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ABSTRACT

The Massachusetts State College Building Authority (MSCBA) is a state agency that develops and

renovates revenue producing facilities, such as residence and dining halls, for the nine state colleges in

Massachusetts. The MSCBA sets rents and user fees, makes certain that revenues are adequate to

maintain the system and pay debt service at the lowest possible cost to students. Outside of these official

roles, the Authority assists the colleges in fulfilling their missions through prudent capital improvement

programs, long-range campus planning, and more recently, entrepreneurial real estate ventures.

The Massachusetts College of Art (MassArt), the sole Boston-based campus of the state colleges, is the

only publicly supported independent college of art and design in the United States. While it is considered

one of the premiere art institutions in the country, it is constrained by its existing facilities and the

requirements of State funding and centralized decision-making. These factors inhibit it from realizing its

overall mission and from competing with peer private art institutions.

MSCBA and MassArt have recently initiated a conceptual master planning process in an effort to

consolidate the college's space and improve the quality and efficiency of life on campus. In addition,
MassArt has identified an annual funding gap, which if filled, would allow it to spend more money per

student and protect itself from abrupt declines in state funding. Concurrent with these discussions, the

College and the Authority has started to realize the value of its well located, and urban economically
underutilized, institutional land.

The purpose of this thesis is to define entrepreneurial real estate development opportunities for MassArt

that will allow it to fund both the various spatial moves outlined by the planning process, as well as the

identified annual revenue shortfall, all while enhancing its institutional mission. In addition to outlining

real estate ventures for MassArt in particular, the key questions that this research attempts to answer are:

" What types of real estate development can public colleges undertake that can provide them

with a level of independence that allows them to pursue their missions more effectively?

* What are the best forms of procurement alternatives for these ventures that align incentives

and balance risk, responsibilities, and rewards between the parties involved?

" Is there an appropriate tradeoff between enhancing an institutional mission and pursuing
entrepreneurial real estate activities?

Thesis Supervisor: W. Tod McGrath
Title: Lecturer, Department of Urban Studies and Planning, MIT
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CHAPTER I: INTRODUCTION

The Massachusetts State College Building Authority (MSCBA) is a state agency that develops and

renovates revenue producing facilities, such as residence and dining halls, for the nine state colleges in

Massachusetts. The Building Authority, which receives no direct appropriation from the Commonwealth,

generates its own financing through bond issues that are serviced by non-tuition student-related revenues.

The MSCBA sets rents and user fees, makes certain that revenues are adequate to maintain the system and

pay debt service at the lowest possible cost to students. Outside of these official roles, the Authority

assists the colleges in fulfilling their missions through prudent capital improvement programs, long-range

campus planning, and more recently, entrepreneurial real estate ventures.

The Massachusetts College of Art (MassArt), the sole Boston-based campus of the state colleges, is the

only publicly supported independent college of art and design in the United States. While it is considered

one of the premiere art institutions in the country, it is constrained by its existing facilities and the

requirements of State funding and centralized decision-making. These factors inhibit it from realizing its

overall mission and from competing with peer private art institutions.

MSCBA and MassArt have recently initiated a conceptual master planning process in an effort to

consolidate the college's space and improve the quality and efficiency of life on campus. In addition,

MassArt has identified an annual funding gap, which if filled, would allow it to spend more money per

student and protect itself from abrupt declines in state funding. Concurrent with these discussions, the

College and the Authority has started to realize the value of its well located, and urban economically

underutilized, institutional land.

The purpose of this thesis is to define entrepreneurial real estate development opportunities for MassArt

that will allow it to fund both the various spatial moves outlined by the planning process, as well as the

identified annual revenue shortfall, all while enhancing its institutional mission. In addition to outlining

real estate ventures for MassArt in particular, the key questions that this research attempts to answer are:

" What types of real estate development can public colleges undertake that can provide them
with a level of independence that allows them to pursue their missions more effectively?

* What are the best forms of procurement alternatives for these ventures that align incentives
and balance risk, responsibilities, and rewards between the parties involved?

* Is there an appropriate tradeoff between enhancing an institutional mission and pursuing
entrepreneurial real estate activities?



An important underlying assumption to this study is that any real estate venture that a college pursues, in

addition to securing additional revenue, should, as much as possible, reflect its institutional mission,

broaden its revenue base, enhance programs and offerings, and improve long-term relations with the

surrounding community. These are important considerations, since an institution does not have the same

flexibility as a private developer would, as M. Perry Chapman, principal with Sasaki Associates, states:

Institutions must maintain for themselves and their localities the long view. The lifetime of
most institutions spans many economic and political cycles, and it is the land resource that
provides the tangible element of continuity. Where institutions assume a role in the urban
development or conservation process, the significant attribute that they can bring is a more
deliberate sense of stewardship to the land than is practical for developers or politicians.'

While this might seem like a lofty ideal to strive for, it is useful to keep it in mind when evaluating any

proposal for the college.

THESIS ORGANIZATION

The thesis is divided into five chapters: Introduction, University-Related Real Estate Development,

Procurement, Development Alternatives, and Conclusion.

The first chapter is a summary of the research context and goals as well as some background information

on the involved parties and physical setting. The history, missions, and roles of MSCBA and MassArt are

defined, followed by a description of the campus and its environs. Included in this is a review of the

surrounding neighborhoods, a brief analysis of campus existing conditions, a summary of the recently

completed conceptual master plan, and an introduction to the potential sites for development that this

thesis will address. At the end of the chapter is an outline of the set of objectives for this study in

particular.

Chapter Two identifies various real estate developments that similar sized- and oriented- institutions of

higher education have undertaken. These short case studies help inform the discussion of the types of

programmatic, urban design, and partnership possibilities that are available for MSCBA in its role as real

estate developer for MassArt. Since the Massachusetts College of Art is in such a unique situation, in that

it is the only public higher education art institution in the country, a variety of case studies are needed to

adequately explore the various aspects of its situation. Issues concerning art-related projects, public

1 Urban Outlook, "Urban Institutions Can Lead Way in Development and Conservation"



colleges and universities, multi-institutional partnerships, community development, and other innovative

programs are considered.

Since the concept of delivery is at the core of any development project, the third chapter is devoted to

presenting a variety of procurement opportunities that the MSCBA can pursue. Drawing from the

strengths and shortcomings of traditional MSCBA practices, as well as the case studies presented in the

previous chapter, future procurement options are presented as a spectrum of opportunities from public to

private development, with public-private partnerships falling in between them. The range of possibilities

is outlined first in order to give a context for the decision on the preferred alternatives in Chapter Four.

The chapter concludes with a discussion of legal issues and public policy concerns relative to real estate

development ventures for MSCBA.

The development alternatives for the specific sites are presented in Chapter Four. These proposals

synthesize the findings of the three previous chapters, as well as discussions with key personnel at

MassArt and other advisors to the project. The chapter includes proposed programs, procurement

suggestions, potential financing, and proformas with anticipated risks and returns for the various

alternatives.

The final section of the thesis presents the appropriate next steps that MassArt and MSCBA should take

to progress towards implementation of the preferred alternatives. Also included in this chapter is a

summary of the findings of the study and a discussion of broader issues relative to public institutional

entrepreneurial real estate development.

STAKEHOLDERS

Massachusetts State College Building Authority

The Massachusetts State College Building Authority (MSCBA) was established in 1963 as an Authority

of the Commonwealth of Massachusetts to build and renovate revenue-producing facilities for the nine

state colleges:

* Bridgewater State College
e Fitchburg State College
* Framingham State College
* Massachusetts College of Art
* Massachusetts College of Liberal Arts (formerly North Adams State College)



" Massachusetts Maritime Academy
e Salem State College
* Westfield State College
e Worcester State College

The MSCBA possesses statutory authority to sell revenue bonds and manage the design and construction

of student activity (primarily residential) buildings on these campuses. Its enabling legislation permits it

to develop buildings which may include dining, athletic, cultural, health care, parking, and other building

types, all of which are financed through project revenue. The Building Authority sets rents and user fees,

makes certain that revenues are adequate to maintain the system and pay debt service at the lowest

possible cost to students. The MSCBA is revenue financed and receives no direct appropriation from the

Commonwealth.

The Authority services and contributes to the missions of the state colleges, and works with each of them

in determining the most appropriate capital improvement plans and models for growth. Since its

inception, the Building Authority has invested close to $200 million in campus facilities, including the

development of the majority of its 39 residence halls. The MSCBA houses an average of 9,000 students

(about 35% of the full time students system-wide) each year in 2.5 million square feet of on-campus

housing. Two new residence halls at Bridgewater State College and Massachusetts College of Art are

planned to open in fall 2002 and will comprise an additional 600 beds for the system.

Along with the Division of Capital Asset Management (DCAM) 2, the MSCBA is responsible for all real

estate development at the nine state college campuses. Both DCAM and MSCBA have been granted the

ability to act as developers for the state colleges in buying, selling and leasing real estate. The MSCBA is

responsible for the revenue-producing buildings, while DCAM oversees all other facilities. It is important

to note that the colleges do not have the authority to engage in real estate activities on their own, but

rather must go through either DCAM or MSCBA to act as their developers. A significant consideration is

that while both agencies are subject to public construction bidding laws, only the MSCBA has the ability

to get some relief from these restrictions with the approval of the Governor.

A delicate balance exists between the official roles of MSCBA and the various Facilities and

Administration & Finance offices at the state colleges. While the Building Authority is technically only

responsible for the buildings that it has developed, it is now beginning to take on more of a proprietary

role in assisting the colleges with implementing capital improvement programs and planning for long-

2 formerly Division of Capital Planning and Operations (DCPO)



range campus growth. The Authority is constantly attempting to create new and innovative ways to assist

the colleges in pursuing their various institutional missions while engaging in prudent campus planning

and revenue-producing activities. Many of the colleges have grown to trust the MSCBA in light of its

proven track record for getting quality projects done on time and at a low cost to students.

Massachusetts College of Art

In the mid 19* century, the Massachusetts State legislature, in an effort to encourage learning in

technology and fine art, founded several institutions, including the Massachusetts Institute of Technology

(1861) and the Museum of Fine Arts (1870). The third of these institutions, founded in 1873, was the

Massachusetts Normal Art School, which became known as the Massachusetts School of Art in 1926 and

the Massachusetts College of Art in 1960. The initial goal of the school was to educate students in the

creative process, but the focus was later expanded to include more practical training in areas such as

architecture, graphics, jewelry making and furniture design. The original programs were scattered

throughout the Kenmore Square and Longwood areas in Boston until, through special legislation in the

mid-1980s, the college moved in to the eight-building campus that had previously been occupied by the

Boston State Teacher's College.

Today, the Massachusetts College of Art is one of the premiere higher education art institutions in the

country. It offers a number of degrees and certificates in eight departments and 19 art-related

concentrations. The college employs 215 faculty members, many of whom are nationally and

internationally recognized. The student body consists of 1300 undergraduates and 100 graduates, 71% of

which come from within Massachusetts. The college has working relationships with many of the

neighboring colleges and institutions and participates in wide variety of community service and learning

programs.

At the core of the college's values is an emphasis on the contributions of its students, faculty and

programs to the field of art, as evidenced by the following excerpt from its mission statement:

The college's professional baccalaureate and graduate degree programs enable students to
contribute to the New England economy as fine artists, designers, and art educators, and
to engage creatively in the well being of their society. Continuing education classes,
exhibitions, and cultural programs fulfill the college's public purpose of providing access
to the arts for the citizens of the Commonwealth. The college aspires to be a leader in the
art and design professions, and to influence the direction of the arts nationally through the
accomplishments of its graduates and the creative activities of its faculty and staff.3

3 Dobbs



In conjunction with the above formal mission statement, the college has outlined various values which it

holds itself to as the only publicly supported free standing college of visual arts in the United States.

Among other things, MassArt places a strong emphasis on diversity, the applications of art in society,

teaching the creative process, and community building, both within and outside the institution.

Due to the physical constraints of the existing campus as well as the unpredictability of the State funding

system and centralized decision-making, however, it has become increasingly difficult for MassArt to

pursue its mission and related goals. For instance, the college has been unable to make long-range

planning decisions because it cannot predict what funds the Commonwealth will appropriate in the

subsequent years. This has led to limited growth of both the programs and facilities at the college.

According to a 2000 in-house proposal, the college "can fully achieve its education aspirations and goals

only by acquiring a new status as a college with a public purpose, but with a level of independence that

approaches that of a private college." 4

MassArt's current sources of funds include a State appropriation, student fees, the private endowment,

and other revenues from continuing education programs. The college retains the money it generates from

fees, the endowment and other programs, and uses it to fund various ongoing operating and capital

expenses. However, all of the money generated from tuition goes to the State, and in turn, the State

appropriates a slightly larger amount back to the college. In Fiscal Year 2001, the college raised

approximately $9.5 million from tuition and received $13.5 million from the Commonwealth, leaving a

$4 million shortfall. This difference represents an annual funding gap, which if filled, would allow

MassArt to become independent from State subsidies and pursue its goals more easily and effectively.

MassArt, in an attempt to be proactive rather than reactive, has recently retained Kyu Sung Woo,

Architect to pursue a preliminary master planning process for the campus. Through a series of work

sessions, which also included MSCBA, the college has been able to identify the following five goals for

its future:

1. Reorganize the campus according to the functional "synergy" of disciplines by creating
* Fine Arts center
* Design center
* Media & Performing Arts center
* Academic Center including Critical Studies, the library and related support functions

* Graduate student center

4 MassArt, "A Proposal for Enhanced Autonomy," p.2



2. Improve circulation and create views and light that enrich the quality of life on campus.
3. Announce campus identity on the Avenue of the Arts by creating a new public entry.
4. Consolidate and condense all administrative functions.
5. Define areas of the campus for future investment purposes.

While defining these goals is an excellent start for the college, it is recommended that MassArt also

pursue a traditional master plan that would include a more detailed analysis of space needs, parking

requirements and future enrollment projections. This master plan should be voluntarily submitted to the

Boston Redevelopment Authority (the BRA) to facilitate any real estate development that is pursued, and

to potentially increase real estate values.

In the meantime however, the Kyu Sung Woo consultant team has prepared a preliminary concept plan

that addresses all of the outlined goals, setting the stage for this thesis to delve more deeply in to the last

one. An important assumption of this study is that any real estate development venture that MassArt

pursues would take place in conjunction with the reprogramming and repositioning of other facilities and

programs, as outlined by the conceptual master plan. Before summarizing these spatial moves and capital

improvements, however, it is important to first introduce the campus environs.

CAMPUS CONTEXT

This section introduces the MassArt campus and its surrounding neighborhood in order to set the stage for

the decisions on the preferred alternatives in Chapter Four. The discussion begins with an introduction to

the nearby communities, amenities and recent real estate activities. The campus is then described, with a

summary of the major recommendations of the Kyu Sung Woo plan, and the resulting definition of future

real estate development opportunities.

Surrounding Neighborhood

MassArt lies in the heart of the Fenway Cultural District in Boston, which is accessible by public

transportation via the trolley and numerous bus routes. The campus is surrounded by a variety of diverse

neighborhoods; the residents and physical form of these areas need to be considered with any proposed

development at MassArt. A context plan is shown below in Figure A, followed by a brief description of

the highlighted areas.



Figure A: Neighborhood Context

Map Source: www.mnavouest.com 2002

The Longwood Medical Area sits to the west and northwest of the campus. This area is home to some of

the world's most prestigious hospitals and associated schools. The district houses dozens of multi-

storied, large footprint buildings that accommodate the various institutional and commercial uses with

associated retail space. Many of the pharmaceutical companies and medical institutions are anxious to

relocate close to this well-developed and supply-constrained area, making MassArt's location quite

valuable with regard to future real estate investment.

The southern portion of the Back Bay Fens sits just to the north of the MassArt campus and provides a

quiet park for passive or active outdoor recreation; any development facing this amenity should respect is

surrounding context. To the northeast, running near the Fens along Huntington Avenue, is the Museum



Mile, which includes the Museum of Fine Arts and the Isabella Stewart Gardner Museum. MassArt

already participates in various programs with these institutions; however, it is always possible to do more

to truly transform this area into the center for art-related activity in the city.

To the east and southeast are other institutions of higher education, including the Wentworth Institute of

Technology and Northeastern University. These schools, in combination the Massachusetts College of

Pharmacy, Emmanuel College, and Simmons College to the north, make this extended area one of the

most college-oriented ones in Boston. There are clear opportunities to take advantage of this situation,

either in the form of multi-institutional partnerships or through programs that offer amenities or services

to the various faculty and students.

The Mission Hill neighborhood lies to the south and southwest of the campus and is an important element

in its character. According to the City of Boston website,

Once filled with farms and breweries, Mission Hill today is an architectural landmark
district with a combination of single homes built by early landowners, blocks of
traditional brick row houses, and large three family homes. A majority of development in
Mission Hill has been institutional construction and expansions. Of the limited residential
development that has occurred, a major focus has been on public housing projects.5

Mission Main, one recently completed public housing project in the Mission Hill area, has spurred

economic development and increased homeownership in this area. Since, as noted above, MassArt was

founded with a mission to educate the public in working class trades, there is a clear connection between

the college and these types of communities. Any development that MassArt pursues should not only

respect this relationship but also attempt to enhance it.

There has been a significant amount of real estate development in the surrounding area in recent years,

both by public and private institutions. Northeastern just completed Davenport Commons, a mixed

student and affordable residential facility on Huntington Avenue and is breaking ground for another

multi-story project nearby. Wentworth has also recently built a multi-story dormitory next to the new

MassArt residence hall. The Massachusetts College of Pharmacy is currently constructing a new building

north of the MassArt campus that will include office and academic uses. Finally, Harvard University just

purchased the site on the corner of Longwood and Huntington Avenues, across from the MassArt campus;

certainly, it can be expected that there will be some multi-story development there. While MassArt feels

that it is real estate locked with regard to expansion, it acknowledges that it has an excellent locational

5 City of Boston website



advantage, a precedent for multi-story development, and a number of interesting infill opportunities on

the campus.

The MassArt Campus

The MassArt campus totals 820,000 gross square feet in eight buildings near the intersection of

Huntington and Longwood Avenues. The main campus is comprised of six interconnected buildings that

surround a courtyard in the middle.

The Kennedy building, constructed in 1969, is a 6-story, 132,000 square foot facility that currently houses

the campus bookstore, painting studios, photography, a student gallery and the recently completed dining

hall. Connected to Kennedy is the 3-story, 74,000 square foot, brick South building where various

galleries, classrooms and the admissions office are located. Just to the northeast of this is Collins, a

slightly smaller 3-story brick structure, that is home to all of the 3D academic uses on campus. North

Hall is a similar building to Collins and includes other academic uses, such as fibers and SIM. East Hall,

a more modem looking and shorter building, houses an under-used gymnasium, film, printmaking, and

the woodshop. Finally, the Tower building is an 11-story 273,000 square foot modem structure, built in

1978, which includes administrative offices, various classrooms, and the library. All of the main campus

buildings, with exception of Kennedy and Tower were constructed in between 1917 and 1921.

Smith Hall, the lone residence hall before the completion of the new one, sits on the opposite side of

Huntington Avenue. This traditional double-loaded corridor dormitory, renovated in 1989, contains 112

beds, all of which are filled on an annual basis. The new residence hall, totaling 120,000 square feet and

310 beds, lies one block from the main campus, and is bounded by Ward Street to the south, Vancouver

Street to the east and a small area of Huntington Avenue to the north. This facility has a large lobby and

reception area, retail space, and multi-level live/work studio space for the residents.

Most of the buildings on campus are out of date and are not specialized to the unique needs of MassArt.

There is an inherent mismatch between the programs that the college conducts and the facilities in which

they reside, since the campus was built for a different purpose. In addition, as will be discussed in the art-

related developments section in Chapter Two, art schools typically expand beyond their existing space

needs when possible, leading to an inefficient allocation of space and a dispersal of many of the academic

programs on campus.

The recently completed Kyu Sung Woo study has responded to many of these concerns, which are closely



connected to the goals outlined above. The major recommendations of the conceptual master plan were

to consolidate existing academic, student and administrative uses into various nodes of the campus, which

would make way for future growth and real estate investment opportunities. These moves would include

a major renovation of the existing gymnasium into studio and academic space as well as vacating a

portion of the Tower and over time, the Kennedy Building as well.

Real Estate Development Sites

From this reorganization and consolidation, a number of real estate opportunities have been identified,

along with a simplified, implementable phasing plan. In summary the development sites are: Phase Two

of the soon to be completed residence hall, the existing tower on Huntington Avenue, the courtyard site in

the middle of the campus and, the Kennedy Building site at the corner of Longwood Avenue and

Huntington Avenue. These sites are numbered on the campus plan below, and then discussed in turn.

Figure B: MassArt Campus Plan with Development Sites

New
Residence

North Hall
Tower

East
Colling s 3

As mentioned above, MassArt, in conjunction with MSCBA, is close to completing a 310-bed, 120,000

square foot residence hall on the southeast side of its campus, on the opposite site of Huntington Avenue.

This facility was intended to be the first phase in a larger residence hall occupying the whole site, which

would include artist housing and live/work studio space.

In late 1998, Clark/Borins & Associates completed the original feasibility study for the whole facility,

which assessed the possibility of constructing a residential hall and related facilities on the site. The report

L-'ard Street

Longwood Avenue



outlined the justification of need for increased residential capacity at MassArt due to stable enrollment

levels, an increased demand for on-campus housing and a shortage of housing availability in the Boston

area. The study outlined three overarching goals of the project as established jointly by MassArt and

MSCBA:

1. Develop a building that meets the needs of MassArt
a Reflects the college's mission to educate visual artists
e 275-300 beds for art students in downtown Boston
0 250-300 parking spaces for faculty, staff and students
* Conference and retail components that meet student demand and add needed revenue

e Additional beds for other institutions and MassArt, as needed

2. Develop a building for a site with significant challenges and opportunities
e MWRA easements and below grade construction issues
e Frontage of Huntington Avenue, Boston's "Avenue of the Arts"
" Part of the long standing Mission Hill residential neighborhood
e Adjacent to Longwood Medical Area

3. Develop a building that is achievable and financially feasible
" Assemble the best development team possible
" Create a development plan with revenue sources that can underwrite MassArt rents
* Develop a plan that maximizes the opportunity for non-student rent revenue
* Formulate a plan that capitalizes on year-round use of residential and common space

In addition to defining these overarching goals, the study established a set of design objectives for the

project: "the design should be a positive and contemporary expression of MassArt's mission [and] must

enhance the character and quality of the neighborhood." 6 Related objectives were to utilize high quality,

cost-effective and flexible construction techniques and systems.

After an analysis of the site, established goals, and various program and urban design issues, the report

recommended a 526-bed (277 beds reserved for MassArt students), 9-story, 182,500 gross square foot, L-

shaped building with an 86 space below-grade garage. This design was selected over three other

alternatives because it was the most cost-effective approach, most closely addressed the goals of the

project, and resolved other site constraints. The phase one feasibility study was finished in May of 1999

and construction began the following year. While the report suggested that the Ward Street section be

developed first, it was the Vancouver leg that was built, leaving the Ward Street area available for Phase

Two development.

The second identified development site, the existing lI -story tower on Huntington Avenue, is a prime



example of a mismatch between MassArt's needs and the types of facilities that it resides in. The floors

are occupied by a number of academic and administrative uses, as well as a medium-sized auditorium,

and storage space. The building currently is in need of major renovations, including HVAC, electrical,

plumbing and some structural areas. The conceptual master plan recommended that at least the top four

floors of this building be vacated and made available for commercial office space.

The approximately 12,000 square foot courtyard is the third development opportunity outlined through

the master planning process. The site lies in the center of the campus, in the middle of several three to

four story brick buildings, as discussed above. The space is underutilized and under-appreciated by the

campus community, despite the serene setting. The recommended urban design alternative is a 20-story

glass tower that would still allow light to filter through to the existing courtyard, which could either stay

private or be opened to the public. An additional recommendation was to develop two levels of

underground parking below the entire courtyard.

The Kennedy Building, on the corner of Longwood and Huntington Avenues is the final development

opportunity that this study will address. The building is not in good condition, and the conceptual plan

recommended that it be replaced with a larger structure that would include some academic, but

predominantly non-MassArt office uses. This is a very valuable site from a real estate investment

perspective, given its corner location and proximity to the nearby medical area.

SPECIFIC OBJECTIVES OF THIS STUDY

The goal of this study, then, is to present an outline for real estate development for the college and to

outline the best steps that it can take in order to ensure its implementation. MSCBA has been working

with Kyu Sung Woo as well as various MassArt and MSCBA personnel and board members to

conceptualize opportunities on the campus. The results of these meetings, along with outside research,

have contributed to the findings and recommendation of this thesis.

In addition to providing a framework for development at MassArt, the MSCBA views this study as an

opportunity to explore the financial, political and practical feasibility behind various alternative delivery

options for future ventures. While it has worked effectively with the private sector before, the Authority

is always interested in exploring other procurement strategies that may generate additional revenues while

6 Clark/Borins & Associates



maintaining the appropriate amount of control at the state colleges.

A final objective of this thesis is to contribute more broadly to the fields of real estate development and

city planning with regard to public institutions of higher educations as real estate entrepreneurs. The

study outlines various programmatic and procurement options for institutional real estate development

and addresses the delicate balance between enhancing an institutional mission and pursuing revenue-

producing ventures.



CHAPTER II: UNIVERSITY-RELATED DEVELOPMENT

J. Martin Klotsche, writing some 40 years ago, identified the major challenges of the planning, design and

construction of urban campuses as, "high land costs, circumscribed acreage, limited opportunities for

expansion, and neighborhood apprehension about the university's intentions are all urgent concerns."I

His response to this challenge, which still rings true today is:

Urban universities must think in terms of new urban form, relevant to the metropolitan
setting. The advantages of high rise construction, the use of subterranean space, intensive
land use, the building of facilities within easy walking distance of each other, and the use
of intervening spaces between buildings for plazas and gathering places to facilitate
human interaction are factors that should be utilized in planning an urban campus.2

Since that time, there has been an increase in both the volume and breadth of university-related real estate

development that has occurred around the country. This has come about due to a realization that much

institutional land is underutilized and can be put to better economic use. Myron Curzan and Robert

Lesser describe this new entrepreneurial spirit as "academic capitalism," where institutions are "reaching

out from [their] academical village to the world of commerce." 3 However, colleges and universities have

added constraints than traditional private developers of property, as Robert Simha, the former campus

planner of MIT, states:

Unlike an ordinary real estate developer who will sell as soon as an attractive offer is at

hand, an institution must engage in real estate development with an eye to the long-term
relationships it has with the community. It cannot escape what it has done and should be
able to take pride in its contributions for generations.4

With these additional considerations in mind, urban colleges and universities engage in real estate

ventures for a number of reasons. Many institutions have simply expanded beyond the capacity of their

existing buildings and require more space, either in the form of new residential, research or athletic

facilities. Instead of transplanting programs to satellite campuses, many universities favor developing

projects close by; this usually forces institutions to produce more innovative infill projects than they

would otherwise pursue.

For other schools, local real estate development is a way of preserving and controlling the growth and

character of the neighborhood in which it sits - both from a cultural and community perspective. While

1 Klotsche, p.125
2 Klotsche, p.12 5
3 Curzan and Lesser, p.2



many colleges work well with their neighbors, others do not pay enough attention to the surrounding

communities' wants and needs. In these cases, the money and time saved by expediting the institutional

vision is offset by the eventual cost of not dealing with neighborhood concerns at the outset.

Finally, many institutions pursue real estate ventures as a supplement to their existing revenue streams.

This is a particularly attractive option in light of the fact that much university real estate is underutilized

from an economic perspective due to the historical lack of financial incentive to innovate. These

entrepreneurial ventures can become even more valuable if institutions can develop property as part of a

separate entity and therefore keep the assets and any corresponding liabilities "off the books."5

Most often, however, it is some combination of these three factors, facility expansion, neighborhood

enhancement, and revenue generation that drives an institution to participate in real estate development.

While university real estate development is a growing trend, there has been little research compiled on

this topic, as a program sponsored by the Great Cities Institute at the University of Illinois at Chicago has

indicated:

Urban colleges and universities are increasingly active in acquiring and developing
property, adding not only land and buildings but also commercial ventures to their asset

base. There are multiple strategies, goals, and forms of practice, as well as implications of

such university activity for the institutions themselves and for their communities and cities.

Yet, for all this, there is limited organized research available to understand the significance
of the university presence in urban development and enhance the state of practice.6

The Great Cities Institute, in conjunction with the Lincoln Institute of Land Policy, is currently editing a

book on this subject that should be available in the next few months. While this chapter does not purport

to serve as a replacement for this research effort, it can certainly be used in conjunction with it.

This chapter explores a variety of case studies of urban colleges and universities that have been involved

in real estate development on and around their campuses. The purpose of this review is to provide a sense

for the range of types of transactions, program alternatives and partnership possibilities that can exist with

regard to university-related development. This will help frame the discussion for what can happen in the

future at the development sites described in the previous chapter. Since MassArt is in such a unique

situation, in that it is the only public higher education art institution in the country a variety of case

4 Simha, p.1I18
s The terms "off the books" or "off-balance-sheet transactions" will be used interchangeably and refer to
arrangements that are not accounted for as long term liabilities of the institution since they are set up through a
separate special purpose entity.



studies are needed to explore the various aspects of its situation. The chapter is broken down into five

parts; each one loosely reflects one aspect of the current circumstances at MassArt, however much more

can be drawn from each of them. The sections include a number of short case studies along with a related

discussion on issues to consider and best practices.

The first part of the chapter looks at several art-related facilities that both art institutions and other schools

have taken on. Section Two explores various kinds of entrepreneurial real estate ventures other public

institutions have participated in; included in this section is an introduction to the concept of public-private

partnerships, which will be one focus of this paper. The third section reviews opportunities for multi-

institutional partnerships and the benefits that can be achieved from them. Part Four includes a

description of a number of community-related developments and arrangements that have been pursued

around the country. The chapter concludes with a discussion of various developments with innovative

programs that were not covered in the other sections.

ART-RELATED DEVELOPMENTS

Many urban institutions engage in art-related activities. According to Alvin Toffler, in his 1966 article

entitled "Art, Audience, and the Urban University," there are three approaches that urban universities can

pursue to contribute to arts in their community or the city. First of all, it can give money to the arts; this

would be appropriate for an institution that does not have a strong connection with the arts and therefore

cannot participate in other ways. Second, an institution can "serve as an artistic manpower reservoir for a

community." 7 MassArt is already participating in this way as is evidenced by its mission to enable

students to "contribute to the New England economy as fine artists, designers, and art educators, and to

engage creatively in the well being of their society."8 Finally, an urban college or university can be

involved with the "creation of social arrangements that are necessary to bring art to the audience."9

It is this third role where opportunities for innovative real estate development can occur. However, an

institution, particularly one that is as involved with this area as MassArt is, must be careful not to get too

stuck in traditional approaches and roles in presenting art, as J. Martin Klotsche, in his book The Urban

University, indicates:

6 Great Cities Institute website
7 Toffler, p.15
8 MassArt website
9 Toffler, pp.16-18



Often the urban university overplays its impresario role and does not coordinate its
cultural activities with those of the city, or present the unusual and innovational. The
urban university that presents only the traditional cultural activities loses a significant
opportunity to support esoteric activities that are representative of the cutting edge of the
cultural frontier.10

Indeed, according to Toffler, there is a wide range of approaches and strategies that an institution can

undertake with regard to the creation of these art-related social arrangements:

There is certainly a distinction to be made between the creation of art and the creation of
the social arrangements that are necessary to bring art to its audience. Constructing a
museum is different from creating a statue; the development of a museum or a theatre or
any other kind of cultural institution requires a reorganization of some part of the web of
society... The artist has to know his medium, but the organizers and administrators of
cultural institutions have to know their medium too, and that medium is society itself."

These considerations reveal that an institution pursuing art-related activities must be cognizant of its role,

audience, and objectives relative to its intervention. The short case studies that follow provide an

overview of the types of art-related developments that have been completed in the United States in recent

years. The more successful ones are those that keep their mission and associated goals in mind with a

realistic implementation plan.

The Yale Center for British Art, built in the early 1970s on the Yale campus in New Haven, CT, is an

example of an art-related development that attempted to include other commercial uses in it. As Mark

Schuster, a professor at the Department of Urban Planning Studies and Planning at MIT, states, "rather

than being a commercial development into which arts have been incorporated, it is an artistic

development into which retail uses have been invited, going well beyond the traditional museum shop or

cafeteria."' 2 The building includes commercial spaces on the first floor with museum-related uses above.

The facility was developed with two separate development entities: a for-profit corporation controlling

the land and the university in charge of the museum and other associated first floor uses.

The majority of the $11.5 million development costs were covered by a $10 million donation from Paul

Mellon who also contributed his personal art collection to the museum; the remaining capital was in the

form of a $1.5 million bond issued by the University. Perhaps because the equity for the development

was attained so easily or because the primary objective of the project was to satisfy political and urban

design objectives rather than financial ones, there was very little analysis conducted to determine the

10 Klotsche, p. 1 19
" Toffler, p.16-17



ultimate viability of the project. The potential that the revenues from the commercial uses would not be

able to cover the operating expenses and minimal debt service of the entire building was never considered

as a possibility.

This example, although perhaps a bit outdated and unique, brings up an important consideration that

institutions must be rigorous and honest regarding the revenues that an art-related facility can generate

and the capital and operating expenses that it can incur. In general, not only do these types of uses

typically not bring in large, steady revenue streams, but they also cost relatively more to build and

manage. Therefore, as Mark Schuster indicates, it needs to be determined "to what extent can mixed uses

be expected to cross-subsidize arts activities. 3 While the cross-subsidization model was clearly not

successful in this case, as evidenced by the fact that the facility continued to operate at an annual loss, it is

possible to make it work given the right mix of uses and the appropriate amount of financial analysis and

planning. One strategy to attain this goal is given by Professor Schuster:

Instead of looking for externally proposed development opportunities that they might
grab onto, arts organizations might want to consider initiating developments that are
appropriate to their own needs and prompted by their own imperatives and then searching
for compatible uses that can enhance the value of the project. 14

An example of such a project is Risdlworks, the Rhode Island School of Design's (RISD) new upscale

retail store in Providence, RI. This venture was a success because it was very clear and realistic about its

objectives, program and implementation strategy. The retail space is described as "an innovative hybrid

between a retail store, gallery and design showroom," and provides the school with an opportunity to

showcase the talents of its greater institutional community. A wide variety of products are sold, including

books, furniture, clocks, pens, and other, less utilitarian, items. All RISD faculty and degree-granted

alumni are permitted to submit work to be reviewed for potential display and sale. According to the

store's web page, all profits from the enterprise are returned to RISD for use in enhancing its mission."

Another example of a feasible, well-defined art-related program with clear goals is Berklee College's

Practice Place in Allston, MA. Berklee College, the world's largest independent college for music, is

located in 11 buildings in the Boston's Back Bay neighborhood. The new facility, located in Allston

(approximately two miles away), includes 55 practice rooms and other student uses, taking up over

12,000 square feet of rehearsal space. An additional, un-renovated 8,000 square feet of space will be

12 Schuster, p.32
13 Schuster, p.32
14 Schuster, p.32



developed based on the College's future space needs. Although this project is not a revenue-producing

facility like the RISD store, it is still an important step for the college in addressing its students' needs

through entrepreneurial real estate ventures.

The Practice Place development was in response to student demands for increased informal "jam" space

after regularly scheduled class hours. The design and types of uses are tailored to the requests of the

students as determined by a College-administered survey. In addition to the multiple kinds of practice

and rehearsal rooms, for example, the facility includes other amenities, such as a lounge area, vending

machines, a pool table, and three computer workstations. The building, which will be monitored by

supervisors and security, is intended to be open seven days a week from noon until 11 p.m.16

One potential drawback of the Berklee real estate venture is that it is located so far away from the main

campus. While it would have been ideal to site the building near other campus uses, the economics did

not support it. The Back Bay area is one of the most expensive neighborhoods in Boston with limited

land supply and resulting high values. The College clearly could not make the non-revenue-producing

program justify the development there. In addition, siting the building in Allston is a reasonable move,

considering that there is a significant student population living in that area due to its affordability and

accessibility to public transportation and the college.

These developments, Risdjworks and Practice Place, although modest and small-scale, still require some

additional design and construction details due to the complexity of their respective programs. Projects

like these require additional coordination and attention, as John Gregerson, managing editor of Building

Design and Construction, states:

good acoustic performance relies on the successful integration of mechanical and interior
systems, just as adequate lighting depends on the successful integration of devices such
as envelope and electronic ballast."

For RISD, there were premiums related to lighting and HVAC of the gallery space, and for Berklee there

were various acoustic parameters for the practice rooms. On the other hand, these facilities had simple

concepts with clear goals, and were therefore relatively straightforward to develop. Risdlworks, at its

core, is a retail store, and Practice Place is a recreation facility. Both buildings have been enormously

successful for the institutions because they embodied distinct, valuable and attainable goals.

15 Risdlworks website
16 Berklee College website
17 Gregerson, pp.53-5 4



A considerably more complex art-related development than Risdlworks or Practice Place is the Maine

College of Art's (MECA) renovation of the former landmark Porteous, Mitchell & Braun department

store in downtown Portland, ME. The five-story, 150,000 square foot structure includes a contemporary

gallery of art on the first floor, the school library on the second level, and other academic uses on the third

through fifth floors. When the department store vacated the building in 1991, MECA saw this as an

opportunity to consolidate its scattered programs into a single facility and to position itself to grow from a

full-time enrollment of approximately 300 to 450 in the coming years.8 The College formed the

Downtown Portland Corporation, a partnership with the City of Portland, which was instrumental in

developing the project. Since the first phase of the project opened in 1998, MECA has become the focus

of the Downtown Arts District, a key ingredient in the revitalization of the downtown area that includes

galleries, theaters, and restaurants.

The first phase of development included a complete renovation of the fourth and fifth floors of the

building, along with a partial renovation of the first. The sources of funds for this initial phase included a

$1 million bond and a $3.7 million loan from the State, with the rest comprised of $5.9 million in

donations from various individuals and organizations. An additional $6.8 million was needed for

completing the remaining 68,000 square feet of the renovation, now underway. 19 Additional incentives

were provided by the Energy Star Showcase Building program organized by the U.S. Environmental

Protection Agency. According to the College's web page, this program ultimately became a significant

part of the development:

One of the most important features of the Porteous Building is its state-of-the-art
ventilation system. Custom-designed for each studio department, the ventilation system

creates a healthier and safer environment for art-making for both students and faculty. 20

This project is a particularly impressive feat, considering the school's size, endowment and operating

budget. According to John Fowler Smith, the college's executive vice president, "this is a strong school,

but we've never been very wealthy. But we do incredible things because of [the ex-president's] ability to

generate that kind of passion and interest in a group of people."21 Another example of the college

extending beyond its apparent capabilities, it that while it only has approximately 300 full-time students,

it serves thousands of people with its programs for community members, adult continuing education, and

pre-college students. This illustrates the fact than an institution can achieve more than would be expected

if it has a defined goal and a reasonable implementation strategy.

18 Sutherland, February 3, 1998
19 Sutherland, January 3, 1997
20 Maine College of Art website



An art-related development with a similar physical structure but considerably different program to

MECA's Porteous building is Chicago Music Mart, located in the Depaul Center in Chicago, IL. The

Depaul Center is a mixed-use renovated historic building located in the "Loop" district of the downtown

area. The project was developed by Depaul University and completed in 1993. The 85,000 square foot

Music Mart includes several music-related stores and occupies two floors of the 11-story, 650,000 square

foot facility. This area is also home to daily scheduled, as well as impromptu, musical performances. The

remainder of the building contains an additional 215,000 square feet of university-related uses, 250,000
22

square feet of office space, and 100,000 square feet of retail outside of the music-related vendors.

Unlike the four cases discussed above, the Depaul development was not initiated as a result of an

institutional art-related vision. Rather, this was a larger mixed-use project first with the art-related

program included as a supplement since it was proven that it was financially feasible. It would have been

extremely difficult for the university to finance the acquisition and redevelopment of the building strictly

from an art-related or institutional program. On the other hand, while the Music Mart was not a driver of

the project, its inclusion in the development scheme was not arbitrary, since this neighborhood is

traditionally thought of as the music enclave of the city.

These five case studies illustrate a modest trend of art-related developments occurring in the United

States. According to Bill Barrett, Executive Director of the Association of Independent Colleges of Art

and Design (AICAD), there is not a unusual amount of real estate ventures being pursued by its members.

Since AICAD represents 34 of the 36, fully accredited, degree-granting, independent art institutions in the

country, this can be taken as good generalization for what is occurring nationwide. However, there has

been an effort by these institutions to increase revenue-producing functions using existing facilities.

One strategy for generating revenues are programs in continuing education for non-traditional students.

These programs offer certificate, undergraduate and graduate degree credit for part-time students wishing

to enroll in for-credit courses. For example, the Boston Architectural Center (BAC) offers predominantly

three-hour evening courses once a week for a three-and-a-half month semester; tuition ranges from $800

to $2,700 per course, depending on the degree that the student is pursuing. Elsewhere in Boston, the

School of Museum of Fine Arts offers part-time courses for significantly less money; in the fall of 2002,

non-credit classes will cost $400, three-hour courses, $620, and six-hour courses, $970.

21 Sutherland, May 20, 2000
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This spectrum of rates translates into a range of monthly gross revenue per student from $133 to $900.

However, these figures also need to be considered in terms of number of students pursuing various

degrees, operating costs, average square footage per student and multiple uses of space. The BAC's

tuition rates are most likely higher than the Museum School's since the former is located in a more

expensive area of Boston and is not a full-time institution that can achieve economies of scale with its

faculty and resources. A program like this can be lucrative for an art institution if it has faculty in place

and underutilized space.

Outside of university-related art activity, there has been an increasing trend of cultural and art-related

urban development around the country. Developers are pursuing community arts facilities, live/work

studios and galleries for artists in transitioning neighborhoods. Historically, these types of projects were

not seen as real money- makers, or even reliable sources of income, which made them particularly

difficult to finance. As John Villani says, "developers not only have to be sold on the utility of arts-

related projects, they also have to be ready to go the extra mile when it comes to financing them."24 The

financing is typically quite complex and generally includes historic preservation and low-income housing

tax credits, other federal grants, and the contributions of various non-profit foundations. Despite these

obstacles, recent experience has proven that not only can these developments be financially successful,

but they can also contribute to the economic development and community revitalization of an area.

It is apparent from this review that there are a variety of issues that colleges and universities need to

consider when pursuing art-related developments. First of all, the institution needs to be clear on what the

mission and associated goals of the project are. For instance, as illustrated in the difference between the

Yale Center for British Art and Depaul's Music Mart, it should be determined whether the project is an

art development with associated uses, or a mixed-use development with an art component in the program.

While this may seem like a simple exercise, it is remarkable how a clear definition of the objectives can

clarify whether to go forward with a project or not, and if so, who the major stakeholders will be.

Second, in addition to art facilities generally not being big revenue generators, they are also expensive to

build and operate. As a result, art-related projects will typically require some degree of cross-

subsidization from other uses in order to make them feasible. The degree to which the university is

willing to include other uses into the development is closely linked to the goal of the project, as defined

by the first consideration. With regard to this mixing of programmatic uses, the developer of the project

23 Barrett interview
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should be someone who understands the specifics of art-related facilities, but who also can act as a

generalist and implement more traditional design, construction, and financing techniques.

A third conclusion of this review is that schools of art do not necessarily need to expand their facilities in

order to increase enrollment or generate additional revenues. Art schools typically require a lot of space

for studios, storage, and additional HVAC requirements. However, if enrollment declines or a particular

program is cut, they rarely dispose of the space, but rather expand into it with other activities. Although

students and faculty always appreciate more room, this process leads to an inefficient use of facilities.

Often times, an analysis of existing conditions with some small space moves can address this problem. If

the existing space is reorganized effectively, this can free up room for revenue-generating activities such

as continuing education courses mentioned above, or community-oriented efforts discussed below.

