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May 19, 2009 
 
Honorable Mayor Sanders 
City of San Diego 
202 C Street, 11th Floor 
San Diego, California  92101 
 
Re: Irving Hughes Letter to Mayor Sanders – Civic Center Redevelopment 
 Analysis 
 
Dear Mayor Sanders: 
 
This is in response to the inaccurate assertions and unsubstantiated claims made in a 
letter dated May 12, 2009 that was authored by Irving Hughes and addressed to Mayor 
Jerry Sanders and City Councilmembers (IH Letter), which critiques certain 
assumptions made in Jones Lang LaSalle’s (“JLL”) April 2009 updated financial 
comparison of the Gerding Edlen Development (“GED”) proposal and the “Hold 
Steady” non-development alternative.   
 
The IH Letter’s assertion that JLL’s findings in the updated financial analysis  “provide 
an incredibly misleading conclusion of ‘cost savings’ from building the proposed City 
Hall” is in itself misleading.  Furthermore, the IH Letter inaccurately describes 
fundamental elements of the “Hold Steady” scenario and incorrectly represents 
the lease cost assumptions contained in the current JLL financial analysis.   
 
Throughout the Civic Center analysis process, our client has attempted to rely on data 
supported by valid market data, actual lease proposals, and submitted developer 
proposals.  The IH Letter promotes the use of lease assumptions without providing any 
such substantive support. 
 
First and foremost, the IH Letter’s attempt at a comparative analysis is based on the 
initial JLL analysis prepared in early 2008 which has since been replaced by an updated 
analysis dated April 2009.  It is obvious that the global and local economies and 
markets have changed significantly between those two points in time.  Thus the 
impetus for the update to the original analysis. 
 
The  IH claim that the current JLL analysis overstates the cost savings in the 
redevelopment alternatives appears to entirely hinge on the argument that on a 10-year 
comparative basis (between 2013 and 2022) the lease cost assumptions are overstated 
and do not reflect costs that could be achieved in today’s market.  An attempt to 
illustrate this argument is through a table on page 3 of the IH Letter, which is attached 
for reference.  However, the combined use of a 10-year time period and inaccurate 
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rental rate assumptions in this table leads to an overall wrong conclusion.  Please note 
the following errors: 
 

1. Incorrect representation of the rental rate assumptions in the updated 
financial analysis of April, 2009.    
 
Rather than referring to the  lease assumptions in the JLL report dated April 
2009 that reflect changes in market conditions, the IH Letter analysis  applies  
rental rate estimates contained in JLL’s previous analysis for which 
assumptions were formulated in early 2008 and before the City received lease 
renewal proposals from its three landlords.  The IH Letter states that the rents in 
the “90%” column are based upon a JLL renewal assumption of $2.74 - $2.75 
per square foot (“PSF”), full service gross, with 3% annual rent escalations.  In 
fact, the current April 2009 JLL analysis assumes an average renewal rate of 
$2.17 PSF, full service gross (considering Civic Center Plaza, Executive 
Complex and 600 ‘B’ Street, with 3.0% - 4.0% annual escalations during the 
2013/2014 renewal date through 2017 (based on landlord responses), until the 
new City Hall is delivered in 2018.  These lease renewal rates were based on 
the three landlord proposals for a 10-year renewal term and reduced  by 5% (as 
agreed to by CCDC staff and the peer review selection panel), and  further 
adjusted to provide for  no tenant improvement allowance.  
 
The IH Letter further states JLL’s rent escalations contain a 20% rate reset 
every 10 years, when in fact JLL assumed a rate reset of 15% to occur every 10 
years to capture occupancy expenses (FSG rent, plus expense escalations), with 
a base year reset.  Applying this assumption results in total rent increase of 
approximately 2% every 10th year, not 4.5% on an annual basis as claimed by 
IH.   This renewal factor applies only to those non-development alternatives 
which assumed full renovation of the City-owned facilities.  It does not apply to 
the “Hold Steady” alternative since that option assumes a new City Hall in 
2018. 
  
The IH Letter states that negotiated rental rates should reflect approximately 
$1.25 for Executive Complex ($2,044,815 / 136,321 SF) and $1.375 for 600 B 
Street ($2,528,873 / 153,265 SF), yet provides absolutely no data, comparable 
executed lease information or other support for this extremely aggressive 
assertion.  This is particularly concerning considering the City’s total space 
requirement is in excess of 500,000 SF, with limited options in the market. 

