
 1 

THIS STAFF REPORT COVERS CALENDAR ITEM NO.: 8  
FOR THE MEETING OF:  September 29, 2008 
 

TRANSBAY JOINT POWERS AUTHORITY 
 
 
BRIEF DESCRIPTION: 
 
A Public Hearing on Hines’ proposal for the disposition of the Tower Property. 
 
SUMMARY: 
 
When Proposition H passed in 1998, the voters of San Francisco mandated that the TJPA 
implement the Transbay Transit Center Program (“Program”), including development of 
a new multi-modal Transit Center at First and Mission Streets, as rapidly as possible.  
Under the Cooperative Agreement among Caltrans, the TJPA, and the City and County of 
San Francisco, the TJPA is required to build the new Transit Center and begin bus service 
within eight years after Caltrans completes the West Approach to the Bay Bridge which 
is expected to be completed in 2008.  The TJPA’s failure to meet this deadline could 
result in the reversion to Caltrans of the 26 parcels Caltrans intends to transfer to the 
TJPA and the City for the Program.  Coupled with these deadlines is the imperative that 
the TJPA commence construction of the Transit Center at the earliest possible date to 
avoid major escalation in construction costs.   
 
As part of the transfer of Caltrans properties, Caltrans will convey to the TJPA a portion 
of Parcel T, an approximate 47,000 square-foot property directly north of the new Transit 
Center fronting on Mission, Fremont, and First Streets (“Tower Property”).  The TJPA 
plans to use the proceeds of the sale of the Tower Property and federal TIFIA loan 
proceeds (secured by the tax increment from the Tower Property and other Caltrans 
properties) for construction of the Transit Center.  Without these sources of funds, the 
TJPA cannot construct the Transit Center on the current schedule.       
 
In 2006-2007, the TJPA held a Design and Development Competition (“Competition” or 
“RFP”) to select an architect/developer team to design the Transit Center and design and 
build a tower development on the Tower Property (“Tower”).  The aim of the 
Competition was to “create a unique, world class Transit Center and Tower whose 
aesthetic, functional, and technical excellence are worthy of their position as the 
centerpiece of the Transbay Redevelopment Area and the focus of bus and rail transit for 
San Francisco, the Bay Area, and the State of California.”  Because the Transit Center 
and Tower will be large and complex structures and should compliment each other 
architecturally and functionally, the TJPA proposed that the buildings be designed in 
tandem by the same architect.  The RFP placed equal emphasis on the design of the 
Transit Center and Tower and the price offered to purchase or ground lease the Tower 
Property.   
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In its Competition materials, the TJPA requested that the responding teams propose a 
Tower of up to 1,200 feet.  In recognition of the resources a developer must commit to 
this unprecedented and ambitious project, the TJPA indicated that the winning team 
would be granted an option to acquire or ground lease the Tower Property following 
receipt of entitlements, financing, and leasing commitments, thus allowing the developer 
to minimize the financial risk of the project before committing the purchase price or rent.  
By allowing the developer of the Tower to reduce risk in this fashion, the TJPA planned 
to induce higher offers to purchase the Tower Property.  In turn, the option structure was 
intended to provide the winning team with flexibility to structure a purchase or ground 
lease of the Tower Property, to encourage creativity in the design of the Transit Center 
and Tower, and to address the TJPA’s special financial needs.   
 
In July 2007, qualified respondents submitted their bids to the TJPA.  Hines, an office 
developer teamed with Pelli Clark Pelli Architects, submitted a response to the RFP with 
a design for the Transit Center that included a 5.4-acre rooftop public park.  Hines also 
bid $350 million for the right to purchase the Tower Property under an option agreement 
based upon an approximately 1,200 foot high office building containing 1.6 million 
square feet of rentable floor area.  In September 2007, the TJPA Board selected the 
Hines/Pelli team for exclusive negotiations with the TJPA staff to be conducted under the 
terms of an exclusive negotiations agreement ("ENA").  Under the ENA, the parties were 
to negotiate a term sheet for an option agreement for the transfer of the Tower Property to 
Hines.  Although the parties have not entered into an ENA, they have continued to 
negotiate the terms of an ENA and the basic terms for the sale of the Tower Property to 
Hines. 
 
In April 2008, the Board approved a contract with Pelli to design the Transit Center and 
rooftop park.  During negotiations for the ENA, however, Hines indicated that it could 
not obtain financing to purchase the Tower Property for $350 million until it was able to 
prelease at least 50 percent of the office space in the Tower, which Hines estimated 
would be up to five years after the receipt of entitlements.  Under that arrangement, the 
TJPA would not receive the Tower Property purchase price until as late as 2015.     
 
