MINUTE ITEM
This Calendar ltem 'No.__/_é_.

was approved as Minute ltem .y
No.__{% by the State Lands MINUTZ ITEM 4/ 7£ §; §
Comrrbss:on oy a voje Gf RY 189
at its ==K Grimes
meeting. Wylie
Horn

16. UNDER SECTION 6702(b) OF 'THE 7.R.C. DETERMINATIONS RE-
LATING 70 A GROUND LEASE AND ¢ JBLEASE BETWEEN THE CITY OF
?ONG BEACH (GRANTEE/LANDLORD) .AND HYATT LONG BEACH CORPORATION
TENANT).

During consideration of Calendar Item 16 attached, Mr, Gary Horn,
Senior Land Agent, summarized the transaction. Mr, William F.
Northrop, Executive Officer, sabmitted for the record 27 leLters
of support. He also included in the record a letter of opposi-
tion from Mr. Lester Denevan who felt, among other things, tchat
the Commission should hold a public hearing in Long Beach. 1In
answer to Mr. Denevan City Manager John Dever stated that

chree hearlnsa had been held in the City of Long Beach regarding
this proposai.

The following appearances were made in support of the staff
recommendation:

Senator Ollie Speraw, 31st District
Assemblyman Dave Elder, 57th District
Assemblyman Dermis Browh, 58th District

Commission-Alternate Susanne Morgan 'stated that because she
had had some concerns with the State's obligations in the

evenc the grant should revert back to the State during the
term of this lease, she indicated €he provi=ion on page 29 of
the staff report conceming the innual review and appropriation
by the State Legislature was a necessary one.

Commission-Alternate David Ackerman questioned what would
happen iY the grant should revert and the Legislature refused
to make an appropriation. In essence; he _was_ adv:.sed that
Hyatt could be substituted for the State

that litigation might result.

At the conclusion of the discussion, Mr. Ackerman extended his
gratitude to the staffs of the: Couun15<10n, the City and Hyatt
for putti ng together a very good projéct and an excellent staff
report. Mr. Dever also thanked the staffs of the Commission
and the Office of the Attorney General for their cooperation.

Upon motion duly made and carried, the resolution as presented
in Calendar Ttem 16 was approved as presented by a vote of 3-0.

Attachment: Caicndar Itzm 16

CALEMDAR PAGE

IBINUTE PAGE __5.3.11_.




IR T ek L wea B A,

- ey i Al
L

TR R R s g T R
@ CALENDAR ITEM
3/8i
RW 22289
- Grimé:s
18 Wylie
Horn

UNDER SECTION 6702(b) OF THE P.R.C.
DETERMINATIONS RELATING TO A
GROUND LEASE AND SUBLEASE BETWEEN
THE CITY OF LONG BEACH (GRANTEE/LANDLORD)

AND HYATT LONG BEACH CORPORATION {TENANT)

The City of Long Beach has requested the Commission to

make the determinations set forth in Section 6702(b) of

the P.R.C. with respect to the Ground Lease and subleases
between the Cicy of Leag Beach and Hyatt Long Beach Corporatioun
described in the repoart attached hereto and by reference

made a part hereof. Briefly, the determinations relate

to:

a. project conformance wich the granting statutes;

b. proceeds of the lease and subleases shall be expended
_gﬁa for statewide purposes as authorized by such granting
statutes; and

c. that the lease is in the best interests of the Stats.

Inasmuch as rhe staff report attiched hereto and by reference
made a part hereof explains the project in detail, provides
an analysis of the agreements, addresses project feasibility,
financibilitr and envirnnmental impact together with staff
conclusion and recomniendations, additional description

and discussion of the project is mot necessary here.

Staff, based uposn the above-referenced r2port, the City's
application an( supporting matertals and many meetings

with the City dnd the Commission's contract consultant,

Peat, Marwick_ Mitchell and Company, is recommending that

the Comm:.ssion make the following findings and detexminations
that the Commission make the City’s/Hyatt's application:

EXHTBIT: Staff Report.
IT IS RECOMMENDED THAT ZHE COMMISSION:

1. FIND THAT THE CITY OF LONG BEACH, THROUGH: ITS REDEVELOPMENT
AGENCY PREPARED AND CERTIFIED A FINAL ENVIRONMENTAL
IMPACT REPORT FOR THE PROJECT ON NOVEMBER 7, 1977;

HE
@ . 57, 58 | -

~1- - ) S S
s 27, 31 CALENDAR PAGE —-0-8.3-,@--5 I

MINUTE PAGE _.5.."3‘.:}.'.. .

w




@

[x]

CALENDAR ITEM NO. { g(CONTD)

AND THEREAFTER, SATD AGENCY CERTIFIED A JEGATIVE DIIECLARATION

JOR A REVISED PORTION OF THE PROJECT ON DECEMBER 1,

1977; AND THAT THE LONG BEACH CITY COUNCIL AGAIN CERTIFIED
THE F}NAL EIR ON DECEMBER 1i, 1979 AND RECERTIFIED

IT ON MARCH 10, 1981.

MAKE THE FOLLOWING DETERMINATIONS, RECJIRED BY SECTION 6702
OF THE P.R.C., AS. AFPLYING TO THAT CERTAIN AMENDED

AND RESTATED GROUND LEASE AND SUBLEASE DATED MARCH 10,

1981, BETWEEN THE CITY OF LONG BEACH AND HYATT LONG

BEAFH CORPORATION, ON FILE IN THE PRINCIPAL OFFICE

OF THE COMMISSION AND BY REFERENCE MADE A PART HEREOF:

A. THAT SAID AMENDED AVDARESTATED GKOUND LEASE AND
SUBLEASE I3 IN ACCORDANCE WITH THE TERMS OF ‘GRANTS
UNDER WHICH TITLE TO THE LANDS IN QUESTIONS &RE
HELD BY THE CITY OF LONG REAGH.

B. THAT, PURSUANT TO SECTION 171( OF THE LOnG DEACH
CITY CHARTER, -ALL REVENUES DEFIVED BY THE CITY
FROM THE AMENDED AND RESTATED: §ROUND LEASE AND
SUBLEASE SHALL BE DEPOSITED I} THE "TIDELAND CPERATING
FUND" AND SHALL BE EXPENDABLE ONLY FOR STATEWIDE

PUBLIC PURPOSES AS AUTHORIZEDU BY THE GRANTING STATIUTES.

C. THAT SAID GROUND LEASE AND SUBLEASE IS IN THE BEST
INTERESTS OF THE STATE.

MAKE THE FINDINGS ABOVE EXPRESSLY UPON THE PROVISION

THAT, IN THE EVENT THAT THE LEGISLATIVE GRANTS TO THE

CITY OF LONG BEACH ARE REVOKED ANWD THE STATE LANDS3
COMMISSION. IS REVESTED WITH TITLE TO THE SUBJECT LANDS

AND, IN EFFECT, BECOMES THE LANDLORD UNDER THE GROUND

LEASE AND TENANT UNDER THE SUBLEASE, ANY OBLIGATJONS

OF THE 'STATE TO' PAY RENT OR ANY OTHER MONETARY CQNSIDFRATION
SHALL BE SUBJECT TO ANNUAL LEGISLATIVE APPROVAL AND
APPROPRIATION.