 
2. Analysis uses a 10-year basis for comparing the costs between the JLL 

lease assumptions rather than a 5-year comparison basis (the assumed 
renewal term of the three leases under the “Hold Steady” alternative). 
DMJM | AECOM, Ernst and Young (EY) and JLL all concur that the 
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“Hold Steady” option is only viable for up to 10 years until the City-owned 
buildings will require replacement.  

 
After adjusting the IH Letter analysis to reflect the correct lease assumptions 
and the correct time line for comparison,  the claim of overstated savings “of at 
least $40 million” would be significantly reduced and would not materially 
change the current 10, 15 and 50 year cost comparison between the “Hold 
Steady” alternative and the GED alternatives.  Further, the IH Letter provides 
no factual support, such as independently verifiable lease comparables, to 
defend their claim that lowest rate they use in their analysis is market 
supported.  Although it may be possible to achieve savings below the current 
JLL estimates, JLL does not believe the lowest rates used in the IH Letter 
analysis is market supported. 

 
The IH Letter contains several other inaccuracies and unsubstantiated statements.  One 
such statement alludes to the potential of risks to the City by proceeding with an 
Exclusive Negotiation Agreement (ENA) with GED.  However, the IH Letter provides 
absolutely no basis to support this speculation and it is doubtful the City would proceed 
with an ENA in a manner that exposed it to any significant risk.  One of the main goals 
of the ENA process is to find mutually acceptable terms to contractually mitigate risk, 
not increase it. 
 
The analysis of the Civic Center alternatives is highly complex and contains many 
factors, of which lease rates is but one.  Consequently, it is imperative that any debate 
about the veracity of the data contained in the financial analysis start with a clear 
understanding of the baseline assumptions being used and how they are modeled in 
each alternative. This clearly is not the case with the IH Letter analysis.  The citizens of 
San Diego should have confidence in the high level of integrity and   intense scrutiny 
applied to this revised analysis by both EY and JLL, two of the largest and most 
qualified real estate advisory firms in the world. Moreover, all of the updated 
assumptions in the current financial model have been thoroughly vetted and agreed to 
by CCDC staff and the peer review selection panel which was comprised of Carl 
DeMaio, Councilmember District 5, Mary Lewis, Chief Financial Officer for the City 
of San Diego, Kim Kilkenny, CCDC Board member, and Greg Stein, San Diego 
County Taxpayers Association Board member. 
 
The decision about the correct course for the City to take for the Civic Center is of 
critical importance to the citizens of San Diego and has significant financial and 
functional implications for the City in both the short and long term. In light of this, 
continued scrutiny of the analysis performed on alternatives influencing such an 
important decision is healthy and warranted.  However, this scrutiny should be based 
on an understanding of the framework of the financial analysis and the actual facts 
behind the data it contains.  Furthermore, any claims about data being incorrect should 
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only be made when new data is provided that can be substantiated and independently 
verified.  
 
We appreciate the opportunity to continue working with CCDC and the City on this 
important project.  Please let us know if any additional information would be useful at 
this time. 
 
Sincerely, 
 

   
         
Tambra Martinez       Bob Hunt 
Executive Vice President      Senior Vice President 
 
 
 
Attachment 
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May 12, 2009 

The Honorable Jerry Sanders 
202 C St., 11th Floor 
San Diego, CA 92101 

Re: Civic Center Redevelopment Proposal  
 

Dear Mayor Sanders and City Councilmembers:  
 
We write to voice our significant concerns over the current proposal to redevelop the downtown 
Civic Center. From both a professional standpoint as well as that of the taxpayers, we must warn 
decision-makers that the financial modeling and corresponding advocacy efforts from proponents 
provide an incredibly misleading conclusion of “cost savings” from building the proposed City 
Hall.  

For the reasons we outline below, it is vital that decision-makers understand that the savings 
implied by the financial models overstate the costs of the status quo option by at least $17 
million over the first 10 years, and at least $40 million over the first 15 years. Furthermore, there 
is likely a proportionate overstatement of lease costs relative to market levels for the Civic 
Center Plaza. As a result, the costs of the status quo option are likely distorted even further, by 
millions more dollars over the 10-and 15-year timelines. 

