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. EXECUTIVE SUMMARY

The Centre City Development Corporation (“CCDC”) on behalf of the City of San Diego (“the City™)
retained The Staubach Company/Jones Lang LaSalle (“Staubach/JLL”) to provide consulting services to
assist CCDC identify and evaluate alternatives to minimize the City’s occupancy costs for its more than
3,000 downtown employees. Staubach/JLL was asked to study the City’s occupancy alternatives, the
findings of which are contained in the body of this report. In a subsequent report Staubach/JLL will
analyze redevelopment alternatives for the City. It is strongly recommended that the contents of both
reports be reviewed and considered collectively in any decision making process by the City concerning
the subject of the reports.

The purpose of the study contained in this report is to:

1. ldentify and evaluate alternative occupancy scenarios for the City’s downtown
administrative operations

a. ldentify all viable alternatives available to the City, based on the staffing forecasts
included in the Facilities Needs Assessment prepared by Gensler Architects (“Gensler™),
for accommodating the more than 3,000 downtown City employees.

b. Determine the current physical condition of the existing City-owned buildings located
within the Civic Center Complex. Estimate the costs to renovate and rehabilitate the
buildings to comply with current building and safety codes.

c. Forecast the City’s costs, in both the near-term and the long-term, under each of the
identified alternatives.

d. Provide a written report summarizing findings, analyses and recommendations.

2. Assist CCDC in drafting a Request for Proposal (RFP) for the two finalist development teams
of Hines and Gerding Edlen Development. These developers had been selected from a prior
Request for Qualifications (RFQ) process to advance to the RFP stage. A key aspect of the RFP
is to compare the financial impacts to the City of the finalists’ development proposals with the
other identified alternatives.

3. Evaluate the finalist developers’ proposals based on financial viability and costs/benefits to the
City. Following proposal submission, each developer’s proposal was evaluated based on criteria
outlined in the RFP. Thorough consideration and assessment of development costs, financial
assumptions, partnership and financing structure, and market valuations were included in this
assessment.

Background

The City of San Diego’s downtown office workforce of roughly 3,000 is currently disbursed in six
buildings throughout downtown. Approximately 1,000 employees work in three City-owned buildings
located within a four-square block site known as the “Civic Center Complex.” The remaining 2,000
employees work in three privately-owned office buildings in space leased by the City. The City’s leases
are scheduled to expire in the years 2013 and 2014. Because the existing leases were negotiated many
years ago, it is anticipated that the City’s annual leasing costs will increase significantly when the leases
are renewed. CCDC, on behalf of the City, has retained Staubach/JLL to research, identify and assess
viable options available to the City with the goal of minimizing the City’s occupancy costs in the near-
term (next 15 years) and in the long-term (next 50 years).
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San Diego Civic Center Complex

The Civic Center Complex site is a four-square block area located in the heart of the Civic/Core District
of San Diego’s downtown. The five structures located on the Civic Center site were constructed in the
mid-1960s and consist of the City Administration Building (“CAB”), the City Operations Building
(“COB™), the Evans Jones Parkade (“Parkade”), the Concourse, and the Civic Theatre. Downtown’s
primary fire station, Station #1, is located in the basement of the COB.

City Operations
Building (COB)

.

City Administration Civic Center Plaza

(privately owned)

Building (CAB) Civic Theatre

Facilities Studied

For purposes of this study and developing a comparative framework, Staubach/JLL performed an
evaluation of the City’s projected costs for the following existing owned and leased facilities:

Ouned/Leased No. of Employees

City Administration Building (CAB) 188,926 Owned 600
City Operations Building (COB) 213,905 Owned 400
Concourse 158,119 Owned 60
Parkade 580,076 Owned N/A
600 B Street 153,265 Leased 550
Civic Center Plaza (CCP) 243,176 Leased 835
Executive Complex 136,321 Leased 455
TOTALS: 1,673,788 2,900

Source: DMJM Facilities Condition Assessment report for owned assets and leases in effect for the leased facilities.

Jones Lang LaSalle FINAL — December 15, 2008 Page 4



Major Considerations for Non-Redevelopment Alternatives

Seven alternatives to redevelopment were collaboratively developed with input by the consulting team
CCDC, City executive staff and from community outreach meetings. Each alternative could reasonably
accommodate the City’s future administrative space requirements and includes a combination of leased
and owned properties that would avoid a complete redevelopment of the Civic Center Complex.

Several guiding principles were established for the selection of the viable non-redevelopment alternatives.
The principles included the following:

1. To the maximum extent possible, leverage the City’s owned real estate assets to accommodate as
many employees as practical rather than continuing long-term lease payment obligations.

2. The City’s legislative and mayoral functions shall remain in the downtown Central Business
District of the City. Substantial geographic dispersion of other existing downtown departments
should be avoided to minimize inefficiencies and duplicative space requirements.

3. Consideration should be given for both short-term (15 years) and long-term (50 years)
functionality, efficiency and cost effectiveness.

4. To the maximum extent possible, City employment locations shall be adjacent to or in close
proximity to major transit hubs, lines and/or stations.

Three major factors were used to determine the cost for these non-redevelopment alternatives. The main
components of this analysis included:

1. Capital renovation and rehabilitation costs for existing owned buildings estimated in the Facilities
Condition Assessment report prepared by DMJM H&N (“DMJIM”);

2. Forecasting the anticipated occupancy costs of continuing to lease space in the market; and

3. Projecting staff growth and the impact on space demand of staff growth using existing and new
workspace standards, as determined in the Facilities Needs Assessment report.