AUTHORIZE STAF¥F AND THE OFFICE v F THE ATTORNEY GENERAL
TO TAKE ALL N?CE SARY STEPS TO EFFECTUATE THESE FINDINGS
AND DETERMINATIONS.
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REPCRT OF THE STATE LANDS COMMISSION
RELATIVE TO A GRCJND LEASE AND SUBLEASE
BE-WEEN THE CITY OF LONG BEACH
(TRUST GRANTEE AND LESSOR)

AND HYATT LONG BEACH CORPORATION
(LESSEE)

FOR THE PURPOSE OF HAVING THE PROVISIONS OF
PUBLIC RESOURCES CODE SECTION 6701 APPLY THERETC

PRESENTED AT ITS MEETING APRIL 7, 1981
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PURPOSE: The City of Long Beach, as a legislative
grantee of State sovereign lands within the corporate limits
of said city, has applied to the Stale Lands Commission
for the determinations set forth in Section 6702(b) of
the Public Resources Code relative to a lease and sublease
between the Uity of Long Beach and Hyatt Long Beach Corporation.
The purpose of making the determinations in said Section
6702(b) is to have the provisions of Section 6701 appiy
to the lease and sublease.
minations i1s to vouchsafe the agreements in the event the
City's legislative grant is subsequently amended or revoked.

Briefly, in order for the provisions of Section 6701
to apply, the Commission must determine:

1.

2.

The effect of making such deter-~

That the lease and sablease are in accordarnce
with the specific granting statutes;

That the proczeds from the lease and sublease
are to be depowited in an appropriate trust fund
expendable only for statewide public purposes
authorized by the grant;

That the lease and sublease are in the best interests
of the State.

CALENDAR PAGE
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EXECUTIVE SUMMARY: The lity of Long Beach has entered
into a Ground Lease and sublease with Hyatt Long kéach
C-~rporation for the constructlon and operation of a 542-room
"Regency-class' hotel adjacen: to the Long Beach Convention
and Entertainment Center.

Public Resources Code 6791, et seq., provides a dis-
cretionary procedure whereby :hird parties may obtain approval
of the State ranus Commission for a specific instrument
to ensure that the provisions of the instrument will be
unimpaired in the event of a modification, amendment or
revocation of the prior legislative grant of the lands
in question. The City of Long Beach has applied to the
State Lands Commission to make such determinations relative
to the iease and sublease desuribed herein.

The proposal consists of the following major elements:

a) The City will lease t:o Hyatt an 8.443 acre site
under a 50-year ground lease; upon which will
be built the hotel, parking structure and public
faciiities.

Hyatt will then sublease the parking structure

and the public facilities (banquet and function
rooms, kitchenm support facilities and public lobby
areas in support thereof) to the City for a period
co-terminous with the ground lease. The City will
reserve Tor Hyatt 500 parking spaces for hotel
patrons.

Hyatt will then sub-sublease a portion .f the
public facilities from the City for a period
co-terminous with the ground lease. The area consists
of the banquet and func on rooms, support kitchens
and some lobby areas.

Hyatt will construct all the improvements on the

lease area. The City will counstruct various improvements
outside the lease area which will be integrated

with tae hotel and center and provide pedestrian

access from Ocean Boulevard to Shoreline Aquatic

F:rk. See plats and architectural renderings for

the project.

The City's participation in the project consists
of expending approximately $5,500,000 of tidelands trust
money for improvements outside of, but integrated with
the lease site; obtaining a $3,000,000 HUD~UDAG grant;
and the entering into of a sublease and a sub-sublease
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for the purpose of securing financing. The City will receive
minimum rents of $200,000 annually (escalated by 10% at

3~year intervals), 5% of gross operating income in a preferred
position together with 15% of net revenues. The 5% of gross
income begins with the 3rd lease year and continues for

a period of 20 years only.

Hvatt will provide $3,001,000 of equity funds; obtain
adequate construction and takes-out financing, and build
and operate the hotel fhrough a management agreement with
Hyatt Hotels, Inc. Hyatt has secured financing through
the First MNational Bank of Chicago at 137 for the first
5 years of the loan, with various zlternatives for extending
the loan. "he City has used this rate in projecting revenues
and expenses for the hotel project.

The State Lands Commission contractor, Peat, Marwick,
Mitchell & Co. (PMM & Co.) has reviewed the materials submitted
by the City in support of its application and has concluded
that room-demand in Long Beach exists to supporc the City's
(and its contractors - A. D. Little Co. and Harris, Kerr,
Forster & Co.) demand analysis and revenue projections.
Assuming room occupancy rates of 63% the first year (@ $74.25
per room average) and escalating to 81% for years & through
10 (@ $93.75 to $148/night) the City is expected to reczeive
net revenues averaging 3.0+ million per year (including
room tax revenues). All revenues derived by the City from
the lease and sublease must be deposited in a tidelands
trust fund and expended only for trust purposes.

The City's environmental review has concluded that
there will be no significant environdiental impacts associated
with thkis prcject. In addition, ‘the City has obtained
all necessary coastal development permits.

Inasmuch as the ground lease/sublease require the
City to make periodic lease and other payments, the effect
of grant reversion/modification wust be addressed. If the
granted lands were to revert ‘to the State for any reason
and the State Lands Commission in effect stepped into the
posicion of the City as Lessor/Sublessee, the State's obligatious
-0 make any payments would be subjsct to annual review
and appropriation by the State Legisilature.

A staff analysis of the project concludes that a sufficient:
market ecxists for supporting a ''regency class' hotel at
the site. The hotel should generate sufficient revenues
so as to enchance the Citv's tidelands trugt funds. There
Wl.: be no significant environméntal impacts associated
with the lease and it is consistent with local coastal

D - e
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plans. The lease package appears to be consistent with
prudent land management practice. The developer (Hyatt)

has obtained very atractive financing for the first 5 year
pericd of the lease; with the remaining financing subject

to specific maximum limits. Whilie the lease back arrangem=nts
are novel to typica® trust grantee land management practices,
sufficient safeguards have been included in the lease to
ensure that tr- City receives a reasonablie return on the
trust lands. Consctruction of the hotel shpuld reduce the
continuing operating dificits incurred by the conventicn
cencer an. enhance the tideiands in general.

Based upoa its own anatysis and that of PMM & Co.
Scuff 1s r:commending that the Commission make the findings
set forth in Public Resources Code section 6702 relactive
to .he lease between che City of Long Beach and Hyatt Long
Reach subject to the limitatioms set forth in the previous
paragraph on grant reversion.
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DESCRIPTION OF LEASE AND SUBLEASE: The major compdnents
of the applicatinon include a ground lease and a Parking
Structure Public Facilities Subleasé. Each of these agreements
is suminarized below:

{a} Ground Lease

(1) Lessor: City of Iong Beach )
c/o John E. Dever, City Manager
333 W. Ocean Blva.
Long Beach, Califormia 90802

{2) Lessee: Hyatt Long Beach Corporation
9701 West Higgias Road
Rosemont, Illinois 60018

Directors: Patrick Foley
Harold S. Handelsman
Jehn Schooeder

Thomas J. Pritzker
Harold S. Handelsman
William Hartauer
Patrick Foley

James Diethrich
Richard L. Schulze
Jobn Schroeder
Sandra Thomas
Christine Vallcs

Hyatt Long Beach Corporation is a wholly owned subsidiary
of the H. G. Corporation which was formed by Mr. A. N.
Pritzker. The Corporation is principally a family-owned
business.

