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Mr, Greg Blodgett .
Project Manager ‘ Sent via: greg1 @ci.garden-grove.ca.us

Garden Grove Agency Tor Community Development 714-741-5124
11222 Acacia Parkway, 3" Fioor :

Garden Grove, CA 82840

Re: Estimated Reuse Value — 800 Key Waterpark Hotel Site Proposed for Development by
McWhinney Enterprises — Constructed in Two Phases

Dear Mr, Blodgett

We have completed our analysis of the reuse value of approximately 11.7 acres {the "Site”) comprised of
property owned by the Agency ("Agency Properly”) and properly owned by third parties ("Third Party
Property”) located on Harbor Boulevard in Garden Grove, California. This letter is subject to the attached
statement of general assumptions and lmiting condiions. This document is supplemental to, and should
be read in conjunction with, the 33433 report provided to you dated March 22, 2010, which describes a
propossd 600-key Waterpark Hotel (Phase ). This 33433 report reflects a 200-key expansion {Phase i)
to the Phase | property, for a {otal of 800 keys by 2016.

Background

As noted in the previous 33433, the Garden Grove Agency for Community Development (*Agency™} plans ta
redavelop the subject site to eliminate existing condifions of blight. Garden Grove MXD, a Colorado limited
fiability company formed by McWhinney Real Estate Services ("Developer”} will build approximately 600 hote!
rooms with & 100,000 square foot water park and amentiies as described in our March 23, 2010 33433
report. In that report, Horwath provided an estimate of the reuse or residual value of the Site given the terms
and conditions of the proposed Disposition and Development Agreement {DDA} between the Agency and
Developer for 600 keys. Subseguent to that report, Agency has requested Horwath provide the reuse value
of the site based on a 200-key addition {Phase I}, for a total of 800 keys.

Conclusion

Assuming a scope of development as proposed by the Developer and the development costs (excluding land
cost), compared fo the estimated income and development values that can be reasonably expected from the
Project components, Horwath estimates the Project generates a negative reuse value inclusive of agency
assistance of $41,000,000.

This financial gap is consistent with general urban hotel development in the current market, resulting in
" significant barriers o entry with financial gaps noted in many developments.
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REUSE VALUATION APPROACH

The reuse or residual value is based on an analysis of the Project development. Since the Developer will
construct the property on the Site provided, the reuse value will indicate what the Site can be expected fo
support based on the economics of the planned hotel development and operation. Horwath used the Income
approach in establishing the reuse value of the Site. The residual value approach values the Site based on
the income generated by the Project and estimates the amount the Developer can afford to pay for the Site
givert the estimated market value of the Project, development costs and developer profit. The reuse value
assumes fhe terms of a $42 million bond and $5 million toward site/garage improvements in Phase | from
Agency, and & 50% share of the tax revenues ("Subsidy”) from transient ocdupancy (TOT), sales and real
property to the Beveloper (Phase [1).

Methodology
The highest and best use of the site, as presented in the March 23, 2010 33433, identified the site as a
redavelopment opportunity that will allow Hotels, Retafl, Dining and Entertainment development. The Site
will afford significant synergles as well as tax revenues {property, sales and transient occupancy) along
with other benefits such as jobs creation and a clean-up and redevelopment of the arsa.

Proposed Development — Phase I

For purposes of this analysis, the canstruction of Phase |1 will begin in mid-2014, with 2016 as the first fuli
operating year of the rooms addition. Since Developer in Phase ll will receive a Subsidy for this rooms
addition, a separate analysis of the 200 keys was necessary. This resul was then combined with Phase |
in order to determine an overall reuse value, A lower occupancy and average daily rate for the Phase 1
rooms was forecast, consistent with petformance declines expetienced afier the rooms addition at the
Great Wolf Waterpark Hotel in Grapevine, Texas. Further, Horwath also decreased the ratio of “other
revenue” as g ratic of room sales, basaed on information from Great Welf managemeni. A summary of the
water park hotel's estimated operating performance, broken down by the 600 key and 200 key scenarios
is shown in Addendum A,

Addendum B reflects 10 years of cash flows (in addition fo a residual year) for the Project, discounted to
present value dollars. The income column titled “Developer Subsidy” consists of an agreed upon §5
miflion contribution by Agency toward the construction of the parking garage and skte preparation as well
as a $42 milfion contribution through bond financing for the 600 key scenario, and the Subsidy described
previously for the 200 key addition. Finally, additional income will be generated from two ground ieases
{proposed restaurants). The net income streams for the Project were tofaled, and assuming market
capitalization rates and a discount rate of 13% (per Horwath), the cash flows were discounted back to
present value dollars to arrive af a market value based on the Income approach. As shown on the chart in
Addendumn B in the Addenda, the total combined market value of the Project via the Income approach is
estimated at $291 million.

