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FILE NO. 140815 ' ~ RESOLUTION NO.

[Determinihg Necessity to Incur Bonded Indebtedness - City and County of San Francisco
Community Facilities District No. 2014-1 (Transbay Transit Center)] :

Resolutior determining necessity to incur bonded indebtedness for City and County of
San Franc isco Community Facilities District No. 2014-1 (Transbay Transit Center) and

determining other matters therewith.

- WHEREAS, On July 15, 2014, this Board of SuperVisors adopted a resolution ehtitled
“Resolution of Intention to establish City and County of San Francisco Community Facilities
District No. 2014-1 (Transbay Transit Cehter) and determining other matters in connection
therewith” (the "Resolution of Intention”), which Resolution of Intention was signed by the
Mayor on J uly 22, 2014, stating its intention to form "City and County of San Francisco
Community” Facilities District No. 2014-1 (Transbay Transit Center)" (the “CFD”); pursuant to
the Mello-Roos Community'Facilities Act of 1982, as amended, constitufting Chapter 2.5 of
Part 1 of Division 2 of Title 5, commencing with Section 5331 1, of the California Governrﬁent
Code (the “Mello-Roos Act”);.and

| WHEREAS, On July 15, 2014, this Board of Supervisors also adopted a resolution
entitled “Re solution of intention to incur bonded indebtédnes's in an amount not to éxceed
$1,400,000,000 for the City and County of San Francisco Community Facilities District }No.
2014-1 (Transbay Transit Center) and other matters related thereto" (the “Reéolution of

Intention to Incur Indebtedness”), which Resolution of lntehtion to Incur Indebtedness, was

"signed by the Mayor on July 22, 2014, stating its intention to incur bonded indebtedness and

other debt (as defined in the Mello-Roos Act)'within the boundaries of the CFD for the .

| purpose of financing the costs of certain facilities specified in the Resolution of Intention; and

WHEREAS, This Board of Supervisors held a noticed public hearing as required by the

Mello-Roos Act about the determination to proceed with the formation of the CFD, including a

Mayor Lee
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future annexation area, the provision of certain public facilities by the CFD and the rate and

method of apportionment of the special tax to be levied within the CFD to pay for the costs of

.the authorized facilities, including the principal and interest on the proposed bonded

indebtedness and other debt in the CFD and the administrative costs of the City relative to the
CFD; and

WHEREAS Subsequent to the pubilc hearing, this Board of Supervisors adopted a
resoiution entitled “Resolution of formation of City and County San Francisco Community
Facilities District No. 2014-1 (Transbay Transit Center) and determming other matters in
connection therewith” (the “Resolution of Formation”), which Resolution of Formation, was
signed by the Mayoron ___, 2014: and . | |

WHEREAS,' This Board of Supervisors also held a noticed public hearing as required
by the Mello-Roos Act relative to the matters material to the guestions set torth in the
Resolution of Intention to Incur Indebtedness: now', therefore, be.it

' RESOLVED, That the foregoing recitals are true and correct; and, be it
FURTHER RESOLVED, That this Board of Supervisors deems it necessary to incur

-bonded indebtedness and other debt (as defined in the Mello-Roos Act) in the maximum

aggregate principal amount of $1,400,000,000 within the boundaries of the CFD for the |

|| purpose of financing the costs of all or a portion of the facilities defined in the Resolution of

Formation (the"'Facilities"), including, ‘bdt not limited to, the costs of issuing and selling bonds
and such other debt to finance all or a portion of the Facilities and the costs of the City in
establishing and administering the CFD; and, be it ‘
FURTHER RESOLVED, That the whole of the CFD shall pay for the bonded
indebtedness and such other debt through the levy of the special tax. ‘The tax is to be
apportioned in accordance with the formula set forth in Exhibit “B” to the Resolution of

Formation; and, be it

Mayor Lee :
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FURTHER RESOLVED, That bonds and other debt (as defined in the Mello-Roos Act)
in the maximom amount of $1,400,000,000 are hereby authorized subject to voter approval;
and, be it A‘ | -

FURTHER RESOLVED, The bonds and such other debt may be issued in one or more -
series and mature and bear interest at such rate or rates, payable semiannuelly or in such

other manner, all as this Board of Supervisors or its designee shall determine, at the time or

|l times of sale of such bonds and such other debt; provided, however, that the interest rate or

rates shall not to exceed the maximum interest rate permiﬁed by applicable law at the time of
sale of the bonds and such other debt and the bonds and such other debt or any series
thereof shall have a maximum term of not to exceed forty (40) years; and, be it