Hyatt Long Beach Corporation has entered into a Management
Agreement with Hyatt Hotels to manage the Hyatt Regency
dotel. Stafi has reviewed the Managenient Agreement between
Hyatt Long Beach and Hyatt Hotels and finds the document
to be one -hat is in common use in Hyatt Hctel operatioms.
In addition, the Ground Lease provides that if there exists
any conflicts between the Management Agreement and the
Ground Lease, the provisions of the Ground Lease will control.

t3) Lecation: An 8.443 acre parcel of filled granted
sovereign land westerly of and adjacent
to the Lorig Beach Convention and Entertain-
ment Center.

CALENDAR PAGE '
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Land Use: The leased premises are to be used
for the construction and operation
of a Hyatt "Regency-class' hotel consisting
of a tower structure, containing approxi-
mately 542 hotel rooms, an integrated
multi-story structure contairning the
hotel lcbby, banquet and function
rooms, hotel administrative offices,
a public boardwalk and a 1,258 space
3-level parking structure. The City
retains the right to operate the parking
structure.

1L v presently estimated that Hyatt and the City
will ekpend approximately $60,000,000 to develcp, construct,
ana furnish the above-described hotel complex. "ith the
City's $5,500,000 tidelands funds for offsire iaprovements,
total development costs will be $65,509,000.

Within 180 days after submittal of the preliminary
plans or the issuance of all required permits, whichever
is later, the tenant-develcper (Hyatt) is to commence construc-
tion which is to be completed within 24 months thereafter.

(5) Basic Terms of the amended and Restated Ground
Lease.

«A) Effective date: March 10, 198%.

(53 Conditions subsequent: The lease wili terminate
1f prior to July 1, 1981 (i) the State Lands
Commission has not made the required rindings
pursuant to Public Resources Code Section
6702; (ii) the State Lands Commissien has
not determined thwt certain expenditiifes
for the construction of streets, pedestrian
boardwalk, a public park, and relocation
of the existing lagoon are in accordance
with Chapter 138, Statutes of 1964, First
E.S.; (iii) coastal :development »ermits
Lave not been obtained; (iv) the City is
v1able to obtain a $3,000,000 Urban Development
Action Grant; (v) Hydtt is unable to obtain
satisfactory construction and permanent
financing commitmenrs; (vi) Hyatt is unable
to obtain cost =stimates establishing feasibility
of the Project; (vii} Hyatt and its lender
are wiable to obtain title insurance; and
(viii) the City and Hyatt cannot agree on
rhe rent to be paid by the City under the
sublease of the parking structure.

A T

CALENDAR. ParRS’ __Q_ELZ____
MINUTE PAGE ._5_4_5____




411 of tnese conditions have been or are

in the process of being performed. Based

uporr the latest available data, the project
should not terminate due to the nonperformance
of £{he conditions subsequent.

e i a1 8 e o Nttt i O
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Term: Fifty (50) years commencing with

the date the hotel formally opemns for business
with Hyatt having the right to extend the

term for an additional 25 years if they

are not then in fault.

e )

L

Rent:

1. The City will receive a payment of five

i percent (5%) of the gross operating
I profit, generated in a preferred position
: for use of the $3,000,000 Urban Development
i Action Grant. The City will receive
| this amount commencing with the thixd

lease vear and continuing thereafter
) for 20 years. “ncome from this payment
: should average $456,000 arnually over

the first 10 years of the lease, and
; will continue to increase thereafter.
! The City, by wzy of the Amended and
i Restated Basic¢ Legal Documents for the
| Hotel project, obtained the aforesaid
; 5% of gross operating profit, in lieu

of Hyatt Hotel manager receiving additional
] management fees as was originmally proposed.
1
£

Fixed mimimum: Two Hundred Thousand
Dollars ($200,000) per calendar year
commencing with the date of formal opening
of the hotel and payable annually subject
to adjustment every 5 years. Fayment
of fixed minimum remt is subordinated
to Hyatt's initial debt service, addicional
| loan servicing, landlords preferred
I return and other fixed expernses, in
that ady fixed minimuim rent not paid
g when due is accumulated and bears simple
inzerect at the rate of 10% per annum.
| Upon teceipt by Hyatt of sufficient
1 X revenues from hotel operations co pay
|
|
|
|
{

all current obligations, the accumulated
sums and accrued interest become payable.

. SH
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Percentagé rent: Fifteen percent (15%)

of the sums paid to Hyatt by its hotel
manager after payment .of operating expenses,
real property taxes, property insurance
premiums, parking fees, Hyatt's debt
service (both initial, subsequent loan

and additional loans), fixed minimum

rent, Hyatt's sublease rciril paymenis

on the Public Facilities/Parking Structure,
hotel manager's incentive fees, a preferred
return on Hyatt's equity capital invested,
and accumulateu debts owed City.

Tenant's work® Hyatt has aegreed to construgt,
on the leased premises, all elements of

the hotel complex including a 1,258 space
marking structure and that poxrtion of the
public padestrian bow.iwalk linking Ocean
Boulevard with Shoreline Aquat.~ Park which
crss8es over thé leased premises. Tr - total
estimated cost of the improvements i$ $60,000,000.
Hyatt will contribute $3,000,000 of its

swn funds. in aduition to construction loan
proceeds toward the construction of the
improvements.

Landlord’s work: The City has agreed to
Coustruct those portions of the pedestrian
boardwalk ‘ledding to the leased premises

from Ocean Boulevard and away from the leased
premises to Shoreline Aquatic Park, the
construction of a public park north of Shoreline
Drive, the reliocatior of Rainbow Lagoon,

the provision of utilities to the leased
premises, and the construction of or recon-
srructiorn of streets in the vicinicy ri

the Project, landscaping of arsas outside

the premises, pedestrian walkway from piz=s
area on top of the parking stzucture tO

the Center and an access way frcm the boardwalk
to the lagoon. The estimated cost of these
improvements is $5,500,000.

e R v
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|

Title to improvements: Upon expiration
of the term, Citle to all improvements made
by Hyatt shall vest in the City.
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‘b)Y Parking Struéture/Public Facilities Sublease - Hyatt

to City

A B P Aot s gl B e it

(1) Commencement date: T -~ dafe on which
construction of parkine structure
is subctarnitially comnleted and notice
of avaiiability has been given by
Hyact tce the City.

R

 Smirnsings firetian Nf 000 4
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Term: 50 years wich = reneéwal of
1 additional 25 years. (Same as
- and Lease), begianing from the
s mmencerent date'.

(3) Prenises: A 1,258 space, Chiree-
Tevel parking structure. (200 of
the parking spaces will be at grade
level outside the walls of the parking
structure.) .

The public facilities consist £

¢he deck nver the tue Parking Stxucture
uporn which will be located the pedestrian
boardwaik and adjacent plaza area,

r-» pedestrian walkway to the Center
urea, and tiae banquet and function
rooms., kitchen .facilities to support
banquet apd funétion rooms, and the
public lobby areas intiuding stairways
and escalators within the multi-story
stricture adjacent to thé Hotel and
Parking Structure.

Rent: iwr purposes of calculating

Tent, Hvatt and the City have agreed

that the cost of the parking tracilities
and public facilitdes shall be $24,450,009.
For the period hegimning on the commence=
ment date and ending Décember 31,

of the fifth lease year; the City

shall pay Hyatr anrual rental of
$3,172,000 (24,400,000 x 13%). Thereafter,
until the 25th lease year, Teatal

shall be based on a $24,400,000 loan

as amortized over a 20 yeéar period

at the rthen 'prevailing rate.
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Tn addition the City skall pay for

all utilities used or consumed within
the parki=g structure and the Public
Facilitlies under the City's coutral.
The City shall also pay thuse property
taxes lizvied and assessed against

the parking structure and public
facilkities under the City's control.
The City will also pay 7/12's of

the property insurance premiums requirea
by the Ground Lease ang attributable
to the Parking Structure and Pyblid
Facili-ies under the City's comcrol.

