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SACRAMENTO
HOUSING AND REDEVELOPMENT
' AGENCY

December 2, 1985

Sacramento City Council
Redevelopment Agency of the
City of Sacramento

Honorable Members in Session:

SUBJECT: Feasibility Analysis - Donner School Site Business
Incubator Proposal

SUMMARY

This report presents the results of the financial feasibility
analysis for establishment of a "Business Incubator" at the Don-
ner School site on Stockton Boulevard and recommends favorably on
proceeding with renovation of the existing school structure and
incubator development as originally planned. Development will be
conditioned on deposit of the private contribution porticn of the
construction funds required into a 3joint construction escrow
account by March 1, 1986, and adherence to the development sched-
ule outlined in Exhibit A.

It also provides conceptual plans for development of the balance
of the site and recommends that Superior Valley Small Business
Development Corporation (Superior Valley) be given six months to
report back with specific plans for development of the balance of
the site in consonance with the general parameters outlined in
Phase II, of the conceptual plans. This phase calls for develop-
ment of a child care facility and 'expanded incubator/office space
on the site.

BACKGROUND

On August 27, 1985, your Council approved a report which author-
ized an augmentation to our contract with Superior Valley under
which they were to analyze the feasibility of a "Business Incuka-
tor" development -_ the Donner School site on Stockton Boulevard,

Just south of Broadway, within the Oak Park Redevelcpment Project
rea. .
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As you may recall, the "Business Incubator" was to provide
affordable and stable rents and special business assistance ser-
vices to small, minority- and/or female-owned, and other "start-
up" business ventures in the Oak Park area. The incubator was to
be located in the (to be) renovated Donner School structure. An
important aspect of the incubator concept, in addition to the
special assistance services to be provided by Superior Valley, is
the availability of a "seed capital" fund which is tc be estab-
lished through one of the several options outlined on Exhibit B.
A second important feature of the project would be renovation of
a prominent structure on a commercial strip which we have been
trving to revitalize for many years.

Exhibit C 1is the feasibility analysis which has been developed
with consultation from the National Economic Development Law
Project in Berkeley. It is based on a market review to determine
the potential for obtaining prospective tenants, an "investment
potential" analysis to determine the feasibility of raising the
$450,000 +, which is the estimated maximum private investment
required to accomplish the renovation work, and the cost esti-
mates as prepared by the architectural firm of Herbert Niiya. As
indicated in the analysis, the cost estimate for the renovation
is $1.3 + million. This is still an estimate for complete execu-
tion of the plans as outlined in Exhibit C. Based on the final
amount of syndication proceeds which can be raised, it may be
necessary to modify the internal renovation plans to achieve cost
savings. If necessary, the 1,650 square feet add-on space could
be scaled back as well. Based on the terms of our loan, the land
lease, the potential for raising the private investment capital,
and the projected per square foot leasing charge of $.65 per
square foot per month to incubator tenants*, it is our opinion
that the incubator project is feasible. Exhibit D summarizes the
proposed terms of our loan, the land lease and other project
conditions. Your consent has already been given to execute the
loan and lease documents pending a positive outcome of the feasi-
bility analysis. Final execution will not take place until firm
evidence of the availabilitv of the private investment capital is
obtained and it has actually been deposited in a joint construc-
tion escrow.

*A somewhat higher $.75 - .85 per square foot charge will be
necessary for non start-up businesses. A ...x of brand new, grow-
'ing and "small but stable" business will be necessary to make the
project work as a real estate deal.

(2)
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Phase II is conceptual only at this time. The land lease will
therefore be divided into two portions: 1) a 59 year lease on
the portion underlying the existing structure, and appurtenant
parking and grounds, with an option to buy exercisable at the
five year point, (coincident with the due date on the loan). The
option on this portion will be set at the estimated current value
of that portion of the property.* The lease will be for §1.00
per year and will be cancelled should Superior Valley cease to
operate an incubator on the site; and 2) a six month lease/option
on the balance of the property pending development of specific
plans for use of the balance. The lease will be for $§1.00. The
option price will be set at the estimated value of the balance of
the property but will be negotiable depending on the puklic bene-
fit to be derived from the projects to be developed there. If noc
plans are developed which are suitable to the Agency, the option
will expire.

FINANCIAL DATA

The total amount ci the rehabilitation loan to Superior Valley is
$§352,000 which will be secured by a first deed of trust on the
rerovated building. C©@f that amount, $426,000 will come from
Community Development Block Grant funds and $426,00C from Oak
Park Tax Increments. The balance of the construction £funding,
totalling $450,000 +, will come from private investment sources.
The existing building will be deeded to the investment partner-
ship, headed by Superior Valley, for $1.00, subject to a regula-
tory deed restriction limiting its use to a "business incubator".

The property will be leased to the partnership and Supericr Val-
ley, as outlined above.

Any excess profits or investment income will be utilized to
establish a seed capital fund under one or more of the methodolo-
gies outlined in Exhibit B,

*An appraisal 1is currently uhderway and will bhe completed
prior to execution of the lease/option:
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ENVIRONMENTAL DATA

Both California Environmental Quality Act (CEQA) a&and National
Environmental Protection Act (NEPA) reviews of this project are
currently being prepared. Given the fact that it is a rehabili-
tation project and 1is in agreement with existing zoning on the
property, a Negative Declaration and Finding of WNo Significant
Effect is likely. .

POLICY IMPLICATIONS

This project is in agreement with previously adopted policies
regarding renewal of Oak Park and implementation of our economic
development objectives.