Development Costs
Horwath is not an architecturai or construction fum and is not qualified to prepare precise development cost
estimates. Censiruction cost estimates were provided by the Developer for the development scenario,
which was compared with development cost estimates based on Horwath’s general knowledge of costs at
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comparable faciities as well as conversations with hotef and waterpark deveiopers, consultants and owners.
The actual development costs will undoubtedly differ from the Developer's current estimates and the
differences may be material. Nevertheless, for purposes of this analysis, Horwath increased the Developer's
estimate for time (inflation). Based on the residual methodology assumed for this analysis, the difference
between the market value via the Income approach and the tolal cost of development will equat the value
of the land. The detail provided on each development project is reflected in the chart in Addendumn C-1.
The combined development cost of the waterpark and hotel, as estimated by Horwath, totals $332 million
as of completion of construction {rounded).

Estimated Residual Reuse Value
The residual or reuse vajue is based on estimating the value of the completed and operating Project less all
development costs, The remainder represents the amourt the Developer could afford to pay for the Project
Site. '

Horwath has estimated the Project market value based on a curent market capitalization rate of 10.0% and
discount rate of 13%. This represenis the estimated yield required by purchasers of operafing hotels-of the
type planned, based on industry trends contained in the Korpacz Real Estate Investor Survey® Third Quarter
2009 {the most recent survey avallable).

The total indicated value of the Project is $291 million, after considering all Agency assistance. After
allowing for total development costs of $332 million, the Indicated residual value of the Project Site,
including Agency assistance, is a negative $41 million.

We appreciate the opportunity to present this analysis to you, if there are any guestions after you have
had the opportunity fo review i, please do not hesitats to cail us at your convenience. Thank you once

again for the opportunity to be of service.

Sincerely,

M (s t—

Florida T. Booth, MAI, CCIM
Managing Director
Horwath Hospitality & Leisure LLC

Holel, Tourism and Leisure
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STATEMENT OF GENERAL ASSUMPTIONS AND STANDARD LIMITING CONDITIONS

Limits to I iability: In connection with any cause of action resulting in fitigation, Consultant shall not be held liable for
any dollar amount which excesds the total professionat faes collected from the Engagemeant,

indemnification: Except as to consultant's gross negligence, Chlient shall indemnify and hold harmiless Consultant
from and against any and all rmatlers ansing out of or in connection with the Engagernent.

Legal Expenses: Any and afl legal expenses incurred by Consultant in defending or representing itself in connection
with the Engagement shall be the responsibility of Chieni.

Stafements and Esfimates: Any and all forward looking statements and estimates prepared by Consuliant are based
on assumptions that are inherently subject to unceriainty and varation. Consuftant does not represent of warrant that
the estimated results will actually be achieved. Client understands that the actual results wili differ from the estimated
results and that the differences may be material. The forward iooking statements and estimates are based, in part, on
the assumption of compeient and efficient management, ’

Economic and Social Trends: Consultant assumes no responsibiity for economic, physical, demographic, or other
factors that may affect or alter the findings of this Engagement if said economic, physical, or demographic factors were
not present as of the date Cohsultant completed its fieldwork for the Engagement. Consultant is not obligated to predict
future political, economic, or social frends.

Information Furnished by Others: Consultant was required to rely on information furmished by cther individuals and
organizations andlor found in previously existing records zndlor documents. Unless otherwise indicated, such
information is presumed to be refiable. However, no warranty, either express or implied, is given by Consultant for the
accuracy of such Information and Consultant assumes no responsibility for Information that is relied upon and later
found ©© have been inaccurate. Consultant reserves the right to make such adjustments to the anatyses, opinions and
conclusions set forth In the Report as may be required by consideration of addifional data or more reliable data that may
become available.

Hidden Condifions; Consuliant assumes no responsibility for hidden or unapparent conditions of the properly, subsoil,
ground water, or structures that affect the operation of the subject propery or render i more or less vaiuable. No
responsibillty Is assumed for arranging for engineering, geologic, or environmental studies that may be required to
discover such hidden or unapparent conditions. Consultant is not gualified to investigate or test for such hidden or
unapparent conditions. '

