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FINANCIAL FEASIBILITY ANALYSIS
DOWNTOWN KINGSTON WATERFRONT DEVELOPMENT

Introduction

In late 1992, a number of Jamaican government and private sector organizations commissioned
a plan for the redevelgpment of downtown Kingston. The resulting document--the Kingston Vision 2020
Plan--creates for the first time an overarching framework for downtown community and economic
revitalization. It proposes a number of development concepts intended to launch a regeneration of real
estate markets in downtown generally, and the Waterfront in particular. As such, the Plan prcides an
extremely useful roadmap for development of more concrete development proposals, including those that
contemplate use of specific development sites. Critical to the success of these proposals is the private
sector’s seizure of development opporwnities, which in turn depsnds on the profitability of downtown
Kingston investments. This study tests the realism of alternative concepts for Waterfront development,
and by implication, downtown more generally, by:

. examining potential demand for downtown commercial, retail, and residential property;

. translating this potential demand into estimates of financial returns to private sector
investors; and

. relating the lessons from other waterfront redevelopment projects to possible strategies for

downtown Kingston revitalization.

Thae first section of this report discusses the types of development contemplated for downtown and
the overall approach to differences in types. The second section examines the financial characteristics of
these developments and explores alternative financial scenarios. The third section summarizes the
implications from this analysis and telated insights into waterfront development, elsewhere.

1. Background and Analysis Approach

The Vision 2020 plan recommends a short-term, five-year, program of high-payoff projects (o demcnstrate
the profitability of downtown investments, spur complementary investments, and create conditions for
accelerated development over the remainder of :he decade. An illustrative schedule of these developments,
and others currently under consideration by potential investors, is presented in Exhibit 1. The speciiic
development programme indicated on the matrix should be regarded as illustrative of the range of uses
to which various buildings and sites could be put. The Exhibit is divided into "general-use" projects,
which involve straightforward design-and-build development and uncomplicated financial feasibiliry
analyses and "special-use” piojects, which depend on highly specialized, and financially risky,
development concepts.
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General Use Projects

Exhibit 1
Propoased Development Projects

Development Concepts/Projects/Sites

Proposed Occupants

Use Programme

Hant.ah Building
Vision 2020, Phase i ioject
Marketing Strategy--Block D

Ketail, Commurcial

Total Net Rentable -- 56,592
Specialty Retail -- 23,493
General Office -- 33,099

Downtown Housing Development

Housing

Condominiums -- 35,000 spuare feet
Ground floor -- 25,000 square feet

Harbour Street Retail/Office
104-110 llarbour Street
Marketing Strategy -Block A

Retail, Commercial

Total Net Rentable -- 17,294
Bank tenant -- 9,944

Genenral office tenants -- 3,675
Specialty retail -- 3,675

Special Use Projects

Development Project

Proposed Occupants

Use Programme

Oceana Hotel & Conference Center,
Vision 2020, Phase | project

Hotel and Convention Facilities
Specialty ground-floor retail/restaurants

Intemational and Caribbean Region
Conventions

World Trade Center,

Commercial Office Space

Jamaican export promotion offices

Expont companies
Coqzular offices
lntemnational financial services

Vision 2020, Phase | project

Total Net Rentable -- 38,262
Restaurany/Sports Bar -- 15,488
Cinema -- 2,787

Specialty Retail -- 6,270

Ant Galleries/Studios -- 13,717

Wray & Nephew/Appleton Square, Ans & Entertainment
Vision 2020, Phase | project

Marketing Strategy--Block B & C

Restaurants/Bars
Food Coun
Specialty Retail

Waterfront Festival Market Entertainment & Retail

Vision 2020, Phase II [:mject

Tre first column of the Exhibit indicates the name of the project and =ferences the document (if
any) that describes the project. Five of the projects can be found in the Vision 2020 plan; the plan called
for phased development of projects--Phase I in the next five years, Phase II after five ycars. All of the
Vision 2020 projects in the Exhibit, with the exception of the Festival Market, are proposed for the first
phase of plan implementation. In addition, the Kingston Restoration Company commissioned a downtown
marketing strategy, which specifies developmental uses for several of the Vision 2020 projects, and several
others. A context map for the strategy is shown on Exhibit 2. The square footages for various uses are
drawn from the marketing strategy. The financial analyses presented in the next section use several of
these projects as illustrative of the financial performance of downtown property; specifically the Hannah
Building, World Trade Center, and Downtown Housing Development.
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Those projects or sites intended for general commercial and/or residential use depend on general
estimates of downtown real estate market potential to support financial feasibility analysis. Therefore, this
analysis does not necessarily endorse a development program for each site, specifically, bu: these do
constitute the most economically attractive uses. These projects are only illustrative of the types of
general and special use projects slaied for the Waterfront. For example, the Wray & Nephew Building
may not be developed ac an arts and entertainment complex, but such uses are highly desirable elsewhere
in the watzrfront area. Overall downtown market regeneration very much denends on the success of these
anchor investmep*=,

The development projects listed above will not go forward in a vacuum, and their attractiveness
to potential investors and occupants will depend on other initiatives that are proposed or near
implementation. Two complementary efforts include:

. Downtown Tax Incentive Zone--a 25 percent first-year investment tax credit, ten year exclusion
of rental income frorn taxation, and tax-free bond autho:ity;

° Dowritown Management District--a scheme for property/business owner payments into a fund for
downtown security enhancement, street clean up, and marketing and promotional activities.

The tax incentive zone will translate directly into increased returns on investment. These effects
on rates of retun from downtown property investments generally, and the above development projects,
specificully, can be estimated based on pro forma analysis of individual, or representative, development
deals. Effects of Downtown Management District creation will be less straightforward to estimate; thie
analysis in the next section will specify rental rate increases that would be necessary to trigger private
sector investment. Local observers can judge whether downtown security and environmental enhancement
projects are likely to produce rental increases of the nceded magnitude. For example, will efforts to
improve sccurity and the physical atiractiveness of downtown mean that a reduced differzatial between
New Kingston and downtown property rental rates will be possible while ensuring strong demand for
downtown space?

2. Demand and Rate of Return Arnalysis

Two analysis questions guide the discussion to follow:

. what is the projected demand for downtown property, including anchor development projects
identified in Exhibit 1; and

. given development costs, achievabie rental rates, and projected property appreciation, are rates of
return sufficient to attract private sector investment?
Demand Esti.nates

This demand analysis is divided into three parts: demand for commercial space, retail space, and
housing. Analysis is based on special surveys of rental rates and recent rental appreciation for a sample
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of downtown properties, and those elsewhere in the Kingston Metropolitan Area. This section is followed
by an analysis of investor rates of return on these properties, given assumptions based on findings from
these surveys. Both discussions are organized in question-and-answer format, corresponding to those
raised in the study’s research design.

Demand for Commercial Space

(a)

What are recent absorption rates in KMA? What are potential office space demands over the next
five years from private sector and government?

Downtown commercial space demand is a function of: (1) overall increases in demand for space
in the Kingston Metropolitan Area, (2) govemment and corporate relocations, either for the
purpose of space consolidation or desire to ungrade accommodations or reduce rent levels, and
(3) ability of commercial property holders in downtown to capture a portion of the overall
increase, including the relocation market.

Informal surveys indicate at le” t some demand for space resulting from both new demand and
demand from relocating tenants. Recent (1991-94) absorption rates of new Class A office space
in New Kingston (and to a lesser extent, in Constant Spring/Halfway Tree), suggest approximately
75,000 square feet per annum in the KMA as a whole. Indications are that this rate represents
a slackening of demand from an earlier (1987-90) period. Downtown probably captured very little
of this additional demand; there has been some upgrading of commercial space by in-place
occupants, but very little new space added for the commercial office space market.

We cannot separately estimate the market for relocations, but informai surveys of government and
corporate property owners and occupants of commercial space indicate some promise in the
relocation/upgrade market. Best estimates of the potential for government relocation from
currently rented space in New Kingston to downtown amounts to 275,000 square feet. (See
Appendix Table A-1.) In addition, although major corporations surveyed for this report indicated
no plans to add employment (proxy for demand for additional space), several corporations
indicated plans for relocation/consolidation of corporate offices in downtown. Our best estimate
of the total square footage in potential demand. including demand for space already owned by
these clients, is another 50,C00 square feet over the next several years.

For a number of reasons, government space consolidation represents the best near-term prospect
for stimulating commercial real estate markets in downtown:

4] The government has an incentive to relocate and consolidate; it can achieve cost savings
over payments for currently-occupied space, but upgrade the quality of accommodations
and support its other (tax) investments in downtown revitalization. Assuming government
lease renewals in New Kingston are $220 per square foot, total costs for the 275,000
potentially relocateable amount to $61 million. On the assumption (detailed below) that
equivalent downtown space can be rented for $160-180 for newly rehabilitated space, total
government cost savings could amount to $11-17 million per year.
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(b)

2 Demand on this scale can yield visible improvements quickly if government relocates into
rehabilitated space (the preferred developmental option--see discussion in Section 3):
275,000 square feet translates into five developments the size of the Hannah Building site
(59.592 square feet).

3 JOJ can reduce the risk of piivate sector investment in strategically-located renovation
projects by executing long-term pre-leases; potential private sector occupants may be
unlikely to do so.

C)] Govemnment relccation, because of direct employmeni and services to citizeus, will yield
immediate increases in pedestrian traffic and day-time retail demand, and help support
"anchor” investments until private-sector demand takes hold.

(&) GOlJ is the only potential client that can, through concentrated relocations, both build on
current downtown strength as a center of some government functions (help crystallize the

downtown’s "sense of place") and help dispel exaggerated perceptions of downtown as
crime-ridden.

What are current net rent and operating cost differentials? Expected rental escalations in New
Kingston over five-to-ten years? Expected net rental and operating cost escalations downtown?

A best estimate of the "downtown" rent discount is 20 percent below New Kingston rents for
Class A commercial space. Scotia Center 1994 net rent contracts are $189, compared with New
Kingston contracts in the $220-250 range. (See Appendix Table A-1.) Because of the visibility
and quality of the Scotia Center building, this differential probably is narrower than for less-
attractively-sited space, which includes most renovated space likely to be available for
development. Based on a limited number of comparisons, the discount for other types of
commercial space should be approximately 3040 percent.

This differential in terms of rent levels does not apply to rental appreciation. Although based on
a small sample, downtown rental appreciation rates for the last two years exceed those in New
Kingston. They were roughly comparable in the preceding two years.

Median rental appreciation between 1992-93 for a sample of six New Kingston buildings came
to 21.5%, for downtown--34%. Corresponding increases for 1993-94: New Kingston--58%,
downtown--117%. On an annual pzrcentage basis from 1992-94: New Kingston--50%, downtown-
-70%. Too much should not be made of the downtown perforn.ance {the sample includes only
two downtown properties, six New Kingston properties). Nevertheless, we can conservatively
estimate that rental rate anpreciation for good quality office space is at least as strong in
downtewn, as New Kingston,

Operating cost and operating cost escalation appear not to differ materially between New Kingston
and downtown. Rental appreciation app:ars to be running slightly ahead of inflation, taking into
account both the provisions of rental escalation clauses and increases on lease renewal.
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(c)

What is the upside potential for downtown rents assuming: (a) increased security, (b) street-scape
clean-up, (c) implementation of special-use developments (i.e., what are realistic projections of
the real estate market effects of anchor developments?).

Comparatively low rents for space should be considered the downtown's primary competitive
advantage, currently. Nevertheless, increases in rents relative to construction costs (discussed
below) represent the only way downtown real estate investments can be made financially attractive
without public sector subsidy.

In eftect, the current downtown rental raie discount represents the market price applied to the
negative features of downtown location relative to New Kingston. An estimate of the effects of
changes in the downtown environment that would offset these negatives would be speculative in
the extreme. The inventory of disadvantages. listed below, should help guide development policy
for downtown: each can be offset, at least to some degree, by public and private sector action:

. Public Safety. The single-most important deterrent to corporate location in downtown is
concetn for the safety of employees, particularly if job demands require employees to
remain in downtown after hours, and on weekends. There is some evideie to suggest,
however, that these fears are exaggerated. Stone's survey of Ocean Towers residents,
informal interviews with downtown commercial space occupants, and comparison of New
Kingston and downtown crime rates indicate that safety concerns, while real, are
exaggerated. Highly visible improvements in police or private security presence can make
a substantial difference in prevailing public attitudes.

. Transportation. Travel time to downtown from the northern portions of the KMA add
about 15-20 minutes to a commute that otherwise would end in New Kingston. Once
downtown, |:""king is reputed to be difficult; certainly the number of parking faciities in
New Kingston, both on-streei and in parking structures, exceeds that readily available in
the immediate area of King and Harbour Street. Nevertheless, there is evidence that this
differential is diminishing somewhat, as traffic levels in New Kingston increase, and
recent commercial construction has strained available parking capacity. Further,
appropriately sited demolition and clearance downtown can remove blighted structures,
provide parking over the short- and medium-term, and prepare sites for future
redevelopment.

. Urban amenities. Compared to New Kingston, downtown contains fewer high-quality
restaurants, bars, clubs, shopping facilities, and other sources of entertainment. New
Kingston also is close to shopping and retail centers on Constant Spring Road.
Downtown cannot compete immediately, although initia! commercial space creation
should support complementary retail, restaurant, and entertainment facilities.

. Sewer backups. The Harbour Street sewer construction is now in its fifth year. Backups
and overflows along Harbour Street and side streets have become an unattractive and
seemingly permanent characteristic of the downtown environment. Installation of the
sewer line has left Harbour Street itself in disrepair. Once finished, the new sewer line
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will remedy one of downtown's principal constraints to new development. Meanwhile,
however, construction delays have become a major deterrent.

(There are of course, competitive advantages to downtown location, such as unique natural and
historical features, which offset to some degree thr: disadvantages noted above, and represent
assets to support future development. These will be discussed in the concluding section of this
report.)

Proposed creation of the Downtown Management District in the short run may improve both the
real and perceived crime rate, improve environmental quality (through landscaping, trash pick-up)
and contribute to more positive public perceptions through marketing and promotional activities.
How well these efforts will translate into upward pressure on rents is not at all clear, especially
if commercial occupants have to pay the full cost of any services that are provided. Therefore,
the next section of this report, which presents simulated rates-of-retum on various kinds of
downtown real estate investments, establishes a rental rate target that must be achieved to produce
competitive rates of reumn. Local real estate professionals and potential investors can use these
targets to estimate whether management improvements are likely to yield rent increases of the
required magnitude. To anticipate the discussion in the next section, rental increases of 15-25
percent over current rents, even with downtown tax preferences, would be required to produce
competitive rates of retumn. A summary of the findings of this section is shown in Exhibit 3.

Retail Space

(a)

What are comparative rent levels and appreciation rates between downtown and New Kingston?

Comparisons between New Kingston/Constant Spring/Kingston 6 are complicated by considerable
differences in retail space quality. Upper-end rents in Constant Spring/Kingston 6 in 1994 range
from $202-250, in the same range as commercial rental rates for prime quality New Kingston
space. New Kingston retail rental rates, however, range from $110-130 per square foot.
Downtown rents for both properties ¢xamined are at $75 per square foot. Thus, downtown retail
rents discounts are approximately 30-40 percent compared to New Kingston, 60-70 percent
compared to high-quality retail in the Constant Spring corridor. This differential is due both to
location and quality--downtown retail facilities are less-well maintained and older than comparable
space uptown.

