order to identify Taxable Parcels, the
Administrator, shall confirm which Buildings m the CFD have been issued both a Tax
Commencement Authorization and a COO. _ .

The Administrator shall also work with the Zoning Authority to confirm: (i) the Building Height
for each Taxable Building , (ii) the For-Sale Residential Square Footage, Rental Residential
Square Footage, Office/Hotel Square Footage, and Retail Square Footage on each Taxable
Parcel, (iii) if applicable, the number of BMR Units and aggregate Square Footage of BMR
Units within the Building, (iv) whether any of the Square Footage on a Parcel is subject to a
Certificate of Exemption, and (v) the Special Tax Requirement for the Fiscal Year. In each
Fiscal Year, the Administrator shall also keep track of how many Fiscal Years the Special Tax
has been levied on each Parcel within the CFD. .If there is Initial Square Footage and Net New
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Square Footage on 2 Parcel, the Administrator shall separately track the duration of the Special
Tax levy in order to ensure compliance with Section F below. 4

In any Fiscal Year, if it is determined by the Administrator that (i) a parcel map or condominium
plan for a portion of property in the CFD was recorded affer January 1 of the prior Fiscal Year
(or any other date after which the Assessor will not incorporate the newly-created parcels into
. the then current tax roll), and (ii) thé Assessor does not yet recognize the niewly-created parcels,
the Administrator shall calculate the Special Tax that applies separately to each newly-created
parcel, then applying the sum of the individual Special Taxes to the Assessor’s Parcel that was
subdivided by recordation of the parcel map or condominium plan.

C. DETERMINATION OF THE MAXTMUM SPECIAL TAX
1. Base Special Tax
. Once the Building Height of, and Land Use(s) within, a Taxable Building have been identified,
the Base Special Tax to be used for calculation of the Maximum Special Tax for each Taxable

Parcel within the Building shall be determined based on reference to. the applicable table(s)
below:

FOR-SALE RESIDENTIAL SQUARE FOOTAGE

.Base Special Tax~

Building Height " Fiscal Year 2013-14*
1 — 5 Stories $4.71 per For-Sale Residential Square Foot
6 — 10 Stories $5.02 per For-Sale Residential Square Foot
11 — 15 Stories ' $6.13 per For-Sale Residential Square Foot
16 — 20 Stories $6.40 per For-Sale Residential Square Foot
21 —25 Stories . $6.61 per For-Sale Residential Square Foot
26—30 Stories . - | $6.76 per For-Sale Residential Square Foot
-31—35 Stories . $6.88 per For-Sale Residential Square Foot
36 — 40 Stories | $7.00 per For-Sale Residential Square Foot
41 — 45 Stories $7.11 per For Sale Residential Square Foot
46 — 50 Stories $7.25 per For-Sale. Residential Square Foot
More than 50 Stories $7.36 per For-Sale Residential Square Foot
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RENTAL RESIDENTIAL SQUARE FOOTAGE

' : Base Special Tax
Building Height - Fiscal Year 2013-14*
1 —5 Stories $4.43 per Rental Residential Square Foot
. 6 — 10 Stories $4.60 per Rental Residential Square Foot

11 — 15 Stories

$4.65 per Rental Residential Square Foot

16 — 20 Stories

$4.68 per Rental Residential Square Foot

21— 25 Stories

$4.73 per Rental Residential Square Foot

26 — 30 Stories

$4.78 per Rental Residential Square Foot

31 — 35 Stories

$4.83 per Rental Residential Square Foot

36 — 40 Stories

$4.87 per Rental Residential Square Foot

41 — 45 Stories

$4.92 per Rental Residential Square Foot

46 — 50 Stories

$4.98 per Rental Residential Square Foot -

More than 50 Stories

$5.03 per Rental Residential Square Foot

OFFICE/HOTEL SQUARE FOOTAGE

: ' Base Special Tax
Building Height Fiscal Year 2013-14*
1 — 5 Stories $3.45 per Office/Hotel Square Foot
6 — 10 Stories $3.56 per Office/Hotel Square Foot

