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Peter Allen, Adjunct Professor
Stephen M. Ross School of Business
University of Michigan

701 Tappan Street

Ann Arbor, M| 48109

December 11, 2009

Dear Peter,

SPS Properties is eager to present our proposal for “Library Gardens,” an innovative mixed-use development proposed for the publically owned land ad-
jacent to the Ann Arbor Public Library. The Library Gardens project will build off the strengths of existing uses to add vitality to the Midtown area of Ann
Arbor, and to create a destination point for the entire region.

Library Gardens is a three structure mixed-use, green development that will offer much needed amenities to the core of downtown Ann Arbor. The project
will include retail, office, and residential. It will also incorporate a major hotel and conference center, community center with ice rink in the winter, and a
5,000 square foot pedestrian plaza. These amenities will be designed and built to pedestrian scale in order to excite the surrounding sidewalks, promote
business for our adjacent neighbors, and encourage a downtown feel.

SPS Properties is confident that the Library Gardens project meets the needs and community goals of the City of Ann Arbor, the Downtown Development
Authority, surrounding neighborhoods and businesses, as well as Ann Arbor citizens and visitors. This ambitious development will be a source of great pride

for the City of Ann Arbor. We are pleased and very excited to present this proposal to you and the community.

Sincerely,

Scott Pitera, MUP Michael Schiemann, MAcc Saritha Sudhakaran, MUD
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concept and design:

The area for the proposed Library Gardens development is located off
5th Avenue between Liberty St. and William St. in downtown Ann Arbor,
Michigan. The proposed project will take advantage of the newly con-
structed, subterranean, public parking deck and the proposed Ann Arbor
Public Library building to create a unique and exciting public space down-
town. Library Gardens is a 267,265 square foot mixed use development
spread across three main buildings. It includes 21,372 square feet of retail
stores and an upscale restaurant, along with 36,070 square feet of office
space, and 41,550 square feet of residential units. It also incorporates a
9,150 square foot publically funded Community Center, containing and
an auditorium and outdoor event area.

The development will feature a luxurious 159,123 square foot hotel. The
hotel will include approximately 87 guest rooms, a health center and spa
available to the public, and a major conference center. The conference
center amenities will be connected to the newly constructed Public Li-
brary via a raised walkway, to create a sense of shared space for a new
age of business centers. The development will use ground floor retail,
public art, a 5,000 square foot public pedestrian plaza, and an all-season
public event area to excite the street and promote business for adjacent
neighbors.

stakeholder analysis:

Countless stakeholders have an interest in the Library Gardens develop-
ment. Everyone from local businesses, public agencies, neighbors, con-
sumers, commuters, and others have a stake in the success of the project.
The needs and concerns of all stakeholders must be considered during
the planning and development process to limit opposition to the project,

while insuring its success through increased community “Buy In”.

market analysis:

Considering the weak regional economy in Michigan, the best criteria
to decide on this project is to look at national and regional trends. The
market for sprawling suburban style residential and commercial develop-
ments has crashed. The only successfully completed projects are mixed-
use developments that promote walkability. Library Gardens will provide
Ann Arbor with needed residential, office, and amenities by emphasizing
human scale design and downtown feel.

financial analysis:

The goal for the financial aspect of this project is to create favorable re-
turn on investment. A construction loan will be the first round of financ-
ing, along with SPS’s own equity, and bond proceeds from the City of Ann
Arbor which will be paid off through tax increment financing. Once com-
pleted, the project will be secured by a permanent loan. SPS will operate
and manage the property until it is deemed prudent to liquidate the asset

from our portfolio.



project objectives

SPS Properties is thrilled to introduce the Library Gardens project concept
to the Ann Arbor community. Library Gardens will build off the existing
strengths of the newly constructed subterranean parking structure and
newly renovated Ann Arbor Public Library building to redevelop the Mid-
town area of the downtown. The project objective of SPS Properties is
to construct a mixed-use, multi-structure, green development complete
with retail, restaurants, a hotel, community facilities, and public open
space. Specific project goals include:

¢ Create a public plaza to excite the street and encourage pedestrian
interaction

e Create a link to public transit to encourage alternative modes of travel
to the site

