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Memorandum

To: Kevin SigRist
From: Doug Bennett \‘ ,
Date:  03/27/2007

Re: Peter Cooper Village Stuyvesant Town Partners, L.P.

I recommend we commit up to $ 250 million in the referenced partnership. This is a asset specified
closed end fund sponsored by two highly regarded real estate investment organizations, Tishman
Speyer Properties, L.P. and BlackRock Realty Advisors, Inc. Our real estate exposure will benefit by
this investment in several aspects. We will move closer to our allocation target, we will increase our
East Coast.exposure as well as our New York City exposure and we will add to our high return -
bucket. The investment vehicle itself is the least attractive element of this investment in that asa
closed end fund the Board will have virtually no control over the management of the real estate assets
including the disposition and exit. This impacts our ability to liquidate our investment at will, and
since the General Partner must approve secondary market transactions our options.there are
somewhat restricted as well. The sponsors are investors in the fund and are taking on a very high
profile asset on their own turf, hence they have good reasons to create a successful investment.

I want to point out that the sponsor’s investment strategy includes repositioning the property’s rental
structure and is discussed in the attached package. The repositioning will more than likely result in
short term cash deficits, hence no returns attributed to cash flows. This is not expected to change until
2011. We can not expect cash flow to produce returns and will thus rely solely on market driven
appreciation, a risky proposition when considering the market’s cap rate compression we have
already experienced in recent years. These results are projected to be an early years situation with
results improving and becoming attractive in the latter years of the investment hold period. The
investment hold period is projected to be seven years and we believe the proforma total return is
reasonable and achievable. :

If this recommendation is approved we will begin the necessary document review and perform the
remaining due diligence. '
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_Entities investing in the investor interests being offered are referred to as “Investor
- Limited Partners.” The Partnership acqmred the Property on November 17, 2006 (the
“Imtlal Closing”).

The Partnership holds its interests in the Property through twe subsidiaries that are
Delaware limited liability companies that will elect to be treated as real estate investment
trusts (“REITs”) for US federal income tax purposes (the “REIT Subsidiaries”).

I believe that an investment in the Fund will be beneficial to the overall Real Estate
portfolio for several reasons, including:

o]

Pre-Identified Investment. Unlike most other closed-end funds which are
essentially blind pool investing, the Fund has, and will have, one. pre-identified
investment which can be inspected and whose .due diligence can be reviewed.
Real Estate staff has done both and is satisfied.

Prior Manager Experience. The Board has previous experience, through it’s
experience investing in two open-end pooled funds, with one of the members of
the joint venture comprising the General Partner, BlackRock. Our experience has
been positive and we have confidence in the management team,

General Partner Strategy Experience. Both joint venture partners have
extensive experience in managing rent-regulated apartments.

New York City Exposure. This investment will help the Real Estate section
achieve greater exposure to New York City, an - area that has been
underrepresented in our portfolio. :

Favorable Fundamentals. Conditions in the Manhattan apartment market are
very favorable, with vacancy rates below 1% fueling double-digit rent growth
over the last year. The Sponsors believe that conditions will remain favorable in
the near term. :

Below Replacement Cost. The Property was acquired significantly below
replacement cost and significantly below comparable per-square-foot and per-unit

. prices in thé surrounding area. It is in excellent physical condition as a result of

$320 million of capital improvements made by the prior owner.

- SUMMARY OF TERMS

Purchase Price for Property:

$ 5,400 million

Closing Costs/ Reserves:

$ 890 million

Offering:

$1,165 million of Investor Interests




Minimum Investment;

$ 25 million unless waived by the Sponsors

Capital Structure:

$ 4,400 million debt
225 million Sponsor Equity
500 million Initial Investor equity
1,165 million Investor Limited Partner equity

$ 6,290 million

Closings:

On or about March 15, 2007 and thereafter as
determined by the Sponsors

Expected Hold Period:

Leverage:

70% loan-to-value, projected to reduce to 45% over
seven years based on anticipated increases in value

Interest Rate:

6.384% fixed

Return Target: -

Net internal rate of return of 13.5% for Investor
Limited Partners investing less than $100 million and
-13.8% for Investor Limited Partners investing at least
$100 million _

Adviéory Council:

Five members, including a designee of the Initial
Investor and designees of four investors selected by
the Sponsors from among the Investor Limited
Partners and investors in Partnership II. In addition
to the five voting members, up to two non-voting
members may be designated by the Sponsors.