11 — 15 Stories

$4.03 per Office/Hotel Square Foot

16 — 20 Stories

$4.14 per Office/Hotel Square Foot

21— 25 Stories

$4.25 per Office/Hotel Square Foot

26 — 30 Stories

$4.36 per Office/Hotel Square Foot

21 e oo
.31 35 Stories

S £ T . o - o~ :
$4.47 per Office/Hotel Sanare Foot

36 — 40 Stories

$4.58 per Office/Hotel Square Foot

" 41 — 45 Stories

$4.69 per Office/Hotel Square Foot

46 — 50 Stories

$4.80 per Office/Hotel Square Foot

More than _5 0 Stories

$4.91 per Office/Hotel Square Foot

RETAIL SQUARE FOOTAGE
Base Special Tax
Building Height Fiscal Year 2013-14*
N/A - $3.18 per Retail Square Foot

- * The Base Special Tax rates shown above for each Land Use shalf escalate as set forth in

Section D.1 below.

2. Detgzrmining the deimum Special Tax for Taxable Parcels

Upon issuance of a Tax Commencement Authorization and the first Certificate of Occupancy for
a Taxable Building within a Conditioned Project that is not an Affordable Housing Project, the
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Administrator shall coordinate with the Zoning Authority to determine the Square Footage of
‘each Land Use on each Taxable Parcel. The Administrator shall then apply the following steps
to determine the Maximum Special Tax for the next succeeding Fiscal Year for each Taxable
Parcel in the Taxable Building:

Step 1.

 Step 2.

Step 3.

Step 4. .

Step 5.

. Step 6.

Step 7.

- Step 8.

Determine the Building Height for the Taxable Bulldmg for which a
Certificate of Occupancy was issued.

Determine the For-Sale Residential S'quare Footage and/or Rental Residential
Square Footage for all Residential Units on each Taxable Parcel, as well as the
Office/Hotel Square Footage and Retail Square Footage on each Taxable
Parcel.

For each Taxable Parcel that includes only For-Sale Units, multiply the
For-Sale Residential Square Footage by the applicable Base Special Tax from
Section C.1 to determine the Maximum Special Tax for the Taxable Parcel.

For each Taxable Parcel that includes only Rental Units, multiply the Rental
Residential Square Footage by the applicable Base Special Tax from Sectlon
C.1 to determine the Maximum Special Tax for the Taxable Parcel.

For each Taxable Parcel that includes only Residential Uses other than
Market Rate Units, net out the Square Footage associated with any BMR
Units and multiply the remaining Rental Residential Square Footage (if any)
by the applicable Base Special Tax from Section C.1 to determine the
Maximumi Special Tax for the Taxable Parcel.

For each Taxable Parcel that includes only OﬁicdHotel Square Footage,
multiply the Office/Hotel Square Footage on the Parcel by the applicable Base
Special Tax from Section C.1 to determine the Maximum Spemal Tax for the

_~ Taxable Parcel.

For each Taxable Parcel that includes only Retail Square Footage, multiply
the Retail Square Footage on the Parcel by the applicable Base Special Tax
from Section C.1 to determme the Maximum Special Tax for the Taxable
Parcel.

For Taxable Parcels that include multiple Land Uses, separately determine
the For-Sale Residential Square Footage, Rental Residential Square Footage,
Office/Hotel Square Footage, and/or Retail Square Footage. Multiply the.

-Square Footage of each Land Use by the applicable Base Special Tax from

Section C.1, and sum the individual amounts to determine the aggregate
Maximum Special Tax for the Taxable Parcel for the first succeeding Fiscal
Year.
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D CHANGES TO THE MAX[N[UNI SPECIAL TAX

1. Ann ual Escalation of Base Specw.l Tax

The Base Special Tax rates identified in Section C.1 are applicable for fiscal year 2013-14.
Beginning July 1, 2014 and each July 1 thereafter, the Base Special Taxes shall be adjusted by
the Initial Annual Adjustment Factor. The Base Special Tax rates shall be used to calculate the
Maximum Special Tax for each Taxable Parcel in a Taxable Building for the first Fiscal Year in
which the Building is a Taxable Building, as set forth in Section C.2 and subject to the
limitations set forth in Section D.3.