FURTHER RESOLVED, That the proposition of incurring the-bonded indebtedness and
other debt (as defined in the Mello-Roostct) herein authorized shall be submitted to the
qualified electors of the CFD and shall be consolidated with elections on the proposition of .
levying special taxes within the CFD and the establishment of an appropriations limit for the
CFD pursuant to Mello-Roos Act Section 53353.5. The time, place and further par‘cicuiars and
_condi’dons of such election shall be as specified by separate resﬂolution of this Board of
Supervisors ; and, be it _

AF URTHER RESOLVED, That the Clerk of the Board of Supervisors is hereby directed
to publish this Resolut_ion'in a newspeper of general circulation circulating within the CFD, to
the extent réquired by the Mello-Roos Act; and, be it

FURTHER RESOLVED, That this resolution shall take effect upon its_adoption.

Mayor Lee
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APPROVED AS TO FORM:
DENNIS J. HERRERA City Attorney .

Mark D ’Blake
Deputy City Attorney

n:\financ\as2014\1300516\00942045.doc

Mayor Lee
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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 $1,400,000,000 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 San Francisco, CA 94104
Sheryl Reuben® | David Sitverman | Thomas Tunny | Jay F. Drake | John Kevlin " tel: 415-567-9000

Lindsay M. Petrone | Melinda A, Sar)apur | Mark H. Loper | Jody Knight | Jared Eigerman2? | John Mclnerney f2 fax: 415-399-9480

1. Also admitted in New York 2 Of Counsel 3. Also admitted in Massachuseﬁs www.reubenlaw.com
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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 Implementatlon Document could
have reasonably antlc1pated 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
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 INustrative” 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

tel: 415-567-9000
fax: 415-399-9480
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Board of Supervisors
August 12,2014 .
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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 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 on Rates: The Rich Letter
misleadingly claims that there. are no pro formas for redevelopment parcels purchased
from OCH that demonstrate the Owners’ reliance on the Implementatlon 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 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 Street, Suite 600
San Francisco, CA 94104

tel: 415-567-9000
fax: 415-399-9480
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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 (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 criti cal requirement of the Implementatlon 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. .
Asses sed 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, w e have organized our reply by the issues identified in the Rich Letter, with relevant
excerpts fromx 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. Th_e 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 94104

tel: 415-567-2000
fax: 415-399-9480
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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
Jformation 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 réflect 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.” '

Our response:

1. Per Square Foot Rates not Merely llustrative.

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 400
San Francisco, CA 94104

tel: 415-567-9000
fax: 415-399-9480
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never appear” in the Implementation Document, nor is there any language in 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 & Transportatlon the Implementation Document mcludes the

following laraguage:

“The description of the Fee that follows is for descriptive purposes only. Fee
amowunts 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 hlghhghted
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 language 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 respon.se 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 wpdated in 2012 for the Implementation Document:

“It should be noted that the revenue projections discussed below aie based on
mark et 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 Implementa’aon Document Were Not Just for Future Revenue
Projections. :

City’s respon.se 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
implermented as envisioned in the Funding Program.” (Page 11, emphasis added)

One Bush Street, Suite 00
San Francisco, CA 94104

tel: 415-567-92000
fax: 415-399-9480
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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 paymg at a different
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 sa1d so in
this passage.

4. The Proposed Rates are Inconsistent with the Implementation Docum‘ent

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 operatmg expenses — see more
detailed dlscussmn 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).

One Bush Street, Suite 400
San Francisco, CA 94104

tel: 415-547-9000
fax: 415-399-9480
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Please note that the Pre-COQ 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 citess the following statement in the Implementahon Document to Justlfy that Owners
should not rely on the Rates in the Implementation 1 Document ‘

“It sh.ould 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 spec1ﬁcs of future development in the dlstnc ?

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 tm:ung 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 t:lmmg of Tevenues would be

uncertam

“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 subJectlve 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

One Bush Street, Suite 600
San Francisco, CA 94104

tel: 415-547-9000
fax: 415-399-9480
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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 misrepreséntation 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)

One Bush Street, Suite 400
San Francisco, CA 4104

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

REUBEN. JUNIUS & ROSEU.P www.reubenlaw.com
1677



Board of Suprervisors
August 12,2014
Page 10

- The Rich Letter conveniently omits the data update in 2012 from its argument because it
know s 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 “mark et values closer-to time of CFD formation.”