As you may know, we each have in excess of 20 years of experience in negotiating leases for a 
variety of clients in downtown San Diego. We have consistently represented a majority of the 
downtown tenants in their lease transactions, including having the past representation of the City 
of San Diego in its leases at 600 B Street, 1010 Second Avenue and 1200 Third Avenue. 
Recently we were hired by CCDC to represent the agency in their lease negotiations – which 
ultimately led to its move to 401 B Street. Currently our firm represents more than 40 active 
tenants in downtown for more than 500,000 square feet of office space.   

The assumptions being used in the modeling as they relate to the cost of renewing the City’s 
downtown leases are simply out of touch with the current state of the downtown rental market. 
The City is in a tremendously favorable bargaining position, and should use the current market 
downturn to obtain lease rates that benefit the City and taxpayers, not that seemingly serve to 
justify constructing a new City Hall. We are also troubled that this disconnect between market 
conditions and assumptions has allowed proponents to advocate that their project saves the City 
(and taxpayers) money while attempting to drum up stakeholder support for the project.  

sarat
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With only limited access to the data and assumptions being used to justify these claims, we 
unequivocally conclude that the proposed project will cost significantly more than is being 
portrayed. The following points underscore this conclusion: 

Landlord Proposals are Not in Line with the Market 

In the April 22nd Jones Lang LaSalle (JLL) presentation, figures are provided that show the 
aggregate variance between the April 2008 JLL estimates and the 2009 landlord proposals. A 
variance of $5.5 million (2.9%) for Total Base Rent is provided, while a variance of $3.3 million 
(1.9%) is provided for As-Is Rent.  

For the Civic Center Plaza, where the City occupies 243,176 square feet, JLL assumes that rental 
rates increase from $1.83 to $2.74 per square foot. In the Executive Complex, where the City 
occupies 136,321 square feet of space, the model anticipates the costs will escalate from $2.15 to 
$2.74 per square foot.  

The fact that proposals received only vary by 2% - 3% from this modeling (not surprising given 
that any prudent landlord would review the JLL analysis prior to issuing a proposal), and that the 
updated analysis of the proposal assumes that leases can be negotiated down by another 10%, 
still does not coincide with current market conditions. These assumptions clearly distort the 
analysis in favor of proceeding with the project. We strongly urge decision-makers to note the 
significant amount of savings that can be attributable to the “Hold Steady” scenario below.  

Rental Rates Assumed at 90% of Landlord Proposals 

According to the JLL “Updated Financial Evaluation Briefing,” the rental costs in the baseline 
Hold Steady scenario reflect “90% of proposed rents provided by landlords” from March of 
2009. This assumption significantly overestimates costs in the current market, and 
inappropriately provides justification for moving forward with the project.  

Given current market conditions for downtown San Diego, and using available data on two of the 
March 2009 proposals, a more appropriate estimate for the Hold Steady option should reflect 
50% of the proposed rental rates. As shown below, the difference in cost for the Hold Steady 
option is significant, and only reflects two of the lease proposals due to data availability. In other 
words, the savings will likely be significantly higher when the same market conditions are 
applied to the remaining leases of the City. (Note that tenant improvement allowances have been 
left out of the table below for simplicity.) 
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Rents @ 90%  Rents @ 75%  Rents @ 50% 

 
Year  Exec 

Complex 
600 B 

Exec 
Complex  600 B 

Exec 
Complex  600 B 

2008                   
2009                   
2010                   
2011                   
2012                   
2013     $4,551,971     $3,413,978     $2,528,873 
2014  $3,680,667  $4,688,529  $3,067,223  $3,516,397  $2,044,815  $2,604,739 
2015  $3,827,894  $4,829,186  $3,189,911  $3,621,889  $2,126,608  $2,682,881 
2016  $3,981,010  $4,974,062  $3,317,508  $3,730,546  $2,211,672  $2,763,368 

1
0

 Y
e
a
r 

2017  $4,140,250  $5,123,283  $3,450,209  $3,842,462  $2,300,139  $2,846,269 
2018  $4,305,860  $5,276,982  $3,588,217  $3,957,736  $2,392,145  $2,931,657 
2019  $4,478,094  $5,435,291  $3,731,745  $4,076,468  $2,487,830  $3,019,606 
2020  $4,657,218  $5,598,349  $3,881,015  $4,198,762  $2,587,344  $3,110,194 
2021  $4,843,507  $5,766,300  $4,036,256  $4,324,725  $2,690,837  $3,203,500 1

