JDS DEVELOPMENT, LLC
14.0 DETAILED PUBLIC/PRIVATE FINANCE PLAN
JDS Development, LLC appreciates the opportunity to present our proposal
for the planning, financing, construction and management of the Judge
Doyle Square project. Judge Doyle Square is an exciting opportunity to
connect Monona Terrace with the Capitol Square through a mixed-use, urban
development. The hotel component of this project needs to be of destination
caliber in order to strengthen Madison as a destination and secure the success
of Monona Terrace for years to come.
Our vision for the redevelopment of these two blocks is to use the Madison
Municipal Building to develop a landmark hotel product that is distinctive to
Madison. The project needs to capture all the things that are great about our
city and deliver that to visitors and residents. Our plan is to create a unique
destination designed to strengthen Madison’s urban core and complement our
primary destinations — Monona Terrace and Overture Center — by creating a
dynamic place with programmatic uses that define Madison’s character.

This is one of the last remaining opportunities we have to secure the success
of Monona Terrace for the long term. Monona Terrace and the City of Madison
need more than a standard hotel to remain competitive.
As required by the RFP the following is being provided as an overview of
the public-private financial plan indicating the preliminary projections of the
Master Project Budget, the Sources & Uses of Funds and preliminary financial
model that comprise the Finance Plan for both Scheme 1 (MMB Used for Hotel)
and Scheme 2 (MMB Used as City Offices).
In order to provide a reasonable comparison between the two scenarios the
projected cost of renovations to MMB (based on the City’s proposed capital
budget) has been included in the Scheme 2 budget.
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Estimated Sources & Uses of
Capital - Scheme 1

Below is provided the Sources and Uses of Funds for each block under Scheme
1 (MMB Used for Hotel). Public funds are used to support the parking and
bike center. Tax Incremental Financing (TIF) is also needed to support the
development of the hotel.

The supportable values for private financing are based on a projected cap rate
in the range of 8.0% to 8.5% in a stabilized year. However, property taxes are
estimated based on comparable assessed values per key for other downtown
Madison hotels.
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Uses of Capital by Component
– Scheme 1

The Uses of Funds are also presented by component:

Notably in Scheme 1 the cost of parking components is significantly less than
in Scheme 2 due to a greater number of above ground spaces. Also, the cost
of offices that could serve as a replacement for MMB is included in the Block
105 budget. Again, compared to a renovation of the MMB this approach is also
projected to save significant dollars.
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Preliminary Pro Forma
Projections – Scheme 1
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Below are provided the preliminary pro forma financial projections for Scheme 1. Net operating income for the property stabilizes with a debt
service coverage ratio (DSCR) of approximately 1.35x annual debt service. The before tax cash flow from the project results in approximately
10% return on equity annually.
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Estimated Sources & Uses of
Capital – Scheme 2

Below is provided the Sources and Uses of Funds for each block under Scheme
2 (MMB Used as City Offices). Public funds are used to support the parking
and bike center. Tax Incremental Financing (TIF) is also needed to support the
development of the hotel.

The supportable values for private financing are based on a projected cap rate
in the range of 8.0% to 8.5% in a stabilized year. However, property taxes are
estimated based on comparable assessed values per key for other downtown
Madison hotels.
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Uses of Capital by Component
– Scheme 2

The Uses of Funds are also presented by component:

Notably in Scheme 2 the cost of parking components is significantly more
than in Scheme 1 due to a greater number of below ground spaces. Scheme 2
includes City office cost, based on the estimates carried by the City in its Capital
Budget. The cost to renovate MMB is projected to be more than building new
office space on Block 105.
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Preliminary Pro Forma
Projections – Scheme 2
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Below are provided the preliminary pro forma financial projections for Scheme 2. There is a significant amount of program in a less than
desirable location on the first several floors of the building. As a result the economics for that space do not support the private investment
needed to build that program. The City’s TIF policy also discourages the use of TIF to provide gap financing for speculative office space or
market rate residential. As a result, Scheme 2 net operating income for the property does not support the debt service required to finance the
project or provide a return on investment.
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TIF Policy

The following exceptions to the City of Madison’s TIF Policy are likely to apply
to this project:
Fifty Percent (50%) Rule. A significant amount of TIF is needed to support the
development of the project. The general underwriting by the City for the 50%
Rule uses conservative assumptions that reduce the amount of the present
value of tax revenues. They also do not factor in the room taxes generated by
a hotel property. As a result, the project is not likely to meet the 50% Rule from
the TIF Policy. The City would need to decide that such an exception is merited
by the need to provide additional unique hotel product in the market that
enhances Madison as a destination and supports further business at Monona
Terrace.
Self-Supporting Projects. Under the existing TID No. 25 the remaining life
is such that the ability to repay the TIF investment in the project is unlikely to
occur in such a short period of time. The payback would likely take closer to the
full life of a new TIF district and may also need to acknowledge the additional
room tax revenues that would be generated by a new destination caliber hotel.
Personal Guaranty. Given that much of the TIF investment in the project is
driven by the need to support the size of hotel needed to support a room block
for Monona Terrace, a personal guaranty related to the TIF investment is not a
reasonable request.
Equity Participation Payment. The equity participation payment requirement
does not recognize the amount of debt financing on the project. As a result,
such a requirement will make financing for the project very difficult or reduce
the amount of debt financing that can be supported by the project. As a result,
without an exception from the equity participation payment the project may
not be able to move forward.

City Financed Components

In general, the Scheme 1 proposal with a destination caliber hotel that
supports expanded business at Monona Terrace as well as bringing additional
leisure travel to downtown Madison and requires less TIF financing would fare
better in terms of the underwriting and return on investment to the City.
The Finance Plan for both Scheme 1 and Scheme 2 assumes that (1) the Parking
(2) the Bike Center and (3) the City Offices, whether in a renovated MMB or in a
new building on Block 105 are to be financed by the City. The formal structure
of these components will require a lease or license agreement to provide the
necessary parking for the commercial components of the project. It will also
require either a condominium unit or a lease agreement to address the City
Offices on Block 105 in Scheme 1. The Developer will need to work with the
City to address the most desirable approach to the ownership structure.
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Financial Strength of the Team

One of the greatest challenges that will impact the Judge Doyle Square
development will be the structuring and securing of project financing. One of
the greatest strengths of the combined Hammes Company / Majestic Realty
team is our proven ability to structure competitive financing for complex real
estate transactions involving diverse mixed-use components. These projects
are among the most challenging to secure financing for but our current
activities are testimony to our proven financial strength and credit capacity to
be successful.
Hammes Company / Majestic Realty are currently structuring financings on
major commercial real estate transactions throughout the United States. Our
involvement includes structured financings involving the direct placement
of both debt and equity sources of capital. Many of our current assignments
involve debt securitizations involving public finance structures. Between
Hammes Company and Majestic Realty we maintain long-standing relationships
with leading institutional investors for the placement of both debt and equity
transactions.
Perhaps the greatest strength that Hammes Company / Majestic Realty
can bring to the Judge Doyle Square project is the financial strength of
our combined organizations. The complexity of this project in a turbulent
financing environment will require a firm with a proven track record securing
project financing for projects of this magnitude.
Hammes Company / Majestic Realty will be pleased to provide more detailed
background on our financial strength and banking relationships during later
stages of the selection process.
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