A best estimate of the "constant-quality” rental discount is approximately 20-30 percent,
comparable to the commercial rent discount versus New Kingston space. Therefore, new retail
space in prime downtown locations is estimated to rent for $90-95; 85% of current New Kingston
rentals, and about 25% above existing downtown space. Other new retail in renovated space
should rent for about $85. Similar to commercial rert appreciation, downtown retail rental
appreciation appears to be at least as strong as New Kingston/Constant Spring appreciation, and
appears to have exceeded uptown rates over the last three years.
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Exhibit 3
Potential Commercial Demand
Summary of Conclusions

Analysls Issue Data Collection Method Conclusions

Recent KMA Absorption | Informed estimate of New Relatively iew buildings compnse the total Class A space

Rates Kingston/Halfway Tree Class A Floor created. Vision 2020 reported 100-150,000 square feet pet
Space created--1935-1994. annum in New Kingston, but 75,000 square feet is best estimate

of Class A space for 1989-1994. New Halfway Trec Class A
space is mirimal.

KMA Demand Survey of Commercial Relatively slack private sector Class A commercial space
Projection Owner/Munagers. demand. Govemment is likeliest taker of downtown office

space marketing: curr~nt New Kingston leased space amounts
to 276,000 square feet. If renewed now at current rental: $60.7
million. Would add about 900 employees to downtown.
Smaller corporate relocations/expansions could add 50,000
square feet, 150 employees.

Current Rent Commercial Owner/Managers Survey Estimated downtown prime space rental at 80 percent of !

Differentials Kingston rents; $190 v. $240. New downtown Class A
probably could command $215 given new construction/prime
location.

Expected Upper Commercial Owner/Manager surveys; - | Downtown rental escalation at least as strong as historic New

Kingston and Downtown | for analysis purposes, assume rents Kingston performance, and may exceed New K. rates over the

5.10 year rent escalation track inflation. last two years.

Upside Potential for Sce "performance adjustments” in next | Management District and other demand generators (special

Downtown Rents section. events, promotions) etc. must produce 15-25 percent escalations

in rents, which coupled with tax preferences, will generate
retum rates competitive with altemative investments.

(b)

What is the upside potential for iewil rents in downtown? How will rentsisales volumes be
affected by increases in downtown employment and housing? Creation of a downtown
management district?

Just as commercial potentiai is difficult to estimate, so too is retail rental appreciation and
potential demand. The analyses to be presented in the next section will assume that retail rental
escalation to achieve target retum rates will track commercial rental escalation; i.e., retail rent
levels will not be separately estimated.

Potential demand for retail space will be affected by increases in downtown employment and
housing. Estimates of potential additions to downtown employment in the near term, discussed
in the preceding section, amount to about 1,050 employees. This amounts to about a 10 percent
increase over total estimated office and government employment in downtown (10,391 in 1990),'

! See Kinsgley, Peterson, and Telgarsky, /nner K ingston Development Project, Final Report December
1991.
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or about a 5 percent increase in total downtown employment. (This estimate assumes that total
employment change in downtown has been flat from 1991-1994). However, addition of 1,050
employees, if development were concentrated in the immediate Waterfront area could provide a
substantial localized boost to retail sales. Also, this increase would be concentrated at the middle
and upper income end of the downtown market.

Potential demand from new housing units could increase effective demand, as well. On a per-
person basis, residential demand for retail services, given comparative travel costs to uptown
retailers and after-hours presence dcwntown, doubtless exceeds that of day-time employees. Based
on development parcels available for upper-end residential unit construction, estimated potential
for near-term is 100-150 residential units.

Exhibit 4
Potential Retail Space Demand
Summary of Conclusions

Analysis Issue Data Collection Method Conclusions

Current Rent Differentials Retail Owner/Manager Survey Rent differentials and escalation similar to commercial property

rates; 20 percent discount for premium (waterfront, special-use)
retail space, 30-40 percent for other Class A retail,

New Kingston and Retail Owner/Manager Survey Assume rental will track inflation.
Downtown Rental Gray Report
Escalation
Upside Potential for Downtown residential/transient Additional employment demand estimated 1,100 empioyees
Downtown Retail Space population projections (below) with govemnment/corporate relocations in near teim. Potential
Rents New Kingston comparables residential construction 100-150 units,

Housing

(a) What is potential demand at various unit purchase levels for moderate- to upper-income

purchasers? How do these compare to other KMA home purchase alternatives?

The Stone survey reported surprisingly strong interest in downtown housing among prospective
middle- and upper-income purchasers, but significant concems ahout crime and traffic problems.?
The survey also showed significant differences in the perception of safety issues between current
downtown residents and those from elsewhere in the KMA. Stone’s estimates of potential interest

*See Port Royale Demand Survey, the Stone Team, prepared for Kingston Restoration Company, July
1993.

10
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are probably affected by the relatively low cost figures quoted (about two-thirds of those for
recent Ocean Towers sales, after inflation adjustment).

Limited number of sales comparisons shows per-square-foot Ocean Towers sales somewhat below
prevailing sales rates elsewhere in the Kingston KMA, except for larger units--at the high end of
the market. For example, recent unit sales at Ocean Towers run at approximately $3,000 per
square foot, almost identical to the $3,051 average for a number of New Kingston residential
complexes. (See Appendix table A-4.) These per square foot estimates will vary by unit size--per
square foot price assumptions for each unit size will be outlined in the next section.

These sales prices per square foot roughly correspond to a per-square-foot rental rate of $270--
slightly above the rental rates for prime New Kingston property, but much in excess of the
commercial rental rate in downtown. The effect the commercial-residential rent differential has
on project rates of investment return also will be discussed in the next section. Finally,
appreciation rates for recent sales appear to match those elsewhere in the KMA.

Special Use Projects

(a)

What is the expected demand for space in special- use, or anchor, development projects?

The category of "special-use” projects listed on Exhibit 1 included several projects that r:ly on
very specific uses with no tested market. (Indeed, the market for general use projects already
discussed is untested.) Among these developments are: (a) the Oceana Hotel and Convention
Center, (b) a new World Trade Center with export promotion offices, cxport companies,
international financial services and consular offices, in a newly constructed waterfront office
tower, (c) Wray and Nephew building development (Appleton Square), a high-quality renovation
project that would anchor creation of downtown entertainment district, and (d) a Waterfront
Festival Market to include specialty retail, restaurants and bars, and a food court, similar to many
developmens in the United States.

Because demand for these facilities is uncertain, their development poses extraordinary risk.
Results from initial inquiries to determine interest in the spaces available in the Wray & Nephew
development suggest potential market strength, with expressed interest from local
retailers/restraunteurs and international retail chains.® These initial resu'ts suggest, but by no
means demonstrate, the potential attractiveness of the Wray & Nephew de velopment. Among all
of those projects Jisted above, and for reasons discussed below, the Wray & Nephew project
represents the best near-term prospect for development, though it, too, ‘1as been under discussion
for several years without attracting investment commitments.

* Based on contacts with potential clients, see Market C oncept: Redevelopment of Parts of Downtown

Kingston, for Kingston Restoration Company, Ltd., October, 1993,

11
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Exhibit 5
Estimates of Potential Housing Demand
Summary of Conclusions

Analysis Issue

Data Collection Method

Conclusions

Sales cost comparisons

Survey of Comparables (Ocean
Towers, New Kingston?)
Residential Property Managers

Ocean Tower sales from residential property managers survey
shows competitive downtown sales figures.

Expected appreciation
rates

Trend analysis of Ocean Towers
sales and KMA from Residential
Managers survey

Recent appreciation appears to match uptown figures. Assume
that future escalation will track inflation,

Upside Potential of Sales
Prices & Appreciation

Stone, Residential Managers Survey

Market strength demonstrated by Ocean Towers, with support
from Stone survey, but question depth of market--O.Towers has

unique status. Issue of strength for residential demand in
renovated structures.

Rate of Retum Pro-forma Analysis. Residential retums show superior performance compared with
Comparison commercial property. (See following section.)

The World Trade Centre is attractive in concept, but faces real difficulties. While a new office
tower on the Scotia Centre model probably could lease up at rents as much as 15 percent higher
than those in the Scotia Centre, rents at this level would not generate competitive investment
returns, even assuming GOJ tax <redits. (See discussion in the next section.) The single-purpose
character of the development and the prestige associated with occupancy could command rents
higher than these, in theory. However, the prime occupants--Jamaican trading companies and
financial instituticns--already are well-established at other downtown and New Kingston locations,
and often own the property they occupy.

The Oceana Hotel wid Convention Centre long has suffered from under-utilization. The Law of
the Sea Conference will generate some demand, but insufficient to make either the Centre or the
hotel financially viable without substantial subsidy. Appropriate marketing of the Convention
Centre could yield additional attendance, but probably not on the scale needed without supporting
investments in downtown commercial and retail facilities. (This will be discussed further, below.)

Finally, the Waterfront Festival Market concept has proven extremely successful in several U.S.
cities, but not in all cases where it has been tried. Successful developments in all cases have
relied on strong regional and national tourist dcmand, which in the Kingston case is unlikely to
be strong, and on supporting investments, which in Kingston have not yet been made.

12
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(b)

What factors will constrainipromote demand for various types of special use facility? What
factors are critical to building demand for special use projects, including the role of project
sequencing, tourist and conveniion promotional efforts, supporting real estate investments, and
other factors?

Because demand for special use development projects facilities is untested, these are extremely
high-risk projects. Development sequencing and the financing of individual deals should be
oriented toward minimiz=:ion of risk. However, each of the projects listed depends on different
kinds of demand and require different levels of investment. The Wray & Nephew project and the
Festival Marketplace project beavily depend on demand for retail services. The Convention
Centre and Oceana Hotel development will depend on largely Caribbean region and international
demand. The World Trade Centre will rely heavily on efforts to build general demand for
commercial snace, as well as the specifically intended use. Despite these differences, some
general conclusions concerning project sequencing and overall downtown developmental priorities
are possible.

Both the Wray & Nephew Building and the Festival Marketplace depend on pedestrian traffic and
attendant refail demand. International experience with Festival Markets suggests that projecis of
this kind heavily rely on "export" markets--suburban destination shoppers, out-of-city tourism, and
even intemnational tourism, but strongly supported by the regional market. Further, most
developments are supported by reasonably strong local commercial development. In the Kingston
case, there is little prospect for near-term capture of tourist and convenrion market. Therefore,
both retail "special use” facilities must rely on indigenous demand in the near term, and likely will
be especially dependent on physical improvements and increases in pedestrian traffic in the
Waterfront area.

This dependence on locally-generated demand has important implications for development
sequencing. The smaller scale of the Wray & Nephew Building, and its mix of uses intended to
attract an after-hours clientele, and some weekend (especially evening uses) suggests that this
should constitute the anchor investment for retail/entertainment district creatir n. Its success will
be an important test of the potential local demand for the Festival Marketplace, and will form part
of the overall development package needed to attract convention business. In turn, the Wray &
Nephew development must be supported by commercial and residential development 1o generate
potential demand from day-time workers and full-time residents. This implies that initial tax
subsidies through the downtown incentive scheme should support govermment relocation into
renovated facilities and new residential construction (supporting existing Ocean Towers residertial
base) to create this demand. These physical improvements must be supported by highly visible
improvements to security and environmental quality (e.g., trash removal). Downtown management
district and promotional/market improvements are probably necessary to begin the shift of KMA
resident perceptions.

There arc few signs that Kingston is at all well-positioned to tap convention, hotel, and tourism
markets without significant investments in physical development ana urban public services.
Nevertheless, these are medium-term developmental assets that should be preserved. Efforts
should begin in the near term to market the convention centre, on the expectation that other

13
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supporting investments will be made. Further, adaptive reuse plans for the Oceana Hotel should
clew.y indicate that conversion for general commercial tenants or govemment usage is temporary.
Little in the way of new conveution business can be expected until the appropriate support
packages have been assembled. That is, blight must be removed through selective demolition and
strategic renovations, security must be visibly enhanced, additional entertainment facilities must
be created, and the regional assets of the area likely to be attractive to the bi'siness traveller must
be linked together in a "business tourist" package (e.g., golf courses, weekend get-a-ways, and
other attractions).

Not all of the supporting investments need cost a large amount of money. The Business
Management District can use its subscriber payments to support retail district marketing and
promotion. The GOJ with the assistance of UDC and KRC can organize waterfront festivals and
other downtown events tu attract visitors to dowrtown in sufficient numbers, on off-hours, and
in relative safety. The importance of these special promotional events will be discussed in the
next section.

Finally, risk minimization almost certainly will require govemment participation in risk sharing
arrangements. The tax preference scheme, as will be shown in the next section, will produce
improvements in retumn rates, but these will not be enough to generate sustained private sector
invesiment unless premium rents, approaching New Kingston rates, can be charged. With the
appropriate development package, facilities such as the World Trade Center and Wray & Nephew
Building may well be able to command these rents. However, govemment participation in private
sector development deals probably will be necessary to shield private investors from large losses.
If however, the downtown market does show the expected strength, government'’s subsidy can be
recouped through equity positions in downtown projects.

14



DRAFT: July 8, 1994

Exhibit 6
Special-Use Development Projects
Summary of Conclusions

Analysis Issues

Data Collection/Analysis Method

Conclusions

Estimates of Potential
Demand

Effective demand for W&N--Gray
Follow-up contacts with potential
znchor tznants

Intemational Waterfront Compansons

Festival Market is highly speculative and will rely primarily
on local demand and local retailers, given typically small
stall space and competing demand for major retail chains.
Wray & Nephew is best current prosect given inquiries to
date. World Trade Center would rely primanily on relocation
of existing corporate clients--development should proceed
only based on firm pre-lease commitiments.

Factors Affecting Demand

Corporate Interviews
Intemational Waterfront Coniparisons

Synergy among development projects a vital, but not
quantifiable, element in special-use developments. Must be
led by special cultural/recreational events, and significant
retail/commercial investments to build potential demand,
overcome negative downtown perceptions.

Development cost issues,
effect of ancillary
developments

Corporate interviews
Waterfront comparisons
UDC officials/documents
Quantity Surveyor estimate

UDC almost certainly will have to accept participation in
nsk-sharing financial agreements with private sector
developers, driven primarily by uncertainties in potential
markets. Further, new constructior: on fill lands drives costs
up 10 percent; may require land write-down to offset
increases, possibly recouped through equity participations.
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Potential Investor Response

The analysis above has established prevailing downtown rents and rent discounts in relation to
New Kingston property. Given development costs, rents, and expected property appreciation, what are
realistic estimates of return rates on downtown property? Are these sufficient to induce sustained investor
interest in downtown real estate development?

This analysis relies primarily on comparative rates of return analysis, with baseline and sensitivity
analysis to accommodate future developments in rental and investment tax rates. Discussed below are
three development scenarios for four types of development that correspond to some generic uses of
downtown space, and for comparison purposes, a new office tower in New Kingston. In several cases,
this analysis uses specific development proposals as a basis for construction cost estimates. In the matrix
to follow, the base casc will consist of development scenarios that reflect best estimates of developn.ent
costs and achievable rent levels, and projections of future property appreciation, interest rate behavior, etc.
The analysis listed last on the matrix describes sensitivity analyses of return rates under altered
assumptions of rent levels, appreciation rates, and return rates.

1. What are estimated rates of (current and future) retumn from downtown real estate investments,
currently? How will these change with: upward pressure on rents? implementation of special-use
development projects? implementation of downtown tax preferences and management schemes?

Three development scenarios for each type of development are presented in the accompanying
table. (Complete pro-formas are attached in Appendix B.). Where appropriate, lcverage ratios
are adjusted to solve for the highest internal rates of retumn under each scenario; the resulting
ratios are discussed in the text.

Base Case: Rental escalation at 30 percent per annum and no tax preferences. This is the
current environment facing potential investors in downtown real estate.

Scenario 1: The base case with exclusion of rental income from taxation, and a 25 percent
first-year investment tax credit;

Scenario 2: The base case with exclusion of rental income, a 25 percent investment tax credit,
and an assumed rental rate sufficient to yield target retumn rates. This latter
represents an estimate of the amount of additional rent that must be generated
through policy changes to increase effective demand for downtown space.