Additional factors considered in establishing the City’s costs according to the non-redevelopment
alternatives include:

= Cost and terms of City financing (tax-exempt interest rate)

= Operating expenses

* Impact of building efficiency on space requirements

= Costs of purchasing the Civic Center Plaza building, which is currently leased

= Furniture and technology costs

= Costs associated with leasing swing space during renovation

=  Move costs

= Costs associated with implementing new workspace standards recommended in the Facilities
Needs Assessment

Using these factors, Staubach/JLL prepared a forecast of the City’s costs for a 50-year period, beginning
in the year 2008, for each of the alternatives. A fifty-year period was deemed appropriate and necessary
to fully reflect the benefits of a newly constructed facility, in the redevelopment alternative, as a new
facility is expected to provide a minimum 50-year useful life prior to requiring significant renovations.
The projected future cash flow of City costs was discounted to the year 2013 (the year in which major
City leases begin to expire) applying a discount rate of 5.25%.
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City Owned Properties

DMJM was commissioned to conduct a Facilities Condition Assessment to identify rehabilitation, repairs
and maintenance items necessary to remediate hazardous materials and unhealthy working conditions and
achieve compliance with the current seismic, safety and disabled access codes. The condition assessment
also estimated the costs of such work and prioritized each identified repair item. The costs identified in
the DMJM study formed the basis for several of Staubach/JLL’s analyses. The analyses assume the City
will finance the renovation costs, amortized over their useful life. In Staubach/JLL’s analysis, the
renovation costs were assumed to be financed over thirty (30) years at an interest rate of 5.25%.
Operating expenses were estimated at $9.00 per square foot in year 2008 dollars and escalated at 5.0%
annually.  Since the City was unable to provide current or historical operating cost data for any of the
facilities located on the Civic Center Complex site, Staubach/JLL estimated the operating costs by
obtaining historical operating expense budgets for comparable downtown office buildings from the
Building Owners and Managers Association (“BOMA”) and comparing the estimates to current budgets
obtained directly from the building owners averaging $9.00 per square foot annually in year 2008
dollars, excluding property taxes (a detailed report is attached in the Market Study attached hereto in
Appendix B). It is important to note that the consultant team did not believe that repair of the existing
buildings would extend the useful life of the buildings beyond 30 years. For this reason, the 50-year
financial projections considered that a new City Hall would be financed and constructed at the end of the
30-year estimated useful life of the existing owned buildings. The DMJM condition assessment estimated
the total cost to repair deficiencies in the City’s owned buildings at $93.6 million in year 2011 dollars.
The DMJM condition assessment did not include seismic retrofit costs. DMJM estimated the seismic
retrofit costs to be between $30-$60 per square foot. A precise estimate was not possible because
structural drawings of the buildings were not available and a subsequent design of the seismic
improvements was not part of the scope. The seismic improvements were conservatively estimated at $35
per square foot and were included in the Staubach/JLL analysis. Accordingly, the DMJM cost estimate
has been adjusted by Staubach/JLL to $125 million for renovation, to include the estimated cost of
seismic upgrades to comply with current building codes (estimated at $35 per square foot), required swing
space, furniture, fixtures and equipment (“FF&E”) and moving costs.

The Facility Condition Index (FCI), defined as the costs of repair divided by total replacement costs, is a
general indicator of a building’s health. An FCI above 65% would suggest building replacement is more
financially and physically practical than renovation, which is reflected in the FCI of the CAB and
Concourse facilities. It is important to highlight that the FCI presented below are exclusive of the seismic
retrofit and move costs.

Total Cost with Facility Condition Index
Life Cycle

CAB $37,524,000 50.3%
COB $22,492,000 26.6%
Concourse $27,230,000 51.4%
Parkade $6,342,000 12.6%
Subtotals: $93,588,000
Seismic $19,633,000
Swing Space & Move Costs $12,398,000
TOTALS: $125,619,000

Source: DMJM Facilities Condition Assessment report.
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In the year 2038, the estimated expiration of the useful life of the buildings, the Staubach/JLL analysis
assumes the buildings are demolished and replaced with a new 849,000 GSF City Hall. The building is
assumed to be large enough to accommodate the City’s projected growth over the 50-year analysis period
per Gensler’s Facilities Needs Assessment. Cumming Corporation (“Cumming”) estimated the total costs
to develop the new City Hall at $411.5 million in 2008 dollars. The cost is escalated by 4.5% per year
until construction commencement in the year 2038. FF&E costs of $7,000 per full time employee
(“FTE”), escalated by 3% per year, were added to the facility cost estimate.. Total costs of a new facility
in 2038 were forecast at $1.6 billon.

City Leased Properties

A major cost component of the seven alternatives includes analysis of the City’s leased properties and
forecasting the anticipated future occupancy costs of continuing to lease space in the San Diego market.
Staubach/JLL performed a review of the existing leases and cost data including escalated rents and pass-
through of operating expenses. At the end of the existing lease terms, Staubach/JLL forecasts below
market rental rates and terms (resulting from the City’s favorable negotiating position as an occupier of
large amounts of space) to be negotiated on behalf of the City, then escalated over the 50-year analysis
period.

Projected Staff Growth and Workspace Standards

Gensler was commissioned to forecast City staff growth, by department, over a 50-year period and to
evaluate and recommend new workspace standards for the City. If adopted by the City, Gensler estimated
that the new recommended workspace standards will decrease the overall office space required by the
City by as much as 30% if used in an efficiently designed building floor plate, which Gensler estimated to
be approximately 32,000 square feet of Gross Floor Area with a centrally located elevator core. By
shifting to a more open office environment from the current inefficient private office build-out and
applying the new standards to the efficient building floor plate, Gensler estimated the average space per
employee could be reduced from the existing average of 315 square feet to an average of 225 square feet
per person. The costs included in each alternative considered the City’s projected growth, as forecast in
the Gensler report, and the impact staff growth will have on space demand using both current workspace
standards and the new proposed standards. In alternatives which assume that the new standards are
applied to existing City-owned or leased buildings, the average square feet per person allocation is
adjusted to reflect the efficiency of that specific building’s floor plate. For example, at Civic Center Plaza
(one of the City’s leased facilities) this efficiency factor projects the new workspace standards would be
17% less efficient than if applied to the optimal floorplate. Therefore, should the new workspace
standards be adopted for Civic Center Plaza it would result in a square foot utilization of 247 average
square feet per person rather than the 225 average square feet per person achieved in the optimal floor
plate scenario.