Paragraph 8 of the sublkease expressly
provides that the City's payments
under the agreement are subject to
annual review and appropriztion by
rhe City Council; in effect it is

a year-to-year obligation.

Operati.n of Parking Structure: City
shall operate the parking structure,

céollect all parking revenues derived

therefrom, and deposit such revenues

to the credit of the City’'s Tideiand

Operating Fund.

Hotel Parking Privileges: City sha.l
reserve and selt aside, for use by
registered hotel guests,; 500 parking
spaces. Hyatt shall pay to City monthly,
for the direct cperating costs attrihutable
to the 500 parking spaces, an amoun’

equal to 16.69% of the base rental

paid by the City to Hyatt as aanual

rental (16.69% x 3,172,000 = §529,406):

(c} Sub-subliease of portion of Public Facilities to ilyatt
Long Beach Corporation:

(1) Term: TFifty years commencing with the dateé the
Ratel formally opens for business sub’ect 7o
City's right to extend the term for ai. =dditional
25 years. (Same as basic ‘Groufid Lease):

CALENDAR PAGE
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rrémises: These areas of the multi-scory structure
ad jacent to ¢he hotel tower consisting of banguet
and function rooms, kitchen f~cilities to support
banquet and functicn rooms, public lobby areas,
including stairways and elevators, and areas

£o be used as restauraants, cocktail lounges,

retail shops, hotel administrati :, and zer+ice
areas.

Rzuat: For each lease year that the City mekes

a base rental payment to Hyatt under the sublease,
Hyatt will pay the City an amount equal o 56.13%
of thé base rental paid by the City to Hyatt
(324,272,000 x 56.15% = $178,108). This pasyment

is paid annually. Hyatt may defer pavment of

this rental amount; however, any defer~ed amount
shall be paid in acccrdance with the pridrities
established under paragraph (3.4) of the ground
lease together with interest ar 10% (simple).
This payment is prioritized 9th under Ground
Lease Secrion 3.4.1.
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SUUKCES FROM WHICH CITY'S OBLLGATIONS TQ MAKE CAPITAL IMPROVE-
MENTS, CONTRIBUTIONS, AND RENTAL PAYMENTS UNDER THE GRGUND
LEASE AND SUBLEASES WILL BE MADE:

{ay Tideland Cil Revenue Fund (Long Besach City Charter
Seéction 1710): City incends CoO expeud approxXimately
$5,500,000 of the City's share of tideland sil revénues
deposxtpd to the credit of the Tideland 0il Revenpe
Fund for planming, engineering, and constructionr of
those pditions of the pedestrian bosardwalk leading
to and away from the leased premises together with
a bridge over Shoreline Drive, a public park north
of Shoreline’Drive, the relocation of Rainbow Lagoon
and the provision of utilities to the leased pr-mises
and the construction of or reconmstruction of streets
in the wvicinity o0f the Project. The expendlture of
these tfunds is subject t¢ notice provisions of Section &ih},
Chapter 138, Statutes of 1964, First Extraordinary
Session (”Chapter 138").

Urban Development Action Gran€: The City has applied
for and reccived a $3,0000,000 grant from the Department
of Housing and Urban DeVAlopment to finarice a portion
of cost of constructiosn wf the parking structure and/or
public facilities. The C.ty has submitted a copy of

the "UVAG Grant Agrizement' setting forth the terms

and ~onditions of the grants as part of its applicatio::
package.

Ticeland Operatiidg Fund . 'Long Béach City Charter Section
17107: The costs ©f operating aad mairizaining the

parEing struzzure and the public facilities under

City's control and fulfi.lifg che City's other obligations
under the Parking Structure Sublease and Public Facilities
Sublease will pe funded from Project revenues deposited

to the crediz of the City's Tideland Operating Fund.

Such revenues shall be applied toward the nbligatlv1s
menhtioned above. Acco;ulng to the City's anarys.s

and projection uf income and expenses to be borne

by the Tideland Operat_'.nQ Fund and Tideland 0il Revenue
Fund for all opericions and acrLVLCLes now contemplated

by the Tity, there will be sufficient net revenues

from other tideland ope ratlcns and activities for

the City to ment its obligatione under the subject

Ground Lease and Subleasés:
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Tax on Transients for Occupancy, (Long Beach Municipal
Code Seztion 2450 et seq.): Effective January i3,

1980, the City Council has duthorized the encumberance
of tax revenues collected from hotel and motel users

for occupancy of hotel and motel rooms situated ¢m

the granted tide and submerged lands for the purpose

of paying obligations of the character recited in

the Parking Structure/Public Facmllples Sublease.

Those oblléatlonq wer2 incurrei ip ‘order to induce

Hyatt 0 develop a 'Regency” clasé hotel on the granted
rigeland land site. Annually, at the Cime ‘the City
Council approves the City Manager's budget and 1%

adopts an appropriation ordinance, the tax reveniies
antic.,rated to be derived Lrom hotels and motels. situated
on the gxanted tide ar> 'submerged lands will be set
aside as 'a_reserve for payment of the CLCy'S obligatious
in the event Hyact's payments to the CLCy ave’noL
suff1c1ent.

Tax Inciement Revrnues Paid to Redevelopmeni: Agency
of the City f Lomg Beach: The Project’is isituated
within the drwntown redevelopment projéct area of
tae Recevelcpment Agency of the City of Long Beach.
Taxes oener4Ced from 2 new development in the project
arez may be sledged as security for the repaymert

¢ bonded lndebtedﬂess incyurred by the Agency to carry
out a project.

The City and the Agency have entzred into. a Reimburseaent
and Repayment Agreemerit relating to the Downtown Redév=<
elopment Project. On October 16, 1979 that agreement

was amended to provider

1. That tax alldcations availablé to the Agency from
tax increments generated by the hatel Projiect
after first making provision for required delit
service payments on the Agency's bonds shall he
paid to the City, after demand by the City, for
the purpose of assisting the City in making rental
pey.ients under the Fublic Facilities Sublease
and to reimburse thé CLty for costs and expensss
incutred hyv ‘the City in connection with the operation
and maintevance of thosa public facilitieés under
City's contxel.

City is required tJ budget and apply to its sublease
base rental and other obligations under the Public
Facilities Sublease all revenues derived from

the Project including the City's sublease and
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rental incomes, parking charges, sales tax, and
transient occupancy tax revenues. Staff ‘has been
afvised by the City that efforts axe underway

tc re-prioritize the application of funds prior

to receiving the tax increment funds. It is propcsed
that such funds will be available 'as needegq"

for the tidelands trust fund without regard to

having applied the revenues in the priority mentioned
above.

Project Revenues: The Public Facilities/?arking Structure
sublease provides for the payment by Hyatft to the

City of a v mtal charge for the public facilities

under Hyatt's control and for parking privileges.