Each of four development types is presented; these cover most of the development choices faced
by potential downtown investors: (a) new construction of Class A commercial space, similar in
design and location to the Scotia Center building, (b) rehabilitasion of commercial space for
commercial and retail use (Hannah Building, Block D examrile), just off the waterfront (c)
rehabilitation of Class A but less-than-premium space (95 Harbour Street example), and (d) upper-
income waterfront housing development.
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Land purchase, building purchase (net of estimated land cost), and rehabilitation cost assumptions
are summarized on Exhibit 7. Costs and prices are shown in relation to the quality of location
or the original condition of the structure. Raw land prices range from a low of $100 per square
foot for parcels bordering on low-income residential neighborhoods, to $250 per square foot for
waterfront parcels. (These estimates are base) on KRC purchases/inquiries and UDC land
valuations, adjusied for inflation.) Purchase price of structures range from $250 per square foot
for derelict buildings to W$1,250 per square foot for buildings in prime condition. (These are
based on recent KRC purchase offers.) Finally, rehabilitation costs range from $1,750 per square
foot (inclusive of an additional 20 percent in fees) for derelict property (and assuming that exterior
walls are structurally sound) to $750 per square foot for cosmetic eaterior and interior
improvements and minor upgrades to building systems (based on quantity surveyor estimates).

Income assumptions are noted on Exhibit 7 as well, and are based on the rent comparisons
presented in an earlier section. For the housing developiment scenarios, the exhibit shows a single
average rate for all unit sizes of $3,200 per square foot. based on the following schedule of
estimated downtown sale prices: (a) studio--$2,700 p'r square foot; (b) 1 bedroom--$3.000,
2 bedroom--$3,300, and 3 bedroom--$3,800. These are based on recent Ocean Towers sales and
prevailing sales prices elsewhere in the KMA.

Exhibit 8 shows estimated rates of retumn for each development type and investment/rental rate
scenario. (Detailed pro-formas for each development type and scenario are contained in Appendix
B.) All downtown develepmenis in the "base case" scenario produce return rates that appear well
below those obtainable from safe investments in corporate or govemment bonds. Light
rehabilitation produces an intemal rate of return of 21.6 percent, compared with 20.1 percent for
substantial rehabilitation and 19.6 percent for new construction. By comparison, New Kingston
new construction produces a 24.8 percent rate of return.

A special case, downtown residential construction requires a full recapture of invested equity, plus
a rate of return on invested capital, after the end of the first year of unit sales. In the base case,
proceeds from unit sales amount to only 92.8 percent of initial equity; a 7.2 percent loss.

The first scenario assumes a 25 percent investment tax credit and exclusion of rental income from
taxation. As expected, retum rates improve, and are competitive with estimated New Kingston
retumn rates, but remain below that obtainable for investment alternatives. Light rehabilitation
intemnal rates of return amount to 28.1 percent in Scenario 1, with first year cash flows a
substantial 29.6 percent. New resideitial construction shows a positive retumn--13.8 percent--with
full cash out in year 1.

Scenario 2 adjusts base renta! and annual above-inflation rental escalation to produce 40 percent
internal rates of return, close to those now achievable from alternative, non-real-estate investments.
All of the developments assume a 25 percent increase over base rents. Local real estate
professionals can judge for themselves whether downtown management improvemnents, special
promotional efforts, and synergies produced by concentrated developments could produce base rent
increases of this magnitude. For example, the substantia! rehabilitation example assumes that the
Hannah Building development could command commercial rents of $225 per square foot--slightly

17



EXHIBIT 7
Development Cost Assumptions
Cost/Price per Square Foot

Cost/Price
2,000

1,750

1,500

1,250

1,000

750

500

2501

Poor

Location/Structure Quality

Good

<-Raw Land by Location -+ Price/Condition Struct ¥ Upgrd cost/orig qual

18



DRAFT: July 8, 1994

Exhibit 8
Rates of Return for Selected Development Scenarios
and Rental/Tax Assumptions

Substantial
Scenario/ Rehabilitation
Assumptions
Square Footage 56,952
Retail 23,642
Commercial 33,309
Residential
Development Cost
Per Square Foot $2,943
Rental/Sales Per Sq.Ft.
Retail $95
Commercial $180
Residential
Base Case
Intemal Return 20.1%
Year 1 Cash Return 4.4%
Year 2 Cash Return 5.4%
Year 7 Cash Return 18.1%
Scenario |
Internal Return 26.5%
Year 1 Cash Return 29.2%
Year 2 Cash Return 7.0%
Year 7 Cash Return 25.8%
Scenario 2
Intemal Return 40.1%
Year 1 Cash Return 30.8%
Year 2 Cash Return 10.0%
Year 7 Cash Return 59.6%
Performance Adjustment
Retail s$19
Commercial $225
Residential
Base Rent Increase 25.0%
Above-inflation Increase 11.0%

Light

Rehabilitation

5,190

5.190

$2,316

585
$160

21.6%
4.7%
5.8%

19.5%

28.1%
29.6%

1.5%
27.9%

40.3%
3%
10.0%
52.1%

$106
$200

0.2§
9.0%

*note: residential retum rates are percent retum oa cquity at one-year cash out

New Construction

135,000
25,000
110,000

$3,944

$95
$215

19.6%
4.3%
5.3%

17.6%

25.9%
28.7%

6.8%
25.2%

40.2%
30.0%

9.3%
53.4%

$119
$269

25.0%
12.0%

Residential
New Construction

135,000
25,000

110,000

$4,322

395

$3,200

12% *

13.8% *

40.2% *

$4,141
29%

New Kingston
New Construction

135,000
25,000
110,000

$3,944

$115
8275

24.8%
53%
6.7%

22.8%
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above those now obtained in recent Scotia Bank rent contract renewals. Further, to achieve target retum
rates, above-inflation rerit escalation of 9 to 12 percent mus: result from strengthening cf demand for
downtown commercial and retail space.

To produce a one-year 40 percent retumn, residential unit sales must be 29 percent above those
estimated for recent Ocean Towers sales; $4,141 per square foot versus $3,200 square feet in
Ocean Towers. Although this appears a substantial premium, these per-square foot prices have
been obtained in certain luxury developments elsewhere i the KMA. (Sce Appendix Table A-3.)

In conclusion, residential developments would afford investors substantial immediate retumns on
investment under Scenario 2, and in general, rehabilitation of property performs slightly better
than new construction of commercial and retail space.

The above analysis also reveals the importance of the macrocconomic and interest rate
environment for real estate investment. Over the long run, rents and intercst rates will tend to move in
line with inflation. In the short run, howeer, government monetary and fiscal policy can produce high or
low real rates of interest, after adjustment for exnected infiation. During periods of high real interst rates,
like the present, real estate development of any kind becomes difficult to finance.

A Concluding Perspective

The conclusions in this section are based on a review of urpan waterfront development experience
in the United States, and uses this experience to inform thinking about the future of the Kingsion
waterfront. First, although we tend to think most often about liabilities, downtown Kingston possesses
assets on which to build. The next section presents these asscts and liabilities as a prelude to the
subsequent discussion. The second section summarizes the elements of intemational experience that are
most relevant to the Kingston development prospect, and presents specific prescriptions for near-term
development of the waterfront, based on the city’s assets and the lessons from waterfront development
elsewhere,

Summary of Assets and Liabilities

The Kingston waterfront possesses several assets that represent important developmental
opportunities. These are advantages that Kingston has now, and which other cities with successful
waterfront developments did not initially possess.

. A spatially well-defined waterfront district, which helps establish an identity of place, and which
often is missing from other waterfront areas. Further, the area already has been cleared of
inappropriate uses, such as warehouse and industrial facilities, that can deter potential investors.

. Historically and architecturally significont buildings, which rescnate with the city's past as

commercial port, and the waterfront’s proximity to Duke Street and King Street with their
historical professional and retail functions.
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. Unlike many U.S. urban waterfronts before initiation of major development activities, the
waterfront is not cut off from pedestrian traffic. But at the same time, the dual carriageway offers
easy access to thc immediate watcrfront area.

. The waterfront contains a number of vacant parcels suitable for new construction and a substantial
inventory of property suitable for relatively low-cost renovation. As will be discussed below, this
allows the mix of uses shown to be important to intemnational waterfront efforts.

. The downtown underground and drainage infrastructure is adequate, but improving, and in several
respects superior to that of New Kingston. Large new investments in undesground infrastructure
are not needed to support new deve’spment.

However, development of the Kingston waterfront confronts obstacles that cloud, but do not
obscure completely, the prospects for revitalization. Cities in the U.S. have faced similar problems
successfully:

. Poor environmental quality arfects long-term use of harbor as recreational site; this removes one
feature advantage that other shoreline developments have (Miami Beach, Chicago. and some
inland river ports--e.g., Pittsburgh). Many developments, however, have gone forward without
incorporating recreational uses. :

. Generally low disposable income in the region, and limited (to date) appetite for inner-city living,
pose both financial and psychological obstacles to increased retail and residential demand. These
can be offset by promotional campaigns and waterfront events that appeal to a spectrum of high-
and middle-income people.

. Significant physical deterioration in buildings off the immediate waterfront area deters investment
and provides a physical setting that feeds fears of crime. This can be remedied by judicious
redevelopment and demolition, coupled with visible improvements to security; e.g., on-street
presence of "beat” police.

International Experience: Lessons for Kingston Development

Intemational experience in waterfront development offers a number of insights directly relevant
to current proposals for Kingston downtown revitalization. These are summarized below.

Capitalize on waterfrent heritage

Other cities have given develcpmental priority to preservation of existing buildings that reflect past
waterfront uses. This developmental priority implies a strong emphasis on building rehabilitation,
including restoration to original architectural detail (St.Louis--LaClede’s Landing), renovation to retumn
underutilized stiuctures to productive use (countless examples), and adaptive reuse of structures originally
intended for one purpose for some other purpose (Boston, Quincy Market). New construction does little
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to promote links between current and historical uses, but can play a supporting role; e.g. Baltimore
Harborplace.

Support or even lead physical investment with special events

Many waterfronts have benefitted in their earlier stages with special festivals and other
entertainment to begin the process of popular identification with the area. Baltimore began to hold ethnic
fairs and special holiday commemorations after initial clearance of unwanted structures, but before major
redevelopment occurred. Other cities have hosted events on underutilized waterfront property that
contributed to downtown retail demand, generally (e.g., Chicago, Milwaukee).

Encourage Mix of Uses

Encourage mix of uses--commercial, retail, recreational, residential. This mix of uses is supported
by availability of structures for renovation, which combined with new construction, allows for mix of retail
and high-end commercial development, encourages mix of income groups, and distributes retail demand
and street population across time periods.

Take advantage of water-related uses.

Restaurants, marinas, festival markets with shoreline focus, cultural and entertainment events that
are tied to the waterfront should take on developmental priority, if possible, and consistent with the need
to improve environmental quality and minimize risk on high-profile projects (see below).

Minimize risk on high-profile projects.

Immediate creation of cruise-ship facilities or festival markets, without leading investments in
downtown commercial, retail,and residential uses, runs the risk of high-profile failure. Rents to support
high-profile uses would have to exceed those charged in New Kingston, and would require heavy reliance
on destination visitors. These developments need a core of downtown employment and residences to
cushion risk/provide core demand during off-peak periods (weekdays).

Use government investment to lead local market.

No U.S. waterfront development proceeded without substantial govenment investment in land
acquisition and clearance. Particularly important was the removal of blighted structures to serve in the
short run as additional parking facilities or open spaces; in the medium-term as sites for private
investment. In the second stage, and in particularly high-risk developments, govemnment investment
absorbed a considerable amount of risk through participation loans, lease agreements, and other
investments that paid out only if private sector rates of return targets were achieved.

Use government locational policies to achieve revitalization objectives.

The principal economic advantage of downtown, in addition to a limited number of prime
development parcels is the relatively low rents compared to New Kingston, and the potential for
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comparatively high rents in relation to development costs for rehabilitated space. In other waterfront
developments, government space planning has been used to finuncially support renovation, and indirectly
stimulate submarket regeneration through removal of blighted structures. To build on these advantages,
government should accord priority to relocation of its own offices into renovated space, which will: (a)
remove currently blighted structures that act as a drag on private investment, (b) demonstrate the potential
attractiveness of renovated space, and (c) achieve substantially higher developmental effects with
investment at multiple strategic locations, than in one large office tower.

Develop unique sites for unique uses.

A number of waterfront developments have relied on the creative reuse of highly-visible and
unique structures. The Quincy Market in Boston in one example, the Jax Brewery in New Orleans is
another. The Wray & Nephew Building is a similar developmental opportunity. The visibility of this
development, and its potential contribution to downtown revitalization, is high. Properly deve’oped, this
development can satisfy a number of criteria for high payoff projects: (a) stimulate high pede strian foot
traffic, (b) become a destination for non-day-time use, (c) help build identification with elements of the
downtown Kingston historical and cuitural heritage of the waterfront.

Allocate tax credits according to developmental priorities.

If the downtown credits are rationed (rather than allotted to all investors), and they should be,
government should establish clear priorities for allocating the credits with a view toward accomplishing
redevelopment objectives. In short: (a) priority to highly visible locations: transportation corridors--Duke
and East Streets, commercial corridor of King Street, and the area immediately adjacent the waterfront
(Harbour & Port Royal from Princes: to East Street), (b) priority to most-desirable uses: those that
generate pedestrian traffic. and after-hours downtown demand, including residential projects; (c) those for
which potential demand is most uncertain: specialty entertainment and retail and residential developments;
(d) those that include attractive public spaces and other civic amenities.

Improve Environmental Quality

Many successful developments have followed removal of pollution sources and increases in water
quality, particularly important to stimulate recreational use of waterfront lands.

In sum, it is worth re-emphasizing that Kingston possesses considerable assets for redevelopment,
including the absence of negative features that have inhibited waterfront development elsewhere. Further,
international experience suggests a set of development priorities that are readily implementable in the
Jamaican context. And although tax subsidies alone do not appear sufficient to stimulate immediate
private secior development, there are clear opportunities to pursue mutually reinforcing developments that
can yield rental rate increases sufficient to sustain private sector investment.
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Appendix A
Results of Market Surveys

This appendix contains the final report of the real estate market survey conducted for the Urban

Institute by Paul Chen-Young and Associates. Preceding the surveys are three tables that summarize the
results from each of the commercial, retail, and residential surveys.