Finally, as evidenced by the breadth and volume of developments outlined above, art-related projects are

becoming more prevalent. While they were traditionally extremely difficult to finance because their

feasibility was not proven, the success of many projects has provided confidence in these developments

going forward. It is important to note that inherent in many of these financing schemes is a dependence

on philanthropic contributions from various individuals and non-profit foundations. However, this should

not be seen as an obstacle, but rather as a necessary part of the development process. If people are going

to contribute their money to a cause, they often times are attracted to art or cultural related activities. As

former MECA president Roger Gilmore said regarding the Porteous project, "when people saw what we

had done, people were bowled over. The doubting Thomases came around and sent us a check." 2 6 In

sum, institutions should not overlook potential art-related opportunities simply because the financials do

not seem feasible at first. Rather they should seek out creative financial, programmatic and urban design

strategies in order to pursue their broader goals.

PUBLIC COLLEGES AND UNIVERSITIES

In addition to being a college for art, MassArt is in the unique position of serving as a public institution as

well. This section explores various real estate ventures that several public institutions have pursued

throughout the country. As with the art-related developments, the range of options is outlined here in

order to provide a framework for decision-making for the preferred alternatives in Chapter Four.

25 Villani, "A Call to Art"
26 Sutherland, January 3, 1997



There are a variety of obstacles that public colleges and universities face when pursuing entrepreneurial

real estate development. Some states control individual public institution's real estate activities by

creating separate independent agencies to act as developers for the colleges. In addition to standardizing

various procedures and programs, this arrangement provides the schools with additional expertise and

capital that they otherwise would not be exposed to. This is the case for the Massachusetts State College

system, as indicated in the discussion on DCAM and MSCBA in Chapter One. Other states, such as

Georgia, Michigan, New York, Ohio, Virginia, West Virginia, have similar authorities that perform

comparable duties for their respective institutions. However, even with these systems in place, there are

still hurdles that public institutions must overcome, as Rachelle Levitt of the Urban Land Institute states:

The major concern of public institutions is the fear that, after exerting the time and effort
to develop a project that produces income, state budget makers will simply deduct that
income from annual appropriations, leaving the university no better off financially than
before with added responsibilities for managing developed properties.27

This framework creates an inherent disincentive for public institutions and agencies to innovate since

there is no reward for creative ideas. For instance, in the State of Massachusetts, the Asset Management

Board has relaxed some of its criteria and restrictions to allow public institutions to be more creative and

entrepreneurial in their real estate ventures. However, by Statue, the Commonwealth is entitled to half of

any additional revenues that are created through these projects. Therefore in participating in this process,

while the public agency or institution receives the full benefit of the capital asset that is created, it cannot

fully participate in the operating revenues that are generated from it.

Some public universities have dealt with this problem by creating affiliated organizations to develop

properties. These entities, which include alumni, research and other non-profit foundations, are set up

with the sole purpose of developing specific projects. For instance, the University of Virginia has

established a non-profit real estate foundation to pursue various facilities for the university with limited

risk exposure. Since the developments are off-balance-sheet transactions, the revenues and liabilities

generated from them cannot be accounted back to the larger institution.

Another issue that makes it difficult for public institutions of higher education to engage in

entrepreneurial real estate ventures is the public policy and legal obstacle of utilizing public funds for an

institution's for-profit purposes. Using public tax money to develop moneymaking uses is not permitted

in most states. Some public institutions, such as the University of California at Berkeley and the

2 Levitt, p.46



University of Cincinnati have dealt with this issue by "integrating commercial enterprises into the overall

economics of their college unions."28 Other institutions finance their development without public tax

dollars with the use of tax-exempt bonds, either through their own bonding capacity or through a separate

independent authority. However, if the development becomes less of an institutional mission-driven

endeavor than a commercial one, the tax-exempt status can be forfeited. This complication is not limited

to public colleges and agencies and depends on the location of the development, as Dan Pinck points out:

In the wavering, imprecisely defined line between higher education and commercial
development, some universities made bold and successful departures-and as we know,
some private colleges and universities jeopardized their tax-exempt status when their
investments produced overall profits. It was, and is, not a clear line and the line changes
depending on which government entity is drawing it. To a certain extent, the limitations
are still being written and explored.29

Despite these obstacles of inherent disincentives and funding complications, public institutions have

developed a wide variety of uses on their campuses. These include, but are not limited to, multi-use

student centers, sports complexes, nursing facilities, faculty housing, education centers, mixed-use

villages, parking garages, shopping centers, upscale housing, and hotels. While these facilities have been

built through a number of different procurement methods, the ones with more innovative programs

typically have had a higher degree of involvement of the private sector in the role of partner, lessee or

lessor. For this reason, as well as the fact that a survey of traditional public sector university development

would be a limitless task, this section will focus primarily on those transactions with some private sector

engagement, beyond basis design and construction services.

While academic and residential buildings represent the typical development programs for buildings on

college campuses, public universities have become more entrepreneurial in pursuing other, revenue-

producing facilities. One approach for generating additional cash flows is to develop a building using

traditional public sector procurement methods and then enter into a lease arrangement with a private

sector entity. The University of California at San Diego (UCSD), for example, was the first of many

institutions in a growing trend to lease out space to private retailers in its student union. The university

leased space to vendors for three- to five- year terms and received a proportion (between 7% and 12%) of

each tenant's gross sales. This strategy was a conscious decision made by the university, as Herb

McLaughlin, one of the building's architects noted:

The key, we felt - and so did UCSD administrators-was to design a dynamic architectural

28 Pinck, p.63
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form and invite in private enterprise.. .By bringing onto the campus private vendors who
provide service 365 days a year, we can ensure broader service, longer hours, and top
quality - the key elements of successful retail.30

This arrangement provides a relatively consistent source of revenue to the university, but it also requires a

good deal of management responsibility and market risk. As an alternative to this, some colleges enter

into a lease arrangement with a sole food service provider, thus limiting the extent of their involvement.

Depending on the program, land value, and location of a proposed facility, many institutions prefer to be

involved in leasing in a more passive way. One alternative is for the institution to enter into a long-term

ground lease with a private entity that develops and operates a facility on or near campus property. This

option can be particularly lucrative for a college if the private developer builds a facility that realizes the

true value of the, often times, underutilized institutional land. An example of this arrangement is an

upscale housing development located near the UCSD campus. The private developer paid the university

in the form of quarterly lease payments during construction and a proportion of the proceeds from the

home sales. Elsewhere in California, the University of California at Los Angeles (UCLA) leased air

rights over an existing parking garage to a developer who built a medical building to become part of the

University's greater medical facilities.3 1 32

These long-term lease arrangements are not limited to those facilities with programs that an institution

could not develop on its own. For instance, a recent trend is for a college or university to provide land to

a private company to construct and operate a residence hall in exchange for a series of lease-payments

and eventual ownership of the building. This is an attractive option for a college seeking additional

housing since it typically requires very little up front financial commitment, lessened operating

responsibility, and can take less time than traditional public sector delivery methods.

On the other hand, there are a number of potential drawbacks to privately developed facilities with long-

term lease arrangements and ultimate institutional ownership. First of all, there are concerns about the

potential legal ramifications of this recent and untested strategy in the future. Second, while on one hand

the college can benefit from reduced operating responsibility for the residence halls, it also loses control

over student rents and rights to generated revenues. Finally, many colleges are concerned about

inheriting a 25- or 30-year old building at the end of the lease-term that was only meant to last that long.

30 Stern, pp. 26-27
31 BD&C News and Trends
32 A similar, yet slightly more collaborative, project is underway at Emmanuel College in Boston, MA. This
partnership with Merck & Company will be discussed in the following section on institutional partnerships.



For the time being, however, it seems that the pros outweigh the cons, and this will continue to be a

strategy that institutions pursue, as long as legislation permits them to do so.33

Outside of these relatively straightforward lease transactions, a growing trend for public institutions of

higher education is to pursue public-private partnerships in their efforts to develop real estate. Since this

term is so often overused and undefined, an entire section in the following chapter is devoted to outlining

some of its major components. It is difficult to make the distinction of what constitutes a partnership; for

instance, many would consider the lease arrangements described previously as such. For now, a

partnership will be thought of as an arrangement where both partners have more of an active development

and management role than the situations described above. In addition, for the purposes of this research,

the public partner will refer to a public institution or agency of higher education and not a city, as in

downtown redevelopment projects. While the city or planning agency may have some role in the

arrangements that are cited and proposed in this thesis, the emphasis will be on the active relationship

between the public college or university and the private developer or operator.

Since the public-private partnership model is a new concept for MassArt and MSCBA, this chapter will

describe three projects that have employed it. The projects are: an academic facility at the John Jay

College of Criminal Justice in New York City completed just over a decade ago; a mixed-use

development, currently under construction, at the University of Illinois at Chicago; and two residential

complexes at the University of Washington at Seattle that are scheduled to break ground later this year.

Each case study, in addition to illustrating different programmatic needs and points along the

development timeline, sheds further light onto the range of possibilities within this broad category of

public-private partnerships.

The John Jay College of Criminal Justice project, completed in 1990, was a renovation of a former high

school to serve additional space needs for the college. The college entered in to a 20-year capital lease

where its payments to the private developer of the building allowed it to eventually own the property. 34

The project was financed through certificates of participation, which are similar to general obligation

municipal bonds except that they are less secure and are not part of the bonding capacity of the State.

Each certificate of participation is equivalent to an equivalent fraction of the underlying capital lease.

33 Van Der Werf, June 11, 1999.
34 This should not be confused with the University of California developer long-term leases described above; in the
former case, the institution is the lessor, whereas here it is the lessee. In both cases, however, it eventually owns the

building.



While using this method of obtaining space was estimated to be between 10 and 15 percent more

expensive than traditional leasing, it was an attractive option for the City University of New York

(CUNY), since it would give it eventual ownership of the property. It was also considered an

advantageous strategy relative to traditional public development since it took significantly less time (two

years from negotiation to occupancy) and saved CUNY an estimated $43 million in development costs. 35

A second example of a university public-private partnership is a large-scale project, now being built, at

the University of Illinois at Chicago (UIC). University Village, a partnership between a public university,

the city, and a private developer, represents the university's first comprehensive expansion since 1965.

The $700 million, 86-acre development includes 755 beds of student housing, 734 market rate

condominiums and townhouses (with market outreach to University staff), 196 "affordable" units,36

120,000 square feet of retail space, two large academic buildings, and 80,000 square feet of office space.

UIC, which has an annual operating budget of $1 billion, enrolls approximately 25,000 students, with

almost ten percent living on campus. This number has grown to 15% with the construction of the first

residence hall, and the goal is to reach 25% by 2012."

The South Campus Development Team, made up of 25 individuals from the university and three private

development firms, is overseeing the project. The team is the developer for the private housing

component, and therefore bears all of the associated risk. It also serves as program manager for the

university-related facilities, for which it receives a fee to oversee the entire project and serve as an

intermediary between the university and the city. The institutional facilities, which will be owned by

UIC, were developed under more traditional public sector procurement methods, including a public bid

process. According to Mark Rosati, the University's Associate Chancellor, the project's mission is clear:

We feel we're a rising academic powerhouse. But to service the city and state as we
would like, we need facilities. University Village will benefit the campus on many
levels. It will address some or our needs for academic space, enhance the teaching and
research environment, alleviate the campus housing crunch and make the university a
more attractive destination for students.38

The University received certain benefits from the city because it was able to show that the development

was in the long-term interest of the neighborhood. For instance, the area was designated a tax increment

3 Bowles, pp. 20-23
36 Market rate units range from $165,900 to $699,000 and "affordable" units from $143,000 to $237,000
37 Handley
38 Sharoff



financing (TIF) district 39 for which the project received $55 million for acquisition and infrastructure

costs. The project is expected to be completed in 2005.4

Yet another example of a public-private partnership is at the University of Washington (UW) at Seattle

where the university has recently engaged a private developer to construct and operate two new residence

facilities, totaling over 1000 new beds. UW owned the land and entered into a 35-year ground lease, for

nominal annual rent, with a non-profit entity called a "6320." The non-profit, in turn, hired a for-profit

development company to construct the facilities. The University and the non-profit entered into a Use

Agreement that requires UW to market the buildings, assign interested students and maintain waiting

lists. The non-profit operates the building, collects rents and pays debt service. UW and the non-profit

set rental rates, which are permitted to escalate at CPI each year. Non-student rentals are allowed, with

permission of the university.

The development was financed by an $87 million non-recourse, tax exempt bond issue that is not an

obligation of the non-profit, the university, nor the State of Washington individually. 41 The bonds cover

all of the development costs, including construction period interest expense and a debt service reserve

fund. The University gets title to the building at no charge when the bonds are retired.

The cash flows from the projects are split between UW and the non-profit. For the residence hall that is

closer to campus, UW receives 95% of the cash flows, while for the facility that is farther away it only is

entitled to 85% due to the increased market risk borne by the developer. The private developer receives

3.5% of the total development costs (TDC) for project management and 2.5% of TDC as a developer fee.

The non-profit gets 1% of gross rents for annual asset management and a portion of the cash flow. 4 2

These three case studies illustrate a sampling of alternatives that institutions can pursue in developing and

acquiring real estate through public-private partnerships. Just as there are limitless political, social and

physical situations for each institution, so too there are an endless array of possibilities with respect to

how to address them. The strategy that a given college or university pursues will depend on, among other

factors, its goals, political will, financial capacity and real estate holdings.

39 Tax Increment Financing is an economic development tool where the generated taxes from the properties in a
sP ecified district are pledged to pay the costs of the associated public investment.

Justice interview
41 The University also contributed $2 million for pre-development services
42 Lee and Droser interview



In the John Jay project, the college had a need for additional space but did not have the land on which to

expand. It did not pursue traditional public sector development methods due to the additional expense

and time associated with it. On the other hand, it was willing to pay extra and perhaps wait a little longer

to participate in a capital lease where it would eventually own the project. In the case of UIC, it was only

important for the University to eventually own the majority of the development, particularly since it

represented such a large portion of its future growth potential. It therefore hired the developer to act as an

intermediary and contractor for its facilities, but relinquished control for the private housing component.

Finally, in the UW development, the university formed a separate non-profit entity that owns the

development because it wanted to limit its risk exposure, both from a market and a public policy

standpoint. In that case, the additional student housing and the rights to the cash flows that it generated

were more important than the university controlling the facilities.

While the three projects described above may seem elaborate, further complexity can arise when the joint

venture includes multiple partners, outside of the private developer. Additional partners can take the form

of other institutions (as will be discussed in the following section), commercial entities, city agencies,

and, in some cases, all three. The University Center at Rutgers State University in New Brunswick, NJ is

a prime example of multiple parties working together to achieve different, but mutually beneficial goals.

The project was a joint venture between the University as the primary partner, the City's Housing &

Urban Development Authority and the Robert Wood Johnson University Hospital as the secondary ones,

and a private developer as a development manager and consultant.4 3

This $50 million, 12-story mixed-use development included 168 units of student residences, 959-parking

spaces (600 reserved for the hospital), a 6,500 square foot student health club, and 14,000 square feet of

retail space.4 The project was a success because it achieved the objectives of each of the parties. The

University increased its supply of affordable and attractive student housing and added parking availability

close to the campus. For the City, the project was instrumental in revitalizing the neighborhood from an

urban design, circulation and employment standpoint. Finally, the hospital received additional parking

spaces in the garage as well as future growth opportunities on the property adjacent to its main facility.

Development costs were covered by a $55 million tax-exempt financing issued by the City, which

retained ultimate ownership of the project. The University was the main tenant of the building, with a

predefined sublease to the hospital for its portion of the parking structure; the lease payments were equal

43 Stainback, Public/Private Finance and Development, p.151-152
44 Rutgers website



to the debt service required to amortize the loan. At the end of the lease (and loan) term, the university

and hospital had the option to purchase their respective parts of the building for a small cost, similar to the

John Jay College project described previously.45

Outside of project-specific collaborations like the ones described above, another public-private

partnership trend is for a university to hire a separate development manager for its non-academic real

estate. For instance, Arizona State University has hired an outside firm to "facilitate action on the

public/private finance development of these properties and generate new streams of income for the

university."4 6 The University of Virginia (UVA) has taken this strategy one step further by creating a

separate real estate foundation "for the purpose of acquiring, developing, and managing real property."

The non-profit corporation's board is made up of members from the university as well as other public

officials.47 Either strategy ensures that someone is always seeking new entrepreneurial opportunities for

the institution in addition to the fact that they have a knowledgeable consultant on-hand if one of those

projects were to go forward.

Whichever arrangement or procurement method a college or university pursues, when it engages in

outside real estate development and acquisitions, it must make sure that the venture not be at odds with its

greater overall mission. While generating additional sources of revenue for increased autonomy and

operational flexibility may be a productive goal, it still must not stray too far from the greater overall

vision of the institution if the project is to be supported by the faculty, students, alumni and trustees. This

was seen with the art-related developments discussed above, and is also particularly true in the case of

public institutions. In that case there are added complications since the projects may be funded by tax

dollars and because decisions are so closely scrutinized by the general public, as Rachelle Levitt states:

Decisions are constantly in the public eye and prevent university officials from making
the best real estate decision. Private universities are not subject to the same scrutiny and
it is therefore easier for them to act in their best interest.48

The importance of both of these issues, mission-related ventures and associated public relations

considerations, was made clear at the State College of Old Westbury in New York. In 1999, the new

development director at the time proposed the sale of a substantial portion of the campus property to the

college's private foundation in order to develop $250 million in new athletic and entertainment facilities.

45 Stainback, Public/Private Finance and Development, p.153-156
46 John Stainback, quoted in Grogan
47 Sears and Porter
48 Levitt, p.46



The interim president of the campus was "shocked" since neither he nor any of the students or faculty had

been consulted on the extent of the land transfer or the proposed development. While some maintained

that the new facilities would generate enough revenue to rebuild the distressed campus and help the

college become financially independent, many "questioned whether any of the projects would serve the

interests of the college and its diverse student body."49 While this is an extreme case due to the fraud and

nepotism involved the point remains that entrepreneurial real estate development must be pursued in

concert with a college's greater overall mission, no matter how much additional revenue it can generate.

MULTI-INSTITUTIONAL COLLABORATIONS

This section explores various partnership arrangements that institutions of higher education can

participate in. This strategy of multi-institutional alliances is more common for private colleges due to

the lack of legislative and public policy complications, but it is also a possible scenario for public

institutions. In the latter case, this strategy often times resembles that of a public-private partnership,

which was introduced in the preceding section. While it is not necessarily advantageous to make this

distinction, these case studies are treated separately since they do not involve public colleges and also

because the collaborations are with other institutions, as opposed to strictly with private developers.

According to the James Martin and James E. Samels, "university strategic alliances" are a recent trend

that will become more popular in years to come. They maintain that these types of collaborations will

replace more traditional institutional mergers, because:

Unlike a merger, which is static and irreversible, a strategic alliance is a fluid, temporary,
focused set of understandings and covenants between two or more complementary
learning institutions or organizations, or a learning institution and a business
organization. Such agreements and affiliations can preserve the distinct missions and
identities of both institutions while combining their respective strengths to take advantage
of market opportunities.50

It is no accident that this description of these types of collaborations resembles that of public-private

partnerships. Both ideas represent a new way of doing business where diverse institutional or commercial

entities with different sets of goals and ideals can collaborate by bringing different strengths to the deal in

order to accomplish a mutually beneficial outcome.

49 Wick, August 27, 1999.



Martin and Samels identify several benefits for a college or university engaging in a strategic alliance.

For one thing, it can strengthen and enrich the fundamental institutional goals and associated objectives.

This is achieved by leveraging the assets and recognition of other institutions or companies, without

giving up the control of its future, as in the case of an institutional merger. Second, and particularly

pertinent to the situation at MassArt, strategic alliances can create new revenue streams. This goal is

predominantly addressed by partnering with commercial entities, but it can occur through affiliations with

other schools as well. Third, institutional collaborations can reduce costs and preserve resources by

participating in economies of scale. Finally, these arrangements can provide new opportunities for

teaching and research that extend beyond the traditional realm of the school's offerings.51 Many of these

factors are illustrated in the case descriptions that follow.

One multi-institutional collaboration of note is for a residence hall, now under construction, for three

schools of higher education in Chicago, IL. The "Super-Dorm," as it is now known, includes two 17-

story towers, totaling 700,000 square feet, making it the largest dormitory in the world. The facility is

scheduled to open in August 2004, and represents a joint venture between Columbia College, Roosevelt

University, and Depaul University to house more than 1,600 of their students. The site, located in between

the three institutions and originally owned by the City of Chicago, was donated by the city, despite the

conservative land valuation of $7.5 million.

The impetus for the project was the recent rise in the number of traditional college age students for these

historically commuter campuses, coupled with the fact that these institutions have relatively small

endowments making it difficult for them to make large capital investments in student housing. In

addition, the schools are interested in creating an active anchor for the emerging "South Loop Academic

District." Originally, there were almost ten colleges and universities that were interested in participating

in the deal due to similar goals and constraints, however the field was narrowed due to programmatic and

relationship considerations.

The partnership is set up as a §501(c)(3) tax-exempt non-profit organization whose sole purpose is to

develop and manage the property. The consortium has issued both tax-exempt and taxable bonds that

have attained a BBB rating. Since the project is owned by the independent corporation, and not by the

colleges themselves, the development represents and off-balance-sheet transaction. The board of the

corporation includes six officers: the three presidents and three senior vice presidents of each of the

5 Martin and Samels
51 Martin and Samels



institutions; the latter serve as the operating committee for the project. The colleges are only responsible

for their respective proportion of the first year's risk of the project, which totals $12 million. The

corporation has hired an external management firm to operate the facility.

The $120 million, E-shaped building is predominantly residential (suites and apartments), but also

includes ground-floor retail (35,000 square feet), additional food services (20,000 square feet), a weight

room, conference facilities for summer-use (15,000 square feet), as well as a roof garden on the third

floor. Rents for rooms in the residence hall range from $650-$850 per month, or $5,850-$7,650 per

academic year. There were five community organizations involved in the development of this project;

their concerns were related to parking, traffic, and architectural preservation, for which they received

some mitigating benefits.5 2,5 3

Although residential project collaborations are more common and less complex, university partnerships

have been created to pursue other programmatic goals. For example, Education Village, located in

National City, CA, is a 100,000 square foot mixed used development that will serve branches of

Southwestern Community College, San Diego State University, the University of California at San Diego,

and the County Office of Education. The primary objective of the project is to bring together students

from different colleges to achieve social synergies and operating and academic economies of scale. For

instance, since some students cannot afford to attend a four-year college for their entire education, they

often will enroll in a community college for their first two years and then transfer for the remaining two.

This project allows students to attend both schools for their entire education and "should provide students

with a seamless, integrated curriculum."54

Southwestern Community College is the developer of the $40 million project, which broke ground in the

spring of 2001 with an anticipated two-year delivery period. The first phase of development, estimated at

$22.2 million, includes 42,000 square feet of academic space, a 400-space parking garage, and a 25,000

square foot adjacent building for the County Office of Education. Originally, there were plans for a

second phase that would include 80-100 units of housing on top of the garage, but the financing did not

support this endeavor. When the project is completed, there will be 38,000 square feet of retail, including

restaurants, a credit union, a copy shop, and a book store. The facility will also include a child-care

center since many of the enrolled students are adults with families. The complex is initially intended to

52 Bert Gall interview
53 Hinz
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serve 5,300 students, with an ultimate goal of reaching 10,000. 5

The $22.2 million development cost was financed through a variety of sources. This included $8.6

million from bonds for repairs and development for Southwestern Community College, $1.2 million from

the Southwestern Community College general fund, $1.7 million from the college's construction reserve

fund, $1.2 million from tax increment bonds, $4.5 million from the City,56 and $5 million from the

County Office of Education.57

In addition to educational-affiliated collaborations, a college or university can partner with other types of

institutions. The Rutgers case outlined above was a case where two non-profits, a public university and a

hospital, formed a partnership with the City in order to further their goals. The recent partnership

between Merck & Company and Emmanuel College in Boston's Longwood Medical Area is an example

of two institutions with clear missions, but also with an interest in generating additional revenue. The

first phase of the development is a 12-story, 300,000 square foot glass structure with drug discovery

research-related space as well as six levels of underground parking. The facility broke ground in the fall

of 2001 and is scheduled to open in early 2004. The next phase of the project is projected to include

162,000 square feet, although not definitive plans have been made yet.

This development came about as a result of an extensive planning process that attempted to convert the

college's greatest asset, land, into something that it was short on, cash. After an analysis of existing

conditions and future growth projections, the consultant team determined that Emmanuel would only

require 12 acres of its 16-acre campus. This left four acres to be developed as a separate use from

traditional college activities. The pharmaceutical research program was selected as the best alternative

due to its proximity to the Longwood Medical Area, and because it was projected to generate the most

revenue while creating the least amount of physical impact on the surrounding area. In addition, this use

was closely aligned with the college's mission and offered academic opportunities for students and

faculty, employment for the surrounding neighborhood, and additional research opportunities.58 Since the

announcement of the project, Emmanuel's enrollment has increased significantly.

The deal is structured as a long-term ground lease between Merck and the College, where Merck owns the

5 Branscomb
56 The City will receive a little over half of its investment back from the sale of the property to the college and the
Office of Education.
5 Branscomb
58 Honan, pp.1-5



building for 75 years after which it reverts back to the College. Emmanuel received an up front payment

based on a specified dollar per floor-area-ratio (FAR) foot for the right to develop on the land.59 Both

parties contributed to the developer fee in order to get the project underway. This was the only capital

that Emmanuel contributed to the deal, outside of the initial planning studies.60

COMMUNITY-ORIENTED PROJECTS

Another growing trend in university-related development is that of working with its surrounding

community. According to Martin Van Der Werf, "part idealism, part practical problem solving, and part

public relations, the effort is seen as one that universities must make if they are to get continued

support." 61 Since community involvement is so critical to the success of many institutional projects, this

section will explore various community-oriented ventures, both in terms of partnership and program

arrangements.

This idea of an institution working with its surrounding neighborhood as a partner is not a new one. One

of the primary missions of the original American Land Grant College movement was to involve public

universities with their surrounding communities, regions and states. Then, as early as the 1960s, colleges

started to understand that their connection with adjacent neighborhoods could move from a charitable one

to a mutually beneficial relationship of cooperation and coexistence.

Edward Meyers and Stephen Fink discuss the emergence of joint community-university planning

organizations whose primary focus was to "solve areas of community-university conflict, and to focus

attention on local community problems not directly related to university policies and activities, but which

are of mutual interest." 62 The objectives of these organizations were two-fold. The first was to maximize

the community's capability to express and implement their goals. The second was "to provide for the

university to bring before the joint planning body for thorough review, while options are still open, those

physical, social, and economic plans which directly and substantially affect community residents."63

The Carnegie Commission, in its book The Campus and the City, takes this line of thinking even one step

59 Floor-area ratio (FAR) is obtained by dividing the gross floor area of a building by the total area of the lot.
60 Dumont interview
61 Van Der Werf, April 30, 1999
62 Meyers and Fink, p.96
63 Meyers and Fink, p.73



further by recommending the creation of an independent entity from the institution to deal with

community issues:

We further recommend that quasi-university agencies be established through which
faculty members and/or students could provide services, even on controversial matters,
without directly involving the university or college in its corporate capacity. These
quasi-university agencies would be separate from the university or college but would
draw on its personnel and would act as a broker in the sense of bringing together those
who could supply the service with those who need the service.64

For instance, for UVA's non-profit real estate management foundation described above, the primary

objectives of the corporation, in addition to using real estate more effectively and generating additional

revenue, were to "improve its long-term relations with the surrounding community through well-

conceived land development and use."65 While there are certainly still conflicts between the university

and the city with respect to time frame and purposes of real estate development, this strategy ensures that

there is a framework in place for addressing these issues.

While these options are the ideal for a socially responsible institution since they involve the community

on a continual basis, it is not always realistic to devote the resources to those efforts. A more common

approach is for a college or university to engage the community when there are specific projects on the

horizon. However, this alternative does not exempt the institution from including the neighborhood in a

significant manner. The college must still be diligent in identifying as many stakeholders as possible and

including them in innovative ways, as Andrew Young, former mayor of Atlanta, states:

in establishing interactions with the metropolitan environment, we must think creatively
of how we might utilize the entire student body of the university as an urban-based
experiment station. The challenge for the metropolitan university is to transform itself by
empowering the entire campus to utilize the metropolitan area as a living laboratory.66

Indeed, it seems that many institutions have taken this charge, as George Keller has noted, "colleges are

switching from a self-assertion model of their existence to a biological mode of continual adaptation to

their powerful changing social environment.', 67

In response to this increase of university-community collaborations, the U.S. Department of Housing and

Urban Development (HUD) has formed the Office of University Partnerships (OUP). One of the main

64 Carnegie Commission, p.77
65 Sears and Porter, p.3
66 Cisneros p.19
67 Keller, p.3 from Cisneros p.lO



goals of this organization is to "recognize, reward and build upon successful examples of universities'

activities in local revitalization projects., 68 The office's publication, University-Community Partnerships:

Current Practices, provides an overview of 225 institutions participating in 328 creative partnerships with

communities. The roles of the collaborations are broken down into the following categories: service

learning, service provision, faculty involvement, student volunteerism, community in the classroom,

applied research, and major institutional change. Interestingly, there are only two Massachusetts

institutions included in the survey: Northeastern University and Lasell College. 69 This is not to say that

there are not others who participate in neighborhood or community volunteerism, but rather that it has

either not been advertised or rewarded, which are also important parts of any collaboration so that it can

be modeled.

As evidenced by the numerous categories of community interaction in OUP's publication, there are many

approaches that institutions can pursue to contribute to their communities. These efforts can be proactive,

rather than reactive, as Van Der Wef says, "not every college trying to connect with its community is

spurred by encroaching urban decay."70 Whatever the motivation for community involvement, according

to Henry Cisneros of HUD, a university can stress its role as a developer, a service provider, or a

community builder." While one intervention can include aspects from all of these categories, it is still

useful to distinguish between them, since each of the approaches involves a different set of skills, level of

commitment and resulting outcome.

The university as developer model is typically the most straightforward for the provider institution to

implement. It often involves an institution-related development that forgoes some of the potential

revenue streams in order to provide benefits to the community. For example, in Philadelphia, PA, in

conjunction with the creation of a Business Improvement District, the University of Pennsylvania is

renovating existing housing for sale to the public.7 2 While these types of projects are certainly not strictly

philanthropic, they do attempt to achieve a balance between entrepreneurial real estate and contributing to

the vitality of the surrounding community.

At its extreme, this approach can also benefit the university in the form of neighborhood revitalization.

For instance, at Fitchburg State College in Fitchburg, MA, "the need for a university recreational facility

68 Cisneros p.14
69 U.S. Department of Housing and Urban Development
70 Van Der Werf, April 30, 1999
71 Cisneros pp.10-12
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became a springboard to revitalize lower Main Street." 73 After an extensive coalition building effort

organized by the college, a 12-person advisory board was created to oversee the planning and

development of the project. The board was made up of various stakeholders including college personnel,

city representatives, neighborhood residents and business owners. The project was a success in that it

accomplished the majority of the goals that it set out to: the college received a playground as a gateway to

its campus, various community improvement initiatives were implemented, and a new recreation center

was built. 74

The second model that Cisneros cites for universities to participate in their communities is the service

provider approach. Reverend Albert DiUlio of Marquette University describes this growing trend of

institutions "taking leadership roles, sharing their facilities and services, meeting with officials to discuss

issues of mutual concern - building bridges not barriers."7 These efforts are becoming widespread for

schools of higher education thanks to a pioneering effort by Boston University in 1965:

Boston University established the Metrocenter and dedicated it to the development and
coordination of University programs related to Metropolitan Boston and to metropolitan
affairs and education generally in the United States. Extensive programs of continuing
education, specialized training, interdisciplinary research and community services have
been gathered under the Metrocenter. Included are an entirely new college, Metropolitan
College; an Office of Conference Development; and specialized training and research
units with programs in such areas as juvenile delinquency, police-community relations,
economic development, and regional planning.76

The journal Urban Outlook summarizes other, more recent examples of these types of efforts. They

include, free nursing services at Clemson University in SC, public school teacher education at Yale

University in CT, pro-bono assistance with taxes at Cornell University in NY, and the establishment of

various committees to address other neighborhood concerns at Arizona State University and the

University of Northern Colorado.77

The service provider strategy can be more easily employed, from a political and practical standpoint, by

an institution that has a distinct mission and set of goals, such as an art-related one. For instance, at the

State University of New York at Buffalo, the University has implemented a program that educates art

teachers from nearby public schools; the department has received over $230,000 in grants to support this

7 Steinkamp and Lindhult
74 Steinkamp and Lindhult
75 Urban Outlook, "'Univer-City' Solutions in Action," p.2
7 6 Boston University
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collaboration. Elsewhere, the Corcoran School of Art in Washington DC provides art instruction to

hundreds of elementary and high school students in the city." Finally, as mentioned in the section on art-

related developments, outreach programs at the Maine College of Art serve thousands of people outside

of the college's modest enrollment of approximately 300.

The community building strategy is the most vaguely defined of the three models, but can be just as

powerful in effectuating change. This approach of initiating economic development and partnership

arrangements with the surrounding community is becoming more prevalent and effective, as Judith

Steinkamp and Mark Lindhult state:

The social component of creative partnership agreements is taking on greater importance
as universities acknowledge that the campus is part of a community of neighborhoods.
Innovative ways for universities to support communities through cooperative planning
partnerships may generate the economic development opportunities that attract retail,
residential, and light industry, thereby taking the pressure off revenue-driven
relationships.79

Trinity College in Hartford, CT, for example, initiated an innovative neighborhood collaboration to create

a "community of learning." The partnership included three medical centers, a local television station, the

Institute of Living, and a community action group. The joint goals of this partnership were to:

increase public safety, alleviate crime, increase housing stock and homeownership,
improve infrastructure, economic development, jobs for residents, educational
opportunities, counseling, and improved overall quality of life. 0

In order for the community building model to be successful, it should include a viable and formal

planning partnership, which according to Steinkamp and Lindhult,

must be based on sound business strategies that are informed, inclusive and strategically
designed and that lead to implementation. They must build consensus among university
leaders, public leaders, and residents. They must link all the issues in a community,
transcend the individual towns, and connect to the region. 1

While the community building strategy certainly includes some development efforts similar to the first

strategy of university intervention, they are typically ancillary to the overall joint mission of the

collaboration. However, this is not to say that the institution's efforts are exclusively charitable, since they

directly correlate with its success as well, such as the college's improved image and increased enrollment.

78 Office of University Partnerships, pp.24-25 and pp.130-131
79 Steinkamp and Lindhult
80 Steinkamp and Lindhult



Whichever model, or combination of them, is chosen, along with it have come communities' desires to

capitalize on these institutional relationships as much as possible. In addition to their usual concerns

about increased congestion, reduced parking availability and urban design issues, communities have

become more cognizant of broader economic development issues. For instance, many neighborhoods,

through their involvement in the public-private development process, insist that developers do not receive

tax abatements for their projects. One of the primary purposes of these types of joint ventures is to attract

private capital to underutilized real estate; giving up tax revenues directly counters this objective.

Another common request of many communities is that the public partner lease, and not sell, the land so

that there remains some form of proprietary interest in it. This is particularly important when the public

partner is an independent authority, and not a municipality that has additional regulatory controls

allowing it to oversee the ultimate development and operation of the project.8 2

These requests and demands that are made neighborhoods associations and residents hint at another form

of community involvement by an institution - involuntary. Impact fees, linkage payments and other

community benefits are all realities that a college or university will have to deal with if it pursues any

type of entrepreneurial real estate, outside of its traditional activities. For instance, in the Emmanuel

College case described above, Merck is contributing $490,000 in community benefits that are intended to

mitigate the impact of the development. The amount of concessions that the community will require from

the developer or institution will depend on the perceived negative effect that the project is creating in the

area. If the university and/or the proposed development are substantially community-oriented, the

neighborhood will not make the same sorts of demands, since it is already being served by the mission of

the institution and some of the embedded goals of the project.

INNOVATIVE PROGRAM

The final part of this chapter will provide a brief review of other innovative program ideas that various

institutions have developed across the country. This section is less descriptive of the development deals

than the previous ones, since it is primarily intended to provide the reader with a sense of the breadth of

programmatic possibilities for university-related real estate development.

Residential developments are by no means an innovative program for college campuses, however the

nature of the product is changing. Educational institutions are switching from traditional dormitories with
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double-loaded corridors and shared bathrooms in favor of apartment and suite style living; these unit

types are similar to a four-bedroom apartment with either one or two beds in each room. They include a

shared kitchen and up to two full or half bathrooms, depending on the number of residents in each unit.

Students typically prefer these arrangements to the traditional residence halls because it gives them more

privacy and provides them with additional separate personal living space. These facilities are becoming

the norm, whether they are constructed through traditional procurement methods or with the help of a

private company similar to the UW and UIC cases described above.

This unit format also allows for an innovative mixing of uses, since it is not restricted by the traditional

long corridor design. For instance, in New York City, a private developer partnered with Marymount

Manhattan College to build student suites and luxury condos in the same building. The top 15 floors of

the 46-story tower in midtown Manhattan includes 40 luxury condos, with 493 beds of student housing in

the remaining space. While these two uses are in the same building, they have different addresses,

entrances, elevators and owners.

The project was attractive to the developer since the best units are on the higher floors and because "the

college pre-leased 75 percent of the building and brought its own financing, taking away much of the

market risk.", 3 From the college's perspective, it would have been extremely difficult to support New

York City land values and development costs entirely with student rents. The $57 million in hard and soft

costs were financed by $40 million of tax-exempt bonds for the college's portion, with the remaining

capital in traditional developer debt and equity.

Mixing varying residential programs is not limited to luxury condominiums. Just down the street from

MassArt is Northeastern's recently opened Davenport Commons, which includes 75 affordable

townhouses for low- to moderate-income families, 125 units for students and 2,500 square feet of retail

space. The $51 million project was financed by bonds issued by the Massachusetts Housing Finance

Agency (MHFA), which are serviced through a 30-year lease. The University also contributed $2 million

to make the project possible.84

Another type of residential facility that institutions can develop is faculty and staff housing.

Developments such as these provide the university with added incentives to offer new and existing

employees. This program idea was discussed briefly in the UIC University Village case as part of a
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larger, mixed-use community. This trend is also prevalent at small private colleges such as Dartmouth

College in Hanover, NH, major private universities such as Vanderbilt University in Nashville, TN and

large public institutions such as the University of Southern California and the University of California at

Irvine (UC Irvine).

UC Irvine was one of the first institutions to experiment with affordable faculty housing, with its

development of University Hills in the late 1980s. The completed program included 1000 units of

condominiums and townhouses offered at below market rates for university-affiliated faculty and staff.

The project was developed by a separate non-profit corporation, which leased the land from the university

and then built and managed the housing complex. The advantages to this procurement process included a

faster delivery time, lower development costs, a reduction of conflicts between homeowners and the

university, and the ability to attract leading architects and contractors, since they were not required to

work with the institution itself.85

Finally, in terms of residential development, an educational institution can build senior citizen housing for

its alumni or other retirees who wish to take advantage of campus resources, such as art-related events or

academic lectures. This product type is not limited to larger universities, as evidenced by the number of

smaller schools that have participated in this growing trend, such as Dartmouth College, Haverford

College, Ithaca College, Oberlin College, Swarthmore College, and Wellesley College. While the

involvement of the college or university varies from case to case, it almost always contracts with a private

company to develop and manage the facility, due to the institution's lack of expertise in this area. The

school will typically receive either a lease payment for the land, or some portion of the revenues that the

project generates.

Research parks are another revenue-producing venture that a university can take on, as long as it lies

within the institutional mission and it has the resources to do so. These projects are typically only

pursued by large, research universities who are seeking additional space but do not want to bear all of the

risk in developing the project on their own. According to Curzan and Lesser, "the university may take the

lead development role in a research park project but attempt to finance it by offering investment

opportunities in the form of equity investment shares in the real estate or even in the startup companies

that locate in the research park.'' 86 Examples of research parks across the country include University Park

at MIT in Cambridge, MA Princeton Forrestal Center in Princeton, NJ, and MetroTech Center at

84 Northeastern University website
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Polytechnic University Brooklyn in New York City. These ventures have the added benefit of bringing in

numerous temporary and permanent jobs to an area, with the potential to spur economic development.

Institutions that do not have the affiliation or resources to participate in research parks can pursue other

revenue-generating real estate developments such as hotels, parking garages, shopping centers, and

conference and training facilities. At the California State University at Fullerton, for example, a hotel and

sports complex was the result of a joint venture between the Marriott Corporation, the University and the

City of Fullerton.87 In New Orleans, the University of New Orleans is interested in constructing a 450-

space market rate parking structure in place of an old bank building. In initiating these revenue-

producing projects, however, an institution, particularly if it is public, must be careful that the real estate

venture not be at odds with its overall mission, as discussed in the SUNY Old Westbury case above.

A final type of real estate development that an institution can pursue, although it does not necessarily fit

neatly into its own category, is a mixed-use facility or community. One consideration of these multi-

programmatic buildings or communities is the desire, and often times the necessity, to allocate

responsibility and ownership for the various uses. At the University Village development, for instance,

UIC was interested in maintaining ownership of the majority of the real estate - those uses that it felt it

could manage on its own. Since the market rate housing component was neither part of its expertise nor

within its mission, the University decided to leave its development and management to the private sector.

A second issue to consider when developing mixed-use developments is the inherent complications and

cost premiums associated with constructing and managing multiple programs and facility types. Third,

particularly in large-scale, phased projects, the developer is required to invest a significant amount of

capital up-front in order to generate a "critical mass" that will allow the other uses to function properly.

Finally, multi-use facilities are typically associated with more complicated deal structures and financing

arrangements, where, if the institutional partner is not sufficiently careful and knowledgeable, could result

in a financial and operational disaster.

However, there are a number of critical advantages for an educational institution to develop mixed-use

projects, probably the most important of which is described by Boris Dramov:

Even well designed single purpose buildings frequently are isolated from the surrounding
urban fabric and lack the multiplicity of activities that gives life to cities. In contrast, the

86 Curzan and Lesser, p.5
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new joint venture projects capitalize on the spin-off effects of public activities, creating a
mixed-use environment with stronger linkages to surrounding uses.

Another advantage of mixed use developments is illustrated by the Depaul Center and MECA cases that

were discussed previously in the section on art-related developments, is the opportunity to consolidate

space. Urban institutions, by the nature of their restrictive surrounding built environments, do not have

the same freedom to grow like a suburban or rural college does. Even urban universities with some form

of traditional campus, such as Harvard or Columbia, typically are forced to expand beyond their original

boundaries in a piecemeal fashion depending on what property or building becomes available at a

reasonable price. This results in scattered and fragmented "campuses" that often times do not work from

a programmatic or design perspective.

Included in both the Depaul Center and MECA deals were the goals of the institutions to consolidate

much of their dispersed academic and student services into a central area. Interestingly, Depaul originally

overlooked its building because it contained significantly more space than was needed at the time.

However, in both instances, after a consideration of future growth and enrollment projections as well as

an analysis of what other uses could be included in the projects, the schools decided to proceed with their

respective developments.

The Depaul deal was further made possible by an "estate for years" purchase agreement that stipulated

that the City turn over one floor of the building every ten years to the University at no cost.' 9 This

phased, mixed-use scheme not only allowed Depaul to steadily expand into the space, but also to plan

strategically about how to use it. This illustrates the fact that institutions, in addition to considering their

present needs, should be looking to the future when considering real estate ventures. They should not

necessarily forego opportunities that may exist simply because they do not suit the current requirements

of the college. However, the institution should attempt to benefit as much as possible from the unutilized

space, either in the form of a lease payment or lack of responsibility. Additionally, it should ensure that it

does not lose ultimate control of the space so that it is available when necessary.

88 Dramov, p.133
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CHAPTER III: PROCUREMENT

This chapter explores various options for development procurement that MSCBA and MassArt can

pursue. The range of opportunities is outlined here in order to give a context for the decisions on the

preferred alternatives presented in the following chapter. It is worthwhile to show the full spectrum of

choices in order to create a framework for discussion, even though the list will certainly be narrowed due

to budget, mission, site, legal, public policy, and neighborhood constraints. The discussion draws from

the lessons learned from the previous chapter on the various types of real estate ventures that an

institution can pursue.