2. Ad]ustment of the Maximum Speczal Tax

After a Maxlmum Special Tax- has been assigned to a Parcel for its first Fiscal Year as a Taxable
Parcel pursuant to Section C.2 and Section D.1, the Maximum Special Tax shall escalate for
subsequent Fiscal Years beginning July 1 of the Fiscal Year after the first Fiscal Year in which
the Parcel was a Taxable Parcel, and each July 1 thereafter, by two percent (2%) of the amount in
effect in the prior Fiscal Year. In addition to the foregoing, the Maximum Special Tax assigned
to a Taxable Parcel shall be increased in any Fiscal Year in which the Administrator determines
that Net New Square Footage was added to the Parcel in the prior Fiscal Year.

3. Converted Apartment Buildings

If an Apartment Building in the CFD becomes a Converted Apartment Building, the.
Administrator shall rely on information from the County Assessor, site visits to the sales office,
data provided by the entity that is selling Residential Units within the Building, and any other
" available source of information to track sales of Residential Units. In the first Fiscal Year in
which there is a Converted For-Sale Unit within the Building, the Administrator shall determine
the applicable Base Maximum Special Tax for For-Sale Residential Units for that Fiscal Year.
Such Base Maximum Special Tax shall be used to calculate the Maximum Special Tax for all
Converted For-Sale Units in the Building in that Fiscal Year. In addition, this Base Maximum
Special Tax, escalated each Fiscal Year by two percent (2%) of the amount in effect in the prior
Eiscal Year, shall be used to calculate the Maximum Special Tax for all future Converted For-
Sale Units within the Building. Solely for purposes of calculating Maximum Special Taxes for
Converted For-Sale Units within the Converted Apartment Building, the adjustment of Base
Maximum Special Taxes set forth in Section D.1 shall not apply. All Rental Residential Square
Footage within the Converted Apartment Building shall continue to be subject to the Maximum
Special Tax for Rental Residential Square Footage until such time as the units become Converted
For-Sale Units. The Maximum Special Tax for all Taxable Parcels within the Building shall
escalate each Fiscal Year by two percent (2%) of the amount in effect in the prior Fiscal Year.

4  BMR Un'itﬂilarket Rate Unit Transfers

-If, in any Fiscal Year, the Administrator determines that a Residential Unit that had previously
been designated as a BMR Unit no longer qualifies as such, the Maximum Special Tax on the
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new Market Rate Unit shall be established pursuant to Section C.2 and adjusted, as applicable,
by Sections D.1 and D.2. If a Market Rate Unit becomes a BMR Unit after it has been taxed in
prior Fiscal Years as a Market Rate Unit, the Maximum Special Tax on such Residential Unit
shall not be decreased unless: (i) a BMR Unit is simultaneously redesignated as a Market Rate
- Unit, and (ii) such redesignation results in a Maximum Special Tax on the new Market Rate Unit
" “that is greater than or equal to the Maximum Special Tax that was levied on the Market Rate
Unit prior to the swap of units. If, based on the Building Height or Square Footage, there would
be a reduction in the Maximum Special Tax due to the swap, the Maximum Special Tax that
applied to the former Market Rate Unit will be transferred to the new Market Rate Unit
regardless of the Building Height and Square Footage associated with the new Market Rate Unit.

5.  Changes in Land Use on a Taxable Parcel

If any Square Footage that had been taxed as For-Sale Residential Square Footage, Rental
Residential Square Footage, Office/Hotel Square Footage, or Retail Square Footage in a prior
Fiscal Year is rezoned or otherwise changes Land Use, the Administrator shall apply the
applicable subsection in Section C.2 to calculate what the Maximum Special Tax would be for
the Parcel based on the new Land Use(s). If the amount determined is greater than the Maximum
Special Tax that applied to the Parcel prior to the Land Use change, the Administrator shall
increase the Maximum Special Tax to the amount calculated for the new Land Uses. If the
amount determined is less than the Maximum Special Tax that applied prior to the Land Use
change, there will be no change to the Maximum Special Tax for the Parcel. Under no
circumstances shall the Maximum Special Tax on any Taxable Parcel be reduced, regardless of
changes in Land Use or Square Footage on the Parcel, including reductions in Square Footage
that may occur due to demolition, fire, water damage, or acts of God. In addition, if a Taxable
Building within the CFD that had been subject to the levy of Special Taxes in any prior Fiscal
Year becomes all or part of an Affordable Housing Project, the Parcel(s) shall continue to be
subject to the Maximum Special Tax that had applied to the Parcel(s) before they became part of
the Affordable Housing Project. All Maximum Special Taxes deterrmned pursuant to Section
C.2 shall be adjusted, as applicable, by Sections D.1 and D2.

