Memorandum

To: Mayor and Council

From: Tom Baker, Town Administrator
Date: May 3, 2016

Re: Update: Kuersten RFCP

Purpose: The purpose of this memorandum is to briefly update Council on responses to the Kuersten
RFCP. On May 17" or one of Council’s June meetings {depending on the timing of the composition of
Council), staff will discuss where we go from here. As you know, Council has until early August to decide
a course of action. In early August an additional $15,000 will come due on the contract unless the
Council notifies the Kuersten’s otherwise.

RFCP Proposal: Attached to this memorandum is the proposal submitted by R&D Development (Don
Ensign and Robert Gibson). This proposal assumes that the Council will keep the property under
contract and work with R&D Development (at a reduced consulting rate) to undertake Programming and
Planning of the site. The proposal identified three specific real-estate markets for New Castle:
Affordable Housing, Retirement Accommodations, and Live-Work Dwellings to begin and states that
there may be other as yet unidentified marketable uses for the site. The result of the Programming and
Planning phase is a development program and plan, preliminary phasing, financial summary,
development agreement outline, and subdivision/sketch plan approval.

Once the Planning and Programming phase is complete we would enter the Development phase and
determine if there is a basis for Public/Private Partnership or some other development technique.
Please see the proposal for an explanation of how they envision work in this phase.

The final phase is Management/Maintenance Operations, which takes us through buildout, see
propaosal.

Discussion: R&D Development submitted the only proposal. Many of the Senior Care developers that
were sent RFCP's sent back responses that they would review the proposals and they followed-up with
emails that said thank you but not at this time. The exception was Hilltop of Grand Junction. Hilltop is a
60 year old company that has evolved its scope of services to include many aspects of senior care and
senior living www.htop.org . At the pre-proposal meeting Mr. Will Hays, Hilitop COO and | discussed
Council’s goals and toured the Kuersten property. In conversations with Mr. Hays we discussed the
“downsize home/patio home” idea and talked about Hilltop’s recent look ata “cottage” model, which is
a patio home with grounds and home maintenance, weekly housekeeping, and other services available,
if needed. While Hilltop did not submit a proposal, it appears that they see the beginnings of a market
for their cottage model.

Next Step: As soon as Council is fully composed, staff would like a work session (perhaps Executive
Session, as well) to determine what our next steps will be. Between now and that meeting | will meet
with Jeff Simonson, David McCanaughy, John Wenzel and Lyle Layton to develop alternatives for Council
to consider.
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TOWN OF NEW CASTLE - CONCEPTUAL PROPOSAL FOR A
PUBLIC/PRIVATE PARTNERSHIP (PPP)

FROM R&D DEVELOPMENT - Don Ensign and Robert Gibson
Thank you for the invitation to submit this proposal.

We are thoroughly familiar with the property and the geographic, political and
social circumstances of the Town and the region. We have reviewed the “Request
for Conceptual Proposal” and understand the town’s need to clarify the
development potential for the property and to define a path toward optimizing the
community benefits attendant to it. We have also spent the past year dissecting the
real-estate market for all types of development in New Castle as the basis for our
multi-use project on the southern parcels of Lakota Canyon Ranch. Finally, we
agree with the Council’s intent to “create family supporting jobs™ as the overriding
goal for development of the property.

Our market research indicates that a healthy economic future for the community
must be rooted in affordability as there is no other apparent market niche available
to the Town as the foundation for a sustainable and viable economy. Other
regional communities are simply better equipped to serve high end residents,
tourists, shoppers, recreationists, industry, etc. New Castle has a significant
competitive advantage in the affordable niche due to very low land price,
proximate construction trades, immediate rail access, an accommodating growth
posture and greatly improved access and commute times with completion of the
Glenwood Bridge. Our research indicates that two bedroom dwellings priced above
$300,000 and rent above $1300 per month is not affordable for the vast majority of
valley employees. These prices are achievable on this property which will allow
New Castle to capitalize on its unique position in the region.

We have identified three specific real-estate markets that are currently underserved
in the region and well suited to the site. The reason for lack of availability of these
products is price; land and development costs.