A-1

2



TABLE 1

Commercial/Office Space

New Kingston

Building "A” Rent

149,000 sq ft Maintepance

Building *B* Rent

126,000 sq ft Maintenance

Building "C* Reant

51,000 sq fi Maintenance

Building "D" Rent

85460 sq fi Maintenance

Building "E* Rent

83,757 sq fu Maintenance

Building "F* Rent

54.637 sq fu Maintenance

Building "G" Rent

55,500 sq fu Maintenance

New Kingston Average Rent
Maintenance

Half-Way Tree

Building "H" Rent

49,900 sq ft Maintenance

Building °1* Rent

35444 sq fu Maintenance

Downtown

Scotia Centre Rent
Maintenance

Kingston Mall Rent

Block 3 Maintenance

Rental and Maintenance Figures are J$ pex sq foot

*Projected Figures
**Proposed Figures

1990
NA
NA

$70
41

$50
41

$50
42

$55
25

3§55
50

NA
NA

40
28

$18
$1.20

$35
43

$30
8.10

1991 1990-91
NA NA
NA NA
$80 14%

68 66%
$57 14%
67 63%
$64 28%
66 57%
$55 0%
35 40%
$62 13%
NA -100%
NA NA
NA NA
45 10%
34 18%

1992

NA
NA

$92
136

395
135

396
123

$65
$67
NA

$125
90

77
82

1991-92
NA
NA

15%
100%

67%
101%

50%
86%

18%
157%

8%
NA

NA
NA

23%
64%

"Owner-Occupied”

1993
NA
NA

$195
226

$109
283

$133
188

$80
105

$73
130

3150
140

106
153

Rent and Maintenance Figures Unavailable

350 178%
15 1150%
$48 37%
53 23%
$30 0%
10 23%

$60
25

$57
120

$30
10.52

20%
67%

19%
126%

5%

$70
25

s
184

$40
50

1992-93
NA
NA

112%
6%

15%
110%

39%
53%

23%
17%

9%
NA

20%
56%

31%
43%

17%
0%

5%
53%

33%
375%

1994
3250
313

$250
284

$220
350

$208 *

263

$120
200

$240
240

3240
200

218
264

$100
45

3189
304

$75
66

e

1993-94
NA
NA

28%
26%

102%
24%

56%
40%

50%
90%

229%
85%

60%
43%

5%
4%

43%
80%

145%
65%

88%
2%

1992-94

1992-94 annual rate

12%
109%

132%
159%

117%
114%

85%
122%

258%
NA

92%
122%

122%
89%

67%
80%

232%
153%

150%
527%

65%
45%

52%
61%

47%
46%

36%
19%

89%
NA

39%
19%

19%
38%

29%
34%

82%
59%

58%
150%




TABLE A-2

Shopping/Retail Space
1992-94

New Kingston 1990 1991 1990-91 1992  1991-92 1993 1992-93 1994 1993-94 1992-9¢ Annual Rate
Shopping Centre "A" Rent $44 $60 36% $69 15% $79 14% $110 39% 59% 26%
74,000 sq ft Maintenance 45 56 24% 63 13% 185 194% 244 32% 287% 97%
Shopping Centre "B* Rent NA NA NA 385 NA $105 24% $130 24% 53% 24%
36,800 sq fi Maintenance NA NA NA 90 NA 145 61% 200 I8% 122% 49%
Constant Spring Corridor
Shopping Centre "C" Rent $51 $55 8% $90 64% $118 31% NA NA NA NA
62,519 sq fu *“~inlenance 20 28 0% 51 82% 70 37% 128 83% 151% 58%
*Shopping Centre "D" Rent NA $80 NA $110 38% $165 50% $202 22% 84% 36% *

Maintenance NA 20 NA 25 25% 30 20% 70 133% 180% 67% *
Kingston 6
Shopping Centre "E* Rent NA NA NA $140 NA $200 43% $250 25% 79% 34%
sq ft (NA) Maintenance NA NA NA 44 NA 97 120% 167 2% 280% 95%
Downtown
Kingston Mall
Block 4 Rent $is $15 0% $30 100% $50 67% $75 50% 150% 58%
45240 sq fi Maintenance 17 31 82% 64 106% 130 103% 188 45% 194% 1%
Block 2/6 Remt 315 315 0% $i15 0% $60 300% $75 25% 400% 124%

40,358 sq fu Maintenance 19 19 0% 65 22% 155 138% 230 48% 254% 88%




TABLE A-3
Residential Properties
New Kingston

Residential Complex "A"

Residential Complex "B"

Residential Complex "C"
Residential Complex "D"
Residential Complex "E"
Kingston 6

Residential Complex "F"

Manor Park

Residential Complex "G"

Downtown

Ocean Towers

1 Bedroom
2 bedrooms

1 Bedroom
2 bedrooms
3 bedrooms

2 bed/2 bath flat
2 bed/2 bath split

Studio
Studio w/loft

Studio
1 Bedroom
2 bearooms

Studio
Studio w/loft

2 bedrooms

2 bed w/basement
3 bedrooms

3 bed penthouse

Studio

1 bedroom

2 bedroooms

2 bed/penthouse
3 bed/penthouse

Size (sq ft)

NA
NA

810
1068
1327

950
950
354
557
350

561
781

1019
1195
1270
2100

475
711
1082
NA
1402

1990

$500,000
900,000

$389,000
535,000
623,000

NA
NA

NA
NA

NA
NA
NA

NA
NA

NA
NA
NA
NA

NA
NA
NA
NA
NA

1991

3650,000
1,100,000

$490,000
674,000
797.000

NA
NA

NA
NA

NA
NA
NA

NA
NA

NA
NA
NA
NA

NA
NA
NA
NA
NA

1992

$750,000
1,300,000

§8195,000
1,126,000
1,330,000

NA
NA

NA
NA

NA
NA
NA

NA
NA

NA
NA
NA
NA

$600,000
NA
$1,500,000
NA

NA

1993

$950,000
1,500,000

$1,460,000
2,014,000
2,380,000

NA
NA

NA
NA

§850,000
950,000
1,200,000

NA
NA

NA
NA
NA
NA

$850,000
NA
$1,800,000
NA

NA

1994

$1,100,000
1,750,000

$2.178,000
2,995,000
3,539,000

$2,850,000
3,300,000

$720,000
1,200,000

$1,500,000
2,000,000
3,000,000

$2,100,000
3,200,000

$2,400,000
3,600,000
3,800,000
4,500,000

$1,300,000
NA
2,000,000
2,300,000
6,000,000

1993-94
16%
17%

49%
49%
4%

76%
11i%
150%

53%

11%

Cost Per
Square Foot

2,689
2,804
2,667

3,000
3474

2,034
2,154

4,286

3,565
3,841

3,500
4,000

2,355
3,013
2,992
2,143

2,737
1,848

4,280
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Introduction

This real estate market survey is being conducted for the Urban Institute in Washington, DC,
USA. The survey represents one component of the research undertaken in relation to the Urban
Institute's larger evaluation of the Downtown Kingston Development Programme.

Objectives
The specific tasks of the survey are outlined as follows.

1. Ten "class A"! commercial office buildings are to be surveyed to gather information on net
rental rates (J$ per square foot), maintenance rates (J$ per square foot) and occupancy rates for
the period 1990 to 1994. Seven of the ten office buildings to be surveyed should represent the
New Kingston area, while two should represent the Half-Way Tree area. The tenth building, the
Scotia Centre in downtown Kingston has bzen specifically identified to be included in the survey.

2. Five Governinent entities including the Ministry of Public Service and the Environment
and ten large corperations are to be surveyed to determine if they anticipate or plan an expansion
of their work force in the Kingston Metropolitan Area within the next three to five years. If an
expansion is planned, the survey should make a further inquiry as to the plans for accommodating
the additional employees (i.e. it there are plans to rent or build additional space; the type of space
required; the location preferred within the KMA).

3. Six retail shopping centres are to be surveyed to determine rental and maintenance rates
for the period 1990 to 1994. One of the centres to be included is the Kingston Mall (downtown).

4 Six residential complexes are to be surveyed to determine the selling prices of units for the
period 1990 to 1994. Along with the selling price, characteristics such as the number of
bedrooms/bathrooms are also to be noted wherever possible. One of the complexes to be
included is the Ocean Towers in downtown Kingston. The area (sq. ft.) of each unit is also to be

noted where possible.

I*Class A" is a classification which is used in the USA, but not in Jamaica. Two major guidelines were used to
estimate a standard parallel to "Class A®. The first was the location of a major Jamaican company in the building
for use as head office or accommodations for an important department. Secondly, the quality of the interior space
and the maintenance of the exterior was judged by the consultants to be of the highest standard in Kingston.
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Commercial Office Space

The preliminary results of the survey of commercial office space are presented in Table /. The
names of the buildings have been withheld because one of the major property management
companies requested that the information be presented without mentioning the names of their
properties. As discussed earlier, one of the objectives is to gather information on ten commercial
office buildings, eight of which have been completed.

New Kingston

Building "A" represents a new building in New Kingston which explains the absence of data for
the period 1990-1993. This building also has retail space available for rent. The manager
interviewed indicated that the rates charged for the retail space were the same as those charged
for the office space. Although the building is 5% unoccupied, tenants are scheduled to move in
shortly.

Building "E" is owned, managed and partly occupied by a government company. The building
also houses the offices of other government and private sector entities.

Building "F" is fully occupied by an affiliate company of the owner/manager company. This may
explain the low 1590-1993 rental rates and the more market level rate proposed for 1994,

Maintenance rates for 1991 and 1992 were not available.

Building "G" is fairly new, having opened in 1992. It includes retail shopping space as well as
office space. The information for the retail space is listed in Table 2 under shopping centre "B".

Half-Way Tree

This area's office buildings are generally owner-occupied, which makes it difficult to get a good
idea of the true market rate for the office space there. In addition there are not many "Class A"
type office buildings in the area. The contact person for building "H" could not provide rental nor
maintenance rates, however, he did indicate that if rental and maintenance rates were charged,
they would not reflect market rates. Building "I" was the only building in the area for which we
were able to obtain rental and maintenance figures. The building, however, could not be
classified as "Class A" as no major companies were known to occupy space in the building and the
interior space was judged to be of a lower quality than those buildings surveyed in New Kingston.
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Downtown

Information on the Scotia Centre was speciﬁcally requested by the Urban Institute. The building
is owned by two companies, however, information was received from only one of the companies
representing 47,833 sq. fi. of the total 97,221 sq. ft. in the building Although not specifically
requested, information on the Kingston Mall's office space in Block 3 was provided. The
information for Block 4 and Blocks 2/6 are listed in Table 2. The contact person for the Kingston
Mall indicated that the rental and maintenance rates were the same for both retail and office space.
Block 3, however, does not contain any retail space.

Real Estate Market Survey for the Urban [nstitute
Final Report
Paul Chen-Young & Associates

May 24, 1994 3



Tobis 1

COMMERCIAL OFFICE SPACE

New Klngston | 1990 1991 | 1992 1993 1994
Building "A" Rent NA NA NA NA J$250
149,000 sq. ft. Maintenance NA NA NA NA J$313
Occuparicy Rate NA NA NA NA 95%,
Building "B" Rent J$70 J$80 J§92 J$195 J§250
126,000 sq. ft. Maintenance Jsa1 J$68 _J§136 J$226 J$284
Occupancy Hate 88% 88% 98% 98% 989%
8uiiding "C" Rent J$50 J§57 J§95 J§$109 J§220
51,000 sq. ft. Maintenance J$41 J§67 J$135 J§283 J$350°*
Occupancy Rate 98 % 98;6 98% 98% 98 %
Building "D" Rent J$50 J$64 J$96 J§133 J$208°*
85,460 sq. ft. Maintenance J$42 J$66 J§123 J§188 J$263"
Occupancy Rata 100% 100% 100% 98% 98%*
Building "E" Rant J$55 J$55 J$65 J$80 J§120
83,757 sq. ft. Maintenance J$25 J§35 J$90 J$105 J$§200
Occupancy Rate 100% 100% 100% 100% 100%
Building "F" Rent J$55 J§62 J$67 J$73 J$240*°
54,637 sq. ft. Maintenance J$50 NA NA J$130 J§240°°
| Occupancy Rate 100% 100% 100% 100% 100%
Building "G" Rent NA NA J$§125 $150-520 | $240-$36
55,500 sq. ft. Maintenance NA NA J$90 J$140 J$200
Occupancy Rate NA NA 1009% 94 % 92%
e re—— etz
Helf-Way Treo
Building "H" Rent "Owner Occupied”
49,900 sq.ft. Meintenance Rent & Maintenance Figures Unavailable
Occupancy Rate 100% 100%
s S |
Building "I" Rent J§70 J§100
35,444 sq. ft. Maintenance J§25 J§45
Occupancy Rate 100% 100%
R § Tt o e st et — ey
Downtown
—
Scotia Centra Rent J$35 J§48 J§57 J§77 J3189°*
Maintenancs J$43 J$53 J§120 J§184 J$304°
OCCUD% 100% 100% z:ggi‘é: 100% ~ —
Kingston Mail Rent J$30 J$30 J§30 J$§40 J$75
Block 3 Maintenance J$8.10 J§10 J$10.52 J§50 J$66
45,240 sq. ft. Occupancy Rate 100% 100% 100% 100% 100%
Rental & Maintenance Rates are J$ per 3q. ft.
*Projected figures I’ * Proposed figures
Real Estate Market Survey for the Urban Institute
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Government Entities' and Major Corporations' Prospects for Expansion

Government Entitieg

As stated in [tem 2 of the objectives, five Government entities were to be surveyed to find out if
any had plans to expand their work force in the Kingston Metropolitan Area (KMA). We
received responses from a total of seven Government bodies. None of the seven anticipates or
plans an expansion of their work force in the KMA. The seven government bodies contacted for
this survey were the Ministry of Public Service and the Environment, the Ministry of
Construction, the National Water Commission, H.E.A.R.T./NT A, the Ministry of Education, the
Ministry of Finance and the Bank of Jamaica.

The Ministry of Public Service and the Environment indicated that there were plans to consolidate
its various offices (now located downtown and in New Kingston) in one building downtown.
Neither the location nor the size of the proposed new building was given.

The National Water Commission also had plans to consolidate its offices. Their plan is to
construct new offices on their Marescaux Road premises (just North of downtown) for their head
office staff who are currently located in New Kingston.

10 Major Corporations

Three of the ten major corporations interviewed foresee an expansion of their work force in the
KMA. Two of these companies, Industrial Commercial Developments (ICD) and Bank of Nova
Scotia (BNS), plan or have recently begun new busincsses which will be located downtown. The
third, National Commercial Bank (NCB), indicates that an anticipated expansion of their
administrative/operations staff may reauire more office space in New Kingston and downtown.

One company, Jamaica Citizens Bank, while not planning an expansion, had plans to relocate
their head office from downtown to New Kingston. The reasons given were to consolidate their
head office, legal department, human resources department and commercial banking office in
space available in New Kingston. The remaining six (Life of Jamaica, Mutual Life, Jamaica
Producers Group, Seprod, Grace Kennedy & Co. and J. Wray & Nephew) had no plans for an
expansion of their work force.
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Retzil Shopping Space

The data collected on the six retail shopping centres is presented in Table 2. Information on
Shopping Centres "A", "C" and "E" were provided by the managers of these complexes.
Shopping Centre "D" is not owned or managed by one company. The information for Shopping
Centre "D" was provided by a tenant.

The rental figures for Shopping Centre "E" cover a range because the rent ci.arged depends on
the location and size of the space. The complex is fairly new therefore data prior to 1992 was not
applicable. The manager for the complex further indicated that space in the food court
commanded 20%-25% more in rent. Maintenance for the food court was 100% more in 1992 and
1993 and J$100 more per sq. ft. in 1994. The total number of square feet available for rent in this
centre was not available.

The Kingston Mail consists of three Blocks: Block 3; Block 4; and Block 2/6. Block 3,
however, contains no retail shopping space. Blocks 4 and 2/6 contain both office and retail space.
Rental and maintenance rates are the same for both types of space. However, there exists a
differential rate structure between "new", "old" and "sitting" tenants. The numbers presented
reflect the highest rates listed for a given year.
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[Table 2

SHOPPING/RETAIL SPACE
New Kingston 1980 1991 1992 1993 1994
Shopping Centre "A" Rent Js44 J$60 J$69 Js79 J$110
74,000 sq. ft. Maintenance J$45 J$56 J$63 J$186 J$244
Shopping Centre "8” Rent NA NA J$85 J$105 J$125-%130
36,800 sq. ft. Maintenance NA NA J$90 J$§145 J$200
Constant Spring Corridor —
Shopping Centre "C" Rent J$51 J$565 J$90 J$118 NA
62,519sq. ft. Maintenance J$20 Js28 J$61 J$70 J$128
*Shopping Centre "D" Rent NA J$80 J$110 J$166 J$202
Maintenance NA J$20 J$§25 J$30 J$70
Kingston 8
Shopping Centre "E” Rent NA NA J$95-J8140| J$?7-J8200] J8114-J8250
sq. ft. (NA) Maintenance NA NA J$44 J§97 J$187
Downtown
Kingston Mall
Block 4 Rent J$156 J$15 J$30 J836-460 J876
18,682 sq. ft. Maintenance J$17 J§31 J$64 J$130 Js188
|
Block 2/8 [Rent J$156 J§15 J$16 J§356-960 J$756
40,368 sq. ft. JMaintanance J$19 J$19 J$66 J§1656 J$230
|
Real Estate Market Survey for the Urban Institute
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Residential Properties

The objective of this aspect of the survey was to sample sales prices of units in six different
residential complexes, including the Ocean Towers located downtown. The information is
presented below in Table 3.

