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SUBJECT PHOTOGRAPHS
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SUMMARY OF SALIENT FACTS AND CONCLUSIONS
Property Location:

Air Rights over 5th Street in the
Downtown Plaza, Sacramento, CA

Property Type:

Shopping Center

Zoning:

C3 – Central Business District

General Plan:

Central Business District

Highest and Best Use:

Shopping Center

Client:

City of Sacramento

Intended User:

City of Sacramento

Intended Use:

Facilitate the acquisition of the property rights by
the City of Sacramento

Purpose of Appraisal:

Provide an Opinion of Value

Type of Value:

Retrospective Market Value

Value Premise:

As Is

Property Interest Appraised:

Leased Fee Estate in Air Rights

Appraisal Report:

Summary

Date of Property Inspection:

December 6, 2013

Date of Value:

June 20, 2011

Conclusion of Market Value:

$240,000

Appraiser:

Terry S. Larson, MAI
Certified General Real Estate Appraiser
California #AG007041, exp. 11/30/2014
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CERTIFICATION
We certify that, to the best of our knowledge and belief:
1. The statements of fact contained in this report are true and correct.
2. The reported analyses, opinions, and conclusions are limited only by the reported
assumptions and limiting conditions and are our personal, impartial, and unbiased
professional analyses, opinions, and conclusions.
3. We have no present or prospective interest in the property that is the subject of this report
and no personal interest with respect to the parties involved.
4. We have no bias with respect to the property that is the subject of this report or to the
parties involved with this assignment.
5. Our engagement in this assignment was not contingent upon developing or reporting
predetermined results.
6. Our compensation for completing this assignment is not contingent upon the development or
reporting of a predetermined value or direction in value that favors the cause of the client,
the amount of the value opinion, the attainment of a stipulated result, or the occurrence of a
subsequent event directly related to the intended use of this appraisal.
7. Terry S. Larson, MAI has made a personal inspection of the property that is the subject of
this appraisal report.
8. No one provided significant real property appraisal assistance to the person signing this
certification.
9. The reported analyses, opinions, and conclusions were developed, and this report has been
prepared, in conformity with the Code of Professional Ethics and Standards of Professional
Appraisal Practice of the Appraisal Institute, the Uniform Standards of Professional
Appraisal Practice (USPAP), and client guidelines.
10. The use of this report is subject to the requirements of the Appraisal Institute relating to
review by its duly authorized representatives.
11. As of the date of this report, Terry S. Larson, MAI has completed the continuing education
program for Designated Members of the Appraisal Institute.
12. We have performed no services, as an appraiser or in any other capacity, regarding the
property that is the subject of this report within the three-year period immediately preceding
acceptance of this assignment.

Terry S. Larson, MAI
Certified General Real Estate Appraiser
California #AG007041, exp. 11/30/2014
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GENERAL ASSUMPTIONS
This appraisal has been made with the following General Assumptions. An Assumption is defined
as: “that which is taken to be true”.
1. No responsibility is assumed for the legal description provided or for matters pertaining to
legal or title considerations. Title to the property is assumed to be good and marketable
unless otherwise stated.
2. The property is appraised free and clear of any or all liens or encumbrances unless
otherwise stated.
3. Responsible ownership and competent property management are assumed.
4. The information furnished by others is believed to be reliable, but no warranty is given for its
accuracy.
5. All engineering studies are assumed to be correct. The plot plans and illustrative material in
this report are included only to help the reader visualize the property.
6. It is assumed that there are no hidden or unapparent conditions of the property, subsoil, or
structures that render it more or less valuable. No responsibility is assumed for such
conditions or for obtaining the engineering studies that may be required to discover them.
7. It is assumed that the property is in full compliance with all applicable federal, state, and
local environmental regulations and laws unless the lack of compliance is stated, described,
and considered in the appraisal report.
8. It is assumed that the property conforms to all applicable zoning and use regulations and
restrictions unless a nonconformity has been identified, described, and considered in the
appraisal report.
9. It is assumed that all required licenses, certificates of occupancy, consents, and other
legislative or administrative authority from any local, state, or national government or private
entity or organization have been or can be obtained or renewed for any use on which the
opinion of value contained in this report is based.
10. It is assumed that the use of the land and improvements is confined within the boundaries
or property lines of the property described and that there is no encroachment or trespass
unless noted in the report.
11. Unless otherwise stated in this report, the existence of hazardous materials, which may or
may not be present on the property, was not observed by the appraiser. The appraiser has
no knowledge of the existence of such materials on or in the property. The appraiser,
however, is not qualified to detect such substances. The presence of substances such as
asbestos, urea-formaldehyde foam insulation, and other potentially hazardous materials
may affect the value of the property. The value estimated is predicated on the assumption
that there is no such material on or in the property that would cause a loss in value. No
responsibility is assumed for such conditions or for any expertise or engineering knowledge
required to discover them. The intended user is urged to retain an expert in this field, if
desired.
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GENERAL LIMITING CONDITIONS
This appraisal has been made with the following General Limiting Conditions. A Limiting Condition
is defined as: “a condition that limits the Use of an Appraisal”.
1. Any allocation of the total value estimated in this report between the land and the
improvements applies only under the stated program of utilization. The separate values
allocated to the land and buildings must not be used in conjunction with any other
appraisal and are invalid if so used.
2. Any opinions of value provided in the report apply to the entire property, and any
proration or division of the total into fractional interests will invalidate the opinion of
value, unless such proration or division of interests has been set forth in the report.
3. Possession of this report, or a copy thereof, does not carry with it the right of publication.
4. The appraiser, by reason of this appraisal, is not required to give further consultation or
testimony or to be in attendance in court with reference to the property in question
unless arrangements have been previously made.
5. Disclosure of the contents of the appraisal report is governed by the Bylaws and
Regulations of The Appraisal Institute.
6. Neither all, nor any part of the content of the report, or copy thereof (including conclusions
as to the property value, the identity of the appraiser, professional designations, reference
to any professional appraisal organizations, or the firm with which the appraiser is
connected) shall be used for any purposes by anyone but the client and intended users
specified in the report without the previous written consent of the Appraiser; nor shall it be
disseminated to the public through advertising, public relations, news, sales, or other
media without the prior written consent and approval of the appraiser. Any other party
who uses or relies upon any information in this report, without the preparer's written
consent, does so at their own risk.