As detailed below, the TJPA is subject to legal and financial mandates that require the 
TJPA to commence construction of the Transit Center as soon as possible, but at the 
latest by 2010.  The TJPA’s existing financial plan requires that the TJPA receive the 
proceeds of sale of the Tower Property by 2010 so that the money could be used to build 
the Transit Center and produce a stream of tax increment to secure the TIFIA loan. 
 
Responding to the TJPA’s need for the proceeds of sale of the Tower Property in 2010, 
and after extensive negotiations with TJPA staff, Hines proposes to assume the added risk 
of purchasing the Tower Property within a short period after entitlements, regardless of 
market conditions and the status of Hines' preleasing commitments.  Hines’ proposed 
purchase price is a function of the potentially greater difficulty for Hines to finance the 
Project under a purchase and sale agreement instead of an option agreement.  Under the 
purchase and sale agreement, Hines would pay $235 million to the TJPA, consisting of 
the following: (i) $160 million in cash within 90 days following final Project entitlement 
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(the "Closing"); (ii) the net present value of $15 million in five installments over the five 
years following the Closing, (iii) up to $50 million for the rooftop public park as and 
when needed by the TJPA for construction of the park; and (iv) a participation payment 
equal to 0.5% of net operating income ("NOI") from the Project for a period of 66 years 
following Project stabilization with an estimated net present value of $10 million.  The 
$160 million closing payment, the $15 million installment payment, and the $50 million 
rooftop public park contribution would be increased at the City Rate (as defined below) 
for any Closing after July 1, 2010.  If the Closing is delayed for 5 years or more due to 
litigation or otherwise, then either party could terminate the ENA or purchase and sale 
agreement, as applicable.  
 
The purpose of this public hearing is to allow Hines and TJPA staff to explain the status 
of negotiations and the current Hines proposal for the purchase of the Tower Property, to 
permit TJPA Board members an opportunity to ask questions of Hines and TJPA staff, 
and to provide public review and receive public discussion of the proposal.  At the next 
Board meeting in October, staff will present to the Board an Exclusive Negotiations 
Agreement with Hines based on the Essential Terms negotiated by the parties.    
 
 
REPORT: 
 
 The Competition 
 
To establish ground rules for its Competition, the TJPA prepared an RFP, Competition 
Manual, and Model Term Sheet (“Competition Materials”) establishing the rules and 
schedule for the Competition.  The Competition Materials indicated that the bids 
submitted by respondents to the RFP would be used as the basis for selection of a team 
for exclusive negotiations.  The Competition Materials were also clear, however, that the 
final agreement for design of the Transit Center and purchase of the Tower Property 
would be determined through negotiation, and that the TJPA would not be bound by the 
design or economic terms of the offer submitted by the team selected for exclusive 
negotiations.   
 
As part of the Competition, the TJPA impaneled a Jury to recommend a team to the TJPA 
Board of Directors for exclusive negotiations.  On July 10, 2007, three teams submitted 
proposals responding to the RFP:  Hines/Pelli, Forest City/Rogers, and Rockefeller/SOM.  
Along with its proposals for design of the Transit Center and Tower, Hines bid $350 
million for the right to purchase the Tower Property under an option agreement based 
upon receipt of a Project entitlement consistent with the proposed tower design.  On 
August 6, 2007, the three Respondents in the Competition presented their design to the 
Board at a public hearing.  The Jury reviewed and analyzed the written proposals from 
the teams.  At the Jury interviews, each team had the chance to present its proposal to the 
Jury and respond to oral questions from the Jury.  Following all presentations and 
analysis, the Jury ranked the proposals and unanimously recommended that the TJPA 
Board select the Hines/Pelli team.  The Jury’s recommendation was based on its findings 
that the Hines/Pelli design for the Transit Center was superior to the other two proposals, 
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both functionally and aesthetically; the Hines/Pelli design for the Tower was superior to 
the other proposals; and the compensation offered for the Tower Property was more than 
twice that of the next-highest respondent.  
 

Environmental Review 
 

Concurrently with the completion of the Competition, the San Francisco Planning 
Department determined that environmental review for the Tower Project will be 
conducted in conjunction with the City’s Transit Center District Plan, which 
environmental review is currently scheduled for completion in the summer of 2009.  The 
Planning Department’s intent is that the environmental review for the District Plan will 
constitute sufficient environmental analysis for the Tower Project entitlements.   
  