Sales prices for the various types of units in the Ocean Towers over the 1990-1994 period have
been difficult to obtain. Some of the prices show a range because the selling price of a unit
depends on the location (i.e. floor) and the view available.

Residential Complexes "C", "D", "F" and "G" are new complexes, which explains the lack of
sales price information for prior years.

[Tebie 3
RESIDENTIAL PROPERTIEES
New Kingston Type Size{Area) 1990 1991 1992 1993 1994
Residential Complex *A® 1 Bedroom NA J$500,000| J4650,000 J$750,000 J$860,000 |J81,000,000
2 Bedrooms NA J$800.000{J61,100,000] J41,300,000 J$1,500.000 [J$1,750,000
Residential Complex “B* 1 Bedroom 810 sq. ft. [J$389,000] J£490,000 J$819,000 J$1,460,000 {J$2,178,000
2 Bedrooms 1068 sq. f1. |J$535,000| J9674,000 | J#1,126,000 J92,014,000 [J$2,995,000
3 Badrooms 1327 sq. t. [.J4623,000] J8797,000 | J$1,330,000 J$2,380,000 {J$3,539,000
Residential Complex “C* 2 Bod/2 bath flat 950 sq. f1. NA NA NA NA J$2,860,000
2 Bed/2 bath split 950 sq. f1. NA NA NA NA J$3,300,000
Residentia) Compiex "D" Studio 354 3q. ft. NA NA NA NA J$720,000
Studio w/ Loft 557 sq. f1. NA NA NA NA J$1,200,000
Residential Complex "E" WSmdio 350 sq. f1. NA NA NA J$850,000 |J$1,500,000
1 Bedroom 581 sc. ft. NA NA NA J$950,000  {J$2,000,000
2 Bedrooms 781 3g. ft. NA NA NA J41,200,000 [J$3,000,000
Kingston 8
Residential Complex “F° Studio 800 Sq. ft. NA NA NA NA J$2,100,000
Studio w/ Loft 800 sq. ft. NA NA NA NA J$3,200,000
Manor Park
Residential Compiex "G* 2 Bedrooms 1019 sq. f1. NA NA NA NA J$2,400,000
2 Bed w/ Besement | 1195 sq. ft. NA NA NA NA J$3,600,000
3 Bedrooms 1270 sq. ft. NA NA NA NA J$3,800,000
3 Bed Penthouse 2100 sq. f1. NA NA NA NA J84,500,000
Downtown
Ocesn Towers Studio 475 sq. ft. NA NA J$600,000 J$830,000 |J$1,300,000
1 Bedroom 711 sq. 1. NA NA NA NA NA
2 Bedrooms 10682 sq. f1. NA NA J$1.5M-J91.9M | J81.5M-J81.8M | J$2,000,000
2 Bed/Penthouss NA NA NA NA NA J$2,300,000
3 Bed/Penthouse 1402 sg, f1. NA NA NA NA J$6,000.000
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DRAFT: July 7, 1994.

Appendix B
Pro-forma Analysis of Development Scenarios

Contained in this appendix are the results of pro-forma analyses prepared by the Urban Institute
based on informatior from the market surveys in Appendix A and a construction cost report prepared by
Mr. Maurice Stoppi in May 1994 for selected development properties. The first page of the appendix
shows the summary of development costs for selected properties--the "block" letters in the first column
correspond to the block identifiers in the Marketing Strategy report, reproduced as Exhibit 2 in the main
text of this report.

Each development scenario is shown on two pages; the first outlines the assumptions on which
the financial calculations are based. (The second shows seven-year financial flows.) The following
describes the nature of the assumptions made under various categories.

Building Size  Gross building and lot size, net (rentable) square footage, and the allocation of space
among retail, commercial, or residential uses. Where net rentable square footage is not
known (i.e., there is no programme of use specified in various planning documents), 90%
of gross building square footage is assumed.

Acquisition § Where known (or estimated based on purchase offers in hand), total acquisition costs are
spe.ified, and apportioned across land and structure costs to allow subsequent depreciation
of structures; i.e., the basis for depreciation is the purchase price of the building plus
improvements. Where purchase prices are not known, acquisition costs are estimated
based on the assumptions shown in Exhibit 7 regarding structure quality and site location.

Improvement 3 Rehabilitation or new construction costs per square foot are estimated based on the range
of improvement costs shown on Exhibit 7, which in turn are based on per-square foot
estimates shown on the summary table included in this appendix. New construction costs
are based on UDC estimates for Bojex site construction, adjusted for inflation, and
confirmed by interviews with local experts. Where inflation due to labor and materials
cost escalation are not included in the original estimate (of May 1994), these are estimated
at 30 percent per year. This panel also shows the construction period assumed for various
types of improvements; ranging from 6 months for rehabilitation; 18 months for major
new construction.

Total Costs  Total development costs include acquisition and renovation/construction costs and
construction period interest expenses. The panel also shows leverage assumptions
throughout construction; i.e., the amounts financed through cash equity versus borrowed
furds. The finance rate is assumed to be 10 percent above inflation, or 40 percent at
current (July 1994) corporate borrowing rates (on the assumption that development will
be financed by corporate developers). Finance charges are calculated based on assumed
construction draws at threz month intervals. Given these high borrowing rates, however,
and for purposes of this anaiysis, we concluded after initial pro-forma analyses that only
all-cash construction financing made economic sense.
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Permanent
Finance

Taxes

Rents

Sales

Performance

This panel shows the amounts of total development costs financed from equity versus
debt. Two alternative debt-finance scenarios were constructed--the first to show
borrowing at the corporate bond rate (40%) and another to show borrowing at interest free
rates (30%) on the expectation that the proposed tax incentive scheme will provide for
interest-free income on issued bonds. On the base case and scenarios one and two (initial
runs), no leverage is assumed given the high rates of borrowing. However, once rents are
adjusted to yield competitive rates of return, these same adjustments confer a small
advantage to leveraging.

This panel shows assumptions regarding depreciation allowances and taaation of income
from rents and a proposed investment tax credit. For all scenarios, annual depreciation
is 2.5 percent, or straight-line over 40 years. For the base case, interest income is taxed
at the top mazginal rate of 33 percent, with no investment tax credit. For other scenarios,
a first-year 25 percent investment tax credit is assumed, as is exclusion of rental income
from taxation. In those scenarios where financial leverage becomes possible, taxation of
rental income is assumed to allow capture of tax benefits in the early years of project
operation.

Rental rates are assumed based on the rent differentials discussad in the second section
of the report. The panel shows the weighted average of rents charged for various types
of use based on the square footage allocated to those uses. Rents are escalated from the
initial May 1994 assumptions based on the length of the construction period. Vacancy and
collection losses are assumed at 5 percent per year, the industry standard, although both
New Kingston and downtown occupancy rates appear to average 98 percent or better.
Operating expenses are shown to be $0 in all cases, due to prevailing triple-net leases.
Op ~rating income is assumed to track inflation, and is shown at 30 percent per year.

Gain on sale is calculated based on a 9 percent capitalization rate, sales fees at 4 percent
and a capital gains tax rate of 33 percent.

In all cases, initial analysis showed that even with tax credits and rental income exclusion,
internal rates of return do not approach the target 40 percent level. To estimate the
potential effects of increases in initial rental rates from efforts to stimulate demand for
waterfront space, a base rent inflator of 25 percent was applied. In addition, on the
expectation that these efforts would yield above-inflation appreciation in rents, a rent
escalator sbove the assumed 30 percent inflation rate was calculated, solving for a 40
percent internal rate of return. This escalator is the "real" annual increase in rents over
the period.
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THE URBAN INSTITUTE

REHABILITATION OF VARIOUS PROPERTIES - DOWNTOWN KINGSTON

SUMMARY OF PRELIMINARY CONSTRUCTION COST AT MAY, 1994

REHAE. COST OF

LOCK | GROss NET REHAB. OF AIR- CONTRACTOR'S TOTAL CONSTRUCTION

FLOOR | FLOOR |REHAB.COSTOF| ELECTRICAL CONDITIONING SITE CONTINGENCY | CONSTRUCTION | REHAB. COST

AREA AREA  |BUILDER'S WORK| INSTALLATION | INSTALLATION |LANDSCAPING| OVERHLADS SUM REHAB. COST PER GROSS
Sq.Ft. Sq.Ft. JAS JAS JAS JAS JAS JAS JAS SQ.FT.

A 29,040 24,922 20,867,000.00 6,915,000.00 7,022,000.00 524,000.00 4,416,000.69 3,974,000.00 43,718,000.00 1,505.44
B 30,720 27,648 22,865,900.00 6,144,000.00 5,376,000.00 743,000.00 4,391,000.90 3,952,000.00 43,471,900.00 1,415.10
C 15,744 14,592 7,173,000.00 3,000,000.00 3,000,000.00 240,000.00 1,677,000.00 1,509,000.00 16,599,000.00 1,054.31
D 70,612 36,952 40,581,000.00 15,826,000.00 13,006,000.00 650,000.00 8,758,000 00 7,882,000.00 86,703,000.00 1,227.88
'TAL | 146,116] 124,114 91,486,900.00{ 31,835,060.00 28,404,000.00| 2,157,000.00| 19,242,000.00] 17,317,000.00 190,491,900.00 * 1,303.70

Fittings, Fumishing and other Tenants' requirements are not included in the above estimates.

Also excluded ae Land Cost, Professional Fees, Legal Fees and Finance Charges.

*Average Cast per Sq.Ft.

M. J. STOPPI, F.R.CS., F.C.LAD.
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Building Size

Acquisition $

Project Pro-formas: Hannan Building Substantial Rehabilitation

Assumes development program of ground retail and first and second floor commercial.

Acquisition cost based cn in-hand purchase offer to Kingston Restoration Company, Ltd.
Land cost assumed at $250 per square foot, leaving net buiiding value of $793 per square
foot.

Improvement 3 Substantial ehabilitation assumed given the buildings overall good condition; estimated

Taxes

Rents

Sales

Results

improvement cost per square foot is $1,473 (construction costs plus 20 percent fees)--see
assumptions graphically displayed on Exhibit 7 in text.

Scenarios 1 and 2 assume no taxation of rental income and 25% investment tax credit.

Rental rates are pegged at retail rents of $95 per square foot and commercial rates of
$180. See discussion of rental assumptions in Section 2 of main text.

Gain on sale is calculated based on a 9 percent capitalization rate, sales fees at 4 percent
and a capital gains tax rate of 33 percent.

Scenario 2 solves for a 40 percent return rate, which requires an assumed real (above-
inflation) rate of rental increase of 11 percent per year. Sensitivity analysis assuming
different leveraging ratios produced modest increases over 40 percent, but at the cost of
initdal early-year cash losses.
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Proforma Anaiysls Input Variables
Hannah Buliding

Substantlal Rehabliltation-Base Case
($ thousands)

Building Size

Lot size (sf)

Gross floorspace (sf)
Retail (sf)
Commercial (sf)

Nel floorspace (sf)

Acquisition Costs
Total value psf
Land value pst
Value net land ps? (for depreciation & tax purposes)
Acquisition costs

Improvement costs
Rehabilitation psf
Initia: cost estimate
Construction period (months)
Construction annual inflation @ (adjusted every 8 months)
Inflaled construction costs

Total development costs
Development costs (net construction financing)
Leverage rate
Equity investment
Financed invesiment
Construction finance annual rate @ (accrued every 3 months)
Construction finance interest expense
Total development costs (including construction finance)

Permanent financing {construction ican interest financed)
Equity investment
Financed investmant
Leverage rate (calculated)
Annual interest rate
Tax-free bond annual simple interest expense

.. environment
Annual depreciation rate @
Investment tax credit @
Rental income tax rate @
Transfer tax rate @

Rental information
Current (May '94) rate ps!
Escalsted (September ‘84) rate

30,262
70,612

33,309
56,952

$0.900
$0.250
$0.793
$63,551

$1.473
$104,044
e

$104,044

$167,584
$167,594
25%

$167,504

$1687,594

283s

2.5%
33%
7.5%

$0.144
$0.188

gross floor space / 2.333

stoppi ° (lees O 20%)

@ comporate bond rale

.66 * markel rte

against initial value nel fand plus inflated improvements
against initial value net land plus inliated improvements

Waeighted Average of Commercial @ $0.180 sf and Retail @ $0.180 1.
current rate ~ inflation @ 30%
net floorspace * rate psi

Gross rented income $90,434
Vacancy & collection loss rale & 5%
Effective gross income $8,963
Operating exponses $0
Net operating income year 1 $8,963
Net opertaling income inflated @ 30%
[ Additional pedormance mflator @ 0% |
Sales information
Capitalization rate 9%

Sales fees @



After-Tax Cash Flow, Seven-Year iInvestment Period
Hannah Bullding
Substantial Rehabliltation-Base Case

($ thousands)
Year 1 2 3 4 5 6 7
a Net operating income $8,963 $11,651 $15,147 $19,691 $25,598 $33,278 $43,261
b. Less debt service $0 $0 $0 $0 $0 $0 $0
c Cash flow befors tax $8,963 $11,651 $15,147 $19,691 $25,598 $33,278 $43,261
Percent retum on equity 5.3% 7.0% 9.0% 1.7% 15.3% 19.9% 25.8%
d. Net operating income $8,963 $11.651 $15,147 $19,691 $25,598 $33,278 $43,261
o. Less interes! expenss $0 $0 $0 $0 $0 $0 $0
[ Less depreciation expense $4,001 $4,001 $4,001 $4.001 $4,001 $4.001 $4,001
9. Taxable income (loss) $4,962 $7,651 $11,148 $15,690 $21,598 $29,277 $39,280
Taxrate ’ 0.33 0.33 0.33 0.33 0.33 0.33 0.33
h. (Devt. cost tax relief) $0
i Taxes or (lax savings) $1,637 $2,525 $3,678 $5,178 $7.127 $9,661 $12,958
Cash flow belore tax (c) .08 $11.651 $15,147 $19,691 $25,598 $33,278 $43.261
Plus tax savings or (less taxes) (i) ($1,637) ($2.525) ($3.678) ($5.178) ($7.127) ($9,661) {$12,956)
i Cash flow after tax $7,325 $9,127 311,489 $14,513 $18,471 $23.618 $30,305
Parcent rslum on eguity 4.4% 5.4% 6.8% 8.7% 11.0% 14.1% 181%
k Cash on sale EOY 7 $125,400
Intemal rale of retum 20.12%

basepiwk1



Protorma Anslysis Input Variables

Hannah Bullding
Substantla) Rehabliltation~Scenario 1
($ thousands)

Building Size

Lot size (sf)

Gross floorspace (sf)
Retail (sf)
Commercial (sf)

Net floorspace (sf)

uisition Costs
Total value pst
Land value ps!
Vakie net land psf (for depreciation & tax purposes)
Acquisition costs

Improvement costs
Rahabilitation ps!
Initial cost estimate
Construction period (months)
Construction annual inflation © (adjusted every 6 months)
Inflaled construction costs

Total development costs
Development costs (net construction financing)
Leverage rate
Equity investment
Financed investment
Construction finance annual rate @ (accrued every 3 months)
Construction finance interes! expense
Total development costs (including construction finance)

Permanent financing (construction loan interest tinanced)

Equity investment

Financed investment

Leverage rate (calkulaled)