As explained above, the revenue projections do not include any statement that the Rates applied
in creating th ose 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)

cC. 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 OCIT

Devel oper 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- 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 pur-chasing 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
reasoriable. 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 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 afier 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)__RMA Contains Reasonable 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 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
spectal tax rates to be based on a study of real estate values at the time of approval of
form ation of the CFD (“The Special Tax structure would likely not be directly related

_to pr-operty value. Rather, it will likely be assessed based on a variety of factors, as
deter-mined through a detailed CFD formation study, such as the amount of development
on thie property and other factors, and the Special Tax will be a per-square foot
asses sment. However regardless of the ultimate methodology and tax structure, the final
SpecZal 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 tizne of the approval of formation of the CFD because that is what is required by the
Implementation Document. '

Our response:

This is anoth er misleading statement. The highlighted lénguage “the Iniplementation 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 Implementatlon Document to support this
contention th at therc will be another study of real estate values.

“The Spemal 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
mischaracteri zation 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), i is 1llegal 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 Implémentation 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 entitléd 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
“i1lustrative” or that other Rates or structures will be analyzed or implemented.

E.  Both the Iniplementéﬁon Document and Common Sense Demonstrate fhat the
CFKFD 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 CED.
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The Rich Letter states:

7. Impact of CED 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 leave 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 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.”

Our response:

The Implemcﬁfation Documenfexpressly recognizes and includes the negative impact of the
CFD Special Tax on property values:

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

Further, Table 7 of the Iﬁpl_ementation 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 Spec1al 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 Wlth the CFD facﬂmes

2. In connection with the issuance of Bonds by a CFD, the issuer must commission an
appra:lsal 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 Practlces in
the Appraisal of Real Estate for Land-Secured Finaneings (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 take 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 Liems. 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
Implexmentation Document analyzes the Assumed Value Impact % from the CFD and
finds an impact 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 Thad used the valuation capitalization rate of 6% instead of 8% (it is telling that no
reasora 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
residemtial as it believes buyers would not discount their offers because of the tax.

Many buildin gs 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 thie CDIAC Standards and Practices discussed above.

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

The Rich Letter glosses over the effect of lowering operating expenses. The City’s unexplained
46% reductiom 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:
Lowerin ratin nses

City Findings: The Reuben Letter mischaracterizes the operating expense
assunzptions 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 to its highest
floor. 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 $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 inappropriateﬁess 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 turm is capitalized at 5.5% for a resulting unsubstantiated value increase of $248 pcr

square foot.

Further, this <rror 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 S an 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 w~as 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 fo
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 I'mplementation 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. Implementation Document does not discuss escalating factors 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 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 anywheré 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-COQ escalator and the Post-COO escalator increase the maximum tax over the life of
the CFD. The post-COO 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 Leglslature 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 Documcnt 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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Speclal 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 (cons1der cyclicality) and how this is
reflected in Assessed Values. The Clty has oon51stently stonewalled the Owners who have
pointed out theat:

. 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 moted 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 Mello-Roos. tax which would have
reduced incorme 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.

One Bush Street, Suite 400
San Francisco, CA 94104

tel: 415-567-9000
fax: £15-399-9480

REUBEN, JUN'US E ROSE.LLP www.reubenlaw.com
- 1688



Board of Supervisors
August 12,2014
Page 21

H. The City Mlscharactenzes 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 Deter mmatzon ot Rate and Method of
Aggomonment :

Developer Ob]ectzon Since adoption of the Implementatzon 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
associated Implementation Document. Subsequent to the adoption of the Transit Center
District Plan, City staff, together with the City’s outside consultants 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
thee City, the City indicated it was going to add a separate use category for rental
ressidential buildings, recognizing the clear error in conflating rental and for-sale
properties.

e P#e-COO Escalator: The Owners pointed out that the Pre-COO adjustment concept
th at 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 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 af 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 comvenient 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 Clty 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.