6.4 } Prepayments

If a Parcel makes a prepayment pursuant to Section H below, the Administrator shall issue the
owner of the Parcel a Certificate of Exemption for the Square Footage that was used to determine
the prepayment amount, and no Special Tax shall be levied on the Parcel in future Fiscal Years
" unless there is Net New Square Footage added to a Building on the Parcel. Thereafter, a Special
Tax calculated based solely on the Net New Square Footage on the Parcel shall be levied for up -
to thirty Fiscal Years, subject to the limitations set forth in Section F below. Notwithstanding the
foregoing, any Special Tax that had been levied against, but not yet collected from, the Parcel is
still due and payable, and no Certificate of Exemption shall be issued until such amounts are
fully paid. If a prepayment is made in order to exempt Taxable Child Care Square Footage on a
Parcel on which there are multiple Land Uses, the Maximum Special Tax for the Parcel shall be
recalculated based on the exemption of this Child Care Square Footage which shall, after such
prepayment, be designated as Exempt Child Care Square Footage and remain exempt in all
Fiscal Years after the prepayment has been received.
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E.  METHOD OF LEVY OF THE SPECIAL TAX

Each Fiscal Year, the Special Tax shall be levied Proportionately on each Taxable Parcel up to
100% of the Maximum Special Tax for each Parcel for such Fiscal Year until the amount levied
on Taxable Parcels is equal to the Special Tax Requirement. ‘

F . COLLECTION OF SPECIAL TAX

The Special Taxes for CFD No. 2014-1 shall be collected in the same manner and at the same
time as ordinary ad valorem property taxes, provided, however, that prepayments are permitted -
as set forth in Section H below and provided further that the City may directly bill the Special
Tax, may collect Special Taxes at a different time or in a different manner, and may collect
delinquent Spec1al Taxes through foreclosure or other available methods. ' ’

The Special Tax shall be levied and collected from the first Fiscal Year in whlch a Parcel is
designated as a Taxable Parcel until the principal and interest on all Bonds have been paid, the
City’s costs of constructing or acquiring Authorized Facilities from Special Tax proceeds have
been paid, and all Administrative Expenses have been paid or reimbursed. Notwithstanding the
foregoing, the Special Tax shall not be levied on any Square Footage in the CFD for more than
thirty Fiscal Years, except that a Special Tax that was lawfully levied in or before the final Fiscal
Year and that remains delinquent may be collected in subsequent Fiscal Years. After a Building
or a particular block of Square Footage within a Building (i.e., Initial Square Footage vs. Net
New Square Footage) has paid the Special Tax for thirty Fiscal Years, the then-current record
owner of the Parcel(s) on which that Square Footage is located shall be issued a Certificate of
Exemption for such Square Footage. Notwithstanding the foregoing, the Special Tax shall cease
to be levied, and a Release of Special Tax Lien shall be recorded against all Parcels in the CFD
that are still subject to the Special Tax, after the Special Tax has been levied in the CFD for
seventy-five Fiscal Years.

-Pursuant to Section 53321 (d) of the Act, the Special Tax levied against Residential Uses shall
* under no circumstances increase more than ten percent (10%) as a consequence of delinquency
or default by the owner of any other Parcel or Parcels and shall, in no event, exceed the
Maximum Special Tax in effect for the Fiscal Year in which the Special Tax is being levied.

G. EXEMPTIONS

Notwithstanding any other provision of this RMA, no Special Tax shall be levied on: (i) Square
Footage for which a prepayment has been received and a Certificate of Exemption issued, (if)
Below Market Rate Units except as otherwise provided in Sections D.3 and D.4, (iii) Affordable
Housing Projects, including all Residential Units, Retail Square Footage, and Office Square’
Footage within buildings that are part of an Affordable Housing Project, except as othermse
provided in Section D.4, and (iv) Exempt Child Care Square Footage.
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H. PREPAYMENT OF SPECIAL TAX