EXTRAORDINARY ASSUMPTIONS
This appraisal has been made with the following Extraordinary Assumptions. An Extraordinary
Assumption is defined as: “an assumption, directly related to a specific assignment, as of the
effective date of the assignment results, which, if found to be false, could alter the appraiser’s
opinions or conclusions”. The use of the Extraordinary Assumptions might have affected the
assignment results.
1. The Market Value Opinion expressed in this appraisal is Retrospective, as the date of
value precedes the date of inspection. We assume for this appraisal that the Subject
Property was in the same condition on the date of value as on the date of inspection.

HYPOTHETICAL CONDITIONS
This appraisal has been made with the following Hypothetical Conditions. A Hypothetical Condition
is defined as: “a condition, directly related to a specific assignment, which is contrary to what is
known by the appraiser to exist on the effective date of the assignment results, but is used for the
purpose of analysis”. The use of the Hypothetical Conditions might have affected the assignment
results.
1. None.
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DEFINITIONS
Market Value
"The most probable price that a property should bring in a competitive and open market under all
conditions requisite to a fair sale, the buyer and seller each acting prudently and knowledgeably,
and assuming the price is not affected by undue stimulus. Implicit in this definition is the
consummation of a sale as of a specified date and the passing of title from seller to buyer under
conditions whereby:
•
•
•
•
•

Buyer and seller are typically motivated;
Both parties are well informed or well advised, and acting in what they consider their
own best interests;
A reasonable time is allowed for exposure in the open market;
Payment is made in terms of cash in United States dollars or in terms of financial
arrangements comparable thereto; and
The price represents the normal consideration for the property sold unaffected by
creative financing or sale concessions granted by anyone associated with the sale.” 1

Retrospective Value Opinion
"A value opinion effective as of a specified historical date.”2
Fee Simple Estate
"Absolute ownership unencumbered by any other interest of estate, subject only to the limitations
imposed by the governmental powers of taxation, eminent domain, police power, and escheat.”3
Leased Fee Estate
"A freehold (ownership interest) where the possessory interest has been granted to another party
by creation of a contractual landlord-tenant relationship (i.e., a lease)." 4
Leasehold Estate
“The tenant’s possessory interest created by a lease.” 5
As-Is Market Value
"The estimate of the market value of real property in its current physical condition, use, and zoning
as of the appraisal date.”6
Cash Equivalency
“An analytical process in which the sale price of a transaction with nonmarket financing or financing
with unusual conditions or incentives is converted into a price expressed in terms of cash.”7
Easement
“The right to use another’s land for a stated purpose.”8

1

The Dictionary of Real Estate Appraisal, Fifth Edition, 2010, The Appraisal Institute, Page 122
The Dictionary of Real Estate Appraisal, Fifth Edition, 2010, The Appraisal Institute, Page 171
3
The Dictionary of Real Estate Appraisal, Fifth Edition, 2010, The Appraisal Institute, Page 78
4
The Dictionary of Real Estate Appraisal, Fifth Edition, 2010, The Appraisal Institute, Page 111
5
The Dictionary of Real Estate Appraisal, Fifth Edition, 2010, The Appraisal Institute, Page 111
6
The Dictionary of Real Estate Appraisal, Fifth Edition, 2010, The Appraisal Institute, Page 12
7
The Dictionary of Real Estate Appraisal, Fifth Edition, 2010, The Appraisal Institute, Page 30
8
The Dictionary of Real Estate Appraisal, Fifth Edition, 2010, The Appraisal Institute, Page 63
2
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Highest and Best Use
“The reasonably probable & legal use of vacant land or an improved property which is physically
possible, appropriately supported, financially feasible, & results in the highest value. The four
criteria the highest and best use must meet are: 1) legally permissible, 2) physical possibility, 3)
financial feasibility, and 4) maximum productivity. ”9

IDENTIFICATION OF THE SUBJECT PROPERTY
The subject property appraised consists of the Leased Fee Estate in Air Rights over 5th Street in
the Downtown Plaza in Sacramento. The Downtown Plaza is located between J and L Streets,
and between 4th and 7th Streets. Ownership of the Plaza is vested in JMA Ventures. Per the
Preliminary Report, ownership of the subject Air Rights is vested in: The Redevelopment
Agency of the City of Sacramento
However, it is our understanding that the property has transferred from the Redevelopment
Agency of the City of Sacramento to the Redevelopment Agency Successor Agency.

OWNERSHIP HISTORY
The subject property has been under the ownership of the Redevelopment Agency for many
years until it recently transferred to the Redevelopment Agency Successor Agency. This was
an administrative transfer in conjunction with dissolving Redevelopment Agencies statewide and
does not represent a market transaction. We are aware of no market transactions affecting the
property in the last 5 years and the property is not currently available for sale.