One Bush Street, Suite 400
San Francisco, CA 94104

tel: 415-567-9000
fax: 415-399-9480
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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. Reubeﬁ '
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

8 ’ One Bush Street, Suite 600
San Francisco, CA 94104

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

REUBEN. JUNIUS & ROSE.LLP www.reubenlaw.com
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SF Office Sale History
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City Hall
1 Dr. Carlton B. Goodlett Place, Room 244
San Francisco 94102-4689
Tel. No. 554-5184
Fax No. 554-5163
- TDD/TTY No. 554~5227

 BOARD of SUPERVISORS

" NOTICE OF PUBLIC HEARING =
.. BOARD OF SUPERVISORS 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 W|II be held as follows, at which time all interested parties
may attend and be heard: )

Date: - Tuesday, ‘Septembef 2, 2014
Time: 3:00 p.m.

-Location: . lLegislative Chamber, Room 250 located at City Hall
- 1 Dr. Carlton B. Goodlett Place, San Francrsco, CA.

-Sljbject: " Transbay Transit Center Commumty Facilities District No. 2014-1

File No. 140836. 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 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 appropriations limit to 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 Cfty 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 Supervisors gives notice as follows:

1. The text 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 provisions thereof. The text of the Resolution of Intention is
summarized as follows: ' ‘

a. Under the Act, the Board of Supervisors is undertaking proceedings for the

establishment of the CFD, and a future annexation area 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 is to provide for the financing of the public facilities (the
“Facilities”) as more fully described in the Resolution of Intention and Exhibit A thereto.

c. = 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
conssider 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 bbe 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 Report 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 Superwsors

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.

£, As set forth below, the Board of Supervisors will hold a public hearing on the
- establishment of the. CFD and the Future Annexation Area, the Facilities, and the
Special Tax.

2. Af the hearing, the testimony of all mterested persons or taxpayers for or against the
establishme:nt 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
establishme nt of the CFD and the protests are not withdrawn to reduce the value of the protests
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 specxf ed spec;lal tax will be eliminated from the
proceedings to form the CFD.

In addltlon atthe hearmg, the testlmony of all interested persons for and agalnst the
establishme nt of the Future Annexation Area or the levying of special taxes within any portion of
the Future Annnexation 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 533 39.5 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 8 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
exempt from the Special Tax, file written protests against the establishment of the Future
Annexatlon 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 Areafor a penod 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 submit 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 Specnal Tax. :

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 determining other matters
therewith.

The Resolution of Intentlon was signed by the Mayor of the City on July 22, 2014. Under-
the Act and the Resolution, 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 Supervisors. The text of the Resolution is
summarized as follows:

a. . The Board of Supervisors has adopted its “Resolution of Intention To
Establish City and. County of San Francisco Community Fagilities 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 faclhtles (the “Facilities”), as further provided inthat Resolution of
Intention. ’ '

b. ‘The Board of Supervisors estimates the amount required to finance the
costs of the Facllities to be not more than $1,400,000,000 -and, in order to finance such
costs, it is necessary. to incur bonded indebtedness 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
perml’cted 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 (collec’nvely, 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 maturlng not to
exceed 40 years from the date of the issuance of the Bonds.

2. At the public hearing, the testimony of all interested persons, including: voters and/or
persons owning property in the area of the proposed CFD, for and agalnst 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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1403816 "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 fo Sit as Committee of
the Whols, fo be approved on September 2, 2014, prior fo the hearing.)

Purssuant 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 qualified electors of the CFD as required by the provisions of the Mello-Roos

‘Act. - :

. The issues of the levy of the special tax, the. incurring of bonded indebtedness and other
debt (as defined in the Mello-Roos Act) and the establishment of the appropriations limit shall be
submitted to the qualified electors of the CFD at an election called :

In accordance with San Francisco Administrative Code, Section 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.
~ Written 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 avail able for public review on.Friday, August 29, 2014.
l

Angela Calvillo, Clerk of the Board

DATED: Augu st 14, 2014
MAILED/POS™TED: August 15, 2014 .
- PUBLISHED: ‘August 24, 2014
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SAN -
A !l F R A N C I S C O City and County of San Francisco :: Edwin M. Lee, Mayor

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 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 i is in the boundaries of the CFD.

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. Cariton 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 to be levied on taxable property in the CFD.

(if) A hearing on the authorization of bonds and other indebtedness for the CFD.