VOTE AND RECOMMENDATION OF COMMISSION

At 1its regular meeting of December 2, 1985, the Sacramento
Housing and Redevelopment Commission adopted a motion recommend-
ing approval of the attached resolutions. The votes were as
follows:

AYES:

NOES:

ABSENT:

RECOMMENDATION

Staff recommends that the following actions be taken:

1. Receive and file the feasibility analysis; and




EXHIBIT A

PERFORMANCE SCHEDULE

November/December 1985 Compietion of:
a) Feasibility Analysis

b) Preliminary Architectural
Plans and Cost Estimates

¢) Investment Prospectus

March 1, 1986 . Deposit of Investment Funds into
Construction Escrow :

Execution of Loan and tease

Agreements
March/April 1986 Working Drawings Prepared
April 1986 Construction Bids Circulated
May 1986 | Bid Award
June 1986 Construction Begins
December 1986 | Construction Completed
January 1, 1987 Initial Occupancy
1987 : Lease dp Completed

Program Implemented



Exhibit B: Financing Options for Seed Fund Capital

The Seed Capital Fund, called the Donner Venture Fund, will provide
equity and debt financing that is not generally available to start-up
enterprises. Venture capital companies are the principal
institutional source of equity (debt service-free) financing. But
these institutions are generally oriented to new product companies,
typically involve advanced technologies, require large amounts of
investment capital, and have strong potential for a public stock
offering. Most new firms in the economy are service oriented,
require small amounts of start-up capital, andwill never "go public"”.
Similarly, these firms may require small loans {(debt capital) to get
started or expand to that initial threshold that will allow the firm to
grow.in line with its market potential. Commercial bank typically do
not or will not make commercial term loans under $50,000 because of the
relative Tow profitability of such loans. Consequently, most start-
up firms, including those with strong market potential, will not be
able to secure the equity and debt capital necessary to secure or
expand their market potential.

The Donner Venture Fund must be designed to provide small amounts
(less than $50,000) of capital at low-cost or flexible terms. The
cost of the source of funds for the Donner Venture Fund is a key
determinant of howwell small businesses in Sacramento will be served.
To this end, the following three sources have been identified and
ranked by Superior Valley SBDC as likely candidates for the Venturse
Fund. It should be noted that the proposed loan commitment from SHRA
will permit a stream of income (profits from office rentals) over at
Teast the first five years of the project to support or expand the
Fund. The sources listed below represent possible initial capital
for the Fund.

1. Economic Development Administration (EDA)-a grant from
EDA of $250-500,000 for a Revolving Loan Fund could provide
the low (zero) cost debt capital for the firms. In this
scenario, Superior Valley would match this grant with a
dollar-for-dollar contribution from the Loan Guarantee Trust
Fund as an equity fund. The weakness of this alternative is
the uncertainty of EDA funding. ‘

2. State Department of Commerce, O0ffice of Small Business
(0SB) - a Tow interest loan from 0SB over five years could be
used to set up the fund. The profits fromspace rentalswould
cover the debt service to repay the state loan. This
scenario would provide low cost financing for small firms,
but it would be at a highar cost and with less flexible terms
than the EDA grant. However, the State might be more
motivated than EDA to provide assistance. Again, Superior
Yalley would match this Toan in the same manner as alternative
#1.
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3. Finally, Superior Valley could, with the approval of 0SB,
dedicate $500,000 of Loan Guarantee Trust Account to secure
$500,000 in a bank 1ine of credit to make small Toans to target
firms. While the probability of securing funds through
this approach is high, the cost of the money would be such that
Toans could be offered only at market rates. While this may
be better for some firms than no debt financing at all, the
cost of the funds would constrain or prohibit the flexibility
desired for start-ups or small scale expansions. Again
Superior Valley would match this source as described in

alternative #1.
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- EXHIBIT C

- DONNER BUSINESS CENTER FEASIBILITY STUDY

EXECUT I VE SUMMARY

This report examines the feasibility of converting the vacated Donner
Elementary Schoo! into office space for use as a smal! business
incubator. The feasibility study is divided into four sections.
Section | describes an analysis of six alternative sites for possible
use as @ small business incubator. Section Il contrasts alternative
development plans at the +three-acre school site. Section |11
examines the market demand for incubator space and service. Section

IV compiles the results of the three previous sections into detailed
financial projections for the incubator over the first five years.

The study indicates that the former schoo! building can successfully
be converted to an incubator. The conversion will cost $1.3 million
and require -$450,000 of private capital. The incubator, the Donner
Small Business Center, will house a minimum of 12 businesses within
its 22,000 square feet of space renovated during Phase |. An
additional 22,400 square feet of office/medical space and 2,400
square feet of child care space can and should be built in Phase 1|
within twelve months after Phase | becomes cperational. Phase 11
could double the number of firms served by the Center and provide
another 75 jobs for a minimum of 150 jobs for the entire site.

Phase | alone will generate ample revenues to cover expenses (about
$200,000/year), pump over $300,000 into a seed capital fund (called the
Donner Venture Fund), and cover debt service on the loan from the
Sacramento Housing and Redevelopment Agency (SHRA) beginning in the

sixth year of operations. Phase Il will increase the income
potential of the Center as the land and builaging subsidies provided in
Phase | are fully utilized with the complete development of the site.
If another 22,000 square feei of cffice/m:zdical space is built duving
Phase |l, the revenue potentiai for the entiie sife wouid mere than
double.