Non-Redevelopment Alternatives

The following provides a description of each of the seven alternatives to redevelopment and their
respective present values:

Alternative 1 — Alternative 1 assumes the City rehabilitates its owned facilities according to the
recommendations included in the Facilities Condition Assessment and seismically retrofits, to the extent
possible, to current building standards. Costs for temporary staff moves and swing space during the
rehabilitation process are also included. The improvements are assumed to extend the remaining useful
life of the City-owned facilities for 30 years from the date of completion of the improvements. Reflecting
the structures’ useful life findings in the Condition Assessment Report, new facilities are assumed to be
constructed, at the City’s expense, at the end of the thirtieth year. Since the City-owned facilities
accommodate only a portion of the City employees, the balance of the required space needs are assumed
met through new leases on existing or comparable space upon lease expirations at likely negotiated rates
and terms. The City’s new workspace standards are assumed to be implemented in the owned facilities
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but not the leased buildings. Assumes the City leases additional space every ten years according to the
growth projections in the Needs Assessment Report.

Alternative 2 — Alternative 2 assumes the City rehabilitates its owned facilities as described in Alternative
1. In addition, this alternative assumes interior improvements are installed which apply, to the extent
possible, new efficient workspace standards to the City-owned and leased facilities. This alternative
results in a reduction in the amount of leased space required to accommodate the City’s downtown
operations. This scenario assumes that the Civic Center Plaza is acquired and occupied 100% by the City
at a projected market sales price, rather than continuing to be leased. Assumes the facilities will require
replacement at the end of the thirtieth year. Assumes the City leases additional space every ten years
according to the growth projections in the Needs Assessment Report.

Alternative 3 — Alternative 3 applies the same assumptions as Alternative 2, except Civic Center Plaza
remains a leased facility. Assumes the required remaining space to fully accommodate the City’s
downtown operations is leased in the Executive Complex, or comparable space. Consistent with the other
alternatives, assumes the facilities will require replacement at the end of the thirtieth year. Assumes the
City leases additional space every ten years according to the growth projections in the Needs Assessment
Report.

Alternative 4 — Applies the same assumptions as Alternative 3, except improvements are made to the
City-owned building commonly known as the Concourse building to convert its existing meeting spaces
into office space using the new efficient workspace standards. This alternative allows the majority of the
City employees to be housed in the City-owned buildings and results in the most reduction of leased space
required by the City. Assumes the required remaining space to fully accommodate the City’s downtown
operations is leased in the Executive Complex, or comparable space. Assumes the facilities will require
replacement at the end of the thirtieth year. Assumes the City leases additional space every ten years
according to the growth projections in the Needs Assessment Report.

Alternative 5 —This alternative assumes the City does not incur any costs for capital improvements or
workspace efficiencies in its owned or leased properties and performs NO rehabilitation, code
improvements or other renovations to its owned facilities and continues to occupy those facilities for the
next 30 years. Assumes the City accepts latent risks in building occupants’ health and safety by not
rehabilitating these structures. Assumes minimal costs are incurred to modify interior spaces upon
renegotiation of existing leases (paint, carpet and minor renovations) and for swing space during these
modifications. Assumes no costs are incurred to migrate to more efficient workspace standards in the
owned or leased facilities. Although not estimated in the costs, it should be noted that it is highly likely
that, without renovation, some of the major building systems will fail over the next 30 years resulting in
costly repairs and disruption for City Staff. Assumes the facilities will require replacement at the end of
the thirtieth year. Assumes the City leases additional space every ten years according to the growth
projections in the Needs Assessment Report.

Alternative 6 — Alternative 6 assumes the Concourse building is converted from meeting space to office
space and the remaining required space leased in both downtown and in a suburban location, adjacent to
convenient and frequent public transit. To maintain a strong negotiating position, this alternative assumes
the City continues to lease 50,000 square feet of space in downtown and the balance in the suburban
location. Finally, Alternative 6 assumes that renovations will be completed for the owned facilities,
including more efficient workspace standards. Consistent with the other alternatives, assumes the
facilities will require replacement at the end of the thirtieth year. Assumes the City leases additional
space every ten years according to the growth projections in the Needs Assessment Report.

Alternative 7 — Alternative 7 is comparable to Alternative 6 except it assumes the Concourse remains as a
meeting facility. However, this results in a substantial increased in the amount of space to be leased in the
suburban market. Consistent with the other alternatives, this alternative assumes the facilities will require
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replacement at the end of the thirtieth year. Also assumes the City leases additional space every ten years
according to the growth projections in the Needs Assessment Report.

The following tables illustrate the Net Present Value of each alternative’s annual and total future cost to
the City projected over a 50 year horizon and the nominal costs to the City during the first 15 years.

City’s Projected Costs (2008-2058) Discounted to Year 2013

Met Present Yalue Analysis
2013 Dollars
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The chart above illustrates the cash flow over a fifty (50) year period for each scenario. Actual annual
costs are detailed on the following page.
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Annual City Occupancy Cost Comparison