5
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r 

2022  $5,037,247  $5,939,289  $4,197,706  $4,454,467  $2,798,471  $3,299,605 
Total  $38,951,746  $52,183,241  $32,459,789  $39,137,431  $21,639,859  $28,990,690 

                
  10 Year Total  $15,629,820  $24,167,030  $13,024,850  $18,125,273  $8,683,234  $13,426,128 
  15 Year Total  $38,951,746  $52,183,241  $32,459,789  $39,137,431  $21,639,859  $28,990,690 
               
    10 Year Difference  $8,646,728  $17,687,489 
    15 Year Difference  $19,537,768  $40,504,439 

 
Important Note: The “Year” labels above come directly from the JLL analysis (2008 = Year 1). 
Data from the lease proposals, however, begins in 2013 and 2014, respectively. It is unclear 
from the two separate sources (lease proposal data and JLL spreadsheet presentations) how the 
lease data was merged into the JLL spreadsheet. As a result, we have combined the data in 
accordance with the years as they are listed in the documents we have reviewed. However, as a 
result of the difficulty in matching these years appropriately because the lease data is not 
itemized in the JLL presentation, we have merged the lease data in accordance to the years 
provided. In short, this means that we are likely underestimating the 10 and 15 year differences 
by a significant amount. However, the spreadsheet above represents our desire to remain 
conservative, given the available data. 
 
According to the Jones Lang LaSalle analysis, the 600 B lease of 153,265 square feet is 
scheduled to expire in 2013. The estimated renewal rates increase to $2.75 per square foot (PSF) 
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beginning in 2013, with approximately 3% annual increases until 2022. This is completely 
misaligned with current market rates for similar space.  

The table above shows how applying realistic market conditions significantly alters the validity 
of savings claims by proponents over the first 10 and 15 years of the project timeline. Before 
taking any similar difference from remaining City lease locations (i.e. the Civic Center Plaza, for 
which actual lease proposal data is unavailable to us), the 15-year savings to the Hold Steady 
scenario compared to the proposal to build a new City Hall exceed $40 million over the first 15 
years of the JLL analysis.  

Furthermore, the initial JLL analysis of the Civic Center Plaza lease rates anticipates that in 
2014, the rates will jump from $1.83 to $2.74. The current market rate for such space should be 
around $1.50, indicating that even more significant savings are available to the City if it renews 
its leases at market-appropriate levels.  
 
Rent Escalations  

In the assumptions section of the JLL report, market leases are estimated to increase 2.50% 
annually, with a 20%, 10-year “Rate Reset” for FSG Leases. This equates to rental increases of 
4.5% annually – for 30+ years! This is completely inconsistent with reality, especially since 
we’ve seen the rental market decrease by 40% just over the last 12 months!  

 
The City Faces Risks by Entering into an Exclusive Negotiating Agreement  
 
The opposition to moving forward with this project has been based on the City’s current 
financial difficulties. To respond to this opposition, proponents have reinforced their efforts to 
assert that the proposal will save the City money. 

Despite the increased efforts of proponents to indicate otherwise, the proposal to redevelop the 
Civic Center will not save the City money relative to pursuing other alternatives. Our rough 
estimates indicate that costs associated with the Hold Steady scenario are inflated by well over 
$40 million.  

Furthermore, it is possible that the developer would seek at least partial reimbursement for the 
cost of its efforts thus far in the event that an agreement to undertake the project is not reached. It 
is also our understanding that any further changes to the project, such as design, that may be 
required to fit the City’s needs will have to be paid by the City. These particular points would be 
conditions set out in an Exclusive Negotiating Agreement (ENA), but are in stark contrast to the 
notion that there is “no risk” to the City in entering into such an agreement. 

We urge the Mayor and Council to consider these concerns before proceeding with an ENA. It is 
imperative that the Mayor and City Council scrutinize the cost savings being touted by 
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proponents. City decision-makers must approach the decision to move forward with such an 
agreement with appropriate and accurate background information. For the reasons laid out above, 
we do not believe that an accurate comparison of the City’s options has been made available to 
date. Please do not hesitate to contact us to discuss this matter further.   

 

Sincerely, 

                                              

Craig Irving      Jason Hughes 
Principal      Principal 
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