The Special Tax obligation applicable to Square Footage in a building may be fully prepaid as
described herein, provided that a prepaynient may be made only if (i) the Parcel is a Taxable .
" Parcel, and (ii) there are no delinquent Special Taxes with respect to such Assessor’s Parcel at
‘the time of prepayment. Any prepayment made by a Parcel owner must satisfy the Special Tax
obligation associated with all Square Footage on the Parcel that is subject to the Special Tax at
the time the prepayment is calculated. An owner of an Assessor’s Parcel intending to prepay the
‘Special Tax obligation shall provide the City with written notice of intent to prepay. Within 30
days of receipt of such written notice, the City or its designee shall notify such owner of the
prepayment amount for the Square Footage on such Assessor’s Parcel. Prepayment must be
made not less than 75 days prior to any redemption date for Bonds to be redeemed with the
proceeds of such prepaid Spec1a1 Taxes. The Prepayment Amount for a Taxable Parcel shall be
-calculated as follows:

~ Step 1:  Determine the Square Footage of each Land Use on the Parcel.

Step 2:  Determine how many Fiscal Years the Square Footage on the Parcel has paid
the Special Tax, which may be a separate total for Initial Square Footage and .
Net New Square Footage on the Parcel. If a Special Tax has been levied, but
"not yet paid, in the Fiscal Year in which the prepayment is being calculated,
such Fiscal Year will be counted as a year in which the Special Tax was paid,
but a Certificate of Exemption shall not be issued until such Special Taxes are
received by the City’s Office of the Treasurer and Tax Collector.

Step 3:  Subtract the number of Fiscal Years for which the Special Tax has been paid
 (as determined in Step 2) from 30 to determine the remaining number of

Fiscal Years for which Special Taxes are due from the Square Footage for

which the prepayment is being made. This calculation would result in a

different remainder for Initial Square Footage and Net New Square Footage .

within a bulldmg

Step 4:  Separately for Imt1a1 Square Footage and Net New Square Footage, and

separately for each Land Use on the Parcel, multiply the amount of Square

- Footage by the applicable Maximum Special Tax that would apply to such

Square Footage in each of the remaining Fiscal Years, taking into account the

2% escalator set forth in Section D.2, to-determine the annual stream of
Maximum Special Taxes that could be collected in future Fiscal Years.

Step 5:  For each Parcel for which a prepayment is being made, sum the annual

: amounts calculated for each Land Use in Step 4 to determine the annual

- Maximum Special Tax that could have been lev1ed on the Parcel in each of the
remammg Fiscal Years.
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Step 6.  Calculate the net present value of the future annual Maximum Special Taxes
that were determined in Step 5 using, as the discount rate for the net present
value calculation, the true interest cost (TIC) on the Bonds as identified by the
Office of Public Finance. If there is more than one series of Bonds outstanding
at the time of the prepayment calculation, the Administrator shall determine
the weighted average TIC based on the Bonds from each series that remain

“outstanding. The amount determined pursuant to this Step 6 is the required
prepayment for each Parcel. Notwithstanding the foregoing, if at any point in
time the Administrator determines that the Maximum Special Tax revenue
that could be collected from Square Footage that remains subject to the
Special Tax after the proposed prepayment is less than 110% of debt service
on Bonds that will remain outstanding after defeasance or redemption of

- Bonds from proceeds of the estimated prepayment, the amount of the
prepayment shall be increased until the amount 6f Bonds defeased or
redeemed is sufficient to reduce remaining annual debt service to a point at
which 110% debt service coverage is realized.

Once a prepayment has been received by the City, a Certificate of Exemption shall be issued to

the owner of the Parcel indicating that all Square Footage that was the subject of such
prepayment shall be exempt from Special Taxes. .

1. INTERPRETATION OF SPECTAL TAX FORMULA

The City may interpret, clarify, and revise this RMA to correct any inconsistency, vagueness, or
ambiguity, by resolution and/or ordinance, as long as such- interpretation, clarification, or
revision does riot materially affect the levy and collection of the Special Taxes and any security
for any Bonds. : :

J. SPECIAL TAX APPEALS

Any taxpayer who wishes to challenge the accuracy of computation of the Special Tax in any
Fiscal Year may file an application with the Administrator. The Administrator, in consultation
with the City Attorney, shall promptly review the taxpayer’s application. If the Administrator
concludes that the computation’ of the Special Tax was not correct, the Administrator shall
correct the Special Tax levy and, if applicable in any case, a refund shall be granted. If the
Administrator concludes that the computation of the Special Tax was correct, then such
determination shall be final and conclusive, and the taxpayer shall have no appeal to the Board
from the decision of the Administrator.