50-Year
Scenario 4
I N N ETRE LowestCost @ W [ Scenario7
Alternative
1 2008 $15,283,648 $15,283,648 $15,283,648 $15,283,648  $15283,648  $15,283,648
2 2009 $18,775,285 $18,775,285 $18,775,285 $15,928002  $20,686,085  $18,775285
3 2010 $19,912,705 $19,912,705 $19,912,705 $16,607,989  $21,471925  $19,912,705
4 2011 $27,225,022 $27,225,022 $27,225,022 $17,321,817  $30,342,036  $27,225,022
5 2012 $27,966,363 $27,966,363 $27,966,363 $18,063158  $31,145642  $27,966,363
6 2013 $28,692,046 $28,692,046 $28,692,046 $18,788,840  $31,935921  $28,692,046
7 2014 $34,628,535 $30,274,527 $36,476,961 $24725330  $27,062,103  $32,434,305
8 2015 $33,579,820 $28,690,037 $26,859,434 $23676,615  $23427481  $28,817,683
9 2016 $34,744,130 $29,242,288 $27,682,683 $24,840925  $24,021952  $29,738475
10 2017 $35,956,513 $29,822,175 $28,541,013 $26,053,308  $24,643469  $30,698,236
11 2018 $37,219,128 $30,431,121 $29,436,071 $27,315923  $25293324  $31,608,748
12 2019 $38,534,239 $31,070,593 $30,369,549 $28,631,034  $25972,876  $32,741,878
13 2020 $39,904,215 $31,742,130 $31,343,219 $30,001,010  $26,683546  $33,829,583
14 2021 $41,331,538 $32,447,348 $32,358,941 $31,428333  $27,426829  $34,963914
15 2022 $42,818,809 $33,187,945 $33,418,664 $32,915604  $28,204292  $36,147,019
16 2023 $44,368,752 $33,965,707 $34,524,430 $34,465547  $33569,245  $41,540,083
17 2024 $49,889,749 $39,224,001 $39,759,639 $30,986544  $32,459668  $40,910,984
18 2025 $49,708,215 $38,098,150 $39,032,408 $39,805010  $33510,639  $42,460,033
19 2026 $51,722,319 $39,135,975 $40,479,862 $41819,114  $34608554  $44,074,346
20 2027 $53,819,933 $40,224,131 $41,988,983 $43916,728  $35755632  $45756,898
21 2028 $56,004,817 $41,365,110 $43,562,601 $46101,612  $36954,198  $47,510,801
22 2029 $58,280,908 $42,561,529 $45,203,682 $48377,703  $38206,694  $49,339,321
23 2030 $60,652,334 $43,816,134 $46,915,334 $50,749,129  $39,515678  $51,245875
24 2031 $63,123,413 $45,131,811 $48,700,815 $53,220,208  $40,883835  $53,234,048
25 2032 $65,698,675 $46,511,590 $50,563,541 $55,795470  $42,313978  $55,307,596
26 2033 $68,382,860 $47,958,650 $52,507,089 $58,479,655  $50,338248  $63,131,729
27 2034 $76,111,801 $55,856,537 $60,057,447 $66,208596  $49,164539  $62,716,819
28 2035 $76,440,021 $54,674,291 $59,478,022 $66,536,816  $51,076,116  $65,415305
29 2036 $79,911,224 $56,582,909 $62,006,231 $70,008018  $53072,188  $68,227,560
30 2037 $83,527,074 $58,582,036 $64,642,223 $73,623,868  $55,156,721  $71,158,765
31 2038 $87,294,102 $60,676,096 $67,390,942 $77,390,897  $57,333,870  $74,214,346
32 2039 $94,735 413 $66,385,995 $73,773,834 $84,832,208  $50,607,995  $80,916,254
33 2040 $97,526,683 $67,385,118 $75,464,839 $88,047,842  $61559,302  $82,938,959
34 2041 $128,551,728 $75,762,955 $128,551,728 $128,551,728  $128551,728  $128,551,728
35 2042 $125,768,119 $125,768,119 $125,768,119 $125768,119  $125768,119  $125,768,119
36 2043 $126,500,689 $126,500,689 $126,500,689 $126,500,689  $126,500,689  $126,500,689
37 2044 $127,262,919 $127,262,919 $127,262,919 $127,262919  $127,262919  $127,262,919
38 2045 $128,056,021 $128,056,021 $128,056,021 $128,056,021  $128,056,021  $128,056,021
39 2046 $128,881,261 $128,881,261 $128,881,261 $128,881,261  $128,881,261  $128,881,261
40 2047 $129,739,957 $129,739,957 $129,739,957 $129,739,957  $129,739,957  $129,739,957
41 2048 $130,633,480 $130,633,480 $130,633,480 $130,633480  $130,633480  $130,633,480
42 2049 $131,563,258 $131,563,258 $131,563,258 $131,563,258  $131,563258  $131,563,258
43 2050 $132,530,780 $132,530,780 $132,530,780 $132,530,780  $132,530,780  $132,530,780
44 2051 $133,537,505 $133,537,595 $133,537,505 $133537,505  $133537,595  $133,537,595
45 2052 $134,585,316 $134,585,316 $134,585,316 $134,585,316  $134,585316  $134,585,316
46 2053 $141,816,937 $141,816,937 $141,816,937 $141,816,937  $141,816937  $141,816,937
47 2054 $136,810,272 $136,810,272 $136,810,272 $136,810,272  $136,810,272  $136,810,272
48 2055 $137,991,079 $137,991,079 $137,991,079 $137,991,079  $137,991,079  $137,991,079
49 2056 $139,219,947 $139,219,947 $139,219,947 $139,219,947  $139,219,947  $139,219,947
50 2057 $140,498,852 $140,498 852 $140,498,852 $140,498,852  $140,498852  $140,498,852
Nominal Sum 53,947,718 495]f] $3,494,058,439 $3,385,149,644]0 $3,644,894,7 11 $3,442,636 438 $3,722,972,842)
NPV (2013) 51,225,285 230]_ $1,040,792,776 , $978,122,899) 51,048,280 41 7] 1,003,158 145]| $1.,122,586,436
F 0§ | ]
$476,571,996) $414,763,233 $351,581,537 $383,601, 1200l $428,924,910
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15-Year Initial Occupancy Costs: 2008 — 2022
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Conclusions

Each of the seven alternatives analyzed provide viable solutions for accommodating the City staff over
the next 50 years. However, despite their viability significant differences exist between each alternative’s
cost, its efficiency and effectiveness in supporting the staffing needs of the City. The following table
highlights the consulting team’s opinion of the advantages and disadvantages of each solution.

Alternative Advantages Disadvantages

Alternative 1 = Eliminates the significant latent risks = = Most expensive alternative on 50-
of continuing occupancy of City- year NPV basis and initial 15-year
owned buildings by installing fire cash flow
protection systems, removing = City remains in inefficient
asbestos, and upgrading buildings to workspaces
comply with current seismic codes = Significant amount of space needs to

= Maintains significant City presence in be leased in privately-owned
downtown buildings

= Significant disruption and costs
incurred during renovation

= Dispersed City functions among
several buildings resulting in
redundancy and inefficiency
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Alternative Advantages Disadvantages

Alternative 2 = Eliminates the significant latent risks = = May not be possible to acquire Civic
of continuing occupancy of City- Center Plaza
owned buildings by installing fire = Does not completely eliminate the
protection systems, removing need to lease space
ashestos, and upgrading buildingsto | = Significant disruption and costs will
comply with current seismic codes be incurred during renovation

= Maintains significant City presence in = = Continued geographically dispersed

downtown and inefficient City operations

» Reduces amount of required leased
space and physically consolidates
City operations

= Provides the City with an improved
work environment that is more
efficient as a result of efficient
workspace standards

= Slightly less expensive than Alt #1
due to leasing less space as a result of
efficiencies gained from employing
efficient workspace standards and
ownership of Civic Center Plaza

= Provides City with long-term real
estate asset (Civic Center Plaza)