As an introduction to the chapter, it is useful to review how MSCBA has traditionally handled

development of new facilities within the State College system. From this discussion of past practices,

various problems and opportunities are elucidated, which logically leads into the question of what types

of arrangements are most appropriate for future ventures. Alternatives for future procurement

possibilities are approached as a spectrum of strategies from public to private development, with public-

private partnerships falling in between them.

On the public development side is the university or state agency as developer, which selectively out-

sources certain tasks such as design and construction. At the other end of the spectrum is the private

developer who plans, designs, builds, and operates the facility in some sort of long-term lease

arrangement with a public partner. Lying in between these alternatives, and becoming increasingly more

common in university-related real estate, is the public-private partnership. This option is given special

consideration since it is a new and arguably more complex type of transaction. The chapter concludes

with a discussion of all three strategies with regard to legal and public policy issues. Whichever scenario

is chosen, the range of choices should be viewed as balance of risk, responsibility and reward between the

involved parties, assuming that incentives are property aligned to build and maintain the project.

MSCBA DEVELOPMENT - PAST PRACTICES

In terms of traditional real estate roles, the Massachusetts State College Building Authority has acted as

the developer for the revenue-producing facilities of the nine state colleges.' The MSCBA secures

financing in the form of tax-exempt revenue bonds, and services the debt through revenues such as



student rents, fees, or even lease payments. The Building Authority performs much of the major capital

improvements on these revenue-producing facilities, leaving the general operation, management and

maintenance to the colleges.

Historically, the Building Authority has participated in a competitive bid process for construction as

outlined by Chapter 149 in the Massachusetts General Laws. However, it is permitted to engage in

alternate procurement strategies with the signed consent of the Governor of the Commonwealth. For

instance, in the past two years, the Authority implemented a pre-qualified general and sub-contractor

process that provides it with more flexibility and control over the hiring of contractors. For design

services, the MSCBA uses a list of "house-doctors" which includes design firms that are pre-approved by

the Commonwealth for contracts up to a specified amount. While this procurement strategy has

historically been successful for the majority of capital improvements and renovations, it has proven less

effective for the development of new facilities.

In light of this, the Authority recently pursued and received permission to engage in a procurement

process that requires architects and contractors to respond to bids as teams. Since this strategy has not

been tested yet, it is explored in more detail below in the future alternatives for MSCBA development. It

should be noted that the Authority has stayed away from traditional design-build delivery since it

eliminates the positive pressure that contractors and architects need to apply on each other for successful

projects to occur on time and within budget, without sacrificing quality. Feasibility studies, cost

estimates and more recently master planning are generally out-sourced to private consultants, but

sometimes various "informal" analysis is performed in-house (e.g. this thesis). These types of studies are

helpful to the colleges because they bring in a fresh and objective analysis of their situation, without

focusing too much on the political and mundane details.

In terms of financing, the MSCBA engages in a tax-exempt revenue bond issue that covers the total

development cost up front. In 1998, the Authority switched from general obligation bonds, which are

secured by the Commonwealth, to moral obligation bonds. While the rate is slightly higher due to the

lack of State guarantee, this strategy provides the Authority with additional flexibility in issuing debt,

since it does not have to compete with other state agencies in the allocation of the Commonwealth's bond

capacity. The Authority currently does not have its own general obligation rating, but purchases bond

insurance to effectively give the bonds a AAA rating

'As noted in Chapter One, DCAM is responsible for all other development and major renovations on the campuses.



The bonds typically have between 30 and 40-year terms, with a recent blended yield between 5.3% and

5.6%. The Building Authority does not engage in term structures less than thirty years because it is too

difficult to comfortably amortize the loan. Often times the principal repayment is somewhat deferred to

later years to increase the debt service coverage ratio in the earlier years. However, the debt service

payments typically level off after approximately ten years. In selecting an underwriter, the Authority is

required by Statute to conduct an RFP process that includes all investment banks in Massachusetts.

The par amount of the bond proceeds is determined by adding estimated total development costs, a debt

service reserve fund equal to one annual bond payment, a capitalized interest expense accumulated during

construction less anticipated short-term interest earnings, and additional financing fees. The fees include

cost of issuance and underwriter's discount (both negotiated with the investment bank) and a bond

insurance premium (typically 25 basis points). A typical example of MSCBA sources and uses of bond

funds is illustrated below in Figure C:

Figure C: Typical MSCBA Bond Sources and Uses

SOURCES
Bond Proceeds 38,914,681.42
Short-term Interest Earnings 2,406,318.58

41,321,000.00

USES
Project Funds 33,545,000.00

Other Fund Deposits
Debt Service Reserve Fund 3,166,282.96
Capitalized Interest 3,881,685.02

Delivery Date Expenses
Cost of Issuance 200,000.00
Underwriter's Discount 273,490.00
Bond Issuance Premium 251,191.78

Other Uses of Funds
Additional Proceeds 3,350.67

41,321,000.00

There are a number of benefits to the Building Authority's traditional procurement and financing method.

First, it is a proven strategy for delivering buildings on time and within budget. Second, because it is a

public agency, the Authority is not subject to local zoning, which allows it a bit more flexibility in

developing facilities that may suit MassArt's interests more than those of the City. Finally, since the

Authority is a state agency, it is entitled to issue tax-exempt bonds, which can lower both overall



development costs and annual debt service.

However, there are a variety of considerations that have prompted the Authority and the college to

consider alternate procurement strategies for future developments. First, since the facilities are

completely bond-financed up-front, the Authority incurs a significant amount of capitalized interest

expense during the construction period, which can slightly lessen the perceived benefit of the tax-exempt

spread.2 A second consideration is that the Building Authority and the College are bearing all of the risk

for the project, which in today's volatile economy can be a questionable decision. Third, while the

Building Authority is not subject to local zoning, it must adhere to State and environmental regulations

just like any other developer. Finally, while the Authority does have the right to develop facilities other

than residence halls, it does not have the expertise or experience in other commercial uses. In addition,

while an unlikely scenario, if MSCBA were to develop non-institutional-related uses, it would lose its

tax-exempt status and have to pursue an alternate financing strategy.

Due to the delivery and financing constraints outlined above, the MSCBA is constantly looking for

alternate procurement strategies that will give it additional control over the quality, cost and delivery time

of the final product. For instance, during the pre-development stages of the newly built residence hall at

MassArt, the MSCBA entertained the idea of hiring a private developer to finance and build the facility.

While this type of arrangement has become quite common for many U.S. colleges and universities, as

illustrated in Chapter Two, this was the first time a state college in Massachusetts had considered

anything like it. Although the Authority ended up developing the new residence hall on its own, as it has

done traditionally, it eventually turned to the private sector to manage the building.

The concept of involving the private sector in development or management represents a recent line of

thought to shift some of the risk and responsibility away from the state colleges and MSCBA. However,

with decreased involvement and exposure, comes reduced control and revenues. It is important to note

that there is still a desire for the state colleges, particularly in the case of MassArt, due to its annual

funding shortfall and its desire to maintain affordability for students, to retain much of the revenue

streams that are generated. The colleges also wish to keep some control over their facilities to ensure the

continued enhancement of their institutional missions. In light of these variables, there are clearly a

variety of issues that MSCBA and MassArt need to consider in approaching any new development. A

framework for understanding the range of future procurement possibilities is presented below.

2 It should be noted, however, that short-term interest earnings on the bond proceeds ensure that this financing
strategy is still less expensive than taxable debt with draws during construction.



FUTURE OF MSCBA DEVELOPMENT - TWO EXTREMES

The question of future procurement should not be limited to who should develop the site: the public or

private sector; this is a simple formulation of the problem since it only includes two, almost contrasting

options of how development can occur. Furthermore, all private development includes some inclusion of

the public sector (zoning, permitting, taxes, etc), and all public development must engage the private

sector in some way (architects, engineers, contractors, citizens). In between the two extremes of public

and private development is what can be thought of as the realm of public-private partnerships.

Most development, at least theoretically, falls into this category of public and private sectors working

together; therefore, the decision that needs to be made is what type of arrangement it should be. That is,

where along the public-private continuum of risks, responsibilities and returns the public and private

sectors wish to place themselves. The three scenarios of public developer, private developer and public

private partnership present a wide variety of options with regard to ownership and investment,

particularly in light of the range of opportunities available within the realm of public-private partnerships.

On one end of the spectrum is the public sector as developer. Here, the public partner bears all of the

associated responsibilities, risks and costs of building and operating the project. The public agency or

authority will often outsource numerous tasks to the private sector, either individually or through the help

of a single private entity. Obtaining financing is left up to the public sector and is typically in the form of

bonds or lower interest rate loans. Public sector participants generally pursue this model when they are

restricted by various legal obligations of if they want to maintain full control of the development and the

revenue streams associated with it.

At the other side of theoretical development continuum is the private developer participation with limited

public sector involvement. In this case, the private sector is responsible to design, finance, construct and

operate the project, with the public entity serving as a lessor of the land and/or lessee of the facility.

While the developer may outsource selected tasks, it is becoming more common to have more "vertical

integration" within a development firm so that jobs from design to construction can be performed "in-

house." The public partner, on the other hand, acts in a limited capacity by providing land, preliminary

design input and other regulatory powers, where applicable. Since the public sector is a more passive

investor with fewer responsibilities, there is a correspondingly lower return on its investment, if it has

one. However, the public sector participant still does bear some risk for the project in its role as a long-

term lessee or lessor. This alternative usually incurs the highest costs to finance, but also typically



achieves the fastest delivery time. A public agency may be interested in this type of arrangement if it is

risk-averse, lacks the financial or human resources to take on a given project, or is willing to forgo a

portion of the financial upside from the development.

In between the two extremes of public development and private development lies the public-private

partnership, or joint venture. In concept, this strives to provide a fair and reasonable sharing of the costs,

risks, responsibilities and economic return for various parties associated with the project. This

arrangement should leverage the strengths and minimize the weaknesses of both sectors, thereby creating

an outcome that would not be possible if either partner were to develop the project on their own.

Financing is obtained both from the public sector in the form of bonds and from the private partner in the

form of traditional equity and debt. If there is any, the private sector debt will typically carry a lower

interest rate than under a traditional private sector development since the public partner will many times

secure or guarantee it in some way. However, the effect of the resulting spread can be lessened since the

private debt will be subordinated to that of the public agency. In most joint ventures, the private

developer will typically assemble the team required to structure, implement and operate the project; while

the public partner will relinquish its role as developer in favor of a more advisory position.3

These three types of development described above, can be broken down by responsibility and ownership,

as shown in Figure D below:

Figure D: Public and Private Development Categories

Type Design Finance Development Construction Operation Ownership
Public Private Public entity Public or Private with Private or Public

Deelpmntcntac o i-Private for a public public
Development contract or in-

house public fee oversight

Public Private Private with Private and public Private Private with Private or Private

Partnership public input entity public public and/or
_________ _____________________oversight ______public

Private Private with Private with marginal Private Private Private Private
Development little or no public capital or non-

public input capital investment

SourcanSeanbavkelopment

Source: Stainback, PPF&D, p.7

With this framework in place, this paper will now explore the two extremes of public and private

development as it relates to MSCBA and MassArt, and then outline various options in between.

3 Stainback, Public/Private Finance and Development, p.6-11
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MSCBA as Developer

This option would resemble how MSCBA has handled new developments in the past as described above.

The Authority would employ a competitive bid process, either by selecting pre-approved architects and

contractors on their own, or as a team, as outlined by the recently approved alternate procurement

process. While all of the new facilities within the State College System have been developed using the

traditional method of selecting architects and contractors separately, the MSCBA has expressed an

interest in pursuing the alternate "team-bid" procurement method.

Under this team-bid scenario, the Authority would receive one bid from a designer-contractor team, but

would maintain separate contracts with each party. After an initial review of proposals including the

contractor's "hard" costs, each remaining team would submit a "stipulated sum" bid, which differs from a

guaranteed maximum price (GMP) contract in that it does not include contingencies. This alternative

includes a phased, accelerated construction, with public subcontractor pre-qualification bidding and

assignment to the general contractor. The strategy attempts to promote greater communication between

the architect and contractor from the outset of the project to ensure that design and construction work

together and not in opposition.

In order to be approved as a potential team, the architect and contractor must illustrate that they have

successfully worked together in the past on similar facilities with "outstanding results." The final

selection of the winning team will be left up to the discretion of the Authority and its Board, with an

emphasis on previous credentials and demonstrated results as well as the general contractor's price

proposal for overhead, profit and general conditions. While this strategy is the preferred alternative for

MSCBA new developments at the current time, it is an untested process that will potentially bring about

other unanticipated issues. For instance, it is clear that the MSCBA is taking on additional risk in this

alternative since there is no GMP and less of a clear manager of subcontractors. However, the Authority

feels that it can manage this risk since it will be working with a superior team that it has chosen.

Whichever procurement strategy the MSCBA pursues, the important point is that it would act as the

developer, with selected outsourcing to the private sector. The Authority would employ its traditional

financing techniques as described above; however, it should pursue a strategy to minimize the capitalized

interest expense incurred during the construction period, if possible. One potential strategy for this is to

reduce the time in between the bond issue and final completion of the facility by funding the design phase

from an existing source and then replenishing it once construction starts. There would be no private

capital involved, and therefore the Authority would bear the full risk of the project. While a private



company may be hired to manage the facility, it would not be brought in until the end, as was done in the

recently completed residence hall at MassArt.

Private Developer

This procurement strategy, which lies at the other end of the public-private development continuum,

designates the private developer as the all-encompassing partner. The public sector relinquishes much of

its control and revenue rights in exchange for reduced risk and responsibility. The developer pursues its

own financing in the form of traditional equity and debt, and can act as contractor, merchant builder, or

direct purchaser as described below.

The first procurement strategy within the private developer framework is for a company to act as a

contractor. Under this scenario, the developer assists the university in determining its goals and

objectives and acts as a "shadow developer" in the formulation of a development and implementation

plan. While the developer is hired as a consultant for a fee, it is possible to structure deals where the

developer may receive some portion of the revenue stream that is created. This arrangement limits the

amount of capital that the private developer needs to contribute at the outset, and thus reduces its risk. In

exchange for bearing the full risk of the project, the university maintains a higher degree of control,

revenue and distinction. MSCBA might consider this option if it were to pursue a development program

in which it lacked experience or expertise.

Under the developer as merchant builder approach, a private developer designs and builds a facility and

then sells it to the university at a pre-agreed upon price. The conceptualization of the project can be lead

by either the university or the developer, although the institution will always have a good deal of input

into the final product. The developer's risk is minimized since the university stands behind the financing

and marketing of the project. An institution might pursue this "turn-key" alternative if it does not have

the human capital to participate in the development process; however it must be cognizant of the fact that

it is giving up some of the control of the project while incurring all of the risk.4 It is unlikely that this

strategy would be employed since it effectively reproduces the intended missions of MSCBA and DCAM.

The final option is the developer as direct purchaser where the private developer buys the land from the

institution and builds a pre-determined use on it with an agreed upon design and specification. This is

advantageous to the college because it lowers its risk relative to the project, limits its capital contribution

outside of land, and speeds up the development process due to less bureaucratic and neighborhood



obstacles. On the other hand, the institution loses much of its project control and rights to the project-

generated revenues, outside of predetermined land payments, which can be structured as a lump sum as in

the Merck/Emmanuel case, or as annual lease payments as in the University of California examples.

As noted in the chapter on university development institutions are hesitant to simply sell their land to

private entities for fear that they will lose control of the future of the surrounding area. Therefore, it is

advisable, from a long range planning perspective, to engage in a long-term lease of the land; this brings

with it a variety of issues to consider. For one thing, there are a number of types of lease payments that a

lessor can collect from a lessee, including holding rent, base rent, and participation rent. These revenue

streams to the lessor differ both in their calculation and in their priority in the cash flows.

Holding rents are payments made during the construction period to ensure that the lessee has a vested

interested in the project. Base rent is a predetermined amount that is paid each year, typically escalated

with inflation; this payment is generally made after debt service, but can be unsubordinated depending on

the terms of the deal. Participation rent is a specified percentage of the gross rents, net rents or equity

before tax cash flows that are allotted to the lessor. The proportions of each of these types of lease

payments should be structured to match the risk that the lessor is willing to undertake and the amount of

participation in cash flows that the lessee is willing to share.

Once the types and amounts of lease payments are estimated, they should then be discounted at the

appropriate rate, given the quality of the stream of payments; that is, the probability that they will occur.

For instance, the base rent would be discounted at a lower rate than a participation payment since the

former is taken out before the developer is entitled to any cash flows. The net present value of these lease

payments should be approximately equal to the determined value of the land.5

Other issues to consider when engaging in a ground lease include the term, subordination, and the use

clause, which are all negotiated items.6 Most ground leases are for 99 years, however, in more recent

deals they have been structured for 60 or 75. MassArt should require shorter terms than this, similar to

the 25- or 30- year leases of the privately developed residence halls discussed in the previous chapter.

The rationale for this is that similar to the Depaul case, the college is interested in making use of its

underutilized real estate in the short-term but then maintaining the option to utilize it for its own use in the

future, should growth or expansion necessitate it. The length of these leases then, should be as short as

4 Griefen, pp.22-2 5.
5 Wetmore



possible to allow the developer adequate time to achieve a desired return but not too short so that it is too

difficult for it to make debt service and ground lease payments.

Subordination refers to the priority of the lease payment in the cash flows relative to debt service; in most

cases, ground lease payments are unsubordinated to the mortgage on the property, however this is not

always the case. Permitted uses are the range of programmatic and urban design options the developer is

allowed to pursue on the land. While it may seem advantageous from the public entity's perspective to

restrict these alternatives, it can sometimes be more appropriate to allow some flexibility in the lease

contract since the initial project might not be successful and another use can then be developed without

additional legal action.7

The most important point with regard to leasing is that there is still some risk and responsibility that is

borne by the lessor, as Robert Wetmore states:

Ground leasing is often viewed as an easy and riskless vehicle for a landowner to benefit
from the long-term appreciation of real estate. More often than not, however, lessors
incur substantial risks with a land lease, risks typically associated with a joint venture

partner. Willingly or not, the lessor is often the de factor partner of the lessee.

In light of this, public entities should not just enter into long-term lease arrangements simply because they

wish to participate in a simple transaction with no risk. It is still important for the agency to involve itself

in the predevelopment process to allow it to gain familiarity with the market, investment structures,

program alternatives and the balance of risk and reward.9

MSCBA might entertain the private developer model because a private entity can historically deliver a

project at a lower cost and in less time. However, traditional advantages of public development such as

tax-exempt financing and lessened zoning and permitting requirements are lost. MassArt could pursue

any of the options outlined above for the development of its new facilities, depending on how much

responsibility it would be willing to transfer to the private sector. Whatever strategy it chooses, however,

it is imperative to maintain as much control of the development outcome as possible, regardless of how

much it is participating in the revenue streams. This point will become even more apparent when the

preferred alternatives for the development sites and their importance to the overall campus are described.

6 Wetmore and Klinger
7 Rattigan interview
8 Wetmore, p.20



Another Approach

With these two extreme possibilities of public and private development in mind, it is useful to advance a

third option for future MSCBA procurement that has never been considered before. The concept of a

public-private partnership comes about due to various limitations of each sector in pursuing the most

effective development, in terms of risk, time and cost. This arrangement utilizes the assets and mitigates

the deficiencies of each partner, thereby producing developments that would otherwise not be attainable if

attempted by just one sector. Figure E below provides a quick snapshot of the value that each party

brings with it.

Figure E: MSCBA-Developer Partnership

MSCBA Developer
Construction costs Private developer has lower construction costs
Legal flexibility Private developer less limited by legislation
Zoning/permitting MSCBA less subject to zoning and typical permitting
Financing MSCBA can obtain tax-exempt financing
Deliver time Private developer has more experience
Taxes MSCBA not subject to real estate or project taxes

It is evident from this brief summary that both the MSCBA and a private developer have something to

contribute to and gain from this type of arrangement. According to John Stainback, a leader in the study

and implementation of public-private partnerships, there are six key variables that are imperative to

resolve in order for a public-private partnership to be successful: project risk, project cost, project

responsibility, economic return, project control, and a reasonable project schedule.10 The involved parties

need to decide who is going to bring what to the deal and how they will benefit. In most cases, the

expertise of a private developer allows the project to be delivered faster and a lower cost, while the status

of the public partner provides assistance with the approvals process, more attractive debt terms and

possible tax benefits. The challenge is to harness the strengths of each of the partners while

simultaneously allowing them to achieve their desired returns and outcomes with a relatively lower level

of risk.

While the MSCBA has never pursued anything like this before, it is worthwhile to consider in light of the

potential gains that can be realized by both partners. The next section will explore the concept of the

public-private partnerships in general, leaving the appropriateness of its application to MassArt's

development opportunities to Chapter Four.

9 Stainback, Public/Private Finance and Development, pp.34-35



PUBLIC-PRIVATE PARTNERSHIP

Prior to the last couple of decades, public-private development was associated with urban renewal and

redevelopment where the government's role, outside of regulation, was limited to assembling, clearing

and preparing parcels for private developers. The public sector's participation in the outcome of these

projects was limited to trickle-down benefits, such as job creation and an increased tax base. More

recently, however, the public sector has become much more creative and entrepreneurial in an attempt to

take advantage of a greater share of the benefits, both from a revenue and control standpoint. This has

blurred the line between public and private roles and rewards, leading to a much more complicated, yet

mutually beneficial, development process." Kevin White, former mayor of Boston, describes public-

private partnerships as follows:

To city officials it means giving the private sector a conscience and to the private sector it
means a possible trap laid by public officials. It is neither; it is a transaction between two
actors who have different, but deep stakes in the outcome.12

While this may seem like a trite statement, it is still useful because it clarifies the key concept in any joint

venture that the challenge is to moderate between the goals of the various involved constituents.

Stainback describes the roles of these parties by defining public-private partnerships as "[t]he close

collaboration of a public entity(s) and a private entity, or team to structure, negotiate and implement the

finance, design, development, construction and operation of building(s)." He indicates that "[i]t is not

necessarily finding middle ground, but typically finding new ways to solve different problems."13

According to Stainback, there are three basic types of public entities that employ the public-private

partnership approach: governments, universities and public school districts. Governments include state

government agencies and public authorities. Public universities have used the public-private approach to

develop real estate projects, from stadiums to bookstores to conference centers. Public school districts

have used public-private partnerships on two fronts: "[to] finance and develop new schools and to

leverage underutilized real estate."14 In a sense, the Massachusetts State College Building Authority falls

under all three of these categories, which makes this approach seem even more appropriate.

With regard to the types of buildings that are developed under public-private partnership models,

10 Stainback, "Privatization is the Answer, but there is no free lunch," p.69
" Sagalyn, "Public Development: Using Land as a Capital Resource"
12 CRED 1984, p.3

13 Stainback, Public/Private Finance and Development, p.1
14 Stainback, Public/Private Finance and Development, p.3-4



Stainback boils it down to three: civic, commercial and infrastructure. Civic facilities consist of

administrative office buildings, stadiums and arenas, convention centers, libraries, performing arts centers

and opera houses, golf courses and ice rinks, municipal garages, and fire and police stations. Commercial

facilities include office buildings, retail centers or support space, urban entertainment centers or districts,

residential developments, mixed-use developments (housing, support retail space, office, hotel, parking),

theaters, hotels, marinas, and garages. The last type of development is infrastructure, which includes

airports, wastewater treatment plants, and correctional facilities.15 For the current situation at MassArt,

there are opportunities to pursue both civic and commercial uses, as long as they are complementary and

enhance the mission of the college.

Structuring Partnerships

There are a wide variety of deal structures within the realm of public-private partnerships; the following is

a summary of some options for partnership arrangements, ranging from most to least public involvement

and risk. MassArt may undertake any of these options, depending on its needs or goals for a particular

site or project; the specific partnership recommendations will be made in Chapter Four for each of the

development sites.

One potential arrangement is for the public partner to have a controlling interest in a partnership, as seen

in the Rutgers case in the previous chapter. This is analogous to setting up a limited partnership where

the public sector is the general partner and the private sector is a limited one. Under this arrangement,

there is typically both public and private financing, but the public supplies the majority of it in order to

maintain a controlling interest in the deal. An important consideration under this option is that the private

partner is taking on less risk than the public one, which may cause a misalignment of interests. In

addition, since the private entity is not an equal owner, it may not be able to participate in some of the

associated benefits, such as depreciation deductions for tax purposes.

A second scenario is to create a separate nonprofit entity as the owner and operator of the property,

similar to a Limited Liability Corporation (LLC) in private real estate deals. The non-profit, made up of

representatives from both parties, would be formed with the sole purpose of developing and operating the

project, as was seen with the UIC and UW examples in Chapter Two. The risk of the participants in the

development only extends to their investment in the deal, as indicated by the term "limited liability." The

entity is typically more related to the public partner in an effort to "capture the perceived financial

"5 Stainback, Public/Private Finance and Development, p.5- 6



stability" of the agency or authority. 16 An important consideration in this case is to not let the

development become too detached from the university so that it will lose its tax-exempt status.

A third type of partnership is where the private partner assumes the majority of the risk associated with

the project and the public sector participates in a more passive way. The private partner, acting as the

major partner, will secure traditional debt and equity that may or may not be secured by credit

enhancements, guarantees or a long-term lease commitment. The ultimate ownership and operation of the

project could be either public or private, depending on the needs and desires of the involved parties. This

arrangement approaches some of the private developer scenarios outlined above, but falls under the realm

of public-private partnerships due to the increased financial role of the public partner. A common

strategy under this third option is to create a lease-purchase agreement or installment-purchase contract,

as seen in the John Jay College project in the previous chapter. Under this scenario, the private sector

develops the project and then leases it back to the public. The public partner accrues equity in the

development through its lease payments, and pays the remaining balance at end of the lease term. 7

While this summary provides a preliminary framework for thinking about public-private partnerships, it is

certainly not exhaustive; there are endless possibilities in which public and private entities can structure

development deals. As Stainback says, "there is an enormous amount of creativity and flexibility

available in structuring public/private partnerships. That is what is so attractive. There are so many ways

to solve the puzzle."' 8 Since there are so many variables to coordinate, public and private parties wishing

to engage in a joint venture will often times hire an outside consultant as an objective mediator in order to

balance competing interests and opinions.

Any deal can be customized to fit the objectives of all partners in term of role, risk and reward. The types

of public-private partnerships vary depending on how responsibilities (design, construction, financing,

operation, and maintenance) as well as ownership and transaction roles (lease, own, purchase) affect the

various risks and returns for the involved parties. A comprehensive summary of the various types of

possible arrangements is outlined in Appendix I.

Advantages and Disadvantages

While the public private partnership option is certainly a viable alternative for development, there are still

some drawbacks that need to be considered by both sectors. Figure F below, adapted from Stainback,

16 Stainback, Public/Private Finance and Development, p.10
"Stainback, Public/Private Finance and Development, pp.6-11



outlines the various advantages gained and disadvantages incurred by both public and private partners

when engaging in joint ventures.

Figure F: Public-Private Partnership Advantages and Disadvantages

Advantages Disadvantages
Public Develop otherwise unattainable projects 0 Reduced level of control over design,
Partner 0 Reduced ownership, development and operational delivery and quality

risks Reliance on competitively selected
0 Reduce required public investment developer and operator
o Less government issued debt * Possibility of partnership that does not
0 Utilize private sector expertise and creativity provide fair relationship of costs,
o Generate long-term investor commitment responsibilities and returns
O Necessarily market-driven and feasible 0 Any private partner can protest selection

process
Subordination of lease payments

Private 0 Previously unavailable real estate is now 0 Often times must adhere to an extensive
Partner available for development REQ/Re P process

o Long-term lease eliminates cost of land 0 Different development and financing
acquisition process

O Shared project costs 0 Takes more time
O Public partner can enhance cash flows in creative 0 Need consensus and political stability

ways P Public expectations may be too high
o Public partner can help to generate consensus 0 New legislation might be required to

among participants proceed with some projects
O Streamlined design, construction, operations and

approval processes
O Shared risks and responsibilities
o Tax incentives

Adapted from Stainback, PPF&D, pp. 19-31

It should be noted that not all of these variables are present in every public-private partnership and that

the relative cost and benefit of each factor differs for each situation.

In the current situation, the most significant advantages to the private sector are the emergence of

previously unavailable real estate opportunities with implicit land financing from MSCBA and potential

tax incentives in the form of depreciation. On the other hand, entering into a partnership with MassArt or

MSCBA will certainly increase the development timeline for a private developer, thereby delaying its

return on its initial equity investment.

Advantages for the Authority and the college include access to private capital, defrayal of risk and

responsibility, and the opportunity to reduce development costs. However, with the college's reduced

financial and managerial role comes lessened control over the development outcome and thus, the

18 John Stainback quoted in Grogran



enhancement of its mission. The most successful partnerships are those that emphasize these advantages

and mitigate the disadvantages; this is explored in more detail in the following section.

Successful Partnerships

Public-private partnerships have become more prevalent in recent years due to increased creativity from

both sectors, more sophisticated problem solving, as well as entrepreneurial legislation at all levels of

government. According to John Stainback, the amount of annual public-private development occurring in

the United States had doubled from $25 billion in 1997 to $50 billion in 2000.19 With the increase in the

volume of these types of development has come further insight into what elements make them successful.

According to the National Council for Public-Private Partnerships, there are five critical components of

any successful public private partnership from the public sector's perspective. The first factor is to have

senior political leadership that can not only guide the development of the project but also explain its value

to the public. Second, the public sector must be committed throughout the life of the project, from pre-

planning to development to operation. A third required element is to have a well-conceived plan with

sufficient detail to outline roles and responsibilities but enough flexibility to allow for mitigation, dispute

resolution and changing needs. Fourth, there must be good communication with all of the involved

stakeholders, including, not only the public and private partners, but also employees, citizens, the press,

and community groups. The final component to a successful partnership is selecting the right partner,

which will usually not be the company with the lowest bid, but the one with the most experience in the

area and a long-term interest in its sustained viability.20

Underlying many of these elements is the nature of the involved parties and the relationship between

them. Public and private partners bring a very different set of backgrounds, ideals, skills and goals to the

table. Public sector participants are more goal-oriented with a larger overall mission in mind.

Meanwhile, while private entities may possess some loftier social objectives, they are, by their nature,

bottom-line-oriented. The key to reconciling these differences is to align the private sector activities and

incentives with public interest goals and objectives. If this is done properly, a successful project can be

accomplished simply by relying on the self-serving motivations of each partner.

The working styles of the sectors also differ considerably between the parties. Public sector work

progresses at a relatively slower pace with many more bureaucratic processes, political and public

19 Stainback, Public/Private Finance and Development, pp.16-17
20 National Council for Public-Private Partnerships website



relations hurdles .2 The private sector, on the other hand, provides a faster paced working environment

with more emphasis on billable hours and getting the job done at the lowest overhead cost to the firm. All

of these distinctions can be generalized as the balance between the flexibility of the private partner and

the accountability of the public sector.

Regardless of how one describes the differences, in order for a public-private partnership to work, the

participants must step outside their traditional roles and try to understand where the other side is coming

from. Each party needs to understand what strengths, powers and expertise its partner is bringing to the

deal and how they are benefiting. According to Pamela Kinzie, the "public sector must understand the

financial realities of private real estate development and deal structures in order to negotiate effective

public-private partnerships or impose reasonable regulatory burdens." Meanwhile, "private developers

must understand a broader spectrum of public goals and gain the navigational skills appropriate to an

environment in which government regulation and public claims on private profit may be expected to

continue." 23

With respect to university-related real estate transactions in particular, Myron Curzan and Robert Lesser

outline four key development attributes that must be present to ensure project success. The first issue is

the overall market dynamics, which includes the availability of capital, development conditions, and

population factors. A second element to consider is the characteristics of the surrounding neighborhood

of the project with regard to the viability of the development; important factors here are vacancy rates,

community support and regional drawing power. The third factor is the quality of the institution's land

holdings with regard to location, size, quality and the difficulty of obtaining development approvals for

the project. A final variable is the characteristics of the university, including financial situation, quality of

leadership, growth orientation, and commitment to the project. 24

Financing

This section will explore some issues related to financing of public-private partnerships. The framework

for analysis is created here so that informed decisions on alternatives can be made in Chapter Four.

Public-private partnerships are typically quite complex due to multiple layers of financing that may

2 Bates & Strickland, p.26
O'Looney, pp. 14-16

23 Kinzie, p.6
24

2Curzan and Lesser, p.5-6



include varying priorities, structure, and collateralization. However, according to Grogan, "even so, for

any public/private partnership to succeed, the financials must 'pencil out' and make sense."2 5 That is,

while financial enhancements and incentives may attempt to create value where there was none before,

the deal must function on a basic level in order to be feasible.

In typical public-private partnerships, the public and private partners have different objectives, investment

horizons, hurdle-rates, risk tolerances, and tax treatment. The public partner is interested in producing a

long-term quality product that will create public approval. It usually defers immediate gains and future

opportunities in exchange for satisfying its broader social and political goals. The private partner, on the

other hand, is motivated by a project that will provide it with the highest rate of return on its capital with

the least risk, through the use of tax credits, lower development costs, or efficient management. As noted

above, it is exactly these differences in goals that make public-private ventures possible.

In the case of MassArt, however, the objectives of the two parties are not entirely different. For instance,

the college is in many ways acting like a private entity in that it is interested in generating as much

revenue as possible. In addition, the MSCBA is not like a typical public agency in that it is not subject to

the same type of political and public approval that city authorities are. These factors may complicate the

ability of the college to form a deal with a private developer, since, in many ways, the private sector's

incentives are not only aligned with the public sector's goals, but they are the same. However, one

consideration that may make a joint venture more realistic is that MassArt is concerned with generating

sizeable cash flows up front that grow modestly over time, while developers are typically willing to defer

their initial return as long as their total yield meets their desired hurdle rate. A further possibility to make

a public-private partnership more feasible is if the college was to focus more on its mission-related

objectives and its capital improvements, as opposed to just on revenue generation.

Public-private development deals can be financed by a variety of sources of equity and debt, as well as

non-capital investments. Often times, some combination of these types of financing is required in order

to provide the various parties with their expected returns. While not all of these sources would be used in

any one development project, it is still helpful to outline the range of financing possibilities. For the

purposes of this summary, the word "institutional" will be used interchangeably with "public," and the

term "operating" will be synonymous with "private." The sources of capital are broken down into public

debt, private debt, public equity, and private equity.

25 Grogran



In terms of public debt, the most obvious possibility for an MSCBA-related project is the issuance of tax-

exempt bonds. As discussed previously, while this strategy offers a relatively low interest rate it ends up

being more expensive than would be anticipated due to a required debt service reserve fund and the

accrual of capitalized interest expense incurred during construction. While some portion of any MSCBA

development should include an MSCBA tax-exempt bond issue, there is the potential to include other

forms of public debt to expand the range of programmatic and financing possibilities.

One alternative would be to have an additional source of bond financing from another independent

authority in Massachusetts.26 Depending on the program of the facility, agencies that could potentially

participate in a joint financing with MSCBA include, Massachusetts Health and Educational Facilities

Authority (Mass HEFA), Massachusetts Educational Financing Authority (MEFA), Massachusetts

Housing Finance Agency (MHFA), and the Massachusetts Development Finance Agency. One advantage

to pursuing this method is that some of the other agencies are permitted to finance both public and private

projects, whereas MSCBA is limited to public ones. Additionally, other agencies are permitted to engage

in more creative financing techniques, such as variable rate debt, which can potentially lower financing

costs. However, there are other considerations relative to non-MSCBA bond issues, including interest

rate risk and more expensive fee structures.

Government loans are another, although becoming increasingly unlikely, source of debt. While many of

the programs, such as HUD's Urban Development Action Grant (UDAG) program, are no longer granting

new funds, it is still possible, with the appropriate amount of creativity and energy, to obtain loans from

various federal government programs. In addition, depending on the program and goal of the facility, the

project might be entitled to federal or state grants, where the repayment is not in the form of money, but

in physical and economic development; in this case, the grant would be a form of equity and not debt.27

Debt for a public-private partnership deal can also come from private sources. The private partner may

pursue conventional commercial mortgages through banks and savings and loans institutions; this is often

subordinated debt that may or may not be personally guaranteed by the private partner. Alternatively, the

developer can work with an insurance company, pension fund (including the college's) or investment

banker that has other available sources of debt. This latter option should not be confused with equity

investments by other institutions where a portion of the upside potential of a project made available.2 8

26 The MSCBA legislation permits joint financing of this kind; legal issues will be explored in more depth in the last
section of this chapter.
2 Levitt, pp.54-56
28 Levitt, p.56



Private debt is typically more costly than public, although it can be made less expensive by a variety of

creative enhancement techniques if it is secured or guaranteed in some way. Many of these strategies

involve municipalities as the public partner (tax increment financing, tax abatements) but there are also

other options. For instance, the public partner could provide a written guarantee that it will occupy a

portion of the space once it is constructed.29

Similar to debt, equity for a joint venture can come from a variety of sources. On the public side, it can

be provided by MSCBA, MassArt, or other entities associated with the college. While this concept has

never been considered by the involved public parties before, it would be recommended if they were to

engage in a public-private partnership so that they would have some basis for financial negotiation with

the private partner relative to evaluating project returns. While donating public funds may be difficult

from a political, financial, and legal perspective, there are other methods by which the public partner can

help capitalize and accrue equity in the deal. For instance, if it were to donate land to a project, the

college could receive its fair market value in equity. This would not directly be a source of funds put

towards and hard and soft costs, but it could be viewed as a reduction in total development costs for the

private developer, thereby making the deal more attractive. 30

In terms of private equity, it is of primary importance that the operating partner contributes cash equity so

that it has a vested interest in the viability of the development; this is explored in more detail below.

Depending on the program and purpose of a project, certain foundations or non-profits may donate funds

for development costs, as was seen in some of the art-related developments in the previous chapter. A

final potential option, although unlikely, is to syndicate the equity so that passive investors can participate

in it, similar to a private Real Estate Investment Trust (REIT).

With the potential sources of financing in mind, it is now useful to outline the ways in which the project

cash flows can be distributed to the investors. According to Richard Peiser of the Harvard University

Graduate School of Design, there are several variables that need to be negotiated in a traditional deal

between an institutional and operating partner. The components to be defined are: operating partner's

cash equity, preferred return, profit share, lookback return, equity paybacks, management control, and

fees. Many of the factors include computations of "return" which refer to internal rates of return on

equity investments, as defined in Appendix II.

29Stainback, Public/Private Finance and Development, pp.74-75
30 Levitt, p57



The first variable, the operating partner's cash equity, is the amount of cash that it will have to contribute

up front. This investment cannot be in the form of services or "sweat equity," as is the case in many

private development deals. The public partner will typically require the operating partner to contribute

between five and ten percent of the total equity in the deal to ensure that it has a stake in the success of

the project. If there is no public cash equity, the private partner should still be responsible for a portion of

the total development costs.

Preferred returns give one of the partners a first priority on the free cash flows generated from the project.

These returns may be cumulative or non-cumulative. If the returns are cumulative, the partner is entitled

to its expected, pre-negotiated, return even in the years when the project does not generate sufficient cash

flow to cover it. The money owed is paid as soon as the project can support it, before any other party

receives a return on its investment. If the returns are non-cumulative, the partner is only entitled to a

financial return in the years in which the project generates enough cash flow to cover it. Often times, any

entity that contributes significant cash equity to a deal can be entitled to a preferred return. In most

development deals this is the institutional partner, such as a pension fund, which is interested in pursuing

slightly higher risk investment vehicles than bonds, but with limited risk exposure. However, in the case

of MassArt, the developer would be more likely to have provided the most cash equity, and therefore be

entitled to preferential returns.

Profit share is the proportion of cash flows that is distributed to each of the partners, after the preferred

returns. There can be multiple tiers to this allotment, with varying percentages of returns going to each

party. For instance, in the case of a typical development deal, after the institutional partner receives its

10% cumulative preferred return, the remaining cash flow may be split between the two parties until the

institutional partner has received a 12% return. After this, if there is any remaining cash flow, the

operating partner may be entitled to a slightly higher proportion of the cash flows (say, 70%) relative to

the institutional partner (30%). When the operating partner receives a higher percentage return than its

equity contribution, this is called a "promote" since the share was promoted to a greater proportion of the

cash flows. The purpose of these stratified preferences and promotes is to provide an incentive for the

private partner to manage the project above what it was expected.

Lookback returns are computed at the completion of the joint venture and guarantee the public partner a

specified internal rate of return (IRR) for the project. These returns are preferred in that they are paid out

before the private partner receives its share of cash flows. Lookback returns typically range from 15% to

31 Levitt, pp.56-57



25%. This concept may not be as appropriate for MassArt, as, for instance, a lookback cash flow might

be, since the college is not interested in total yields as much as funding annual revenue shortfalls.

Equity paybacks to the institutional partner usually occur before any profit splits, but after preferred

returns. The operating partner's equity payback can either be "pari passu" which means that it is paid at a

one for one ratio with the institutional partner, based on the proportion of their initial equity outlay.

Alternatively, the operating partner's equity payback can be "subordinated" where the all of the equity to

the institutional partner must be paid back first before any cash flow is received; this creates a riskier

situation for the operating partner. Typically, larger private partners with more negotiating leverage are

treated on a pari passu basis, while smaller companies' paybacks are subordinated.

Management control refers to the ability of the operating partner to sell the property at a given time and

the right of the institutional partner to take it over if it is performing poorly. This is one of the most

important aspects of any deal and should be given special consideration in negotiation. In the case of

MassArt, the college should not give the private partner the ability to dispose of the property at any point

other than an agreed upon date. In addition, the private partner should not be allowed to turn over the

property to the college if it is not meeting performance standards. This "put option" would provide the

private entity with additional value in the deal without benefiting the college in any way.

The final variable, fees, can be made to either the private or public partner. The operating partner can

receive an acquisition fee ranging from 1% to 1.5% of acquisition cost and a property management fee in

the range of 3% to 5% of annual gross income. The institutional partner may receive a 1% fee for its

equity contribution to the deal.

The Neighborhood as the Third Partner

Some of the literature on public-private partnerships identifies the neighborhood as the third important

party in a successful project. As Alvin Toffler says, "I would always urge a university to do some

thinking about what is needed in the city, before making plans sheerly on its own instincts." 33 This advice

should be taken not just as an academic ideal, but as a necessary ingredient for any real estate venture to

succeed. It is particularly relevant in the case of institutions, since they have more of a vested interest in

the future of the surrounding community than a traditional real estate developer.

32 Peiser
33 Toffler, p.15



As was discussed in the section on community-related developments in the previous chapter, it is

important for the institution to build meaningful ties with the surrounding neighborhood residents and to

realize that everything it does for them will eventually help it in return as well. However, it is also

important for an institution to maintain focus of what is trying to achieve for itself. Martin Klotsche

recognizes this point, particularly with regard to urban universities:

The urban university must not, however, become so committed to the affairs of the city
that the purposes for which it exists will be compromised. There is always the danger
that a university can become too immersed in the problems of its community. It would
indeed be fatal to its historic mission were problem solving and local politics to become
its primary goals. Implied in the term "urban university" is a quality of cosmopolitanism
and sophistication that makes it part of the city while it remains apart from it.34

This balancing of broader institutional goals with community-related objectives is not easy to achieve. A

college should consider pursuing some of the ventures outlined in Chapter Two, but not at too much of an

expense of its broader mission and purpose.