Waile the rental charge for pubiic facilities is sub-
ordinared to operatimg and certain fixed expenses
including debt servicz as descriped in paragraph 3.4

of the Ground Lease, payiént of the parking charges

is not so subordinated. The subordinated rental charge,
however, is a fixed obligation subject to pajyment

at a later date. In addition to the fixed minisam

rent and percentage rents under the Grourd Lease,

the City is retainring the right to further develop

some commercial retail shop space on an area adjacent

to the pedestrian boardwalk. This area will produce

a rental income directly to the City. The City does

not interd to incur any cost or expeise related to

cha further development of the area mentioned. The

cost of such further development will be borne exclusively
by the developer of the area.
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ENVIRONMENTAL IMPACT OF THE LEASE

On November 7, 1977 the Redevelopmént Agency of the
City of Long Beach cettified a final environmental impact
report for the Downtown Ccnvention Hatel Corplex. The original
oroject was for & high-rise hctel and parking structure
as such was proposed r; Perini Land and Develop -ant Company.
Inasmuch as ‘the instant proposal retains nearly the same
elements of the Perini proposal, the final EIR is considered
adequate by the City. In addition, the Redevelopment Agency
certified an environmeéntal negative declaration for the
Boardwalk Parking Garage on December 12, 1977.

On November 30, 1979, the City Council of the City
of Long Beach reaffirmed and recexrtified that the Final
Subsequent TiRk pieviously certified by the Redevelopment
Agency, was sufficient for the Hyatt Hotel Devélopment

and that there were no new environmental impacts associ .<ed
with this project.

On March 10, 1981 the City Council of the City of
Long Beach through Resolution No. C-23116 again reaffirmed
the f£indings and recertification it made at its September 11,
1979 and December 1979 meetings relative to0 the enviropmental
impacts of the subject project.

Briefly, the euvironmental dscuments pointed out that
potential significant adverse impicts exist relative to
cransportation and energy consumyiiion. However, adsguate
measures for both concerns have béen incorporated irto
the project to mitigate the potential adverse impacts.
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COASTAL ACT REQUIREMENTS

On May 19, 1978, the California Joastal Commission
issued permit A~71-78 to the City for the censtruction
of the Hotel complex, proposed by Perini Land Development
Company. The permit contains a number of conditfons including
a requirement that the City submit evidénce (to the Executive
Director of the Coastal Commission) that the State Lands
Commission has reviewed and approved as consistent with
State tidelands responsibilities, the plans, documents,
operations and financial commitments of the -project.

On April 27, 1979, the Coastal Commission approved
an amendment to the permit it issued one year earlier.
The amendment covered telatively minor changes ta the development
proposal and retained nearly all the original conditicns.

Inasmuch as the Hyatt proposal was not specifically
approved by the Coastal Commission, it was necessary to
seek an assignment of the permit. Because che Hyatt proposal
so closely parallels the Perini proposal, the permit assignmenc
was obtained with some design modifications, but with little
other changes. The Coastal Commissiori approved the assignment
on June 18, 1980.

On August 8, 1980 the California Coastal Commission
issued an amendment to Permit A 71-7& which set forth the
terms and conditions of the developmént as such is governed
by the Coastal Act. The State Commission also approved
additional modifications to the permit at its Felruary,
1981 meeting. .

The project, as contemplated, is a proper land use
under tne City's General Plan and Local Coastal Program.
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STATE LANDS COMMISSION STAFF ANALYSIS

Confcormance with the cerms of the Granting Statutes:

Legisiartive Acts affecting the leased land include?
Chapter Yeatr

676 1911

102 1925

158 1935

26 1956, First Extraordinary Session
1560 1959

138 1964, First Extraordinary Session

Staff, with the concurrence of the office of the Attorney
General, believes the proposed facilities are allowable
under the terms of the above-referenced statutes. This
recommendation is not intended to constitute staff's response
to the notice provisions of Section 6(h), Chapter 138,
Statutes of 1964, First Extraordinary Seession ("Chapter 138"),
which has been received from the City. Commission action
on such notice will be the subject of another agenda item.

Disposition of Lease Prodeeds

All revenues payable to the City under tie Ground
Lease and subleases ars required by Long Beach City Charter
Section 1710 to be deposited to the credit of the City's
"Tideland Operating Fund"”. Said fund is imptessed with
the public t~ust and provides that expenditures from the
fund are for the betterment of the granted lands consistent
with che granting statutes and general trust provisions.

IS THE RESTATED BASIC GROUND LEASE. AND SUBLEASE IN THE
BEST INTEREST OF THE STATE?

Land Use: The existing site is .urrently unimproved
filled submerged lands adjacent to the exiisting Long Beach
Convention and Entertainment Center. ’In arriving at the
proposed use for the site, the City was guided by recommcundations
made by Sasaki-Wal :r and Associates (1973} and by Gruen-Gruen
Associates (1969-%.), each of vhom recommended the development
of a high-rise hotel adjacent to the convention center.

The land use element of tne City's General Plan char-
acterizes the area as tourist/.ommercial recreation. The
Hotel project, as presently contemplated, is a proper land
use under the City's General Plan and its Local Coastal
Program.
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it is the City's belief that development of a luxury-quality
hotel on the site will promotz increased usage of the Sonvention
Center ‘a trust asset) by conventions and other associations
whose 4ctivities and use will promote commerce, navigation,
fisheries, marine or aquatic recreational activities. The
City believes the proposed haotel project represents the
highest and best use for the site and that such alternatives
as a) no project; b) no hotel; and c¢) no boardwalk would
be inimical to the tidelands trust.

STATEWIDE PUBLIC BENEFIT

Fo~ several years the Ci:y of Long Beach has operated
its new Convention and Entertainment Cenftar at a substantial
deficit (estimated '80-'81 toktal loss: %2 million-). It
is felt by the City that construction of a first-class
luxury hotel is essential to the sucgess oy the Convention
Center. The current unavailability ol sufficient first-class
hotel rooms in the immediate proximity of the Convention
Center leads to its under utilization; which in turn means
continued high operating defizits. It is possible that
the Convention/Entertainment complex may never become self-
supporting; however, the addition of the hotel complex
is expected to reddce the annual deficits substantially.

In addition, the ity should earn a reasonable return on
its contribution to the Hotel projeck.

In an effort to further reduce %tne operating deficit
of the center the City is exploring the possibility of
letting the Center be operated by a private entity. Thi
City will only allow the facility to be opewated by a ‘private
manager if such cperator can run the facility at a lower
cost than the City currently pays.

By a written agreement dated September 12, 1974 entitled
"Pacific Terrace Agreement' the City of Long Beach ag.eed
that the main purpose of the lonvention/Entertainment Center
is for the promotiocn and accommedation .of the ti.elands
trust. The City agreed to actively solicit tenamnts, exhibitors,
and trade, shipping and commercial associations whcse activ.ties;
and use of the center would promote or accommodate commerce,
navigation, fisheries, and marine or aquatic activ ties.
In addition, the City agreed =o give priority for use of
the Center to such persons, organizaltions and groups.

In order tov further the beneficial use of the trust
asset {Center), it is felt that the addition of a conventiou
center hotel is absolutely necessary. The Center and Hotel
couwplex will serve the state-wide and National/International
public through its convention,’entertainment activities.
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The Complex with the addition of the hotel will benefit

a broader segment of the public and be able to accommodate
more user days of the Complex than if the site were left
undeveloped or developed for other trust purposes.

1n addition, income accruing frcm the ground lease
and sublease will be used for the betterment of the granted
lands and aid in promoting related trust uses of the adjacent
lands.

RENTAL AhD OTHER CONSIDERATION

PERCENTAGE OF GROSS OPERATING INCOME: Bzginning
in the third Iease year, the ilotel Manager (or Hyatt Long
2~ach Corp-t2nant) agrees to pay the City an anount equal
to 5% of the gross cperafing income. As stated eariier,
this amount should average over $400,000 annuaxly through
1992.

staff finds this rental element to be well within
prucdent land management pract.ges and one whicn increases
the cverall mnet return to the City.