SCOPE OF WORK
This Summary Appraisal Report includes the following Scope of Work.
1. Review documentation provided to understand the purpose of the appraisal, the client,
intended user, intended use, type of value, and value premise.
2. Identify the appraisal problem and appropriate approaches to value necessary to provide
credible results.
3. Physically inspect the property and the immediate neighborhood.
4. Research local and regional factors that impact the property and value.
5. Review and analyze all pertinent data to determine the subject’s Highest and Best Use.
6. Select, review and drive-by of all pertinent sale and rental comparables.
7. Generally, in the appraisal of real property, the Sales Comparison, Income
Capitalization, and Cost Approaches to value are used to appraise the property. In this
case, the Leased Fee Estate is being appraised and the value is derived by the
contractual rent and purchase price in the Lease and Option to Purchase Agreement.
The Income Approach to value is the only viable valuation method, as the value is based
on the income stream in the lease. Sales of similar leased properties are difficult to find
and the Cost Approach is not reliable. Therefore, neither of these two approaches was
developed.

9

The Dictionary of Real Estate Appraisal, Fifth Edition, 2010, The Appraisal Institute, Page 93
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8. The Leased Fee Estate is appraised subject to the terms and conditions of the Lease
and Option to Purchase Agreement.
9. Existing subleases and financing, if any, are not considered.
10. Goodwill and separation of value between leasehold (tenant) and leased fee (landlord)
are beyond the scope of this assignment.
11. It is beyond the scope of this assignment to allocate the value of the property between
the owners or to allocate the value between the land and improvements.
12. Prepare and review report for compliance with the Code of Professional Ethics &
Standards of Professional Appraisal Practice of the Appraisal Institute, the Uniform
Standards of Professional Appraisal Practice (USPAP), and client guidelines.
13. The property inspection and all necessary investigation and analysis were made by the
appraiser.
14. This appraisal is for the sole use of the client and intended user and only for the
specified use, and we are not responsible for unauthorized use of the report.

PURPOSE OF APPRAISAL, TYPE OF VALUE AND INTEREST APPRAISED
The purpose of the appraisal is to provide an opinion of the Retrospective Market Value of the
Leased Fee Estate in Air Rights over 5th Street in the Downtown Plaza.

CLIENT, INTENDED USER AND INTENDED USE
The client and intended user is the City of Sacramento. The intended use is to facilitate the
acquisition of the property rights by the City of Sacramento from the Redevelopment Agency
Successor Agency.

COMPETENCY RULE
The appraisers possess both the knowledge and ability to appraise the Subject Property, have
appraised numerous properties of a similar type, and the property is within the Smith &
Associates defined service area. Qualifications are in the Addenda.

EFFECTIVE DATE OF VALUE
The effective date of value is June 20, 2011. This is a Retrospective appraisal as the date of value
precedes the date of inspection. The date of inspection is December 6, 2013.
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NATIONAL AND STATE ECONOMIC CONDITIONS
Although the date of inspection of the Subject Property is December 6, 2013, the date of value
is June 20, 2011, as this is a Retrospective appraisal. Therefore, economic conditions as of that
point in time must be considered, so 2011 information is presented.
The UCLA Anderson Forecast for California is the most widely followed and oft-cited in the state
and was unique in predicting both the seriousness of the early-1990s downturn and the strength
of the state economy's rebound since 1993. More recently, the Forecast was credited as the first
major U.S. economic forecasting group to declare the recession of 2001. Below is their most
recent report, published on March 9, 2011
“In its first quarterly report of 2011, UCLA Anderson Forecast is cautiously sanguine regarding
the national economy, as real Gross Domestic Product (GDP) continues to grow at a steady
pace and employment continues to increase. That said, the recovery in the U.S. economy is still
slow – and the recession cut jobs so deeply – that growth will be insufficient to surpass the
employment peak reached in early 2008 within the boundaries of the current forecast, which
runs through the end of 2013. The California forecast is slightly weaker in the near term that it
was in December with the unemployment rate predicted to be substantially above the U.S. rate
at the end of 2013.
The National Forecast
In a report titled “On the Mend,” UCLA Anderson Forecast Senior Economist David Shulman
says, “The U.S. economy is getting better. Slowly, in fits and starts, real GDP is growing and
employment is increasing.” With that, the Forecast calls for real GDP growth of 3.8% in the
current quarter, with 3% growth expected for the duration of the forecast’s 2013 horizon. The
Forecast also calls for payroll employment increases of 1.9 million in 2011, 2.6 million in 2012
and 3.0 million in 2013. But, as above, these increases in employment will not bring the U.S.
back to the employment peak of first quarter 2008.
According to Shulman, the economy is being propelled by strong increases in corporate
spending and software and that the impetus for this spending is coming from extraordinarily low
interest rates, a rapidly recovering stock market and investment incentives coming out of
Washington D.C. “Indeed,” Shulman writes, “independent of policy, investment is being spurred
by technological advances in wireless and cloud computing along with new natural gas drilling
and technologies that are reshaping the nation’s energy map. As a result, the real business
investment share of GDP will increase from 12.8% in 2010 to 15.4% in 2013.” Exports and the
automobile sector are also spurring the recovery, the latter a rebounding as pent-up demand
spurs new car sales. Housing (unlike autos, houses wear out slowly and don’t need replacing as
often) and state and local government lag other growing sectors. The forecast calls for only
modest growth in housing starts this year, though an improving employment sector will push
housing starts to 1.5 million (up from 586,000 in 2010) in 2013. Shulman also notes there is a
“whiff of inflation in the air” as commodity prices rise and that interest rates are expected to rise
– both factors that could slow the national economic recovery. "Because inflation will be higher
than what the Fed now thinks the Fed will end its zero interest rate policy in early 2012, and 10
year Treasury Bond yields will soon normalize at rates above 4%," Shulman states.
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The California Forecast
California’s forecast, authored by Senior Economist Jerry Nickelsburg, reflects the mixed signals
emanating from the State’s economic data. Job creation in California remains sluggish.
Nevertheless, California's unemployment rate is predicted to be substantially above the U.S.
rate at the end of 2013. The forecast actually calls for slower growth than was expected in the
December report and that near term slow growth means the unemployment rate in California will
remain at 10.5% next year. The latter part of the forecast (though 2013) calls for health care,
professional and business services, exports, and technology-related manufacturing sectors to
generate more robust growth. “Job creation,” Nickelsburg writes, “though more rapid in late
2011 and in 2012 and 2013, will not be fast enough to push the unemployment rate below
double digits until the start of 2013.”
The drivers of the recovery in California will be education, health care, exports and technology, as
well as residential construction. The expectation for 2011 is a growth in employment of 1.1%. The
bulk of this growth will obtain in the latter part of the year. The end of year growth will be slightly
faster than the U.S. as increases in U.S. consumption levels will be magnified in California’s
logistics industry and increases in exports to the growing economies of Asia will disproportionately
affect California. Employment growth is expected to speed up in 2012 and 2013 as the recovery
takes hold. Real personal income growth is forecast to be 1.3% in 2011 and 3.7% and 4.1% in
2012 and 2013 respectively. The unemployment rate has been stuck between 12% and 13%
throughout this year. Employment growth in 2011 and 2012 will only push unemployment down
marginally and we do not expect it to reach 9.7% until the 1st quarter of 2013 and we expect the
unemployment rate to remain elevated at 8.9% through 2013.