Negotiations 
 
On September 20, 2007, the TJPA Board accepted the Jury’s recommendation and 
selected the Hines/Pelli team for exclusive negotiations.  In November 2007, the TJPA 
Staff and Hines commenced negotiations for an ENA as a prelude to an Option 
Agreement.  During the course of the ENA negotiations, and in response to the Planning 
Department’s suggestion that the occupied space of the Tower should be only 1,000 feet 
high, Hines agreed to work with the height limit and indicated they could build the same 
amount of rentable office space as Hines proposed in response to the RFP.  
 
During negotiations, Hines asserted that it could not obtain financing to purchase the 
Tower Property for $350 million unless it were permitted to prelease at least half the 
space in its proposed office building before exercising the option to purchase.  As a 
result, Hines offered a five year option term.  In proposing this term, Hines relied on the 
TJPA’s Model Term Sheet, which stated that the developer of the Tower would not be 
expected to exercise the option until it had obtained financing and leasing commitments.  
(Model Term Sheet p. 5.)     
 
The TJPA desired that Hines would satisfy all closing conditions during the ENA term 
and be in a position to close promptly following entitlements.  Hines, however, wanted 
sufficient time to lease the Tower Project, pointing out that as a practical matter it would 
not be able to enter into such leases until it had a binding commitment by the TJPA to sell 
the Tower Property to Hines and final Tower Project entitlements.  When this difference 
in the parties’ needs became clear, the parties began to negotiate for the purchase and sale 
agreement, instead of the option agreement; so that the TJPA could be assured that it 
would receive the purchase price promptly following Tower Project entitlement.   
 

Timing of Revenue 
 
Hines’ original condition delaying payment of the purchase price to allow a five-year 
preleasing period after Tower Project entitlements posed significant difficulties for the 
TJPA’s financing of the Transit Center, for two reasons.  First, at the time the TJPA 
selected the Hines/Pelli team for exclusive negotiations, the financing plan for the 
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Program assumed that the TJPA would receive the purchase price for the Tower Property 
in 2010.  Indeed, the Purchase Price was slated to provide more than 25 percent of the 
cost of construction of the Transit Center, scheduled for completion in 2014.  A five-year 
wait following entitlements to receive the Purchase Price, in 2015, would result in a 
serious budget shortfall for the Transit Center.   
 
Second, the TJPA expects to finance the construction of the Transit Center in part with a 
TIFIA loan to be repaid with property tax increment generated from development of 
Caltrans Transfer Parcels, the first of which would be the Tower Property.  The sale and 
development of the Tower Property under Hines’ option proposal was speculative 
because at the end of the option period, as late as 2015, Hines could simply decline to 
purchase the Tower Property if it were unable to prelease the Tower Project or for other 
reasons at Hines’ option.  Bond rating agencies and the TIFIA staff will review the 
TJPA’s financial plan to determine the adequacy of the revenue stream to repay the 
TIFIA loan and the overall financial feasibility and reasonableness of the plan.  The sale 
of the Tower Property in 2010 and the early start of the flow of tax increment from the 
Tower Property should enhance the TJPA’s ability to secure the TIFIA loan.   
 
These factors induced the TJPA and Hines to change the framework of the transaction for 
transfer of the Tower Property from an option agreement to a purchase and sale 
agreement.  Under the purchase and sale agreement framework, Hines would be required 
to purchase the Tower Property within 90 days following the completion of 
environmental review and the issuance of entitlements for the Tower Project, subject to 
potential litigation delays.  The current Hines’ proposal, described in more detail below, 
will be referred to as the “Current Hines Proposal.”   
 
In contrast to the option agreement framework, once Hines executes the purchase and 
sale agreement, Hines would assume leasing and market risk and would commit to pay 
the purchase price to the TJPA regardless of economic conditions or its success in 
preleasing, although the TJPA shares some risk due to the future NOI participation 
payments.  Under the purchase and sale agreement framework, the TJPA would receive 
the vast majority of the purchase price for the Tower Property as much as five years 
earlier than under the proposed option agreement framework.  The difference between the 
Hines original proposal and the Current Hines Proposal is primarily due to the timing of 
the Hines payments and the market and leasing risks that will be assumed by Hines under 
the purchase and sale agreement.  The proposed Tower height reduction from 1,200 feet 
to 1,000 feet does not affect the rentable square feet that Hines originally proposed or the 
purchase price.  Finally, it is worth noting that the timely sale of the Tower Property 
under the purchase and sale agreement would enhance the TJPA’s ability to secure the 
TIFIA in time for use to construct the Transit Center and would create the most favorable 
conditions for early construction of the Tower and the flow of tax increment to the TJPA. 
 