While this rental amount continues for only twzoty
years the City stands to =2celive nearly $14,000,000 total
for use of the $3,000,000 UDAG Grant.

FIXED MINIMUM RENTAL: In arriving at the basic minimum
ground rental for the lease premises the City was guided
by an appraisal by Landauer Associateés, Inc., dated May 13,
1977 as supplemented by a report dated November ., 1978.
These reports were originally prepared for Perini Corporation
wine earlier proposed a similar hotel complex for the site.
Due to a lack of adequate pro ject flnanc1n Perini was
forced to drop its developmen® plans; Whl”h plans. were
subsequently assumed by Hyatt Lonug Beach Corporation.

The Landsuer report conc.uded that the value of the
subject site was $8 00 per square foct. However, in negotiating
the minimum annual rental of {#20G0,000, the City did not
utilize the appraised land value of $8 00 per square foot
and its desired rate of return of 10%. Instead, the City
has placed greater emphasis on the present value of the
anticipated tash flow from the periodic minimum annual
rents it will receive from thi project. (The minimum annual
rental is subject to 5-~year incteases of 10% of the prévious
amount). The City has concluded that the present value
of its anticipated income stripam yields the equivalent
of $11.39 per square foot for the entire site.

. ; s
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Staff of the Commission has reviewed cthe Landauer
report for the purpose of reviewing rhe minimum annual
rental proposed under the ground lease iand finds. that land
values in the vicinity range significaantly due to the controls
exercised by the myriad govermmental agencies having lawful
jurisdiction. Knowledgeable appraisers and real estate
brokers in the Long Beach area belieye that commercial
property values have risen dramatically in the last two
years, inspite of these controls and the recent high cost
of construction funds. Because the Landauer report (as
supplemented) is not .current, staff believes that it may
not be indicative of today's market value.

A staff estimate of value for the site places the
value near $13.00 per square foot. Inasmuych as the hotel
tower and public facilities portion of tlle s.te occupy
only 3.6 acres of the total site, the minimum rental of
$2G0,000 closely follows the staff estimate of value of
$13.00 per square foot. ($13.00 X 3.6 X 43,560 X .10 =
$203,860.)

Tbe parking garage which is to be constructed by the
tevant (Hyatt) will not only service the hotel but will
provide an additional 730 spaces for patrons of the Convgation/
Entertainment Center. In addition, the City may rent spai:es
during the day for visitors of nearby and proposed office
buildings.

The City has estimated that annual net revenues £rom
the parking structu¥e will average substantially in excess
of its costs. The amount of rental raceived from this source
should provide a substantial return for the site occupied
by the parking Structure.

The projected overall return to the City for the total
rideland site will be greater than 10% of the value < timated
Ly the staff; not including the percentage wentil. Tais
return is considered adequate by staff oT i .e Comxission.

In addition to the above, the City's Rcom: Night Demand
Study by Arthur D. Little, Inc. in 1975 £ und that the
City could anticipate a sa.gnificant reduction in the annual
deficit from Convention Center operations. The Little study
estimates that the Convention Center could experience additional
revenue of over 3500,300 per year with the addition of

the Hotel.

In view of the zbove, staff feels the minimum rents
are reasonabie.
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PERCENTAGE RENT: The City is to receive a perceantage
rental of 15% of the sums paid to Hyatt by its hotel manager
afcer payment of operating expenses and those additional
items liscted in Ground Lease Paragraph 3.4.

Staff has eramined this fedture of the propasal as
well as the Commission's consultant -Peat, Marwick, Mitchell
and Company (PMM & Co.). PMM & Co. is of the opinion that
while Hyatt appears to have negotiated a beneficial réntal
posture in this lease, it is within current industry standards.

Staff of the Commission, on the other hand does not
favor the use of ''percentage of net" rental alternative
in negotiating surface use leases because of the problems
assoclated with auditing business operations. It is difficult
to define, in sufficient etail, the items that normally
need to be taken into account undPr a "percent of net'
agreement. It often leads to strained relations Letween
landiord and tenant and quite frequently auditing disagreermcats
must be lLitigaced even though apparently adequate arbitration
prccedures a set forth in the lease document. For this
reason, scaff of the Commission dées 1ot Tavor use of the
alternative; however, we do feel that such an alternatix-
is a matcer which rests within the discretion of the Cit;r
The rate of percentage rental does not appear unreasomable
and should provide the City with a reasonable return on
the use of the tidelands trust asset.

In support of its use of the "percent of net' concept,
the C.ty has developed comprehensive accounting and special
audit provisions in the lease. In additicn to requiring
monthly financial stateménis and annual statements audived
by an independent CPA, the City has retaitned the right
to conduct an annual audit of Hyatt's books through its
City Auditor and his d2signated representa:ive. Procedures
have also been developed to settle accounti~z disputes
through arbitration. The City believes that use of ti 3e
controls will ensure that the tidelands trust funds c:e
properly credited will all monies due.

PROJECT FINANCING:

Hyact Long Beach Corporation has secured both constructicn
and permanent financing for the project from the First
National Banl: of Chicago (FNBC). While the City and Hyatt
are required to put up $3,000,000 each toward prOJect €inancing,
rhe permanent loan amount is $SA 000,000.

CALENDAR PAGE  __ ] 12

MINUTE PAGE.

R




loan will be structured as foliows:

Loan amount: $54,000;000 - FNBC will serve as
agent if the loan is syndicated to other financial
inscitutions.

Maturity: December 31, 1991.

Amortization: Amortization will commence in
the sixth year and is £ be on a 25-year schedule.

Rate of Interest: Years 1-5: 13% Fixed {Interest
only). Years 6-10: On an annual basis the borvower
will have one of three optiomns.

Option 1 - A one year loan at a rate equal to
the yield to maturity oi the August 1990 (10 3/4%s)
Treasury Bond plus 3% with a ceiling of 16%;

Option 2 - The effective vate of 90 day ENBC
Ch s plus 1%% floating averaged monthy; or

Option 3 - Soley at FNPC's discketion Option 1
with maturity of longer than one year but not
to exceed the maturity of the loan facility.

Prepayment: Prepayment prohibited in years 1-5.

If the fixed rate option is selected in y=2ars 6-10,
prepayment is permitted only on the renewal of

the rate.

Fees: (1) 3/4% at closing.

{2) Fee of 3/4% cn total loan payable
December 31, 1981. Fee to be reduced
by 3/4 of 1% times the average outstandings
frgm date of commitment tc Decembér 31,
1981.

Collateral: 1st mortgage on leasehold and all
improvements thereon.

City Commitment: The City of Long Beach, California
through its tidelands funds has obligated itself

to the repayment of $23.4 million of the loan

plus accrued interest. (See Note No. 1)

Note No. 1: Staff has repeatedly been assured
by the City that this provision is not a guarantee
by the City to pay $23.% million of the loan
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plus accrued interest. This provision is merely
a summation of the annual sublease payments to
be made by the City during the life of the loan
and does not constiitute a lien on the tidelands
trust furds. The obligations of the City are
yearly which are subject to anauval appropriation
of funds by the City Council.

A FNBC letter dated Septémber 29; 1980 clarified
the above matter. In essence the FNBC acknowledges
that the $23.4 million amount represents annual
rental obligations of this City.

In suppo~f Of its application the City has provided
the Commission with a ten-year statement of estimated
annual operating results for the Hyatt Hetel

project. These financial pro;ectlons were also
reviewed by the Commission's consultaut, PMM

& Co.; who found the projections to be reasonable.