Alternative 3 = Eliminates the significant latent risks = = Continued need to lease a significant
of continuing occupancy of City- amount of space
owned buildings by installing fire = Significant disruption and costs will
protection systems, removing be incurred during renovation
asbestos, and upgrading buildingsto = Continued geographically dispersed
comply with current seismic codes and inefficient City operations

» Maintains significant City presence in

downtown

» Reduces amount of required leased
space and physically consolidates
City operations

= Provides the City with an improved
work environment that is more
efficient as a result of efficient
workspace standards
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Alternative Advantages Disadvantages

Alternative 4

Alternative 5

Alternative 6

Alternative 7

Least expensive option for City on a
50-Year NPV basis and second least
expensive option on initial 15-year
cost basis

Eliminates the significant latent risks
of continuing occupancy of City-
owned buildings by installing fire
protection systems, removing
asbestos, and upgrading buildings to
comply with current seismic codes
Maintains significant City presence in
downtown

Provides the greatest reduction in
leased space and consolidates most of
staff on the Civic Center Complex
site in City-owned buildings

Provides the City with an improved
work environment by employing new
efficient workspace standards

Least expensive option for the City
over the initial 15 years

Eliminates the significant latent risks
of continuing occupancy of City-
owned buildings by installing fire
protection systems, removing
asbestos, and upgrading buildings to
comply with current seismic codes
Maintains significant City presence in
downtown

Provides the greatest reduction in
leased space and consolidates most of
staff on the Civic Center Complex
site

Eliminates the significant latent risks
of continuing occupancy of City-
owned buildings by installing fire
protection systems, removing
asbestos, and upgrading buildings to
comply with current seismic codes

The Concourse will not provide an
ideal working environment due to its
cavernous floor plates and lack of
natural light

Significant disruption and costs will
be incurred during renovation
Meeting space for onsite training and
large meetings (Silver and Copper
Rooms) will be eliminated

City must accept a high degree of
latent risk by continuing to occupy
aging buildings containing asbestos,
lacking fire protection and non-
compliant with current seismic codes
City remains in inefficient workspace
Significant amount of space needs to
be leased in privately-owned
buildings

Does not reduce of eliminate the need
for major building renovations or
replacement

Greater geographic dispersion of City
departments and inefficiencies

The Concourse will not provide an
ideal working environment due to its
cavernous floor plates and lack of
natural light

Significant disruption and costs will
be incurred during renovation
Meeting space for onsite training and
large meetings (Silver and Copper
Rooms) will be eliminated

Radically disperses the City staff
between downtown and suburban
locations, likely resulting in degraded
efficiencies and increased
transportation costs

Significant space continues to be
required to be leased

Jones Lang LaSalle
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Recommendations

After considering the advantages and disadvantages of the various alternatives to redevelopment, it is
Staubach/JLL’s opinion that Alternative 4 is the optimal non-redevelopment alternative for the City to
pursue. In addition to being the lowest cost alternative on a 50-year NPV basis and the second least
expensive option on the 15 -year cash flow basis, this alternative eliminates the latent risks of the City-
owned buildings. Furthermore, the City’s self insured status exposes the City to potentially significant
costs in the event of a major building system failure or from injuries resulting from the buildings’ non-
compliance with current safety codes. Alternative 4 also provides the City with modern efficient
workspace standards in renovated facilities and consolidates a significant amount of the City’s staff onto
the Civic Center site, reducing the need to lease space in privately owned buildings off-site resulting in
inefficiently dispersed City operations.
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. GOALS OF THE STUDY

Goals of Staubach/JLL Work Commissioned by CCDC

In February 2008, Staubach/JLL was engaged by CCDC to provide real estate analysis and support
concerning alternative occupancy scenarios for the City’s administrative functions, including the use of
existing facilities and the viability of developing new facilities on the Civic Center Complex site in San
Diego, California. The work is comprised of multiple phases:

1. Evaluate the City’s existing occupancy strategy & costs — develop alternative scenarios for
minimizing the City’s future downtown occupancy costs

For leased property, Staubach/JLL performed a review of the existing leases and cost data
including escalated rents and pass through of operating expenses. A comprehensive market study
was conducted for the downtown office market and occupancy costs were forecast over a fifty 50-
year horizon (the anticipated useful life of a new facility prior to the need for significant
renovations).

For owned property, Staubach/JLL commissioned a Facility Condition Assessment through the
architectural and engineering firm, DMJM. The purpose of the study was to determine the
magnitude of deferred maintenance, code compliance and environmental problems in each of the
buildings. In consideration of the City’s constrained financial resources, Staubach/JLL assumed
the City could not fund the necessary improvements from cash reserves. Staubach/JLL assumed
the City would borrow funds, on a tax-exempt basis, for the required improvements. The debt
was assumed to be repaid over a period of thirty (30) years and bear interest at the City’s cost of
capital. As of the date of this report, the City estimates its tax-exempt borrowing rate to be
5.25%.

In the consultant team’s opinion, repair of the existing buildings would extend the useful life of
the buildings up to 30 years. For this reason, the financial models consider that a new facility will
need to be financed and constructed at the end of the useful life of the existing owned buildings.

In addition to the above capital improvement costs, normal operating expenses were also forecast
for each of the owned facilities. The City was unable to provide to Staubach/JLL current or
historical operating expenses for the Civic Center Complex buildings. Therefore, Staubach/JLL
estimated the operating costs by obtaining historical operating expense budgets for comparable
downtown office buildings from the Building Owners and Managers Association (“BOMA”) and
comparing the estimates to current budgets obtained directly from the building owners which
results in an average estimate of $9.00 per square foot per year (a detailed report is attached in the
Market Study attached hereto in Appendix B).

2. Analyze the financial impact of implementing Gensler’s recommended new workplace
standards in various alternatives

The Space Needs Assessment performed by Gensler resulted in a recommendation for the City to
employ new modern efficient workspace standards, which include changing from a
predominately private office layout to a more open office environment. Gensler projected that an
efficient building floor plate using these workspace standards could reduce the City’s overall
space utilization by as much as 30% from its current utilization of to 315 average square feet per
employee to approximately 225 average square feet per employee.