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. Goodlett 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 Dr. Cartton B. Goodlett Place, Room 448 San Francisco, CA 94102 | www.oewd.org -

P 415.554.6969  f. 415.554.6018
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PRsAN - _
A !: F R A N C I S CO City and County of San Frandisco :: Edwin M. Lee, Mayor

Econemic and Workforce Development :: Todd Rufo, Direttor
Office of Economic ancE Workforce Development

August 15, 2014

[Name of owner of taxable propeﬁy]
[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 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: :

» The referenced property will not be subject to the special tax levied in the CFD unless
the referenced property is annexed in the future to the CFD.

» The referenced property may be annexed to the CFD in the future only with the
unanimous written approval of the owner of the referenced property.

o 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 taxable 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 Septerhber 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 F_rancis’co, 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 to be levied on taxable property in the CFD.

1 Dr Carlton B. Goodlétt Place, Room 448 San Francisco, CA 94102 | www.oewd.org
p: 415.554.6069 f. 415.554.6018
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(i) A hearing on the authorization of bonds and other indebtedness for the CFD.

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. Goodlett 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 Dr. Carlton B. Goodlett Place, Room 448 San Francisco, CA 94102 | www.oewd.org
" P 415.554.6969 £ 415.554.6018
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EXHIBIT B
C1TY 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 prov ided, including property subsequently annexed to the CFD unless a separate Rate and
Method of Apportionment of Specxal Tax is adopted for the annexation area.

A. DEFINITIONS

The terms hiereinafter set forth have the following meanings:

“Act” meamns 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.

“Administxative 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 City 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 respon51ble
for administering the Special Tax according 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 mlxed—use Building within Wthh none of the
Remdentlal 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 official map of the County Assessor designating Parcels by
‘Assessor’s Parcel number.

“Authorized Facilities” means those public facilities authorized to be funded by the CFD as set
forth in the CFD formation proceedings.

“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.

“Building” 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)

San Francisco CFD No. 2014-1 2 ' August 4, 2014
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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 thie Square Footage, and (iv) the date of receipt of a prepayment of the Special Tax
obligation, i f applicable. :

“Certificate of Occupancy” or “COO” means the first certificate, including any temporary
certificate o f 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 shiall 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
Commencernent Letter has been provided to the Admmlstrator for the Bulldmg

“CFD” or “CFD No. 2014—1” means the City and County of San Francisco Community
Facilities Dastrict No. 2014-1 (Transbay Transit Center).

“Child Car-e Square Footage” mcans,‘collectively, 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.

“Condmoned Pro;ect” means a Devclopmcnt 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.

“Converted 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 Building for which an escrow has closed, on or prior to June 30 of the
preceding F iscal Year, in a sale to a buyer that is not a Landlord. :

“County” rmeans the City and County of San Francisco.

“CPC” means the Capital Planning Committee of the City and County of San Francisco, or if
the Capital Planning Committee no longer exists, “CPC”. shall mean the designated staff
member(s) within the City and/or TIPA that will recommend issuance of Tax Comrncncement
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 Footage of parking within 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 building 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
following receipt of the prepayment.

“Fiscal Year” means the period 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.

“Indenture” means the indenture, 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 supplementing 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 adjustinent 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 Parcel
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 R ate 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 in any Fiscal Year, as determined 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, (ii)
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

- San Francisco CFD No. 2014-1 , ' 5 _ August 4, 2014

1706



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 Planning Code of the City and County of San Francisco, 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 Unit” means (i) all Market Rate Units within an Apartment Building, and (ii) 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 shall make the final determination as to whether a Market Rate Unit is a 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.

“Residential Unit” means an individual townhome, condominium, live/work unit, or apartment
within a Building in the CFD.
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“Residentiaal 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 (iii)
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
Requiremennt. ' ' '

“Special Tax Requirement” means the amount necessary in any Fiscal Year to: (i) pay
principal anad 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 replenishment has not been included in the computation 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 earmings on or surplus balances in funds and accounts for the Bonds to the extent that
such earnin gs 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 Administrator.

“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 it.

“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 the 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 authorization 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 Authority.

“Taxable Parcel” means, within a Taxable Building, 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 calculating and levying
the Spec1al Tax pursuant to this RMA.