AREA AND NEIGHBORHOOD ANALYSIS
Downtown District

The Subject Property is located within the City of Sacramento in the Downtown District. The
Downtown area is home to the State Capitol Building, departmental centers of government
(state, local and federal), and the federal and county courthouses. Proximity to downtown and
ease of access are often factors that contribute to related and support businesses locating in
the subject neighborhood.
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Downtown Sacramento has grown and changed remarkably over the past 20 years, burgeoning
into a 24-hour urban center that offers fine dining, unique boutique shopping, hotels,
entertainment, events and cultural festivities. On any given night, you can enjoy a theater
performance, a fine dining experience at one of the more than 150 restaurants, or dance the
night away at one of the newly renovated lounges. Downtown is the central hub and heartbeat
of Sacramento, where its daytime population includes more than 100,000 people. Downtown
Sacramento also features great waterfront access and nearby historic district, Old Sacramento,
which generates 2.2 million visitors annually.
Downtown Neighborhood

The center of the Downtown District is the Capitol Mall and the State Capitol Building. Capitol
Mall Drive provides direct and convenient access from highways 5, 99, 50 and 80 to Downtown
and the Capitol Mall. The Downtown Plaza, where the Subject Property is located, is only one
block north of the Capitol Mall Drive. Capitol Mall Drive is two and three lanes in each direction
with a landscaped center divider and lined with trees on each side to provide a picturesque
drive to the Capitol Building. This boulevard is lined on both sides with high-rise office buildings,
many of which are occupied by government agencies and financial institutions.
The Downtown District is serviced by a light rail system that provides transportation from
outlying suburban areas into downtown. The light rail runs north/south through downtown,
along both 7th and 8th Streets, and extends from there both north and south to outlying
neighborhoods. 7th Street line runs adjacent to the Downtown Plaza where the subject is
located. The light rail system connects with surface street bus service throughout downtown.
Bus service is available from all outlying areas with scheduling specifically designed to meet the
needs of the Downtown commuter. These public transportation systems are designed to reduce
private automobile traffic through the central part of the city, thereby reducing environmental
problems related to heavy traffic.
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In summary, the Subject Property is favorably located within the Downtown District, has good
access from the nearby highway system, is close to the Capitol Building and various state and
federal agencies, and is served by light rail and the local bus system. No negative locational
factors were identified.