Annual interest rate

Tax-free bond annual simple interest expense

Tax environment
Annual depreciation rate @

30,262
70,612
23,642
33,309
56,952

$0.900
$0.250
$0.783
$63,551

gross floor space / 2.333

stoppi * (ees @ 20%)

© comporale bond rate

.68 = marke! rate

againat initial value net land plus inflated improvements
against initial value net land pks inflated improvaments

Woeighted Average of Commercial @ $0.180 sf and Retail @ $0.100 s!.
current rate * inflation @ 39%

net floorspace * rate psf

Investment tax credit @ 25%
Rental income tax mate @ 0%
Transier tax rate @ 7.5%
Rental information
Current (May ‘54) rate psf $0.144
Escalated (September '94) rate $0.168
Gross rented income $3,434
Vacancy & collection loss rate @ 5%
Effective gross income $8,963
Operaling expenses $0
Net operating income year 1 $8,963
Net ooertaling i infllaled @ 0%
[_Addiional performance inflator @ 0% |
Sales information
Capitalization rate 9%
Sales fees @ 4%



After-Tax Cash Flow, Seven-Year investment Period
Hannah Buikding
Substantial Rehabiiltation—Scenario 1

($ thousands)
Year _ 1 2 3 4 5 8 7
a Net oporating income $8,963 $11,651 $15,147 $19,651 $25,508 $33,278 $43,261
b. Less debt service $0 $0 $0 $0 $0 $0 $0
c Cash flow before tax $8,863 $11,651 $15,147 $19,691 $25,598 $33,278 $43,261
Percent return on equity 5.3% 7.0% 9.0% M.7% 15.3% 19.9% 25.8%
d. Net opoerating income $8,963 $11,6851 $15,147 $19,691 $25,398 $33,278 $43,281
8. Less interest expense $0 $0 $0 $0 $0 $0 $0
[R Less deprociation axpense $4,001 $4,001 $4,001 $4,000 $4,001 $4,001 $4,001
g- Taxable income (loss) $4,982 $7.651 $11,i48 $15,690 $21,598 $29,277 $39,250
Tax rate ' 0.00 0.00 0.00 0.00 0.00 0.00 0.00
h. (Devi. cost lax relief) ($40,007)
L Taxes or (tax savings) (540,007) $0 $0 $0 $0 $0 $0
Cash flow betors tax (c) $8,863 $11,651 $15,147 $19.601 $25,598 $33,278 $43,261
Plus lax savings or (less taxes) (i) $40,007 $0 $0 $0 $0 $0 $0
i Caosh flow after tax $48,970 $11,851 $15,147 $19,691 $25,598 $33,278 $43,281
Percent return on equity 20.2% 7.0% 9.0% 11.7% 15.3% 19.9% 25.8%
k Cash on sale EOY 7 $425,400
Intemal rate of retum 20.50%

basepiwk1



Proforma Analysis input Varsiables
Hannah Bullding

Substantial Rehabilitation—Scenario 2
($ thousands)

Bu' ing Size

Lot size (sf)

Gross floorspace (sf)
Retall (s1)
Commercial (sf)

Net Hloorspace (sf)

Acquisiton Costs
Total value psi

Land vaiue pst
Valux net tand ps! (lor depreciation & tax purposes)
Acquisibon costs

Improverment costs
Rehatslitaton ps!

Iniial cost estimats

Construction penod (months)

Construction annual inflation @ (adjusied avery § months)
Inflated construction costs

Total development costs
Development costs (net construction financing)

Leverage rate

Equity investment

Financed investment

Construction finance annual rale @ (accrued every 3 months)
Construction finance interest expensa

Tolal davelopment costs (including construction finance)

Permanent financing {construction loan interest financed)
Equity investment
Financed investment
Leverage rale (calkulated)
Annual interest rate
Tax-free bond annual simple inlsrest expensa

Tax environment
Annual depreciation rate @
investment lax credit @
Rental income tax rate @
Transfer tax rate @

Rental information
Current (May '94) rate ps!
Escalated {September "94) rate
Gross rented income
Vacancy & collection loss rale @
Etlective gross income
Operaling expenses
Net operating income year 1
Net opertaling income indlated @

30,262 gross floor space / 2.333
70,612
23,642
33,309
56,952

$0.900
$0.250
$0.793
- $63,551

$1.473 stoppi * (fees @ 20%)
$104,044
6
30%
$104,044

$167,594
0%
$167,564
$0

25% @ corporate bond rate
$0
$167,504

$167,564
$0
0%
30% .66 " marketrate
$0

2.5% against ibal value net land plus inflated improvements
25% against intial value net land plus infiated knprovements

$0.144 Waeighted Average of Commercial @ $0.180 s! and Retail @ $0.950 sf.
$0.166 cumentrate * inllaton @ 30%
$9.434 net floorspace ° rate pst

Additional performance inflator-base rent @
Additional performance inflator--above-inflation escalator @

Sales information
Capitalization rate
Sales lees @



Aftes-Tax Cash Flow, Seven-Ysar Investment Perlod

Hannah Bullding
Substantial Rehabilitation—Scenario 2
($ thousands)
Year 1 2 3 4 5 6 7
a. Nat operating income $11,203 $15,797 = $22,273 ** $31,405 - $44.282 = $62,437 = $88,036
b. Less debt service $0 $0 $o $o $0 $o $0
c. Cash flow bafore tax $11,203 $15,797 $22,273 $31,405 $44,282 $62,437 $838,036
Percent return on equity 6.7% 9.4% 13.3%. 18.7% 26.4% 37.3% 52.5%
d. Nat operaling Income $11,203 $15,797 $22,273 $31,405 $44,282 $62,437 $88,036
0. Less interest expense $o $o $0 $o $o $0 $0
1. Less depreciaton sxpenss $4,001 $4,001 $4,001 $4,001 $4,001 $4,001 $4,001
g.  Texabie income (loss) $7,203 $11,79 $18,273 $27.,405 $40,281 $58,436 $84,036
Tax rate . 0.00 0.00 0.00 0.00 0.00 0.00 0.00
h (Dev1. cost tax rekef) ($40,007)
i. Taxes or (lax savings) ($40,007) $0 $0 $0 $0 $0 $0
Cash flow befora tax (c) $11,203 $15,797 $22,273 $31,405 $44,282 $62,437 $88,036
Plus tax savings or (less taxas) (i) $40,007 $0 $0 $0 $0 $0 $0
J. Cash flow afier tax $51,211 $15,797 $22,273 $31,405 $44,282 $62,437 $88,036
Percent return on equity 30.6% 9.4% 13.3% 18.7% 26.4% 37.3% 52.5%
k Cash on sale EOY 7 $865,690
Intemal rate of retum 40.06%

basepi.wk1



DRAFT: July 7, 1994.

Project Pro-formas: 95 Harbour Street Light Rehabilitation

Building Size  Assumes development program of ground floor retail and first floor commercial.

Acquisition §  Acquisition cost based on in-hand purchase offer to Kingston Restoration Company, Ltd.
Land cost assumed at $200 per square foot, leaving net building value of $1,050 per
square foot.

Improvement § Light rehabilitation assumed given the buildings overall good condition; estimated
improvement cost per square foot is $900 (construction costs plus 20 percent fees)--see
assumptions graphically displayed on Exhibit 7 in text.

Taxes Scenarios 1 and 2 assume no taxation of rental income and 25% invesiment tax credit.

Rents Rental rates are assumed at a May 1994 retail rental rate of $85 ar.d a commercial rent
of $160. See discussion of rent range assumptions in Section 2 of main text.

Sales Gain on sale is calculated based on a 9 percent capitalization rate, sales fees at 4 percent
and a capital gains tax rate of 33 percent.

Results Scenario 2 solves for a 40 percent return rate, which requires an assumed real (above-
inflation) rate of rental increase of 9 percent per year. Sensitivity analysis assuming;
different leveraging ratios produced modest increases over 40 percent, but at the cost of
initial early-year cash losses.

A-3



Protorina Analysis Input Variables

gross floor space * .5

@ corporate bond rate

.66 " market rate

against inntal value net land plus inflated improvements
against intal value net land plus inflated improvements

160 85
Weighlad Average of Commercial @ $0.10 sf and Relail @ $0.190 st.
cume. rate * inflation @ 30%
net tloorspace * rate pst

85 Harbour Strest
Light Rehabllitation—Base Case
($ thousands)
Building Size
Lot size (sf) 2,790
Gross floorspace (sf) 5,580
Retail (sf) 2,595
Commercial (sf) 2,595
Net floorspace (st) 5,190
Acquisition Costs
Totat value pst $1.254
Land value psf $0.200
Valua net land psf {for depreciation & tax purposas) $1.154
Acquisition cosls $6,997
Improvement costs
Rehabilitabon pst $0.900
Iniial cost estimate $5,022
Construction period (months) 6
Construction annual inflation @ (adjusted every 6 months) 0%
Inflated construction costs $5,022
Total development costs
Developmant costs (net construction hinancing) $12,012
Leverage rale 0%
Equity invastment $12,018
Financed investment $0
Construction finance annual rate @ (accrued every 3 months) 40%
Construction finance tnterest expense $0
Total development costs {including constructon finance) $12,019
Permanent financing {construction loan interest financed)
Equity investment $12,019
Financed investment $0
Leverage rate (cakulated) 0%
Annual interest rate 30%
Tax-free bond annual simple interest expense $0
Tax environment
Annual depreciation rate @ 2.5%
Investment tax credit @ 0%
Rental income tax rate @ 33%
Transfer tax rate @ 7.5%
Asntal information
Curment (May '94) rate ps! $0.123
Escalated (September '84) rale $0.141
Gross rented incoms $731
Vacancy & collection loss rate @ 5%
Etlective gross income $695
Operatirg expenses $0
Net operating income year 1 $695
Net operating income inflated @ 30%
" Additional performancs inflator—-basa rent @ 0%
|_Additional performance inflator--above-inflation escalalor @ 0%
Sales information
Capitalization rate 9%
Sales fees @ 4%


http:inflator-above-infla.on

Atter-Tax Cash Flow, Seven-Year Investment Period

95 Harbour Street
Light Rehablitation—Base Case
($ thousands)
Year 1 2 3 4 5 6 7
a. Net operating iIncoma $695 $903 = $1,174 ** $1,526 $1,924 $2,579 = $3,353
b. Less debt sarvice $0 $0 $o $o $0 $0 $0
c. Cash flow before tax $695 $903 $1,174 $1,526 $1,984 $2,579 $3,353
Percent relurn on equity 5.8% 7.5% 9.8% 12.7% 16.5% 21.5% 27.9%
d. Net operaling income $695 $903 $1,174 $1,526 $1,984 $2,579 $3,353
. Less intarest expenss $0 $0 $0 $0 $0 $0 $0
f. Less depreciation expensa $287 $287 $287 $287 $287 $287 $287
g Taxable incoma (loss) $408 $616 $887 $1,239 $1,697 §2,292 $3,066
Tax rate : 0.33 0.33 0.33 0.33 0.33 0.33 0.33
h. {Devt. cost tax relief) $0
i Taxes or {lax savings) $135 $203 $293 $409 $560 $756 $1,012
Cash flow belore tax (c) $695 $903 $1.174 $1.526 $1,984 $2,579 $3,353
Plus 1ax savings or (less taxas) (i) ($135) ($203) ($299) ($409) ($560) ($756) ($1,012)
I3 Cash tlow alter tax $560 $700 $881 $1,117 $1.424 $1,822 $2,341
Percent return on equity 4.7% 5.8% 7.3% 9.3% 11.8% 15.2% 19.5%
kK Cashon sale EOY 7 $32,967
intarnal rate of retum 21.6%

basepi.wk1



Proforma Analysis input Variables
95 Harbour Stroet

Light Rehabilitation—~Scenario 1
($ thousands)

Bulding Size
Lol size (sf)

Gross floorspace (sf)
Retall (sf)
Commercial (sf)

Net floorspace (sf)

Acguisiton Costs
Total value psf

Land value psi
Value net land ps! (for depreciation & tax purposas)
Acquisition costs

Improvement costs
Rehabxiitaton psf

Inikal cost estimate

Construchon penod (months)

Construcbon annual inflation @ (adjusted every 6 months)
inflated construction costs

Total development costs
Development costs {net construction financing)
Leverago rale
Equity investment
Financed investment
Constructhon inance annual rate @ (accrued every 3 months)
Construction finance ineres! expense
Total development costs (including construction finance)

Permanent financing (construction loan interast financed)
Equuty invastment
Financed investment
Leverage rate (calculated)
Annual interest rate
Tax-Iree bond annual simple inlarest expanse

Tax environment
Annual depreciation rate @
Investment tax credit @
Rental income tax rate @
Transfer tax rate @

Rental nformation
Cument {May "94) rate ps!
Escalated (September '94) rate
Gross rented income
Vacancy & collection loss rate @
Efftective gross income
Operating axpenses
Net operating income year 1
Net operating income inflated @

2,790
5,580
2,595
2,595
5,190

$1.254
$0.200
$1.154
$6,997

$0.900
$5,022
[

30%
$5,022

$12,019
0%
$12,019
$0

40%

$0
$12,019
$12,019
$0

0%

$0

gross floor space * .5

@ corporate bond rate

.66 * markst rate

againstinival value net land plus inflated improvements
against inisal value net land plus inflated improvements

Wesghted Average of Commercial @ $0.180 sf and Retail @ $0.100 si.
curment rate * inflation @ 30%
net floorspace * rate ps!

Additional performance inflator—-base rent @
Addiional performance inflator--above-inflation escalator @

Sales inlormation
Capitakzation rate
Sales fees @



After-Tax Cash Flow, Seven-Year Investment Period
95 Harbour Strest

Light Rehabllitation—Base Cass
{$ thousands)
Year 1 3 4 S 6 7
a Nat operating income $695 $903 ** $1,174 = $1,526 = $1,984 32,579 $3,353
b. Less debt service $0 $0 $0 $0 $0 $0 $0
c. Cash flow belore tax $695 $903 $1,174 $1,526 $1,984 $2,579 $3,353
Percent return on equity 5.8% 7.5% 9.8% 12.7% 16.5% 21.5% 27.9%
d Nat operating income $695 $903 $1,174 $1,526 $1,984 $2,579 $3,353
.. Less interast expense $0 $0 $0 $0 $0 $0 $0
f. Less deprecitation expensa $287 $287 $287 $287 $287 $287 $287
[*} Taxabie ncome (loss) $408 $616 $887 $1,239 $1,697 $2,292 $3,066
Tax rate 0.00 0.00 0.00 0.00 0.00 0.00 0.00
h. (Devt. cost tax relial) ($2.865)
A Taxss or (lax savings) ($2,865) $0 $0 $0 $0 $0 $0
Cash fiow before lax (c) $685 $903 $1,174 $1,526 $1,984 $2,579 $3,353
Plus lax s2avings or (Jess taxes) (i) $2,865 $0 $0 $0 $0 $0 $0
I Cash How after tax $3,560 $903 $1,174 $1,526 $1,984 $2,579 $3,353
Percent return on equity 20.6% 7.5% 9.8% 127% 16.5% 21.5% 27.9%
K Cashon sale EOY 7 $32,967
Intemal rate of retum 28.1%

basapi.wk1




Proformna Analysis input Variables

95 Harbour Street
Light Rehabilitation—Scenario 2
($ thousands)
Bulding Size
Lot size (sf) 2,790
Gross floorspace (sf) 5,580
Aetad (sf) 2,595
Commarcial (sf) 2,595
Net floorspace (sf) 5,190
Acquisiion Costs
Total value psf $1.254
Land value psf $0.200
Value net land psl {for depreciation & tax purposes) $1.154
Acquisition costs $6,997
lmprovement costs
Rehabilitaton pst $0.900
lrutia! cost astimate $5,022
Construction penod (months) 6
Construction annual inflation @ (adjusied every 6 months) 30%
Inflated construction costs $5,022
Total development costs
Devslopment costs {net construction financing) $12,019
Leverage rate 0%
Equity investment $12,019
Financed investment $0
Construction finance anncal rate @ {accrued every 3 months) 40%
Construction finance interest expenss $o
Total development costs (including constructon finance) $12,019
Petmanent financing {construction loan interest financed)
Equity investment $12,019
Financed investmant $o
Leverage rale (cakulated) 0%
Annual interest rate 30%
Tax-free bond annual simple inlerest expense $o
Tax environment
Annual depreciation rate @ 2.5%
Investment lax credit @ 25%
Rental income tax rate @ 0%
Transfer taxrate @ 7.5%
Aental information
Cument (May "94) rate psi $0.123
Escalated (September '94) rata $0.141
Gross rented income $731
Vacancy & collection loss rale @ 5%
Effective gruss income $695
Operating expenses $O
Net operating income ysar 1 $695
Net operating income inflated @ 30%
Addional performancs inflalor-base rent @ 25%
Additonal performance inflator--above-inflation escalator @ 9%
Sales information
Caputalization rate 9%