(11)
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I. Analysis of Alternative Sites

A. THE OONNER SCHOOL BUILDING AND SITE

Ouring the course of a year of research, twenty-two (22) potential
sites were identified and examined for suitability as an incubator
site. Six sites (Donner School included) immediately surfaceg es
the most feasible alternatives. After careful analysis, the Donner
School builiding and site ranked clearly superior to all other sites
examined as most likely to succeed as a small business incubator.

Factors evaluated to arrive at this conclusion were:

A) Location - proximity to commercial areas, freeway

access, area leasing rates, redevelopment
area, zoning, etc.

B) Size - must support a minimum of 10-15 small businesses
in order to be economically justifiable.

C) Cost - of property and building.

0) Tax Benefits - potential rehabilitation credits,
restoration potential, alternative
energy credits etc.

E) Economic Feasibility - weighed economics of potential
revenue versus cost of site or
debt service on site, including
rehabilitation costs.

This section contains (in order) a site report on the Donner School

building and property, situation map, proposed master site plan,
floor schematics and news articles on the site.

(13)



THE DONNER ELEMENTARY SCHOOL SITE

Location: ©Subject structure is located at 2600 Stockton Boulevara in
Sacramento city limits on @ 3.4 acre otherwise unimproved parcel. It
is bordered, 1) on the north by 8th Avenue, 2) on the south by G9th
Avenue, 3) on the west by 45th Street, and 4) on the east by Stockton
Boulevard, a major commercial boulevard which used to be Highway 99.

Subject site is located approximately 1.5 miles from the freeway
interchange which connects the three major freeways traversing the
city, Highway 99, Highway 50, and Business 80. It is also one mile
from the University of California Medical Center. The parcei is
located in the Oak Park Community which has been designatec a
redevelopment area by the City of Sacramento. The site is on four
major public transportation routes.

Physical Description: Subject structure is a two-story, stucco-
frame abandoned elementary school building, constructed in 1821,
Two main entrances are located facing Stockton Boulevard. The
structure is set back approximately 50 feeft from the street.

. . Zoning for the parcel is R-0 (residential-office), a compromise
designation reached until an acceptable site usage can be determined.

There is a dilapidated asphalt <covered parking area for
approximately 10-15 cars.

. There are 22,500 square feet of space in the building with
approximately only 15,000 square feet of |easable space in its present
configuration.

. The school has been agbandoned for five years and in a considerable
state of disrepair. It has been vandalized of most heating
ventilating and air conditioning (HVAC) components and other tenant
improvements.

“Summary: Subject property is currently owned by the City of
Sacramento under the jurisdiction of the Sacramento Housing and
Redevelopment Agency (SHRA).

The building and property are available at a cost to be negotiated
to any developer able to put together an economicaily feasible ang
socially/politically acceptable site usage plan.

The Police Athletic League (PAL) held a master lease on the site for
three years but w.. unable to affectuate its plan to convert the school
into a community recreatioin.l athletic center. The PAL has sincs

. moved to the old Parks and Recreation building adjacent to McCilatchy
Park.

(14)



Although there is considerable rehabilitation to be done to the .
site to bring it up to code, the city recognizes the situafion and

seems willing to negotiate an economically feasible arrangement for &
proposal which is acceptable to the community.

. The excellent business location and accessibility to the three
ma jor freeways makes this an attractive site for a small business

incubator.

. The economic feasibility detailed in section IV rates this site as
the first choice for the proposed usaye.

(15)



B. ALTERNATIVE SITE REVIEW REPORT

In this section we will review possible alternative sites in which &
business incubator could be located within Sacramento city limits.
One of the reasons for prioritizingsites within thecity limits is to
meet the objective of supporting the revitilization of already
targeted commercial revitiltization areas.

After a preliminary review of the above mentioned twenfy-two sites,
six sites were identified as most closely meeting the criterie of our
incubator concept and perceived client needs.

Several of these sites were currently owned by the City of Sacramento,
and were existing in an abandoned state, providing nouseful function.
The other sites were privatly owned, and located in areas which were
either socially depressed or economically depressed or a combination
of both, and in need of some revitalization. The incubator program
could possibly provide some relief.

The following site reports will describe these properties, their

locations, leasing rates, physical/configuration, zoning and special
notes as to their applicability to house a '"Business Incubator"

project. By comparison, we feel these reports demonstrate the
superior value of the chosen Donner School site as the priority site
for the proposed business incubator. -



Site #1 (The Norwood Technical Business Park/Building "B")

Location: Subject structure is located in Del Paso Heights at the
intersection of Norwood Boulevard and Interstate-80, in the Norwood
Technical Business Park (Address: 3950 Uevelopment Drive).

Physical Description: Subject stfrucfure is & newly .constructed,
single story, prefabricated, multi-purpose (Business
Office/Warehouse/Light Manufacturing) facilifty.

. Subject structure dimensions are:
152° in Depth x 369° in frontage = 56,068 sq. ft. (Raw Sheil)

. Subject structure has its main entrances access located facing west
on Development Drive, and shares a common rear access loading dock
area with building "A" on the eastern side of building.

Sub ject structure has parking accommodations for:
- Warehouse Space (60%) - 26 stalls
- Office Space (40%) - 72 stalls
- Total Parking Provided = 98 stalls.