1. Affordable housing (AF)

The market for AF is obvious as there is currently none available at or below
the AH price threshold defined above. Building within that price range will
require higher density multi-family configuration.



2. Retirement Accommodations

Your market analysis establishes the demand and magnitude of this market.

The building requirements for assisted living and memory assisted living are
very different than independent living, the former sensibly housed in one
building and the latter housed in separate facilities. At the density required for
affordability, these facilities would occupy from 5 to 7 acres. The retirement
uses may be concentrated in a compound separated from the remainder of
project with its own private outdoor living area. However, the occupants should
not be isolated from the remainder of neighborhood residents. This could be
accomplished by organizing all components of the project around a central open
space and connected by a common circulation system — streets and walkways.

Older people overwhelmingly prefer being part of and engaged in the local
neighborhood and the community at large — the antithesis of a retirement ghetto.
The needs of retirees and other residents are much the same, the primary
distinction being heightened security for seniors. This can be provided via the
location of buildings, securing parking-interior connections and greater sound
attenuation.

2. Live - Work Dwellings

Trades people, artists and other small businesses that do not require commercial
frontage are the primary audience for this mix of uses. Convention dictates
separation of these uses. However, there are several live/work examples in the
RF Valley, all of which are sold out and/or 100% occupied. While these
existing projects eliminate resident commute hassle, they are isolated — none are
part of an organized residential community. The property offers the opportunity
to create much more livable and family friendly quarters for these folks while
adding to the neighborhood’s vitality. This can be accomplished by accessing
work spaces and parking from building rears and orienting residences to the
fronts facing a street and/or open space. Separating these seemingly conflicting
uses can be achieved through careful planning and design effectively creating
two very different environments with buildings.

There may be other as yet unidentified marketable uses for the site. If so they may
be accommodated if compatible with the uses outlined above. Site planning and
design will allow for adjustment based on the configuration and adjacency of the
various uses and how each are marketed - example, sales or rentals.



PROPOSAL FOR A PUBLIC/PRIVATE PARTNERSHIP (PPP)

We propose to work with the Town in three phases: 1. Programming/planning,
2. Development and 3. Management/maintenance operations.

1. Programming/Planning

R&D’s responsibility in this phase will be to program and plan the property in
sufficient detail to portray the type, quantity and appearance of the project and
to accurately bracket development costs and income. Products for this phase of
the process will be:

e Existing conditions map — property boundaries, setbacks, utility rights-
of-ways, existing improvements (roads, other), topography, vegetation,
access points and whatever additional physical features that influence
development

e Development program — dwellings (type, quantity, etc.), buildings (sq ft
by use, height), parking, circulation (vehicular and pedestrian) and open
space (use, quantity, amenities, etc.)

e Development plan — location of buildings, parking, circulation and open
space

e Preliminary phasing plan — flexible in able to respond to market shifts

e Three dimensional images to portray design intent in response to the
market and the budget

¢ Financial summary — cost and income numbers, a draft development pro-
forma and an investment prospectus outline

o Development agreement outline — legal structure (HOA,
management/maintenance, liability assignment, etc.), investor
prospectus, developer responsibilities, Town responsibilities, net income
distribution formula, other

o Summary document — a written and graphic depiction of the above
suitable for reproduction

The Town’s responsibilities will be judicious review and response to the material
presented by R&D and to expedite a timely public approval at the “Subdivision
Sketch Plan” based on the agreed upon plan that emerges from the foregoing work.

We would carry out this work as consultants to the Town at a rate of $25 per hour
(normal rate is $125 per hour). The reason to work at the reduced rate is to



favorably posture ourselves to work with the Town on the development phase
which is outlined below. We estimate the above tasks would be completed in three
to four months plus the time required for political processing. The estimated cost
is $25,000 to $30,000 for fees and expenses. This material would be the property
of the Town to be used for the development phase irrespective of the developer
chosen.