Promote:

After each Investor Limited Partner has received a
@R internal rate of return, @M of the amount
otherwise distributable to such Investor Limited
Partner will be distributed to the Sponsors.




Bridge Financing Costs:

| Capital Markets, LLC serves as execution and

Prior to the acquisition of the Property, Guilford :
Funding Corporation (an entity for which Wachovia

syndication agent) (together with Wachovia
Corporation and its affiliates, “Wachovia™), Merrill
Lynch IBK Positions, Inc. (“Merrill Lynch”),
BlackRock Realty and Tishman Speyer agreed to
provide sufficient bridge financing for the acquisition
of the Property (in addition to the $225 million of
equity which BlackRock Realty and Tishman Speyer
intended to invest and subsequently invested) at a
cost of 3% of the amount committed, and an
additional 1% of the amount funded.

Each of the Initial Investor and Investor Limited®
Bartners will bear a charge equal to 3% of its capital
contribution on account of the bridge capital
commitment fees. This amount, together with a
return of 9% per annum thereon, from the Initial
Closing until fully taken into account in offsetting
distributions, will reduce amounts which would
otherwise be distributable to the partner.

In addition, each Investor Limited Partner will pay, at
the time it is admitted to the Partnership, an amount
equal to 1% of the bridge capital which its investment
replaces, together with a return of 9% per annum
thereon, compounded quarterly, from the Initial
Closmg to the closing date of its 1nvestment

Capital Contribution Catch-up

Each Investor Limited Partner will pay, at the time it
is admitted to the Partnership, an amount equal to a




| Payment: ' return of 10% per annum, compounded quarterly,
' from the Initial Closing to the closing date of its
¢ _ _ investmient on its pro-rata share of capital.

Final Closing: Early August 2007.
I : .
;
i PROPERTY DESCRIPTION
Peter Cooper  Stuyvesant 4
i Physical Characteristics Village ___Town Combined ;
Site Acres 19 61 © 80
Number of Apartment Units ._2,483 8,749 11,232
} * Building Addresses . 21 89 o 110
Building Structures T2l s 56
" Number of Floors' 16 130r14 n/a
' Enclosed Parking Spaces (6 Garages) n/a 2,260 2,260
Net Rentable Residential Area 10,237,607 sf
i ' Net Rentable Commercial Area : ’ 116,565 sf
Unit Summary (as of 12/31/06)
Stuyvesant Town ‘ 1BR 2BR 3BR - 4BR 5 BR Total
Total Units 4,533 3,726 452 1 37 8,749
Rent-Stabilized Units 3,061 2,758 379 - 31 6,229
Market-Rate Units 1,472 968 - 73 1 6 2,520
Average Unit Size (SF/Unit) 755 . 943 1,161 1.,753 1,684 860
Total Square Footage (SF) 3,422,567 3,515,168 524,794 - 1,753 62,296 7,526,578
Peter Coopér Village 1 BR 2 BR 3 BR 4 BR 5 BR Total
: . Total Units 1,210 1,251 21 1 - 2,483
{ Rent-Stabilized Units 772 950 17 1 - 1,740
Market-Rate Units 438 301 4 - - 743
Average Unit Size (SF/Unit) 947 1,223 1,590 2,441 _ - 1,092
{ Total Square Footage (SF) 1,145,813 1,530,968 31,807 2,441 - 2,711,029
Overview

’ - The Property is Manhattan’s largest apartment community, an entire neighborhood unto
itself set on 80 landscaped acres. Overall, the Property houses a total population of
approximately 20,000 people in 11,232 housing units. This self-contained “city within a




city” provides an array of amenities to meet the needs of both single adults and families,
including 15 playgrounds, 6 parking garages, tree-lined walkways and manicured
gardens, 24-hour patrolled security, fee storage facilities, concierge service, a community
center, and approximately 117,000 square feet of convenience-oriented retail and
professional office space. : ‘

