FAYETTEVILLE CITY COUNCIL

WORK SESSION

LAFAYETTE ROOM, CITY HALL

JANUARY 3, 2005

6:00 P.M.

Present:
Mayor Marshall B. Pitts, Jr.

Council Members James K. Keefe (District 1); Mable C. Smith (District 2); Robert A. Massey, Jr. (District 3); Darrell J. Haire (District 4); Paul Williams (District 6); Juanita Gonzalez (District 8); Johnny Dawkins (District 9)

Absent:
Council Members Lois Kirby (District 5); Curtis Worthy (District 7)

Staff Present:
Roger L. Stancil, City Manager


Karen M. McDonald, City Attorney


Stanley Victrum, Assistant City Manager


Kyle Sonnenberg, Assistant City Manager


Doug Hewitt, Strategic Initiatives and Corporate


   Communications Director


Robert Barefoot, Chief Operating Officer for


  Engineering and Maintenance


Lisa Smith, Chief Financial Officer


Jimmy Teal, Chief Planning Officer


Victor Sharpe, Community Development Director


Jason Brady, Public Information Officer


Janet C. Jones, City Clerk

Others Present:
Menno Pennink


Suzanne Pennink


Eric Lindstrom


Ralph Huff


Tommy Bradford


Mark Stout


Marshal Isler


Jim Baker


David Mauer


Members of the Press

The meeting was called to order by Mayor Pitts.  He stated the work session was for information gathering only and no final decisions would be made on any items.

City Manager Roger Stancil stated that Item 1.A, Capitol Projects, had been removed from the agenda.

1.
Presentation of proposals for downtown projects by Downtown Development Corporation.


Mr. Marshal Isler, Executive Vice President of the Downtown Development Corporation, gave an overview of the process used by the DDC to develop proposals for public-private partnerships.  He stated the proposals being presented had been publicly solicited through a formal Request for Proposal (RFP) process, evaluated based on specific criteria delineated in the RFP, and negotiated to reach a reasonable and fair balance of economic risks and rewards while satisfying the economic development objectives of the City’s Renaissance Plan.


Mr. Isler reported that a broad range of downtown stakeholders had reviewed this recommendation as well as the DDC’s Development Advisory Committee, which consisted of the chairpersons and senior staff persons from six City commissions and the Arts Council.


Mr. Isler stated these projects would have major impacts on the downtown economic revitalization efforts and the return of benefits would justify the public investment and associated risks.

A.
Capitol Projects


This item was removed from the agenda by the City Manager.

B.
Hay Street, 300 Block Project


Mr. Menno Pennink, Ms. Suzanne Barlow Pennink, and Mr. David Stout presented the Response to Request for Proposals submitted by 300 Block Investors, LLC.  The proposal is summarized as follows:

This proposed project is a $13.9 million, mixed-use development consisting of about 8,800 square feet of retail space and 48 residential units with associated private parking.  It will be located in the 300 block of Hay Street.  The site consists of land presently owned by the City and several existing structures under option by the developer.  The project is divided into three phases consisting of a three-four story building on Hay Street with retail condominiums on the first floor and 24 residential condominiums on the upper floors, ten town homes along Ray Avenue, and a 14-unit residential condominium structure on Franklin Street.

The proposed developer is The 300 Block Investors, LLC, consisting of local developers Dr. Menno Pennink, Mark Stout, Ralph Huff, Tommy Bradford, and Suzanne Pennink.  They will contribute $1 million of equity in the construction financing.  One of the partners will be the general contractor for which he will receive a fee of 4 percent in addition to his share of the developer fee.  Another partner will be the sales broker and will receive the normal and customary 6 percent fee.

For this deal the City is being asked to contribute $2,749,902.00 consisting of $2,374,902.00 in cash and land estimated to be valued at $375,000.00.  These funds would go into the project in the form of a loan pro rata with the bank construction loan, and the City will release its lien interest upon sale of the units.  This lien would give the City the right to take over the project if not completed within the agreed upon development schedule or any other performance default by the developer.

As an alternative deal, the City Council could choose to approve only Phases 1 and 2, which would reduce the number of residential units from 48 to 34, the total project value from $13.9 million to $10.4 million, and the required City contribution from $2,749,902.00 to $2,269,027.00.  The associated annual tax return to the City would also be reduced from $87,317.00 to $65,354.00.  In addition, this alternative would produce 16 public parking spaces, which would be owned by the City.  The developer has placed a value of $358,218.00 on this public parking lot based on the developer’s purchase price of the land.

In addition to closing a major gap in the Hay Street streetscape, this project will establish about 32 retail jobs and create a significant residential market in downtown with an income level sufficient to support restaurants, specialty food, and other shops, as well as a grocery store.  The residential flats are scheduled to sell for an average of $189,800.00 and the town homes about $276,000.00.  In addition to creating a downtown upper-end market, these units will significantly increase property values and the downtown tax base.  The projected initial annual tax revenue to the City is $87,317.00 or $65,354.00 (alternative), or a 3 percent return on its economic investment.


A discussion was held regarding the need for final cost estimates of construction with contingencies, the loss of parking spaces and safety issues in the downtown area, and the commitment of the local banks to the project.


