Attachment C — C.S. for Ord. 190498, As Amended

=& LATHROP ERRY RIFFEL
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DIRECT: 816.460.5712

Main: 816.292.2000

FAX: 816.292,2001
JRIFFEL@LATHROPGAGE.COM
LATHROPGAGE.COM

2345 GRAND BOULEVARD, SUITE 2200
KANSAS CITY, MO 64108

October 21, 2019

Councilman Lee Barnes
City Hali, 22nd floor
414 E 12th St.

Kansas City, MO 64106

Dear Councilmember Barnes:

As you know, the Strata development team has been working on the Strata office project for
more than five years. Since our deadline to report to the Council is coming up this Thursday,
we want to report back on where we are and why it is critical to move forward now. There is
generally a consensus among the City Council and the market that downtown needs new Class
A office space. Kansas City has already lost job recruitment opportunities (Starbucks), not even
on the list for who knows how many other projects and being out hustled in each of our
competitive markets for sought after jobs due to our lack of available space.

Our proposal is to take air space that cusrently produces no taxes, no jobs and no activity and
turn it into the first high rise Class A office building in downtown Kansas City in 30 years at no
upfront cost fo the City. None.

We have listened to the Council's direction for us on this project. Therefore, we have further
modified our plan shown below to eliminate any City backstop and any participation in the Office
Building to make this transaction a garage only deal for the City.

Original H&R Block Plan for the Site from 2004

As a reminder, H&R Block, and its pariners, have definitive agreements from 2004 with the City
requiring the following:

. Develop a 250,000-350,000 square foot office building and associated parking on the
corner of 13th & Grand with agreed to limitations about impairing existing retail.

. Rely upon plans for this project that have been in place and known to all since 2004.

. Utilize infrastructure for this development that was built with the original construction of
the on-site Power & Light retail and entertainment district.

.. Use the then existing City approved financing plan, incentives and contracis for this

project which included a TIF plan that required the City to build approximately $85,000,000 of
structured parking from its general fund without any parking revenues for the City as well as
provide approximately $50,000,000 of additional tax incentives to the developer.
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Plan Changes Requested by Council

At ?he spe_cific request of many of you we have approached Councilmember and Chairperson
Shields with modifications and improvements to the existing plan within the 2004 agreement
guidelines as follows:

. 250,000 sf. Class A office building (approximately 16 stories)

. 750 cars of structured parking built in the same location and manner as outlined in the
2004 agreements

. The elimination of the current TIF plan and the City’s obligation to build parking out of
the general fund with no revenue to support the debt service.

. A revised financing plan that:

o Requires no upfront cash or general fund investment from the City

o Creates 1,100 jobs.

0 Allows the public sector to charge for parking and utilize all parking revenues that are

necessary to cover debt service and other expenses.
0 Provides the taxing jurisdictions with significant PILOT payment revenues (negotiated
with and agreed upon with the jurisdictions) in order to meet “Lucas Ordinance” thresholds.

s Puts the City commiiment in a last resort "backstop™ position on the garage only to
enable the most efficient, least costly financing for this element of the project.
o} Creates a structure through Port KC that allows AIMS zone revenues from the state to

significantly assist the City in paying for the debt service of the garage along with the earnings
tax and parking revenues.

City Led Proposed Improvements Since Last Citv Council Meeting

In order to make this financing proposal possible, we have made significant further modifications
of the already improved siructure from the last City Council meeting. Specifically:

. Developer has eliminated its request for the City to participate in the $27,000,000 office
building backstop or be a participant in any cash flows of the Office Building.

. City participation is now only as a backstop in the privately financed $36,000,000 parking
garage.

. After debt service and other payments (Port KC, City portion of PILOT) are paid on the
garage, excess revenues, if any, will be provided to the Developer whose financial obligations
now include the entire office building costs.

. The City will maintain 25% of earnings tax on the entire project for 22 years to help pay
for the parking garage and then recoup 100% of sarnings taxes.

. Port KC will further reduce its payments an additional 10% annually from the project.

Benefits for the City and Taxing Jurisdictions

The end result is that while the City and Taxing Jurisdictions are currently obtaining zero
revenue from the air space for the Strata project and under the 2004 agreements the City has
significant general fund obligations for the creation of the project, we have developed a creative
structure that will tum the project into a significant cash provider for the various public bodies at
no upfront cost for the public and create 1,100 jobs.
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Conclusion

We have met multiple times with the affected parties and council members on this project over
an extended period of time. Various tenants have been interested in the project but we have
been unable to commit since we do not have our base line City approvals. It was an eye opener
for various City leaders who recently went to Nashville and saw 2,500,000 square feet of
downtown Class A office coming on line in the last couple of years and observe 2,500,000
square feet in multiple high-rise buildings under construction when Kansas City has none.

Strata can be created through putting the City in a backstop position on a portion of the
financing for the parking garage only with no upfront City investment. Te compare the former
H&R Block agreement this compares to an investment of the City using 100% general funds for
significantly more parking at significantly more 100% out of pocket cost.

Sincerely,

Lathrop Gage LLP

Jerry Riffel

JDR/d
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