Sales fees @

4%

gross floor space .5

€@ corporate bond rate

.66 * marke! rate

againstinihal value net land plus inflated improvements
against inibal value net land plus inflated improvements

Weighted Average of Commercial @ $0.180 st and Retall @ $0.100 sf.
currentrate " inflation @ 30%
net floorspace * rate psf



After-Tax Cash Flow, Seven-Ysar Investiment Perlod
95 Harbour Street
Light Rehabiiitation—Base Case
($ thousands)
Yeas 1 2 3 4 5 6 7
a. Net operating income $868 $1,207 = $1,678 = $2,332 - $3,241 $4,505 $6,262
b. Less debt service $0 $0 $0 $0 $0 $0 $0
c. Cash llow betore tax $868 $1,207 $1.678 $2,332 $3.241 $4,505 $6.262
Percent return on equity 7.2% 10.0% 14.0% 19.4% 27.0% 37.5% 52.1%
d. Net operating income $868 $1,207 $1,678 $2,332 $3,241 $4,505 $6.262
e. Less interest expensa $0 $0 £ $0 $0 $0 $0
t. Less depreciation expense $287 $287 $287 $287 $287 $287 $287
g- Taxable income (loss) $582 $920 $1,391 $2,045 $2,955 $4,219 $5,976
Tax rate 0.00 0.00 0.00 0.00 0.00 0.00 0.00
h. (Devt. cost tax relief) ($2,865)
i Taxas or (tax savirgs) ($2,865) $0 $0 $0 $0 $0 $0
Cash fiow belore tax (c) $868 $1,207 $1,678 $2,332 $3.241 $4,505 $6,262
Plus tax savings or (less taxss) (i) $2,865 $0 $0 $0 $0 $0 $0
I Cash flow alter tax $3,734 $1,207 $1,678 $2,332 $3.241 $4,505 $6,262
Percent return on equity 31% 10.0% 14.0% 18.4% 27.0% 37.5% 52.1%
k Cashon sale EOY 7 $61,578
Internal rate of return 40.3%
basepi.wk1




DRAFT: July 7, 1994

Project Pro-formas: New Construction--Commercial

Building Size  Assumes development program of ground retail (15,000 square feet) and remasning floors
commercial,
Acquisition §  Acquisition cost assumed at maximum $250 per square foot.

Improvement 3 New construction costs per square foot estimated at $3,300 (including fees) based on UDC
cost sstimates for Bojex site and as confirmed by local experts.

Taxes Scenarios 1 and 2 assume no taxation of rental income and 25% investment tax credit.

Rents Rental rates are pegged at prime retail rents of $95 per square foot and commercial rates
of $215. See discussion of rental assumptions in Section 2 of main text.

Sales Gain on sale is calculated based on a 9 percent capitalization rate, sales fees at 4 percent
and a capital gains tax rate of 33 percent.

Results Scenario 2 solves for a 40 percent return rate, which requires an assumed real (above-
inflation) rate of rental increase of 12 percent per year. Sensitivity analysis assuming
different leveraging ratios produced modest increases over 40 percent, but at the cost of
initial early-year cash losses.

A-5



Proforma Analysis input Variables
Downtown Commercial

New Construction—Base Cazs
($ thousands)

Bulding Size

Lot size (sf)

Gross floorspace (sf)
Retail (sf)
Commercial (sf)

Vet floorspace (sf)

Acquisition Costs
Total value psf

Land value psf
Value net land psf (for depreciation & tax purposes)
Acquisition costs

Improvement costs
Rehabilitation pst

Initial cost estimate

Construction period (months)
Construction annwal inflation @ (1 year)
Inflated construction costs

Total development costs
Development costs (net construction financing)
Leverage rate
Equity investmen!
Financed investment
Construction finance annual rate @ (accrued every 3 months)
Construction finance inerest expaenss
Total development costs (including constructon finance)

Permanent linancing (construction loan interest financad)
Equity irvestment
Financed investment
Leverage rats (calculated)
Annual interast rate
Tax-fres bond annual simple interest expense

Tax environment
Annual depreciation rate @

57,000
150,000
25,000
110,000
135,000

$0.250
$0.250
$0.000
$37,500

$3.300
$485,000
18

0%
$578.150

$616,650
0%
$616,650
$0

40%

$0
$616,650

$616,650
$0

0%

30%

$0

2.5%

lot#8

9% ol gross

Q@ corporate bond rate

.66 * markst rate

against inrial value nat land plus inflated improvements
against inital value nat land plus inflated improvements

Weghted Average ol Commercial @ $0.215 sf and Retad @ $0.095 sf.
cumment rate * inflaton @ 30%
nat floorspace “ rate psf

Investment tax credit @ 0%
Rental income tax rate @ 33%
Transfer tax rate ©@ 7.5%
Rental information
Cument (May '94) rate pst $0.183
Escalated (September "85) rate $0.251
Gross rented income $33,833
Vacancy & collection loss raie @ 5%
Effective gross income $32,141
Operating expenses $0
Net operating income year 1 $32,141
Net operating incon® inflated @ 30%
Additonal performance inflator—-base rent @ 0%
Additional performance inflator—above-inflation escalator @ 0%
Salss information
Capialization rate 9%

Sales lees @



Atter-Tax Cesh Flow, Seven-Ysar investment Period

Downtown Commercilal
New Construction—Bass Case
($ thousands)
Year 1 2 3 4 5 6 7
a. Net operaling income $32,141 $41,783 ** $54,318 $70,614 = $91,798 - $119,337 = $155,138
b. Less Cabt service $0 $0 $0 $0 $0 $0 $0
c. Cash tiow before tax $32,141 $41,783 $54,318 $70614 $91,798 $119,337 $155,138
Percent return on equity 5.2% 6.8% 8.8% 11.5% 14.9% 19.4% 25.2%
d. Net operating incomes $32,141 £41,783 $54,318 $70514 $91,798 $119,337 $155,138
e. L=ss mterest axpense $0 $0 $0 $0 30 $0 $0
f. Less depreciation expense $14,479 $14,479 $14,479 $14,479 $14,479 $14,479 $14,479
3 Taxabls income (loss) $17,662 $27,304 $39,829 $56,135 $77,319 $104,858 $140,659
Tax rate 0.33 0.33 0.33 0.33 0.33 0.33 0.33
h. (Devt. cost tax rebef) $0
i. Taxss or (tax savings) $5,8209 $9,010 $13,147 $18,524 $25,515 $34,603 $46,418
Cash flow before tax (c) $3R.141 $41,783 $54.318 $70,614 $91,798 $119,337 $155,138
Plus tax savings or (lass taxas) (i) ($5,829) ($9,010) ($13,147) ($18.524) ($25,515) ($34,603) ($46,418)
J Cash fiow after tax $26,312 $32,773 $41,171 $52,089 $66,282 $84,734 $108,720
Percent return on equity 4.3% 5.3% 6.7% 8.4% 10.7% 13.7% 17.6%
k Cash on sale EOY 7 $1,525,522
Internal rale of retum 19.6%

baser i.wk1




Proforma Analysis [nput Variables
Downtown Commercial

New Construction—~Scenario 1
($ thousanaus)

Bulding Suze
Lot size (sf)

Gross floorspace (sf)
Retai (sf)
Commercial (sf)

Net floorspace (sf)

Acquisiton Costs
Total value pst

Land value psf
Value net land pst {for depreciation & tax purposes)
Acquisiion cosls

improvement costs
Rehabilitation pst

Initial cost estimale

Construction penod (menthe)
Construction anr-a :nflation @ (1 ysar)
inflated construction costs

Total development costs
Development costs (net construction financing)

Leverage raie

Equity investment

Financed investment

Construction finance anrual rate @ (accrued every 3 months)
Construction finance interest expenss

Total development costs (including construction finance)

Permanent financing {construction loan interest financed)
Equity wrwestment
Financed investment
Leverage rata (calculated)
Annual interest rate
Tax-free bond annual simple inlerest expenss

Tax environment
Annual depreciation rate @

57,000
150,000
25,000
110,000
135,000

$0.250
$0.250
$0.000
$37,500

$3.300
$495,000
18

0%
$579,150

$616,650
0%

$616,650
$0

40%

$0
$616,650

$616,650
$0

0%

30%

$0

lot#8

90% ol gross

@ corporate bond rate

.66 * market rate

against inibal value net land plus inflated improvements
against invtal value net land plus inflated improvements

Weaqyiimau Average ot Commercial @ $0.215 sf and Ratail @ $0.095 si.
current rate “ inflation @ 30%
net floorspace ° rate psf

Investment tax credit @ 25%
Rental income tax rate @ 0%
Transfer taxrate @ 7.5%
Rental information
Curent (May '94) rata ps! $0.193
Escalated (September '95) rate $0.251
Gross rented income $33,833
Vacancy & collection loss rate @ 5%
Eflective gross income $32,141
Operating expenses $0
Net operating income ysar 1 $32,141
Net operating income inflated @ 30%
Additional performance nflator-base rent @ 0% J
Addihonal perlormance inflator—-above-inflation escalator @ 0%
Sales information
Captalization rate 9%
Sales fees @ 4%



After-Tax Cash Flow, Seven-Yaar Invesiment Period

Downtown Commerclal
New Construction-Scsnario 1
{$ thousands)
Year 1 2 3 4 5 6 7 )
a. Net operating income $32,141 $41,783 ** $54,318 °* $70,614 ** $91,798 *- $119,737 ** $155,138
b. Less debt sarnvice $0 $0 $0 S0 $0 $0 $0
c. Cash tiow butore tax $32,141 $41.7 $54,318 $70.614 $91,798 $119,337 $155,138
Percent return on equity 52% 6.8% 8.8% 11.5% 149% 19.4% 25.2%
d. Net operaling income $32,141 $41,783 $54,318 $70,614 $91,798 $119,337 $155,138
o. Less interest expense $0 $0 $0 $0 $0 $0 $0
f. Less depreciation expense $14,479 $14,479 $14,479 $14,479 $14,479 $14,479 $14,479
g. Taxabie income (loss) $17,662 $27,304 $39,839 $56,135 $77.319 $104,858 $140,659
Tax rata 0.00 0.00 0.00 0.00 0.00 0.00 0.00
h. {Devt. cost tax raliaf) ($144,788)
. Taxes or (tax savings) ($144,788) $0 $0 $0 $0 $0 $0
Cash tlow belore tax (c) $32,141 $41,783 $54,318 $70,614 $91,798 $119,337 $155,138
Plus tax savings o (less taxas) (1) $144,788 $0 $0 $0 $0 $0 $0
) Cash flow atter tax $176,928 $41,783 $54,318 $70,614 $91,798 $119,337 $155,138
Percent return on equity 28.7% 6.8% 8.8% 11.5% 14.9% 19.4% 25.2%
k Cashon sale EOY 7 $1,525,522
Intemal ram of return 25.9%
basapi.wk1
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Protorma Analysis input Variables
Downtown Commerclal

New Construction-Scenario 2
($ thousands)

Bulding Size

Lot size (sf)

Gross floorspace (sf)
Retail (sf)
Commercial (sf)

Net floarspace (sf)

Acquisiton Costs
Total value psf

Land value pst
Value net land psf (for depreciation & tax purposas)
Acquisition costs

Improvement costs
Rehabilitation ps!

Inital cost estimate

Construction period {months)
Construction annual inflation @ (1 year)
Inflated construction costs

Total deveiopment costs
Development costs (net construction financing)

Leverage rale

Equity investment

Financed investment

Construction finance annual rate @ (accrued every 3 months)
Construction finance interest expense

Total development costs (including construction finance)

Permanent financing {construction loan interest financed)
Equity investmant
Financed investment
Leverage rate {(calculated)
Annual interest rate
Tax-free bond annual sample interest expense

Tax enviconment
Annual depreciation rate @

57,000
150,000
25,000
110,000
135,000

$0.250
$0.250
$0.000
$37,500

$3.300
$485,000
18

0%
$579,150

$616,650

lot#8

90% o! gross

@ corporaie bond rate

.66 ° market rate

against intal value net land plus inflated improvements
against inbal value net land plus inflated improvements

Weighied Average of Commercial @ $0.215 sf and Retald @ $0.095 sf.
current rate * infltation @ 30%
net fioorspace * rate psf

Investment tax credit @ 25%
Rental income taxrate @ C%
Transfer tax rats @ 7.5%
Rental information
Current (May "94) rate psi $0.193
Escalated (September ‘95) rate $0.251
Gross rented income $33,833
Vacancy & collecton loss raie @ 5%
Effective gross income $32,141
Operaling expanses $0
Ne! operating income year 1 $32,141
Nel operatng income inflated @ 30%
Additional performance inflator-base rent @ 25%
Addiional perlormance inflator--above-inflation escalator @ 12%
Sales inlormation
Capitahzation rate 9%
Sales lees @ 4%



(2%
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After-Tax Cash Fiow, Seven-Year Investiment Perod
Downtown Commerclal

New Construction—Scenario 2
{$ thousands)
Year 1 2 3 4 5 6 7_
a. Nei operaling income $40,176 $57,050 = $81,011 ** $115,036 ** $163,351 $231,958 $329,380
b. Less debt service $0 $0 $0 $0 $0 $0 $0
c. Cash flow belore tax $40,176 $57.050 $81,011 $115,036 $163,351 $231,958 $329,380
Percent return on aquity 6.5% 9.3% 13.1% 18.7% 26.5% 37.6% 53.4%
d. Nel operaling income $40,176 $57,050 $81,011 $115,036 $163,351 $231,958 $329,380
. Less interest expense $0 $0 $0 $0 $0 $0 $0
f. Less depreciation expense $14,470 $14,479 $14,479 $14,479 $14,479 $14,479 $14,479
0. Taxable income (loss) $25,697 $42,571 $66,532 $100,557 $148,872 $217,479 $314,902
Tax rate 0.00 0.00 0.00 0.00 0.00 0.00 0.00
h. (Dev1. cost tax relef) ($144,788)
I Taxes or (lax savings) ($144,788) $0 $0 $0 $0 $0 $0
Cash tiow belore tax (c) $40,176 $57,050 $81,011 $115,036 $163,351 $231,958 $329,380
Plus tax savings or (less taxes) (i) $144,788 $0 $0 $0 $0 $0 $0
I Cash fiow after tax $184,964 $57,050 $81,011 $115,036 $163,351 $231,958 $329,380
Percent return on equity 30.0% 9.3% 13.1% 18.7% 26.5% 37.6% 53.4%
k. Cash on sale EOY 7 $3,238,907
Internal rate of retum 40.2%

oasapiwk1




DRAFT: July 7, 1994

Project Pro-formas: New Construction--Residential

Building Size Assumes development program of ground retail (15,000 square feet) and remaining floors
residential.

Acquisition 3 Acquisition cost assumed at maximum $250 per square foot.