The filing of an application or an appeal shall not relieve the taxpayer of the obligation to pay the
Special Tax when due.

Nothing in this Section J shall be interpreted to allow a taxpayer to bring a claim that would
otherwise be barred by applicable statutes of limitation set forth in the Act or elsewhere in

applicable law
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City Hali
) , . " 1 Dr. Carlton B. Goodlett Place, Room 244
BOARD of SUPERVISORS

San Francisco 94102-4689
Tel. No. 554-5184
Fax No. 554-5163
TDD/TTY Ne. 544-5227
_ PROOF OF MAILING
Legislative File Nos. 140836, 140814, 140815, and 140816

Descnptlon of ltems: Notice of Public Hearing for the Transbay Transit Center - -
Community Facilities District No. 2014 1

140836. Public hearing of persons interested in or obJectlng to the proposed Resolution of
Formation for Special Tax District No. 2014-1, establishing the Transbay Transit Community
Facilities District No. 2014-1 (CFD) and determining other matters in connection therewith;
Resolution determining necessity to incur bonded indebtedness for the. CFD; and Resolution '
calling for a special election in the City and County of San Francisco to submit the issues of the
special tax, the incurring of bonded indebtedness, and the establishment of the appropna’uons
limit to the qualified electors of the CFD.

The above referenced proposed.Resolutions to be considered are detailed as follows: '

140814. Resolution of formation of the City and County of San Francisco Community Facilities
District No. 2014-1 (Transbay Transit Center) and determining other matters in connection
therewith. . )

' 140815. Resolution determining necessity to incur bonded indebtedness for City and County of
San Francisco Community Facilities District No. 2014-1 (Transbay Transit Center) and
determrnlng other matters therewith.

140816. Resolution calling for a special election in the City and County of San Francisco
Community Facilities District No. 2014-1 (Transbay Transit Center). (Pending approval of File
No. 140896, Motion to Sit as Committee of the Whole, to be approved on September 2, 2014,
prior to the hearing.) '

I, 6;0( WES w U U& , , an employee of the City and
County of San Francisco, mailed the above Public Hearing Notice for said Legislation by
depositing the sealed notice with the United States Postal Service (USPS) with the postage fully
prepaid as follows:

Date:’ . 8/ / ‘g/ 2 D/jL
Time: é Loo I

USPS Location: /QC’(UF ﬁwm x%f?aufﬁbé 70/ Spud A /r/ysg /jf‘Ci

Mailbox/Mailslot Prck—Up es (lf ap;jbble
Srgnature e

Instructions: Upon completlon original must be filed in the above referenced file.
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Lyl

Annexation Area Parcels Mailing Group 2

Jim Abraims

Crutcher, LLP

Parcel # Site Address Owner/Developer Contact Name Contact Title Mailing Address
. . ission P . 433 California Street,
3708-008 |82-84 1" Street First & MISSIOH roperties 7" Floor, SF CA
LLC
94104
3708- , '
006,3708-
1007, 3708-
009, 3708- Matt Field . .
010, 3708- _ Managmg Director i
011, 3708- TMG Partners 100 Bush Street, Ste
055 62 1" Street FM Owner LLC 2600, SF, CA 94104
: VP Busi Affai 636 Mission Street,
3708-098 |550 Mission St Golden Gate University  |Robert Hite usiness  AlaliS| san Francisco, CA,
- and CFO 94106
: Howard/First Property Crescent Heights  *|2200 Biscayne Bivd,
3721-013 |524 Howard St LLP Miami FL 33137
o ' 121 Spear Street
524 Howard St Howard/First Property McKenna, Long & Suite 200, SF, CA
3721-013 : LLP : Steve Atkinson Aldridge LLP 94105
2255 Kalakaua Ave,
3707-052 |2 Montgomery St K(YO-YA Hotels & Resorts 2™ Ejoor, Honolulu, HI
96815
: b . . One Bush Street,
3707-052 |2 Montgomery St KYO-YA Hotels & Resorts | 1 2 ouban |Reuben, Junius & g 40 600, SF, CA
LP Rose LLP
. 94104
" |1633 'Broadway
- 1#1801
New York, NY
110019 .
3741-031 {75 Howard RDF 75 Howard LP ‘
. : 555 Mission Street,
. . Gibson Dunn and Suite 3000 San
3741-031 |75 Howard