Hines has indicated that if the Current Hines Proposal is not acceptable to the TJPA, 
Hines’ offer to pay $350 million for the Tower Property under an option agreement based 
on a five-year period in which to obtain financing and preleasing is still open, although 
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the parties have not discussed the amount of option consideration or other details of this 
proposal.         
 
CURRENT HINES PROPOSAL: 
 
The terms of the Current Hines Proposal are set forth in the attached letter to the TJPA 
from Hines dated September 23, 2008.  If the Board approves the Current Hines Proposal 
at its next meeting in October, the parties would enter into an ENA with an attached term 
sheet, generally consistent with the Current Hines Proposal.  In the event Hines 
terminates the ENA for any reason other than a TJPA default, or insists upon terms more 
favorable to Hines than are set forth in the term sheet attached to the ENA, then Hines 
would be required to pay to the TJPA a $2 million termination fee.   
 
The Current Hines Proposal terms are as follows:  
 
 Closing 
 
The TJPA and Hines would enter into a binding purchase and sale agreement as soon as 
environmental review of the Tower Project is complete in the Summer/Fall of 2009.  The 
Closing would occur within 90 days after final Tower Project entitlement (i.e., at end of 
appeal period, or final resolution of any appeal, or final judgment if any litigation).     
 

Purchase Pr ice 
 

The total purchase price for the Tower Property would be paid in four parts: 
 

1.  $160 Million Cash at Closing 
 

Hines would pay $160 million in cash to the TJPA at the Closing.  If for any reason the 
Closing does not occur until after July 1, 2010, the $160 million payment would be 
escalated at the rate of return the City receives on investment of its funds, as published by 
the City Treasurer, but in no event will the annual increase be less than 3% or more than 
6% (the "City Rate"). 
 
  

2.  Net Present Value of $15 Million in Five Annual Payments 
 
Hines would pay the net present value of $15 million (as increased at the City Rate from 
the Closing date for any Closing after July 1, 2010), in five annual installments beginning 
on the one-year anniversary of the Closing and on each of the next four anniversaries (the 
"Additional Payments").  Hines would be responsible for prepaying any unpaid balance 
of the Additional Payments on or before the date that the City issues a temporary 
certificate of occupancy for the Tower.  The Additional Payments would be guaranteed 
by a creditworthy Hines entity acceptable to the TJPA.   
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  3.  Up to $50 Million for the Rooftop Park Payments  
 
Hines would pay the TJPA the cost of the park on the roof of the Transit Center (the 
"Park Payments") up to $50 million.  (The total cost of the park is expected to exceed $50 
million.)  The Park Payments would pay for the increased costs of the Transit Center 
resulting from the inclusion of the rooftop park and will be secured on the later of (i) the 
Closing for the Tower Property, and (ii) the dates that the TJPA enters into contracts for 
the construction of the Transit Center and park.  The Park Payments would be guaranteed 
by the same creditworthy Hines entity that guarantees the $15 million of Additional 
Payments and would be secured by a letter of credit or deposit of funds in escrow.  The 
Park Payments would be due at the time the TJPA is invoiced for park costs under its 
subcontracts for construction.  Until Closing, the $50 million cap would be escalated at 
the City Rate for any delays in the Closing past July 1, 2010.  The $50 million Park 
Payments cap would not be escalated further after Closing.   
 
  4.  NOI Participation Payments 
 
Beginning when the Tower is 80 percent leased, with rents having commenced, but not 
later than 10 years after Tower Project entitlements, Hines would pay to the TJPA 0.5% 
of the Tower’s annual Net Operating Income (NOI) for 66 years (the "Participation 
Payment").  There would be no cap on the amount of the Participation Payments.  In 
nominal dollars, the probable yield to TJPA would be at least $100 million.  If the Tower 
performs well, then the TJPA’s revenue would be higher.  Hines would have the right to 
prepay the projected Participation Payments, but (i) this right cannot be exercised before 
the fifth anniversary of the start of the payments, and (ii) the prepayment amount will be 
the net present value of the anticipated income stream of Participation Payments for the 
remainder of the 66-year term, as determined through arbitration by a panel of three 
appraisers selected by the parties. 
  