“Taxable Parking Square Footage” means Square Foofage 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 responsible party, the Administrator shall coordinate with the City
Zoning Administrator to determine the appropriate party to serve as the Zoning Authority for
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 in the CFD have been issued both a Tax
Commencement Authorization and a COO. o

The Administrator shall also work with the Zoning Authority to confirm: (i) the Building Height
for each Taxable Building , (i) 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

San Francisco CFD No. 2014-1 8 August 4, 2014

1709



Square Footage on a Parcel, the Adm1n1strator shall separately track the duratlon of the Special
Tax levy in order to ensure compliance with Section F below.

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 after January 1 of the prior Fiscal Year
(or any oth er date after which the Assessor will not incorporate the newly-created parcels into
the then current tax roll), and (ii) the Assessor does not yet recognize the newly-created parcels,
the Admini strator shall calculate the Special Tax that applies separately to each newly-created
parcel, thera applying the sum of the individual Special Taxes to the Assessor’s Parcel that was
subd1v1ded by recordation of the parcel map or condommmm plan.

C. DETERMINATION OF THE MAXIMUM SPECIAL TAX '

L. Bas e Special Tax

Once the B uilding Height of, and Land Use(s) within, a Taxable Building have been identified,
the Base Spoecial 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

A 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 -

O¥FrICE/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 Squaré Foot

11 — 15 Stories

. $4.03 per Office/Hotel Square Foot

16 — 20 Stories

$4.14 per Office/Hotel Square Foot

2125 Stories

$4.25 per Office/Hotel Square Foot -

26 — 30 Stories’

$4.36 per Office/Hotel Square Foot

31 — 35 Stories

$4.47 per Office/Hotel Square 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 50 Stories

$4.91 per Office/Hotel Square Foot

RETAIL SQUARE FOOTAGE
o 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 shalZ escalate as set forth in

Section D.1 below.

2. . Determining the Maximum 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:

S(ep 1

Stepr 2.
Stepr 3.
Stepr 4.
Stepr 5.
Step 6.

Stepr 7.

Step 8.

Determine the Bu11d1ng Height for the Taxable Building for which a
Certificate of Occupancy was issued. :

- Determine the For-Sale Residential Square Footage and/or Rental Residential

Square Footage for all Residential Units on each Taxable Parcel, as well as the
Office/Hotel Square Footage and Reta1l 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 Section

- 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
Maximum Special Tax for the Taxable Parcel.

For each Taxable Parcel that includes only Office/Hotel 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 Spec1a1 Tax for the
Taxable Parcel.

For each Taxable Parcel that includes only Retail Square Footage, mulﬁply
the Retail Square Footage on the Parcel by the applicable Base Special Tax |
from Section C.1 to determine 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 MAXIMUM SPECIAL TAX

1. Annual Escalation of Base Special 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. Adjustment of the Maximum Spécial Tax

After a Maximum 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
Fiscal 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 Unit/Market 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 (i1) 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 o f 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 thie Maximum Special Tax that had applied to the Parcel(s) before they became part of
the Affordable Housing Project. All Maximum Special Taxes determmed pursuant to Section
C.2 shall be adjusted, as applicable, by Sections D.1 and D.2.

6. 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.

San Francisco CFD No. 2014-1 ' 13 ) August 4,2014
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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 Special Taxes through foreclosure or other available methods.

The Special Tax shall be levied and collected from the first Fiscal Year in which 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, (ii)
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 otherwise
provided in Section D.4, and (iv) Exempt Child Care Square Footage.

San Francisco CFD No. 2014-1 14 ' August 4, 2014
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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 hierein, provided that a prepayment 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 Spemal Taxes. The Prepayment Amount for a Taxable Parcel shall be
calculated as follows: ,

Stepp 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.

Stepp 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 Spec1al 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 building. :

Stepp 4:  Separately for Initial 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.

Stepp 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 levied on the Parcel in each of the -
remaining Fiscal Years.

San Francisco CFD No. 2014-1 15 . A August 4, 2014
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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 of 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.

I. INTERPRETATION OF SPECIAL 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 rnaterlally 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.

San Francisco CFD No. 2014-1 : 16 August 4, 2014
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City Hall
" 1 Dr. Carlton B. Goodlett Place, Room 244

- BOAR D of SUPERVISORS San Francisco 94102-4689
Tel. No. 554-5184
Fax No. 554-5163
TDD/TTY No. 544-5227
PROOF OF MAILING
Legislative File Nos. 140836, 140814, 140815, and 140816

Description of Items: Notice of Public Hearing for the Transbay Transit Center -
Community Facilities District No. 2014-1

140836. Prublic hearing of persons interested in or objecting 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 appropriations
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. ) A

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
determining other matters therewith.