At the conclusion of the planning phase the Town will have several development
options. The Town appears to have assumed that a PPP will be the development
vehicle to implement the project. Creating and executing a PPP requires
significant public investment and a considerable level of civic skills. However,
other means may be considered as each public step toward development increases
the worth of the property and the level of control available to the Town. For
example, the Town could sell the property at this point with entitlements is place.
The next step could be to build the infrastructure then sell the property or parcels
with a plan and program in place. Both these options would increase the worth of
the property. Given the establishment of clear and enforceable guidelines, these
options or some variation may achieve the community’s objectives without the
need for a PPP.

2. Development

The development phase has far too many variables to allow specificity at this
juncture. The Programming and Planning work will provide considerable clarity as
a basis for a Public/Private Partnership (PPP) in New Castle. However, the
structure of the PPP can be broadly defined based on successful models from
similar PPPs in other communities many of which share a common palette of
ingredients.

First it is essential that there be a public project manager (PM) with authority to act
in the public partner’s behalf; this to avoid too many cooks in the kitchen. This
position should be monetarily incentivized based on financial performance and
achievement of community objectives. This PM should report to public officials
but should not be impeded by micro-management from the officials; the degree of
latitude afforded this person based on his/her track record.

Responsibilities of the public partner may include any of the following:
¢ Land acquisition



e [nfrastructure finance and construction funded by municipal bonds - the
bonds retired from project revenues

e Land subordination as collateral for construction financing

e Equity contribution from the general fund or other public sources — net
project income is normally proportionate to the equity contribution

e Postpone exactions (sewer, water, parks, etc.) with later payments from
project net revenues

¢ Impose a real-estate transfer tax or fee for additional public revenues in
perpetuity
Provide down payment assistance to purchasers

Responsibilities of the private partner (developer) may include any of the
following:

¢ Draft a PPP development agreement

¢ Define the market and program the project accordingly

e Prepare a project prospectus and secure equity funds

¢ Prepare a cash flow model as the basis for financial monitoring
e Budget and schedule the project based on the model

o Create a reporting system to regularly update investors

¢ Establish a management and accounting system

¢ Retain and manage consultants — legal, planning, architecture,
engineering, structural, etc.

Secure bank construction financing

Select a building contractor and supervise construction
Advertise and market the real-estate products
Distribute net income

Other

The specifics of the PPP development agreement must be established via
negotiation between the participants. The negotiating effort needs be grounded in a
high level of mutual trust and acknowledgement of each participant’s constraints,
motives and capabilities. This is best achieved through the creation of jointly
agreed upon principles as the framework for a development agreement. It should
be anticipated that circumstances and evolving information may prescribe



adjustments to the agreement as long as the changes conform to the principles —
flexibility on the part of the participants is fundamental.

3. Management/Maintenance Operations (MMO)

The ultimate MMO for the project is too far in the future to prescribe at this time.
However, this function should reside with the developer until the project is
completely built out at which time the Home Owner’s Association or an MMO
company would assume the MMO responsibilities. During the development period
the developer must retain MMO responsibilities in order to maintain the high level
of care necessary to market the project.

ATTACHMENTS
e Ensign Qualifications
e RM Construction Co Qualifications
e Example of Planning and Programming Detail
¢ Example of Financial Detail



DON ENSIGN - Resume

Skills

Real-estate Planning and Development

Land acquisition, securing equity capital, political pracessing. architectural planning, consuliant management, securing
construction financing, product marketing and sales

Planning and Design

Building and landscape design and construction — over 40 years experience

Gifted illustrator - formerty by hand, now by computer

Strong sales and client service expertise

Project planning and design based on developer and contractar experience - simplicity, cost control and value based
Computer proficiency — Word, Sketch Up, Power Point, Photo Wizard, Google Earth, Internet Explorer,

Education

1963 - BA Utah State University - Landscaper Architecture

1967 - MA Univ. of Michigan - Urban Design and Natural Resource Mgmt.