ENGAGING THE PRIVATE SECTOR

Many of the proposed procurement options will require more involvement of private entities than

MSCBA and MassArt are accustomed to. Therefore, it is imperative that the Authority and the college

become familiar with the language, working styles and expectations of the private sector. This will allow

it to more effectively evaluate developer proposals and negotiate with the winning team in terms of risk,

roles and return. This increased adeptness by the public sector is becoming more prevalent, as Ralph

Basile states:

Talented public sector deal makers, aware of many of the sophisticated deal-sharing
techniques emerging from years of public/private venture experience, are acting like
hard-driving business partners. In their negotiations with developers, they often are
attempting to secure a specified percent of a project's cash flow through such
mechanisms as loan paybacks, participatory leases, and equity participation.35

Furthermore, according to Stainback, developers are becoming increasingly amenable to participating in

partnerships or long-term leases with public agencies. However, they still have several concerns with the

traditional RFP process. Not only can these processes be long and drawn out, often times requiring a

3 Klotsche, p.29
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significant financial investment, but some developers feel that many of their submitted proposals are not

given sufficient consideration by the public entity. In addition, the developers say, the selection of the

winner may be predetermined or chosen for political reasons. From the public sector's perspective, while

the RFP process is certainly an option in engaging the private sector, it is not always advisable because it

is imperative for public officials to control the predevelopment stage, as John Stainback states:

If public-sector officials issue a developer RFP without knowing important project
characteristics, such as market demand for the proposed space, the cost required to
complete the project, or the potential return on investment, then public sector officials are
entering into a public/private partnership blindly - susceptible to not realizing an
appropriate return on the public sector investment or having less control of design and
quality of development.3 6

In an attempt to address developer concerns and allow itself sufficient time to familiarize itself with

market conditions and proposal entries, many public agencies prefer the two-step, RFQ-RFP process.

This alternative narrows the field to only those companies that are qualified to complete the project,

which benefits both the public and private sectors. Because the field of entries is smaller, and developers

think they have a better chance of being selected, they are willing to spend more time and effort in

crafting more detailed and creative proposals.

From the public partner's perspective, this system reduces the number of proposals to review and allows

it to carefully scrutinize each company's history, financial strength, and personnel. Some public entities

have hired outside consultants to manage the selection process in order to bring in an objective viewpoint

and ensure that the deal is not a "windfall" for the developer. The key to any selection process, no matter

what the format, is for the public agency to clearly outline the developer criteria and establish a system

for communication between the parties.37

In addition to issues related to the process itself, there are a variety of considerations that developers may

have with regard to a specific project. If too many of these variables have not been worked out, the

project will be considerably less attractive to private entities. Therefore, it is imperative for a public

agency to resolve key policy and personnel issues with regard to an intervention so that it can present a

unified front to the private sector and build consensus within the project's stakeholders. These

considerations will be explored in more detail at the end of Chapter Four, once the preferred alternatives

for the specific development sites have been discussed.

36 Stainback, Public/Private Finance and Development, p.33
37 Stainback, "Advantages of Public/Private Development Partnerships"



LEGAL & PUBLIC POLICY ISSUES

With the structure of the three broad procurement alternatives in mind, the paper will now turn to a

discussion of the potential ramifications of these arrangements, including legal and public policy

concerns. Many of the approaches outlined above would need the Board of Higher Education (BHE) and

Office of Administration and Finance (A&F) approval. Palmer & Dodge LLP, the Authority's legal

counsel, is currently formulating a memo that addresses many of the private sector engagement issues in

order to make way for a realistic implementation plan in the future. Since that document is not yet

completed, however, this will be a somewhat preliminary and broad summary, but does draw from

previous discussions with the legal counsel.

One important consideration is that MassArt's property is Commonwealth land that is administered by

DCAM. The pertinent issue is whether the State would be willing to split up its property for MassArt's

use, particularly if it is for an entrepreneurial reason. If indeed the college were allowed to pursue various

real estate activities for its own purposes, it should be determined how much of the proceeds and benefits

would it be able to retain. In order to ensure that these questions receive appropriate attention, any

strategy that MassArt employs should be presented in the context of a greater overall public policy

approach, such as:

Within the framework of Mass Art consolidating its space in an effort to become more
efficient and enhance its mission, a number of real estate development opportunities have
become available. MassArt and MSCBA hope that some of these ventures will be used
to fund certain capital improvements and space moves, while others will be used to
provide the college with additional annual revenues to protect it from abrupt declines in
State funding. MassArt is not a typical state college, as evidenced by its programs,
location and faculty to student ratio, and therefore may need to act differently than the
other schools in the state system.

An additional consideration in framing the current situation is that MassArt was originally moved to its

current campus by special legislation in the 1980s. This act authorized DCPO to sell or lease the old

space, and appropriated $5.7 million to retrofit the new campus. This provides a precedent both for

MassArt being in a special situation and for a public agency leasing land for profit. However, this

allocation of funding was clearly not enough to bring the existing facilities up to MassArt's unique needs.

Therefore, the current space moves should complete the conversion of the campus that the original act did

not address.

In addition to these institutional goals and efforts for MassArt to become more financially independent,



any strategy that the college employs will also need to benefit the Commonwealth in some way.

According to John W. Bates and William J. Strickland, public agencies are granted more leeway if they

can demonstrate that they are serving a public purpose:

The modem trend is for courts to make an exception to these legal restrictions for
projects that serve a public purpose and where the private benefit is only incidental. In
applying this exception, courts are often called onto balance the public and private benefit
of the project. If the government's participation in the venture is motivated primarily by
public purposes, many courts will uphold it against constitutional attack even though
there may be incidental private benefit.38

These benefits can be in the form of reduced risk and responsibility for the State or broader social

objectives for its citizens. At Salem State College, for instance, broader economic development goals

were the impetus behind the Commonwealth purchasing a property and donating it to a non-profit

subsidiary of the college for future real estate development. If a broader "public good" argument such as

this one is not made, it will be exceedingly difficult to convince the State that these types of real estate

ventures are appropriate measures for a public institution of higher education.

With regard to the involvement of MSCBA, this should be considered an alternative so that the

recommended moves do not cost the Commonwealth any additional money. The MSCBA's authority is

limited to those projects that are "primarily" related to student activity and "primarily for the benefit of

state college students, faculty and staff." While this two-part test is somewhat vague and arguably up for

debate (and therefore an issue that the legal council will be addressing in its memo), one can make

reasonable guesses as to which approaches fall under its definition. For instance, with regard to the first

part of the test, MSCBA probably could not develop a 20-story commercial office tower strictly to

generate additional revenue; on the other hand, the Authority could be involved if there were some

student uses included in the project.

A possible explanation of the second "primarily" phrase is that the benefits that the project produces must

be passed down to the college students and staff, and not completed retained by the institution itself.

While this alternate analysis may seem somewhat restrictive, it actually provides MassArt with additional

flexibility, in that the program of the development need not be predominantly for the campus community,

as long as the benefits are. These benefits can be financial in the form of lower costs for students and

higher wages for staff, or physical in the form of a more livable and efficient campus. If it is determined

that a particular development is in fact outside of the MSCBA's legislation, it is possible to include

38 Bates and Strickland, p.27



another State agency or authority, as discussed in the section on public-private partnership financing.

MSCBA as Developer

The MSCBA as developer scenario would entail the least amount of legislation, if any. Clearly, the

Authority is permitted to develop revenue-producing facilities that are financed through student rents and

fees, making any residence, dining hall, or possibly student center an appropriate use of its power. Not as

clear, however, is the ability of the Building Authority to develop a project that is financed on the basis of

lease payments. While this clause is included in the enabling legislation, it has never been exercised

before. However, it does not seem that there would be a problem, as long as the benefits of the lease

payments were predominantly for the greater benefit of MassArt's community, as discussed above.

Private Developer

There are a variety of considerations with regard to the private developer procurement approach outlined

previously. There does not seem to be any problem with the private entity as contractor, but

complications may arise under the direct purchaser, or lessee alternatives. These issues include the ability

to engage in a long-term lease, public bidding law restrictions, requirements to pay local real estate taxes,

and exemption from local zoning ordinances.

There are a number of precedents for a public agency or institution in Massachusetts leasing land to a

private developer. For one thing, the BRA and other city and state agencies fund themselves through

leasing parcels; however, this is done for continued operation and not for entrepreneurial ventures or for

an endowment. Perhaps a more applicable example, the Massachusetts Mental Health Center recently

participated in a developer lease that included 50,000 square feet of health-related uses and 200,000

square feet of other development. The agency and the Commonwealth split the cash flows generated

from the lease payments equally, based on the Statute of the Asset Management Board, discussed in

Chapter Two.

As indicated in the previous chapter, the MSCBA has also begun to test the possibility of this leasing

scenario in the predevelopment stages of the new residence hall. In 1998, Palmer and Dodge drafted a

memo that outlined the various legal issues that would be involved with a long-term lease to a private

developer. The document was framed as an alternative approach for MSCBA to deliver quality student

housing at a lower cost to students. Specifically, it was determined that a delivery strategy that "utilizes

the efficiency of the private development sector, with the use of public land to lower costs, provides the



lowest cost of housing to students, with the least risk and most benefit for the Commonwealth." 39

The suggested arrangement was for DCAM to ground lease the land to MSCBA, which in turn would

sublease it to a private developer. The developer would be responsible to build and operate the facility,

bearing the full risk of the project. There would be limited MSCBA or Commonwealth involvement,

including a lack of guarantees on the debt. The lease payments to MSCBA would be based on a

percentage rent from the project's net revenues. More than half of the rooms in the residence hall would

be reserved for MassArt students in order to satisfy the "primarily" clause mentioned above, and the

remaining rooms would be rented at higher rates to students from other institutions in order to partially

subsidize the living expenses of the MassArt students. At the time, this arrangement was not pursued

since DCAM was unwilling to lease the land to MSCBA; however, with a new administration, DCAM

has indicated that it would be willing to entertain this alternative.

If this proposal were to go forward, a significant consideration is that while MSCBA is subject to public

construction bidding laws, it has the ability to get some relief from these restrictions with the approval of

the Governor. This issue, which is one of the primary mechanisms whereby development costs, and

potentially student rents, could be kept to a minimum, was addressed in the 1998 Palmer & Dodge memo.

It concluded, "none of the public policy goals which the public bidding statues attempts to achieve would

be advanced by requiring the proposed dormitory project to adhere to the public bidding statutes."

There were four reasons for this finding. First of all, there are no public funds expended for the project

and the developer is bearing all of its risk. A second consideration was that the public authority would

not contract with the developer and would have no role in the administration of the project. Third,

ultimate ownership of the building would reside with the developer, even though legal title of the land

would belong to the Commonwealth. Finally, neither MSCBA nor MassArt would occupy the building;

rather the students of the college would make independent decisions to live in it and be entitled to special

room rates.

This four-part analysis of the public bidding law requirements, although originally tailored to the

development of a residence hall, can be utilized in assessing the restrictions associated with other

programmatic uses. In particular, the memo concluded that a Massachusetts court considering this issue

would look at:

39 Palmer & Dodge



whether public funds are being used for the project, whether the RFP process was open
and designed to produce the best economic result for the State agency, and whether the
proposed relationship with the developer was structured to accomplish legitimate
economic policy objectives or to merely avoid public bidding.4

Other considerations relative to a private developer lease, outside of the lease terms and public bidding

laws, are the possibility of the developer being exempt from local real estate taxes and zoning

requirements. Since the developer is claiming ownership of the building and is profiting from it, (s)he

must pay property tax for it. The zoning issue is potentially more flexible if it could be proven that

obtaining a variance or special permit would somehow further a legitimate public interest. However,

there is a clear conflict between the broader goals of the State and the particular legislative ones of the

City. That is, while the Commonwealth may say that the developer can build more to eventually lower

costs to student residents, the BRA may have urban design and impact concerns that it can now voice,

since the property is no longer completely under the jurisdiction of an educational institution.

Public-Private Partnership

Traditionally, public development and private development have been subject to separate legal concerns

and standards. Since the concept of a public-private partnership is a relatively new phenomenon, there

are a number of legal implications that have been addressed only partially or not at all. According to

Bates and Strickland,

A public/private partnership should not be undertaken without a thorough understanding
of the legal, economic, and political implications. Substantial benefits can be derived
from these partnerships by all parties, but the benefits will only be realized if the deal is
carefully and thoughtfully structured.41

For instance, a public-private partnership might bring with it additional tax considerations. From the

private partner's point of view, only the "owner" of a property can claim depreciation and interest

deductions from a property. Therefore, the developer would be entitled to its proportionate share of

depreciation, only if it can prove that it is bearing a significant amount of risk like an owner would.

For the college, it may lose its tax-exempt status for the particular project since it is no longer acting as a

passive landowner that collects "rents from real property" which is an excludable source.4 2 However, this

situation does not necessarily make the private developer lease scenario more attractive than a joint

venture for at least three reasons. First, if the institution attempts to participate too much in the lease

40 Palmer & Dodge
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payments, as it should in order to realize the true value of its land, it can be classified as more than merely

a landowner anyway. Second, the college can attempt to avoid federal taxation, even as a joint venturer,

by including some educational uses in the development program. Third, as discussed above, the college

can form a separate nonprofit entity that would be tax-exempt anyway.

It is difficult to speculate the extent of other legal implications of the public-private partnership approach

without further input from the legal council. Most likely, however, many of the principles outlined with

regard to the private developer lease could be applied here as well.

42 Levitt, p.60



CHAPTER IV: DEVELOPMENT ALTERNATIVES

With the goals and context of MassArt and the Authority in mind, as well as a sense of the types of

program and procurement opportunities that are available, this chapter makes recommendations for

development alternatives of the four sites introduced in Chapter One. An important consideration is that

"the value of the property should not based on the highest and best use for each site, but rather on real

market conditions and the amount of development appropriate to the public's financial and design

objectives for the project."' Determining the preferred alternatives for the development sites is not a

simple task, but is made possible through a constant reevaluation of goals and objectives and an

understanding of the interconnected relationship between program ideas, procurement strategies, phasing

strategies and revenue-generation.

This chapter will discuss options for each of the identified sites separately, followed by a discussion of

their interconnection and phasing in the next one. The program ideas for the development sites are taken

from the recommendations of Kyu Sung Woo's conceptual master plan that was introduced in Chapter

One. Various procurement strategies are explored where appropriate, followed by a rationale for the

preferred alternative. Since there are so many sites in question and because by its nature, real estate

investment analysis is not an exact science, the calculations presented below do not purport to offer the

precise financial details for the various alternatives. Rather, this chapter is intended to provide order of

magnitude estimates for values as well as a framework for MSCBA and MassArt in assessing future

development and procurement scenarios.

Another important consideration relative to the analysis presented in this chapter is that it is limited to the

timeframe of the specified terms of the loans or leases. This is not a complicating factor, however, since

alternate procurement approaches are compared over the same time periods, and even in the case of a

private developer lease or public-private partnership, the building is assumed to revert back to MassArt at

the end of the term. Therefore, no matter how the facility is developed, the college and MSCBA will

theoretically have the same value from the facility from that point on. The one exception to this is that

under traditional procurement methods, the Authority will retain its debt service reserve fund after the

loan is retired; however, even if this amount were $3 million, this does not amount to much on a net

present value basis.2

I Dramov, p.136
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RESIDENCE HALL SITE

There were a number of different program ideas that were suggested for this site, however it was

concluded that a second wing of the residence hall was the most appropriate use of it. This was due to the

site's relatively limited real estate locational advantage, its proximity to the predominantly residential

Mission Hill neighborhood, the opportunity to build on existing residential activities, and the potential to

utilize development knowledge from the recently completed dormitory. The preferred design alternative

is a nine-story 85,000 square foot building running parallel to Ward Street. The building will have

comparable unit types as phase one, which are becoming more popular and marketable, as discussed in

the chapter on university-related real estate development. Also similar to the first phase, the facility will

include live/work studios on each floor. This approach is similar to Berklee's Practice Place described in

Chapter Two, in that it provides students with informal practice or work space outside of the academic

areas and classroom studios.

Total development costs for the 120,000 square foot phase one building were $29,500,000, averaging out

to $200 and $45 per square foot for hard and soft costs, respectively. These costs are significantly higher

than what had been projected for the building since a number of unforeseen construction issues were

encountered, including a $2.5 million change-order for unanticipated subsurface conditions. Any

development of the second half of the site will attempt to factor in this knowledge and experience as

much as possible. For instance, whoever develops the site should invest more in feasibility analysis at the

outset, with a particular emphasis on borings to determine soil conditions.

The MSCBA could employ a couple of procurement methods in developing the second phase of the

residence hall. Traditional delivery methods would provide the most straightforward alternative but with

added responsibility for MSCBA and the college and at potentially higher development costs.

Alternatively, the Authority could pursue a private developer long-term lease arrangement in an attempt

to reduce responsibility while still maintaining a revenue stream for the college.

The public-private partnership model would not be an appropriate option for this development since the

predominantly single use program does not justify it both from an operational and cash flow perspective.

Additionally, the residential product type is clearly within MSCBA's core business and does not require

outside assistance or expertise. It would not make sense to partner with a private developer to build this

facility, such as in the UW case, despite the potential to reduce development costs and responsibility,

when the Authority is experienced enough to accomplish on its own. While there may be an opportunity



to market this building to students from other college and universities, a multi-institutional collaboration

such as the "Super-Dorm," does not seem feasible, given the location and scope of the project.

MSCBA Traditional Development

Under the traditional procurement method, MSCBA could develop the residence hall using a similar

model to phase one, except that the contractor-architect team-bid process would be employed, with

ultimate discretion of the winning team left to the Authority. A private management company would

most likely be retained to operate the facility after construction, as in the first phase. Although the

Authority might be able to lower development costs since it has recent experience in developing a similar

facility, hard and soft costs are conservatively assumed to be slightly higher than phase one, at $260 per

square foot, which is inflated to 2003 dollars. A tax-exempt bond issue would cover these hard and soft

costs, plus the construction period interest expense, a debt service reserve fund and other financing fees,

as described in Chapter Three.

The term for the bond issue is assumed to be 40 years, as are most MSCBA loans, and the interest rate is

estimated at 5.4%, which is the current available rate to the Authority. Short-term interest rates are

currently quite low and therefore projected to be approximately 3%. Exhibit 1 summarizes sources and

uses of funds for this project, including projected cash disbursements and short-term interest earnings

during construction. For most of the Authority's developments, draws from the bond fund start off low in

the first few months of construction, escalate midway through, and flatten out again towards the end of

the approximately two-year construction period. This allows the MSCBA to earn short-term interest on a

good amount of the proceeds, which somewhat offsets the capitalized interest expense owed to

bondholders during this period.

While this project would not necessarily generate higher inflated revenues than the first phase of the

residence hall, there is an opportunity to structure the bond issue so that the college retains a higher

proportion of the cash flows in the earlier years of its operation. For one thing, as noted in the previous

chapter, there is an opportunity to temporarily pay for the design phase with other fund sources, thereby

making the period from bond issuance to occupancy two years instead of three. Exhibits 2, 3 and, 4

illustrate three simplified alternative bond scenarios: level payment, a traditional MSCBA bond issue, and

a revised escalating payment structure, respectively. Since the debt service reserve is earning interest

without reducing the principal, the net debt service is slightly less than the sum of the amortization and

3 The debt service calculations are somewhat simplified from a typical MSCBA bond issue, but the numbers are
close enough to be relevant and useful.



interest. The Authority typically does not pursue the level payment arrangement since the debt service

coverage ration (DSCR)4 is often quite low in the early years of operation and it can be difficult to

comfortably make bond payments. The traditional MSCBA bond structure attempts to reduce the

payments in the first few years by amortizing a smaller portion of the principal during that time.

However, the debt service payments are the same for the remaining thirty years or so, resembling a level

payment schedule in that time period.

The proposed escalating debt service structure takes the idea behind the traditional bond issue one step

further by increasing payments over the term of the entire loan. The schedule is determined by fixing a

percentage of the original loan amount that is amortized in a given year. For example, as shown in

Exhibit 5, .03% of the loan is chosen to be amortized in the third year under the escalating payment

compared to .11% in the traditional structure and the .94% derived value with the level debt service. The

escalating payment is increased at a specified percentage so that the total debt service paid grows at a

somewhat increasing amount each year. While this setup yields the highest total debt service paid over

the term due to the delayed amortization, it provides steadier annual cash flows for the entire project.

Since these debt service schedules are based on one set of assumptions (5.4% interest, $260 per square

foot hard and soft costs), Exhibit 6 illustrates a sensitivity analysis of required bond funds with associated

level debt service relative to construction costs and interest rates. The table shows that the bond proceeds

will most likely fall within plus or minus $2 million of the estimated amount, about a 7% difference. It is

important to note, however, that the associated debt service payments can be as much as 13% greater or

less than this projected amount. Even though the Authority would probably not issue a level payment

bond issue, this analysis is still helpful in getting a sense of the range of possible bond payments.

A detailed first year proforma is shown in Exhibit 7 followed by a ten-year and forty-year projected cash

flow analysis in Exhibits 8 and 9, respectively. Rents and operating costs for the residence hall are

assumed to start at higher rates than the phase one building, in that the building would open three years

later. Academic year rents for singles, doubles, non-MassArt students, and RAs are all illustrated in the

proforma, as well as other projected revenue streams. The rents are assumed to escalate at 4% per year

for the first ten years, based on historical MSCBA averages and anticipated future increases. Operating

costs are estimated to be only 5% higher than the phase one building since the inflation for the three years

is counterbalanced by the fact that it would be a smaller facility. After the initial ten-year period, net

operating income is assumed to increase at 2.5% per year.

4 Debt Service Coverage Ratio is defined as Net Operating Income divided by Debt Service



The exhibits show level, traditional and escalating debt service payments as calculated and compared in

Exhibits 1-4; it is also worthwhile to informally substitute some of the sensitivity analysis payments from

Exhibit 5. The proformas illustrate that the traditional and escalating debt service schedules are more

appropriate for the projected cash flows of the building since they provide additional free cash flow in the

earlier years. In the first year, for example, the building is operating at a loss of $198,000 under the level

payment structure, whereas the other two alternatives provide $25,000 of net revenues each. In the

second year, the traditional and escalating structure generate $89,000 of free cash flow each, compared

with a loss of $133,000 under the level payment scenario.

Between the traditional and escalating alternatives, the latter is preferable in that it is more smoothly

correlated with the increasing cash flows of the building over the term of the loan. In addition, because

the payments escalate at a slower rate in the first few years, it provides the project with higher free cash

flows early on, after the first two years when none of the loan is amortized in either case. It is important

to note that the traditional bond issue does generate higher cash flows after 18 years of operation since the

debt service flattens out and becomes substantially lower than the growing net operating income.

However, the difference in free cash flows in the later years is not that big on a percentage basis.

Furthermore, the free cash flows from the traditional approach during those years are less than the level

payment structure ones anyway, as shown in the table with bolded numbers. Since the objective of the

college is to create a sizeable cash flow up front and then grow it at a steady rate, the escalating approach

remains the preferred alternative.

Another measure of the success of a real estate project is its Net Present Value (NPV); this term is defined

along with the concept of Internal Rate of Return in Appendix II. The escalating payment provides the

greatest NPV for all discount rates as shown in the bottom left table of Exhibit 9. Given the Authority's

risk and responsibility associated with the project, the appropriate discount rate would most likely fall

between 7% and 8%, yielding present values of $5 or $6 million.

It is important to recognize, however, that these values are sensitive to all of the assumptions made

previously, and should be tested for robustness. For instance, it is worthwhile to analyze the sensitivity of

the present values relative to the annual percentage increase in rent, as shown in the bottom right corner

of Exhibit 9. The numbers increase both from left to right, reflecting the higher annual rent increases, and

from bottom to top, relative to varying discount rates. The appropriate value is found by estimating the

annual rent increase along with the risk (chance) associated with that actually happening. For example, a

6% rent increase for the next ten years seems unlikely and therefore should be discounted quite heavily,



say at 12% or 13%. On the other hand, the chance of at least a 3% rental increase occurring is very

probable, and therefore those cash flows should be discounted at a much lower rate, such as 6% or 7%.

The numbers in bold running from the top left to bottom right corners of the table represent the most

likely net present values of the free cash flows. This analysis shows that the NPV of the project is

probably closer to $5 million, unless it can be guaranteed that annual increases will outpace inflation.

These projected cash flows and net present values seem to be attractive but must be compared to those

under different procurement methods, keeping in mind that the traditional strategy provides MSCBA and

the college with the greatest amount of control and responsibility of the building, which can be viewed

both as a positive or negative factor.

Private Developer Lease

The private developer as land lessor arrangement, along with its strengths and weaknesses, has become

more popular in recent years as discussed in Chapter Two. As indicated in the legal discussion in Chapter

this approach was considered in the first phase of the residence hall but not pursued because DCAM was

not willing to grant MSCBA a ground lease of the land at the time. However, DCAM has recently stated

that it would be willing to entertain this procurement approach. As noted in the previous chapter, further

legal analysis needs to be undertaken to determine the precise deal structure and limitations of this

procurement approach. However, there are sufficient defined variables and preliminary legal framework

to be able to make reasonable proforma assumptions and order of magnitude estimates of value.

For the sake of this study, it is assumed that DCAM would lease the land to MSCBA and the developer

would be permitted to sublease the property from MSCBA. It is further presumed that the private

company would not be subject to public bidding laws or local zoning, but that it would have to pay real

estate taxes. Since the developer would be the effective owner of the property, he would most likely be

able to deduct debt service interest expenses and building depreciation for tax purposes. A 40-year

straight lined depreciation schedule is used since this is an institutional use. Within the lease-sublease

framework, the private developer would construct a mostly pre-defined building on the land. The

Authority would receive annual lease payments from the developer and have minimal control over the

construction and operation of the facility, however it would be able to participate in its preliminary design

and general specifications.

The amount of the annual lease payment is determined by estimating the developer's net operating

income projections, construction costs, and financing. These factors are modeled along with the



developer's assumed desired before- and after- tax return on equity. The net present value of the

additional cash flows generated above these hurdle rates is the theoretical value of the land. Certainly the

developer would not wish to contribute this entire amount to the college, but this calculation gives a

useful starting point for understanding what the development rights are worth. As noted in Chapter

Three, this type of real estate investment analysis is important for public agencies to perform since it is

imperative for them to engage in the predevelopment stage of a project and understand the developer's

goals and way of thinking so that it can reap the full value of its institutional land.

Hard and soft costs are assumed to be slightly lower than in the MSCBA traditional procurement scenario

($245 compared to $260 per square foot) due to the developer's assumed exemption from public bidding

laws. These construction costs are somewhat lower, although not as much of a difference as would be

expected between public and private sectors since the Authority would have very practical experience in

constructing this building and because the developer would still be exposed to City of Boston union rates.

As illustrated in Exhibit 10, a 75% loan-to-value ratio is assumed, with a 40-year amortization schedule

and term to maturity,5 a 7% permanent loan interest rate (including financing fees) and an 8.5%

construction period interest expense for 24 months. Relative to MSCBA which bond finances up front,

the developer is able to slightly lower construction interest with prudent draws. In this case, the interest

expense is calculated by capitalizing 24 equal draws from the hard and soft cost estimate.6 Despite this

slight advantage for the private sector, the Authority still has more favorable financing terms since it is

entitled to a tax-exempt rate and earns short-term interest on the bond proceeds, as indicated in Chapter

Three and calculated above.

Exhibit 11 shows a forty-year proforma for the property from the developer's perspective. The revenues

are estimated to be five percent higher than under the traditional MSCBA approach, since the developer

would have an easier time filling vacancies with students from other institutions and have somewhat more

control over setting higher rents. While it could be argued that the private developer could capture even

more revenue than this, the rents for the building are already projected to be quite high relative to market

apartments and peer institutions. In addition, the residence hall would house a majority of MassArt

students whose rents would need to be subsidized and stabilized in order to fulfill the "primarily for the

benefit of' clause discussed in the previous chapter.

5 While the actual term to maturity for a commercial mortgage will certainly be less than the amortization term, they
are assumed to be the same in this study to avoid additional assumptions related to refinancing.



The operating expenses are assumed to be similar to that of the traditional public sector delivery approach

since a private management company would manage the facility in that case as well. However, in this

case, the developer would not make annual operating payments to MSCBA or MassArt, nor would there

be a management fee. Real estate taxes are estimated to start at $50,000 per year, and are assumed to

escalate, like all stated operating expenses at 3% per year to account for inflation.

It is assumed that the developer would contribute 25% of the required equity in the first year of

construction and the remainder in the second. Using these assumptions, the property generates a before

tax return on equity of 14.4%, and an after tax return of 11.0% with a marginal tax rate of 39%, as shown

in Exhibits 11 a and 1 1b. By definition, the development rights to the land are worth zero at the calculated

internal rates of return. Most likely, a developer would have a required before-tax return of 16% and an

after-tax hurdle rate of 11%. It could be argued that these rates could possibly be 15% and 10%,

respectively, since this is an institutional, and arguably less risky project, however this analysis assumes

the former in order to be conservative. The land is not worth anything under the pre-tax scenario and only

up to $750,000 in the after-tax one, depending on the specified discount rate.

If the assumptions were more aggressive, the developer might be able to achieve a higher return, thereby

allowing him to offer more for the land. For instance, if the premium on MSCBA projected revenues is

increased to ten percent instead of five, the before tax internal rate of return is 16.1%, leading to a

$58,000 net present value for the land at a 16% discount rate. Alternatively, if the developer were able to

lower hard and soft costs even more, to $230 per square foot, this would achieve a similar after tax return

on equity of 15.9%, yielding to comparable land values. While more research would need to be

performed on the developer's construction costs and financing alternatives, this analysis provides a rough

estimate of what a private entity would pay for the second half of the residence hall site.

The land value, which, given assumptions in the range of the stated ones, would probably be less than $1

million, could either be paid up front, or as a series of annual lease payments over time. A lump-sum

payment might be a beneficial strategy if the college wishes to raise some capital to make other

institutional space moves, as was the case in the Merck/Emmanuel deal. However, the money generated

from the land payment, which probably would not amount to that much anyway, could be raised through

a bond issue or by earmarking free cash flows from the Authority's own future development. On the

other hand, if the money were paid up front, this money would then be gone, and the College would not

have an annual income stream in the future, as would be the case with an annual lease payment.

6 Calculations are not shown



Preferred Alternative

In comparing the two alternatives, it is important to take into account the fact that under the private

developer approach there is considerably less development and operating responsibility and risk for

MSCBA and MassArt. Therefore the estimated value of the land under the private lease strategy must be

compared with more heavily discounted cash flows under the traditional MSCBA procurement method.

Even if the college could get $500,000 for the land under the developer approach, this is significantly less

than the $5 million net present value of cash flows under the traditional procurement method, discounted

at 8% or 9%, which is an appropriate risk and responsibility adjusted rate. Even if the cash flows under

the traditional approach were discounted at 11%, the present value would still be $3.5 million.

Clearly, the traditional procurement approach is the preferred alternative between these two options since

it provides the college with the highest net present value given the appropriate discount rate. Within this

scenario, an escalating bond payment structure is the recommended strategy since it provides a steadier

stream of cash flows over the life of the building and a higher net present value, even though more total

debt service is paid over the 40-year term.

While utilizing the private sector might seem attractive since it lessens the college's responsibility,

MassArt must be careful not to give away too much control of its assets, as is the case in a long-term

lease, unless it can generate substantial revenues from it to pursue other mission-related activities. In the

case of the second phase of the residence hall, where construction costs are high and revenues are

relatively low with limited growth potential, a developer would not be able to achieve an attractive

enough return in order to justify paying more for the land. If MassArt's main goal were to produce

additional student housing with limited involvement and lessened risk, the developer lease might be an

appropriate option. However, because the college is primarily interested in generating additional revenue

in the context of an overall institutional mission, the traditional procurement approach should be the

preferred strategy.

EXISTING TOWER

As indicated in Chapter One, one of the primary conclusions of the Kyu Sung Woo conceptual master

plan was to vacate the top floors of the existing tower building on Huntington Avenue. The impetus

behind this move was to consolidate existing academic and administrative uses and to free up leaseable

office space that would generate additional revenue for the college. While the master plan concluded that



the top floors would be relocated, there has been interest in potentially vacating more, in order to make

this a more viable office project.

Since neither MSCBA nor MassArt has experience or legislation to participate directly in commercial

office space development or operation this alternative would require some private sector participation. If

there were a significant number of floors made available, a private developer might be interested in acting

as lessee and sublessor. If the project only included four floors of rentable office space however, the

MSCBA would more likely pursue its traditional procurement methods and hire a private company as

consultant or project manager. A public-private partnership model would not be appropriate here given

the limited scope and minimal mix of revenue-producing uses of the project.

Private Developer as Lessee

As discussed in Chapter One, the existing tower building totals 273,000 gross square feet. If some of the

spatial moves of the master plan were thought of differently, up to 125,000 of these square feet could be

made available to a developer for lease, under the condition that he renovates the entire building along

with it. This lease-leaseback is similar to the John Jay project described in Chapter Two in that the

institution is renting space in a privately renovated facility that it eventually will own. However, in this

case, because MassArt also is the ground-lessor, it is exempted from paying rent, and may even be

entitled to additional consideration.

The project would require major capital improvements to the building in the form of HVAC, data,

plumbing, electrical and a new entrance; however, the bottom floors occupied by MassArt would not

require as much investment as the commercial space, in that it would be reserved for academic uses.

Based on conversations with an independent consultant to MSCBA, renovation costs of the existing tower

are estimated to be $50 per square foot (hard and soft) for the 125,000 gross square feet of office space,

and $25 per square foot (hard and soft) for the remaining 148,000 gross square feet, totaling $9.9 million.

Most office developments in Boston need parking in order to make them marketable. Therefore, as part

of the deal, MassArt should require the private entity to construct two levels of underground parking

below the courtyard, totaling 70 spaces; 60 of these spaces would be for the office employees and 10 for

MassArt staff. This would not only make the office project more viable, but it would provide the college

with additional parking and lower its required level of intervention if it were to eventually pursue

development of the courtyard (discussed below). This below-grade parking garage, which would be

designed to be able to support a 20-story tower on top of it, is estimated at $40,000 per space due to the



tight site conditions, making the total parking structure cost just over $2.8 million.

In either case, the approximately $12.7 million in hard and soft costs for the total project would be

covered by traditional debt and equity, with a loan-to-value ratio of 70%, as shown in Exhibit 12. The

deal structure for this development would be a private developer lease, similar to the residence hall

alternative described above, except that the lease payment would be for the right to build on the vacated

floors, as opposed to on the land. It is recommended that the floor area be made available for a 30-year

lease, at the end of which it would revert back to MassArt. Similar to the calculations for the second

phase of the Ward Street residence hall, the development rights are determined by estimating the private

entity's financing capabilities, construction costs and net operating income, in combination with assumed

financial hurdle rates.

Exhibit 13 is a developer 30-year cash flow projection of the project starting in 2005. Rents are

proforma-ed at $35 per rentable square foot (rsf), which currently reflects typical Class A office space in

Boston; rents are adjusted to inflation every five years. Vacancy starts off quite high at 15% due to the

current office space surplus in the Boston metropolitan area, but then levels off to 5% except when leases

are anticipated to roll in every fifth and tenth year. The parking spots are expected to generate $260 per

month each, with a very low vacancy due to the high demand in the area and by the college.

Operating expenses, which would also include management of the parking facility, are estimated to be

$11 per gross square foot (gsf) of the redeveloped area of the tower, and to escalate at 3% for thirty years.

However, increases in operating expenses are absorbed by the tenant in the form of expense recovery, and

therefore shown as revenues. That is, the developer is only responsible for the amount of operating

expenses paid during every fifth year of tenancy when the base amount is reset. Tenant improvement

allowances are 25% of the rolling rentable square feet and are factored in at the end of the lease terms.

Under these assumptions, the property generates a before and after tax return on equity of 25% and 19%,

respectively. The bottom of Exhibit 13b summarizes the net present value of the development rights at

varying discount rates. Using a 16% before-tax and 11% after-tax hurdle rate, the developer would

theoretically be willing to pay between $2.7 and $3.2 million for the 30-year lease, or approximately $24

per FAR square foot. One should also keep in mind that the redevelopment includes the construction of

two levels of underground parking in the courtyard, which gives the college a big advantage if it were to

pursue future development. This additional value to the college is at least equivalent to the cost of

building the foundation itself, which is estimated at $2.8 million, as calculated above.



The approximately $3 million amount could be paid up front or as annual lease payments to the college.

If it were paid in a lump sum, the money could be used to fund some of the capital improvements

recommended by Kyu Sung Woo in the conceptual master planning study. While this would not directly

fill the college's annual funding gap, it would start to make the campus more efficient and attractive. If

the development rights were structured as annual payments, this would provide the college with

additional revenues over the 30-year lease term.

Exhibit 15 illustrates a revised developer proforma for the project, with financing that could cover all of

the assumptions made previously plus a $3 million value for the development rights, as shown in Exhibit

14. The lease payments are divided into base rent and participation rent, as discussed in Chapter Three.

The base rent, which escalates at 3% per year to account for inflation, is taken out after debt service, but

before the developer is entitled to any cash flows. The participation rent is paid after this and is equal to a

fixed percentage of the equity before tax cash flow (EBTCF). These variables are adjusted so that the net

present value of the lease payments to the college is approximately equal to the predetermined land value

and so that the developer achieves 16% before tax and 11% after tax required hurdle rates. The base rent

is discounted at a 7% rate, while participation rent is discounted at 11%, in light of the risk associated

with differing priority in cash flows.

One alternative to satisfy these parameters is to start the base rent at $125,000 and to make the

participation rent 10% of the remaining equity before taxes, as shown in Exhibit 15. Using these

assumptions, MassArt could expect between $150,000 and $200,000 per year in the first few years

escalating to $500,000 by the end of the 30-year lease term. There are many possibilities in structuring

these lease payments depending on the college's financial objectives and confidence in the viability of the

project. If MassArt were ready to take on more risk, it might want less in the form of a base rent and

more in the participation. For instance, if the base rent were reduced to $90,000 in the first year, MassArt

would be entitled to a 15% participation of EBTCF, in that the developer would receive its required

returns and the present value of the lease payments would remain the same. This scenario would yield a

larger range of lease payments, from $143,000 in the first year to $575,000 in the last, due to the increase

in risk that MassArt would be bearing.

An important consideration is that these lease payments are based on the land value as determined by the

previous analysis; if assumptions about construction costs or financing were to change, so would the lease

payments, although the same model structure could be employed. Another variable that could affect the

evaluation of the lease payments is the discount rates that are applied to them. If either the base or



participation rents are considered to be riskier than shown here, the discount rates should be increased

even more.

Whether MassArt should take the value of the land in a lump sum or in an annual lease payment will

depend on the specific financial objectives of the college with regard to this intervention. Based on

conversations with key personnel at the college, it seems that this project should be viewed as an

opportunity to start the capital campaign outlined by Kyu Sung Woo. Once those projects are completed,

the college will be in a better position to pursue other entrepreneurial real estate development, such as the

Kennedy site, described at the end of this chapter.

MSCBA Procurement

This scenario would be appropriate if the college were only able to vacate the top four floors of the tower,

thereby not making this an attractive enough development opportunity for a private developer to get

involved. Under this alternative, the private developer, in its role as "contractor," would oversee the

design and renovation process and receive a fee for its services. Ownership, responsibility and claims on

the lease payments would reside with MassArt, net of the debt service commitments. There is a

possibility that this project might not be able to be financed by MSCBA since it does not directly

correlate with the welfare of the college students or staff. Therefore, if this approach were pursued, it

might require additional enabling legislation for MSCBA or need to be a DCAM project; either of these

options would most likely take a number of years to complete.

For the purposes of this study, however, it is assumed that MSCBA could utilize its traditional

procurement approach with some additional private sector involvement than is traditionally needed.

Exhibit 16 illustrates estimated development costs and a proposed financing strategy for this project.

MSCBA's soft costs are assumed to be slightly higher than in the above scenario to take into account the

developer fee. However, total development costs are similar since less of the tower would be renovated

to the commercial space standard. Exhibit 17 shows a thirty-year proforma of the project. The top floors

of the tower total 66,000 square feet with a known net to gross area ratio of 78%, yielding a total rentable

area of 51,000 square feet. All other assumptions are the same as the developer lease model, except that

operating costs per square foot are slightly lower since MassArt would certainly be able to achieve some

economies of scale.

Given these parameters, this project would produce significant cash flows for MassArt, even in the first

few years of operation. The net present value of the free cash flows is estimated to be $5.5 million, at an



11% discount rate, which is an appropriate hurdle rate for MSCBA in this case since it is acting as a

commercial office space developer.

Preferred Alternative

Both scenarios produce attractive net present values for the college and place it in an excellent strategic

position for pursuing other development in the courtyard, due to the concurrent parking foundation that

would be constructed. The preferred procurement strategy will depend on the number of floors that

MassArt is able to make available in the tower as well as its goals relative to this intervention. Assuming

it can free up enough space for either scenario, it is recommended that MassArt pursue the lease

arrangement if it wishes to engage in a project that can be completed faster with less of a claim on the

revenue streams. This alternative is also attractive since it is an opportunity to upgrade the tower building

without using the college's or Authority's capital.

If, on the other hand, MassArt wishes to attempt to capture the full value of the underutilized office space

while keeping more control of its assets, it will need to develop the space itself using the second

alternative. This will necessarily take more time, thereby reducing the perceived financial gain on a net

present value basis. For instance, if the free cash flows under the MSCBA approach were discounted an

additional two years, the value of the project would decrease to $4.5 million.

In either case, MSCBA and MassArt should be proactive about pursuing potential tenants for the space in

order to reduce leasing risk. The project will be much more viable and attractive if a tenant commits to

occupying a majority of the space for a significant lease term, as was seen in the Rutgers University case.

COURTYARD SITE

The framework master plan identified this site for a 20-story, 120,000 square foot tower with two levels

of underground parking. The building was envisioned with a glass curtain wall, so that it would be light

and transparent without the feeling of obstruction. The development was described as the new heart of

the campus that would unify the surrounding activities and uses and create an interesting journey into the

campus, with unfolding views and vistas. The space around the tower could be designed as a formal

public space with a sculpture garden, or as a more private, intimate area for the college. While a 20-story

tower may seem like a large building for this site, it has been noted that it will be in context due to the

number of other similar-sized buildings in the area, as described in Chapter One.



An independent consultant for MSCBA estimated construction costs for the building in excess of the

costs of the new residence hall, which was $245 per square foot. It was further assumed that 10% of these

costs went towards the foundation, leaving $220 for just the residence hall superstructure. On top of this

number, there would be a $20 premium due to tight site conditions and a $15 addition for a glass exterior,

totaling $255 per square foot. With the escalated construction costs due to inflation for two years, this

results in an approximately $270 per square foot, or $32.4 million cost, for just the superstructure. One

option for lowering construction costs is to not build the tower out of glass, but it would then lose its

feeling of airiness and openness, which is an important element of the building. If the foundation is not

built through the existing tower development discussed above there would an additional cost of $2.8

million, averaging out to $293 per FAR square foot.7

Due to the small footprint of the building (6,000 square feet), the program of the tower is limited. The

development is further constrained by the need to include only revenue-producing activities due to

anticipated high development costs. In light of these factors, it was decided that the best program for this

building would be residential on the majority of floors, with some income producing art-related uses on

the second and third stories. Unlike the residence hall on the other side of Huntington, this facility would

only be available to MassArt students due to its central location on the campus. The dormitory would

also differ in that it would not include live/work space due to its proximity to campus facilities and the

unusually small footprint.

The ground floor would be used as a lobby, with the added benefit of simplifying the complex circulation

patterns at that level. Two levels of underground parking would either serve the existing tower

redevelopment if it was to happen, or it could be additional parking for the campus. Only in the latter

case would MassArt directly receive substantial revenue from it.

In terms of procurement, the traditional MSCBA delivery method is the preferred alternative. A long-

term lease with a developer should not be considered as an option since MassArt should not want to

relinquish complete control of such an important site to a private entity. Additionally, the building type

lies within MSCBA's core business and there is little to be gained from involving the private sector. A

public-private partnership does not make sense for this project because it is a relatively straightforward

program with little mixing of uses.