PROPOSED ENTERTAINMENT AND SPORTS CENTER (ESC)
As of the date of value on June 20, 2011 the Entertainment and Sports Center (ESC) was not
being considered so its impact on the Subject Property would not have existed. However, on the
date this report was written the proposed ESC was common knowledge. While this information
should not be considered for the Retrospective appraisal of the Subject Property, it is presented
here for informational purposes only.
The City of Sacramento proposes to build a new Entertainment and Sports Center (ESC) within
the existing Downtown Plaza in Downtown Sacramento. The goal is to provide a new long-term
home for the NBA Sacramento Kings basketball team and also provide redevelopment and
revitalization into the downtown market. While it is still in the planning stages with no formal
approvals, the City is making progress and all parties appear to be committed to the project.
The following discussion is from the City of Sacramento Web Page and is intended to provide a
general overview regarding the ESC. The ESC is, at this time, is only a proposal.
Background
In January 2013, reports surfaced that a Seattle-based group was pursuing the acquisition of
the controlling interest in the Sacramento Kings, with the purpose of relocating the team to
Seattle for the 2013-14 basketball season. Also in January, Sacramento Mayor Kevin Johnson
attempted to identify potential qualified buyers to prepare a competitive offer to purchase the
team and commit to keeping the team in Sacramento long-term. In February, the City Council
passed a Resolution in Support of Keeping the Sacramento Kings in the City of Sacramento and
the Pursuit of a New Entertainment and Sports Center in Downtown Sacramento. In March, City
Staff presented a preliminary term sheet between the City and an investment group for the
potential development of an Entertainment and Sports Center in Downtown Sacramento and
City Council approved it. In May, the previous ownership group of the Sacramento Kings sold
the team to Sacramento Basketball Holdings, LLC. Two weeks later, the NBA Board of
Governors unanimously approved the sale to Sacramento Basketball Holdings, LLC.
The preliminary term sheet sets forth the basic terms of proposed agreements between the
parties. The term sheet conveys the location, financing, ownership, design, development,
construction, operation, use, and occupancy of a new, first class, state‐of‐the art, multi‐purpose
Entertainment and Sports Center (ESC), that will serve as the home of the NBA’s Sacramento
Kings. The term sheet also spells out agreements about family shows, concerts, sporting
events, community oriented events, and numerous other events.
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At its February 2013 City Council meeting, the Council approved a set of principles that the ESC
must adhere to. These principles include, but are not limited to, the following:


A downtown ESC will provide the greatest community benefit to the City. The City’s
return on investment, whether in the form of revenues or future development,
infrastructure or amenities, must be commensurate with the level of public
investment. The City and team owners will agree on a location that best meets the
interests and goals of the City and stakeholders.



In exchange for the City’s financial contributions there must be a secure, long‐term
commitment to keep the Kings in Sacramento.



Consistent with the 2012 financing plan and terms, the City will consider investing
the net value of its parking, land and other assets. Best practices for the
monetization of the parking assets will be utilized to provide the greatest value to the
City, its businesses and customers, with the shortest possible term while providing
the greatest support for the development of the ESC. Any losses to the General
Fund that result from parking monetization must be backfilled by new and reliable
revenues. In consideration of the City’s financial contribution, the City will own the
new ESC.

The City of Sacramento received the development application package for the proposed
downtown ESC in November 2013. This application package represents a request by the
project applicant for the necessary approvals to construct an arena and other surrounding land
uses in the future. The application is a standard part of the development process to receive
input from various City departments and agencies on the portions of the project that are relevant
to them. Additionally, owners adjacent to the property, businesses and neighborhood
associations will receive a notice and information about the application.
As part of the application process, the City will be doing its due-diligence to ensure that the
project meets all zoning, site planning and design requirements for the proposed downtown
arena site. The project timeline is as follows:
Project Initiation
Selection of Design and Pre-Construction
Entitlement Application
Release of Draft EIR
Council Hearings
Demolition Start
Construction Start
Completion
Grand Opening

May 2013
August 2013
November 2013
November 2013
April 2014
Summer 2014
Fall 2014
September 2016
October 2016

Entertainment and Sports Center - Quick Facts*
What is the Entertainment and Sports Center (ESC)? The ESC is a proposed indoor multi‐use
facility that will accommodate sporting events and entertainment events such as professional
and collegiate sports, concerts, ice shows, indoor rodeo and motor sports, trade shows, large
graduations, and other indoor entertainment shows.
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What will Sacramento and the region gain by investing in the ESC? As seen in many cities, welldesigned and properly located entertainment and sports centers increase the vitality of
downtown areas. Sales-tax revenues increase when patrons attend events. In addition, other
businesses want to be located in the vicinity to take advantage of the facility’s draw. And
property-tax revenues will increase as values of adjoining properties increase. The City
anticipates the ESC will create new revenues to enhance city services. The ESC will create
thousands of jobs during construction and retain and create hundreds of permanent jobs.
What is the estimated cost of the ESC and what is the City’s contribution? The estimated cost of
the ESC is $448 million. The City contribution is approximately $258 million. The balance,
including any cost overruns, will be paid by the owners of the Kings.
Will the City increase taxes or use taxes to pay for the ESC? No. The City will not be paying for
the ESC with new taxes or using tax dollars from the general fund. The City will be paying its
share primarily by borrowing money through the sale of municipal bonds. Cities commonly sell
bonds to borrow money for large projects.
The City is also contributing land it owns. A detailed listing of all potential City land contributions
is in the March 26, 2013 Council staff report, which can be found at
www.cityofsacramento.org/arena.
Is the City selling its parking operation to raise money for the ESC? No, the City is not selling its
parking lots, garages, or street parking operation. Instead the City is transferring them to a new
City-created entity similar to a parking authority. Bonds will be issued paid for by the revenues
from the parking garages.
Who will own the ESC? The ESC will be owned by the City of Sacramento. The City will lease
the ESC to the Sacramento Kings ownership group.
When will the ESC be completed and open for events? The City expects the ESC will be
completed by October 2016 in time for the 2016/17 NBA season.
What is the development schedule for the ESC? The City is working with Sacramento
Basketball Holdings (the owners of the Kings), on the environmental review, traffic studies,
facility design, and property acquisition. These activities will be completed before construction
starts in the summer of 2014.
Who will design the ESC and redesign new development in and around the Downtown Plaza?
The Kings’ owners have issued a Request for Proposals (RFP) for an architect and engineering
team. Selections for the design and development of adjacent hotels, restaurants, and stores will
happen in the future. The City and Kings’ owners will solicit input from the community on the
design.
Where will the ESC be located? The ESC will be located in the Downtown Plaza site. The exact
location of the ESC is still being determined, but most likely it will be between the 5th and 7th
Streets and J and L Streets.
What will happen to Downtown Plaza? A portion of the Plaza between 7th Street and east of 5th
Street will be demolished and rebuilt. The Macy’s women’s store and development west of 5th
Street will remain.
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How much parking is available for the new downtown ESC? And where is the parking located?
More than 21,000 parking spaces exist within ½ mile of the Downtown Plaza. Both on‐street and
off‐street parking will be available through city, county, and private garages and lots. For
comparison, there are approximately 7,000 parking spaces at Sleep Train Arena. In downtown
Sacramento, ½ mile is equal to six blocks. A benefit of locating the arena Downtown is that
Regional transit has five light rail stations in the vicinity of the proposed ESC, with the closest at
7th and K Streets. The Sacramento Valley Station, offering train, bus, and taxi service, is
located at 4th and I Streets.
Conclusion
The following two exhibits show the existing Downtown Plaza layout and the Conceptual Site
Plan for the Proposed ESC. The subject air rights are shown in Yellow and Black on the Existing
Downtown Plaza Site and in the Conceptual Site Plan for the ESC.
Again, as stated previously, our understanding of the proposed ESC is presented here for
informational purposes only but it is not recognized in forming our opinion of value as this
knowledge would not have been known on the date of value.
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EXISTING DOWNTOWN PLAZA SITE