In present value terms, the value of the Participation Payments (in 2010 dollars), as 
estimated by Keyser Marston Associates based on reasonable absorption rates and rental 
values, would be approximately $10 million.  The actual yield from the Participation 
Payments could be more or less depending on market conditions and the success of the 
Tower Project.     
 
In sum, TJPA staff estimates that the purchase price under the Current Hines Proposal is 
approximately $235 million as follows: $160 million at Closing, $15 million Additional 
Payments, $50 million for the Park Payments, and approximately $10 million (net present 
value) for the Participation Payments.   
 
 
 Adjustments for Entitlements 
 
The Current Hines Proposal purchase price is based on receipt of Tower Project 
entitlements for a Tower that is 1,000 feet high and includes 1.6 million rentable square 
feet of office space.  If the final Project entitlements permit a different density, the $160 
million closing payment, the $15 million Additional Payments, and the $50 million Park 
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Payments cap (but not the Participation Payments) will be adjusted in accordance with a 
formula that will be attached to the ENA presented to the TJPA Board in October.   
 
  
RECOMMENDATION: 
 
The TJPA Staff has engaged in extensive negotiations with Hines to arrive at favorable 
terms for the TJPA under the purchase and sale agreement framework.  While the Staff 
concurs with Keyser Marston Associates’ recommendation that the TJPA should accept 
the Current Hines Proposal, Staff proposes that the Board first conduct this public hearing 
to give the Board and the public an opportunity to review the Proposal, ask questions of 
Staff and Hines, and comment.  Based on the comments at the hearing, the Staff plans to 
negotiate final terms with Hines and to bring a final ENA to the TJPA Board for review 
and consideration at its October meeting. 
 
The Staff’s recommendation of the Hines Current Proposal is based on the following:   
 
 
1.  The amount of the purchase price for the Tower Property is crucial for the success of 
the Transbay Program and should receive great weight in evaluating the Current Hines 
Proposal.   
 

a. As demonstrated in the attached memorandum from the TJPA’s Real Estate 
Economics consultant Keyser Marston Associates, the difference between the $235 
million Hines would pay the TJPA under the Current Hines Proposal and the $350 
million Hines would have paid under the option agreement is attributable to the 
additional cost to Hines of holding the property for five years until the project is pre-
leased and construction financing can be secured, estimated to be $110 -$127 million.  
According to Keyser Marston’s analysis, the cost of the $235 million payment in 2010 
under the purchase and sale agreement is approximately equivalent to the cost to Hines of 
the $350 million under the option agreement, payable in 2015.   
 

b. The $235 million Current Hines Proposal purchase price also greatly exceeds 
the bid prices from the other two finalists in the Competition, which were based on an 
option agreement and not a purchase and sale agreement.  The Forest City option bid 
price was $145 million and the Rockefeller option bid price was $129 million.  Adjusted 
to 2010 dollars, the most likely year in which entitlements would be achieved, the bid 
prices would be $165 million and $147 million respectively at an assumed City 
investment rate of 4.5%.   

c. The price of $235 million also appears to be a favorable price considering the 
sales of comparable property in San Francisco.  At nearly $5,000 per square foot of land 
and $147 per square foot of rentable office space, the purchase price of $235 million 
would be at the top of prices paid for office development land in San Francisco. 
 
2.  The degree of certainty and timing of receipt of the purchase price for the Tower 
Property should also receive great weight.  Under Hines $350 million offer, Hines would 
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have the right to decline to exercise the option and avoid paying the purchase price 
altogether.  Moreover, Hines would not pay the purchase price until 2015.  In contrast, 
under the Current Hines Proposal, the TJPA would benefit from the greater certainty of 
receiving the purchase price, and would further benefit by receiving those funds, absent 
litigation, in 2010, within the timeframe necessary to remain on schedule for construction 
of the Transit Center, obtain a TIFIA loan, and use both sources of funds for construction 
of the Transit Center.  These advantages of the Current Hines Proposal have significant 
value to the TJPA.   
 
The likely delay in the TJPA's receipt of revenues if the TJPA terminates negotiations 
with Hines and disposes of the Tower Property by alternative methods would be at least 
one year, meaning that the TJPA would not receive any revenue from the Tower Property 
until 2011 or later.  As indicated above, the timely receipt of these funds is crucial for the 
overall financing of the Program.  A delay of one or more years in the start of 
construction of the Transit Center would likely result in a substantial escalation of the 
construction costs of the Transit Center, now estimated to be $1.189 billion.   
 