Bordered to the north by the Kips Bay district, to the east by the East River, to the south
by the East Village and to the west by the Gramercy Park and Union Square districts, the
Property covers 18 city blocks and is over four times larger than the United Nations
headquarters, five times larger than Lincoln Center, and 20 times larger than Union
Square Park. The asset’s tremendous size allows for a level of autonomy unmatched
elsewhere in Manhattan, creating a serene enclave in the heart of New York City. This
unique synergy of rare amenities and exceptional urban convenience explains the
Property’s popularity since it was developed in the mid-1940s,

From that period until the sale of the Property in 2006, the prior owner operated the
Property as a substantially rent-stabilized residential. community. Deregulation of the
units commenced in 1999, following changes implemented by New York City’s Rent
Regulation Reform Act of 1993, Currently, 29% of the units are rented at market rates.
Over the past three years, the prior owner invested approximately $320 million in a
variety of capital improvements, including new roadways, enhanced security systems and
improved information technology. ‘

Competitive Advantages

In addition to the attractive location, tranquil setting and residential amenities, the
Sponsors believe that several key physical features of the Property should serve to attract
strong and continuing interest from the market. Among these are:

Stand-Alone Buildings in a Suburban Environment

Unlike virtually all other mid-rise residential properties in Manhattan, all of the buildings
within the Property are free-standing and surrounded by trees, playgrounds, pathways and
parks. As aresult, window-to-floor-area ratios are higher than in competing units.

Spacious Apartment Layouts

Most units within the Property offer generous proportions similar to those of apartments
in Manhattan’s pricier submarkets and offer a welcome alternative to the cramped
apartment buildings that characterize most competing buildings in the surrounding areas.
These expansive layouts are a particular advantage in attracting market-rate tenants.

Quality Features ’

In addition to expansive layouts and 8’4” to §°9” ceiling heights, apartments within the
Property include both windowed kitchens and bathrooms. Further, all units include wood
floors and thermal-insulated, double-pane windows. In Peter Cooper Village, two-
bedroom units also offer a second bathroom, a desirable feature.



Garages

The Property includes six separate underground self-park facilities with a total capacity
of 2,260 cars. On-site parking facilities, while common to suburban residential
communities, are rare within the Manhattan market. Convenient parking continues to
create a competitive advantage for the Property and a secure source of income. Enjoying
captive demand from the Property’s resident population, four of these parking facilities -

are currently at 100% capacity. As the Property converts to a market rate complex and
demographics change, demand for parking will significantly exceed capacity, putting
upward pressure on monthly rates. Affluent residents and families may also attract

~ visitors with cars, producing additional hourly parkers. A survey of garages surrounding

the Property illustrates that parking at the Property is substantially underpriced:

Monthly Daily Hourly

Garage Address Rates Rates Rates
Six Stuyvesant Town - $25-
Garages $329 30 n/a
333 East 14th Street $510 $40 $18/hr
211 East 18th Street $450 $28 n/a
130 East 18th Street $444 $24 $11/hr
329 East 22nd Street $400 $35 - $16/2hr
301 East 22nd Street $400 $32 $16/hr
329 East 21st Street © $400 $32 $14/hr
-318-322 East 23rd '
Street $390 $35 $14/hr
' $24/12
245 East 19th Street $390 $34 hr

Source: CBRE (CB Richard Ellis), August 2006.
Recreational Amenities

The East River Esplanade passes' along the Property’s eastern flank, providing residents
with easy access to biking, rollerblading, running and walking along the river. The East
River Esplanade is part of the Manhattan Waterfront Greenway, a 32-mile path that
encircles Manhattan. Recently the Department of City Planning began an extensive
program to redevelop the entire Greenway. Stuyvesant Cove, which is an integral
component of the Esplanade from East 23rd Street to East 25th Street, was recently
upgraded as part of this redevelopment project. This stretch of the esplanade is
immediately north of the Property and includes bicycle paths and walkways separated by
greenery and benches. The area also houses a variety of fitness clubs and facilities,
including the modern, extensively equipped Sol Goldman YMCA. :



Retail

Within its boundaries, the Property offers approximately 117,000 square feet of service-
oriented retail shops and professional office space where residents can find basic
neighborhood necessities, including groceries, banking, dry cleaning, movie rentals,
electronics and games. Current tenants include stores such as Starbucks, Citibank,
Lenscrafter Optique and several upscale local food markets/cafes. The retail and
restaurant offerings of nearby First Avenue continue to improve as well, a direct result of

. the Property’s increasingly affluent population.