1969 — The Rouse Company, Urban Life Center — Intense Course - New Community Development
1969 - 1972 — Harvard Graduate School of Design — Summer Courses in Urban Design

Professional Experience

1959 — 1961 Hillsdale Gardens (partner, owner) — Nursery, Landscape Design, Marketing and
Construction

1961 - 1964 Rowsell and Ensign - Spec Home Design, Construction and Sales

1963 — 1967 Utah State University — Assistant Professor of Landscape Architecture

1967 — 1975 North Carolina State University, School of Design ~ Associate Professor of Land Arch and
Urban Design

Director of the Graduate Program in Land Arch and Urban Design

Director of the Basic Design Program — All first and second year students in

Arch, Land Arch, Urban Design, Graphic Design, Product Design

1969 - 1996 Design Workshop Inc - Founder, Owner, Partner

See web site designworkshop.com
1996 - 2008 E&E Development — Owner, Designer, Developer

Projects

320 Main Carbondale, Co - 15,000 sq ft mixed use building Completed 2000
Colorado Place - 30,000 sq ft mixed use building

Mountain Air — 40,000 sq It mixed use building

Professional Affiliations

Fellow — American Society of Landscape Architects
Congress of New Urbanism

National Trust for Historic Preservation

Former Member — Urban Land Institute
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NEW CASTLE PUD — DLACE MAKING CORE CIRCLE







NEW CASTLE PUD — PHASE ONE FINANCIAL SUMMARY

DEVELOPMENT COSTS
Cost item Square Feet Cost/SF Total Cost
Land 17 Acres 740,520 .92 1. 700,000
Building 38,150 115 2. 4,387,000
Street & Parking 17,000 5 3. 81,000
Utilities 4. 20,000
Landscaping 20,000 4 5. 80,000
Ext Lighting 6. 6000
Sub Total 5,274,000
Soft Costs @ 8% 7. 422,000
Town Fees 8. 290,000
Total Development Cost 5,986000
Contingency 10% 598,000
Total Project Cost 6,584,000
Equity Required 40% 9. 2,634,000
Construction Loan Rolled Over To 25 Yr Mortgage 10. 3,950,000
Annual Mortgage Debt Service 11. 275,000
PROJECT REVENUES
Residential Leases 26,170 15 sf/yr 12. 353,000/yr
Commercial Leases 6600 15 sf/yr 13. 89,000/yr
Total Revenue 32,770 15 sf/yr 442,000/yr
Debt Service (275,000/yr}
Management/Maintenance Budget (50,000/yr)
Net Income 117,000/yr
NOTES:

1. The land is under contract for $680K. Terms are - $35K earnest money in 30 days, goes hard at 60 days.
Cash at closing 6 months (180 days). Due to the low cost, the land price is absorbed in phase one.

.

The building cost is based on the phase one building design included in this package -

by RM Construction (Robert Gibson — a managing partner)

Nouaw

Soft costs:

O 00O0O0O0

prepared

Streets and parking cost is based on current similar projects under contract

Utility cost is minimal due to the very short runs to existing town systems

Phase one landscaping includes sidewalks, irrigation, turf seeding and trees as per plan
Exterior lighting budget

Legal - development agreement, HOA documents, investor contract, etc. 45,000
Land planning and political processing
Architectural construction documents
Engineering and surveying
Construction loan interest — 1 year at 5%
Accounting and administration

70,000
51,000
60,000
116,000
110,000

Total

8. Town fees — utility tap fees, processing fees, road impact fee

452,000
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NEW CASTLE PUD — PHASE ONE FINANCIAL SUMMARY

9.  Equity at 40% allows construction loan with no personal guarantees

10. Construction loan at 5% would be converted to mortgage loan at the conclusion of
construction — terms; mortgage rate with 25 yr amortization for 10 years then extended or paid off if
phase one is sold

11.  Annual mortgage P&l at estimated 5% interest

12.  Assumes market strength sufficient to maintain full occupancy when rental income is
combined with first, last and damage deposit funds

13. Same

PHASE ONE INVESTMENT OPTION # ONE — LEASE UNITS FOR 6 YEARS

Rent the units for 6 years at which time developer liability expires. At that time the LLC may retain the
building with increasing rental income, sell the units or sell the building to investors based on cash flow and a
renewed depreciation cycle. The following schedule assumes a 5% per year increase in rent rates, 213,000
depreciation per year based on 5,884,000 cost (total cost 6,584,000 minus land cost 700,000) over 27.5 years
and a 35% tax bracket for investors yielding 139,000 effective income. Income distribution — 80% investors
and 20% general partners.