Sub ject structure and surrounding developments are zoned "M-1"
(lxghf manufacturing)

Summary: Property is owned by RJB Inc. (a Private Investment
Company) with all leasing activities being handled by Grubb & Eliis
(leasing agent in charge is Mr. Michael Fischer #448-3606). The
property i< not for sa!2, however the igasiiig 7ates are as foiivws:

$ .20 per sq. ft. unimproved
$ .65 per sq. ft. improved (offices)

Currently there are approximately 53,000 sqg. ft. available for lease.
Special note should be given to developers offered an option of
obtaining or ieasing available space in 8,000 sq. ft., sections at the
above mentioned rates. These rates are at a net cost (Tenant to
absorb taxes, etc.)

This site is not well suited as an incubator designed to serve & lower-
skilled labor market because the rents would have to be too high.
Higher rents would likely necessitate higher technology firms or more
established firms that would defeat the purpose of this incubator.
l'f the property were to be sold at below market prices, then the
incubator concept might be viable.

(17)



Site #2 (Commonily referred to as the "0Ild Sacramento Fairgrounds
Building".)

Location: Subject site is located in the 2900 block of North Stockion
Boulevard, at the corner of Stockton Boulevard and Broadway, in the
City of Sacramento. This structure is bordered, 1) on the North oy
the Sacramento County JOB-SKILLS Center, 2) on the South by fthe
Fairgrounds Cafe, 3) on the West by Stockton Boulevard, and 4) on the
East by the Sacramento County Department of Health offices.

Subject site is located on Stockton Boulevard, a major traffic
throughfare, and approximately twomiles from the freeway interchange
which connects Highway $9, U.S. 50, and Business-80. This provides
for excellent transportational access to surrounding business and
interstate traffic. Site is also serviced by local public
transportation (Sacramento Regional Transit).

Physical Description: Subject structure is a one-story, brick
masonry building, constructed circa 1931. Structure has its main
entrance on Stockton Boulevard, with additional entrances and
receiving facilities on its northernside.

. Currently the structure is shared with Sacramento County Department
of Health "Primary Health Care Center" which occupies the eastern
portion of this structure.

Zoning in this area is designated "C" (Commercial)/"LI" (Light
Industrial) '

There appears to be sufficient parking accommodations in proportion
to strusture size (75-85 designated spaces) with egress and inqgress
available from either Stockton Boulevard or Broadway.

. There are some 70,000 sq. ft. of leasable space exempting the portion
currently occupied by the Department of Health.

SUMMARY: Subject property is current!y being managed by the leasing
firm of Syiva & Kirk (S&K). Mr. Lockland Richard is the leasing
agent. Rates are as follows: $.25 per sq. ft. flat rate vs. $.60-.85
per sq. ft. improved.

(18)



NOTE: Currently this property is wunavailable due to a pending
execution of a lease between S & K, and the State of California. This
lease hold not been executed as of September 10, 1985, However all

parties concerned expected to negotiate a lease by the end of the year.

- The following should be considered in the event this facility became
available:

. This is privately owned property and available only for
lease.

. The cost of improvements tend to be priced at the high end
of the estimate, approximately $.80 per sq. ft. improved.
That pricing base would put the lease rates of the incubator
at above market rate when the additional support service
costs are added. (Approximately $1.05/sq. ft.).

.+ There also might be a mix problem involving having light
industrial activities combined with or inclose proximity to
a medical care facility.

o



Site #3 (Del! Paso Jr. High School)
(AKA-Grants wWest Jr. High)

Location: De! paso Jr. High is located at 1221 South Avenue in Uel
Paso Heiyhts.

Sub ject site is borderead by residential developments (R1/R2) on the
North, South, East and West. (Note: The northern most portion is
also shared by Grant Jr. High, which is currently operaticnal.)

Physical Description: The subject site is approximateiy sixty
acres, and consists of several single-story stucco connected
structures, with a large yymnasium and workshop facilities.

Note: Subject site appears to be unacceptable for *the following
reasons:

An undetermined portion of this school has been reactivated by the
De! PsoUnified Schoo!l Listrict, under the name of "Grant West Jr. High
Schooi". This information was verified by Mr. lra Carter®s Office
(Business Services Manager). In addition, this property has been
removed from open sales market cbmplefely.

Subject site is noct located well with respect to access to any major
traffic artery.

. Subject site is also located :in a predominantly residential
environment, thus seriously limiting any commercial or business
interaction. :

10



Site #4: Las Palmas Jr. High School

Location: 'Subjecf site is located in the northwestern part of the
city of Sacramento, and is part of the Del Paso Unified School
District. (575 Kesner Avenuee, De! Paso Heiygyhts)

Sub ject site is bordered by !l.) Las Palmas Avenue on the South, Z.)
Fairfield Street on the East, 3.) Norwood Avenue on the West, and 4.)
by Del Norte Jr. High on the North. )

. Subject site is located in apredominantly residential (R1/R2) area,
with the major traffic artery being Norwood Avenue.

Physical Description: Subject site is approximately 60,877 sq. ft.
(see attached plot plan) consisting of eleven (11) single-story,
stucco/frame classroom structures, all connected by a permanent
walkway awning. ‘ '

Buildings appear to be in.need of moderate-heavy repair (ie.
painting, windows, etc.), and is currently abandoned.

Summary: The subject site has been abandoned for approximately three
to four years.

. The Del Paso Unified Schoo! District has had this property on the
open market for sale or lease, up until approximately three months
ago, at which time the property listed at $1,503,000. Subject site
had been scheduled to be renovated into a senior citizens care
facility, and has received a zoning variance designation of "H"
(Hospital) for this purpose. This was facilitated by a concerned
citizens community activist group, which negotiated this compromise
o* "disposition of sale", with the schoo!l district.