7 FAR square feet do not include parking; this estimate is calculated by adding the $2.8 million cost of the

underground parking to the $32.4 million cost of the superstructure and then dividing by 120,000 FAR square feet



As seen in the Yale Center for British Art case in Chapter Two, institutions must be honest about the

revenues that an art-related facility can generate. Typically, these types of project require some form of

cross-subsidization from other uses; the key is to make sure that capital and operating costs are covered

and that the programs are complementary. It is clear from the specified program that this development

should be viewed as a predominantly residential, revenue producing building with additional art-related

uses if it is financially feasible. Since MassArt already participates in variety of current community-

oriented initiatives and because the development costs of the project are so high, the only potential art-

related use would be a revenue-producing one. One option for this space is continuing education; this

alternative makes sense since the conceptual master plan identifies this program as one that should have a

more public presence on campus in order to encourage activity at night and during the summer months.

Exhibit 18 illustrates the development costs and financing strategy for this project using traditional

MSCBA procurement methods and an escalating bond payment structure. Exhibits 19 and 20 are first

and ten-year proformas, respectively, for the specified tower. Since this building would not open for at

least another four years, the revenue and operating assumptions are difficult to estimate. However, for

simplicity purposes, and to see if the project could go forward immediately, the numbers are inflated to

approximately reflect 2005 costs and values.

For the residential component of the building, rents are estimated to be higher than in the phase two

residence hall in light of the better location and views. Similar to the other residential facilities, however,

rents are anticipated to escalate at 4% per year, based on historical MSCBA averages. Based on these

inputs, residential revenues are calculated to be $18 per square foot in the first year, as shown in the first-

year proforma.

From a real estate investment perspective, the program for continuing education would only be included

in the development if it could generate at least this much in marginal revenues. However, in light of the

goal of the college to integrate its programmatic uses and simplify circulation at the ground levels, as well

as the understanding than an art-related use typically requires some special funding, this is an appropriate

use for the second and third floors. Furthermore, from an urban design perspective, a residential use

would not work on the lower floors since it have limited light and views, in addition to the fact that it will

be directly adjacent to academic and administrative uses.

8These programs include the UrbanArts Institute, Art Inspired Teaching and Learning, Looking to Learn Program,
Service Learning and Community Outreach, and the Visiting Artist program.



For these reasons, the program for continuing education remains the preferred alternative for the lower

floors of the facility. Based on the estimates of revenues from similar programs in Chapter Two, the

program for continuing education element could potentially include 50 students at $1000 per student per

year, yielding revenues of $17 per gross square foot; $100,000 in annual operating costs are also assumed.

Management of the tower would be the responsibility of a private management and is assumed to be 6%

higher than the new residence hall, excluding the program for continuing education, which is accounted

for above. After the initial ten-year period, net operating income is escalated at 2.5% per year.

Using these assumptions the property generates free cash flows as summarized in Exhibit 21. Based on

this analysis, the net operating income in the early years of operation is not enough to support the debt

service, even with the underground foundation already in place from the redevelopment of the existing

tower. The reasons for the operating deficiency include high construction costs and the fact that MassArt

rents are not subsidized by students from other institutions, as they are in the newly completed dormitory.

If MSCBA were to develop the project without the foundation already in place, construction costs would

be even higher ($293 FAR square foot, as calculated above), but the college would be able to generate

additional revenue from the parking. With these assumptions, the project is still not viable, generating

only slightly higher cash flows than the previous scenario. This is to be expected since the underground

parking facility is slightly more than self-sustaining after debt service. The net operating income, debt

service and free cash flows under this second scenario are shown in Exhibit 22.

As shown in Exhibit 23, neither alternative generates a net profit until the ninth year of operation. In

assessing the two development options, it is important not only to look at the cash flows, but also at their

net present value using the appropriate discount rate that reflects the associated risk of the project. It is

possible, that these can be positive NPV projects despite operating shortfalls in the early years.

The courtyard residence hall is a riskier development than MSCBA is accustomed to building since it is a

bigger facility with a more complex type of construction. There is additional risk in the second

alternative where parking must be built and there may be unforeseen construction issues related to

subsurface conditions. In light of these variables, the free cash flows of the first alternative are

discounted at 8% or 9% and the second one is discounted at a higher rate of 10% or 11%. In both cases,

this analysis produces a negative net present value.

In light of the operating shortfalls and the negative NPVs, neither of these two development scenarios

seems feasible at the current time since MassArt's main goal is to generate cash flows as soon as possible.



In addition, as was the case in the analysis of the second phase of the residence hall, rents are assumed to

increase at 4% annually for the first ten years, which may be too aggressive. However, this exercise is

still useful in developing a framework for comparison in case one of the model variables were to change

that would allow them to be more profitable at the outset. For instance, an additional programmatic

possibility is to include faculty or staff condos on top of the tower as was seen in the Manhattan

Marymount case in New York City. Another variable with regard to the viability of this project is that

due to its proposed architectural design, it has the potential to be a landmark project, thus creating the

possibility for significant donations.

KENNEDY SITE

This site was identified as an attractive commercial development opportunity due to its excellent location

on the corner of Longwood and Huntington Avenues. The existing Kennedy building would be

demolished to make way for a 20-story, 216,000 square foot, tower with three levels of underground

parking. This development would be ideal for a medical or pharmaceutical use, in light of its proximity to

the nearby Longwood area. Companies in this industry are constantly looking for office and research

space in this area, since it is imperative for them to be close to their peers and competitors. This project

would be similar to the Merck deal described in Chapter Two; however a big concern would be that a

pharmaceutical use does not further MassArt's mission in the same way as Emmanuel's.

A further complication in light of the preliminary legal analysis discussed in Chapter Three, is that the

development would also need to include some college-related activities. However, this can be seen as an

opportunity rather than an obstacle since the first two floors could include a new student center and

possibly some administrative functions such as admissions and the registrar. Alternatively, or in addition,

the college could build a retail art store similar to the RISD case, discussed in Chapter Two; this would

give MassArt a legitimate presence in the facility with various revenue-producing uses. The programs in

the existing Kennedy building would need to be relocated to other areas of the campus, as outlined by the

conceptual master plan. These new facilities could either be provided directly by the college or with the

assistance from a private developer.

Since this facility type lies outside of MSCBA's and DCAM's core businesses, it is advisable to involve

the private sector in some way. The deal could be structured as a long-term lease with a private

developer, similar to the existing tower alternative described above, or as a public-private partnership.



The lease alternative is attractive since it reduces the operating responsibility that MSCBA would have to

take on. However, a partnership might be a more attractive option in light of the scale and mix of uses of

the facility, as well as the opportunity for the college to more actively participate in the revenue

generation. It is still unclear, based on the incomplete legal analysis, whether the joint venture approach

is a realistic option for MSCBA and MassArt to pursue; however, it is still useful to outline a potential

deal structure in order to establish a framework for assessing alternatives and values. The two

procurement options are explored in more detail below, with a 2007 anticipated first year of operation.

Private Developer Lease

According to an independent estimator for MSCBA, hard and soft costs for this project should be

approximately $275 per square foot for the superstructure plus $40,000 for each of the 200 underground

parking spots. Exhibit 24 illustrates development costs and financing, assuming a 40-year mortgage with

a 7% permanent interest rate and a 70% loan-to-value ratio.

Exhibit 25 is a 40-year developer proforma with associated residual land values. A preliminary design of

the building provides 18 floors of office totaling 184,320 gross square feet; using a net to gross ratio of

80% yields 8,200 square foot floorplates. This office space is projected to rent at $40 per square foot in

2007, with varying vacancies consistent with anticipated lease turnovers. Although the floors are quite

small, it is expected that the development will still capture high rents due to the limited supply of office

space in this area. The bottom of the exhibit illustrates a range of starting rents relative to varying

discount rates. The bolded NPV numbers are the ones that are the most likely scenarios; that is, the

highest rents are discounted more and the lower rents, less. This analysis proves that even if the rents

were lower, the building revenues would still be worth a similar amount in light of the lessened risk of

achieving those lower rents. In most cases, the net present value of the pre-tax office rents is

approximately $40 million.

The 11,000 square feet of ground floor retail has a net to gross ratio of 80% and is expected to rent at $30

triple-net. The 200-car parking garage is anticipated to garner $300 per space per month, with minimal

vacancy. Operating expenses for the office are proforma-ed at $13 per gross square foot, including real

estate taxes, based on typical office building recent averages. Expense recoveries are calculated in the

same manner as under the existing tower project.

Given the stated assumptions and a 3% escalation factor over the course of the project, the developer's

before tax and after tax projected IRRs range between 5% and 7%, which are clearly too low given the



associated risk of this development. The main reason for these low returns is that the property is

operating at a loss for the first ten years or so, and these cash flows are the most important ones in driving

a return since they are not discounted as much as the later ones. Another factor that makes this project

not viable is that the DSCR is below 100% in the early years, meaning that the net operating income is

not enough to support the debt service.

In order for a private company to operate the property comfortably in the early years and break even over

the course of the project with a 16% before-tax and an 11% after-tax hurdle rate, the office rents would

have to be between $55 and $57 per rentable square foot. These required rents seem high even for the

supply-constrained Longwood area, particularly since the floor plates of the building are not ideal for

pharmaceutical use. Therefore, the private developer approach does not seem feasible, predominantly

because of the cross-subsidization required for the $5.5 million new student center. 9 In order to make

this project possible, both financially and operationally, it seems that it would require increased

involvement from the college and/or MSCBA.

Public-Private Partnership

As discussed in Chapter Three, this deal structure attempts to utilize the strengths and mitigate the

deficiencies of the private and public partners. There are a number of reasons why a public-private

partnership might be an appropriate procurement alternative for this site. First of all, there is an

opportunity to reduce operating costs and achieve economies of scale, as was seen in the Education

Village case, since the two uses are in the same building. Second, since a main goal for the college is to

generate additional revenue, this would be a way for it to more actively participate in the value that is

created from its existing assets, even beyond the alternatives presented by a long-term lease. Third, a

partnership allows for a more seamless alignment of interests, particularly when the developer is forced to

invest cash equity. Finally, lower development costs can potentially be achieved with the combination of

private equity and low interest public debt.

As in the previous cases, the value of the development rights are calculated by estimating operating

assumptions and financing capabilities, as well as assumed developer hurdle rates. In this case, however,

the residual land value will not be viewed as a payment owed to MassArt, but rather as its equity

investment in the deal. The college will require a return on this equity, just like a developer would.

Financing would be in the form of an MSCBA escalating payment tax-exempt bond issue as well as some
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cash equity from the private partner. In this case, it is assumed that the bond issue would cover 80% of

the hard and soft costs plus a 2.5% developer fee; the developer would be responsible for the remaining

20% of the development costs in the form of equity. These calculations, along with the associated

MSCBA 40-year escalating bond issue, are shown in Exhibit 26.

Exhibit 27 illustrates operating assumptions and calculated returns for the project. Since the partners

should be able to achieve some management efficiencies, net operating income is assumed to be 5%

higher than under the private developer scenario. Using these projections, the developer receives a 10.6%

and 8.1% before and after tax return on equity, respectively. Given the previously stated before and after

tax required hurdle rates, this is not a feasible project for a private company, although the returns are

reasonable enough that this approach should not be dismissed immediately. For instance, the

development would break even either if the office rents began at $45 per square foot or if development

costs were reduced to $225 per square foot. More likely than either of these variables changing so

significantly is a combination of both, along with the potential to lengthen the lease term to more

comfortably amortize the loan.

Assuming the deal was more viable, the Authority's equity would be an agreed upon value of the land

plus any other cash that it or the college would be willing to contribute. For the purposes of this exercise,

it is assumed that the college's equity investment is a land value of $2 million, even though the residual

value analysis did not assign it a positive number. Exhibit 28 illustrates a simplified deal structure

whereby the developer receives its 2.5% developer fee spread out and escalated over the first five years,

plus a 2.5% of NOI management fee for the life of the project.10 After these preferred returns, the cash

flows generated from the development are split between MassArt and the developer based on their equity

investments and estimated risk in the deal. In the illustrated scenario, MassArt receives 15% of the

remaining cash flows and the developer is entitled to the rest. Even with an even split of cash flows and

investments, however, the college's return will always be higher since it has a marginal tax rate of zero.

On the other hand, only the developer can benefit from the depreciation tax deduction.

Using these assumptions, the developer achieves a 9% before-tax and a 7% after-tax internal rate of

return, respectively, on its initial equity investments, while MassArt receives 10%. However, the private

and public numbers should not necessarily be compared in the same way as if they were both cash

contributions. In addition, as noted above, the college is less interested in overall return as in establishing

9 The student center value is equal to 20,000 square feet times $275 per square foot.



a steady cash flow early on and growing it modestly over time.

Clearly, as discussed in Chapter Three, there are endless possibilities in structuring these types of

partnerships. The point of this model is neither to outline the specific terms of the deal nor to estimate the

exact cash flows that it can generate. Rather, this setup illustrates that MassArt can achieve higher

revenue streams with greater control over its facilities than under a more traditional long-term lease.

Additionally, a developer can expect an attractive return without having to contribute nearly as much debt

or equity capital.

Preferred Alternative

In comparing the long-term lease and public-private partnership approaches, it seems that the latter would

be the preferred approach, provided it was legally permissible and the model variables could be made less

conservative. Under the long-term lease option, the developer is required to finance and bear the full risk

of the project that includes uses that he would not have complete control over. From the college's

perspective, while it is not actively involved in the project, it is bearing some the risk in its role as land

lessor. Further, it is giving up control of an important corner near its campus, which may not be a prudent

strategy from a long-term institutional planning perspective. In the joint venture approach, financing,

risk, and responsibility are shared which align the interests of the involved parties. From a financial

standpoint, it is clearly more attractive to MassArt, while only moderately more so to the developer.
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CHAPTER V: NEXT STEPS AND CONCLUSION

Based on the analysis performed in the previous chapter as well as other considerations brought forward

in this thesis, it is now useful to outline a phasing plan and implementation strategy for MassArt and

MSCBA going forward. This chapter also explores various broader conclusions that this study has

introduced.

PHASING & IMPLEMENTATION

In light of various discussions with the college, the Authority, their boards, and consultant teams, a clear

phasing plan for the future real estate development opportunities has been outlined. While these projects

can be thought of independently, MassArt will be better off it can structure the phasing so that the later

projects are made more feasible through earlier strategic moves. However, no development should be

undertaken if its viability is dependent on that of a subsequent one.

As discussed in the previous chapter, it is advantageous for an institution to be proactive in engaging in

the predevelopment process, as Levitt states:

The university's control is maximized if the institution advances the funds needed for the
feasibility study. By taking the role of entrepreneur and providing the funds to prove a

project's marketability, the university can preserve its ability to determine unimpeded the
role it eventually should play in development and what rewards or benefits it wishes to
obtain in a venture with one or more private parties.'

MSCBA and MassArt have already begun to do this by developing this study and the conceptual master

plan. This trend should be continued to give them negotiating power relative to the private sector and a

fuller understanding of the financial potential of each of the sites.

MassArt's next step should include an analysis of demand for student beds both at MassArt and at

surrounding institutions, with further investigation into the reasonableness of the revenue and operating

assumptions for the second phase of the residence hall. If there is a proven demand and feasibility, this

development should be pursued using traditional MSCBA procurement methods. As discussed above, a

long-term lease with a private developer does not provide enough financial return for the college to justify

it giving up control of the site. However, if a developer could somehow lower development costs and



improve financing terms enough to be able to pay substantially more for the land, the college should

consider this alternative. Any consideration of the long-term lease scenario should take into account the

revenue and operating assumptions of the developer, with particular focus on the annual rent increases.

Concurrent to this project, the college should investigate the feasibility of leasing the top floors of the

existing tower building, which will be vacated in the next one or two years, provided that the Kyu Sung

Woo conceptual master plan goes as planned. Included in this study would be an estimate of renovation

costs for the entire building and a feasibility study of constructing the underground parking in the

courtyard. In addition, since the Boston office market is currently weak, careful consideration should be

paid to ascertaining what types of rents those floors could garner. Additional investigation should be

made into how the operation of the facility would work relative to MassArt's and the private entity's roles

and responsibilities. Finally, MSCBA and MassArt should seek out tenants on their own in order to

mitigate the perceived leasing risk associated with the project.

The Kennedy site is a longer-term option, which will happen in concert with the larger-scale space moves

outlined in the conceptual master plan. The redevelopment of this site will be dependent on the

performance of the office market, particularly for pharmaceutical-related companies, as well a closer

examination of the legal issues involved in MSCBA partnering with a private entity. Since the above

public-private partnership example is a simplified deal structure, a more detailed analysis should be

undertaken, which would include a more thorough examination of the variables in allocated cash flows

and associated risks, as discussed in Chapter Three.

The courtyard site is not currently a viable option due to the premiums associated with building in glass

and in such a confined space. Even if the underground parking is constructed in conjunction with the

redevelopment of the existing tower, the development of the courtyard building is still not feasible with

current financing and revenue projections. While other uses, such as faculty condos, could potentially

generate higher revenues and thus support the debt service, this might not be a prudent strategy for the

college, considering the site's location and importance to the campus. This site should be viewed as a

long-term "land bank" for MassArt, since development of some form of facility could certainly be

possible in the future if various factors were to change.

While the cash flows generated from the above projects do not directly fill the identified $3 million

annual funding, the college must be careful not to appear like it is making too much of a profit anyway

I Levitt, p.54

104



through real estate ventures, or else the Commonwealth may cut its appropriation. As Levitt states, "in

the worst of all worlds, the university may find that the more skillful it is at the real estate business, the

less basic support the state is willing to provide." 2 This is not to say that MassArt should not attempt to

be innovate and entrepreneurial, but rather that it should be smart about the way that it is going about it.

For instance, with the free cash flows that are created, it would be prudent, from a public policy

perspective, for the college to earmark certain funds to go towards various capital improvements and

reorganization of the campus, as indicated in the goals of the master plan.

Another way in which MassArt is realizing value without necessarily showing it in free cash flows, is that

many of the above development projects are implicit capital improvements made around the campus.

These projects include the parking foundation provided by the existing tower redevelopment ($2.8

million), the new student center ($5.5 million), and the underground parking at the Kennedy site. This is

a good strategy for the college to indirectly invest in the campus without having to outlay much capital

and bear the development risk in doing so. While free cash flows generated from the real estate ventures

may be targeted to go to another project, the second strategy of including capital improvements within a

larger development scheme ensures that the projects will in fact get done. In order to go forward with any

of these alternatives, however, the college needs to make decisions on the relative importance of cash

flow generation versus capital improvements, as well as other factors, discussed below.

The most important consideration in going forward with any of the preferred alternative is for MassArt to

gain consensus among its constituents with respect to the projects' scope and importance. The college

and MSCBA should carefully and thoroughly engage its board members, faculty, trustees and students in

an attempt to gauge their interest, support, level of commitment and expectations for the various projects

and institutional moves.3 The college has already begun to do this in formulating the conceptual master

plan with key personnel but must be diligent about including other stakeholders before going too far

forward with any development.

Included in the task of gaining support is to clearly identify the objectives of the project and an

implementable strategy for accomplishing them. This can also be helpful in the deal-making stage of a

project, as Douglas Porter states:

Before entering negotiations, public officials should take pains to identify their

objectives, priorities, and potential tradeoffs among objectives. This process is important

2 Levitt, p.6 1

3 Stainback, "Privatization is the Answer, but there is no free lunch," p.68



not only to establish a framework within which to carry out negotiations but also to
enhance the ability to communicate those objectives to the private developers.4

The five goals outlined in the first chapter are an excellent start for MassArt in creating a framework and

rationale for future real estate development. A further refinement of these goals is necessary, however, in

particular with regard to their relative weight and importance. As mentioned in Chapter One, MassArt

should formalize and particularize the master plan and submit it to the BRA in an effort to ease the

predevelopment process and make the sites more attractive to private entities.

Another decision that the college will need to make is the degree to which it wishes to engage the private

sector. The answer to this question is framed by the private engagement and legal discussions in Chapter

Three, but also must be confirmed with clear policy resolutions made by the college. The issues to be

discussed include not only the interrelationship of the public and private sectors, but also the specific

goals associated with involving the private sector. These goals may include additional revenue, reduced

responsibility, or increased independence from State decision-making. If revenue-generation is

paramount, the college should explicitly outline its expected additional or reduced return on investment in

order to involve the private sector.5'6 This exercise requires an understanding of what the value of

MassArt's land is beyond the analysis that is performed in the next chapter.

With regard to university-related projects in particular, Curzan and Lesser outline five guidelines that an

institution should adhere to when pursuing development with the private sector. First, the institution must

prioritize its goals and develop a system that allows it to measure various proposals' ability to accomplish

them. Second, the institution must make sure that has sufficient commercial expertise in-house or

through consultants so that it is not taken advantage of by the private sector. Third, it needs to be decided

up front how much control of a project the institution requires, and then fit the procurement and operation

strategy to these constraints. Fourth, the school must outline at the outset how much risk it is willing to

take on and what it requires in exchange for it. Finally, as mentioned above, the school must build

consensus for the project with all involved stakeholders.'

4 Porter, p. 1l
5 Stainback, "Privatization is the Answer, but there is no free lunch," pp.68-69
6 Basile
7 Curzan and Lesser, p. 7
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BROADER FINDINGS

One important conclusion of this thesis is the difference in expectations and measures of success of the

public and private sectors when participating in real estate development. Even in a case such as this,

when a public entity is attempting to be entrepreneurial, there are still clear distinctions between the two

parties. For instance, while MassArt and MSCBA are interested in generating additional annual cash

flows, it would be difficult to ascertain what their risk tolerances for achieving those revenues are and

translating that into appropriate discount rates. Complicating this exercise is the fact that for public

institutions and agencies, the objectives relative to a project are not only measured in financial returns but

rather must be balanced with those pertaining to social welfare, as Lynne Sagalyn states:

The dual nature of the public's risk exposure sets it apart from development risk-taking in
the private sector. On the one hand, as a property owner, a public agency wants to be
assured of receiving an "adequate" or "sufficient" return on the value of its land or
related investment put into a development project. This is the financial imperative of the
deal... On the other hand, the direct financial return need not be "maximized" or even
"competitive" when measured against private sector standards. Similarly, the risk/reward
relationship need not be market driven.

In light of this, the success of public real estate development should not necessarily be compared exactly

to that of private development. Due to the additional broad objectives of public development it can also

be advantageous in other ways, as Sagalyn indicates in her description of Battery Park City in New York,

it accomplished what seemed impossible: the creation of land value and the subsequent
capture of the benefits for public gain.. .The authority achieved these benefits by virtue of
its role as public developer. Public development in this case meant defining a vision and
investing in the planning, infrastructure, open space, and amenities necessary to induce
private investment.9

While attempting to balance these multiple roles and responsibilities the public sector should still attempt

to utilize the private one to its fullest capacity. In order to do this, it needs to understand the language and

rules of the game and put its financial requirements in those terms. At the same time, the private entity

must be cognizant of and sensitive to the goals and constraints inherent in public development. While

this may seem like an unworkable situation, it can be tenable with a socially progressive private entity and

an entrepreneurial public one.

Putting aside the broader societal goals of most public agencies, perhaps another reason they are not

typically risk-takers is because there is traditionally limited up side to be gained. It is not uncommon, as

8 Sagalyn, "Public Development: Using Land as a Capital Resource ," p.16
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discussed previously, that if a public entity is too entrepreneurial or creative, the State may take away

some of the benefits that have been produced. For this reason, public institutions must be smart about

how they achieve value from real estate development projects. In order to ensure that they keep a portion

of the upside, any strategy that is taken on needs to be framed within context of an overall plan and

mission so that it is acceptable to the State. Encompassed within this framework must be a balance

between generating additional operating cash flows and implicit capital improvements to the campus.

Another explanation of why public sector entities have been less likely to innovate is because most new

ideas require special legislation or approval. In approaching new types of ventures, public agencies must

not be adverse to additional legislation to the point where it limits the involved parties' ability to benefit.

It is important to keep in mind that special legislation can be general or specific, which can translate into a

wide range of time required to get it enacted. If a public entity is not ready to pursue a major legal or

structural change to its mission or authority, a preferred strategy is to craft the legislation so that it focuses

on discrete, targeted goals. This will speed up the process while making it less daunting and risky for the

public agency.

Compounding all of these factors that prevent typical state agencies from innovating is the fact that there

is inherently more accountability and exposure related to public sector work. If public officials feel like

they will be penalized if a project fails more than rewarded if it succeeds, there is an added disincentive to

innovate. In the words of Sagalyn, this type of system "typically leads some elected officials to be "less

concerned with hitting a home run that with not striking out."' 0

Despite all of these considerations, the MSCBA has proven that it is an agency that is progressive in its

approach to new ideas and strategies. In addition, MassArt has been proactive in establishing goals and

priorities for the future, with a character that is approaching the independence of a private institution. In

their attempts to be entrepreneurial, the college and the Authority had expressed a desire to explore a

variety of programmatic and procurement ideas for the identified real estate development sites, which

became a primary focus of this thesis.

At the outset of this study, it was anticipated that the public-private partnership model would be the

preferred procurement method for a number of the specified sites, since so much of the literature has

discussed the increase in these types of transactions. In practice, however, there has been a reluctantly of

9 Sagalyn, "Public Development: Using Land as a Capital Resource," p.10
10 Sagalyn, "Public Development: Using Land as a Capital Resource ," p.16

108



many of the involved players to seriously consider these types of arrangements. It seems that many

people, while they can understand the value of this approach in concept, are hesitant to engage in it

themselves since it is in large part, uncharted territory. The Authority and MassArt, despite the potential

additional claim on revenues that they could expect would rather pursue traditional delivery methods or

participate in a long-term ground lease with a developer. The concept of the blurring of lines between

public and private development and the sharing of risks, rewards and responsibilities as described in

Chapter Three, while theoretically may be appropriate, is not familiar or straightforward enough to pursue

in practice for the current situation.

A possible explanation for this hesitancy is that MassArt and MSCBA are smaller entities than city

redevelopment agencies and the effect of ultimate operating responsibility and ownership will affect them

more directly. For this reason, the College and the Authority wish to have a simpler, more clearly defined

arrangement during the deal term. In addition, as discussed in Chapter Three, the college should attempt

to shorten the lease term to allow it to make use of its underutilized space at the present but keep the

option open for long-term growth if it becomes necessary in the future. At the same time, however,

MassArt should not pursue quick and easy real estate deals just because they present themselves as

opportunities, but rather should carefully consider them in the context of an overall strategy.

Another difference between what was initially considered to be among the preferred strategies and the

reality going forward relates to the types of projects that MassArt will pursue. Chapter Two explores art-

and community- related projects, as well as multi-institutional collaborations. Again, while on an

academic level, these are excellent alternatives for the college to consider there are many harsh realities

that lessen their viability. For instance, many of the potential projects, particularly the residential ones,

are already difficult to finance since statewide rents are so low; adding in another use that requires some

subsidy only compounds the problem.

However, this is not to say that the college can not include some of these uses in one of its developments,

but rather that it needs to be realistic about what type of project it is, along with its associated goals.

Additionally, if the college can include some of these community- or art- related ideas, it would help to

make the project more attractive from a public policy and donor standpoint since it enhances an

institutional vision. If MassArt can be innovative in the way it pursues its goals, there need not be a huge

tradeoff between enhancing its institutional mission and engaging in entrepreneurial real estate activities

for financial gain.
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APPENDIX I: TYPES OF PUBLIC-PRIVATE PARTNERSHIPS'

Build/Operate/Transfer (BOT)
The private partner builds a facility to the specifications agreed to by the public agency, operates the

facility for a specified time period under a contract or franchise agreement with the agency, and then

transfers the facility to the agency at the end of the specified period of time. In most cases, the private

partner will also provide some, or all, of the financing for the facility, so the length of the contract or

franchise must be sufficient to enable the private partner to realize a reasonable return on its investment

through user charges. At the end of the franchise period, the public partner can assume operating

responsibility for the facility, contract the operations to the original franchise holder, or award a new

contract or franchise to a new private partner.

Build/Transfer/Operate (BTO)
The BTO model is similar to the BOT model except that the transfer to the public owner takes place at the

time that construction is completed, rather than at the end of the franchise period.

Build-Own-Operate (BOO)
The contractor constructs and operates a facility without transferring ownership to the public sector. Legal

title to the facility remains in the private sector, and there is no obligation for the public sector to purchase

the facility or take title. A BOO transaction may qualify for tax-exempt status as a service contract if all

Internal Revenue Code requirements are satisfied.

Buy-Build-Operate (BBO)
A BBO is a form of asset sale that includes a rehabilitation or expansion of an existing facility. The

government sells the asset to the private sector entity, which then makes the improvements necessary to

operate the facility in a profitable manner.

Contract Services
A public partner contracts with a private partner to operate, maintain, and manage a facility or system

proving a service. Under this contract option, the public partner retains ownership of the public facility or

system, but the private party may invest its own capital in the facility or system. Any private investment

is carefully calculated in relation to its contributions to operational efficiencies and savings over the term

of the contract. Generally, the longer the contract term, the greater the opportunity for increased private

investment because there is more time available in which to recoup any investment and earn a reasonable

return. Many local governments use this contractual partnership to provide wastewater treatment services.

Design-Build (DB)
A DB is when the private partner provides both design and construction of a project to the public agency.

This type of partnership can reduce time, save money, provide stronger guarantees and allocate additional

project risk to the private sector. It also reduces conflict by having a single entity responsible to the public

owner for the design and construction. The public sector partner owns the assets and has the responsibility
for the operation and maintenance.

Design-Build-Maintain (DBM)
A DBM is similar to a Design-Build, except that the maintenance of the facility for some period of time

becomes the responsibility of the private sector partner. The benefits are similar to the Design-Build with

maintenance risk being allocated to the private sector partner and the guarantee expanded to include

maintenance. The public sector partner owns and operates the assets.

National Council for Public-Private Partnerships website
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Design-Build-Operate (DBO)
A single contract is awarded for the design, construction, and operation of a capital improvement. Title to

the facility remains with the public sector unless the project is a design/build/operate/transfer or

design/build/own/operate project. The DBO method of contracting is contrary to the separated and

sequential approach ordinarily used in the United States by both the public and private sectors. This

method involves one contract for design with an architect or engineer, followed by a different contract

with a builder for project construction, followed by the owner's taking over the project and operating it.

A simple design-build approach creates a single point of responsibility for design and construction and

can speed project completion by facilitating the overlap of the design and construction phases of the

project. On a public project, the operations phase is normally handled by the public sector under a

separate operations and maintenance agreement. Combining all three passes into a DBO approach

maintains the continuity of private sector involvement and can facilitate private-sector financing of public

projects supported by user fees generated during the operations phase.

Developer Finance
The private party finances the construction or expansion of a public facility in exchange for the right to

build residential housing, commercial stores, and/or industrial facilities at the site. The private developer
contributes capital and may operate the facility under the oversight of the government. The developer
gains the right to use the facility and may receive future income from user fees.

While developers may in rare cases build a facility, more typically they are charged a fee or required to

purchase capacity in an existing facility. This payment is used to expand or upgrade the facility.
Developer financing arrangements are often called capacity credits, impact fees, or extractions. Developer

financing may be voluntary or involuntary depending on the specific local circumstances.

Lease/Develop/Operate (LDO) or Build/Develop/Operate (BDO)
Under these partnerships arrangements, the private party leases or buys an existing facility from a public

agency; invests its own capital to renovate, modernize, and/or expand the facility; and then operates it

under a contract with the public agency.

Lease/Purchase
A lease/purchase is an installment-purchase contract. Under this model, the private sector finances and

builds a new facility, which it then leases to a public agency. The public agency makes scheduled lease

payments to the private party. The public agency accrues equity in the facility with each payment. At the

end of the lease term, the public agency owns the facility or purchases it at the cost of any remaining

unpaid balance in the lease. Under this arrangement, the public agency or the private developer may

operate the facility during the term of the lease.

Sale/Leaseback
This is a financial arrangement in which the owner of a facility sells it to another entity, and subsequently

leases it back from the new owner. Both public and private entities may enter into a sale/leaseback

arrangements for a variety of reasons. An innovative application of the sale/leaseback technique is the

sale of a public facility to a public or private holding company for the purposes of limiting governmental

liability under certain statues. Under this arrangement, the government that sold the facility leases it back

and continues to operate it.

Tax-Exempt Lease
A public partner finances capital assets or facilities by borrowing funds from a private investor or

financial institution. The private partner generally acquires title to the asset, but then transfers it to the

111



public partner either at the beginning or end of the lease term. The portion of the lease payment used to
pay interest on the capital investment is tax exempt under state and federal laws. Tax-exempt leases have
been used to finance a wide variety of capital assets, ranging from computers to telecommunication
systems and municipal vehicle fleets.

Turnkey
A public agency contracts with a private investor/vendor to design and build a complete facility in
accordance with specified performance standards and criteria agreed to between the agency and the
vendor. The private developer commits to build the facility for a fixed price and absorbs the construction
risk of meeting that price commitment. Generally, in a turnkey transaction, the private partners use fast-
track construction techniques (such as design-build) and are not bound by traditional public sector
procurement regulations. This combination often enables the private partner to complete the facility in
significantly less time and for less cost than could be accomplished under traditional construction
techniques. In a turnkey transaction, financing and ownership of the facility can rest with either the
public or private partner. For example, the public agency might provide the financing, with the attendant
costs and risks. Alternatively, the private party might provide the financing capital, generally in exchange
for a long-term contract to operate the facility.
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APPENDIX II: FINANCIAL DEFINITIONS2

Present Value

Clearly, a dollar today is worth more than a dollar tomorrow, since the dollar today can be invested with

interest. The present value of the delayed payoff is determined by multiplying the expected cash flow by
a discount factor, r, which is the rate of return that is demanded for delayed payment. The number "r" is

less than 1 and is usually expressed as a percentage. The formula for present value is as follows:

PV = (CF) / (1+r), where

PV= present value
CF = cash flow
r = discount rate

Typically, an investment yield is not one payoff, but rather a series of cash flows; this formula is:

n

PV = Z (CFi) / (1+r)At, where
i=1

CFi = cash flow for n periods
E = summation
t = time period

as time goes on and t gets larger, the cash flows are discounted at a higher rate; when t=0, (1+r) =1 and

the cash flow is not discounted at all.

Net Present Value

The net present value (NPV) of an investment is the sum of the present values of the cash outflows less

the present value of the cash inflows. For example, an investor pays $100 today for the rights to $40

payments for the next three years.

At an 8% discount rate, the calculations are as follows:

-$100/(1+.08)A0 + $40/(1+.08)A + $40/(1+.08)A2 + $40/(1+.08)A3 =

-$100 + $37.04 + $34.29 + $31.75 = $3.08

The $3.08 represents additional value gained by the investor over the 8% required "hurdle"(discount) rate.

At a higher discount rate of 11%, the formula is:

-$100/(1+.08)A0 +$40/(1+.11)A1 + $40/(1+.11)A2 + $40/(1+.11)A3 =

-$100 + $36.04 + $32.46 + $29.25 = -($2.25)

2 Yung and Sherman
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In this case, the Net Present Value is negative, thereby indicating that the investment does not achieve the

11% return.

The actual return of the investment, where the NPV is 0, would fall somewhere in between 8% and 11%.

Internal Rate of Return

The Internal Rate of Return (IRR) of an investment is the discount rate at which the NPV is equal to 0.
There is no easy way to perform this calculation by hand, but it can be done easily on a computer or

financial calculator.

In the above example the IRR of the investment is 9.7% since

-$100/(1+.08)A0 + $40/(1+.097)A + $40/(1+.097)A2 + $40/(1+.097)A3 =

-$100 + $36.46 + $33.24 + $30.30 = $0
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Exhibit 1
Residence Hall Phase 2: MSCBA

84,480 square feet
$260 persf
5.4% interest rate
3.0% short term interest

40 year term

Month
1
2
3
4
5
6
7
8
9
10
11
12

Beginning
$26,243,759
$22,372,804
$21,641,424
$20,908,214
$20,173,172
$19,436,292
$18,697,570
$17,957,001
$17,214,581
$16,470,305
$15,724,168
$14,976,165

Draw %
15%
3%
3%

3%

3%

3%

3%
3%

3%
3%
3%

3%

Traditional Procurement - Sources and Uses

$21,964,800 hard and soft costs

$2,834,326 capitalized interest (2 years)

$1,639,356 debt service reserve earning at 5.0%

-$768,125 short term interest earnings

$200,000 cost of issuance
$153,754 underwriter's discount (-.70% of proceeds)

$219,648 bond insurance premium (25 bp)
$26,243,759 total proceeds

$1,639,356 annual debt service - level payment

Draw Amt
-$3,936,564

-$787,313
-$787,313
-$787,313
-$787,313
-$787,313
-$787,313
-$787,313
-$787,313
-$787,313
-$787,313
-$787,313

ST Interest
$65,609
$55,932
$54,104
$52,271
$50,433
$48,591
$46,744
$44,893
$43,036
$41,176
$39,310
$37,440

Bond $14,226,293 5.4% -$1,417,163 $579,539

$13,388,669
$11,585,077

$9,776,977
$7,964,356
$6,672,079
$5,376,572
$4,077,825
$3,825,582
$3,572,708
$3,319,203
$3,065,063
$2,810,288

-$1,837,063
-$1,837,063
-$1,837,063
-$1,312,188
-$1,312,188
-$1,312,188

-$262,438
-$262,438
-$262,438
-$262,438
-$262,438

-$1,049,750

$33,472
$28,963
$24,442
$19,911
$16,680
$13,441
$10,195

$9,564
$8,932
$8,298
$7,663
$7,026

Ending
$22,372,804
$21,641,424
$20,908,214
$20,173,172
$19,436,292
$18,697,570
$17,957,001
$17,214,581
$16,470,305
$15,724,168
$14,976,165
$14,226,293

$13,388,669

$11,585,077
$9,776,977
$7,964,356
$6,672,079
$5,376,572
$4,077,825
$3,825,582
$3,572,708
$3,319,203
$3,065,063
$2,810,288
$1,767,563

Bond $1,767,563 -$1,417,163 $188,586

104%

$538,986



Exhibit 2

Residence Hall Phase 2: MSCBA Traditional Procurement - Level Payment Bond

Year Beginning Interest % Amort $ Amort Total DS DS Reserve Net DS Outstanding

2003 $26,243,759 $1,417,163 0.00% $1,417,163 $1,417,163 $26,243,759

2004 $26,243,759 $1,417,163 0.00% $1,417,163 $1,417,163 $26,243,759

2005 $26,243,759 $1,417,163 0.85% $222,193 $1,639,356 ($84,052) $1,555,304 $26,021,566

2006 $26,021,566 $1,405,165 0.89% $234,191 $1,639,356 ($84,052) $1,555,304 $25,787,375

2007 $25,787,375 $1,392,518 0.94% $246,838 $1,639,356 ($84,052) $1,555,304 $25,540,537

2008 $25,540,537 $1,379,189 0.99% $260,167 $1,639,356 ($84,052) $1,555,304 $25,280,370

2009 $25,280,370 $1,365,140 1.04% $274,216 $1,639,356 ($84,052) $1,555,304 $25,006,155

2010 $25,006,155 $1,350,332 1.10% $289,023 $1,639,356 ($84,052) $1,555,304 $24,717,131

2011 $24,717,131 $1,334,725 1.16% $304,631 $1,639,356 ($84,052) $1,555,304 $24,412,500

2012 $24,412,500 $1,318,275 1.22% $321,081 $1,639,356 ($84,052) $1,555,304 $24,091,420

2013 $24,091,420 $1,300,937 1.29% $338,419 $1,639,356 ($84,052) $1,555,304 $23,753,001

2014 $23,753,001 $1,282,662 1.36% $356,694 $1,639,356 ($84,052) $1,555,304 $23,396,307

2015 $23,396,307 $1,263,401 1.43% $375,955 $1,639,356 ($84,052) $1,555,304 $23,020,352

2016 $23,020,352 $1,243,099 1.51% $396,257 $1,639,356 ($84,052) $1,555,304 $22,624,095

2017 $22,624,095 $1,221,701 1.59% $417,655 $1,639,356 ($84,052) $1,555,304 $22,206,440

2018 $22,206,440 $1,199,148 1.68% $440,208 $1,639,356 ($84,052) $1,555,304 $21,766,232

2019 $21,766,232 $1,175,377 1.77% $463,979 $1,639,356 ($84,052) $1,555,304 $21,302,253

2020 $21,302,253 $1,150,322 1.86% $489,034 $1,639,356 ($84,052) $1,555,304 $20,813,219

2021 $20,813,219 $1,123,914 1.96% $515,442 $1,639,356 ($84,052) $1,555,304 $20,297,777

2022 $20,297,777 $1,096,080 2.07% $543,276 $1,639,356 ($84,052) $1,555,304 $19,754,501

2023 $19,754,501 $1,066,743 2.18% $572,613 $1,639,356 ($84,052) $1,555,304 $19,181,888

2024 $19,181,888 $1,035,822 2.30% $603,534 $1,639,356 ($84,052) $1,555,304 $18,578,354

2025 $18,578,354 $1,003,231 2.42% $636,125 $1,639,356 ($84,052) $1,555,304 $17,942,230

2026 $17,942,230 $968,880 2.55% $670,475 $1,639,356 ($84,052) $1,555,304 $17,271,754

2027 $17,271,754 $932,675 2.69% $706,681 $1,639,356 ($84,052) $1,555,304 $16,565,073

2028 $16,565,073 $894,514 2.84% $744,842 $1,639,356 ($84,052) $1,555,304 $15,820,231

2029 $15,820,231 $854,293 2.99% $785,063 $1,639,356 ($84,052) $1,555,304 $15,035,168

2030 $15,035,168 $811,899 3.15% $827,457 $1,639,356 ($84,052) $1,555,304 $14,207,712

2031 $14,207,712 $767,216 3.32% $872,139 $1,639,356 ($84,052) $1,555,304 $13,335,572

2032 $13,335,572 $720,121 3.50% $919,235 $1,639,356 ($84,052) $1,555,304 $12,416,337

2033 $12,416,337 $670,482 3.69% $968,874 $1,639,356 ($84,052) $1,555,304 $11,447,464

2034 $11,447,464 $618,163 3.89% $1,021,193 $1,639,356 ($84,052) $1,555,304 $10,426,271

2035 $10,426,271 $563,019 4.10% $1,076,337 $1,639,356 ($84,052) $1,555,304 $9,349,934

2036 $9,349,934 $504,896 4.32% $1,134,459 $1,639,356 ($84,052) $1,555,304 $8,215,474

2037 $8,215,474 $443,636 4.56% $1,195,720 $1,639,356 ($84,052) $1,555,304 $7,019,754

2038 $7,019,754 $379,067 4.80% $1,260,289 $1,639,356 ($84,052) $1,555,304 $5,759,465

2039 $5,759,465 $311,011 5.06% $1,328,345 $1,639,356 ($84,052) $1,555,304 $4,431,121

2040 $4,431,121 $239,281 5.33% $1,400,075 $1,639,356 ($84,052) $1,555,304 $3,031,045

2041 $3,031,045 $163,676 5.62% $1,475,679 $1,639,356 ($84,052) $1,555,304 $1,555,366

2042 $1,555,366 $83,990 5.93% $1,555,366 $1,639,356 ($84,052) 1,555,304 $0
$36,051,761 100% $26,243,759 $62,295,520 $59,101,562



Exhibit 3

Residence Hall Phase 2: MSCBA Traditional Procurement Traditional Bond Structure

Year Beginning Interest % Amort $ Amort Total DS DS Reserve Net DS Outstanding

2003
2004
2005
2006
2007
2008
2009
2010
2011
2012
2013
2014
2015
2016
2017
2018
2019
2020
2021
2022
2023
2024
2025
2026
2027
2028
2029
2030
2031
2032
2033
2034
2035
2036
2037
2038
2039
2040
2041
2042

$26,243,759
$26,243,759
$26,243,759
$26,243,759
$26,243,759
$26,214,891
$26,159,779
$26,088,921
$25,991,819
$25,823,859
$25,613,908
$25,254,103
$24,874,867
$24,475,153
$24,053,854
$23,609,805
$23,141,778
$22,648,477
$22,128,537
$21,580,521
$21,002,912
$20,394,113
$19,752,438
$19,076,112
$18,363,265
$17,611,925
$16,820,012
$15,985,335
$15,105,586
$14,178,331
$13,201,004
$12,170,901
$11,085,173