Francisco CA 94105




Matt Field TMG Partners
Fivi Owner LLC

100 Bush Street, Ste 2600
SF, CA 94104

Robert Hite
Golden Gate University
536 Mission Street
San Francisco, CA, 94105

Steve Atkinson McKenria, Long & Aldridge LLP
Howard/First Property LLP
121 Spear Street Suite 200
SF, CAS4105

Jim Reuben Reuben, Junius & Rose LLP
KYO-YA Hotels & Resorts LP
One Bush Street, Suite 600
SF, CA 94104

Jim Abrams Gibson Dunn and Crutcher, LLP
555 Mission Street, Suite 3000
San Francisco CA 84105

14717

. First & Mission Properties LLC

433 California Street, 7th Floor
SFCA 94104

Crescent Heights =~

Howard/First Property LLP

2200 Biscayne Blvd " -
Miami FL 33137

KYO-YA Hotels & Resorts LP
2255 Kalakaua Ave, 2nd Floor -
Honolulu, Hi 86815°

RDF 75 Howard LP
1633 Broadway #1801
New York, NY 10019



V‘r‘- AN FRANClSCO |

Lot W O i D s

\

Janette Sammartino D’Elia
181 Fremont Street LLC
Four Embarcadero Center, Suite 3620
San Francisco, CA 94111

b e 0002004203 AUGA3 2014
a: MAILED FROM 7P CODE 94103
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Group 1 CFD Parcels

1

Parcel # Site Addrees’ Owner Contact Name Contact Title Malling Address
. F Janetle § " Four Embarcadero Center, Sulte 3620
177-181 Fremont St. & 183-187 lanetle Sammariino
3719-010, 3719-011 Framont 1. 181 Frer.nonl Slfaf;l LLC D'Elia Jay Paul Company San Franclsco, CA 94111
625 N. Michlgan Avenue #2000
3738-018 No legel address Block & Joint Venture LLC Lea Golub Golub Real Estate Corp Chicago, IL 60611
PO Box 64733
3710-017 350 Mission St KR 350 Mission, LLC Heldl Rol Kilroy Reaity Los Angeles, CA 90064
3736-120,3737-005,3737-012, 3737-| State Property 707 3rd Street, 6th Floor
. ‘ No lagel add labl .
0z7 . 0 legel racress avallabie Department of General Services West Sacramento, CA 95605
. ) Caltrans '
3736-180 41 Tehama St. Tehame Partners LLC Robert Stendier 3480 Callfornla Street, Sle 209, SF CA 94118
. The Successor Agency to the 1 Sauth Van Ne.ss' 5th Flt?or
823&013'3738'0“'3738—01 73740 180,286 Beale/255 Fremont Redevalopment Agency of the City and | Tiffany Bohee Executiva Dlrector San Francisco, CA 94103
. County of San Francisco

3718-025,3721-016A,3721-018,3721+
031,3738-002,3738-004,3739-
006,3738-007,3738-008,3718-027

475 Beals 8t

‘Transbey Joint Powers Authority

Marla Ayardi-Kaplan

Execulive Director

201 Missiaon Street, Sulte 2100
San Francisco, CA 94105

7
) 4 Embarcaderg Lobby Level #1
s 3720-009 401 First 8L & 415-Mission 8L | Transbay Tower LLC Michael Yi San Franclsco, CA 94114
100 Bush Street, Floor 22
3736-120 Erlc Tao Advant Houeing San Franclsco, CA 94103
9 K
i ] 101 California st,
' Director Suite 1000,
37236-190 41 Tehama Bt. Charles Kuntz Hines san Francisce, CA 94111
10
Prasident -
Related California Urban 18201 Von Karman Ave, Suite 900
Houslng, LLC Irvine, CA 82612
11]3737-005,3737-012, 3737-027 Williem A. Witte .
101 Callfornla St,
: Director Sulte 1000,
3720-009 101 Firet 5L-& 415 Misslon St. Hines san Francisco, CA 94111
121, Charles Kuniz )

13

3720-009

101 Flrsl 81, & 415 Miselon St.

Senlor Vice President Boston

Properiles

Four Embarcadero Genlsr, San Francisco,

Callfornla , §84111-5594

Bob Pester




From: Services, Mail (ADM)
Sent: Friday, August 15, 2014 3:32 PM
To: Pagan, Lisa

- Cc: Choy, Jeff (ADM)

Subject: Proof of mailiﬁg

Hi Lisa,

" Here Fs the proof of mailing.