3.  In conducting the Competition, the Board emphasized that the Tower should be an 
iconic building that would be a credit to San Francisco and the region and that would 
compliment the Transit Center in design and function.  The Competition Jury and this 
Board found that the Hines/Pelli design for the Transit Center and Tower met these 
criteria and was superior to the submissions of the other respondents to the RFP.  
Moreover, if Hines builds the Tower, the architect for the Tower and the Transit Center 
would be the same, enhancing the functional and aesthetic compatibility of the two 
structures.  The parties’ negotiations on the purchase price of the Tower Property have 
not undermined these findings.  Accordingly, in addition to the favorable price Hines will 
pay for the Tower Property, proceeding with Hines/Pelli for the Tower Project would be 
in the best interests of the Program.    
 
   
ENCLOSURES: 

 
1. Letter from Hines to TJPA dated September 23, 2008 
2. Keyser Marston Associates Memorandum 
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MEMORANDUM 

 
To: Maria Ayerdi-Kaplan, Executive Director 
 TJPA 
 
From: A. Jerry Keyser 

Keyser Marston Associates, Inc. (KMA) 
 
Date: September 23, 2008 
 
Subject: Evaluation / Recommendation of Current Hines Proposal to Purchase 

the Tower Site Following Entitlements and Without an Option Period 
 
Introduction and Recommendation  
 
Per your request, Keyser Marston Associates has evaluated the current Hines proposal 
to purchase the Tower site following entitlement and without an option period. For the 
reasons stated herein, Keyser Marston recommends that the TJPA accept the current 
Hines proposal and incorporate it as the basic terms of an Exclusive Negotiations 
Agreement (ENA) between Hines and TJPA. 
 
Background 
 
In TJPA’s Competition for the opportunity to purchase the Tower site, Hines bid a price 
of $350 million assuming (1) the City’s approval of a Tower based upon an 
approximately 1,200 foot high office building, and (2) that Hines would enter into an 
Option Agreement that would permit Hines to prelease office space in the Tower and 
arrange financing prior to Hines’ exercise of the option to purchase the Tower site. 
Based in part on that dollar bid, the TJPA selected Hines for exclusive negotiations for a 
Disposition and Development Option Agreement (Option Agreement) that would result in 
the purchase of the Tower site. 
 
In the course of negotiating an ENA as a prelude to the Option Agreement, Hines 
clarified its offer by stating that it required up to five years to have reasonable certainty 
that it could prelease at least 50% of the Tower and secure its financing following the 
completion of the entitlement process and before exercising its option to purchase the 
Tower site. Under these terms, which would minimize Hines’ financial risk, the TJPA 
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would not receive the purchase price for the Tower site until 2015. The TJPA, however, 
requires the proceeds from the sale of the Tower site in 2010 or at the latest 2011 to 
secure other financing commitments for the Transit Center and to fund construction of 
the Transit Center. 

Accordingly, TJPA staff and Hines have modified the transaction from an Option 
Agreement to a Purchase and Sale Agreement and negotiated terms requiring Hines to 
purchase the Tower site no later than 90 days following entitlements. The current Hines 
proposal is to pay $225 million cash to the TJPA at or shortly after the closing on Hines’ 
purchase of the Tower site (Closing) and allow the TJPA to participate in the future net 
operating income from the Tower for a period of 66 years. Keyser Marston Associates 
(KMA) believes that the participation should yield at least $100 million more to the TJPA 
in nominal dollars, or $10 million in 2010 dollars, for a total purchase price of $235 
million. As indicated subsequently, the payment by Hines of $235 million in 2010 is 
approximately equivalent to a payment by Hines of $350 million in 2015.  
 
Current Hines Proposal 
 
Hines’ current proposal is based on a purchase and sale with closing promptly after the 
City issues entitlements for a Tower project and the time to challenge the entitlements 
has expired. The details of the proposal are as follows.  
 
1. Closing 
 
The TJPA and Hines would enter into a binding purchase and sale agreement as soon 
as environmental review of the Tower Project is complete in the Summer/Fall of 2009. 
The Closing would occur within 90 days after final Tower Project entitlement (i.e., at end 
of appeal period, or final resolution of any appeal, or final judgment if any litigation).  
 