Because the existing buildings contained in the analysis vary in their efficiency, Gensler provided
an efficiency factor to apply which adjusts the space utilization according to floor plate efficiency
of each existing City-owned and leased building. The efficiency factors were applied as
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appropriate to each alternative that assumed the use of Gensler’s proposed new efficient
workspace standards.
3. Comprehensive RFP issued to developer finalists

Redevelopment of the Civic Center Complex site is also being considered in order to fully
evaluate all the City’s potential occupancy scenarios. Following a Request for Qualifications
process, CCDC *“short-listed” two teams to prepare proposals to partner with the City for the
redevelopment of the Civic Center Complex to include new City facilities. Staubach/JLL assisted
CCDC in preparing the Request for Proposal (“RFP”) that was issued to Developers on May 5,
2008. Responses from the two finalist developers were due by July 18, 2008.

4. Evaluate developer proposals & provide recommendations to CCDC/the City

Upon submission of the finalist developer proposals, Staubach/JLL analyzed each proposal’s
financial viability and costs to the City based on information provided in the proposals. The
analysis of the developers’ proposals in this report’s companion study titled “San Diego Civic
Center Redevelopment Alternatives”. The companion report compares the developer proposals
with the seven alternatives outlined in this report followed by Staubach/JLL findings and
recommendations.
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.~ METHODOLOGY

Phase | Methodology

The evaluation of the City’s downtown occupancy alternatives is a very complex assignment requiring
thoughtful planning and analysis, and it is of critical importance since any alternative selected will have a
major impact on City operations and downtown San Diego. To ensure the accurate evaluation of the
complex issues impacting the assignment requires the coordinated efforts of many specialty consultants
and the assemblage of data and information from a variety of sources. In this study, the following parties
were involved in the assimilation of data for this report:

City

> Executive Branch
» Governmental policy and overall direction

> CCDC
» Real estate development expertise and project leadership, input on baseline cost
scenarios and RFP development

> Real Estate Assets Department
» Data on existing owned and leased properties, market dynamics and input on baseline
cost scenarios, workplace standards and RFP evaluation criterion

B All participating City Agencies/Departments
» Projected head counts, current and future space needs definition

- City Finance
» Finance strategies for new facilities
Staubach/Jones Lang LaSalle

> Real estate / economic consultant

Gensler
> Facilities Needs assessment and development of “best practice” space standards

DMJIM
> Existing Building Condition Assessments

> Construction cost modeling

ERA

L Economic and fiscal impact of new construction required in certain non-redevelopment
alternatives

The diagram on the following page provides a high level overview of the process used to establish the
seven base line cost scenarios and develop the Request for Proposal for developers short listed from the
RFQ stage.
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Process to Establish Alternative Cost Scenarios to Redevelopment

Data collected from the above parties and other sources was compiled into a series of spreadsheets
analyzing seven occupancy alternatives. Elements of the financial analysis reflect the following:

1. Establish scenarios that consider and involve the public in the process

= Stakeholder Interviews with the City to receive direction on various scenarios to pursue
and understand the City’s goals, functional priorities and financial parameters as related to
this project

= Public outreach meetings to educate constituents about the project and to receive public
comment

2. Establish primary assumptions for the alternative cost analysis, which included the
following key factors (supporting data for these assumptions can be found in Section V of
this report):

= Lease Analysis

» A compilation of existing and projected lease costs for buildings which the City
currently occupies and accounts for future expansion over the 50-year period.

= Owned Building Analysis

» A compilation of current and projected occupancy costs for owned buildings at
the Civic Center Complex. According to a Facilities Condition Assessment, the
estimated cost to complete badly needed renovations including environmental
remediation, seismic upgrades, mechanical systems repairs, swing space and
move costs is $125 million. Staubach/JLL did not assume that the City could
fund the necessary improvements from cash reserves. In consideration of City
fiscal constraints, Staubach/JLL assumed the City would borrow funds on a tax
exempt basis. The loan was assumed to be repaid over a period of thirty (30)
years and bear interest at the City’s cost of capital. As of the date of this report,
the City estimates its tax exempt borrowing rate to be 5.25%. This is only a
portion of the costs to occupy the buildings. To this amount, operating expenses
(janitorial, insurance, maintenance, utilities, etc.) are forecast and added to the
total. Since the City was unable to provide current or historical operating cost
data for any of the facilities located on the Civic Center Complex site,
Staubach/JLL estimated the operating costs by obtaining historical operating
expense budgets for comparable downtown office buildings from the Building
Owners and Managers Association (“BOMA”) and comparing the estimates to
current budgets obtained directly from the building owners which results in an
average estimate of $9.00 per square foot per annually in year 2008 dollars.

» The consultant team did not believe that repair of the existing buildings would
extend the useful life of the buildings beyond 30 years. For this reason, the
financial models considered that a new City Hall would be financed and
constructed at the end of the useful life of the existing owned buildings. The cost
to fully replace the existing buildings at the end of their useful life was estimated
at $1.6 billion in the year 2038. These estimated costs are included in the
analysis.

= Impact of office standards

» The impact on overall space requirements was projected using current City space
standards and, alternatively, using new “best practices” standards developed by
Gensler.
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= Cost of new furniture and technology
= Cost of swing space required under various scenarios
= Cost of moving employees to swing space and to the completed buildings

Using these inputs, alternatives were developed that depict different occupancy strategies. Each scenario
is graphically represented for its impact on annual cash flow requirements and overall Net Present Value.

The results of the analysis and observations, conclusions and recommendations are presented in this
report. To compare the various scenarios on a “like kind” basis, the annual cost of occupancy was
modeled over 50 years. Staubach/JLL then calculated the present value of the cash flows to year 2013
dollars (the first year in which existing major leases begin to expire).
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IV.  DEVELOPER REQUEST FOR PROPOSAL (RFP)

Staubach/JLL assisted CCDC in the development of an RFP to be released to Developers short listed from
the prior RFQ stage. A key component of the RFP was to provide a structure that allows the City to
objectively evaluate whether the Developer Proposals represent quantitative savings and qualitative
improvement to the City over the non-redevelopment alternatives.