Transportationv '

The Property is well served by public transportation networks. Access to one major
subway line is available directly adjacent to the Property. The Union Square subway hub
is just a few blocks away, providing access to several other major lines, as well as express

 trains to Midtown and Downtown Manhattan and direct one-stop access to Grand Central

Terminal. Convenient bus service includes cross-town options along 14th Street and -
23rd Street and north/south service along First Avenue, Avenue A and Avenue B. In
addition to public transportation, the Property is conveniently accessible by car and offers

six parking garages with a total of 2,260 spaces.
Nearby Residential Neighborhoods

While certainly a neighborhood unto itself, the Property benefits in significant ways from
its proximity to some of Manhattan’s most established and popular residential
neighborhoods, including Gramercy Park, Kips Bay, the East Village, Union Square and
Williamsburg, Brooklyn. A critical mass of residents in the area has fostered the
development of a wide range of neighborhood amenities, including prestigious schools,
fine restaurants, exciting entertainment venues and myriad retail options, which
seamlessly integrate the Property’s peaceful atmosphere with the excitement of central

Manhattan.

INVESTMENT STRATEGY

The Partnership intends to create significant value for investors with the implementation
of the following plans:

O Aggressively expand upon the prior owner’s efforts to pursue illegal tenancies
and drive the continued transition of regulated units, which are priced at 30-40%
of market rates, into market units, all in a manner fully consistent with existing
rules and regulations governing stabilized housing.

o Continue recent efforts to bring current market units in line with existing rental
rates (i.e., mark to market rental rates for current tenants who have enjoyed
substantially below-market rents in non-stabilized units).

o Reposition the property as an exciting, vibrant and desirable residential
community geared toward the core Manhattan rental market, thereby allowing for



market rents consistent with current Manhattan levels: This repositioning will
include a $100 million of capital improvements in addition to substantial service
enhancements and re-branding. : : : :
o Pursue operational efficiencies through leveraging the size and expertise of the
Partnership, including contract re-bidding, implementation of streamlined
procedures, and centralizing and automating key functions of the property
management staff. '

o Position the asset for a value-maximizing sale in m

Other strategies will constantly be evaluated including the possible conversion to
condominiums of Peter Cooper Village, which is the smaller of the two communities and
also has bigger units. The property possesses air rights which could potentially be
exploited also. Both of these strategies have not been underwritten and therefore
represent potential upside from the base case.

Backgroﬁnd on Rent Stabilization in New York City

Rent stabilization was introduced by the Rent Stabilization Law of 1969, which provided
- for the establishment of a Rent Guidelines Board with the power to establish levels of
rent increases for renewal leases and new tenancies. ’ '

- The rent of a stabilized unit may be increased in the following ways:

o Passive Increase: The rent will increase on newly executed leases for
stabilized apartments pursuant to rates established by the State of New York,
currently set at 4.25% for a one-year renewal and 7.25% for a two-year
renewal.

o Major Capital Improvements (“MCI”): The cost of certain building-wide
capital improvements may be added to the rent on a per-room basis in the
building or buildings that are improved. The law contains a definition of
capital improvements that qualify as MCIs. Generally, repairs do not qualify
as MCIs. Tenant permission is not required; however, the MCI must benefit
the tenants. The monthly MCI increase for each apartment is calculated by
dividing the cost of the improvements by 84, further dividing that number by
the number of rooms in the building or buildings that are improved and
multiplying the result by the number of rooms in the apartment. MCI
increases cannot exceed 6% in any year, but they may be carried forward to
‘increase rent in the future.