2. Purchase Price 

 
The total purchase price for the Tower Property would be paid in four parts: 

 
a. $160 Million Cash at Closing 

 
Hines would pay $160 million in cash to the TJPA at the Closing. If for any reason 
the Closing does not occur until after July 1, 2010, the $160 million payment would 
be escalated at the rate of return the City receives on investment of its funds, as 
published by the City Treasurer, but in no event will the annual increase be less than 
3% or more than 6% (the "City Rate"). 
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b. Net Present Value of $15 Million in Five Annual Payments 
 

Hines would pay $15 million (as increased at the City Rate after July 1, 2010), in five 
annual installments beginning on the one-year anniversary of the Closing and on 
each of the next four anniversaries (the "Additional Payments"). Hines would be 
responsible for prepaying any unpaid balance of the Additional Payments on or 
before the date that the City issues a temporary certificate of occupancy for the 
Tower. The Additional Payments would be guaranteed by a creditworthy Hines entity 
acceptable to the TJPA. The parties agree that the Additional Payments will be 
increased to ensure that the total sum paid over five years is equivalent to the net 
present value of $15 million as of the Closing.  

 
c. Up to $50 Million for the Rooftop Park Payments  
 

Hines would pay the TJPA the cost of the park on the roof of the Transit Center (the 
"Park Payments") up to $50 million. (At this time, the total cost of the park is 
expected to exceed $50 million.) The Park Payments would pay for the increased 
costs of the Transit Center resulting from the inclusion of the rooftop park and will be 
secured on the later of (i) the Closing for the Tower Property, and (ii) the dates that 
the TJPA enters into contracts for the construction of the Transit Center and park.  
The Park Payments would be guaranteed by the same creditworthy Hines entity that 
guarantees the $15 million of Additional Payments and would be secured by a letter 
of credit or deposit of funds in escrow. The Park Payments would be due at the time 
the TJPA is invoiced for park costs under its subcontracts for construction. Until 
Closing, the $50 million cap would be escalated at the City Rate for any delays in the 
Closing past July 1, 2010. The $50 million Park Payments cap would not be 
escalated further after Closing.   

 
d. NOI Participation Payments 
 

Beginning when the Tower is 80 percent leased, with rent payments having 
commenced, but not later than 10 years after Tower Project entitlements, Hines 
would pay to the TJPA 0.5% of the Tower’s annual Net Operating Income (NOI) for 
66 years (the "Participation Payment"). There would be no cap on the amount of the 
Participation Payments. In nominal dollars, the probable yield to TJPA would be at 
least $100 million. If the Tower performs well, then the TJPA’s revenue would be 
higher. Hines would have the right to prepay the projected Participation Payments, 
but (i) this right cannot be exercised before the fifth anniversary of the start of the 
payments, and (ii) the prepayment amount will be the net present value of the 
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anticipated income stream of Participation Payments for the remainder of the 66-year 
term, as determined through arbitration by three appraisers selected by the parties. 

  
In present value terms, the value of the Participation Payments (in 2010 dollars), 
would be approximately $10 million based on reasonable occupancy rates and 
projected rent and operating expense increases. The actual yield from the 
Participation Payments could be more or less depending on market conditions and 
the success of the Tower Project.  

 
In sum, TJPA staff estimates that the purchase price under the current Hines proposal is 
approximately $235 million as follows: $160 million at Closing, $15 million Additional 
Payments, $50 million for the Park Payments, and approximately $10 million (net 
present value) for the Participation Payments.  
 
3. Adjustments for Entitlements 
 
The Current Hines Proposal purchase price is based on receipt of Tower Project 
entitlements for a 1,000-foot Tower that includes 1.6 million rentable square feet of office 
space. If the final Project entitlements permit a different density, the $160 million closing 
payment, the $15 million Additional Payments, and the $50 million Park Payments cap 
(but not the Participation Payments) will be adjusted in accordance with a formula 
attached to the ENA term sheet.  
  
The current Hines proposal is summarized in Table 1 next: 
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Table 1: Current Hines Proposal 
 

    
 

Price in 
2010 

Dollars 

Per 
Rentable 

Square Feet 

Per Land 
Square 

Feet
1. Cash @ Closing (2009/10)  $160 M    
2. Five payments over subsequent five years  $15 M    
3. Payments devoted to creation of rooftop park1  $50 M2    
  Subtotal of Certain Dollars $225 M $141 $4,710
         
4.     