Six Year Investment Summary for Phase One

Item yr2 yr3 yré yr5 yré Total
Income 442,000 464,000 487,000 511,000 536,000 2,440,000
Expense 325,000 325,000 325,000 325,000 325,000 1,625,000
Depreciation 139,000 135,000 139,000 139,000 139,000 695,000
Net Income 256,000 278,000 301,000 325,000 350,000 1,510,000

PHASE ONE INCOME DISTRIBUTION

Investors 80% 205,000 222,000 241,000 260,000 280,000 1,208,000
Investor ROI 8% 8% 9% 10% 11% 46%
Gen. Partners 20% 51,000 56,000 60,000 65,000 70,000 302,000

If the condos are sold in 6 years (based on the then current market) it is safe to assume a sales price of $300
per square foot which is the bottom end of the current market for new condos in the lower Roaring Fork
Valley. At this time, two bedroom condos in the region for under $300,000 are not available. (Bob - | this
true? | know of none).

Sales income 32,770 sf @ $300 sf 9,831,000
Pay off debt 3,750,000
Refurbish the units @ 50 sf 1,638,000
Broker fees @ 5% 786,000

1 year income loss 442,000
Net income from condo sales 3,215,000
Rental period income 1,208,000
Total 7 year income 4,423,000
Total investor income 80% 3,538,000
Investor ROI 1134% - 7 yr period yields average 19% per year
General partner income 1,293,000

Page 2.



PHASE TWO INVESTMENT OPTION # 1 — LEASE FOR 6 YEARS
Subsequent phase financials will be similar to the phase one, absent the $700,000 land cost which is absorbed
in phase one. This will improve income by approximately 10 % for each subsequent phase as follows.

Total cost absent land cost 5,884,000

Equity required 40% 2,353,000
Construction Loan Rolled Over To 25 Yr Mortgage 3,531,000

Annual debt service 252,000

ltem yr 2 yr3 yré yr5 yré Total
Income 442,000 464,000 487,000 511,000 536,000 2,440,000
Expense 252,000 252,000 252,000 252,000 252,000 1,260,000
Depreciation 139,000 139,000 139,000 139,000 139,000 695,000
Net Income 329,000 351,000 374,000 398,000 423,000 1,875,000
Invest. income 80% 263,000 281,000 299,000 318,000 338,000 1,500,000
ROI 11% 12% 13% 14% 14% 64%

Gen. partner 20% 5,000 70,000 75,000 80,000 85,000 375,000
PHASE TWO INCOME DISTRIBUTION

Sales income [32,770 sf @ $300 sf) 9,831,000

Pay off remaining mortgage debt 3,531,000

Refurbish the units @ 50 sf 1,638,000

Broker fees @ 6% 786,000

1 year income loss 450,000

Net income 3,426,000

Rental period income 1,965,000

Total 7 year income 5,391,000

Total investor income 75% 4,043,000

tnvestor ROI

General partner income

171% - 7 yr period yields average 24% per year

1,348,000

PHASE ONE INVESTMENT OPTION # 2 — SELL THE UNITS
The market for condos in the Roaring Fork Valley is sluggish primarily due to pricing. Quality 2 bedroom units
are seldom listed and sell for between $350,000 and $500,000 which is beyond what most employees can
afford. The combination of high land cost, protracted and risky political approval periods, long construction
material delivery and worker commute times and high HOA dues precludes affordability. Government created
housing is appreciation capped which is an unacceptable encumbrance to most potential buyers.

PHASE TWO - INCOME DISTRIBUTION
Sales income 32, 770 sq ft at $250 per sq ft
Project cost (no land cost reduces total cost 700,000)

8,192,000
5,884,000 equity 40% = 2,354,000

Broker fees @ 6% 655,000

Income 1,653,000 ’
Investor income 75% 1,240,000

Investar ROI 52% = 26% per yr over 2 yrs

General partners @ 25% 413,000