CONCEPTUAL SITE PLAN FOR ESC
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MARKET CONDITIONS
Although this is a Retrospective appraisal for June 20, 2011, commercial brokerage reports of
market trends are current for 2012, as historical reports were not available. However, these
reports not only discuss current market conditions, but also report historical trends as well. Both
historical and current trends are presented here.
Retail Market –The following Sacramento Retail Market Overview is provided by Terranomics
Retail Services from their Third Quarter 2013 Sacramento Valley Retail Report.
Vacancy/Absorption
As of the close of Q3 2013, the vacancy rate for shopping centers in the Sacramento region
stood at 12.2%. This marks a considerable reduction from the 12.7% rate that was in play just
three months ago and the 13th consecutive quarter in which vacancy has either stayed the
same or declined. While the trendline has been solid in terms of heading downwards, more so
than in many other marketplaces, the fact is that a vacancy rate of 12.2% still represents a trade
area with challenges. Recovery is taking place, but it is continuing to take place at a painfully
slow pace. The market absorbed 355,000 square feet of space in Q3 2013 and year-to-date
local occupancy growth has improved by nearly 531,000 square feet.
In mid-2011, vacancy was closer to 13% after trending downward from as high as 14% in 2010.
While 629,000 square feet of space was absorbed in 2011, this is after just 86,000 square feet
in 2010, and a negative 1,187,000 square feet in 2009.
Rental Rates
We are currently tracking Q3 2012 average asking rent of $16.56 per square foot (on an annual
triple net basis) for shopping center space (all types and classes) throughout the Sacramento
region. However, this is a relatively misleading benchmark. It only reflects known asking rents in
the marketplace and we are increasingly seeing a trend of Class A and B+ centers opting not to
disclose their rates on casual or research-oriented queries. As a result, this metric has been
skewed downward and doesn’t truly reflect the bifurcation in the marketplace that has taken
place. The asking rate for quality inline space in Class A/B+ and new development has
generally ranged between $30.00 and $36.00 per square foot. However, rates for most Class B
space and virtually all of the region’s Class C centers continue to flatline in the $18.00 to $24.00
range for the most part. That being said, we know of some landlords willing to settle for as low
as $6.00 per square foot for challenged Class C space.
Average asking rental rates were only marginally better in mid-2011 at around $17 per square
foot triple net. Rents have been on a steady downward trend from a high of around $23 per
square foot in 2008.
Conclusion
The best that can be said is that the retail market appears to be slowly recovering. The current
Terranomics report shows a strong market point of just under 8% vacancy in 2008 with average
rents at around $23 per square foot. Vacancy climbed to a high of over 14% in 2010 and has
continued a general but slow path downward to the current 12.2% rate for Q3 2012. As vacancy
climbed, rental rates continue to decline to the current level of $16.56 in Q3 2012.
A full recovery for retail in the Sacramento market is still years away from reaching 2008 levels.
Office Market - The following Sacramento Office Market Overview is provided by Colliers
International from their Third Quarter 2013 Greater Sacramento Office Market Report.
Smith & Associates, Inc.
Page 18

Vacancy
3rd Quarter 2013 overall vacancy continued to decline, ending the three-month period at 15.3%,
40 basis points lower than 2nd Quarter 2013 of 15.7%. Mid-2011 vacancy was higher at around
17.5%. Vacancy has consistently declined since 2nd Quarter 2011. This trend is expected to
continue over the next four quarters to reach an estimated 13.9% by 3rd Quarter 2014.
Absorption
Total absorption continued its healthy trend through 3rd Quarter 2013 and reported 467,448
square feet of positive absorption. This is the tenth straight quarter of positive absorption. 2nd
Quarter 2011 was a static period of nearly flat or no absorption, while the two previous quarters
were negative 200,000 and 400,000 square feet. Overall estimates for the next four quarters
remain positive, estimating almost 1.4 million square feet will be absorbed by 3rd Quarter 2014.
Rental Rates
Lease rates remained consistent from 1st Quarter 2013 through 3rd Quarter 2013 at $1.65 per
square foot, full service. Additionally, these office lease rates are only slightly lower than their
mid-2011 levels. This is the longest period of non-declining asking lease rates since the 1st
Quarter of 2008.
Conclusion
The office, like the retail market, is continuing to gain strength with declining vacancies and
increasing absorption of vacant space, although rental rates are relatively flat.