. 0 Vacancy Bonus: When a stabilized apartment becomes vacant (because the
existing tenants have moved out, died without a legal successor tenant or been
evicted), the rent may be increased 20% from the previous level on a two-year
lease or 20% less the difference between the two-year and one-year passive
increases (above) on a one-year lease (17% at today’s rates).



© Individual Apartment Improvements (“IAI”): The cost of certain individual

apartment improvements (including new appliances, renovated kitchens and

bathrooms) may be added to the monthly rent of the apartment. The cost of

- the improvements is divided by 40 and the result is added to the monthly rent
of the approved apartment. Normal apartment maintenance does not qualify.

In-addition to tenants moving out of an apartment voluntarily or dying without a legal
- successor, luxury decontrol (as described above) is also available with respect to
apartments that become vacant for the following reasons and would meet the $2,000
minimum monthly rent requirement on the next renting if the apartment had remained
under rent stabilization: _

* Non-Primary Residence: If an apé.rtment is not the primary residence of its
tenant, the landlord, after giving required notice, is not obligated to renew the
lease at thg end of the then-current lease term. :

-o Illegal Subletting: A Tenant may be evicted from a rent stabilized apartment if
the tenant sublets without obtaining the owner’s prior consent or if the owner has
consented to the sublet but the subtenant fails to vacate at the end of the approved
sublet term.

e Other Actions of Tenants: Landlords may also bring eviction actions to evict
tenants from stabilized or market apartments for nuisances, non-payment of rent,
illegal activities, and other lease and tenancy violations.

Conversion of Rent-Regulated Units at the Property

‘ Rent-stabilized units (which currently represent 71% of total units in the Property and, on
average, deliver approximately 30-35% of the rent for comparable market-rate units) will
be actively managed and converted to market-rate units as quickly as possible pursuant to
applicable regulations. The primary manner in which units are deregulated is as follows:
first, a unit is vacated for any number of reasons including non-renewal due to illegal
tenancy, the tenant’s relocation or other various personal factors that result in a return to
the landlord; second, the landlord renovates the apartment (at a current cost of roughly
$40,000 to $50,000); and third, by virtue of the renovation investment and allowed
vacancy-related increases, the unit’s allowed “regulated” rent passes the necessary
threshold of $2,000. Upon the occurrence of these events, the unit is deregulated. For
example, in general terms, if an apartment with a currently regulated rent of
$1,200/month is vacated and its lease terminated, then the vacancy increase would allow
a 20% increase (i.e., $1,200 to $1,440) and a $40,000 qualifying renovation would allow
a monthly increase of $1,000/month (i.e., 1/40® of the renovation cost), for a total
allowed rent of $2,440, which by virtue of being excess of $2,000, allows the unit to be
deregulated and leased for a specified market rent (e. g., $3,500/month).

A key factor for conversion is the pace at which the Partnership gets back apartments,
through both passive attrition (e.g., tenants leave for various personal reasons) and active
pursuit (e.g., non-entitled tenants or illegal sublessors are identified and their leases are
terminated or not renewed). It is the Partnership’s intention to pursue non-entitled (or
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illegal) tenants in an aggressive and accelerated manner, again in full compliance with
existing regulations. The pace of turnover has two components:

o Stabilized Annual Turnover: This is the annual attrition rate by which units
are vacated and taken back by the Sponsors by virtue of both passive and
active causes. In recent years under prior ownership, the rate at the Property
has averaged approximately 6% of the then-stabilized unit .stock per year.
This rate occurred under what had been characterized as a passive approach to
pursuing apartments, particularly illegal tenancies. The model used by the
Sponsors in evaluating the purchase of the Property assumes a stabilized
annual turnover rate of 8 This represents what will be a more aggressive .
approach to illegal tenancies and to reclaiming apartments in a manner more
typical of leading owners of regulated apartments in New York City.

o Phased-In Reclamation of Unit Backlog: In addition to the stabilized
annual turnover, the Sponsors believe that there is a substantial backlog of
illegal tenancies in the Property (including non-primary tenants who may be
simply using the apartment for a Manhattan pied a terre or who may be
illegally subletting their unit at market rents). With focused pursuit, the
Sponsors are seeking to recapture this backlog of units above and beyond the
annual @R turnover rate. The models used by the Sponsors in evaluating the
purchase of the Property assumes a total of approximate! yiill additional units
reclaimed over years 2-4 under this program (based on an annual rate of an
for years 2-4, or @R per annum above the @l stabilized rate). This @ik
unit figure compares with estimates of the potential backlog that have been in
the range of 1,200-1,600 total units.