The key factors addressed in the development of the RFP include:

= Qutlining the Development Vision and Development Objectives for the Civic Center Complex

= Addressing fundamental requirements for the Development including:

» Requirements for the new City Hall, including overall square foot requirements,
minimum floor plate sizes and minimum performance specifications

Connectivity with “C” street

Requirements for the Civic Theatre and other public uses on the site
Parking requirements

Sustainability requirements

Public Art

» Type, size and sequencing of private development on the site

v v v v Vv

» Financial requirements with emphasis that the costs to the City of a new City Hall must represent
a savings over other viable alternatives
» The non-redevelopment alternatives contained in this report were provided as targets for
the Developers to improve upon in their submission
» Developers are required to provide detailed financial pro-formas of their proposals for the
new City Hall to meet the City’s requirements and the amount, if applicable, would be
offered to the City for the excess development rights on the site and

= Selection Process and Evaluation Criteria
» Staubach/JLL worked closely with the CCDC and the City to develop an objective
evaluation criterion that addresses the City’s key goals for the development. The main

categories for evaluation include:

v" Proposal and Development Team Characteristics
v Financial Resources and Structure

v Conceptual Project/Planning/Design/Architecture
v Development Program and Project Implementation

In addition to providing written responses, Developers were asked to provide graphic representations of
their design vision so the designs could be clearly understood and accurately interpreted in the evaluation
process.

The RFP’s were released to the Developers on May 5, 2008 and Staubach/JLL assisted CCDC in
addressing questions and clarifications requested by the Developers as they prepared their submissions.
This concluded Phase | of this study. When the Developer submissions are received on July 18, 2008,
Phase Il of the study will commence to include assisting CCDC and the City in the economic analysis of
the Developer responses.
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V. OWNED BUILDING CONDITION ASSESSMENT

It is widely accepted that significant deferred maintenance problems exist at the Civic Center. To
guantify the extent of these problems, DMJM was retained by Staubach/JLL to perform a comprehensive
Facilities Condition Assessment that identifies deferred maintenance, hazardous materials, and code
compliance issues for each owned building and estimates the costs to cure these deficiencies. The
assessment conducted at the Civic Center Site involved buildings of three major types: mid to high rise
office buildings, an exhibition hall, and a parking garage. The specific City owned buildings include the
City Administration Building, City Operations Building, the Concourse building, and the Evans Jones
Parkade. The study also included an assessment of the Civic Center Plaza office building, wherein the
City currently leases approximately 243,000 square feet. The purpose for assessing this building was to
determine the deferred maintenance cost the City would likely incur if the City purchased the building and
renovated it.

As part of a comprehensive Facilities Condition Assessment, specific site and building related
deficiencies were identified, categorized by type, and grouped into one of twelve major building systems.
Subsequently, a detailed cost estimate for each deficiency was prepared including construction costs
market sensitive to San Diego, California and related “soft costs” that account for design and engineering
professional fees, contingencies, escalation, and administrative expense (for a detailed analysis of soft
cost factors refer to Appendix A in the Facilities Condition Assessment report.) All deficiencies were
prioritized in order to determine an appropriate level of annual funding for capital expenses across all
buildings. Cost estimates were derived under the assumption that the buildings would be renovated to a
condition to provide a remaining useful life of thirty (30) years.

The condition assessment does not include engineering studies to determine the current condition and cost
to upgrade the buildings to meet to current seismic building code. Structural drawings of the buildings
were not available and, therefore, a subsequent design of the seismic improvements was not performed.
In lieu of performing this time consuming and costly seismic study, the DMJM team provided an
estimated range of cost based on their knowledge of current code requirements, the age of the buildings
and the type of structural design used for the buildings considered. DMJM estimated costs to be a range
of $30 and $60 a gross square foot. For the purposes of the analysis an estimated cost of $35 a gross
square foot in year 2008 dollars was assumed for seismic upgrades.

The study concluded that total current deficiencies for all buildings (including Civic Center Plaza), in
2011 construction dollars is estimated to be $100,704,791. Again, this does not include costs associated
with seismic upgrades.

Appendix A provides the detailed findings from the Facilities Condition Assessment prepared by DMJM.
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VI.  FINANCIAL ANALYSIS OF ALTERNATIVES

The following pages provide a detailed description and analysis of seven alternatives to redevelopment
that were collaboratively developed with input by the consulting team, CCDC, City executive staff and
from community outreach meetings. Each alternative could reasonably accommodate the City’s future
administrative space requirements and includes a combination of leased and owned properties.

A description of each of the seven alternatives to redevelopment and their respective present values are as
follows:

Alternative 1 — Alternative 1 assumes the City rehabilitates its owned facilities according to the
recommendations included in the Facilities Condition Assessment and seismically retrofits, to the extent
possible, to current building standards. Costs for temporary staff moves and swing space during the
rehabilitation process are also included. The improvements are assumed to extend the remaining useful
life of the City-owned facilities for 30 years from the date of completion of the improvements. Reflecting
the structures’ useful life findings in the Condition Assessment Report, new facilities are assumed to be
constructed, at the City’s expense, at the end of the thirtieth year. Since the City-owned facilities
accommodate only a portion of the City employees, the balance of the required space needs are assumed
met through new leases on existing or comparable space upon lease expirations at likely negotiated rates
and terms. The City’s new workspace standards are assumed to be implemented in the owned buildings
but not the leased facilities. Assumes the City leases additional space every ten years according to the
growth projections in the Needs Assessment Report.

Alternative 2 — Alternative 2 assumes the City rehabilitates its owned facilities as described in Alternative
1. In addition, this alternative assumes interior improvements are installed which apply, to the extent
possible, new efficient workspace standards to the City-owned and leased facilities. This alternative
results in a reduction in the amount of leased space required to accommodate the City’s downtown
operations. This scenario assumes that the Civic Center Plaza is acquired and occupied 100% by the City
at a projected market sales price, rather than continuing to be leased. Assumes the facilities will require
replacement at the end of the thirtieth year. Assumes the City leases additional space every ten years
according to the growth projections in the Needs Assessment Report.

Alternative 3 — Alternative 3 applies the same assumptions as Alternative 2, except Civic Center Plaza
remains a leased facility. Assumes the required remaining space to fully accommodate the City’s
downtown operations is leased in the Executive Complex, or comparable space. Consistent with the other
alternatives, assumes the facilities will require replacement at the end of the thirtieth year. Assumes the
City leases additional space every ten years according to the growth projections in the Needs Assessment
Report.