PROPERTY DESCRIPTION
The subject property for this appraisal consists of “air rights” or “air space” over 5th Street and
within the Downtown Plaza. The Preliminary Report identifies the ownership interest as a Fee
as to Parcel One and an Easement as to Parcels Two, Three, Four and Five. Our client
explained to us that Parcels One and Two represent the Subject Property “air rights” being
appraised. Parcels Three, Four and Five in the Preliminary Report are for other properties that
are not being appraised. A full copy of the Preliminary Report is included in the Addenda.

According to Parcels 1 and 2 from the above cited Parcel Map, the subject property measures
135.667 feet by 78.667 feet for a total area of 10,673 square feet.
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Parcel One is owned in fee and is the horizontal plane above 5th Street that actually forms the
floor of the 5th Street overpass and floor of the Plaza. A structure has been built on this plane
that is two stories high and allows for two stories of commercial retail occupancy. Parcel Two is
an easement that extends below the horizontal plane and allows for the structural supports of
the building improvements and utilities. 5th Street is a public commercial street that passes
under the Subject Property “air space” and under the Downtown Plaza.
We were only able to do an exterior inspection of the improvements constructed in the “air
space”. The structure appears to be “typical” of commercial retail use in the Plaza and at one
time was occupied by Bank of America. The entire first floor and some of the second floor is
now vacant. A portion of the second floor is currently occupied for retail use.
The Market Value Opinion expressed in this appraisal is Retrospective, as the date of value
precedes the date of inspection. We assume for this appraisal that the Subject Property was in
the same condition on the date of value as on the date of inspection.
Legal Description
We were provided with a Preliminary Report from Fidelity National Title Company, dated August
20, 2013, which contains the full legal description of the property. A copy is in the Addenda. The
ownership and description of the subject property was identified previously in this section.
Easements and Encumbrances
The Preliminary Report identifies easements and other recorded documents. The report also
includes a number of other parcels in the Downtown Plaza that are not part of this appraisal. We
were unable to identify what easements and recorded documents affect the subject property.
However, since the ultimate conclusion of value is based on the income from the existing
contract rent, the recorded easements and documents do not affect the appraisal results.
Off-Site Improvements and Utilities
Off-site improvements consist of asphalt paved, city maintained, streets with concrete curbs,
gutters, sidewalks and streetlights. Utilities available include natural gas, electric service, water,
storm and sanitary sewer and telephone. This is typical of the general area.
The property is not located in an Alquist Priolo Special Study Earthquake Zone. We were not
provided with an Environmental Site Assessment and assume the site is clean. We were not
provided with a Soils Report and assume the soils are stable with no adverse impacts. There
are no wetlands on the site. The site is not an agricultural preserve.
Conclusion
The subject property consists of “air rights” or “air space” over 5th Street and within the
Downtown Plaza. A two story commercial retail structure has been built over 5th Street and the
current commercial retail use of the property is anticipated to continue into the foreseeable
future. A portion of the second floor is occupied as retail space but much of the structure is
vacant.
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Assessor’s Parcel Maps for the Downtown Plaza
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Recorded Parcel Maps for the Subject Air Rights
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GENERAL PLAN AND ZONING
The General Plan for the Downtown Plaza is Central Business District - CBD. This district
permits high density commercial and residential developments. The Zoning District is C-3 –
Central Business District. The purpose of the C-3 zone is to provide for the most intense
residential, retail, commercial, and office developments in the city. The zoning and General Plan
are compatible with each other, the current use, and the neighborhood in general.

HIGHEST AND BEST USE
Highest and Best Use As Though Vacant
Legally Permissible and Physically Possible
The Commercial Zoning and General Plan designations are compatible and appropriate for the
overall Plaza site given its size and location. While the subject property is called “air space” and
is located above and over 5th Street, it has been improved with a functioning two-story,
commercial retail property. Further, it is located within and is a part of the Downtown Plaza.
Cleary, as vacant, the highest and best use of the air space is for development of a commercial
retail property within the Plaza.
Financially Feasible and Maximally Productive
Given the ability to construct a commercial retail property in the “air space”, the financially
feasible, maximally productive, and the highest and best use As Vacant is the current use.
Highest and Best Use As Improved
For the same reasons as mentioned above, the Highest and Best Use of the “air space” As
Improved is concluded to be its current use.
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APPRAISAL METHODOLOGY
Generally, in the appraisal of real property, the Sales Comparison, Income Capitalization, and
Cost Approaches to value are used to appraise the property. In this case, the Leased Fee
Estate is being appraised and the value is derived by the contractual rent and purchase price in
the Lease and Option to Purchase Agreement. The Income Approach to value is the only viable
valuation method, as the value is based on the income stream in the lease. Sales of similar
leased properties are difficult to find and the Cost Approach is not reliable. Therefore, neither of
these two approaches was developed.
The Leased Fee Estate in the “air rights” is created by the Lease and Option to Purchase
Agreement recorded August 31, 1967. The Leased Fee Estate is the fee owner’s interest in the
property, subject to the lease and purchase option. Because the lease and purchase option
have a fixed income and purchase price to the leased fee position, the question is not what the
rent is, but what someone would be willing to pay for this income stream. The basic terms of the
agreement are as follows and the entire recorded document is included in the Addenda.
Lease and Option to Purchase Summary
Lessor

Redevelopment Agency of the City of Sacramento

Lessee

Tishman Sacramento, Inc.