Staff or the otherhand does not take such an
upromlsCLc view as the City in projecti..g debt
service interest rates. The City has limited

the amount which may be refinanced by Hyatt once
the initial loan is fully serviced. In additiomn
the City has limited the term cver which such
refinancing would oczcur. The only varlable left
which will affect debt service payments in the
future is the prevailing rate at the time of

such refinancing. However, this variable can,

and, in staff's opinion, will sigrificantly affect
future net income to the City. The difference

in the variance possible under the existing financial
schedule is shown below:

Based upori the 13% loan interest rate Kyatt will
have debt service in excess of $7 million annually
during the first increment of the loan period

(5 years). In 1986 when the luan interest rate

is subject to change the City has still calculated
debt. service using the 13% rate. If the ce:iling
rate of 16% were used lnsL@ad of the 13% rate,
annually debt service would exceed $8.5 million.
This increase in debt service could easily be

met by anticipated project revenues, however,

it does effect the City's ability to receive

its percentage of '"'met income'". At cthe {13%)
projected rates of income, expenses and capital
expenses the City will not receive i..' 15% of

net income until vear 10 of the lease. By increasing
debt interest to 16%, the City wil! . st receive
its share of net income until year 12 or beyond.
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While the above analysis shows the impact of
changing rates of interest on the City's anticipated
net return; the city nevertheless will still

receive substantial revenues from the project.

Thise revenues are in the form of parking structure
net income, commercial/retail space rentals,

land rental, preéferred City percentage rentals

(UDAG return) and room occupancy taxes (the latter
does not flow into the {iidelands tfust fund).

Using the City's projections of net revenues
from the project (lass room taxes) the City in
year 5 will receive s amount equal to 4.2% of
.gross (hotel) revenues. In year 10 of the lease
the City will recieve the equivalent of 6% of
gross (hotel) revenues. A return of this magnitude
is well within prudent land management practices
aud one which the staff feels is adequate for
this projéct. Over the first 10 years of tne
project the tidelands trust funds will receive
income of over $15 million dollars.

PROJECT FEASIBILITY

In April 1980, the State Lands Commission retaine.
the firm of Peat, Marwick, Mirchell & Company (PMM & Co.)
to update, where applicable, the findings of previous markct
and financial feasibility studies. In addition, PMM & Ce.
was to review the various lease agreemefits between the
City and Hyatt Long Beach Corporaticn. and comment on their
reasonab'eness in light of prevailing iiidustry standards
and prac:ices,

PMM & Co. has found that the curxzent and future outlock
for Long Beach is positive, with a rapidly growing economic
base. The City's redevelopment efforts are the key to the
vevitalizaciqn ¢f the region. Planned, and proposed development
could aud 1.78 million gross squaré Zeet of other space
in downtown Long Bzach by the end of 1982. Another .5 million
square feet have preliminary concept approval. A number
of other commerczal activities including major condominium
and apartment projects ~ogetlier with the regional shopping
mall now under comstruction support previous study findings
cthat the economy is growing.

FMM & Co. conducted a nunber of interviews and reviewed
available data to determine thatt sufficient demand exists
to support the .additional hotel rooms generated by the
Hyatt Hotel. In fact, the comsensus of those interviewed
was that the exis;ing inventory of ‘hotel rooms is. inadequacte
¢ respond to corporate and convention-related demand.
According to PMM & Co. that consensus is also supported
by market data.
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PMM & Co. also reviewed the financt® il projections
contained in the City's application (Haryis, Kerr, Forster
& Co. (HKF}, May 1977) and subsequent update (October 30,
19791, cthe maict components of the Zorecasts including
room demand, .zood revenue, beveragé reveriue, telephonz
revenue, rentals and other revenuz all appear reasonable.
Adrinistrative and general expenses, management fees, and
marketing expenses all appz2ared reasonable. Expense figuxes
for property cperatiouns and maintenance likely contain
some computational errcrs, but do not alter overall projections.
Fnergy costs were inflateéd at perhaps an overly conservative
rate; but will not alter overall projections. Fire insurance
costs were estimated low but the figures will not significantly
alter overall projections.

The City's net operating income projections from theé
parking structure were also anaiyzed. PMM & Co.'s major
concern with the City's projiection -evolved around a very
low first year operating and maintenance cost versus total
revenue r:tio. First year profit margin of 85% appea:xs
high; but wher discussed with appropriate City Staff members,
it appears tha. the high margin is in line with experience
of other comparable facilities in: Long Beach. Sensitivity
analysis by PMM & Co. shows that adequate revenues exist
to cover debt service even when O & M increcases by a factor
of 2.2. PMM & Co. believes the.projections to be reasonable.

PMM & Co. also reviewed the lease and subleases for
the Hyatt nroject to examine their reasonableness relative
to prevailing industry standards and practices. PMM & Co.'s
conciusion on the lease package is: ''while it Seems clear
that Hyatt was successfull in negotiating an attractive
package of leases, the terms do ndét appear to be s» out
of line with prevailing industry practices that the leasés
cuuld be considered unreasonable.

In conclusion, PMM & Co. found "... that chere exists
sts~ng demand for additional hotel rwoms in Long Beach.
In particrlar, demand exists to service convention-oriented
business.” PMM & Co. also places strong emphasis on the
viability of the hotel due to the proposed operator. According
to> PMM & Co: '"'The Hyatt Corporation is an excellent operator
with a well-established record and proven ability to attract
convention business, as well as the c¢ommercial and tourist
travele:."

Finally, PMM & Co. states, '"All projections of future
market conditions and financial rasults are based on assump-
tions which are subject to change. Therefore, while the
projected results contained in £he HKF study may or may
not be achieved, PMM & Co. is satisfied that the assumptions
employed by HKF were reasonable."
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Subsequent to PMM & Co."s report on the market and
financial feasibility of the project, the City provided
staff with revised market analysis (prepared for Hyatt
by Laventhol and Horwath) and a commitment to financing
the hotel project. This additional material was reviewed
by the State's contractor PMM & Co.

The Laventhol updace indicated that the conventiox
hotel could sustain a level average room occupancy of 8i%
compared to previous occupancy rates of 75%. PMM & Co.
has reviewed the methodoiogy used by the Laventhcl people
and zonducted updated field investigations and has concluded
that waile the 81% nay be somewhat aggre.ive, it is a figurs
that Hyatt may reasonably be assured of achieving. Many
of the larger hotei/morel complexes in the area (except
the Queen Mary) are projecting rates from 80-90% for current
year opevations. These coperators also feel that the addition
of the Hyatt Het.l will result in some spin off that will
result in further increases in room occuparncy rates.

PMM & Co. also has advised the staff that even if
the 81% occupancy rate were not achieved on a sustanneﬂ
basis, the difference in revenue levels would be made up
by increasing room rates caused by inflationary fastors.