  

Participation payments for 66 years @ 0.5% of 
Net Operating Income (NOI) = Probable Yield to 
TJPA in 2010 Dollars $10 M $6 $210

         
  Likely Present Value of all dollars to TJPA $235 M $147 $4,920
       
1 Payments made as costs are obligated or incurred. 
2 It is recognized that $50 million of the $235 million would go to construction of the rooftop park, 
rather than “unrestricted” land sale proceeds. However, the park is a highly desirable 
community-wide amenity and is therefore a key aspect of the overall compensation package in 
the Hines offer. 

Analysis of the Current Hines Proposal 
 
This memorandum analyzes the current Hines proposal by comparing the proposed 
$235 million purchase price to a present value analysis of Hines’ original $350 million 
offer.  
 
Table 2 compares Hines’ Option and Purchase and Sale offers. The analysis takes into 
account the time value of money and the additional risk the developer takes in paying 
the purchase price immediately after obtaining entitlements for the Tower Project (2010) 
versus after the building is at least 50% leased and construction financing is arranged 
(2015). The Table illustrates the general equivalency in payments by Hines of $235 
million in 2010 vs. $350 million in 2015.  
 
The developer bears a cost to carry the $235 million purchase price, property taxes and 
other costs after land purchase. The analysis must also take into account the risk to a 
developer that the market cannot absorb enough of the 1.6 million square feet of office 
space within five years after the Tower is entitled to enable the developer to obtain 
construction financing. This carry cost, including the risk factor, accounts for the 
difference between the $235 million in 2010 versus $350 million in 2015.  
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The minimum carry cost was estimated at a combined rate of 8% to 9% of the $235 
million purchase price per year for five years. At 8.00%, the total interest/property tax 
carry and risk factor results in a value in 2015 of $345 million; a 9.00% factor yields a 
value in 2015 of $362 million. On this basis, we conclude that the $235 million payment 
in 2010 is approximately equivalent to a payment by Hines of $350 million in 2015. 
 
Table 2:  Comparison of Hines Option and Entitlement Offers 

Time Value of Money and Property Taxes / Risk Assumption 
 

Hines Offer for Land 
Payment at Entitlement; 
Hines Accepts Leasing 

Financing Risks 

Estimate of Minimum Hines 
Carrying Cost for Five Years 

through Completion of Pre-Leasing 

Total Estimated Cost to Hines with 
Five Years of Carrying Cost 
through Completion of Pre-

Leasing/ Construction Financing 

  
2010 

Interest + Taxes 
+ Risk Factor 

per Year 

Total Interest + 
Taxes + Risk 

Factor over Five 
Year Period 

  
2015 

$235 M  9.00% $127 M  $362 M  
$235 M  8.00% $110 M  $345 M 

 
The prices bid for the Tower site by the other two finalists in the Competition is a further 
indication that the $235 million purchase price offered by Hines in 2010 is a favorable 
price for the TJPA. As indicated in Table 3 below, the bids in 2007 dollars were $145 
million (Forest City) and $129 million (Rockefeller).  
 
Table 3: Forest City & Rockefeller Bid Prices During Competition  
 

  
2007 Dollars Bid 

at Competition
Per Land 

Square Feet
      
Forest City $145 M $3,026
     
Rockefeller $129 M $2,692

 
In addition, the $235 million purchase price compares favorably to the price the TJPA 
could obtain for the Tower site if it were sold on the open market. At $235 million, the 
sale equates to nearly $5,000 per square foot of land – more than double the highest 
price paid for land in San Francisco. And assuming development of 1.6 million square 
feet of office space, the purchase price of $235 million would be $147 per square foot of 
rentable office space, a price at the top of the range of office development land sales in 
San Francisco.  
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Summary and Recommendation 
 
KMA and the other TJPA real estate and financial consultants advising the TJPA on the 
Hines negotiations recommend that the TJPA incorporate the current Hines proposal as 
the basic terms of an ENA because: 
 
1. The $235 million in payments by Hines in 2010 dollars is roughly equivalent to $350 

million in 2015. 

2. The bids from other teams in the Competition indicate that it is unlikely that the TJPA 
will receive a better offer than the current Hines proposal. 

3. At nearly $5,000 per square foot of land and $147 per square foot of rentable office 
space, the purchase price of $235 million would be at the top of prices paid for office 
development land in San Francisco. 

 
4. Were the TJPA to reject the current Hines proposal and attempt to sell the Tower site 

to another developer, the resulting delay in the entitlement process would delay the 
TJPA’s receipt of the purchase price for the Tower site. The financing for the Transit 
Center, which depends on receipt of the purchase price for the Tower site in 2010, or 
at the latest 2011, could be impaired. 
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