Improvement 3 New construction costs per square foot estimated at $3,795 (including fees) based on UDC
cost estimates for Bojex site and as confirmed by local experts, and with an assumed 15
percent increase in residential construction costs over commercial construction.

Taxes Scenarios 1 and 2 assume no taxation of rental income and 25% investment tax credit.

Sales Rental rates are pegged at prime retail rents of $95 per square foot; residential sales
according to schedule presented in Section 2 of main text, but averaged at (May 1994)
sales price of $3,200 per square foot.

Results Scenario 2 solves initially for a 40 percent return rate, and requires a performance

adjustment of 29 percent on initial sales prices. It should be noted, however, that this
return rate represents a one-year return.
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Proforma Analysis input Variables

Downtown Residentlal
New Construction-Base case
($ thousands)
Building Suze
Parcal {sf) 57,000 lot#8
Gross floorspacae (sf) 150,000
Ratail (sf) 25,000
Resxdental (sf) 110,000
Net tioorspace (sf) 135,000 90% of gross
Acquisiion Costs
Vacant land pst $0.250
Acquisition costs $14,250
Improvement costs
Neaw construction pst $3.795 2.5 (base) * 1.1 (dowlown inflalor) * 1.2 (teas) * 1.15 (rasid. inflator)
Initial cost estinate $569,250
Constructon penod (months) 18
Constructon annual inflation @ (adjusted every 6 months) 0%
inflated construction costs $658,907
Total development costs
Development costs (net constructon financing) $673,157
Leverage rate 0%
Equity investment $673,157
Financad investment $0
Constructon finance annual rate @ (accrued every 3 months) 40% © corporate bond rate
Construchon tinance interest expense $0
Tolal development costs (including constructon finance) $673,167
Permanent financing (construction lcan interest fnanced)
Equity invastment $673,157
Financed invastmaent $0
Levarage rate (calkculated) 0%
Annual interast rale 30% .66 ° market rale
Tax-lree bond annual simple interast axpense $0
Tax envronment
Annual depreciation rate @ 0.0% againstinflated construction costs
Investment tax credit @ 0% againstinfiated construction costs
Capital gains tax rate @ 33%
Transter ax rats @ 4.0%
Sales per Quarter
Currant (May '84) rate psi
Ratad $0.095
Residental $3.200
Escalated rate @ 18 months
Ratail $0.144 current rate * inflation @ 30%
Resdental $4.867 cumentraie ® inflation @ 30%
Gross salas income per quarter
Retau (rents) $593.750 net floorspace * rate pst
Residental $133,837.000 net foorspace * rate pst (Assuming tolal sales in 1 yr)
Operaling axpensas $0
Net Salas prorated by quarter
Retai $593.750
Reswenbal $133,837.000
Net Salas income inflated per quarier @ 8% 30% Annual Inflation
[Pertormancs Infiator ] 0.0%

Sales information
Sales loes @ 4%



After-Tax Cash Flow, Two-Year investment Period

Downtown Resldential
New Construction-Base case
($ thousands)
Quarter Close 1 2 3 4 Total Balance
a. Income- Tolal $134 431 $144 513 $155,352 $167,003
Relall Rents $594 $638 $686 $738
Resdental $133,837 $143,875 $154,665 $166,265
Lass debt service $0 $0 $0 $0
Cash fiow before tax $134.421 $144 513 $1565,352 $167,003
Percant retum on equity 20.0% 21.5% 23.1% 248%
d. Net operaling income $134,431 $144,513 $155,352 $167,003
e. Less inWrasi axpensa $0 $0 $0 $0
3 Less deprecialion axpensa $0 $0 $0 $0
9 Cash Outfiow @ close $673,157
Total Development Costs $673,157
Sales Expense $5377 $5,781 $65214 $6,680
h. Cumulative cash tiow ($538,726) ($394,213) {$238,862) ($71,859) ($48,145)
Tax rate
L (Dawvt. cost lax relef) $0
[ Taxas or (lax savings) Paxd Annually $0 ($23.713)
l. Panod cash flow after tax ($673,157) $134,431 $144,513 $155,352 $190,716
Percent retum on equity 20.0% 21.5% 23.1% 28.3%
m. Raetum on Equity -7.15%




Proforma Analysis input Variables
Downtown Residentlal

New Construction-Scenario 1
($ thousands)

Buiding Size

Parcel (sf)

Gross floorspace (sf)
Retait (sf)
Residental (sf)

Net tioorspace (sf)

Acquisition Costs

Vacant land ps!
Acquisition costs

improvement costs
New construction ps!

Inital cost estmate

Construchon panod (months) .

Constructon annual mflation ¢ (adjusted every 6 months)
Inflaied construction costs

Total development costs
Development costs (net coistructon fnancing)

Leverage rate

Equity nvestment

Financed investment

Constructon tinance annual rate @ (accrued every 3 months)
Consirucbon hinance mnerest axpense

Total development costs (including constructon finance)

Permanent tinancing {construction foan inlerast Ananced)
Equity investment
Financed nvestment
Leverage rate (calculatad)
Annual interast rata
Tax-free bond annual simpla interast expense

Tax environment
Annual depreciation rate @
Investmant tax credit @
Capital gains tax rate @
Transter tax rate @

Sales per Quarter

Current (May *94) rate pst
Retal
Resxdental

Escalated rale @ 18 months
Retait
Resdengat

Gross sales ncomae per quarter
Retail (rents)
Resxiental

Operating axpensas

Net Salas prorated by quarter
Retail
Resdental

Net Sales income inflated per quarter @

[Pertormance Inflator

Salss information
Sales !zos @

57,000
150,000

$673,157
0%
$673,157
$0

40%

$0
$673,157

$673,157
$0

0%

30%

$0

0.0%
25%
0%
4.0%

$0.095
$3.200

SO 144
$4.867

$593 750
$133,837.000
$0

$593750
$133,837.000
8%

0.0%

4%

lot #8

2.5 (base) * 1.1 (dowtown inflator) * 1.2 (feas) * 1.15 (resid. inflator)

@ corporats bond rate

.66 * market rale

against inflated construction costs
against inflated construction costs

current rate * inflation @ 30%
current ratc * inflation @ 30%

nat floorspace * rate ps!
net floorspace * rata pst (Assuming total sales in 1 yr)

30% Annual Inflation



After-Tax Cash Flow, Two-Year investment Period
Downtown Residentlal

New Construction-Scanario 1

($ thousands)
Quarter Ciose 1 2 3 4 " Total Balance
a. Income- Total $134,431 $144,513 $155,352 $167,003
Retail Rents $594 3638 $686 $738
Rasidental $133,837 $143,875 $154,665 $166,265
Less debt service $0 $0 $0 $0
Cash flow beiore tax $134,431 $144,513 $155,352 $167,003
Percant retum on oquity 20.0% 21.5% 23.1% 24 8%
d. Net operating income $134.431 $144,513 $155,352 $167,003
8. Less interest axpense $0 $0 $0 $0
(3 L ess depreciation expense $0 $C $0 $0
[*R Cash Qutflow @ close $673,157
Total Daevelopmer' “osts $673,157
Sales Expense $5377 $5,781 $6214 $6.680
h. Cumulative cash flow ($373,999) ($229,486) ($74,135) $92,868 $92,868
Tax rate
I (Devt. cost tax relial) ($164,727)
I Taxes or (lax savings) Paid Annuaity ($164,727) $0
I Period cash tiow after tax ($673,157) $299,157 $144 513 $155,352 $167,003
Percant retum on equity 44.4% 21.5% 23.1% 24 8%
m. Retum on Equity 13.80%




Proforma Analysis input Variables

Downtown Residential
New Coastruction-Scenario 2
($ thousands)
Building Suze
Parcei (sf) 567,000 Iotws
Grcss oorspacae (sf) 150,000
Retasi (sf) 25,000
Residental (sf) 110,000
Net floorspace {si) 135,000 90% of gross
Acquisition Costs
Vacant land pst $0.250
Acquisibon costs $14,250
Improvemaent costs
New construction pst $3.795 2.5 (base) * 1.1 (dowlown inflator) * 1.2 (fees) * 1.15 (rasid. inflator)
Initial cost estimate $569,250
Constructon penad {(months) 18
Constructon annual nfation @ (adjusted every 6 months) 30%
Inflated construction costs $658,907
Total development costs
Developmaent costs {net constructon financing) $673,157
Levaerage rate 0%
EqQu. , investment $673,157
Financed investmant $0
Construcbon finance annual rate @ (accrued every 3 months) 40% @ corporate bond rate
Construcbon finance inWrest expense $0
Total deveiopment costs (ncluding constructon finance) $673,157
Permanent financing (construction loan interest financed)
Equity investmant $673,157
Financed investment $0
Leverage rale (calculated) 0%
Annual interest rale 30% .66 * marketrale
Tax-free bond annual simple Interast axpense $0
Tax eavvonment
Annual depreciation rale @ 0.0% againstinflated construchion costs
Investment tax credit @ 25% againstintiated construction costs
Caputal gains lax rate @ 0%
Trensfer tax rate @ 4.0%
Sales per Quarter
Currant (May '84) rate ps*
Retas $0.095
Rasidental $3.200
Escalated rate @ 18 months
Retail $0.144 cumentrate * inflabon @ 30%
Rasidantal $4.867 cument rate * inflation @ 30%
Gross sales income per quarter
Ratail {rents) $593.750 net foorspace * rate pst
Rasidental $133,837 000 net floorspace * raiz nst {A5suming total salas in 1 yr)
Operating expanses $0
Ne! Sales prorated by quarter
Retayl $593 750
Residental $133,837 000
Net Sales incomae inflated per quarter @ 8% 30% Annual Inflaton
[Pertormance inflator ] 294%

Sales information
Sales fees @ 4%



After-Tax Cash Flow, Two-Year investment Period
Downtown Residential

New Construction-Scenario 2

{$ thousands)

Quarter Close 1 2 3 4 Total Balance
a. income- Total $173,953 $187,000 $201,025 $216,102
Retal Rents $768 $826 $888 $954
Residenbal $173,185 $186,174 $200,137 $215,147
b. Less debt service $0 $0 $0 $0
c. Cash flow belore tax $173,953 $187,000 $201,025 $216,102
Percent retum on equity 258% 27 8% 29.9% 32.1%
d. Nel operating income $173,953 $187,000 $201,025 $216,102
e. Less inarast axpense $0 $0 $0 $0
1. Less depreciation expensa $0 $0 $0 $0
g. Cash Outflow @ ciose $673,157
Total Development Costs $673,157
Sales Expense $6,958 $7.480 $8,041 $8,644
h. Cumulative cash Hiow ($334,477) ($147,477) $53,548 $269,650 $269,650
Tax rate
i. {Devt cos! tax reliel) ($164,727)
1 Taxss or (tax savings) Paid Annually ($164,727) $0
l. Period cash flow after tax ($673,157) $338,680 $187,000 $201,025 $216,102
Percent return on equity 50.3% 27.8% 29.9% 3R2.1%
m. Return on Equity 40.06%




DRAFT: July 7, 1994

Project Pro-forma: New Construction--Commercial
New Kingston Comparison

Building Size  Assumes development program of ground retail (15,000 square feet) and remaining floors
commercial,

Acquisition §  Acquisition cost assumed at ¢S50 per square foot.

Improvement 3 New construction costs per square foot estimated at $3,000 (including fees) based on UDC
cost estimates for Bojex site and as confirmed by local experts, but with discount of 10
percent to account for increased construction cost due to pilings on waterfront parcels.

Taxes Assumes 33 percent capital gains rate and tax on interest income.

Rents Rental rates are pegged at prime retail rents of $215 per square foot and commercial rates
of $250. See discussion of rental assumptions in Section 2 of main text. In addition,

base rent was escalated 10% to account for quality differential for new construction.

Sales Gain on sale is calculated based on a 9 peicent capitalization rate, sales fees at 4 percent
and a capital gains tax rate of 33 percent.
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Proforma Analysis input Variables
Naw Kingston Commarcial

New Construction—Base Case
($ thousands)
Building Size
Lot size (sf) 57,000 iotes8
Gross floorspace (sf) 130,000
Retaul (sf) 25,000
Commarcial (sf) 110,000
Net tloorspacs (sf) 135,000 90% of gross
Acquisibon Costs
Total value ps! $0.550
Land value psf $0.350
Value net land ps! (lor depreciation & tax purposes) $0.000
Acquisition costs $82,500
Improvement costs
Rehabilitaton psf $3.000
lnitial cost estimate $450,000
Construchon period (months) 18
Construchon annual inflation @ (1 ysar) 30%
Inflated constructon costs $526,500
Total development costs
Development costs (net construction financing) $609,000
Laverage rale 0%
Equity investment $509,000
Financed nnvestment $0
Construction finance annual rate @ (accrued every 3 months) 40% @ corporate bond rate
Construction finance intsrest expense $0
Total development costs (including constructon finance) $609,000
Permanent inancing (construction foan interest financed)
Equity investment $609,000
Financed invesiment $0
Leverage rake (calculated) 0%
Annual interest rate 40% .66 * marke!rate
Tax-free bond annual simple inlerest expenss $0
Tex environment
Annual depreciaton rate @ 2.5% againstinital value net land plus inflated improvernunts
Investment tax credit © 0% againstinital value net land plus inflated improvements
Rental income tax rate @ 33%
Transfer tax rate @ 7.5%
RBental information
Cument (May "94) rata pst $0.227 Waeighted Average of Commercial @ $0.250 st and Retal @ $0.125 sf.
Escalated (Seplember '85) rate $0.295 cumentrate " inflavon @ 30%
Gross renled income $39,813 net floorspace “ rate psf
Vacancy & collection loss rals @ 5%
Eflective gross income $37,822
Operating expansas $0
Net operating income ysar 1 $37.822
Net opsrating income inflated @ 30%
Additional performance inflator-basae rent @ 10%
Additional performance inflator—-above-inflabion escalator @ 0%
Sales information
Capitalization rate 9%
Sales fees @ 4%



After-Tax Cash Flow, Seven-Ysear investment Psriod
New Kingston Commaercilal

New Construction—Base Case
($ thousands}
Yoar 1 2 3 4 5 6 7.
a. Net operating income $41,604 $54,085 ** $70,311 = $91,404 *° $118,825 $154,473 = $200,815
b. Less debt service $0 $0 $0 $0 $0 $0 $0
c. Cash tiow before tax $41,604 $54,085 $70,311 $91,404 $118,825 $154,473 $200,815
Percent reiurn on equity 6.8% 8.9% 11.5% 15.0% 19.5% 25.4% 33.0%
d. Nel operaling income $41,604 $54,085 $70,311 $91,404 $118,825 $154,473 $200,815
e. Less interest expense $0 $0 $0 $0 $0 $0 $0
f. Less depraciation expense "313,163 $13,163 $13,163 $13,163 $13,163 $13,163 $13,163
g- Texable income (loss) $28,442 $40,923 $57,148 $78,242 £105,663 $141,310 $187,652
Tax rate ¢.33 0.33 0.33 0.33 0.33 0.33 0.33
hi (Devt. ~osttax reliaf) $0
L Taxas or (tax savings) $9,386 $13,505 $18,859 $25,820 $34,869 $46,632 $61,925
Cash flow before tax (c) $41,604 $54,085 $70,311 $91,404 $118,825 $154,473 $200,815
Plus tax savings or (less laxss) (i) ($9,386) ($13,505) ($18,859) ($25,820) ($34,869) ($46,632) ($61,925)
I Cash flow alter tax $3,218 $40,581 $51,452 $65,584 $83,957 $107.841 $138,890
Percent relurn on equity 5.3% 6.7% 8.4% 10.8% 13.8% 17.7% 22.8%
k Cash on sale EQY 7 $1,974,679
Intemal rate of retum 24.8%

basepi.wk1