Property Repositioning

In addition to deregulating more apartments and marking currently deregulated .
apartments to market rents, the Partnership plans to enhance profitability through a
substantial multi-year Property repositioning strategy. Currently, Stuyvesant Town and
Peter Cooper Village suffer from a modest image in the marketplace and a lack of full-
service amenities, such as a health club or shuttle bus service to key transportation hubs.
Furthermore, the overall quality of service to residents can be dramatically enhanced. By
addressing these key areas, the Partnership will seek to narrow the gap between rents at
the Property and rents in the broader Manhattan luxury market.

Leading rental properties in the Manhattan market regularly command rents that are often
15%-30% higher than comparable market-rent units at the Property. For example, a new
full-service rental project built across the street from Peter Cooper Village (at 23™ and
First Avenue) in 2002 is currently commanding rents of approximately $68 per square
foot (annually) or $3,700 - $3,900 per month for a one-bedroom (approximately 700 sf)
and $6,400 - $6,600 for a two bedroom (approximately 1,055 sf). At a recently
completed full-service rental property in the East Village (Houston and Bowery), recent
market rents have been estimated at $64.50/sf with one bedrooms at $3,600-$3,800 (680-
710 sf) and two bedrooms in the range of $5,200 - $6,200 (1060 sf — 1,190 sf). The
Property will continue to be positioned as an affordable option and good value relative to
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many of Manhattan’s leading luxury rentals, but it should also begin to lessen this
relative discount as its image and amenities are improved.

In addition, the Sponsors will pursue a strategic effort to differentiate the Peter Cooper
Village and Stuyvesant Town brand identities within the Manhattan rental market. The
two properties have historically been presented, branded and marketed as a single asset,
largely due to the shared circumstances of their construction and ownership. While
sharing many important features, the two properties already attract different target
tenancies, with Peter Cooper Village attracting a generally older, more affluent rental .
clientele (and being perceived as part of the Gramercy Park east and near Madison
Square areas) and Stuyvesant Town attracting a younger, often apartment-sharing
clientele focused on the proximity to the East Village and Unjon Square. A rebranding
strategy will seek to optimize the respective strengths of the two properties, and in
particular, should allow Peter Cooper Village to be positioned as a more luxurious
product. :

A key component of the Sponsors’ investment strategy involves completion of a variety
of capital projects designed primarily to support the repositioning, marketing and leasing
efforts and to significantly improve the Property’s market appeal. The Partnership plans
to invest approximately $160 million for improvements and renovations that are expected
to enhance the Property’s overall appeal. Approximately $60 million of this amount will
be spent to complete projects begun, but not finished, by the prior owner. These projects
include new intercom systems, elevator modernizations, building lobby renovations,
security card systems and various other “back-of-house” items. Going forward, the
Sponsors expect to invest an additional $100 million in more visible improvements that
will have a positive impact on the Property’s image and help position it as a desirable
residential location. Improvements under consideration include:

On-property fitness facilities;

Updated architectural and landscape elements;
Improved lobby and unit designs;

Improved lighting and signage;

Enhanced gateways to the Property;

Shuttle buses to transportation hubs or business districts;
Roof decks; ‘
Party rooms; and

Children’s playrooms.

It is believed that this new package of amenities, coupled- with a more inviting public
environment and an intense focus on resident service quality, will help to positively
reposition the property.