Mayor Pitts inquired if the investors had the ability to make up the difference in money if the City could not commit to the requested dollar amount.


Dr. Pennink replied the investors would be lost if there was not a reasonable amount of return.


Mayor Pitts inquired what would happen if the City did not participate in the full amount which had been requested.


Dr. Pennink stated if the City did not accept the project it would not be done.


Discussion was held regarding the need for three parking decks in the downtown area.  Mr. Isler stated this was to be a project of the DDC for next year and it was anticipated that funding could be obtained through the recently passed Amendment 1 process.


Council Member Keefe stated the need for public parking would increase with seven new businesses and he felt the parking issue should be addressed in the proposal.


Mayor Pitts asked the staff what was the potential impact of the request being made.  Mr. Stancil stated the source of the requested funds would have to come from the fund balance.  He said the City currently had healthy finances and it would be a matter of priorities.


Ms. Lisa Smith, Chief Financial Officer, stated $2.4 million had been identified for capitol improvements but no decisions had been made regarding the projects to be funded.


Mr. David Stout stated the timeframe for the need for a response was January 10, 2004, and their land option expired on February 24, 2004.

C.
Festival Park Plaza Project


Mr. Marshal Isler, DDC, Mr. Jim Baker, The Lundy Group, Inc., and Mr. David Maurer, Maurer Architecture, presented the RFP for Festival Park Plaza.  A summary of the presentation is as follows:

This proposed project is a $5.8 million, 42,000 square foot mixed-use, three-story development consisting of about 14,000 square feet of retail space on the first floor and about 28,000 square feet of office space on the upper floors.  It is located at the gateway of the Festival Park between its promenade and Ray Avenue.  It is envisioned that the first floor restaurants and shops will extend and open on to the promenade, and thus linking the activities of the park with that of the building.

The proposed developer is The Lundy Group from Raleigh who will be joined by Schoollink, Inc., a Fayetteville internet technology firm, as an investor and tenant in the project.  They will contribute $400,000.00 of equity in the project.  DDC will also have an ownership interest in the project as a mechanism to safeguard the long-term public interest in the project and to receive a share of profits.  DDC will contribute the land as its equity contribution, which will be purchased from the City at the appraised value.  Payments to the City will be made from the share of the project’s profits.  All DDC income derived from this transaction will be reinvested into additional downtown economic development activity.

In addition to this land sale, the City is being asked to provide 58 designated parking spaces and to enter into a lease arrangement with the owner.  This lease will cover any gap between the net rents received and that which is required to pay the debt service on the permanent mortgage.  Financing for a new office building in downtown is not possible without pre-leases sufficient to cover the debt service.  At the present time, without any organized marketing effort, the project has strong tenant interest for 21,000 square feet.  The developer is confident that the project will reach sufficient occupancy to cover debt service within the first year of operations.  If these projections are correct, the City will have no financial exposure.  If it takes two years for such lease-up, the projected City exposure would be $121,550.00.

In order to mitigate some of this lease-up risk, the developer has budgeted a $175,000.00 lease-up reserve, and has agreed to seek an “operating deficit” loan on the land as may be needed for additional debt service payments.  The City will also have the option to take over the project for nonperformance if this subsidy becomes unreasonably long term.  During such subsidy periods, the owners will not receive any cash benefits from the project.  On the other hand when the project reaches breakeven occupancy, the developer will seek permanent mortgage refinancing such that the City lease could be cancelled.

This project is projected to create about 45 retail jobs as well as bring about 150 office workers to the downtown.  With respect to economic return, the City will receive the value of the land plus about $20,000.00 per year in increased tax revenue.  In addition, sales tax will be realized from the retail activity.


Mr. Isler proposed a change in the ownership structure.  He proposed the DDC purchase the land from the City for $400,000.00 with a loan being executed which would be repaid in ten years.  This would give DDC one-third ownership and one-third of the profits.  The DDC would in turn pay the City for the land with 60 percent of their profits going back to the City and all proceeds going into a fund for downtown development.


Mr. Isler reviewed the safeguards that would be implemented to protect the City’s interests.


A discussion was held regarding the amount of the monetary investment of The Lundy Group, whether there was a conflict of interest with Schoollink being an owner and tenant and member on the Advisory Committee, and the extent of the City’s financial exposure.


Mr. Isler assured everyone there was no conflict of interest with Schoollink and he felt it was a good sign that a local business wanted to be a part of the project.


After discussion the Council requested Mrs. McDonald to research the issue of selling the land to DDC and whether it would be beneficial or detrimental to the City.

2.
Review of revised federal legislative agenda.


Mr. Stancil reviewed the proposed federal agenda.  He recommended approval.


Council Member Haire inquired about the addition of storm water.  Mr. Stancil stated he did not think funds could be obtained for this type project because a storm water fee was being charge and those funds had not been expended.


Council Member Dawkins requested to add the Cape Fear River Development to the other items of interest list.  The Council unanimously agreed with the recommendations.

3.
Discussion of capital needs and strategies.


This item was removed from the agenda.


Mayor Pitts adjourned the meeting.

The meeting adjourned at 8:45 p.m.

Respectfully submitted,

______________________________

______________________________

JANET C. JONES




MARSHALL B. PITTS, JR.

City Clerk





Mayor
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