Alternative 4 — Applies the same assumptions as Alternative 3, except improvements are made to the
City-owned building commonly known as the Concourse building to convert its existing meeting spaces
into office space using the new efficient workspace standards. This alternative allows the majority of the
City employees to be housed in the City-owned buildings and results in the most reduction of leased space
required by the City. Assumes the required remaining space to fully accommodate the City’s downtown
operations is leased in the Executive Complex, or comparable space. Assumes the facilities will require
replacement at the end of the thirtieth year. Assumes the City leases additional space every ten years
according to the growth projections in the Needs Assessment Report.

Alternative 5 —This alternative assumes the City does not incur any costs for capital improvements or
workspace efficiencies in its owned or leased properties and performs NO rehabilitation, code
improvements or other renovations to its owned facilities and continues to occupy those facilities for the
next 30 years. Assumes the City accepts latent risks in building occupant’s health and safety by not
rehabilitating these structures. Assumes minimal costs are incurred to modify interior spaces upon
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renegotiation of existing leases (paint, carpet and minor renovations) and for swing space during these
modifications. Assumes no costs are incurred to migrate to more efficient workspace standards in the
owned or leased facilities. Although not estimated in the costs, it should be noted that it is highly likely
that, without renovation, some of the major building systems will fail over the next 30 years resulting in
costly repairs and disruption for City Staff. Assumes the facilities will require replacement at the end of
the thirtieth year. Assumes the City leases additional space every ten years according to the growth
projections in the Needs Assessment Report.

Alternative 6 — Alternative 6 assumes the Concourse building is converted from meeting space to office
space and the remaining required space leased in both downtown and in a suburban location, adjacent to
convenient and frequent public transit. To maintain a strong negotiating position, this alternative assumes
the City continues to lease 50,000 square feet of space in downtown and the balance in the suburban
location. Finally, Alternative 6 assumes that renovations will be completed for the owned facilities,
including more efficient workspace standards. The more efficient workspace standards were not assumed
in the lease facilities in order to maintain a lower rental rate. Consistent with the other alternatives,
assumes the facilities will require replacement at the end of the thirtieth year. Assumes the City leases
additional space every ten years according to the growth projections in the Needs Assessment Report.

Alternative 7 — Alternative 7 is comparable to Alternative 6 except it assumes the Concourse remains as a
meeting facility. However, this result in a substantial increased in the amount of space to be leased in the
suburban market. Consistent with the other alternatives, this alternative assumes the facilities will require
replacement at the end of the thirtieth year. Also assumes the City leases additional space every ten years
according to the growth projections in the Needs Assessment Report.

Primary Assumptions

There are numerous baseline assumptions that are contained in the analysis for each scenario. The
following section provides a description of each major assumption used in these alternatives. These
assumptions were developed through the collaborative efforts of Staubach/JLL, CCDC, City Executive
staff and expert sub-consultants. The roles of the major sub-consultants used in developing the analysis is
summarized in the following table

A

DMJIM H&N = Performed a Facilities Condition Assessment on all existing Civic Center
Complex buildings and the Civic Center Plaza office building, including a cost
estimate to repair identified deferred maintenance.

= Provided an estimated cost range to perform seismic improvements necessary
to bring City-owned buildings up to current code.

Gensler Architects Projected the number of City staff and space requirements over the next 50

years that were used in the alternatives.

= Performed a floor plate efficiency analysis on existing owned and leased City
buildings, considering both current and new workspace standards. These

calculations were used to determining SF/staff space utilization in each

alternative.
Cumming = Estimated construction costs to build a new City Hall in 2008 dollars. This
Corporation cost, escalated to 2038, is included in the analysis.

= Provided an estimated cost to convert the Concourse building from meeting
space to office use.

= Provided an estimated cost per square foot to provide basic security in City
owned and leased buildings.
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Major baseline assumptions throughout the analysis include:

Finance

The Mayor’s office provided the consulting team with the following financial assumptions, which
includes the City’s cost of capital and the term by which any debt used for City improvements should be
amortized.

City Cost of Capital: 5.25%

Term of Loan: 30 Years

Discount Rate for PV Analysis: 5.25%
Construction/FF&E

Total renovation costs for owned facilities derived from the DMJM Facilities Condition Assessment are
as follows:

CAB: $44.1Muillion
COB: $30.0 Million
Concourse (meeting facility): $32.8 Million
Parkade: $ 6.3 Million
Swing Space/Move Costs: $12.4Muillion
Total: $125.6Million

Seismic Retrofit — $35 PSF estimate which is included in the renovation costs noted above ($30-$60PSF
estimate was provided by DMJM.) DMJM was unable to provide a precise estimate because structural
drawings of the buildings were not available and a subsequent design of the seismic improvements was
not part of the scope)

Concourse Converted to Office Space — Alternatives 4 and 6 assume converting the Concourse from its
current use as a meeting facility to an office use and includes adding approximately 20,000 square feet of
mezzanine space in the high bay area. The building, if renovated to office use, could accommodate
178,119 square feet, compared to 158,119 in its current state. Cumming Corporation estimated the
additional costs to convert this building to an office use will add an additional $18.30 million for a total of
$51.1 million in costs.

Security — $7.50 PSF estimate provided by Cumming Corporation which includes security cameras, card
key access systems, and metal detectors at building main entrances.

Furniture — $5,000 estimate per employee includes all system furniture, private office desks and chairs,
conference rooms, and new reception desks.

Voice & Data at Desk — $2,000 estimate per employee for individual desktop computer equipment and
phones.

Technology — $17.5 million budget in all alternatives except the “No Renovation” alternatives. These
estimates were provided by the City’s IT staff and includes a new data center, voice and data
infrastructure and public safety/service wireless infrastructure, the detailed specifications are outlined
lined in Appendix A — Sources Documents.

Escalation of Construction Costs — 4.5% per year.

Escalation on FF&E Costs — 3% per year.
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Construction of New Facility in 30 Years (end of useful life of existing owned facilities) — Total costs
were estimated at $1.6 Billion in the year 2038. This estimate provided by Cumming was $411.5 million
in 2008 and assumed building a new City Hall totaling 849,000 GSF (per Gensler’s space projections in
the year 2053). These costs are escalated by 4.5% per year to 2