Recently this negotiated sale has fallen through, and according to
school district officials in the district, due to increased
enrolilment, this site has been removed from the open market and
scheduled for renovation and reactivation as a Jr. High School.

In conclusion the following conditions render this site inappropriate
as a potential Business Incubator facility: (1) Property no longer for
sale or lease; (2) Possible problem related to zoning; (3) No
significant commercial or industrial activity in the Iimmegiate
vicinity; and (4) Possible objections by community aztivist groups
regarding change of intended !and use from Senior Citizen Care
Facility to service oriented/light commercial activities.

11



Note: The following should be considered prior to acceptance of this
site as a potential business incubeator site:

In contacting the Alkali Filat Project Area Committee
representatives it was determined that the portion of the
site currently available has been abandoned for some time.

. Subject site appears unacceptable inconfiguration, in that
massive renovation would be required to adjust the site to the
office/light industrial business format as outlined in
Superior Valley®s proposal for a business incubator.

. Subject site does not have sufficient space to provide
adequate parking to accommodate staff employed in a muiti-
function facility, such as a business incubator, and provide
parking for outside clientele.

. Surrounaging developments and structure are predominantly
industrial innature (ranging from light to moderate, to some
heavy manufacturing).

. Noise levels are exceedingly high. due to the heavy
transportation vehicle traffic on 12th Street (diesel
traffic, heavy auto, etc.) '

(22)
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. Section 11: ALTERNATIVE DEVELOPMENT PLANS

This section contrasts the alternative uses for the remaining two
acres of the site that is zoned r.o. (residential-office). Four
alternatives were considered: office, light industrial, housing, and
open space. Each alternative was considered separately and in
combinetion. Each alternative was examined based on recent market
studies prepared for the Oak Park area by the Redevelopment Agency or
its consultants and new information gathered by Superior Valley.
Finally, each alternative was evaluated for its compatibility with
the immediate surrounding area and the longer term impact on Stocktoen
Boulevard®s commercial revitalization.

The most intensive industrial alternative would construct up to
40,000 square feet of space in a variety of configurations . The
light industrial category would inciude warehousing and assembly
uses. No uses that would generate air, water, or significant sound
poliution would be allowed. Areviewof the Phase | report for the Oak
Park Redevelopment Area indicates that while Sacramento had 38,600
acres of industrial land of which 7,800 were vacant in 1983, Oak Park
has "a few scattered sites" with industrial potential. Given the
economies of scale available to large industrial developments, the
‘ smaller Qak Park sites would not be very competitive. Thus, uniess
there were a specific users in hand for the two-acre Donner site, the
industrial alternative would not be feasible. '

Superior Valley®s contacts revealed two potential light industrial
tenants including an existing Stockton Boulevard merchant and
landowner. QOne of the companies requires |imited warehouse space but
5,000 square feet of office space. The other company could use up to
10,000 square feet of assembly space but was not yet motivated to seek
larger quarters. Conssquently, ithe intensive industrial
alternagtive does not appear feasible at 7This Time. =However, =ome
lesser amount of industrial space might be feasible particularty if it
was also suitable for higher demand uses.

The most intensive housing use would construct 40,000 square feet of
residential space into 50 units. The units would be leased at market
rates because no new government rent subsidies are available. The
project would also not be large enough to permit a mixed income
approach so few moderate income renters could be accomodated. The
Phase | report mentioned above suggests that a "minimum size project
of 350-400 units would be needed to suppo.t the amenities necessary to
achieve a marketable environment" for market rate housing. In
addition, Superior Valley®s draft of the Stockton Boulevard
Commercial Revitalization Plan suggests that the Fairgrounds site
located east of Stockton Boulevard and north of Broavay is the only
area large enouyh to build a market rate 1roject. rinally, though
rental subsidies for the elderly are available, site standards
‘ require surrounding amenities not availiable on the ODcnner site
including appropriate recreational space, circulatin patterns,

(23)
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public transportation, and complementary public services.
Consequently, housing is not a feasible use of the Donner sifte
consistent with long term commerciel revitalization of Stockton

Boulevard.

The current use of the remaining two acres is recreat.ional open spece.
If the recreational use were further developed, the City Parks
Department would be required to maintain the developed park land.

City Officials indicate that current budgets do not permit
maintenance of additional recreational acreage. In addition, fthe
Oak Park Project Area Committee has voiced its opposition to further
recreational development because +they fear it would Jieag to
gatherings of undesirable elements in the community simitar to those
that frequent McClatchy Park. Superior Valley®s draft
Revitalization Plan for Stockton Boulevard indicates a neec for
recreational space and/or programming in the area to assist

revitalization of +the boulevard economy. However, revenue *to
sustain a recreational development or program was not identified in
that Plan as a short term objective. Moreover, the *two-year
experience of the Police Athletic League in trying toobtain funds for
recreational development indicates that a recreational use of the
Donner site is not feasible at this time. Nevertheless, there does
appear to be a need for further investigation of a&alternative
recreational financing for the Stockton Boulevard area.

The most intensive office use of the site would construct 40,000
square feel of office/light industrial space in single story
construction. Analysis of the local market indicates that office or
office-medical are in greatest demand. Both office and office-
medical have higher parking ratios than industrial uses.
Consequently, a modified development plan would construct up to
22,800 square for office or medical office uses (see Map 1). Market
samplings (see Section |ll) indicate significant demand for general
office space and health related offices streng enough to warrant
cons*ruction of the remaining twn acres n. i8A&F in a3 _Fhase i
development of the site. Consequently, office/office-medicel
appears to be the most feasible usage for the remaining two acreas.