Operational Efficiencies

The Partnership intends to create significant value by leveraging the expertise of Tishman
Speyer and BlackRock Realty to realize operational efficiencies on the Property. As a first
phase of uncovering operational efficiencies, the Partnership is re-bidding the Property’s
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maintenance contract, which represents roughly §il of the annual operating expenses. In

- addition, the - Partnership will implement new, streamlined procedures for several key
functions, such as apartment renovations and painting, waste removal and procurement.
Moreover, by centralizing and automating more of the functions of the on-site property
management staff, the Partnership can increase productivity of the current staff to deliver
better quality to tenants for less cost.

Exit Strategy

The Partnership’s pro forma financial projections assume a sale of the Property after a period
of SIS during which the Sponsors will have repositioned the Property and created a
substantially market-based environment. Unless the Sponsors decide to sell the Property, the
sale of the Property may be initiated by Tishman Speyer or BlackRock Realty, subject to
giving the other a right of first offer. The actual timing of the sale of the Property will depend

~on many factors, including, but not limited to, the performance of the Property, the market for
residential properties, and the status of the capital markets generally:

The Sponsors’ projections of returns to investors are based on operating the Property as
rental housing until the Property is sold. The Sponsors may elect to convert portions of
the Property to condominiums or cooperatives but have not factored the projected returns
from those activities into their projections.

ISSUES

o Fees. The Fund has some fees associated with it that can be deemed high, or
unusual. In order to close on the deal the Sponsors had to arrange for bridge
financing which is anticipated to be reduced by limited partner commitments.
The bridge financing was expensive, 3% of the amount committed and an
additional 1% of the amount funded (plus 9% per annum interest). There also is a
transaction charge (equivalent to an acquisition fee) of gl basis points,
depending on commitment amount (we would pay ' basis points at our
recommended investment amount), which is not offset at all against management
fees. Lastly, there is a 10% capital catchup payment. It is important to note that
not all the fees are payable up front. The transaction charge, 3% bridge
commitment fee, and asset management fees are all deferred in that they are paid
out of future cash flow distributions (the property will not have positive cash flow
after debt service until 2011). These high fees are mitigated somewhat by the low
asset management fees of §basis points (for investments of S« million).
Typical closed end fund asset management fees are 1-1.5%. Additionally,
because there is an identified asset associated with the Fund we would not be
paying asset management fees on ‘“committed” capital. I do note, however, that
the asset management fees are based on annually appraised value, and the General
Partner picks the appraiser, while most funds charge based on contributed dollars.
Expensive bridge financing is often needed for New York City transactions
because of the compressed closing and due diligence periods sellers are able to
demand so it is not surprising to see it in this deal.
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o Environmental Issues. Consolidated Edison operated a manufactured gas plant v

(MGP) and three related storage facilities at various times between the middle of

- nineteenth century and the mid-1940’s. The operations of the MGP, which

converted coal and other feedstocks into gas, generated substantial amounts of
hazardous wastes. Other prior uses of the Property include a variety of industrial
operations. Urban fill material containing contaminants was placed on the
Property in connection with the construction of the existing residential
developments. Both soil and groundwater beneath the Property are impacted by
contaminants including coal tar, petroleum, volatile organic compounds, semi-
volatile organic compounds and metals. Areas of concern that may require
remediation or mitigation include shallow soils' (urban fill), deep soil
contaminated with MGP wastes, free floating product, groundwater contamination
(including migration off-site), soil vapor intrusion and indoor air quality.
Assessments to date suggest that these conditions do not pose a significant risk to
tenants, and the General Partner is not aware of any claims filed by tenants or
other individuals alleging personal injury arising from exposure to these
environmental conditions.

Under applicable federal and state laws, the Partnership (as well as other current
and former owners and operators of the Property) is potentially liable for
contamination at the Property. However, in 2002, as part of an effort by the New
York State Department of Environmental Conservation (“NYSDEC”) to address

.contamination at former MGP sites throughout New York State, Con Ed signed a

Voluntary Cleanup Agreement (“VCA”) with NYSDEC in which. it agreed,
among other things, to investigate and remediate contamination related to MGP
wastes on the Property to residential standards. Pursuant to the VCA, Con Ed has
performed investigations of soil, groundwater and indoor air at the Property and is
scheduled to propose a set of remedial actions to NYSDEC in the third quarter of
2007. At the present time, it is uncertain what remediation NYSDEC will
ultimately require Con Ed to undertake, how such remediation may impact the
Property, or whether remediation of non-MGP-related contaminants not addressed
by the VCA will be separately required. In addition, under the VCA, Con Ed
reserved the right to seek recovery of its costs from other potentially responsible
parties, including the prior owner and the Partnership.