Mail will be pi.ck up here byUSPs at 6:00PM

" Thank Youl

James Phung

Repromail

City and Couhty of San Francisco
101 South Van Ness Ave .

San Francisco CA 54103-2518
Phone: 415-554-6422 .

Fax: 415-554-4801
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Janette Sammartino D’Elia
181 Fremont Street LLC
Four Embarcadero Center, Suite 3620
San Francisco, CA 94111

Heidi Rot
KR 350 Mission, LLC -
PO Box 64733
Los Angeles, CA 80064

Robert Standler
Tehama Partners LLC
3490 California Street, Ste 209
SFCA 54118

Maria Ayerdi-Kaplan
" Transbay Joint Powers Authority
201 Mission Street, Suite 2100
San Francisco, CA 34105

Eric Tao
Advant Housing
100 Bush Street, Faor 22
San Francisco, CA 34103

Williart A, Witte'
Related California Urban Housing, LLC
18201 Von Karman Ave, Suite 900
Irvine, CA 82612

Bab Pester
Boston Properties
Four Embarcadero Center
San Francisco, California , 54111-5934
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Lee Golub
Block 6 Joint Venture LLC
625 N. Michigan Avenue #2000
Chicago, IL 60611

Caltrans ]
State Property Department of General Services
' 707 3rd Street, 6th Floor
West Sacramento, CA 95605

Tiffany Bohee
The Successor Agency to the Redevelopment Agency of the
City and County of San Francisco )
1 South Van Ness, 5th Fioor
San Francisco, CA 54103

Michael Y1
Transbay Tower LLC
4 Embarcadero Lobby Level #1
San Frandsco, CA 84111

Charles Kuntz
Hines
101 California St, Suite 1000
San Francisco, CA 94111

Charles Kuniz
" Hines
101 California St, Suite 1000
San Francisco; CA 84111



PrntForm

Introduction Form
By a Member of the Board of Supervisors or the Mayor

Time stamp
or meeting date

I hereby submit the following item for introduction (select only one):

[ 1. For reference to Committee. (An Ordinance, Resolution, Motion, or Charter Amendment)

O

2. Request for next printed agenda Without Reference to Committee.

[X]

3. Request for hearing on a subject matter at Committee.

4. Request for letter beginning "Supervisor l | inquires"

5. City Attorney request.

6. Call File No. , from Committee.

7. Budget Analyst request (attach written motion).

O 0O0o g

8. Substitute Legislation File No.

[ 9. Reactivate File No.

[ 10. Question(s) submitted for Mayoral Appearance before the BOS on

Please check the appropriate boxes. The proposed legislation should be forwarded to the following:
] Small Business Commission [1 Youth Commission [[1 Ethics Commission

[[1 Planning Commission [] Building Inspection Commission

Note: For the Imperative Agenda (a resolution not on the printed agenda), use a Imperative Form.

Spensor(s):

Clcrk of the Board

Subject:

Public Hearing - Establishing the Community Facilities District 2014-1 (Transbay Transit Center)

The text is listed below or attached:

Public hearing of persons interested in or objecting to the proposed Resolution of Formation for Special Tax District
No. 2014-1, establishing the Transbay Transit CFD and determining other matters in connection therewith; Public
hearing of persons interested in or objecting to the proposed Resolution of Formation for Special Tax District No.
2014-1, establishing the Transbay Transit CFD and determining other matters in connection therewith; Resolution
determining necessity to.incur bonded indebtedness for the CFD; and Resolution calling for a special election in the
City and County of San Francisco to submit the issues of the special tax, the incurring of bonded indebtedness and
the establishment of the appropriations limit to the qualified electors of the CFD.
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Signature of Sponsoring Supervisor:

For Clerk's Use Only:
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