It should be noted that during the course of this investigation,
demand for child care space on site was indicated. While this study
did not consider a detailed evaluation of development for child czare
facilities, preliminary indications are that such a facility would be
used by tfenants at the Donner site as well as by local residents. The
Oak Park PAC and number of the Stockton Boulevard Business Association
have both endorsed the need for additional child care facilities.
Accordingly, the proposed development plan indicated in Map |
includes 2,400 square feet of space for child care to be developed in
Phase 1.

(24)
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Section |Il: Market Demaﬁd for Space'

The incubator concept is based on a selected blend of established
business services and newly emerging enterprises. In combination,
the survival rate of younger firms is improved by the proven expertise
of older firms. This blend of old and new firms is equally importent
to the real estate aspect of the Donner Center.

As a real estate project, the Donner Business Center must attract
established local firms and new firms entering growing markets.
Accordingly, the following listing of prospective tenants reflects
five firms established in business (insurance, accounting, anc
finance) and health services (stress reduction and dentistry) with
eight newer firms engaged in real estate (property management and
development) and information technologies (telecommunications and
computer services). Business and health services are the dominant
themes of the Center as they comprise 60% of Phase | available space
and are expected to anchor Phase || new construction as well.

Proposed Tenant Roster

A. Anchor Tenants:
Name/Adress/Phone No. Business Type Square Footage

1. Superior Valley Finance 3000
817 14th Street
Sacramento, Ca 95814
(916) 442-1729

2. Koehler Finance Services Bookkeeping 600
1214 F Street
Sacramento, Ca 95814
(916) 446-3283 ’

3. Stockman and Yew Accounting 200
Certitied Public Accountants
154 Hughes Rd. Suite 2
Grass Valley, Ca 95945
(916) 272-2606

4. Hawkins Insurance Full Service 1536
6856 Franklin Bivd Insurance Agency
Sacramento, Ca 95823 '

(916) 424-2555
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Name/Adress/Phone No. Business Type Square Footage

5. Alfred Walden 0ODS Dentistry 1500
5337 37th Ave
Sacramento, Ca 95821
(916) 395-0608

B. Incubator Tenants

1. Duran Development Co. Real Estate 200
(start-up) Development Consulting

2. W.E. Property Mgmt. Real Property Mgmt. 200
(start-up) i

3. J.F. Computer Solutions Computer Systems 200
(start-up) Design and Training

4, Vector Telcom Tetephone Sysfems 5000
7667 Folsom Blvd Design, Services,
Suite 3 Installation

Sacramento, Ca 95826
(916) 386-8777
(recent start)

5. Sac Omni Realty Business Brokerage 2400
P. 0. Box 5038
Sacramento, Ca 95817
(916) 453-1384

6. Donner Manageménf Assoc. Centralized 400
~ (start-up) Secretarial and
Management Services

7. Service First Janitorial Janitorial Serv. 1200
(start-up)

8. Okikawa Law Offices Legal Services , 200
(start-up)

(27)
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In addition, the south wing of the Center will be used as a multi-
purpose conference room. This facility will seat a minimum of 225
persons in theatre style conference room setting. It should alisc be
adaptable to any number of uses, e.g. town hall meetings, business
seminars, or receptions. The design of the facility will allow for
the full conference room to be converted into two smaller rooms of
contrasting size.

At $.75 per square foot, the 2,500 square foot facility must generate
approximately $1,750.00 per month. At $25.00 per half of the
conference room for non- profit groups and 3$50.00 per half for
business groups, it is anticipated that 12 non-profit events andg 12
business functidns would have to occur for the facility to earn its
projected monthly rental revenues. Information from comparable
facilities such as the Sierra Il School and Coloma Community Center
indicate that these numbers are not unrealistic. Through marketing
efforts targeting church, community, governmental, and business
groups in addition to the public at large, it is anticipated that a
minimum of 20 events per month can be expected for this facility.

In conclusion, commitments are in hand for all leasable space in the
Center except the conference room spaces. Given the rent structure
of $.65/square foot for incubator tenants, $.75 for non-medical

anchor tenants, and $.85 for medical tenants, the feasibility of the
Center as a real estate project is proven. In the next section, the
feasibility of the Center®s incubator services is examined.
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Section |11.B Market Demand For Services

The service component of the incubator is the most difficult demend 0
project. Comparative evaluations of other incubators heve shown
that the array of services should be designed to meet the needs of
specific incubator tenants and clients rather than based on the
Incubator owners® ability fto provide certain services profitably.
Accordingly, this study included a direct survey of potential
incubator clients to determine their service needs.
nersons representing 50 existing and 50 start-up companies were asked
to rank 19 proposed services. These persons were selected from
Superior Valiey®s monthly seminars, existing clients, and merchants
located on Broadway and Stockton Boulevards.

indicate two-tiers of potential client
basic administrative services that
They include telephone answering,
mailinyg address, copying, and wordprocessing (secretarial). Tier B
includes more skilled services that received scores of 30-59. They
include accounting, business planning, loan packaging, and

receiving.

The results of the survey
services. Tier A comprises
received scores of 60 or higher.
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The Tier A services will be packaged into a standard incubator ftenant
lease. The Tier B services will be furnished on a fee basis by the
Jonner Management Association. The monthly membership fee will be
$25.00. Some services will be provided on amonthiy schedule, others
on aone-time or as-needed basis. The Associationwill employ its own
staff and be responsible for all services to the membership. The

membership is not confined to the lIlncubator tenents, but can be
solicited anywhere in the Superior Valley region. The Association
will be viewed by the lIncubator management as another tenant.