$9,940,815
$8,734,662
$7,463,377
$6,123,442
$4,711,151
$3,222,596
$1,653,659

$1,417,163
$1,417,163
$1,417,163
$1,417,163
$1,417,163
$1,415,604
$1,412,628
$1,408,802
$1,403,558
$1,394,488
$1,383,151
$1,363,722
$1,343,243
$1,321,658
$1,298,908
$1,274,929
$1,249,656
$1,223,018
$1,194,941
$1,165,348
$1,134,157
$1,101,282
$1,066,632
$1,030,110

$991,616
$951,044
$908,281
$863,208
$815,702
$765,630
$712,854
$657,229
$598,599
$536,804
$471,672
$403,022
$330,666
$254,402
$174,020

$89,298
$37,961,371

0.00%
0.00%
0.00%
0.00%
0.11%
0.21%
0.27%
0.37%
0.64%
0.80%
1.37%
1.45%
1.52%
1.61%
1.69%

1.78%
1.88%
1.98%

2.09%
2.20%
2.32%
2.45%

2.58%
2.72%
2.86%
3.02%
3.18%
3.35%

3.53%

3.72%
3.93%

4.14%
4.36%
4.60%
4.84%

5.11%

5.38%

5.67%
5.98%
6.30%

100.00%

$0
$0
$0
$0

$28,868
$55,112
$70,858
$97,102

$167,960
$209,950
$359,806
$379,235
$399,714
$421,299
$444,049
$468,028
$493,301
$519,939
$548,016
$577,609
$608,800
$641,675
$676,325
$712,847
$751,341
$791,913
$834,676
$879,749
$927,255
$977,327

$1,030,103
$1,085,728
$1,144,358
$1,206,153
$1,271,285
$1,339,935
$1,412,291
$1,488,555
$1,568,937
$1,653,659

$26,243,759

$1,417,163
$1,417,163
$1,417,163
$1,417,163
$1,446,031
$1,470,716
$1,483,486
$1,505,904
$1,571,518
$1,604,438
$1,742,957
$1,742,957
$1,742,957
$1,742,957
$1,742,957
$1,742,957
$1,742,957
$1,742,957
$1,742,957
$1,742,957
$1,742,957
$1,742,957
$1,742,957
$1,742,957
$1,742,957
$1,742,957
$1,742,957
$1,742,957
$1,742,957
$1,742,957
$1,742,957
$1,742,957
$1,742,957
$1,742,957
$1,742,957
$1,742,957
$1,742,957
$1,742,957
$1,742,957
$1,742,957

$64,205,130

($84,052)
($84,052)
($84,052)
($84,052)
($84,052)
($84,052)
($84,052)
($84,052)
($84,052)
($84,052)
($84,052)
($84,052)
($84,052)
($84,052)
($84,052)
($84,052)
($84,052)
($84,052)
($84,052)
($84,052)
($84,052)
($84,052)
($84,052)
($84,052)
($84,052)
($84,052)
($84,052)
($84,052)
($84,052)
($84,052)
($84,052)
($84,052)
($84,052)
($84,052)
($84,052)
($84,052)
($84,052)
($84,052)

$1,417,163
$1,417,163
$1,333,111
$1,333,111
$1,361,980
$1,386,664
$1,399,435
$1,421,852
$1,487,467
$1,520,387
$1,658,906
$1,658,906
$1,658,906
$1,658,906
$1,658,906
$1,658,906
$1,658,906
$1,658,906
$1,658,906
$1,658,906
$1,658,906
$1,658,906
$1,658,906
$1,658,906
$1,658,906
$1,658,906
$1,658,906
$1,658,906
$1,658,906
$1,658,906
$1,658,906
$1,658,906
$1,658,906
$1,658,906
$1,658,906
$1,658,906
$1,658,906
$1,658,906
$1,658,906
$1,658,906

$26,243,759
$26,243,759
$26,243,759
$26,243,759
$26,214,891
$26,159,779
$26,088,921
$25,991,819
$25,823,859
$25,613,908
$25,254,103
$24,874,867
$24,475,153
$24,053,854
$23,609,805
$23,141,778
$22,648,477
$22,128,537
$21,580,521
$21,002,912
$20,394,113

$19,752,438
$19,076,112
$18,363,265
$17,611,925
$16,820,012
$15,985,335
$15,105,586
$14,178,331
$13,201,004
$12,170,901
$11,085,173

$9,940,815
$8,734,662
$7,463,377
$6,123,442
$4,711,151
$3,222,596
$1,653,659

$0
$61,011,173



Exhibit 4
Residence Hall Phase 2: MSCBA Traditional Procurement - Escalating Bond Structure

Year Beginning Interest % Amort $ Amort Total DS DS Reserve Net DS Outstanding

2003 $26,243,759 $1,417,163 0.00% $0 $1,417,163 $1,417,163 $26,243,759

2004 $26,243,759 $1,417,163 0.00% $0 $1,417,163 $1,417,163 $26,243,759

2005 $26,243,759 $1,417,163 0.00% $0 $1,417,163 ($84,052) $1,333,111 $26,243,759

2006 $26,243,759 $1,417,163 0.00% $0 $1,417,163 ($84,052) $1,333,111 $26,243,759

2007 $26,243,759 $1,417,163 0.03% $7,873 $1,425,036 ($84,052) $1,340,985 $26,235,886

2008 $26,235,886 $1,416,738 0.07% $18,371 $1,435,108 ($84,052) $1,351,057 $26,217,515

2009 $26,217,515 $1,415,746 0.11% $28,868 $1,444,614 ($84,052) $1,360,562 $26,188,647

2010 $26,188,647 $1,414,187 0.15% $39,366 $1,453,553 ($84,052) $1,369,501 $26,149,281

2011 $26,149,281 $1,412,061 0.19% $49,863 $1,461,924 ($84,052) $1,377,873 $26,099,418

2012 $26,099,418 $1,409,369 0.23% $60,361 $1,469,729 ($84,052) $1,385,678 $26,039,057

2013 $26,039,057 $1,406,109 0.27% $70,858 $1,476,967 ($84,052) $1,392,916 $25,968,199

2014 $25,968,199 $1,402,283 0.31% $81,356 $1,483,638 ($84,052) $1,399,587 $25,886,844

2015 $25,886,844 $1,397,890 0.40% $104,975 $1,502,865 ($84,052) $1,418,813 $25,781,869

2016 $25,781,869 $1,392,221 0.54% $141,716 $1,533,937 ($84,052) $1,449,886 $25,640,152

2017 $25,640,152 $1,384,568 0.68% $178,458 $1,563,026 ($84,052) $1,478,974 $25,461,695

2018 $25,461,695 $1,374,932 0.82% $215,199 $1,590,130 ($84,052) $1,506,079 $25,246,496

2019 $25,246,496 $1,363,311 0.96% $251,940 $1,615,251 ($84,052) $1,531,199 $24,994,556

2020 $24,994,556 $1,349,706 1.10% $288,681 $1,638,387 ($84,052) $1,554,336 $24,705,874

2021 $24,705,874 $1,334,117 1.24% $325,423 $1,659,540 ($84,052) $1,575,488 $24,380,452

2022 $24,380,452 $1,316,544 1.38% $362,164 $1,678,708 ($84,052) $1,594,657 $24,018,288

2023 $24,018,288 $1,296,988 1.52% $398,905 $1,695,893 ($84,052) $1,611,841 $23,619,383

2024 $23,619,383 $1,275,447 1.66% $435,646 $1,711,093 ($84,052) $1,627,042 $23,183,736

2025 $23,183,736 $1,251,922 1.90% $498,631 $1,750,553 ($84,052) $1,666,502 $22,685,105

2026 $22,685,105 $1,224,996 2.21% $579,987 $1,804,983 ($84,052) $1,720,931 $22,105,118

2027 $22,105,118 $1,193,676 2.52% $661,343 $1,855,019 ($84,052) $1,770,968 $21,443,775

2028 $21,443,775 $1,157,964 2.83% $742,698 $1,900,662 ($84,052) $1,816,611 $20,701,077

2029 $20,701,077 $1,117,858 3.14% $824,054 $1,941,912 ($84,052) $1,857,861 $19,877,023

2030 $19,877,023 $1,073,359 3.45% $905,410 $1,978,769 ($84,052) $1,894,717 $18,971,613

2031 $18,971,613 $1,024,467 3.76% $986,765 $2,011,232 ($84,052) $1,927,181 $17,984,848

2032 $17,984,848 $971,182 4.07% $1,068,121 $2,039,303 ($84,052) $1,955,251 $16,916,727

2033 $16,916,727 $913,503 4.38% $1,149,477 $2,062,980 ($84,052) $1,978,928 $15,767,250

2034 $15,767,250 $851,432 4.69% $1,230,832 $2,082,264 ($84,052) $1,998,212 $14,536,418

2035 $14,536,418 $784,967 5.00% $1,312,188 $2,097,155 ($84,052) $2,013,103 $13,224,230

2036 $13,224,230 $714,108 5.51% $1,446,031 $2,160,140 ($84,052) $2,076,088 $11,778,199

2037 $11,778,199 $636,023 6.02% $1,579,874 $2,215,897 ($84,052) $2,131,846 $10,198,325

2038 $10,198,325 $550,710 6.53% $1,713,717 $2,264,427 ($84,052) $2,180,375 $8,484,607

2039 $8,484,607 $458,169 7.04% $1,847,561 $2,305,729 ($84,052) $2,221,678 $6,637,047

2040 $6,637,047 $358,401 7.55% $1,981,404 $2,339,804 ($84,052) $2,255,753 $4,655,643

2041 $4,655,643 $251,405 8.06% $2,115,247 $2,366,652 ($84,052) $2,282,600 $2,540,396

2042 $2,540,396 $137,181 9.68% $2,540,396 $2,677,577 ($84,052) $2,593,526 $0
$42,285,025 100.00% $26,243,759 $68,528,784 $65,334,827



Exhibit 5

Residence Hall Phase 2: MSCBA Traditional Procurement - Debt Service Comparison

1. Level Payment 2. Traditional Bond Issue 3. Escalating Payment

Debt Service A diff in DS Debt Service A diff in DS Debt Service A diff in DS
_____IAmort Amort Amort

2003
2004
2005
2006
2007
2008
2009
2010
2011
2012
2013
2014
2015
2016
2017
2018
2019
2020
2021
2022
2023
2024
2025
2026
2027
2028
2029
2030
2031
2032
2033
2034
2035
2036
2037
2038
2039
2040
2041
2042

$1,417,163
$1,417,163
$1,555,304
$1,555,304
$1,555,304
$1,555,304
$1,555,304
$1,555,304
$1,555,304
$1,555,304
$1,555,304
$1,555,304
$1,555,304
$1,555,304
$1,555,304
$1,555,304
$1,555,304
$1,555,304
$1,555,304
$1,555,304
$1,555,304
$1,555,304
$1,555,304
$1,555,304
$1,555,304
$1,555,304
$1,555,304
$1,555,304
$1,555,304
$1,555,304
$1,555,304
$1,555,304
$1,555,304
$1,555,304
$1,555,304
$1,555,304
$1,555,304
$1,555,304
$1,555,304
$1,555,304
$59,101,562

0.00%
0.00%
0.85%
0.89%
0.94%
0.99%
1.04%

1.10%

1.16%
1.22%
1.29%
1.36%
1.43%
1.51%
1.59%
1.68%
1.77%
1.86%
1.96%
2.07%
2.18%
2.30%
2.42%
2.55%

2.69%
2.84%
2.99%
3.15%
3.32%
3.50%

3.69%
3.89%
4.10%
4.32%
4.56%
4.80%
5.06%
5.33%
5.62%
5.93%

100%

$0
$138,141

$0
$0
$0
$0
$0
$0
$0
$0
$0
$0
$0
$0
$0
$0
$0
$0
$0
$0
$0
$0
$0
$0
$0
$0
$0
$0
$0
$0
$0
$0
$0
$0
$0
$0
$0
$0
$0

$1,417,163
$1,417,163
$1,333,111
$1,333,111
$1,361,980
$1,386,664
$1,399,435
$1,421,852
$1,487,467
$1,520,387
$1,658,906
$1,658,906
$1,658,906
$1,658,906
$1,658,906
$1,658,906
$1,658,906
$1,658,906
$1,658,906
$1,658,906
$1,658,906
$1,658,906
$1,658,906
$1,658,906
$1,658,906
$1,658,906
$1,658,906
$1,658,906
$1,658,906
$1,658,906
$1,658,906
$1,658,906
$1,658,906
$1,658,906
$1,658,906
$1,658,906
$1,658,906
$1,658,906
$1,658,906
$1,658,906
$61,011,173

0.0%
0.0%
0.0%
0.0%
0.1%
0.2%
0.3%
0.4%
0.6%
0.8%
1.4%
1.4%
1.5%

1.6%
1.7%
1.8%
1.9%
2.0%
2.1%

2.2%
2.3%
2.4%

2.6%
2.7%
2.9%

3.0%

3.2%
3.4%

3.5%
3.7%

3.9%

4.1%
4.4%

4.6%
4.8%
5.1%
5.4%
5.7%

6.0%

6.3"/
100%

$0
($84.052)

$0
$28,868
$24,685
$12,770
$22,417
$65,615
$32,920

$138,519
$0
$0
$0
$0
$0
$0
$0
$0
$0
$0
$0
$0
$0
$0
$0
$0
$0
$0
$0
$0
$0
$0
$0
$0
$0
$0
$0
$0
$0

$1,417,163
$1,417,163
$1,333,111
$1,333,111
$1,340,985
$1,351,057
$1,360,562
$1,369,501
$1,377,873
$1,385,678
$1,392,916
$1,399,587
$1,418,813
$1,449,886
$1,478,974
$1,506,079
$1,531,199
$1,554,336
$1,575,488
$1,594,657
$1,611,841
$1,627,042
$1,666,502
$1,720,931
$1,770,968
$1,816,611
$1,857,861
$1,894,717
$1,927,181
$1,955,251
$1,978,928
$1,998,212
$2,013,103
$2,076,088
$2,131,846
$2,180,375
$2,221,678
$2,255,753
$2,282,600
$2,593,526
$65,334,827

0.0%
0.0%
0.0%
0.0%

0.0%
0.1%
0.1%
0.2%
0.2%
0.2%
0.3%

0.3%

0.4%
0.5%
0.7%
0.8%
1.0%
1.1%
1.2%
1.4%
1.5%
1.7%
1.9%
2.2%
2.5%
2.8%
3.1%
3.5%
3.8%
4.1%
4.4%
4.7%
5.0%
5.5%
6.0%
6.5%
7.0%
7.6%
8.1%

9.7%
100%

$0
($84,052)

$0
$7,873

$10,072
$9,505
$8,939
$8,372
$7,805
$7,238
$6,671

$19,226
$31,073
$29,089
$27,105
$25,121
$23,136
$21,152
$19,168
$17,184
$15,200
$39,460
$54,430
$50,036
$45,643
$41,250
$36,857
$32,464
$28,070
$23,677
$19,284
$14,891
$62,985
$55,757
$48,530
$41,302
$34,075
$26,847

$310,926



Exhibit 6

Residence Hall Phase 2: MSCBA Procurement - Bond Proceeds and Debt Service Sensitivity Analysis

Range of Potential Bond Proceeds*
Construction Cost per square foot

5.0%
5.1%
5.2%
5.3%

5.4%
5.5%

5.6%
5.7%

5.8%

$245 $250 $255 $260 $265 $270

% difference from baseline estimate of bond proceeds
Construction Cost per square foot

5.0%
5.1%
5.2%
5.3%
5.4%
5.5%
5.6%
5.7%
5.8%

$245 $250 $255 $260 $265 $270

Range of Annual Debt Service - Level Payment*
Construction Cost per square foot

$245 $250 $255 $260 $265 $270 $275

$1,446,807 $1,476,056 $1,505,305 $1,534,553 $1,563,802 $1,593,051 $1,622,300

$1,470,784 $1,500,517 $1,530,251 $1,559,984 $1,589,718 $1,619,451 $1,649,185

$1,495,024 $1,525,248 $1,555,471 $1,585,695 $1,615,918 $1,646,142 $1,676,365

$1,519,530 $1,550,249 $1,580,968 $1,611,687 $1,642,406 $1,673,124 $1,703,843

$1,544,302 $1,575,522 $1,606,742 $1,637,961 $1,669,181 $1,700,401 $1,731,621

$1,569,342 $1,601,068 $1,632,794 $1,664,520 $1,696,246 $1,727,972 $1,759,698

$1,594,652 $1,626,890 $1,659,127 $1,691,365 $1,723,603 $1,755,840 $1,788,078

$1,620,233 $1,652,988 $1,685,742 $1,718,497 $1,751,252 $1,784,007 $1,816,761

$1,646,086 $1,679,363 $1,712,640 $1,745,918 $1,779,195 $1,812,473 $1,845,750

% difference from baseline estimate of level payment
Construction Cost per square foot

$245 $250 $255 $260 $265 $270 $275

88.3% 90.1% 91.9% 93.7% 95.5% 97.3% 99.0%

89.8% 91.6% 93.4% 95.2% 97.1% 98.9% 100.7%

91.3% 93.1% 95.0% 96.8% 98.7% 100.5% 102.3%

92.8% 94.6% 96.5% 98.4% 100.3% 102.1% 104.0%

94.3% 96.2% 98.1% 100.0% 101.9% 103.8% 105.7%

95.8% 97.7% 99.7% 101.6% 103.6% 105.5% 107.4%

97.4% 99.3% 101.3% 103.3% 105.2% 107.2% 109.2%

98.9% 100.9% 102.9% 104.9% 106.9% 108.9% 110.9%

100.5% 102.5% 104.6% 106.6% 108.6% 110.7% 112.7%

$275

$24,404,587 $24,897,953 $25,391,318 $25,884,683 $26,378,048 $26,871,413 $27,364,778

$24,483,020 $24,977,971 $25,472,922 $25,967,873 $26,462,823 $26,957,774 $27,452,725
$24,562,077 $25,058,626 $25,555,175 $26,051,724 $26,548,273 $27,044,822 $27,541,371

$24,641,763 $25,139,923 $25,638,083 $26,136,243 $26,634,403 $27,132,562 $27,630,722

$24,722,084 $25,221,867 $25,721,651 $26,221,435 $26,721,218 $27,221,002 $27,720,786

$24,803,045 $25,304,466 $25,805,886 $26,307,306 $26,808,727 $27,310,147 $27,811,568

$24,884,653 $25,387,723 $25,890,793 $26,393,863 $26,896,934 $27,400,004 $27,903,074
$24,966,913 $25,471,646 $25,976,379 $26,481,112 $26,985,845 $27,490,578 $27,995,311

$25,049,830 $25,556,240 $26,062,649 $26,569,059 $27,075,468 $27,581,877 $28,088,287

$275

93.1% 95.0% 96.8% 98.7% 100.6% 102.5% 104.4%

93.4% 95.3% 97.1% 99.0% 100.9% 102.8% 104.7%

93.7% 95.6% 97.5% 99.4% 101.2% 103.1% 105.0%

94.0% 95.9% 97.8% 99.7% 101.6% 103.5% 105.4%

94.3% 96.2% 98.1% 100.0% 101.9% 103.8% 105.7%
94.6% 96.5% 98.4% 100.3% 102.2% 104.2% 106.1%

94.9% 96.8% 98.7% 100.7% 102.6% 104.5% 106.4%

95.2% 97.1% 99.1% 101.0% 102.9% 104.8% 106.8%

95.5% 97.5% 99.4% 101.3% 103.3% 105.2% 107.1%

5.0%
5.1%
5.2%
5.3%
5.4%
5.5%
5.6%
5.7%
5.8%

5.0%
5.1%

e 5.2%
5.3%
5.4%
5.5%
5.6%
5.7%
5.8%

*Total bond proceeds and debt service are not the same as Exhibit I because short-term interest earnings are not calculated to the same detai



Exhibit 7

Residence Hall Phase 2: MSCBA Traditional Procurement - first year proforma

REVENUES
Academic Year Rental

Singles
Doubles
Non-MCA
RA Beds (1/2 price)
Subtotal

Summer Term Rental
Rent
Subtotal

Vacancy
Academic Year

Summer Term

Other Income
Laundry Income

Academic Year

Summer
Vending machines, misc.

Academic Year

Summer
Subtotal

Total Gross Revenue

EXPENSES
Marketing
Payroll
Administration

Common Area
Grounds/Landscaping
Utilities
Turnover
Building Maintenance & Re

Insurance & Taxes

MSCBA
MCA
Operating Reserve

Replacement Reserve
Management Fee

Total Operating Expenses

65
40
107
3

215

beds at
beds at
beds at
beds at

215 beds at

2%

20%

$1.50
215
215

$1.70
215
215

$9,200
$8,500
$9,700
$4,600

per acad.yr.
per acad.yr.
per acad.yr.
per acad.yr.

$2,700 per summer

per student, per week
students at
students at
per student, per week
students at
students at

$59 per acad.yr.
$17 per summer

$66 per acad.yr.
$19 per summer

2003
$28,000

$242,000
$39,000

$227,000
$6,000

$232,000
$16,000

pair $23,000
$36,000
$62,000
$15,000
$10,000

1% of gross revenues
$80,000

$598,000
$340,000

$1,037,900
$13,800

$1,989,700

$580,500
$580,500

($39,794)
($116,100)
($155,894)

$12,578
$3,548

$14,255
$4,021

$34,400

$2,448,706

$29,400
$254,100

$40,950
$238,350

$6,300
$243,600

$16,800
$24,150
$37,800
$65,100
$15,750
$10,500
$24,487
$84,000

$1,091,287

$1,357,419

$1,555,304
$1,333,111
$1,333,111

($197,885)
$24,307
$24,307

NET OPERATING INCOME

DEBT SERVICE
Level Payment
Traditional Bond Issue
Escalating Payment

NET CASH FLOW
with Level Payment
with Traditional Bond Issue
with Escalating Payment

$1,022 per month
$944 per month

$1,078 per month
$511 per month

$29 per sf/year

$13 per sf/year

$18
$16
$16

per sf/year
per sf/year
per sf/year



Exhibit 8
Residence Hall Phase 2: MSCBA Traditional Procurement - ten-year proforma

2005 2006 2007 2008 2009 2010 2011 2012 2013 2014

esc

REVENUES

Academic Year Rental

Singles 4% $598,000 $621,920 $646,797 $672,669 $699,575 $727,558 $756,661 $786,927 $818,404 $851,140

Doubles 4% $340,000 $353,600 $367,744 $382,454 $397,752 $413,662 $430,208 $447,417 $465,313 $483,926

Non-MCA 4% $1,037,900 $1,079,416 $1,122,593 $1,167,496 $1,214,196 $1,262,764 $1,313,275 $1,365,806 $1,420,438 $1,477,255

RA Beds 4% $13,800 $14,352 $14,926 $15,523 $16,144 $16,790 $17,461 $18,160 $18,886 $19,642

(Vacancy) (2%) ($39.794) ($41.386) ($43.041) ($44,763) ($46.553) ($48415) ($50.352) ($52.366 ($54,4615 ($56.639)

Subtotal $1,949,906 $2,027,902 $2,109,018 $2,193,379 $2,281,114 $2,372,359 $2,467,253 $2,565,943 $2,668,581 $2,775,324

Summer Rental

Rent 4% $580,500 $603,720 $627,869 $652,984 $679,103 $706,267 $734,518 $763,898 $794,454 $826,233

(Vacancy) (20%) ($116,100) ($120.744) ($125,574) ($130,597) ($135,821) ($141,253) ($146,904) ($152.780) ($158,891) ($165.247)

Subtotal $464,400 $482,976 $502,295 $522,387 $543,282 $565,014 $587,614 $611,119 $635,563 $660,986

3% $34,400 $35.432 $36.495 $37,590 $38,718 $39,879 $41,075 $42.308 $43.577 $44.884

$34,400 $35,432 $36,495 $37,590 $38,718 $39,879 $41,075 $42,308 $43,577 $44,884

$2,448,706 $2,546,310 $2,647,808 $2,753,356 $2,863,114 $2,977,251 $3,095,943 $3,219,370 $3,347,721 $3,481,194

3% ($1,091,287) ($1,124,026) ($1,157,746) ($1,192,479) ($1,228,253) ($1,265,101) ($1,303,054) ($1,342,145) ($1,382,410) ($1,423,882)

NET OPERATING INCOME

NO1

% change

$1,357,419 $1,422,285 $1,490,062 $1,560,877 $1,634,861 $1,712,151 $1,792,889 $1,877,224 $1,965,312 $2,057,312

4.8% 4.8% 4.8% 4.7% 4.7% 4.7% 4.7% 4.7% 4.7%

(DEBT SERVICE) - 3 scenarios

(level payments) $1,555,304 $1,555,304 $1,555,304 $1,555,304 $1,555,304 $1,555,304 $1,555,304 $1,555,304 $1,555,304 $1,555,304

(traditional bond) $1,333,111 $1,333,111 $1,361,980 $1,386,664 $1,399,435 $1,421,852 $1,487,467 $1,520,387 $1,658,906 $1,658,906

(esc. Payments) $1,333,111 $1,333,111 $1,340,985 $1,351,057 $1,360,562 $1,369,501 $1,377,873 $1,385,678 $1,392,916 $1,399,587

DSCR

with level

with traditional

with escalating

FREE CASH FLOW (3 sce

with level

with traditional

with escalating

esc. - trad.

87.3% 91.4% 95.8% 100.4% 105.1% Ito 1% 115.3% 120.7% 1264% 132.3%

1018% 106.7% 109.4% 112.6% 116.8% 120.4% 120.5% 123.5% 118.5% 124.0%

101.8% 106.7% 111.1% 115.5% 120.2% 125.0% 130.1% 135.5% 141.1% 147.0%

narios)

($197,885) ($133,020) ($65,242) $5,573 $79,557 $156,846 $237,585 $321,920 $410,007 $502,008

$24,307 $89,173 $128,082 $174,212 $235,426 $290,299 $305,422 $356,837 $306,406 $398,407

$24,307 $89,173 $149,077 $209,820 $274,298 $342,650 $415,016 $491,547 $572,396 $657,725

$0 $0 $20,995 $35,608 $38,872 $52,351 $109,594 $134,709 $265,990 $259,319

Other Income

Misc

Subtotal

Gross Revenue

(OPERATING)



Exhibit 9
Residence Hall Phase 2: MSCBA Traditional Procurement - forty-year proforma

Year Net Operating Income* Free Cash Flow**

NOI $ Increase % Increase level trad. ese.

2003

2004

2005

2006

2007

2008

2009

2010

2011

2012

2013

2014

2015

2016

2017

2018

2019

2020

2021

2022

2023

2024

2025

2026

2027

2028

2029

2030

2031

2032

2033

2034

2035

2036

2037

2038

2039

2040

2041

2042

$1,357,000

$1,422,000

$1,490,000

$1,561,000

$1,635,000

$1,712,000

$1,793,000

$1,877,000

$1,965,000

$2,057,000

$2,108,000

$2,161,000

$2,215,000

$2,270,000

$2,327,000

$2,385,000

$2,445,000

$2,506,000

$2,569,000

$2,633,000

$2,699,000

$2,766,000

$2,835,000
$2,906,000

$2,979,000

$3,053,000

$3,129,000

$3,207,000
$3,287,000

$3,369,000

$3,453,000

$3,539,000

$3,627,000

$3,718,000
$3,811,000

$3,906,000

$4,004,000

$4,104,000

$65,000

$68,000

$71,000

$74,000

$77,000

$81,000

$84,000

$88,000

$92,000

$51,000

$53,000

$54,000

$55,000

$57,000

$58,000

$60,000

$61,000

$63,000

$64,000

$66,000

$67,000

$69,000

$71,000

$73,000

$74,000

$76,000

$78,000

$80,000

$82,000

$84,000

$86,000

$88,000

$91,000

$93,000

$95,000

$98,000

$100,000

4.8%

4.8%

4.8%

4.7%

4.7%

4.7%

4.7%

4.7%

4.7%

2,5%

2.5%

2.5%

2.5%

2.5%

2.5%

2.5%

2.5%

2.5%

2.5%

2.5%

2.5%

2.5%

2.5%

2.5%

2.5%

2.5%

2.5%

2.5%

2.5%

2.5%

2.5%

2.5%

2.5%

2.5%

2.5%

2.5%

2.5%

$0

$0

(27,00)

($4000)

$73,000

$154,000

$238,000

$326,000

$418,000

$469,000

$522,000

$576,000

$631,000

$688,000

$746,000

$806,000

$867,000

$930,000

$994,000

$1,060,000

$1,127,000

$1,196,000

$1,267,000

$1,340,000

$1,414,000

$1,490,000

$1,568,000

$1,648,000

$1,730,000

$1,814,000

$1,900,000

$1,988,000

$2,079,000

$2,172,000

$2,267,000

$2,365,000

$2,465,000

$0

$0

$24,000

$89,000

$128,000

$174,000

$236,000

$290,000

$306,000

$357,000

$306,000

$398,000

$449,000

$502,000

$556,000

$611,000

$668,000

$726,000

$786,000

$847,000

$910,000

$974,000

$1,040,000

$1,107,000

$1,176,000

$1,247,000

$1,320,000

$1,394,000

$1,470,000

$1,548,000

$1,628,000

$1,710,000

$1,794,000

$1,880,000

$1,968,000

$2,059,000

$2,152,000

$2,247,000

$2,345,000

$2,445,000

*Net Operating Income is calculatedfrom

previous tablefor first ten years and then

escalated at afixedpercentage thereafter

$24,000 |**Numbers in hold represent the highest

$89,000

$149,000

$210,000

$274,000

$342,000

$415,000

$491,000

$572,000

$657,000

$689,000

$711,000

$736,000

$764,000

$796,000

$831,000

$870,000

$911,000

$957,000

$1,006,000

$1,032,000

$1,045,000

$1,064,000

$1,089,000

$1,121,000

$1,158,000

$1,202,000

$1,252,000

$1,308,000

$1,371,000

$1,440,000

$1,463,000

$1,495,000

$1,538,000

$1,589,000

$1,650,000

$1,721,000

$1,510,000

free cashflow in a given year

Net Present Values of Free Cash Flows

With Alternate Bond Structures (4% rent increase)

level trad ese

$7,392,000 $8,574,000 $8,684,000

$5,752,000 $6,893,000 $7,130,000

$4,501,000 $5,600,000 $5,912,000

$3,540,000 $4,597,000 $4,948,000

$2,795,000 $3,811,000 $4,178,000

$2,215,000 $3,189,000 $3,557,000

$1,759,000 $2,693,000 $3,052,000

$1,398,000 $2,294,000 $2,638,000

With Varvinu Rent Increases for first 10 years (w/ esc bond)

6%

7%

8%

9%

10%
11%

12%

13%

$2,327,000 $5,397,000 $8,694,000 $12,233,000 $16,031,000

$1,880,000 $4,416,000 $7,138,000 $10,057,000 $13,186,000

$1,536,000 $3,651,000 $5,918,000 $8,348,000 $10,951,000

$1,268,000 $3,047,000 $4,953,000 $6,993,000 $9,177,000

$1,058,000 $2,567,000 $4,182,000 $5,910,000 $7,757,000

$891,000 $2,181,000 $3,560,000 $5,035,000 $6,610,000

$757,000 $1,868,000 $3,055,000 $4,322,000 $5,675,000

$649,000 $1,612,000 $2,640,000 $3,737,000 $4,907,000



Exhibit 10

Residence Hall Phase 2: Private Developer - Level Debt Service without land

84,480 square feet
$245 per sf

7.0% interest rate
40 year term
480 payments

$20,697,600 hard and soft costs
$1,784,108 construction period expense @

$22,481,708 development costs

75% loan to value ratio
$16,861,281 total mortgage
$5,620,427 total equity

$104,781
$1,257,375

monthly debt service
annual debt service

Month Beginning Interest Amortization Total DS Outstanding Annual Annual

I MBalance Balance Interest Amortization

$16,788,521
$16,703,654
$16,612,652
$16,515,071
$16,410,436
$16,298,237
$16,177,927
$16,048,919
$15,910,586
$15,762,253
$15,603,197
$15,432,642
$15,249,758
$15,053,654
$14,843,373
$14,617,890
$14,376,108
$14,116,847
$13,838,844
$13,540,745
$13,221,095
$12,878,339
$12,510,804
$12,116,700
$11,694,106
$11,240,963
$10,755,063
$10,234,036

$9,675,345
$9,076,265
$8,433,878
$7,745,053
$7,006,433
$6,214,418
$5,365,148
$4,454,484
$3,477,988
$2,430,901
$1,308,120

$104,174

$97,933
$97,438
$96,907
$96,338
$95,728
$95,073
$94,371
$93,619
$92,812
$91,946
$91,019
$90,024
$88,957
$87,813
$86,586
$85,271
$83,861
$82,348
$80,727
$78,988
$77,123
$75,124
$72,980
$70,681
$68,216
$65,572
$62,738
$59,699
$56,440
$52,945
$49,198
$45,179
$40,871
$36,251
$31,297
$25,984
$20,288
$14,180

$7,631
$608

$6,848
$7,343
$7,874
$8,443
$9,054
$9,708

$10,410
$11,163
$11,970
$12,835
$13,763
$14,758
$15,824
$16,968
$18,195
$19,510
$20,921
$22,433
$24,055
$25,794
$27,658
$29,658
$31,802
$34,101
$36,566
$39,209
$42,043
$45,083
$48,342
$51,836
$55,584
$59,602
$63,910
$68,531
$73,485
$78,797
$84,493
$90,601
$97,151

$104,174

$104,781
$104,781
$104,781
$104,781
$104,781
$104,781
$104,781
$104,781
$104,781
$104,781
$104,781
$104,781
$104,781
$104,781
$104,781
$104,781
$104,781
$104,781
$104,781
$104,781
$104,781
$104,781
$104,781
$104,781
$104,781
$104,781
$104,781
$104,781
$104,781
$104,781
$104,781
$104,781
$104,781
$104,781
$104,781
$104,781
$104,781
$104,781
$104,781
$104,781

$16,781,673
$16,696,311
$16,604,778
$16,506,627
$16,401,382
$16,288,528
$16,167,517
$16,037,757
$15,898,617
$15,749,418
$15,589,434
$15,417,885
$15,233,934
$15,036,685
$14,825,178
$14,598,380
$14,355,187
$14,094,414
$13,814,790
$13,514,951
$13,193,437
$12,848,681
$12,479,002
$12,082,600
$11,657,541
$11,201,754
$10,713,019
$10,188,954
$9,627,003
$9,024,429
$8,378,295
$7,685,452
$6,942,523
$6,145,887
$5,291,663
$4,375,687
$3,393,495
$2,340,300
$1,210,970

(SO)

$1,177,768
$1,172,013
$1,165,842
$1,159,225
$1,152,130
$1,144,522
$1,136,363
$1,127,615
$1,118,235
$1,108,177
$1,097,391
$1,085,826
$1,073,425
$1,060,127
$1,045,868
$1,030,578
$1,014,182

$996,602
$977,751
$957,537
$935,861
$912,619
$887,697
$860,972
$832,317
$801,589
$768,640
$733,309
$695,425
$654,801
$611,241
$564,532
$514,446
$460,740
$403,151
$341,399
$275,183
$204,180
$128,045
$46,406

$79,608
$85,362
$91,533
$98,150

$105,245
$112,854
$121,012
$129,760
$139,140
$149,199
$159,984
$171,549
$183,951
$197,249
$211,508
$226,798
$243,193
$260,773
$279,625
$299,839
$321,514
$344,756
$369,679
$396,403
$425,059
$455,786
$488,735
$524,066
$561,951
$602,574
$646,134
$692,843
$742,929
$796,635
$854,224
$915,976
$982,192

$1,053,195
$1,129,330
$1,210,970

The amortization schedule above is collapsed to only show the 12th month in each year

8.5%

12
24
36
48
60
72
84
96
108
120
132
144
156
168
180
192
204
216
228
240
252
264
276
288
300
312
324
336
348
360
372
384
396
408
420
432
444
456
468
480



Exhibit 11a

Residence Hall Phase 2: Private Developer - forty-year proforma with land residual
14.4%

Revenues* OS** NOI Interest Amort DSCR EBTCF

2003 5% 3% ($1,405,107)

2004 > MSCBA escalation ($4,215,320)

2005
2006
2007
2008
2009
2010
2011
2012
2013
2014
2015
2016
2017
2018
2019
2020
2021
2022
2023
2024
2025
2026
2027
2028
2029
2030
2031
2032
2033
2034
2035
2036
2037
2038
2039
2040
2041
2042
2043
2044

$2,571,000
$2,674,000
$2,780,000
$2,891,000
$3,006,000
$3,126,000
$3,251,000
$3,380,000
$3,515,000
$3,655,000
$3,765,000
$3,878,000
$3,994,000
$4,114,000
$4,237,000
$4,364,000
$4,495,000
$4,630,000
$4,769,000
$4,912,000
$5,059,000
$5,211,000
$5,367,000
$5,528,000
$5,694,000
$5,865,000
$6,041,000
$6,222,000
$6,409,000
$6,601,000
$6,799,000
$7,003,000
$7,213,000
$7,429,000
$7,652,000
$7,882,000
$8,118,000
$8,362,000
$8,613,000
$8,871,000

($1,026,000)
($1,057,000)
($1,089,000)
($1,122,000)
($1,156,000)
($1,191,000)
($1,227,000)
($1,264,000)
($1,302,000)
($1,341,000)
($1,381,000)
($1,422,000)
($1,465,000)
($1,509,000)
($1,554,000)
($1,601,000)
($1,649,000)
($1,698,000)
($1,749,000)
($1,801,000)
($1,855,000)
($1,911,000)
($1,968,000)
($2,027,000)
($2,088,000)
($2,151,000)
($2,216,000)
($2,282,000)
($2,350,000)
($2,421,000)
($2,494,000)
($2,569,000)
($2,646,000)
($2,725,000)
($2,807,000)
($2,891,000)
($2,978,000)
($3,067,000)
($3,159,000)
($3,254,000)

*Revenues are estimated to be 5% higher than MSCBA's in the first

ten years and then assumed to escalate at 3% per year thereafter

*Operating Expenses do not include payments to MSCBA & MCA,

or a management fee; however, real estate taxes are assumed

to start at $100,000 and escalate at CPI

r NPV of EBTCF per FAR sf
13% $851,000 $10
14% $235,000 $3

14.4% $0 $0
15% ($265,000) ($3)
16% ($672.000) ($8)
17% ($1,006,000) ($12)
18% ($L282,000) ($15)
19% ($1,510.000) ($18)

$1,545,000
$1,617,000
$1,691,000
$1,769,000
$1,850,000
$1,935,000
$2,024,000
$2,116,000
$2,213,000
$2,314,000
$2,384,000
$2,456,000
$2,529,000
$2,605,000
$2,683,000
$2,763,000
$2,846,000
$2,932,000
$3,020,000
$3,111,000
$3,204,000
$3,300,000
$3,399,000
$3,501,000
$3,606,000
$3,714,000
$3,825,000
$3,940,000
$4,059,000
$4,180,000
$4,305,000
$4,434,000
$4,567,000
$4,704,000
$4,845,000
$4,991,000
$5,140,000
$5,295,000
$5,454,000
$5,617,000

($1,177,768)
($1,172,013)
($1,165,842)
($1,159,225)
($1,152,130)
($1,144,522)
($1,136,363)
($1,127,615)
($1,118,235)
($1,108,177)
($1,097,391)
($1,085,826)
($1,073,425)
($1,060,127)
($1,045,868)
($1,030,578)
($1,014,182)

($996,602)
($977,751)
($957,537)
($935,861)
($912,619)
($887,697)
($860,972)
($832,317)
($801,589)
($768,640)
($733,309)
($695,425)
($654,801)
($611,241)
($564,532)
($514,446)
($460,740)
($403,151)
($341,399)
($275,183)
($204,180)
($128,045)
($46,406)

($79,608)
($85,362)
($91,533)
($98,150)

($105,245)
($112,854)
($121,012)
($129,760)
($139,140)
($149,199)
($159,984)
($171,549)
($183,951)
($197,249)
($211,508)
($226,798)
($243,193)
($260,773)
($279,625)
($299,839)
($321,514)
($344,756)
($369,679)
($396,403)
($425,059)
($455,786)
($488,735)
($524,066)
($561,951)
($602,574)
($646,134)
($692,843)
($742,929)
($796,635)
($854,224)
($915,976)
($982,192)

($1,053,195)
($1,129,330)
($1,210,970)

123%
129%
134%
141%
147%
154%
161%
168%
176%
184%
190%

195%
201%
207%
213%
220%
226%
233%

240%
247%
255%
262%

270%
278%
287%
295%
304%
313%

323%
332%

342%
353%
363%
374%
385%
397%

409%
421%

434%
447%

$288,000
$360,000
$434,000
$512,000
$593,000
$678,000
$767,000
$859,000
$956,000

$1,057,000
$1,127,000
$1,199,000
$1,272,000
$1,348,000
$1,426,000
$1,506,000
$1,589,000
$1,675,000
$1,763,000
$1,854,000
$1,947,000
$2,043,000
$2,142,000
$2,244,000
$2,349,000
$2,457,000
$2,568,000
$2,683,000
$2,802,000
$2,923,000
$3,048,000
$3,177,000
$3,310,000
$3,447,000
$3,588,000
$3,734,000
$3,883,000
$4,038,000
$4,197,000
$4,360,000



Exhibit 1Ib

Residence Hall Phase 2: Private Developer - forty-year proforma with land residual
I LO%

Taxable Income EATCF
2003 NOI-Interest +RR (Depreciation) =Taxable Tax S/(L) ($1,405,107)
2004 1% of gross rev 40 39% ($4,215,320)

2005
2006
2007
2008
2009
2010
2011
2012
2013
2014
2015
2016
2017
2018
2019
2020
2021
2022
2023
2024
2025
2026
2027
2028
2029
2030
2031
2032
2033
2034
2035
2036
2037
2038
2039
2040
2041
2042
2043
2044

$367,000
$445,000
$525,000
$610,000
$698,000
$790,000
$888,000
$988,000

$1,095,000
$1,206,000
$1,287,000
$1,370,000
$1,456,000
$1,545,000
$1,637,000
$1,732,000
$1,832,000
$1,935,000
$2,042,000
$2,153,000
$2,268,000
$2,387,000
$2,511,000
$2,640,000
$2,774,000
$2,912,000
$3,056,000
$3,207,000
$3,364,000
$3,525,000
$3,694,000
$3,869,000
$4,053,000
$4,243,000
$4,442,000
$4,650,000
$4,865,000
$5,091,000
$5,326,000
$5,571,000

$26,000
$27,000
$28,000
$29,000
$30,000
$31,000
$33,000
$34,000
$35,000
$37,000
$38,000
$39,000
$40,000
$41,000
$42,000
$44,000
$45,000
$46,000
$48,000
$49,000
$51,000
$52,000
$54,000
$55,000
$57,000
$59,000
$60,000
$62,000
$64,000
$66,000
$68,000
$70,000
$72,000
$74,000
$77,000
$79,000
$81,000
$84,000
$86,000
$89,000

($562,043)
($562,043)
($562,043)
($562,043)
($562,043)
($562,043)
($562,043)
($562,043)
($562,043)
($562,043)
($562,043)
($562,043)
($562,043)
($562,043)
($562,043)
($562,043)
($562,043)
($562,043)
($562,043)
($562,043)
($562,043)
($562,043)
($562,043)
($562,043)
($562,043)
($562,043)
($562,043)
($562,043)
($562,043)
($562,043)
($562,043)
($562,043)
($562,043)
($562,043)
($562,043)
($562,043)
($562,043)
($562,043)
($562,043)
($562,043)

($169.000)
($90,000)
($9,000)
$77,000

$166,000
$259,000
$359,000
$460,000
$568,000
$681,000
$763,000
$847,000
$934,000

$1,024,000
$1,117,000
$1,214,000
$1,315,000
$1,419,000
$1,528,000
$1,640,000
$1,757,000
$1,877,000
$2,003,000
$2,133,000
$2,269,000
$2,409,000
$2,554,000
$2,707,000
$2,866,000
$3,029,000
$3,200,000
$3,377,000
$3,563,000
$3,755,000
$3,957,000
$4,167,000
$4,384,000
$4,613,000
$4,850,000
$5,098,000

r NPV of EATCF per FAR sf
8% $2,953,000 $35
9% $1,732,000 $21

10% $777,000 $9
11% $25,000 $0

11.0% $0 $0
12% (57' ,000) (S7)
13% ($1 049,000) ($12)
14% ($1,43 1.000) ($17)