- 140816. Resolution caliing 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.)

L J?)f W Es Q’} U IU(% : , 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: . Qlis/ 2of ¥
Time: o G- oo Fiv]

USPS Location: ﬁC’»\V{/MO F’%@w‘] 2%/?&/#?/( ) Seupl pan pess AVE,

Mailbox/Madlsiot Pick- Up es (if ap}ghsble

Signature: I i
)

instructions: Upon completion, original must be filed in the above referenced file.

1718



BLLIL

Annexation Area Parcels Mailing Group 2

Mailing Address

Parcel # Site Address Owner/Developer Contact Name Contact Title
' : First & Mission P ] ‘ 433 California Streat,
3708-008 |82-84 1% Street irst & Mission Properties 7" Floor, SF CA
Lc
94104
3708-
0086,3708-
007, 3708-
009, 3708- Matt Field . .
010, 3708- Managing Director ;
011, 3708- TMG Partners 100 Bush Street, Ste
055 62 1% Street FM Owner LLC 2600, SF, CA 94104
VP Busin Affai 536 Mission Street,”
3708-098 |550 Mission St Golden Gate University  |Robert Hite usiness - AlalS| san Francisco, CA,
- and CFO 94105
» Howard/First Property Crescent Heights 2200 Biscayne Bivd,
3721-013  |524 Howard St LLP Miami FL 33137
121 Spear Street
524 Howard St Howard/First Property McKenna, Long & Suite ZQO, SF, CA
3721-013 : LLP _ | Steve Atkinson Aldridge LLP 94105
‘ : . 2255 Kalakaua Ave,
3707-052 |2 Montgomery St EgO'YA Hotels & Resoris 2" Floor, Honoluly; HI
96815
. . One Bush Street,
3707-052 |2 Montgomery St KYO-YA Hotels & Resorts | 1,1 pouben Reuben, Junius & |g, i 600, SF, CA
LP Rose LLP
94104
1633 Broadway
#1801
New York, NY
. _ 10019
3741-031 75 Howard RDF 75 Howard LP
. 555 Mission Street,
Gibson Dunn and Suite 3000 San
3741-031 |75 Howard - Jim Abrams Francisco CA 94105

Crutcher, LLP




Matt Fiel d TMG Partners
FNA Owner LLC

100 Bush Street, Ste 2600
SF, CA 94104

R obert Hite
Golden Gate University
536 MMission Street
San Francisco, CA, 94105

Steve Atkinson McKenna, Long & Aldridge LLP
Howard// First Property LLP
121 Spear Street Suite 200
SF, CA 94105

Jim Reuben Re uben, Junius & Rose LLP
KYO-YA Hotels & Resorts LP
One Bush Street, Suite 600
S, CA 94104

Jim Abrams Gibsbn Dunn and Crutcher, LLP
555 Missio n Street, Suite 3000
" San Fra ncisco CA 94105

1720

. 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 96815

RDF 75 Howard LP
1633 Broadway #1801
New York, NY 10019



\

E 4

SAN FRANCISCO

Janette Sammartino D’Elia
181 Fremont Street LLC
Four Embarcadero Center, Suite 3620
San Francisco, CA 94111

h- e 02 1R $ 01.40°
RS

0002004283 AUG1S 2014
MAILED FROM ZIP CODE 94103
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Group 1 CFD Parcels

w1

10

11

1z

13

Parcel #

Site Address

Owner

Contact Name

Bontact Title

Malllng Addrass

3719-010, 3718-011

177-181 Fremont St. & 183-187
Fremont St.

181 Fremont Street LLC

Janette Sammartino
D'Eha

Jay Paul Company

Four Embarcadero Center, Suite 3620
San Francisco, CA 94111

625 N. Michigan Avenue #2000
3738-016 No legal address Block 6 Joint Venture LLC Les Golub Golub Real Estate Corp Chicago, 1L 60611
PO Box 64733
3710-017 350 Mission St. KR 350 Mission, LLC Heidf Rat Kilroy Really Los Angeles, CA 90064
3736-120,3737-005,3737-612, 3737~ ; State Property 707 3rd Street, 6th Floor
027 . No legel address available
R Department of General Services Waest Sacramento, CA 95605
. : Caltrans )
3736-190 41 Tehama St. Tehama Partners LLC Robert Standler 3480 California Street, Sle 209, SF CA 94118