Each Incubator tenant will be presentad anorientation on the services
provided by the Association. The scope of support activities will
include Tier A services. The firms offering these services will be
located in the incubator complex. All contacts will be on a referral
basis regarding these services. |t is also not mandatory that the
incubator tenants secure these firms, although their proximity wilil
certainly give them an advantayge over competing firms located
outside. ‘

Ouring the tenant orientation, the Association®s representative will
conduct a service needs assessment to determine the degree of support

necessary. Most new small firms do not generate a sufficient volume
of business to justify full-time administrative support. Many
others do not have the time or skills to supervise support staff. So a
service package must be designed to match the tenant compositicon, the
financing condition, and overall objectives of the firm. These
services may range fromaone time loan package to a monthly programof
invoicing, mailing, receiving and completing the bank deposits. The

assistance may be a product (loan package), one-on-one counseling,
direct participation in management decision making, or developing a
strategy to introduce a new product.
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Section IV : Financial Projections

This section compiles the results of the Section | through Il into
financial projections for the first five years of the Center. This
summary projection for the Center including its basic assumptions are
presented in Schedules A& B. Schedules C,D, and E project inccme ang
cash flow for the seed capital fund, the Donner Venture Fund.

Financing of the Center will come from private investors - $450,000+
Superior Valley $250,000, and the SHRA $852,000. Private investment
and SHRA loans will finance the rehabiiitation of the Center.
Superior Valley and profits from the Center for the first five years
will finance the Venture Fund. At the end of the first five years,
debt service of the SHRA loans will begin, assuming a 9% interest rate
and 30-year amortization. This <combination will provide +the

investors a 14 % after tax return assuming that they are in the 47% tax
bracket.

Schedule A‘— Five Year Forecast of lncome and Cash Flow

This five-year projection describes the revenue and expenses for the
Center as a real estate investment and summarizes the Venture Fund
projection in one line each for revenue and expenses. Over the
initial five years of operations, the Center will generate operating
profits of $364,000 and capital gain of $211,000 assuming @ 3% annual
increase in property value.

Schedule B - Assumptions to Five Year Forecost
This projécfibn assumes that in Phase |, only the rehabilitation of
the existing 22,000 square foot building will take place. Lecsing

rates are scaied at $.65/square foot for incubator (start-up)
tenants, $.75 for anchor tenants, and $.85 for medical tenants.

Lease rates will not be raised until year four at an estimated Consumer
Price Index Rate of 5%. It should be noted that all service revenue
(i.e., telephone answering, photocopying, wordprocessing,
accounting, etc.) has been removed from this forecast though the
working assumptions for services are still indicated. Incubator
Services will be hangled through a separate entity called the Donner
Management Association. Similarly, Phase [ | working assumptions are

included here though no new construction is reflected i~ the summary
Five-Year Forecast.

The proposed Rent Schedule indicates the current estimates of space
usage and lease rates. Of the 18,470 square feet available, 17,842
are tentatively committed as indicated. Final! lease terms will be
negotiated by the end of the feasibility study.
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Schedule C - Venture Fund Cash Flow

This projection iliustrates the sources and uses of cash for a
$500,000 seed capital fund. The funa will be initially financed in
equal $250,000 contributions from Superior Valley®s Loan Guarantee
Trust Fund and a loan from the State Office of Small Business. After
this loan is paid off, the Fund will be augmented by the profits from
the Center. The projection assumes that loans may be made as long &s
cash balances exceed $275,06G0. However, since the Center will
concentrate staff on a manageablie portfclio of incubator clients, the
Venture Fund will not necessarily maximize interest earnings from
loans. Stili the Fund will issue its full loan fund of $225,000 being
the first year and add to that pool in succeeding years. Staffing
will be provided by Superior Valley®s existing finance personnel.

Schedule D - Venture Fund Income

This projection transliates the financial data contained in Schedule C
to income statement format. A 5% default rate is included under
variable expenses. It should be noted that while half the Fund is
reserved for equity financings, the projection does not reflect any
royalty or dividend income. Similarly, no deductions from intferest
income (idile funds) have been made to reflect a loss of capital for
equity investment purposes. The wequity fund program will be
determined as aresult of regulations to be adopted by the State Office
of Small Business.

Schedule E - Assumptions for Venture Fund

The Fund will be invested equally in direct loans and equity
financing. Only the loan fund is reflected in the projections. The
average toan is estimated at $25,000 for a maximum of five years. The
maximm ioan of 350,000 is based on the assumption that commerc.z:
loans under $50,000 for working capital are not profitable for
commercial banks to make and are therefore very difficult for small
businesses to obtain. While the interest rate is estimated at 14%
(prime plus 5), rates will be negotiated on a case-by-case basis.
However, since these loans are expected to be made to recently started
firms that are unlikely to obtain commercial bank financing, the prime
plus five rate reflects the higher than normal risk.