Commence

08/01/1967

End

07/31/1997

Term

30 years

Options

3 – 10 years each
08/01/1997 - 07/31/2007
08/01/2007 - 07/31/2017 (Current Period)
08/01/2017 - 07/31/2027

Date of Value

06/20/2011

Remaining Term

Total Term - 193 months, or 16 years and 1 month
Current Option Period Only – 73 months

Monthly Rent

$1,467.40, in advance ($17,608.80 annual)
Flat for entire term, including options

Option to Purchase

$293,480, at any time during term

Size of Air Space

10,673 Square Feet

Rent per Sq. Ft.

$0.1375 per square foot of air space

Purchase Price per Sq. Ft.

$27.50 per square foot of air space

Subject to Construction

Lease & Purchase Option
subject to sublease agreement with
Bank of America for a building and improvements to be
constructed for use as a commercial bank or such use as
specified in Section 4, subparagraph (a)(1) – Completed
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Section 4, Land Uses

Commercial Bank and/or similar financial institutional use and for
normal uses pertinent and incidental thereto, and for no other
purposes without the approval of the City of Sacramento, and in
conformity with the uses specified in the Redevelopment Plan,
except with written approval from the Lessor

Ownership of Improvements Lessee owns improvements during the term of the lease
Operating Expenses

Lessee responsible for insurance, utilities, maintenance, and real
estate taxes

It seems reasonable that the most anyone would be willing to pay for the Leased Fee Estate in
the “air rights” is the $293,480 purchase option amount, as this is the amount the tenant could
purchase the property for at any time. In other words, no one would be willing to pay more than
this amount since the tenant could exercise the purchase option and buy it from them for this
same amount. If someone paid more, and the tenant exercised the purchase option, the buyer
would lose the difference. If fact, it is reasonable to conclude that a buyer would pay less to
protect themselves from the tenant exercising the purchase option.
The lessee is only obligated to make rental payments for the duration of the current option
period, and has no obligation to exercise either the final lease option or the purchase option.
This would suggest valuing only the income from the remaining lease period. However, the odds
of the tenant continuing to pay contract rent, exercising the final rental option, and even
exercising the purchase option are quite high for the following reasons:









The rent equates to only $.1375 per square foot of air right space
This is cut in half if you consider the two story retail structure that was built
This is very low compared to finished retail space rent
There is potential of a significant positive cash flow from renting the finished retail space
The two story structure is complete and the owner of the air rights controls the structure
The option purchase price is only $27.50 per square foot of air right space
This is cut in half if you consider the two story retail structure that was built
This is very low compared to finished retail space sale prices

Given the above facts, it certainly seems reasonable that the lessee would continue leasing the
air rights and eventually exercise both the lease and purchase options. The negatives that might
preclude this, and need to be considered, include the slow retail market as of the date of value,
high retail vacancies, and the difficulty obtaining and keeping tenants at the Plaza. Remember
that as of the date of value the proposed Entertainment and Sports Center was not being
considered so it would not have factored into a purchase decision.
Even considering the negative characteristics of the retail market, the benefits of the low lease
rate and option purchase price appear to be significant enough to entice the lessee into staying
at the property and exercising both the lease and purchase options. Based on this conclusion,
how would a buyer of the Leased Fee Estate in the “air rights” value this interest?
As discussed previously, no one would pay more than the $293,480 purchase option amount. In
fact, it is reasonable to conclude that a buyer would pay less to protect themselves from the
tenant exercising the purchase option: i.e., a buyer would discount the purchase option price of
$293,480. That way, if the lessee does exercise the purchase option the investor will receive the
initial investment (purchase price) back in addition to a normal return on investment.
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Direct Discount
A discount of say 20% seems reasonable. Discounting the purchase price option by say 20%
equates to a $234,784 investment price ($293,480 – 20%). This is a $58,696 discount from the
purchase option amount. At this price a buyer would receive a 7.5% annual return ($17,608.80
annual rent ÷ $234,784 investment price) as long as the tenant continues to make rent
payments prior to exercising the purchase option. Once the lessee exercises the purchase
option for $293,480, the buyer would receive a 25% return on investment ($293,480 purchase
option price ÷ $234,784 investment price).
Discounted Cash Flow
Another way to consider the investment is to use a discounted cash flow analysis (DCF) by
looking at the entire remaining term of the lease and the purchase option at the end of the
lease. Using an 8% discount rate, the indicated market value is $245,227.
Value of Entire Lease Term
Monthly Rent
Months Remaining
Discount Rate
Present Value Factor
Present Value of Rent

$1,467.40
193
8.0%
109.1169
$160,118

Purchase Option
Years Remaining
Discount Rate
Present Value Factor
Present Value of Option Price

$293,480
16.083
8.0%
0.2900
$85,109

Present Value of Rent & Purchase Option
Market Value

$245,227

Given these two scenarios, it is reasonable to conclude to $240,000 for the Market Value of the
Leased Fee Estate in the “air rights” created by the Lease and Option to Purchase Agreement.

FINAL VALUE CONCLUSION
Based on the investigation and analysis, described in the attached report, it is our opinion that
the Retrospective Market Value of the Leased Fee Estate in Air Rights in the Downtown Plaza,
and subject to the attached General and Extraordinary Assumptions and Limiting Conditions,
and Hypothetical Conditions, as of June 20, 2011, was: $240,000
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