$66,000
$35,000
$4,000

($30.,000)
($65,000)

($101.000)
($140,000)
( 179,000)
($222,000)
($266,000)
(S298,000)
($330,000)
(S364,000)
($399.000)
($436,000)
($473.000)
($513,000)
($553.000)
($596,000)
(640,000)
($685,000)
($732.000)
($781 ,000)
($832.000)
($885,000)
($9.40.000)
(S996.000)

($1,056,000)
($1,118,000)
($1,181.000)
($1,248.000)
($1,317,000)
($1,390,000)
($1 464,000)
($1,543.000)
($1,625,000)
($1,710,000)
($s1,799.000)
($1,892.1000)
($1,988,000)

$66,000
$35,000

$4,000
$482,000
$528,000
$577,000
$627,000
$680,000
$734,000
$791,000
$829,000
$869,000
$908,000
$949,000
$990,000

$1,033,000
$1,076,000
$1,122,000
$1,167,000
$1,214,000
$1,262,000
$1,311,000
$1,361,000
$1,412,000
$1,464,000
$1,517,000
$1,572,000
$1,627,000
$1,684,000
$1,742,000
$1,800,000
$1,860,000
$1,920,000
$1,983,000
$2,045,000
$2,109,000
$2,173,000
$2,239,000
$2,305,000
$2,372,000



Exhibit 12

Existing Tower: Developer mortgage without land

124,475 developer square feet
per gsf
MCA square feet
per gsf
parking spots
per spot
interest rate
year term
payments

$12,736,875 hard and soft costs
$516,238 construction period expense at

$13,253,113 development costs

70% loan to value ratio
$9,277,179 total mortgage
$3,975,934 total equity

$61,721
$740,656

monthly debt service
annual debt service

The amortization schedule above is collapsed to only show the 12th month in each year

$50
148,525
$25
70

$40,000
7.0%

30
360

8.5%

Month Beginning Interest Amortization Total DS Outstanding Annual Annual

Balance Balance Interest Amortization

12 $9,191,047 $53,614 $8,107 $61,721 $9,182,940 $646,417 $94,238

24 $9,090,582 $53,028 $8,693 $61,721 $9,081,889 $639,605 $101,051

36 $8,982,855 $52,400 $9,321 $61,721 $8,973,533 $632,300 $108,356

48 $8,867,339 $51,726 $9,995 $61,721 $8,857,344 $624,467 $116,189

60 $8,743,474 $51,004 $10,718 $61,721 $8,732,756 $616,067 $124,588

72 $8,610,654 $50,229 $11,492 $61,721 $8,599,161 $607,061 $133,595

84 $8,468,232 $49,398 $12,323 $61,721 $8,455,909 $597,403 $143,252

96 $8,315,515 $48,507 $13,214 $61,721 $8,302,300 $587,047 $153,608

108 $8,151,757 $47,552 $14,169 $61,721 $8,137,588 $575,943 $164,713

120 $7,976,162 $46,528 $15,194 $61,721 $7,960,968 $564,036 $176,620

132 $7,787,873 $45,429 $16,292 $61,721 $7,771,581 $551,268 $189,387

144 $7,585,972 $44,252 $17,470 $61,721 $7,568,502 $537,577 $203,078

156 $7,369,476 $42,989 $18,733 $61,721 $7,350,744 $522,897 $217,759

168 $7,137,330 $41,634 $20,087 $61,721 $7,117,243 $507,155 $233,501

180 $6,888,402 $40,182 $21,539 $61,721 $6,866,863 $490,275 $250,380

192 $6,621,478 $38,625 $23,096 $61,721 $6,598,382 $472,175 $268,480

204 $6,335,259 $36,956 $24,766 $61,721 $6,310,493 $452,767 $287,889

216 $6,028,349 $35,165 $26,556 $61,721 $6,001,793 $431,955 $308,700

228 $5,699,252 $33,246 $28,476 $61,721 $5,670,776 $409,639 $331,016

240 $5,346,365 $31,187 $30,534 $61,721 $5,315,831 $385,710 $354,946

252 $4,967,968 $28,980 $32,741 $61,721 $4,935,226 $360,051 $380,605

264 $4,562,216 $26,613 $35,108 $61,721 $4,527,107 $332,537 $408,119

276 $4,127,132 $24,075 $37,646 $61,721 $4,089,486 $303,034 $437,622

288 $3,660,596 $21,353 $40,368 $61,721 $3,620,229 $271,398 $469,257

300 $3,160,335 $18,435 $43,286 $61,721 $3,117,049 $237,476 $503,180

312 $2,623,909 $15,306 $46,415 $61,721 $2,577,494 $201,101 $539,555

324 $2,048,705 $11,951 $49,771 $61,721 $1,998,935 $162,096 $578,559

336 $1,431,920 $8,353 $53,368 $61,721 $1,378,551 $120,272 $620,383

348 $770,547 $4,495 $57,226 $61,721 $713,321 $75,425 $665,231

360 $61,363 $358 $61,363 $61,721 $0 $27,335 $713,321
$22,219,669



Exhibit 13a

Existing Tower: Developer thirty-year proforma with land residual

3% escalation

124,475

70%
87,133

gsf

net/gross

rsf at

70 total spots

85% rentable %

60.00 rentable spots

$260 per month

1% vac.

per gsf of rent

$11 25%

REVENUES (OPERATING) NOI

Rent Vacancy Rent Parking Gross Rev. Exp. Recover TI

2005 $35.00 15% $2,592,000 $185,000 $2,777,000 $0 ($1,369,000) $1,408,000

2006 $35.00 10% $2,745,000 $191,000 $2,936,000 $36,900 ($1,410,000) ($38,000) $1,524,900

2007 $35.00 5% $2,897,000 $197,000 $3,094,000 $74,700 ($1,452,000) ($38,000) $1,678,700

2008 $35.00 5% $2,897,000 $203,000 $3,100,000 $114,300 ($1,496,000) $0 $1,718,300

2009 $35.00 5% $2,897,000 $209,000 $3,106,000 $154,800 ($1,541,000) $0 $1,719,800

2010 $40.57 7% $3,288,000 $215,000 $3,503,000 $0 ($1,587,000) $0 $1,916,000

2011 $40.57 5% $3,359,000 $221,000 $3,580,000 $45,600 ($1,635,000) ($18,000) $1,972,600

2012 $40.57 5% $3,359,000 $228,000 $3,587,000 $92,150 ($1,684,000) $0 $1,995,150

2013 $40.57 5% $3,359,000 $235,000 $3,594,000 $140,600 ($1,735,000) $0 $1,999,600

2014 $40.57 5% $3,359,000 $242,000 $3,601,000 $190,000 ($1,787,000) $0 $2,004,000

2015 $47.04 10% $3,689,000 $249,000 $3,938,000 $0 ($1,841,000) $0 $2,097,000

2016 $47.04 5% $3,894,000 $256,000 $4,150,000 $52,250 ($1,896,000) ($51,000) $2,255,250

2017 $47.04 5% $3,894,000 $264,000 $4,158,000 $106,400 ($1,953,000) $0 $2,311,400

2018 $47.04 5% $3,894,000 $272,000 $4,166,000 $162,450 ($2,012,000) $0 $2,316,450

2019 $47.04 5% $3,894,000 $280,000 $4,174,000 $219,450 ($2,072,000) $0 $2,321,450

2020 $54.53 7% $4,419,000 $288,000 $4,707,000 $0 ($2,134,000) $0 $2,573,000

2021 $54.53 5% $4,514,000 $297,000 $4,811,000 $60,800 ($2,198,000) ($24,000) $2,649,800

2022 $54.53 5% $4,514,000 $306,000 $4,820,000 $123,500 ($2,264,000) $0 $2,679,500

2023 $54.53 5% $4,514,000 $315,000 $4,829,000 $188,100 ($2,332,000) $0 $2,685,100

2024 $54.53 5% $4,514,000 $324,000 $4,838,000 $254,600 ($2,402,000) $0 $2,690,600

2025 $63.21 10% $4,957,000 $334,000 $5,291,000 $0 ($2,474,000) $0 $2,817,000

2026 $63.21 5% $5,233,000 $344,000 $5,577,000 $70,300 ($2,548,000) ($69,000) $3,030,300

2027 $63.21 5% $5,233,000 $354,000 $5,587,000 $142,500 ($2,624,000) $0 $3,105,500

2028 $63.21 5% $5,233,000 $365,000 $5,598,000 $217,550 ($2,703,000) $0 $3,112,550

2029 $63.21 5% $5,233,000 $376,000 $5,609,000 $294,500 ($2,784,000) $0 $3,119,500

2030 $73.28 7% $5,938,000 $387,000 $6,325,000 $0 ($2,868,000) $0 $3,457,000

2031 $73.28 5% $6,066,000 $399,000 $6,465,000 $81,700 ($2,954,000) ($32,000) $3,560,700

2032 $73.28 5% $6,066,000 $411,000 $6,477,000 $166,250 ($3,043,000) $0 $3,600,250

2033 $73.28 5% $6,066,000 $423,000 $6,489,000 $252,700 ($3,134,000) $0 $3,607,700

2034 $73.28 5% $6,066,000 $436,000 $6,502,000 $342,000 ($3,228,000) $0 $3,616,000



Exhibit 13b

Existing Tower: Developer thirty-year proforma with land residual

IRR NOI-Interest + RR (Depr.) =Taxable Tax (L)/S I RR

25% 1% 30 39% 19%
of gross rev

DEBT SERVICE EBTCF TAXABLE INCOME EATCF

Interest Amort ($3,975,934) ($3,975,934)

$646,417 $94,238 $667,000 $762,000 $28,000 ($441,770) $348,000 ($136,000) $531,000

$639,605 $101,051 $784,000 $885,000 $29,000 ($441,770) $472,000 ($184,000) $600,000

$632,300 $108,356 $938,000 $1,046,000 $31,000 ($441,770) $635,000 ($248,000) $690,000

$624,467 $116,189 $978,000 $1,094,000 $31,000 ($441,770) $683,000 ($266,000) $712,000

$616,067 $124,588 $979,000 $1,104,000 $31,000 ($441,770) $693,000 ($270,000) $709,000

$607,061 $133,595 $1,175,000 $1,309,000 $35,000 ($441,770) $902,000 ($352,000) $823,000

$597,403 $143,252 $1,232,000 $1,375,000 $36,000 ($441,770) $969,000 ($378,000) $854,000

$587,047 $153,608 $1,254,000 $1,408,000 $36,000 ($441,770) $1,002,000 ($391,000) $863,000

$575,943 $164,713 $1,259,000 $1,424,000 $36,000 ($441,770) $1,018,000 ($397,000) $862,000

$564,036 $176,620 $1,263,000 $1,440,000 $36,000 ($441,770) $1,034,000 ($403,000) $860,000

$551,268 $189,387 $1,356,000 $1,546,000 $39,000 ($441,770) $1,143,000 ($446,000) $910,000

$537,577 $203,078 $1,515,000 $1,718,000 $42,000 ($441,770) $1,318,000 ($514,000) $1,001,000

$522,897 $217,759 $1,571,000 $1,789,000 $42,000 ($441,770) $1,389,000 ($542,000) $1,029,000

$507,155 $233,501 $1,576,000 $1,809,000 $42,000 ($441,770) $1,409,000 ($550,000) $1,026,000

$490,275 $250,380 $1,581,000 $1,831,000 $42,000 ($441,770) $1,431,000 ($558,000) $1,023,000

$472,175 $268,480 $1,832,000 $2,101,000 $47,000 ($441,770) $1,706,000 ($665,000) $1,167,000

$452,767 $287,889 $1,909,000 $2,197,000 $48,000 ($441,770) $1,803,000 ($703,000) $1,206,000

$431,955 $308,700 $1,939,000 $2,248,000 $48,000 ($441,770) $1,854,000 ($723,000) $1,216,000

$409,639 $331,016 $1,944,000 $2,275,000 $48,000 ($441,770) $1,881,000 ($734,000) $1,210,000

$385,710 $354,946 $1,950,000 $2,305,000 $48,000 ($441,770) $1,911,000 ($745,000) $1,205,000

$360,051 $380,605 $2,076,000 $2,457,000 $53,000 ($441,770) $2,068,000 ($807,000) $1,269,000

$332,537 $408,119 $2,290,000 $2,698,000 $56,000 ($441,770) $2,312,000 ($902,000) $1,388,000

$303,034 $437,622 $2,365,000 $2,802,000 $56,000 ($441,770) $2,416,000 ($942,000) $1,423,000

$271,398 $469,257 $2,372,000 $2,841,000 $56,000 ($441,770) $2,455,000 ($957,000) $1,415,000

$237,476 $503,180 $2,379,000 $2,882,000 $56,000 ($441,770) $2,496,000 ($973,000) $1,406,000

$201,101 $539,555 $2,716,000 $3,256,000 $63,000 ($441,770) $2,877,000 ($1,122,000) $1,594,000

$162,096 $578,559 $2,820,000 $3,399,000 $65,000 ($441,770) $3,022,000 ($1,179,000) $1,641,000

$120,272 $620,383 $2,860,000 $3,480,000 $65,000 ($441,770) $3,103,000 ($1,210,000) $1,650,000

$75,425 $665,231 $2,867,000 $3,532,000 $65,000 ($441,770) $3,155,000 ($1,230,000) $1,637,000

$27,335 $713,321 $2,875,000 $3,589,000 $65,000 ($441,770) $3,212,000 ($1,253,000) $1,622,000

NPV of EBTCF NPV of EATCF

NPV per FAR sf r NPV per FAR sf

$9,000,000 $72 9% $4,800,000 $39

$7,600,000 $61 10% $3,900,000 $31
$6,400,000 $51 11% - $3,200,000 $26
$5,400,000 $43 12% $2,600,000 $21

$4,600,000 $37 13% $2,000,000 $16
$3,800,000 $31 14% $1,600,000 $13

$3,200,000 $26 15% $1,200,000 $10

$2,700,000 $22 16% $800,000 $6

$2,200,000 $18 17% $500,000 $4

$1,800,000 $14 18% $300,000 $2

$1,500,000 $12 19% $0 $0

$1,100,000 $9 200 (200.000) ($2)



Exhibit 14

Existing Tower: Developer mortgage including land

7.0% interest rate
30 year term
360 payments

$12,736,875 hard and soft
$3,000,000 land

15,736,875
1,484,458

17,221,333
70%

12,054,933
5,166,400

$80,202
$962,421

development costs
construction period expense
total development costs
loan to value ratio
total mortgage
total equity

monthly debt service
annual debt service

The amortization schedule above is collapsed to only show the 12th month in each year

8.5%

Month Beginning Interest Amortization Total DS Outstanding Annual Interest Annual Amort

12 $11,943,012 $69,668 $10,534 $80,202 $11,932,478 $839,966 $122,455

24 $11,812,466 $68,906 $11,296 $80,202 $11,801,170 $831,114 $131,307

36 $11,672,483 $68,089 $12,112 $80,202 $11,660,371 $821,622 $140,800

48 $11,522,380 $67,214 $12,988 $80,202 $11,509,392 $811,443 $150,978

60 $11,361,427 $66,275 $13,927 $80,202 $11,347,500 $800,529 $161,892

72 $11,188,838 $65,268 $14,934 $80,202 $11,173,904 $788,826 $173,596
84 $11,003,773 $64,189 $16,013 $80,202 $10,987,760 $776,276 $186,145

96 $10,805,329 $63,031 $17,171 $80,202 $10,788,158 $762,820 $199,601

108 $10,592,540 $61,790 $18,412 $80,202 $10,574,128 $748,391 $214,030

120 $10,364,368 $60,459 $19,743 $80,202 $10,344,625 $732,919 $229,503

132 $10,119,702 $59,032 $21,170 $80,202 $10,098,532 $716,328 $246,093

144 $9,857,349 $57,501 $22,701 $80,202 $9,834,648 $698,538 $263,884

156 $9,576,030 $55,860 $24,342 $80,202 $9,551,688 $679,461 $282,960

168 $9,274,375 $54,101 $26,101 $80,202 $9,248,273 $659,006 $303,415

180 $8,950,913 $52,214 $27,988 $80,202 $8,922,925 $637,072 $325,349

192 $8,604,068 $50,190 $30,011 $80,202 $8,574,056 $613,553 $348,868

204 $8,232,149 $48,021 $32,181 $80,202 $8,199,968 $588,333 $374,088

216 $7,833,345 $45,695 $34,507 $80,202 $7,798,837 $561,290 $401,131

228 $7,405,711 $43,200 $37,002 $80,202 $7,368,709 $532,293 $430,129

240 $6,947,163 $40,525 $39,677 $80,202 $6,907,486 $501,199 $461,223

252 $6,455,466 $37,657 $42,545 $80,202 $6,412,921 $467,857 $494,565

264 $5,928,225 $34,581 $45,620 $80,202 $5,882,605 $432,105 $530,317

276 $5,362,870 $31,283 $48,918 $80,202 $5,313,952 $393,768 $568,653

288 $4,756,645 $27,747 $52,455 $80,202 $4,704,190 $352,660 $609,761

300 $4,106,596 $23,955 $56,247 $80,202 $4,050,349 $308,580 $653,841

312 $3,409,555 $19,889 $60,313 $80,202 $3,349,242 $261,314 $701,107

324 $2,662,124 $15,529 $64,673 $80,202 $2,597,452 $210,631 $751,790

336 $1,860,662 $10,854 $69,348 $80,202 $1,791,314 $156,284 $806,137

348 $1,001,263 $5,841 $74,361 $80,202 $926,901 $98,008 $864,413

360 $79,737 $465 $79,737 $80,202 $0 $35,520 $926,901



Exhibit 15a

Existing Tower: Developer thirty-year proforma including land

NOI Interest Amort DSCR Base Lease
2003 Payment % of NOI
2004 3.0%

2006
2007
2008
2009
2010
2011
2012
2013
2014
2015
2016
2017
2018
2019
2020
2021
2022
2023
2024
2025
2026
2027
2028
2029
2030
2031
2032
2033
2034

NPV of base lease payments a
7% $1,537,000

$1,408,000
$1,524,900
$1,678,700
$1,718,300
$1,719,800
$1,916,000
$1,972,600
$1,995,150
$1,999,600
$2,004,000
$2,097,000
$2,255,250
$2,311,400
$2,316,450
$2,321,450
$2,573,000
$2,649,800
$2,679,500
$2,685,100
$2,690,600
$2,817,000
$3,030,300
$3,105,500
$3,112,550
$3,119,500
$3,457,000
$3,560,700
$3,600,250
$3,607,700
$3,616,000

($839,966)
($831,114)
($821,622)
($811,443)
($800,529)
($788,826)
($776,276)
($762,820)
($748,391)
($732,919)
($716,328)
($698,538)
($679,461)
($659,006)
($637,072)
($613,553)
($588,333)
($561,290)
($532,293)
($501,199)
($467,857)
($432,105)
($393,768)
($352,660)
($308,580)
($261,314)
($210,631)
($156,284)

($98,008)
($35,520)

($122,455)
($131,307)
($140,800)
($150,978)
($161,892)
($173,596)
($186,145)
($199,601)
($214,030)
($229,503)
($246,093)
($263,884)
($282,960)
($303,415)
($325,349)
($348,868)
($374,088)
($401,131)
($430,129)
($461,223)
($494,565)
($530,317)
($568,653)
($609,761)
($653,841)
($701,107)
($751,790)
($806,137)
($864,413)
($926,901)

146%
158%
174%
179%
179%
199%

205%

207%
208%
208%

218%

234%
240%
241%
241%
267%
275%
278%
279%
280%
293%
315%
323%
323%
324%

359%
370%

374%

375%
376%

($90,000)
($93,000)
($96,000)
($99,000)

($102,000)
($105,000)
($108,000)
($111,000)
($114,000)
($117,000)
($121,000)
($125,000)
($129,000)
($133,000)
($137,000)
($141,000)
($145,000)
($149,000)
($153,000)
($158,000)
($163,000)
($168,000)
($173,000)
($178,000)
($183,000)
($188,000)
($194,000)
($200,000)
($206,000)
($212,000)

6.39%
6.10%
5.72%
5.76%
5.93%

5.48%

5.48%

5.56%
5.70%
5.84%

5.77%

5.54%
5.58%

5.74%
5.90%

5.48%
5.47%
5.56%
5.70%
5.87%
5.79%
5.54%
5.57%

5.72%
5.87%

5.44%
5.45%
5.56%
5.71%
5.86%



Exhibit 15b
Existing Tower: Developer thirty-year proforma including land

EBpart Participation Rent EBTCF-Part Taxable Income EATCF
15% ese @ 13.89% + RR (Depreciation) =Taxable Tax S/(L) 10.84%

of EBTCF EBpart% ($5,166,400) +Amrt 30 39% ($5,166,400)

$356,000 ($53,000) - $303,000 $150,455 ($474,044) ($21,000) $8,000 $8,000

$469,000 ($70,000) 132% $399,000 $29,000 ($474,044) ($46,000) $18,000 $18,000

$620,000 ($93,000) 132% $527,000 $31,000 ($474,044) $84,000 ($33,000) $494,000

$657,000 ($99,000) 106% $558,000 $31,000 ($474,044) $115,000 ($45,000) $513,000

$655,000 ($99,000) 100% $556,000 $31,000 ($474,044) $113,000 ($44,000) $512,000

$849,000 ($128,000) 130% $721,000 $35,000 ($474,044) $282,000 ($110,000) $611,000

$902,000 ($136,000) 106% $766,000 $36,000 ($474,044) $328,000 ($128,000) $638,000

$922,000 ($139,000) 102% $783,000 $36,000 ($474,044) $345,000 ($135,000) $648,000

$923,000 ($139,000) 100% $784,000 $36,000 ($474,044) $346,000 ($135,000) $649,000

$925,000 ($139,000) 100% $786,000 $36,000 ($474,044) $348,000 ($136,000) $650,000

$1,014,000 ($152,000) 110% $862,000 $39,000 ($474,044) $427,000 ($167,000) $695,000

$1,168,000 ($175,000) 115% $993,000 $42,000 ($474,044) $561,000 ($219,000) $774,000

$1,220,000 ($183,000) 104% $1,037,000 $42,000 ($474,044) $605,000 ($236,000) $801,000

$1,221,000 ($183,000) 1000 $1,038,000 $42,000 ($474,044) $606,000 ($236,000) $802,000

$1,222,000 ($183,000) 100% $1,039,000 $42,000 ($474,044) $607,000 ($237,000) $802,000

$1,470,000 ($220,000) 120% $1,250,000 $47,000 ($474,044) $823,000 ($321,000) $929,000

$1,542,000 ($231,000) 105% $1,311,000 $48,000 ($474,044) $885,000 ($345,000) $966,000

$1,568,000 ($235,000) 102% $1,333,000 $48,000 ($474,044) $907,000 ($354,000) $979,000

$1,570,000 ($235,000) 100% $1,335,000 $48,000 ($474,044) $909,000 ($355,000) $980,000

$1,570,000 ($235,000) 100% $1,335,000 $48,000 ($474,044) $909,000 ($355,000) $980,000

$1,692,000 ($253,000) 108% $1,439,000 $53,000 ($474,044) $1,018,000 ($397,000) $1,042,000

$1,900,000 ($284,000) 112% $1,616,000 $56,000 ($474,044) $1,198,000 ($467,000) $1,149,000

$1,970,000 ($294,000) 104% $1,676,000 $56,000 ($474,044) $1,258,000 ($491,000) $1,185,000

$1,972,000 ($294,000) 1000 $1,678,000 $56,000 ($474,044) $1,260,000 ($491,000) $1,187,000

$1,974,000 ($294,000) 100% $1,680,000 $56,000 ($474,044) $1,262,000 ($492,000) $1,188,000

$2,307,000 ($344,000) 117% $1,963,000 $63,000 ($474,044) $1,552,000 ($605,000) $1,358,000

$2,404,000 ($358,000) 104% $2,046,000 $65,000 ($474,044) $1,637,000 ($638,000) $1,408,000

$2,438,000 ($363,000) 101% $2,075,000 $65,000 ($474,044) $1,666,000 ($650,000) $1,425,000

$2,439,000 ($363,000) 100% $2,076,000 $65,000 ($474,044) $1,667,000 ($650,000) $1,426,000

$2,442,000 ($363,000) 100% $2,079,000 $65,000 ($474,044) $1670,000 ($651,000) $1,428,000

NPV of participation lease payments @
11% $1,225,000 total NPV of lease payments| S2,762,000



Exhibit 16
Existing Tower: MSCBA

65,825 office square
$55 per gsf

207,175 MCA square
$30 per gsf
70 parking spots

$40,000 per spot
5.4% interest rate
3.0% short term int

32 year term

Traditional Procurement - Escalating Bond Structure

feet

feet

$12,635,625 hard and soft costs

$775,209 capitalized interest

$1,048,721 debt service reserve earning at

($430,672) short term interest earnings

$100,000
$100,490
$126,356

$14,355,730
$1,048,721

erest

cost of issuance
underwriter's discount (-.70% of proceeds)
bond insurance premium (25 bp)
total proceeds
average annual debt service

DS
Year Beginning Interest % Amort $ Amort Total DS Resere Net DS Outstanding

2004 $14,355,730 $775,209 0.00% $0 $775,209 $14,355,730

2005 $14,355,730 $775,209 0.20% $28,711 $803,921 ($52,436) $751,485 $14,327,019

2006 $14,327,019 $773,659 0.30% $43,067 $816,726 ($52,436) $764,290 $14,283,952

2007 $14,283,952 $771,333 0.40% $57,423 $828,756 ($52,436) $776,320 $14,226,529

2008 $14,226,529 $768,233 0.50% $71,779 $840,011 ($52,436) $787,575 $14,154,750

2009 $14,154,750 $764,356 0.60% $86,134 $950,491 ($52,436) $798,055 $14,068,616

2010 $14,068,616 $759,705 0.70% $100,490 $860,195 ($52,436) $807,759 $13,968,125

2011 $13,968,125 $754,279 0.80% $114,846 $869,125 ($52,436) $816,689 $13,853,280

2012 $13,853,280 $748,077 0.90% $129,202 $877,279 ($52,436) $824,843 $13,724,078

2013 $13,724,078 $741,100 1.10% $157,913 $899,013 ($52,436) $846,577 $13,566,165

2014 $13,566,165 $732,573 1.30% $186,624 $919,197 ($52,436) $866,761 $13,379,541

2015 $13,379,541 $722,495 1.50% $215,336 $937,831 ($52,436) $885,395 $13,164,205

2016 $13,164,205 $710,867 1.70% $244,047 $954,914 ($52,436) $902,478 $12,920,157

2017 $12,920,157 $697,688 1.90% $272,759 $970,447 ($52,436) $918,011 $12,647,398

2018 $12,647,398 $682,960 2.10% $301,470 $984,430 ($52,436) $931,994 $12,345,928

2019 $12,345,928 $666,680 2.30% $330,182 $996,862 ($52,436) $944,426 $12,015,746

2020 $12,015,746 $648,850 2.50% $358,893 $1,007,744 ($52,436) $955,307 $11,656,853

2021 $11,656,853 $629,470 2.70% $387,605 $1,017,075 ($52,436) $964,639 $11,269,248

2022 $11,269,248 $608,539 2.90% $416,316 $1,024,856 ($52,436) $972,420 $10,852,932

2023 $10,852,932 $586,058 3.30% $473,739 $1,059,797 ($52,436) $1,007,361 $10,379,193

2024 $10,379,193 $560,476 3.84% $551,260 $1,111,736 ($52,436) $1,059,300 $9,827,933

2025 $9,827,933 $530,708 4.38% $628,781 $1,159,489 ($52,436) $1,107,053 $9,199,152

2026 $9,199,152 $496,754 4.92% $706,302 $1,203,056 ($52,436) $1,150,620 $8,492,850

2027 $8,492,850 $458,614 5.46% $783,823 $1,242,437 ($52,436) $1,190,001 $7,709,027

2028 $7,709,027 $416,287 6.00% $861,344 $1,277,631 ($52,436) $1,225,195 $6,847,683

2029 $6,847,683 $369,775 6.54% $938,865 $1,308,640 ($52,436) $1,256,204 $5,908,819

2030 $5,908,819 $319,076 7.08% $1,016,386 $1,335,462 ($52,436) $1,283,026 $4,892,433

2031 $4,892,433 $264,191 7.62% $1,093,907 $1,358,098 ($52,436) $1,305,662 $3,798,526

2032 $3,798,526 $205,120 8.16% $1,171,428 $1,376,548 ($52,436) $1,324,112 $2,627,099

2033 $2,627,099 $141,863 8.70% $1,248,949 $1,390,812 ($52,436) $1,338,376 $1,378,150

2034 $1,378,150 $74,420 9.60%o $1,378,150 $1,452,570 ($52,436) $1,400,134 $0

$17,379,420 100.00% $14,355,730 $31,735,150 $30,162,068



Exhibit 17
Existing Tower: MSCBA thirty-year proforma

70 total spots

100% rentable %

70.00 rentable spots

$250 per month

1% vac.

per gsf of rent

$10 25%

NPV of FCF(1O00s)
6% $10,414
7% $9,045
8% $7,912
9% $6,970
10% $6,180
11% $5,514
12% $4,949
13% $4,466

3% escalation

65,825

78%
51,344

net/gross

rsf at

REVENUES (OPERATING) NOI (Bond) FCF
Rent Vac. Rent Parking Gross Rev. TI

2004 $0
2005 $35.00 15% $1,527,000 $208,000 $1,735,000 ($658,000) $1,077,000 ($751,485) $326,000
2006 $36.05 10% $1,666,000 $214,000 $1,880,000 ($678,000) ($23,000) $1,179,000 ($764,290) $415,000
2007 $37.13 5% $1,811,000 $220,000 $2,031,000 ($698,000) ($24,000) $1,309,000 ($776,320) $533,000
2008 $38.25 5% $1,865,000 $227,000 $2,092,000 ($719,000) $0 $1,373,000 ($787,575) $585,000
2009 $39.39 5% $1,921,000 $234,000 $2,155,000 ($741,000) $0 $1,414,000 ($798,055) $616,000
2010 $40.57 7% $1,937,000 $241,000 $2,178,000 ($763,000) $0 $1,415,000 ($807,759) $607,000
2011 $41.79 5% $2,038,000 $248,000 $2,286,000 ($786,000) ($11,000) $1,489,000 ($816,689) $672,000
2012 $43.05 5% $2,100,000 $255,000 $2,355,000 ($810,000) $0 $1,545,000 ($824,843) $720,000
2013 $44.34 5% $2,163,000 $263,000 $2,426,000 ($834,000) $0 $1,592,000 ($846,577) $745,000
2014 $45.67 5% $2,227,000 $271,000 $2,498,000 ($859,000) $0 $1,639,000 ($866,761) $772,000
2015 $47.04 10% $2,174,000 $279,000 $2,453,000 ($885,000) $0 $1,568,000 ($885,395) $683,000
2016 $48.45 5% $2,363,000 $287,000 $2,650,000 ($912,000) ($31,000) $1,707,000 ($902,478) $805,000
2017 $49.90 5% $2,434,000 $296,000 $2,730,000 ($939,000) $0 $1,791,000 ($918,011) $873,000
2018 $51.40 5% $2,507,000 $305,000 $2,812,000 ($967,000) $0 $1,845,000 ($931,994) $913,000
2019 $52.94 5% $2,582,000 $314,000 $2,896,000 ($996,000) $0 $1,900,000 ($944,426) $956,000
2020 $54.53 7% $2,604,000 $323,000 $2,927,000 ($1,026,000) $0 $1,901,000 ($955,307) $946,000
2021 $56.16 5% $2,740,000 $333,000 $3,073,000 ($1,057,000) ($14,000) $2,002,000 ($964,639) $1,037,000
2022 $57.85 5% $2,822,000 $343,000 $3,165,000 ($1,089,000) $0 $2,076,000 ($972,420) $1,104,000
2023 $59.59 5% $2,906,000 $353,000 $3,259,000 ($1,122,000) $0 $2,137,000 ($1,007,361) $1,130,000
2024 $61.37 5% $2,994,000 $364,000 $3,358,000 ($1,156,000) $0 $2,202,000 ($1,059,300) $1,143,000
2025 $63.21 10% $2,921,000 $375,000 $3,296,000 ($1,191,000) $0 $2,105,000 ($1,107,053) $998,000
2026 $65.11 5% $3,176,000 $386,000 $3,562,000 ($1,227,000) ($42,000) $2,293,000 ($1,150,620) $1,142,000
2027 $67.06 5% $3,271,000 $398,000 $3,669,000 ($1,264,000) $0 $2,405,000 ($1,190,001) $1,215,000
2028 $69.08 5% $3,369,000 $410,000 $3,779,000 ($1,302,000) $0 $2,477,000 ($1,225,195) $1,252,000
2029 $71.15 5% $3,470,000 $422,000 $3,892,000 ($1,341,000) $0 $2,551,000 ($1,256,204) $1,295,000
2030 $73.28 7% $3,499,000 $435,000 $3,934,000 ($1,381,000) $0 $2,553,000 ($1,283,026) $1,270,000
2031 $75.48 5% $3,682,000 $448,000 $4,130,000 ($1,422,000) ($19,000) $2,689,000 ($1,305,662) $1,383,000
2032 $77.75 5% $3,792,000 $461,000 $4,253,000 ($1,465,000) $0 $2,788,000 ($1,324,112) $1,464,000
2033 $80.08 5% $3,906,000 $475,000 $4,381,000 ($1,509,000) $0 $2,872,000 ($1,338,376) $1,534,000
2034 $82.48 5% $4,023,000 $489,000 $4,512,000 ($1,554,000) $0 $2,958,000 ($1,400,134) $1,558,000



Exhibit 18

Courtyard Site: MSCBA Escalating Bond Structure

20 floors $32,313,600 hard and soft costs

5,984 sf per floor $4,517,161 capitalized interest (2 years)

119,680 square feet $2,874,122 debt service reserve earning at 5%

$270 per sf $1,254,767 short term interest earnings

5.4% interest rate $250,000 cost of issuance

3.0% interest rate $292,779 underwriter's discount (~.70% of proceeds)

40 year term $323,136 bond insurance premium (25 bp)

$41,825,565 total proceeds

$2,874,122 average annual debt service

Year Beginning Interest % Armort Amort Total DS DS Reserve Net DS Outstanding

2003 $41,825,565 $2,258,581 0.00% $0 $2,258,581 $41,825,565

2004 $41,825,565 $2,258,581 0.00% $0 $2,258,581 $41,825,565

2005 $41,825,565 $2,258,581 0.00% $0 $2,258,581 ($143,706) $2,114,874 $41,825,565

2006 $41,825,565 $2,258,581 0.00% $0 $2,258,581 ($143,706) $2,114,874 $41,825,565

2007 $41,825,565 $2,258,581 0.03% $12,548 $2,271,128 ($143,706) $2,127,422 $41,813,017

2008 $41,813,017 $2,257,903 0.07% $29,278 $2,287,181 ($143,706) $2,143,475 $41,783,739

2009 $41,783,739 $2,256,322 0.11% $46,008 $2,302,330 ($143,706) $2,158,624 $41,737,731

2010 $41,737,731 $2,253,837 0.15% $62,738 $2,316,576 ($143,706) $2,172,870 $41,674,993

2011 $41,674,993 $2,250,450 0.19% $79,469 $2,329,918 ($143,706) $2,186,212 $41,595,524

2012 $41,595,524 $2,246,158 0.230 $96,199 $2,342,357 ($143,706) $2,198,651 $41,499,326

2013 $41,499,326 $2,240,964 0.27% $112,929 $2,353,893 ($143,706) $2,210,187 $41,386,397

2014 $41,386,397 $2,234,865 0.31% $129,659 $2,364,525 ($143,706) $2,220,819 $41,256,737

2015 $41,256,737 $2,227,864 0.40% $167,302 $2,395,166 ($143,706) $2,251,460 $41,089,435

2016 $41,089,435 $2,218,829 0.54% $225,858 $2,444,688 ($143,706) $2,300,981 $40,863,577

2017 $40,863,577 $2,206,633 0.68% $284,414 $2,491,047 ($143,706) $2,347,341 $40,579,163

2018 $40,579,163 $2,191,275 0.820 $342,970 $2,534,244 ($143,706) $2,390,538 $40,236,194

2019 $40,236,194 $2,172,754 0.96% $401,525 $2,574,280 ($143,706) $2,430,574 $39,834,668

2020 $39,834,668 $2,151,072 1.10% $460,081 $2,611,153 ($143,706) $2,467,447 $39,374,587

2021 $39,374,587 $2,126,228 1.24% $518,637 $2,644,865 ($143,706) $2,501,159 $38,855,950

2022 $38,855,950 $2,098,221 1.38% $577,193 $2,675,414 ($143,706) $2,531,708 $38,278,757

2023 $38,278,757 $2,067,053 1.52% $635,749 $2,702,801 ($143,706) $2,559,095 $37,643,008

2024 $37,643,008 $2,032,722 1.66% $694,304 $2,727,027 ($143,706) $2,583,321 $36,948,704

2025 $36,948,704 $1,995,230 1.90% $794,686 $2,789,916 ($143,706) $2,646,210 $36,154,018

2026 $36,154,018 $1,952,317 2.21% $924,345 $2,876,662 ($143,706) $2,732,956 $35,229,673

2027 $35,229,673 $1,902,402 2.52% $1,054,004 $2,956,407 ($143,706) $2,812,700 $34,175,669

2028 $34,175,669 $1,845,486 2.83% $1,183,663 $3,029,150 ($143,706) $2,885,444 $32,992,006

2029 $32,992,006 $1,781,568 3.14% $1,313,323 $3,094,891 ($143,706) $2,951,185 $31,678,683

2030 $31,678,683 $1,710,649 3.450 $1,442,982 $3,153,631 ($143,706) $3,009,925 $30,235,701

2031 $30,235,701 $1,632,728 3.76% $1,572,641 $3,205,369 ($143,706) $3,061,663 $28,663,060

2032 $28,663,060 $1,547,805 4.07% $1,702,300 $3,250,106 ($143,706) $3,106,400 $26,960,759

2033 $26,960,759 $1,455,881 4.38% $1,831,960 $3,287,841 ($143,706) $3,144,135 $25,128,799

2034 $25,128,799 $1,356,955 4.69% $1,961,619 $3,318,574 ($143,706) $3,174,868 $23,167,180

2035 $23,167,180 $1,251,028 5.00% $2,091,278 $3,342,306 ($143,706) $3,198,600 $21,075,902

2036 $21,075,902 $1,138,099 5.51% $2,304,589 $3,442,687 ($143,706) $3,298,981 $18,771,314

2037 $18,771,314 $1,013,651 6.02% $2,517,899 $3,531,550 ($143,706) $3,387,844 $16,253,415

2038 $16,253,415 $877,684 6.53% $2,731,209 $3,608,894 ($143,706) $3,465,188 $13,522,205

2039 $13,522,205 $730,199 7.04% $2,944,520 $3,674,719 ($143,706) $3,531,013 $10,577,685

2040 $10,577,685 $571,195 7.55% $3,157,830 $3,729,025 ($143,706) $3,585,319 $7,419,855

2041 $7,419,855 $400,672 8.060 $3,371,141 $3,771,813 ($143,706) $3,628,107 $4,048,715

2042 $4,048,715 $218,631 9.680 $4,048,715 $4,267,345 ($143,706) $4,123,639 ($O)
$67,391,074 100.00% $41,825,565 $2,874,122 $2,730,416



Exhibit 19

Courtyard Site: MSCBA Traditional Procurement - first year proforma

REVENUES
Academic Year Rental

Singles
Doubles
RA Beds (1/2 price)
Subtotal

Summer Term Rental
Rent
Subtotal

$9,500
$9,000
$4,750

beds at
beds at
beds at

238 beds at

per acad.yr.
per acad.yr.
per acad.yr.