Schedule £ : Revenues Assutptions - Venture Fund Loans  Amount

ratess =mavg & = F = =S =
Term loans under $50,000 S5 25000 10 250000
Lines of credit under $50,000 0 0 0 0
First tier equity financing J125 15000 4 62500
Second tier equity financing 375 35000 5 18750
Interest rate at prime + 5 14
Loan fees at 250

24
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Assumptions:

Phases: [ - Rehab Only;
Gross Square Feet(s.f.)}
Leaseable Square Feet{s.f.
Rent/s.f./month

SHRA Loan for Rehad
[nflacion Rate(compounded)
Private Loan

Interest Rate
Rehabilitation Costs/sf
Construction Costs/s.f.
0ffsite !mprovements
Tenant Occupancy Rate
Owner's Equity

Average Tenant Space
Average Accounting Fee
Average Telephone Fee
Average Copying Fee
Leaseable Space/Job
Numoer of Jobs Generated
Average Typing Fee
Staffing

Oepreciation

PROPOSED RENT SCHEDULE

) -

[ S Y A}

Tenant A
[ ——— .
Walton, 00S 2
Hawk {ns I[nsyrance 1
Yector Telcom 5
Conference Rooms 2
subtotal lst Floor 11
Superior Yalley 3
Koenler Financial

Geiger Realty

JF Computers

Duran Development
Okikawa, LL8

WE Property Mgmt

Santos Maintenance

JF Secretarial

Susiness Assoc.
[ncubator suhtotal 3
subtoal 2nd Floor 6
Total Incudator 17

rea
421
636
142
467

666

082
600
200
200
200

Schedule B

[ - Phase | and New Construction

22469
18470 Q0 in Phases [ and [I, respectively.
.75 0 in Phases [ and I respectively.
852000
1.05
Phase 1! 0
Phase Il 13
58.00
Phase [I 30.00
100000 Q in Phases [ and !I, respectively.
.75 .90 .90 in Phases I, II, and [1], respectively.
471876 Q0 through limited partnership offering.
1200 2000 in Phases [ and [I, respectively.
25.00 per tenant employee per month.
30.00 per instrument; 25.00 per line.
500 copies/employee @ .05 per copy.
250 s.f.
74 74- in Phases | and II, respectively.
100.00 per month per tenant.
includes a receptionist from Superior Yalley. .
1453202 includes a centralized phone system 50000 18-year strafght 1ine method.
Rate Rent T
.85 2058
.75 1227
.75 1857
1S 1850
$.77 8992
.75 2312
.65 390
.65 130
.65 130 . ’
.65 130 -
.65 130 »
.65 130
.65 130
.65 130
.65 120
.65 2011
$.70 4323
$.75 13314

(38
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1860 HOWE AVE SUITE 340
SACRAMENTO, CA 95825
6 1920 3668 :

e ey it

NIYA { ARCHIT

ECTS, INC.

November 1, 1985

Mr. Darryl Freeman, President
Superior Valley
817 14th Street, Suite 100

Sacramento,

Ca 95814

Re: Donner School Rehabilitation

Dear Darryl:

Submitted hereto is the architectural estimate for the referenced
project. The estimate is based upon our early schematic drawings.
and reflects only an approximation to our best knowledge on the
basis of our experience in this type of work.

follows:

1.
2.
3.

Site Work $140,000
Demolition 40,000
Foundations/Footings 30,0009
Superstructure . 225,000
Exterior Closure 150,000
Roofing 75,000
Interior Construction 40,000
Plumbing 49,000
Heating and Ventilating 80,000
Electrical 75,000
Contingency 40,390
Tenant Improvements 250,999

Total Construction Cost

Design Fees $60,0909
Permit Fees 8,000
Other Fees 20,060
Bonds 12,0300

Total Other Costs

Total

$1,185,0049

100,000

$1,285,000

The estimate iIs as



Mr. Darryl Freeman
November. 1, 1935
Page Two

If you have any questions, please call me.
Very truly yours,
NIIYA ARCHITECTS, INC.

by AR MW Nige-

Hprbert Y. Niiya, AIA
Pkesident

HYN:jh

30




a)

b)

c)

EXHIBIT D

Terms and Conditions of Building Sale,
Rehabilitation Loan, and Land Lease

The building itself will be deeded tc the investment partner-
ship, headed by Superior Valley, subject to a first deed cf
trust in the amount of the rehabilitation loan ($852,000).

The rehabilitation loan itself shall be a zero percent inter-
est deferred payment loan for a five-year period. All terms
and conditions of the loan will be renegotiable -at that point
and may, at the discretion of the Agency, be terminated with-
out cause.

The loan shall be subject to a regulatory agreement which will
specify that the project must be continuously operated Dby.
Superior Valley as a "business incubator" during that tinme
frame. Terms of the agreement will include a set percentage
of the floor space (not less than 8,000 square £feet) to be
offered to start-up businesses at a rent level to be reviewed
annually by the Agency, as well as the cifering of technicai
services to the incubator tenants. Superior Valley will
present their technical services plan to the Agencv annually
as well. The regulatory agreement shall be strictly and
legally enforced with the right to «call the lcan clearly
outlined in the event of violation.

The lease of the underlying property will be handled in two
ways:

1) The propertv underlying Phase I (including appurt<nant
parking) will be leased to the partnership at $1.00 per
year Zfor £ifty-nine (59) vears with a mandatory renegctia-
tion of terms and an option to buy at the five vyear . point
contingent upon successful renegotiation or pavecff of the
rehabilitation loan. The opticn price will be set at the
current appraised value of that portion cf the prcpertv.
The lease will be subject to the same reculatory lancguage
outlined for the loan agreement.

2) The property underlying Fhase II will be leased tc Superior
Vallev for six wonths, for $1.00, with an option tc bBbuy
during that period at the current appraised value,
contingent upon Agencv approval of plans for Phase II.