Hazardous Materials: Consultant has nof been provided any information regarding the presence of any matedal or
subsiance on or in aty portion of the subject property or improvernents thergon, which matedal or substance possesses
or may possess toxic, hazardous and/or other harmful and/or dangerous characterisfics. Unless otherwise staled in the
findings of the Engagement, Consultant did not become aware of the presence of any such material or substance during
Consuliant's inspection of the subject property. Consultant is not qualified to investigate or test for the presence of such
materials or substances. The presence of such materials or substences may adversely affect the operafing
performance and value of the subject properly. The estimates in the Repor, including any value estimates, are
predicated on the assumption that no such material or substance is present en or In the subject property or in proximity
thereto that would affect the operation of the subject properly or cause a loss in value. Consultant assumes no
responsibility for the presence of any such substance or materal on or in the subject property, nor for any expertise or
engineering knowledge required to discover the presence of such substance or material. Uniess otherwise staled, the
findings of the Engagernent are based on the assumption that the subjact property is in compliance with all faderal, state
and local environmenta! laws, regulations and rules,

Zoning and Land Use: Uniess otherwise staled, any and all estimates were formulated assuming the subject property
fo be in full compliance with all applicable zoning and land use regulations and restrictions.

Licenses and Permnits: Uniess otherwise stated, the subject property is assumned fo have all required ficenses, permiis,
cerfificates, and approvals required by legistative andfor administrative autherity from any and alt local, state, or national
govemments or from private enfifies and organizalions and thal the licenses, permits, cerlificates, and approvals can be
obtained or renewed for any use on which the estimates contained in the Report ars based.

Engineering Survey. No engineering survey has been made by Consultant, nor is Consultant qualified to perform an
engingering survey. Except as specifically staled, data relative to size and area of the subject property was taken from
sources considered reliable and no encroachment of the subject properly Is assumed to exst

Subsurface Rights: No opinion is expressed as to the value of subsurface oil, gas or mineral rights or whether the
properly is subject fo surface eniry for the exploration or removal of such maferials, except as is expressly stated.

# Horwath HTL
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STATEMENT OF GENERAL ASSUMPTIONS AND STANDARD LIMITING CONDITIONS

Maps. Plats and Exhibfis: Maps, plals and exhibits included in the Report are for flustration only to serve as an aid in
visualizing matiers discussed within the Report. They should not be conskisred as surveys or relfied upon for any other
purpose, nor shouid thay be removed from, reproduced or used apart from the Report.

Legal Matters: No opinion Is intended fo be expressed for matters wiich reguire legal expertise or specialized
investigation or knowledge beyend that customarily ernployed by real estefe Consultants,

Renovation and Development Costs: Consultant is not an architectural or construction firm and is not gualified o
prepars renovation andfor development cost estimates. Any and alf renovation and developiment cost estimates are
based on Consultent's general knowiedge of costs at comparable facilifies. The actual renovation andlor devefoprment
costs of the subject property will differ from Consultant's estimates and the differences may be material.

REght of Publication: Possession of the Report, or 2 copy of it, does not carry Mth it the right of publication. The Repor}
shall not be used for any purpose by any person other than the party to whom # is addressed without the express wiitlen

consent of Consultant.  In any event, the Repoit shall be used only with proper writien qualification and only in #s
entirety for its stafed purpose.

Testimony in Court Testimony or attendance in court or at any other hearing is not required by rzason of rendering the
Report, uniess such amangemeants are made a reasonable time in advance of said hearing. Furher, unless otherwise

indicated, separate arangements shall be made concerning compensation for Consultant's time to prepere for and
aftend any such hearing.

Archeologicat Significance: No investigation has been made by Consuitant and no information has been provided fo
the Consultant regarding potential archeclogical significance of the subject propery or any portion thersof. The Repori
assumes no portion of the subject property has archeclogical significance. :

Compliapce with the American Disabififies Act The Americans with Disabilties Act ("ADA") became effective

January 26, 1992. Consultant assumes that the properly is, or shal be, bea in direct compliance with the varjous defaied
requiremnents of the ADA.

Definitions and Assumpfions: The definitions and assumptions upon which analyses are based are sel forfh in
appropriate sections of the Report and are to be part of these general assumptions as if included here in their entirety.

Disseminafion of Material: Neither all nor any part of the contents of the Report shall be dgisseminated to the genaral

public through advertising or sales medla, public relations media, news media, or other public means of communication
without the prior written consent and approval of Consultant.

Distribution and Liabifity fo Third Parfies: Client may not distribute coples of the Report to third parlies without the

prior express written consent of Consuttant. In all cases, the Report shall be distributed in its enfirety only. Liabiiity to
third parties will nof be accepted. .

Use in Offeting Materials: Neither the Consultant nor the Report shall be referenced, nor shall the Report or any
portion of i, inchiding, but not limited to, any esimates, market surveys and refated data, concliusions, exhibits and
supparfing decumentation, be reproduced in any sale offering, prospectus, public or private ptacement memorandum,
proxy statement, or a document used in connection with & merger, Higuidation or other corporate transaction without the
prior written consent of Consultant,

# Horwath HTL
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