3738-013,3738-014,3738-017,3740-

027

280-288 Beala/255 Fremont

The Successor Agency to the
Redevelopment Agency of the City and
County of San Francisco

Tiffany Bohee

Executive Dirsctor

1 South Van Ness, 5th Floor
San Francisco, CA 54103

3718-026,3721-015A,3721-016,3721

031,3739-002,3739-004,3739-
006,3739-007,3738-008,3718-027

175 Beale St.

Transbay Jolnt Pawsrs Authority

Marla Ayerdl-Kaplan

Executive Director

201 Mission Street, Suite 2100
San Francisco, CA 94105

4 Embarcadero Lobby Levef #1
3720-008 101 First SL. & 415-Mission 8L JTransbay Tower LLG Michael Yi
. B isid ® San Francisco, CA 94111
100 Bush Street, Floor 22
3736-120 Eric Tao Advant Housing Sarv Francisco, CA 94103
101 California St,
3736-190 41 Tehama St. Charles Kuntz Director Suite 1000,
Hines San Francisco, CA 94111
President .
Related California Urban 18201 Von Karman Ave, Suite 900
- Housing, LLC Irvine, CA 92612
3737-005,3737-012, 3737-027 William A. Witte
101 California st,
Director Suite 1000,
3720- y " .
20-009 101 First SL & 415 Mission St Hines San Francisco, CA 94111
Charles Kuniz
. Senior Vica President Bostan Four Embarcadero Center, San Francisco,
101 First L, & 415 Mission St.

3720-009

Bob Pester

Properties

California , 84111-5994




From: Services, Mail (ADM)
Sent: Friday, August 15, 2014 3:32 PM
To: Pagan, Lisa

- Cc: Choy, Jeff (ADM)

Subject: Proof of mailing

Hi Lisa,

Here is the proof of mailing.

Mail will be pick up here by USPS at 6:00PM .

Thank Youg

James Phung

Repromail

City and County of San Francisco
101 South Van Ness Ave |
San Francisco CA 94103-2518
Phone: 415-554-6422

Fax: 415-554-4801
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Jjanette 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 90064

Robert Standler
Tehama Partners LLC
3490 California Street, Ste 209
SFCA 94118

Maria Ayerdi-Kaplan
T ransbay Joint Powers Authority
2 ©1 Mission Street, Suite 2100
San Francisco, CA 94105

Eric Tao
Advant Housing
100 Bush Street, Floor 22
San Francisco, CA 94103

william A, Witte'
Related California Urban Housing, LLC
18201 Von Karman Ave, Suite 900
Irvine, CA 82612

Bob Pester
Boston Properties
Four Embarcadero Center
San Francisco, California , 94111-59%94

) 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

v Tiffany Bohee
The Successor Agency to the Redevelopment Agency of the
City and County of San Francisco
1 South Van Ness, 5th Floor
San Francisco, CA 94103

Michael Yi
Transbay Tower LLC
4 Embarcadero Lobby Level #1
San Francisco, CA 94111~

Charles Kuntz
Hines
101 California St, Suite 1000
San Francisco, CA 94111

Charles Kuntz
' Hines
101 California St, Suite 2000
San Francisco, CA 94111
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OFFICE OF THE MAYOR - EDWIN M. LEE
SAN FRANCISCO MAYOR

TO: Angela Calvillo, Clerk of the Board of Supervisors

FROM: Mayor Edwin M. Lee j/y

RE: Resolution Determining Necessity to Incur Bonded Indebtedness - City
and County of San Francisco Community Facilities District No. 2014-1
(Transbay Center)

DATE: July 15, 2014

~ Attached for introduction to the Board of Supervisors is the resolution Determining
Necessity to Incur Bonded Indebtedness for City and County of San Francisco
Community Facilities District No. 2014-1 (Transbay Center) and determining other
matters therewith. ' ' :

I request that this item be calendared in Budget and Finance Committee on July 23rd.

Should you have any questions, please contact Jason Elliott (415) 554-5105.

1 DR. CARLTON B. GOODLEW PLACE, Room 200
SAN FRANCISCO, CALIFORNIA 94102-4681

TELEPHONE: (ﬁ'lfé%‘34—6141 / #O 8/5'
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