o ——— &Y.
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has acquired insurance covering third party claims for personal
injury and property damage (but not for the costs of remediation) relating to
environmental conditions at the Property.
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The General Partner believes that the environmental risks associated with the
Property are manageable, understood and will likely be Iargely addressed by Con
Ed through the ongoing VCA process.

Negative Cash Flow After Debt Service. The Partnership expects to have
negative cash flow after debt service until at least 2011 and during this period
must rely on its reserves to pay interest on the Ten-Year Debt. The Partnership
established a debt service reserve of $400 million at the Initial Closing. The
Sponsors’ projections assume a debt service shortfall of approximatel Sl
million. Unless net operating income from the Property increases materially, the
Partnership will not be able to meet its interest payment obligations, in which
event it would default on the Ten-Year Debt. I believe the underwriting 1s
appropriate.

Recent Litigation. The main allegation from the 4 previous tenants is centered
on the J-51 program, which is a New York City program that offers real estate tax
abatements and exemptions for units that are rent stabilized. The tenants allege
that under the Rent Stabilization Law, as a condition to receiving such tax
benefits, the units must remain rent stabilized until the J-51 benefits for those
units expire, which they allege for PCV-ST is in 2017 or 2018.

Per their interpretation of the Rent Stabilization Law, units at a property receiving
J-51 benefits cannot be deregulated. Thus, they claim that as the units at PCV-ST
were receiving these benefits, the market rate units at the Property were 111egally
deregulated.

BlackRock and Tishman believe that the tenants’ have misinterpreted the law
related to the J-51 program. The Partnership’s interpretation is that only units that
became subject to rent stabilization SOLELY by virtue of receipt of J-51 benefits
cannot be deregulated. Since units at PCV-ST were rent stabilized PRIOR to
receiving J-51 beneﬁts, the Partnership believes that the tenants’ claims in this
action are without merit.

Additional Notes on the litigation:

1. The partnership’s interpretation of Rent Stabilization Law in relation
to J-51 has been supported by the New York State Division of Housing
and  Community Renewal (DHCR), the agency that administers rent

) stabilization.
2. The tenants association had looked into using the J-51 statute as a
potential method for blocking the sale last year, however upon further . -
investigation decided not to pursue it.
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o Lack of Full Townsend Due Diligence. We are comfortable with one of the
Sponsors, BlackRock, as we have invested in two of their other funds and have
comfidence in their management and the organization. Townsend did not prepare .
a paper on the Fund because of insufficient client interest. Most of their clients

* are much smaller than the Board and consequently any commitment to this Fund
would be making a big bet in terms of percentage of the real estate portfolio
(especially in gross investment dollars). Townsend has, howaver, provided us
with a Prudent Man Opinion Letter.

o Liquidity. The Fund is a closed end fund and hence the SBA has no controls
over liquidity issues other than those stated in the terms of the partnership. This is
mitigated by the investment helping the asset class achieve its High Return target
as stated in the Real Estate Strategic Plan.
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COMMITMENT UPDATE

The Fund has closed on $725 million in equity. Of this, ame from

G :nd QAN fon cach of the Sponsors. Additionally,
SN o5 committed AQMNJEENNNY. The - has

committeddl] d a @i} _ is considering
committing {@lmnillion. If we commit $250 million that leaves $615 million
remaining for the Sponsors to syndicate. The final close is scheduléd for early
August. :

RECOMMENDATION

I recommend approval of a $250 million commitment to the Fund subject to
satisfactory negotiation of fund documents, including a side letter.

Concurrence;

/ 307 /e

Doug Bennett Date

Attachments: Summary of Principal Terms

Biographies and Management
Townsend Prudent Man Opinion Letter
Pictures and Site Plans

Fee Calculation

17