$2,600 per summer

Vacancy
Academic Year
Summer Term

2%
20%

$1,254,000
$918,000

$19,000
$2,191,000

$618,800
$618,800

($43,820)
($123,760)
($167,580)

$1,056 per month
$1,000 per month
$528 per month

$19 per gsf/yr

Other Income
Laundry Income

Academic Year
Summer

Vending machines, misc.
Academic Year
Summer

Continuing Education

Subtotal

$1.50
students at
students at

$1.70
students at
students at
students at

per student, per week
$59 per acad.yr.
$17 per summer

per student, per week
$66 per acad.yr.
$19 per summer

$1,000 per student

Total Gross Revenue

EXPENSES
Marketing
Payroll
Administration
Common Area
Grounds/Landscaping
Utilities
Turnover
Building Maintenance & Repair
Insurance & Taxes
MSCBA
MCA
Operating Reserve
Replacement Reserve
Management Fee
Continuing Education
Total Operating Expenses

$2,003
$28,000

$242,000
$39,000

$227,000
$6,000

$232,000
$16,000
$23,000
$36,000
$62,000
$15,000
$10,000
$10,000
$80,000

$100,000

$13,923
$3,927

$15,779
$4,451

$50,000

$88,080

$2,730,300

$2,005
$29,680

$256,520
$41,340

$240,620
$6,360

$245,920
$16,960
$24,380
$38,160
$65,720
$15,900
$10,600
$10,600
$84,800

$106,000
$1,193,560

$1,536,740

$2,114,874
($578,134)

NET OPERATING INCOME

DEBT SERVICE
Escalating Payment

NET CASH FLOW_

$17 per gsf/yr

$239 gsf/student

$23 per gsf/yr

$10 per gsf/yr

$18 per gsf/yr



Exhibit 20
Courtyard Site: MSCBA Traditional Procurement - ten-year proforma

2005 2006 2007 2008 2009 2010 2011 2012 2013 2014

Academic Year Rental

Singles 4%

Doubles 4%

RA Beds 4%

(Vacancy) (2%)

Subtotal

Summer Rental

Rent 4%

(Vacancy) (20%)

Subtotal

Other Income

Misc

PCE

Parking

Subtotal

$1,254,000 $1,304,000 $1,356,000 $1,410,000 $1,466,000 $1,525,000 $1,586,000 $1,649,000 $1,715,000 $1,784,000

$918,000 $955,000 $993,000 $1,033,000 $1,074,000 $1,117,000 $1,162,000 $1,208,000 $1,256,000 $1,306,000

$19,000 $20,000 $21,000 $22,000 $23,000 $24,000 $25,000 $26,000 $27,000 $28,000

($44.000) ($46.000) ($47,000) ($49 0001 ($51000) ($53.000) ($55.000) ($58000) ($60,000) ($62.000)

$2,147,000 $2,233,000 $2,323,000 $2,416,000 $2,512,000 $2,613,000 $2,718,000 $2,825,000 $2,938,000 $3,056,000

$619,000 $644,000 $670,000 $697,000 $725,000 $754,000 $784,000 $815,000 $848,000 $882,000

($123,800) ($128,800) ($134,000 ($139.400) ($145,000) ($150,800) ($156,800 ($163,000) ($169.600) ($176.400)

$495,000 $515,000 $536,000 $558,000 $580,000 $603,000 $627,000 $652,000 $678,000 $706,000

$38,000 $39,000 $40,000 $41,000 $42,000 $43,000 $44,000 $45,000 $46,000 $47,000

$50,000 $52,000 $54,000 $56,000 $58,000 $60,000 $62,000 $64,000 $66,000 $68,000

$0 $0 $0 $0 $0 $0 $0 $0 $0 $0

$88,000 $91,000 $94,000 $97,000 $100,000 $103,000 $106,000 $109,000 $112,000 $115,000

Gross Revenue $2,730,000 $2,839,000 $2,953,000 $3,071,000 $3,192,000 $3,319,000 $3,451,000 $3,586,000 $3,728,000 $3,877,000

(OPERATING)

3% $ 1,194,000 $1,230,000 $1,267,000 $1,305,000 $1,344,000 $1,384,000 $1,426,000 $1,469,000 $1,513,000 $1,558,000

NET OPERATING INCOME

NOI $1,536,000 $1,609,000 $1,686,000 $1,766,000 $1,848,000 $1,935,000 $2,025,000 $2,117,000 $2,215,000 $2,319,000

% Increase 4.8% 4.8% 4.7% 4.6% 4.7% 4.7% 4.5% 4.6% 47%

(DEBT SERVICE)

$2,114,874 $2,114,874 $2,127,422 $2,143,475 $2,158,624 $2,172,870 $2,186,212 $2,198,651 $2,210,187 $2,220,819

FREE CASH FLOW

($5 79000) (S506,0)) ($-44 L00 (377,0(0) (31 1,000) ($238,000) (1 000) ($82,000) $5,000 $98,000

REVENUES



Exhibit 21

Courtyard Site: MSCBA Traditional Procurement - forty-year proforma

Year Net Operating Income* Debt Service Increase in DS Free Cash Flow

Year NOI $ Increase % Increasel Payment DSCR 1 $ % $ $ Increase

2005
2006
2007
2008
2009
2010
2011
2012
2013
2014
2015
2016
2017
2018
2019
2020

2021

2022

2023
2024

2025
2026
2027
2028

2029
2030
2031

2032
2033
2034

2035
2036
2037

2038
2039
2040

2041

2042

$1,536,000
$1,609,000
$1,686,000
$1,766,000
$1,848,000
$1,935,000
$2,025,000
$2,117,000
$2,215,000
$2,319,000
$2,377,000
$2,436,000
$2,497,000
$2,559,000
$2,623,000
$2,689,000
$2,756,000
$2,825,000
$2,896,000
$2,968,000
$3,042,000
$3,118,000
$3,196,000
$3,276,000
$3,358,000
$3,442,000
$3,528,000
$3,616,000
$3,706,000
$3,799,000
$3,894,000
$3,991,000
$4,091,000
$4,193,000
$4,298,000
$4,405,000
$4,515,000
$4,628,000

A ______________________ A

$73,000
$77,000
$80,000
$82,000
$87,000
$90,000
$92,000
$98,000

$104,000
$58,000
$59,000
$61,000
$62,000
$64,000
$66,000
$67,000
$69,000
$71,000
$72,000
$74,000

$76,000

$78,000
$80,000
$82,000
$84,000

$86,000
$88,000
$90,000
$93,000
$95,000
$97,000

$100,000
$102,000

$105,000
$107,000
$110,000
$113.000

*Net Operating Income is calculated from previous table forfirst ten years and then escalated at a fixed percentage thereapfer

4.8

4.8%

4.7%
4.6%
4.7%
4.7%

4.5%

4.6%
4.7%

2.5%
2.5%
2.5%
2.5%
2.5%
2.5%

2.5%

2.5%
2.5%
2.5%
2.5%
2.5%
2.5%
2.5%

2.5%
2.5%
2.5%

2.5%

2.5%

2.5%
2.5%
2.5%

2.5%
2.5%
2.5%
2.5%
2.5%
2.5%

$2,114,874
$2,114,874
$2,127,422
$2,143,475
$2,158,624
$2,172,870
$2,186,212
$2,198,651
$2,210,187
$2,220,819
$2,251,460

$2,300,981
$2,347,341

$2,390,538
$2,430,574
$2,467,447

$2,501,159
$2,531,708
$2,559,095
$2,583,321
$2,646,210

$2,732,956
$2,812,700
$2,885,444

$2,951,185
$3,009,925
$3,061,663
$3,106,400

$3,144,135

$3,174,868
$3,198,600
$3,298,981
$3,387,844
$3,465,188
$3,531,013
$3,585,319
$3,628,107
$4,123,639

73%
76%
79%
82%
86%
89%
93%
96%
100%

104%
106%
106%
106%
107%
108%
109%

110%
112%

113%
115%

1l15%
1 14%

1l14%

114%

114%

114%

115%
116%
118%
120%

122%

121%

121%

121%

122%

123%
124%

112%

$0
$13,000
$16,000
$15,000
$14,000
$13,000
$12,000
$12,000
$11,000
$31,000
$50,000

$46,000

$43,000

$40,000

$37,000
$34,000

$31,000
$27,000
$24,000

$63,000
$87,000
$80,000
$73,000
$66,000
$59,000
$52,000
$45,000

$38,000
$31,000
$24,000

$100,000
$89,000

$77,000
$66,000
$54,000
$43,000

$496,000

0.0%
0.6%

0.7%
0.7%
0.6%
0.6%
0.5%

0.5%

0.5%

1.3%

2.1%

1.9%
1.7%

1.6%
1.4%

1.3%
1.2%

1.0%
0.9%
2.3%
3.1%

2.8%
2.5%

2.2%

1.9%

1.6%

1.4%

1.2%

0.9%
0.7%
3.0%

2.6%
2.2%

1.8%
1.5%

1.1%

13.1%

($579.000)
($506.000)
($44 1,000)
($3 77,000)
($31 1.000)
($238.000)
(1 161,000)

($82,000)
$5,000

$98,000
$126,000
$135,000
$150,000
$168,000
$192,000
$222,000

$255,000
$293,000
$337,000
$385,000
$396,000
$385,000
$383,000
$391,000
$407,000

$432,000

$466,000

$510,000
$562,000
$624,000

$695,000
$692,000
$703,000
$728,000
$767,000
$820,000
$887,000
$504,000

$73,000
$65,000
$64,000
$66,000
$73,000
$77,000
$79,000
$87,000
$93,000
$28,000

$9,000
$15,000
$18,000
$24,000

$30,000
$33,000
$38,000
$44,000

$48,000

$11,000

($1 ,000)
($2,000)

$8,000
$16,000
$25,000

$34,000
$44,000

$52,000
$62,000
$71,000
($3,000)
$11,000
$25,000

$39,000
$53,000
$67,000

($383,000)



Exhibit 22

Courtyard Site with parking: MSCBA Traditional Procurement forty-year proforma

Year Net Operating Income* 1 Debt Service Increase in DS Free Cash Flow
Y NOI $ Increase % Increase Payment DSCR $ % $ $ Increase

2005
2006
2007
2008
2009
2010
2011
2012
2013
2014
2015
2016
2017
2018
2019
2020
2021
2022

2023
2024

2025
2026
2027
2028
2029
2030
2031
2032
2033

2034

2035
2036
2037
2038
2039
2040

2041

2042

$1,754,000
$1,834,000
$1,918,000
$2,005,000
$2,094,000
$2,188,000
$2,286,000
$2,386,000
$2,492,000
$2,604,000
$2,669,000
$2,736,000
$2,804,000
$2,874,000
$2,946,000
$3,020,000
$3,096,000
$3,173,000
$3,252,000
$3,333,000
$3,416,000
$3,501,000
$3,589,000
$3,679,000
$3,771,000
$3,865,000
$3,962,000
$4,061,000
$4,163,000
$4,267,000
$4,374,000
$4,483,000
$4,595,000
$4,710,000
$4,828,000
$4,949,000
$5,073,000
$5,200,000

$80,000
$84,000

$87,000
$89,000
$94,000
$98,000

$100,000
$106,000
$112,000
$65,000
$67,000
$68,000
$70,000
$72,000
$74,000

$76,000

$77,000
$79,000
$81,000

$83,000
$85,000
$88,000
$90,000
$92,000
$94,000

$97,000
$99,000

$102,000

$104,000

$107,000
$109,000
$112,000

$115,000
$118,000
$121,000
$124,000

$127,000

4.6%
4.6%

4.5%
4.4%
4.5%
4.5%

4.4%

4.4%

4.5%
2.5%
2.5%
2.5%
2.5%

2.5%
2.5%

2.5%
2.5%
2.5%
2.5%

2.5%
2.5%
2.5%
2.5%
2.5%

2.5%

2.5%
2.5%
2.5%
2.5%
2.5%

2.5%

2.5%

2.5%
2.5%
2.5%
2.5%
2.5%

$2,296,737
$2,296,737
$2,310,364
$2,327,797
$2,344,249
$2,359,719
$2,374,209
$2,387,718
$2,400,245
$2,411,791
$2,445,068

$2,498,848
$2,549,194

$2,596,106
$2,639,584
$2,679,628
$2,716,239
$2,749,415

$2,779,157
$2,805,466

$2,873,763
$2,967,969
$3,054,571
$3,133,569
$3,204,964

$3,268,755
$3,324,942

$3,373,525
$3,414,505

$3,447,882

$3,473,654

$3,582,668
$3,679,172
$3,763,166
$3,834,652
$3,893,628
$3,940,095
$4,478,240

76%
80%

83%
86%

89%

93%
96%
100%

104%

108%
109%

109%

110%

111%

112%

113%

114%

115%

117%

119%
119%

1180%

117%

117%
118%

118%

119%
120%

122%

124%

126%

125%

125%

125%

126%

127%

129%

116%

$0
$14,000
$17,000
$16,000
$15,000
$14,000
$14,000
$13,000
$12,000
$33,000
$54,000

$50,000
$47,000

$43,000
$40,000

$37,000
$33,000

$30,000
$26,000

$68,000
$94,000

$87,000

$79,000
$71,000
$64,000

$56,000
$49,000

$41,000

$33,000
$26,000

$109,000

$97,000
$84,000

$71,000
$59,000
$46,000

$538,000

0.0%

0.6%
0.8%
0.7%

0.7%
0.6%

0.6%
0.5%

0.5%
1.4%

2.2%

2.0%

1.8%
1.7%
1.5%

1.4%

1.2%

1.1%

0.9%

2.4%

3.3%

2.9%

2.6%

2.3%
2.0%

1.7%

1.5%

1.2%

1.0%
0.7%
3.1%
2.7%
2.3%

1.9%
1.5%

1.2%

13.7%

($543,000)
($463,000)
($392,000)
($323,000)
($250,000)
($172.000)

($88,000)
($2,000))

$92,000
$192,000
$224,000

$237,000
$255,000
$278,000
$306,000
$340,000

$380,000
$424,000

$473,000

$528,000
$542,000

$533,000
$534,000

$545,000

$566,000

$596,000
$637,000
$687,000
$748,000
$819,000

$900,000
$900,000
$916,000
$947,000

$993,000
$1,055,000
$1,133,000

$722,000

$80,000
$71,000
$69,000
$73,000
$78,000
$84,000
$86,000
$94,000

$100,000
$32,000
$13,000
$18,000
$23,000
$28,000
$34,000

$40,000
$44,000

$49,000
$55,000
$14,000

($9,000)
$1,000

$11,000
$21,000

$30,000
$41,000

$50,000
$61,000
$71,000

$81,000
$0

$16,000
$31,000
$46,000

$62,000
$78,000

($411.000)

*Nei Operating Income is calculated from previous table for first ten years and then escalated at a fixed percentage thereafter



Exhibit 23

Courtyard Site: Pre-built and not pre-built parking comparison

Year Free Cash Flow p Difference in FCF
I Pre-built Not pre-built ____________

2005
2006
2007
2008
2009
2010
2011
2012
2013
2014
2015
2016
2017
2018
2019
2020
2021
2022
2023
2024
2025
2026
2027
2028
2029
2030
2031
2032
2033
2034
2035
2036
2037
2038
2039
2040
2041
2042

Net Present Values of FCF
6% $509,000
7% $16,000

8% ($354,000)

9% ($630,000)

10% ($837.000)
11% (S991.000)
12% ($I, 104,000)

$2,047,000
$1,322,000

$767,000
$341,000

$13,000
($240,000)
($437,000)

($579.000)
(5506.000)
($441,000)
($377,000)
($3 11.000)
(5238.000)
($161,000)
($82,000)

$5,000
$98,000

$126,000
$135,000
$150,000
$168,000
$192,000
$222,000
$255,000
$293,000
$337,000
$385,000
$396,000
$385,000
$383,000
$391,000
$407,000
$432,000
$466,000
$510,000
$562,000
$624,000
$695,000
$692,000
$703,000
$728,000
$767,000
$820,000
$887,000
$504,000

($543,000)
($463,000)
($392.000)
(5323.000)
(S250,000)
($ 172,000)
($88,000)

(52.000)
$92,000

$192,000
$224,000
$237,000
$255,000
$278,000
$306,000
$340,000
$380,000
$424,000
$473,000
$528,000
$542,000
$533,000
$534,000
$545,000
$566,000
$596,000
$637,000
$687,000
$748,000
$819,000
$900,000
$900,000
$916,000
$947,000
$993,000

$1,055,000
$1,133,000

$722,000

$36,000
$43,000
$49,000
$54,000
$61,000
$66,000
$73,000
$80,000
$87,000
$94,000
$98,000

$102,000
$105,000
$110,000
$114,000
$118,000
$125,000
$131,000
$136,000
$143,000
$146,000
$148,000
$151,000
$154,000
$159,000
$164,000
$171,000
$177,000
$186,000
$195,000
$205,000
$208,000
$213,000
$219,000
$226,000
$235,000
$246,000
$218,000,I,



Exhibit 24

Kennedy Site: Developer mortgage without land

18 # office floors
2 # MCA floors

10,780 gsf/floor
215,600 square feet

$275 per gsf (H&S)

200 parking spots

$40,000 per spot
184,320 total office gsf

$67,290,000 hard and soft costs
$5,800,311 construction period expense

$73,090,311 development costs
70% loan to value ratio

$51,163,218 total mortgage

$21,927,093 total equity
$321,086 monthly debt service

$3,853,029 annual debt service

8.5%

7.0% interest rate
38 year term

456 payments

Month Beginning Balance Interest Amortization Total DS Outstanding Annual Interest Annual Amort

12 $50,906,858 $296,957 $24,129 $321,086 $50,882,729 $3,572,540 $280,489
24 $50,607,837 $295,212 $25,873 $321,086 $50,581,963 $3,552,263 $300,766
36 $50,287,199 $293,342 $27,744 $321,086 $50,259,455 $3,530,521 $322,508
48 $49,943,382 $291,336 $29,749 $321,086 $49,913,633 $3,507,207 $345,822
60 $49,574,711 $289,186 $31,900 $321,086 $49,542,811 $3,482,207 $370,822
72 $49,179,389 $286,880 $34,206 $321,086 $49,145,183 $3,455,400 $397,628
84 $48,755,489 $284,407 $36,679 $321,086 $48,718,810 $3,426,656 $426,373
96 $48,300,945 $281,756 $39,330 $321,086 $48,261,615 $3,395,833 $457,196
108 $47,813,542 $278,912 $42,173 $321,086 $47,771,368 $3,362,782 $490,246
120 $47,290,904 $275,864 $45,222 $321,086 $47,245,682 $3,327,343 $525,686
132 $46,730,485 $272,594 $48,491 $321,086 $46,681,994 $3,289,341 $563,688
144 $46,129,554 $269,089 $51997 $321,086 $46,077,557 $3248,592 $604,437
156 $45,485,181 $265,330 $55,756 $321,086 $45,429,425 $3,204,897 $648,132
168 $44,794,226 $261,300 $59,786 $321,086 $44,734,440 $3,158,043 $694,985
180 $44,053,322 $256,978 $64,108 $321,086 $43,989,214 $3,107,803 $745,226
192 $43,258,858 $252,343 $68,742 $321,086 $43,190,115 $3,053,930 $799,098
204 $42,406,962 $247,374 $73,712 $321,086 $42,333,250 $2,996,163 $856,865
216 $41,493,482 $242,045 $79,040 $321,086 $41,414,442 $2,934,221 $918,808
228 $40,513,967 $236,331 $84,754 $321,086 $40,429,213 $2,867,800 $985,229
240 $39,463,643 $230,205 $90,881 $321,086 $39,372,762 $2,796,578 $1,056,451
252 $38,337,390 $223,635 $97,451 $321,086 $38,239,940 $2,720,207 $1,132,822
264 $37,129,721 $216,590 $104,496 $321,086 $37,025,226 $2,638,315 $1,214,714
276 $35,834,750 $209,036 $112,050 $321,086 $35,722,700 $2,550,503 $1,302,526
288 $34,446,164 $200,936 $120,150 $321,086 $34,326,015 $2,456,343 $1,396,685
300 $32,957,198 $192,250 $128,835 $321,086 $32,828,363 $2,355,377 $1,497,652
312 $31,360,594 $182,937 $138,149 $321,086 $31,222,445 $2,247,111 $1,605,917
324 $29,648,572 $172,950 $148,136 $321,086 $29,500,436 $2,131,020 $1,722,009

336 $27,812,787 $162,241 $158,844 $321,086 $27,653,943 $2,006,535 $1,846,493
348 $25,844,294 $150,758 $170,327 $321,086 $25,673,966 $1,873,052 $1,979,976
360 $23,733,498 $138,445 $182,640 $321,086 $23,550,857 $1,729,920 $2,123,109
372 $21,470,112 $125,242 $195,843 $321,086 $21,274,268 $1,576,440 $2,276,589
384 $19,043,106 $111,085 $210,001 $321,086 $18,833,105 $1,411,865 $2,441,164
396 $16,440,651 $95,904 $225,182 $321,086 $16,215,469 $1,235,393 $2,617,636
408 $13,650,065 $79,625 $241,460 $321,086 $13,408,605 $1,046,164 $2,806,865
420 $10,657,747 $62,170 $258,916 $321,086 $10,398,831 $843,256 $3,009,773
432 $7,449,114 $43,453 $277,633 $321,086 $7,171,482 $625,679 $3,227,350
444 $4,008,529 $23,383 $297,703 $321,086 $3,710,826 $392,373 $3,460,655
456 $319,224 $1,862 $319,224 $321,086 $0 $142,202 $3,710,826

$87,978,501 $27,612,361 $115,590,861 $87,978,501 $27,612,361

The amortization schedule above is collapsed to only show the 12th month in each year



Exhibit 25a
Kennedy Site: Developer forty-year proforma with land residual 3% escalation

184,320 office gsf

80% rsf/gsf

147,456 rsf at

8,192 per floor

10,780 total retail

80% rsf/gsf

8,624 rsf at

200 spots

90% dev share=

$300 per month

1% vacancy

per office gsf MCA

REVENUES (OPERATING) NOI

Office Off. Vac. Retail Ret. Vac Total Rent Parking Gross Rev. Exp Rec. $13 ($100,000)

2005

2006
$6,183,000

$6,325,000

$6,525,000

$6,550,000

$6,571,000

$7,388,000

$7,547,000

$0

$66,240

$134,320

$204,240

$276,920

$0

$78,850

($2,396,000) ($100,000)

($2,468,000) ($103,000)

($2,542,000) ($106,000)

($2,618,000) ($109,000)

($2,697,000) ($112,000)

($2,778,000) ($115,000)

($2,861,000) ($118,000)

$34.78 5% $6,781,000 $789,000 $7,570,000 $160,550 ($2,947,000) ($122,000)

$34.78 5% $6,781,000 $813,000 $7,594,000 $244,150 ($3,035,000) ($126,000)

$34.78 5% $6,781,000 $837,000 $7,618,000 $330,600 ($3,126,000) ($130,000)

2007

2008

2009

2010

2011

2012

2013

2014

2015

2016

2017

2018

2019

2020

2021

2022

2023

2024

2025

2026

2027

2028

2029

2030

2031

2032

2033

2034

2035

2036

2037

2038

2039

2040

2041

2042

2043

2044

NPV of office rents starting at: $30 $35 $40 $45 $50

14% $36,900 $43,100 $49,200 $55,400 $61,600

15% $34,000 $39,700 $45,400 $51,100 $56,700

16% $31,500 $36,800 $42,100 $47,300 $52,600

17% $29,400 $34,300 $39,200 $44,100 $49,000

18% $27,500 $32,000 $36,600 $41,200 $45,800

19% $25,800 $30,100 $34,400 $38,700 $43,000

$40.00

$40.00

$40.00

$40.00

$40.00

$46.37

$46.37

$46.37

$46.37

$46.37

$53.76

$53.76

$53.76

$53.76

$53.76

$62.32

$62.32

$62.32

$62.32

$62.32

$72.24

$72.24

$72.24

$72.24

$72.24

$83.75

$83.75

$83.75

$83.75

$83.75

$97.09

$97.09

$97.09

$97.09

$97.09

$112.55

$112.55

$112.55

10%

8%

5%

5%

5%

7%

5%

5%

5%

5%

10%

5%

5%

5%

5%

7%

5%

5%

5%

5%

10%

5%

5%

5%

5%

7%

5%

5%

5%

5%

5%

5%

5%

5%

5%

5%

5%

5%

$3,687,000

$3,820,240

$4,011,320

$4,027,240

$4,038,920

$4,495,000

$4,646,850

$4,661,550

$4,677,150

$4,692,600

$4,972,000

$5,386,150

$5,404,150

$5,422,000

$5,440,700

$6,038,000

$6,241,400

$6,261,650

$6,282,700

$6,304,600

$6,682,000

$7,237,500

$7,260,800

$7,284,900

$7,309,800

$8,116,000

$8,389,450

$8,417,700

$8,445,700

$8,474,450

$9,693,000

$9,724,250

$9,756,250

$9,789,000

$9,822,450

$11,238,000

$11,273,900

$11,310,450

(in millions)

$30.00

$30.00

$30.00

$30.00

$30.00

$34.78

$34.78

$5,541,000

$5,664,000

$5,844,000

$5,849,000

$5,849,000

$6,644,000

$6,781,000

$642,000

$661,000

$681,000

$701,000

$722,000

$744,000

$766,000

$8,326,000

$8,749,000

$8,776,000

$8,803,000

$8,831,000

$9,928,000

$10,142,000

$10,173,000

$10,205,000

$10,238,000

$11,191,000

$11,758,000

$11,794,000

$11,831,000

$11,869,000

$13,344,000

$13,631,000

$13,673,000

$13,716,000

$13,760,000

$15,755,000

$15,802,000

$15,850,000

$15,900,000

$15,951,000

$18,266,000

$18,320,000

$18,376,000

$0

$92,150

$187,150

$285,000

$385,700

$0

$106,400

$215,650

$328,700

$444,600

$0

$123,500

$250,800

$381,900

$516,800

$0

$143,450

$290,700

$442,700

$599,450

$0

$166,250

$337,250

$513,000

$694,450

$0

$191,900

$390,450

($3,220,000) ($134,000)

($3,317,000) ($138,000)

($3,417,000) ($142,000)

($3,520,000) ($146,000)

($3,626,000) ($150,000)

($3,735,000) ($155,000)

($3,847,000) ($160,000)

($3,962,000) ($165,000)

($4,081,000) ($170,000)

($4,203,000) ($175,000)

($4,329,000) ($180,000)

($4,459,000) ($185,000)

($4,593,000) ($191,000)

($4,731,000) ($197,000)

($4,873,000) ($203,000)

($5,019,000) ($209,000)

($5,170,000) ($215,000)

($5,325,000) ($221,000)

($5,485,000) ($228,000)

($5,650,000) ($235,000)

($5,820,000) ($242,000)

($5,995,000) ($249,000)

($6,175,000) ($256,000)

($6,360,000) ($264,000)

($6,551,000) ($272,000)

($6,748,000) ($280,000)

($6,950,000) ($288,000)

($7,159,000) ($297,000)

$40.32

$40.32

$40.32

$40.32

$40.32

$46.74

$46.74

$46.74

$46.74

$46.74

$54.18

$54.18

$54.18

$54.18

$54.18

$62.81

$62.81

$62.81

$62.81

$62.81

$72.82

$72.82

$72.82

$72.82

$72.82

$84.42

$84.42

$84.42

$7,464,000

$7,861,000

$7,861,000

$7,861,000

$7,861,000

$8,929,000

$9,113,000

$9,113,000

$9,113,000

$9,113,000

$10,032,000

$10,564,000

$10,564,000

$10,564,000

$10,564,000

$12,000,000

$12,247,000

$12,247,000

$12,247,000

$12,247,000

$14,197,000

$14,197,000

$14,197,000

$14,197,000

$14,197,000

$16,459,000

$16,459,000

$16,459,000

$862,000

$888,000

$915,000

$942,000

$970,000

$999,000

$1,029,000

$1,060,000

$1,092,000

$1,125,000

$1,159,000

$1,194,000

$1,230,000

$1,267,000

$1,305,000

$1,344,000

$1,384,000

$1,426,000

$1,469,000

$1,513,000

$1,558,000

$1,605,000

$1,653,000

$1,703,000

$1,754,000

$1,807,000

$1,861,000

$1,917,000



Exhibit 25b
Kennedy Site: Developer forty-year proforma with land residual

NOI-Interest + RR (Depr.) Taxable Tax (L)/S

Itit 1% 40 39% IRIR

DEBT SERVICE EBTCF TAXABLE INCOME EATCF

Interest Amort DSCR 6.7% 5.0%

$3,572,540

$3,552,263

$3,530,521

$3,507,207

$3,482,207

$3,455,400

$3,426,656

$3,395,833

$3,362,782

$3,327,343

$3,289,341

$3,248,592

$3,204,897

$3,158,043

$3,107,803

$3,053,930

$2,996,163

$2,934,221

$2,867,800

$2,796,578

$2,720,207

$2,638,315

$2,550,503

$2,456,343

$2,355,377

$2,247,111

$2,131,020

$2,006,535

$1,873,052

$1,729,920

$1,576,440

$1,411,865

$1,235,393

$1,046,164

$843,256

$625,679

$392,373

$142,202

$280,489

$300,766

$322,508

$345,822

$370,822

$397,628

$426,373

$457,196

$490,246

$525,686

$563,688

$604,437

$648,132

$694,985

$745,226

$799,098

$856,865

$918,808

$985,229

$1,056,451

$1,132,822

$1,214,714

$1,302,526

$1,396,685

$1,497,652

$1,605,917

$1,722,009

$1,846,493

$1,979,976

$2,123,109

$2,276,589

$2,441,164

$2,617,636

$2,806,865

$3,009,773

$3,227,350

$3,460,655

$3,710,826

96%

99%

104%

105%

105%

I 17%

121%

121%

121%

122%

129%

140%

140%

141%

141%

157%

162%

163%

163%

164%

173%

188%

188%

189%

190%

211%

218%

218%

219%

220%

252%

252%

253%

254%

255%

292%

293%

294%

($5 481,773)

($S16,1445,320()I

()166.000)

($31,000)

$158,000

$174,000

$186,000

$642,000

$794,000

$809,000

$824,000

$840,000

$1,119,000

$1,533,000

$1,551,000

$1,569,000

$1,588,000

$2,185,000

$2,388,000

$2,409,000

$2,430,000

$2,452,000

$2,829,000

$3,384,000

$3,408,000

$3,432,000

$3,457,000

$4,263,000

$4,536,000

$4,565,000

$4,593,000

$4,621,000

$5,840,000

$5,871,000

$5,903,000

$5,936,000

$5,969,000

$7,385,000

$7,421,000

$7,457,000

$114,000

$268,000

$481,000

$520,000

$557,000

$1,040,000

$1,220,000

$1,266,000

$1,314,000

$1,365,000

$1,683,000

$2,138,000

$2,199,000

$2,264,000

$2,333,000

$2,984,000

$3,245,000

$3,327,000

$3,415,000

$3,508,000

$3,962,000

$4,599,000

$4,710,000

$4,829,000

$4,954,000

$5,869,000

$6,258,000

$6,411,000

$6,573,000

$6,745,000

$8,117,000

$8,312,000

$8,521,000

$8,743,000

$8,979,000

$10,612,000

$10,882,000

$11,168,000

$24,000

$25,000

$25,000

$26,000

$27,000

$28,000

$29,000

$29,000

$30,000

$31,000

$32,000

$33,000

$34,000

$35,000

$36,000

$37,000

$38,000

$40,000

$41,000

$42,000

$43,000

$45,000

$46,000

$47,000

$49,000

$50,000

$52,000

$53,000

$55,000

$57,000

$58,000

$60,000

$62,000

$64,000

$66,000

$67,000

$70,000

$72,000

($1,827,258)

($1,827,258)

($1,827,258)

($1,827,258)

($1,827,258)

($1,827,258)

($1,827,258)

($1,827,258)

($1,827,258)

($1,827,258)

($1,827,258)

($1,827,258)

($1,827,258)

($1,827,258)

($1,827,258)

($1,827,258)

($1,827,258)

($1,827,258)

($1,827,258)

($1,827,258)

($1,827,258)

($1,827,258)

($1,827,258)

($1,827,258)

($1,827,258)

($1,827,258)

($1,827,258)

($1,827,258)

($1,827,258)

($1,827,258)

($1,827,258)

($1,827,258)

($1,827,258)

($1,827,258)

($1,827,258)

($1,827,258)

($1,827,258)

($1,827,258)

($S681.000)

($1,53 1 1000)

($ 1,321,000)
($1281 ,000)

($1243.000)

($578,000)

($532,000)

($483,000)

(54 3 1,000)1

(5l112,00011(

$344,000

$406,000

$472,000

$542,000

$1,194,000

$1,456,000

$1,540,000

$1,629,000

$1,723,000

$2,178,000

$2,817,000

$2,929,000

$3,049,000

$3,176,000

$4,092,000

$4,483,000

$4,637,000

$4,801,000

$4,975,000

$6,348,000

$6,545,000

$6,756,000

$6,980,000

$7,218,000

$8,852,000

$9,125,000

$9,413,000

$659,000

$598,000

$515,000

$500,000

$485,000

$296,000

$225,000

$207,000

$188,000

$168,000

$44,000

($134,000)

($15 8,(0)()

(5 184,000) 1

($21 1,00)oO

(S466,000)

($8181,000)

(5 60 1,000)

(S849.000)

(5S1,099,000j)
$1, 142,00))

($ 1 1 89,000)

($ 1,239,000)(81,196,000)

($S1,748,000)
($[808,0)0)

($2,872000)
($2,S 15,0001)

($31452.000)

(8),459,000)

(S3,671,000)

(55,481,773)

(5164415,320)

$659,000

$598,000

$515,000

$500,000

$485,000

$296,000

$225,000

$207,000

$188,000

$168,000

$44,000

$1,399,000

$1,393,000

$1,385,000

$1,377,000

$1,719,000

$1,820,000

$1,808,000

$1,795,000

$1,780,000

$1,980,000

$2,285,000

$2,266,000

$2,243,000

$2,218,000

$2,667,000

$2,788,000

$2,757,000

$2,721,000

$2,681,000

$3,364,000

$3,318,000

$3,268,000

$3,214,000

$3,154,000

$3,933,000

$3,862,000

$3,786,000

r NPV per FAR sf

13% ($12,281,000) ($67)

14% ($12.82,000) 870)
15% ($13,325,000) ($721

16% ($13,644 000) ($74)

17% ($ 1,868,000) ($7 5)

18% ($14,0 160300) '776)0

r NPV per FAR sf

8% (5$8,455 ,000) ($416)
9% ($9,959,000) ($54)

10% (11(85,0)0) (560)

11% ($I IL925.000) (S65)

12% ($12,547,000) ($68)

13% ($1 3,002,000) (171)



Exhibit 26
Kennedy Site:

$ 67,290,000
80%
20%

Public-Private Partnership - Investment split and MSCBA Bond without land

hard and soft costs
MSCBA $53,832,000
Developer $13,458,000

$53,832,000 MSCBA bond
$1,682,250 2.5% of H&S = dev fee

$55,514,250 bond proceeds
$5,995,539 capitalized interest
$4,266,669 DS reserve fund earning at 5%

$402,288 cost of issuance (-.6% of proceeds)
$469,337 underwriter's discount (-.70% of proceeds)

$400,000 bond insurance premium (25 bp)
$67,048,083 total proceeds
$4,266,669 average annual debt service

5.4% interest rate
40 year term

Year Beginning Interest % Amort Amort Total DS DS Reserve Net DS Outstanding

2005
2006
2007 $67,048,083 $3,620,596 0.00% $0 $3,620,596 ($213,333) $3,407,263 $67,048,083
2008 $67,048,083 $3,620,596 0.00% $0 $3,620,596 ($213,333) $3,407,263 $67,048,083
2009 $67,048,083 $3,620,596 0.03% $20,114 $3,640,711 ($213,333) $3,427,377 $67,027,969
2010 $67,027,969 $3,619,510 0.07% $46,934 $3,666,444 ($213,333) $3,453,111 $66,981,035
2011 $66,981,035 $3,616,976 0.11% $73,753 $3,690,729 ($213,333) $3,477,395 $66,907,282
2012 $66,907,282 $3,612,993 0.15% $100,572 $3,713,565 ($213,333) $3,500,232 $66,806,710
2013 $66,806,710 $3,607,562 0.19% $127,391 $3,734,954 ($213,333) $3,521,620 $66,679,319
2014 $66,679,319 $3,600,683 0.23% $154,211 $3,754,894 ($213,333) $3,541,560 $66,525,108
2015 $66,525,108 $3,592,356 0.27% $181,030 $3,773,386 ($213,333) $3,560,052 $66,344,078
2016 $66,344,078 $3,582,580 0.31% $207,849 $3,790,429 ($213,333) $3,577,096 $66.136,229
2017 $66,136,229 $3,571,356 0.40% $268,192 $3,839,549 ($213,333) $3,626,215 $65,868,037
2018 $65,868,037 $3,556,874 0.54% $362,060 $3,918,934 ($213,333) $3,705,600 $65,505,977
2019 $65,505,977 $3,537,323 0.68% $455,927 $3,993,250 ($213,333) $3,779,916 $65,050,050
2020 $65,050,050 $3,512,703 0.82% $549,794 $4,062,497 ($213,333) $3,849,164 $64,500,256
2021 $64,500,256 $3,483,014 0.96% $643,662 $4,126,675 ($213,333) $3,913,342 $63,856,594
2022 $63,856,594 $3,448,256 1.10% $737,529 $4,185,785 ($213,333) $3,972,452 $63,119,066
2023 $63,119,066 $3,408,430 1.24% $831,396 $4,239,826 ($213,333) $4,026,492 $62,287,669
2024 $62,287,669 $3,363,534 1.38% $925,264 $4,288,798 ($213,333) $4,075,464 $61,362,406
2025 $61,362,406 $3,313,570 1.52% $1,019,131 $4,332,701 ($213,333) $4,119,367 $60,343,275
2026 $60,343,275 $3,258,537 1.66% $1,112,998 $4,371,535 ($213,333) $4,158,202 $59,230,277
2027 $59,230,277 $3,198,435 1.90% $1,273,914 $4,472,349 ($213,333) $4,259,015 $57,956,363
2028 $57,956,363 $3,129,644 2.21% $1,481,763 $4,611,406 ($213,333) $4,398,073 $56,474,600
2029 $56,474,600 $3,049,628 2.52% $1,689,612 $4,739,240 ($213,333) $4,525,907 $54,784,989
2030 $54,784,989 $2,958,389 2.83% $1,897,461 $4,855,850 ($213,333) $4,642,517 $52,887,528
2031 $52,887,528 $2,855,927 3.14% $2,105,310 $4,961,236 ($213,333) $4,747,903 $50,782,218
2032 $50,782,218 $2,742,240 3.45% $2,313,159 $5,055,399 ($213,333) $4,842,065 $48,469,059
2033 $48,469,059 $2,617,329 3.76% $2,521,008 $5,138,337 ($213,333) $4,925,004 $45,948,051
2034 $45,948,051 $2,481,195 4.07% $2,728,857 $5,210,052 ($213,333) $4,996,718 $43,219,194
2035 $43,219,194 $2,333,837 4.38% $2,936,706 $5,270,543 ($213,333) $5,057,209 $40,282,488
2036 $40,282,488 $2,175,254 4.69% $3,144,555 $5,319,809 ($213,333) $5,106,476 $37,137,933
2037 $37,137,933 $2,005,448 5.00% $3,352,404 $5,357,853 ($213,333) $5,144,519 $33,785,529
2038 $33,785,529 $1,824,419 5.51% $3,694,349 $5,518,768 ($213,333) $5,305,435 $30,091,180
2039 $30,091,180 $1,624,924 6.02% $4,036,295 $5,661,218 ($213,333) $5,447,885 $26,054,885
2040 $26,054,885 $1,406,964 6.53% $4,378,240 $5,785,204 ($213,333) $5,571,870 $21,676,645
2041 $21,676,645 $1,170,539 7.04% $4,720,185 $5,890,724 ($213,333) $5,677,390 $16,956,460
2042 $16,956,460 $915,649 7.55% $5,062,130 $5,977,779 ($213,333) $5,764,446 $11,894,330
2043 $11,894,330 $642,294 8.06% $5,404,076 $6,046,369 ($213,333) $5,833,036 $6,490,254
2044 $6,490,254 $350,474 9.68% $6,490,254 $6,840,728 ($213,333) $6,627,395 $0

$108,030,634 100% $67,048,083 $175,078,717 $166,972,046
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Exhibit 28a

Kennedy Site: Public-Private Partnership: forty-year proforma with MassArt land as ec

EBTCF Developer Fee Mgmt Fee Funds for MassArt Developer
2.5% of NOI Distribution 15% 85%

2005
2006
2007
2008
2009
2010

2011

2012

2013
2014

2015
2016
2017
2018
2019
2020
2021
2022
2023
2024
2025
2026
2027
2028
2029
2030
2031
2032
2033
2034
2035
2036
2037
2038
2039
2040
2041
2042
2043
2044

$464,000
$604,000
$785,000
$776,000
$764,000

$1,220,000

$1,357,000
$1,353,000
$1,351,000
$1,350,000
$1,595,000
$1,949,000
$1,894,000
$1,844,000
$1,800,000
$2,368,000
$2,527,000
$2,500,000
$2,478,000
$2,462,000
$2,757,000
$3,201,000
$3,098,000
$3,006,000
$2,927,000
$3,680,000
$3,884,000
$3,842,000
$3,811,000
$3,792,000
$5,033,000
$4,905,000
$4,796,000
$4,706,000
$4,637,000
$6,036,000
$6,005,000
$5,249,000

$336,000
$346,000
$356,000
$367,000
$378,000

$97,000
$100,000
$105,000
$106,000
$106,000
$118,000
$122,000

$122,000

$123,000
$123,000
$131,000
$141,000
$142,000
$142,000
$143,000
$159,000
$164,000
$164,000
$165,000
$166,000
$175,000
$190,000
$191,000
$191,000
$192,000
$213,000
$220,000
$221,000
$222,000
$222,000
$254,000
$255,000
$256,000
$257,000
$258,000
$295,000
$296,000
$297,000

$31,000
$158,000
$324,000
$303,000
$280,000

$1,102,000

$1,235,000
$1,231,000
$1,228,000
$1,227,000
$1,464,000
$1,808,000
$1,752,000
$1,702,000
$1,657,000
$2,209,000
$2,363,000
$2,336,000
$2,313,000
$2,296,000
$2,582,000
$3,011,000
$2,907,000
$2,815,000
$2,735,000
$3,467,000
$3,664,000
$3,621,000
$3,589,000
$3,570,000
$4,779,000
$4,650,000
$4,540,000
$4,449,000
$4,379,000
$5,741,000
$5,709,000
$4,952,000

$5,000
$24,000
$49,000
$45,000

$42,000

$165,000
$185,000
$185,000
$184,000

$184,000

$220,000
$271,000
$263,000
$255,000
$249,000
$331,000
$354,000
$350,000
$347,000
$344,000
$387,000
$452,000
$436,000
$422,000
$410,000
$520,000
$550,000
$543,000
$538,000
$536,000
$717,000
$698,000
$681,000
$667,000
$657,000
$861,000
$856,000
$743,000

$26,000
$134,000
$275,000
$258,000
$238,000

$937,000
$1,050,000

$1,046,000

$1,044,000

$1,043,000

$1,244,000
$1,537,000
$1,489,000
$1,447,000
$1,408,000
$1,878,000
$2,009,000
$1,986,000
$1,966,000
$1,952,000
$2,195,000
$2,559,000
$2,471,000
$2,393,000
$2,325,000
$2,947,000
$3,114,000
$3,078,000
$3,051,000
$3,035,000
$4,062,000
$3,953,000
$3,859,000
$3,782,000
$3,722,000
$4,880,000
$4,853,000
$4,209,000



Exhibit 28b

Kennedy Site: Public-Private Partnership: forty-year proforma with MassArt land as equity

Dev BT Developer 39% Dev AT MCA
9'% (Depr) Taxable Taxes: (L)/S 7% 10%

2005
2006
2007
2008
2009
2010

2011

2012

2013
2014

2015
2016
2017
2018
2019
2020
2021
2022
2023
2024
2025
2026
2027
2028
2029
2030
2031
2032
2033
2034
2035
2036
2037
2038
2039
2040
2041
2042
2043
2044

($3,364,500)
($10,093,500)

$459,000
$580,000
$736,000
$731,000
$722,000

$1,055,000
$1,172,000
$1,168,000
$1,167,000
$1,166,000
$1,375,000
$1,678,000
$1,631,000
$1,589,000
$1,551,000
$2,037,000
$2,173,000
$2,150,000
$2,131,000
$2,118,000
$2,370,000
$2,749,000
$2,662,000
$2,584,000
$2,517,000
$3,160,000
$3,334,000
$3,299,000
$3,273,000
$3,257,000
$4,316,000
$4,208,000
$4,115,000
$4,039,000
$3,980,000
$5,175,000
$5,149,000
$4,506,000

($2,000,000)

($336,450)
($336,450)
($336,450)
($336,450)
($336,450)
($336,450)
($336,450)

($336,450)
($336,450)
($336,450)
($336,450)
($336,450)
($336,450)
($336,450)
($336,450)
($336,450)
($336,450)
($336,450)
($336,450)
($336,450)
($336,450)
($336,450)
($336,450)
($336,450)
($336,450)
($336,450)
($336,450)
($336,450)
($336,450)
($336,450)
($336,450)
($336,450)
($336,450)
($336,450)
($336,450)
($336,450)
($336,450)
($336,450)

$122,550
$243,550
$399,550
$394,550
$385,550

$718,550
$835,550
$831,550
$830,550
$829,550

$1,038,550
$1,341,550
$1,294,550
$1,252,550
$1,214,550
$1,700,550
$1,836,550
$1,813,550
$1,794,550
$1,781,550
$2,033,550
$2,412,550
$2,325,550
$2,247,550
$2,180,550
$2,823,550
$2,997,550
$2,962,550
$2,936,550
$2,920,550
$3,979,550
$3,871,550
$3,778,550
$3,702,550
$3,643,550
$4,838,550
$4,812,550
$4,169,550

($48,000)
($95,000)

($156,000)
($154,000)
($150,000)

($280,000)
($326,000)
($324,000)
($324,000)

($324,000)

($405,000)
($523,000)
($505,000)
($488,000)
($474,000)
($663,000)
($716,000)
($707,000)
($700,000)
($695,000)
($793,000)
($941,000)
($907,000)
($877,000)
($850,000)

($1,101,000)
($1,169,000)
($1,155,000)
($1,145,000)
($1,139,000)
($1,552,000)
($1,510,000)
($1,474,000)
($1,444,000)
($1,421,000)
($1,887,000)
($1,877,000)
($1,626,125)

($3,364,500)
($10,093,500)

$411,000
$485,000
$580,000
$577,000
$572,000
$775,000
$846,000

$844,000

$843,000
$842,000

$970,000
$1,155,000
$1,126,000
$1,101,000
$1,077,000
$1,374,000
$1,457,000
$1,443,000
$1,431,000
$1,423,000
$1,577,000
$1,808,000
$1,755,000
$1,707,000
$1,667,000
$2,059,000
$2,165,000
$2,144,000
$2,128,000
$2,118,000
$2,764,000
$2,698,000
$2,641,000
$2,595,000
$2,559,000
$3,288,000
$3,272,000
$2,880,000

$5,000
$24,000
$49,000
$45,000
$42,000

$165,000
$185,000
$185,000
$184,000

$184,000

$220,000
$271,000
$263,000
$255,000
$249,000
$331,000
$354,000
$350,000
$347,000
$344,000
$387,000
$452,000
$436,000
$422,000
$410,000
$520,000
$550,000
$543,000
$538,000
$536,000
$717,000
$698,000
$681,000
$667,000
$657,000
$861,000
$856,000
$743,000
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