Based upon the latest available data it appears that
the revised occupancy rate of 817 is not unreasonable and
will aid in providing additional revenues to meet the obligatiens
of Hyatt and the City. )

PMM & Cu. also reviewed the financing ¢ ient by
FNBC and on the whole finds it to be one wh becoming
the industry standard. PMM & Co. was councst 5 Wwas
staff) with the commitment by the City to gu ~iee $23.4
million in loan payments. This provision has peen clarified
and does not represent a guarantee. EMM & Co. finds the
firancing to be quite competitive. Support cor PMM & Co.'
conclucion is based in part with conversations with 1nst1tutionaw
lenders who traditionally fund hotel projects and brokers
who specialize in packaging hotel financing projects. These
sources felt that given existing market conditions, the
proposed committment, while not only competitive, represents
a departure from tradirional! lending practices for a bank.
It appears that tradit.onal sourc¢es of funds for hotel
projects have virtually disappeared. Hyatt appears to have
successfully obtained funds on a2 competitive basis.
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Staff of the Commission has carefully reviewed the
PMM & Co. repurt (and supplemental analysis) together witch
information supplied by the City of Long Beach (and its
consultants) and information derived from internal sources
in order to form its own opinion as to the likelihcod of
success of tae City/Hyatt venture.

In the beginning, staff had serious reservations
concerning tae 1otel project. Among staff's greatest concerns
were, (a) the appropriateness of constructing a ''regency
class" luxury hotel on the site; (b) the ability of Long
Jeach to attract sufficient business at the projected x.om
rates; (c) the seemingly very favorable lease terms to
‘iyatt; (d) tne sublease arrangements wherein the City is
wbligated to make periodic lease, tax and other payments;
and (e) whether the City had indeed cbligrted itself to
repay $23.4 miliion in loan funds, thereby placxng a lien
for that amount on the tideiands trust fund.

It has been the City's contenticn that construction
of a first-class, luxury hotel was the key tfo the success
of the new Long Beach Coanvention and Entertainmant Center.
Staff of the Commission questioned the necessity for such
a iuxury hotel, especially in light of the past history
of wong Beach not being able to suppart such facilities.
1. appears however, that with the construction of the Convention/
Entertainment Center, the new regionil shopping mall, planned
and proposed commercial and residential development 1n
the downtown area, together with the City"s concerted e=ffort
toward revitalization of the downtown and shoreline area,
a luxury class hotel appears appropriate. The Commission's
consultant, PIM & Co., has corroborated the City's analysis
that demand now exists for such a hotel and that it will
be able to support the projected room occupany rates. Staff
of the Commission believes a luxury c¢lass hotel in Long.
Beach is not an unreasonable use for the granted tideland.

In reviewing the basic lease documents, staff of the
Commissron found areas that needed explanation, especially
as to their future impact if the leglslatlve grants were
amended or revokad. Staff also felt that a "percent of net"
l=2ase was not the most appropriate Vgnlcle £o use in gmegotiating
a lease for a hotel site. However, the City’s inabiILCy
to find a qualified lessee for the proposal required them
to negotiate such a deal. The Commission's consultant,

PMM & Co. reviewed the basic lease documents and found
them to be within current industry practices. And since
the ground lease now provides that the City will receive
% of gross operating income in a preferred position, it
appears that many of the staff’'s concerns that the Cicy
would not receive an adequate return have been assuaged,
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It is the staff's opinion that while the lease package
favers Hyatt, it does represeut a lease which could be
beneficial to both parties and one which does not violate
pruaent land management practices.

0f perhaps the greatest concern to the staff was the
innovative provision “of dubleasing and sub=cubleasing of
the public facilities to be built as part of the hotel
comp.ex. As explained earlier in this report, the public
faciiities will be built by Hyatt, leéased to Hyatt under
the ground lease, subleased to the City under a sublease,
and sub-subleased back to Hyatt for operation. The first
suble.se requires the City to make annual rental payments
sufficical: to amortize the cost to construct the facilities.
The annua’ reatal payment is estcimated to be $1,781,000.
This rental amount is also the rental figure that Hyatt
will pay the Jity for its sub-sublease of the site. However,
the Hyatt to City rental payment is subordinate to other
payments and may even be deferred (any deferred payments
shall accrue interest of 10% per annum) pending receipt
of sufficient operating revenues to make such payments.
The City iLs also obligated to make propenty tax ard other
payments ander the ground lease and subleases

It is the City's obligation to make per;odic payments

é@% under the agreements that has caused: staff it's greatzst
concern. It has been the staff's position that in £iié event
the grant reverts to the Starze, and the State lahds Commission
becomes revested wicth title zo the land, the State would
be limited in its ability to perform under the lease ¢package.
The Commission cannot obligate the State to make rental
or other payments without prior review and appropriation
by the Legislature.

This problem is to be resolved by the inclusion of
the limiting language set forth in the section of this
report on grant reversion.

As mentioned previously in this report was the provision
in the FNBC commitment letter that the City was guaranteeing
repayment of $23.4 million in loan funds plus accrued interest.
Staff has relied upon assurances from the City that this
is not the case and has proceeded accordingly.

In sum, staff believes that the finally agreed upon
Ground lease, sublease, management agreement and other
supporting documents adequately respond to #he issues of
special comncern.
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EFFECT OF GRANT REVERSION

The Lands under the ptroposed hotel complex are Statce
sovereign lands which have been granted by the legislature
to the City of Long Beach for general administration purposes.
The Legislature may, if it so chooses, elect to revoke
all or a part of these grants and return administrative
authority over the lands to the State Lands Commission.

Inasmuch as the ground lease and subleases created
by the City and Hyatt require the City to make periodic
rental and cther payments, the effect of such :xcntract
obligations must be addressed in the event the lands revert
to and revest in the State Lands Commission.

In the event of such reversion the State Lands Commission
(or some successor agency) would likely step into the former
position of rche City as ground lease lessor and sublessor/
sublessee for the public facilities and parking structure.
In such evenz, the State may be contracturally bound to
perform as the City, and make its periodic lease and other
payments. Any rental monies received by the State from
operations under the ground and subleases would go to the
general fund. Without annual legislative review and
appropriation, the State, ‘through the State Lands Commission
cannot have available to it, monies which will be needed
to make periodic leage and other payments.

Staff is recommending that all pagties be placed omn
notice that, if the Commission makes ali of the findings
under 6702(b} of the P.R.C. relative ‘to this lease and
subleases; that it does so under the express provisiow
that, in the event of grant reversion, requirements of
the State to make rental or other payments, chail be subject
to annuzl review and appropriation by the State Legislature.

This requirement in effect places the State in a position
similar to that of the city in the Amended and restated
Parking Structure/Public Facilities Sublease (Paragraph 8)
in the event the State steps inco the City's position under
a grant revocation or amendment.
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STAFF CONCLUSIONS AND RECOMMENDATIONS

The hotel lease appears to be consisteant with the
granting statutes and general public trust.

The City of Long Beach pursuant to charter section
1710 is required to deposit all revenues derived from the
lease package into a Tideland Operating Fund (which fund
is impressed with the Public Trust) which is to be used
for the betterment of the granted lands and the statewide
public benefit.

The City's environmental documentation for the project

found that rhe project, as mitigated, will mot have a significant
vffect on the environment.

In addition the hotel project comports with existing
iznd use plans. including the area's local coastal plan.

The hozel complex, in conjunction with the ad jacent
Convention and Entertainment Center will provide greater
statewide public benefits than if the lands were left undeveloped
or developed to other trust purposes. The project appears
to be financially feasible according to several independent
consultant: reports. A market currently exists in Long Beach
to supporf a luwury hotel complex. The City will receive
annual minimum and percentage rental payments which, in
the aggrzgate, will provide a substantial return on thé
lands in question. With the inclusion of the limiting language
relative fo the State's obligation in the event of grant
reversion, the lease package appears to be in the State's
best interest.

Staff is recommending that the Commission make the
findings set forth in Public Resources Code Section 6702
relative o the leases and sublease between the City of
Long Beach and Hyatt Long Beach Corporation.
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