¢ Create a connecting walkway and shared space with the newly
renovated Ann Arbor Public Library

e Work with the Ann Arbor Downtown Development Authority (DDA) to
create a public/private partnership in order to incorporate underground
parking, a community center, and an outdoor recreation area in the
Library Gardens development

e Create an authentic and unique mixed use property that promotes
walkable urbanism and adds vitality to the Midtown area

e Incorporate a major hotel and conference center into the development
in order to continually encourage professional groups and associations to
visit downtown Ann Arbor

e Create a new and exciting architecturally significant destination point
for the entire region

e To strive to create a financially successful project that will generate fa-
vorable return on investment

visioning process

Beginning in early 2003, the City of Ann Arbor Downtown Residential
task force began working with Calthorpe & Associates to assess the cur-
rent Downtown Ann Arbor zoning and design restrictions. The process
involved working with community members, City Council, the Planning
Commission, and the DDA to determine if the current development poli-
cies would meet the future needs and desires of the City’s residents.

Beginning in 2006, the City of Ann Arbor has taken steps to revise its zon-
ing and development policies from a traditional “Euclidian” model to a
more form based approach, in order to add more density and character
to the downtown. The proposed Library Gardens development will fall
into the Downtown Core area and the Midtown Character District as des-
ignated by the new guidelines. SPS Properties will work closely with City
planning staff to insure that Library Gardens meets these restrictions.

The Ann Arbor Downtown Development Authority has shown their inten-
tion of developing the Library Gardens site through direct capital invest-
ments in the area. The DDA has used public funds to construct a subter-
ranean parking structure on the site, which was designed to allow future
construction to be built on top of the structure. The DDA has also stated
its intention to install new streetscape infrastructure on Fifth Avenue and
Division Street in order to make the streets more pedestrian friendly and
attractive. The streetscape improvements will include bike lanes, new
tree planters, sidewalk furniture, and pedestrian scale LED street lights.
SPS Properties intends to form a partnership with the DDA to insure that
the Library Gardens project incorporates their vision for the site.

A snapshot of the Division/ Packard intersecti A pshot of the D fPackard intersection
prior bo improvements. after mitial improvements,

source: www.a2dda.org



concept

In keeping with community visions, City goals, and regional and national
trends, SPS Properties will develop Library Gardens as a walkable mixed-
use development. During the planning, design, and development process,
SPS Properties will continually strive to excite the streets surrounding the
project, and encourage alternative modes of transportation to the site.

The Library Gardens development will bring various amenities to the
downtown core of Ann Arbor, including: retail, restaurants, residential,
office space, a major hotel and conference center, community facilities,
and an exciting outdoor public plaza. Design considerations will be made
to insure that Library Gardens compliments the Ann Arbor Public Library
and Blake Transit Center, and does its best not to encroach and over-
whelm surrounding residential uses. We will also work with local busi-
nesses and community organizations to make accommodations insuring
that Library Gardens becomes an asset to the surrounding neighborhood.
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regional analysis

Southeast Michigan

The Southeast Michigan region, or Detroit Metro region, is the main
population center and economic driver for the state of Michigan. Still re-
covering from the drastic and sudden decline of the U.S. auto industry,
many officials in the region are working hard to attract a diverse mix of
industries and knowledge workers. Many communities continue to com-
pete over major commercial development opportunities. However, many
municipalities are still operating with archaic zoning requirements that
encourage suburban green-field development and discourage mixed-use
infill development. These cities have failed to adjust to the current na-
tional trends in real estate, and could be missing out on incredible devel-
opment opportunities.

Ann Arbor

The City of Ann Arbor is located 36 miles from the City of Detroit and
has a population of close to 114,000. The City is home to the Univer-
sity of Michigan, one of the nation’s leading academic institutions. The
University along with its faculty and students help to create one of the
most unique and exciting college town atmospheres in the Midwest. Ann
Arbor has received numerous national awards from various publications
claiming it to be one of the best places to live in the country. Despite the
weak regional and state economies, Ann Arbor has shown its economic
resilience by continuing to attract new businesses while retaining a strong
pool of young knowledge workers.

Downtown

Ann Arbor’s downtown is one of the main destination areas for the entire
region. Its mix of retail, restaurants, and entertainment venues create a
unique character that attracts visitors from all over the country, especially
during one the many festivals that occur year-round. Ann Arbor was re-
cently named one of the Midwest’s best “Food Towns” by Midwest Living,
because of its wide variety of fine and casual dining. There are

approximately 1,200 other businesses located in Ann Arbor, including a
growing Google Inc. office, along with a wide array of other services,
government offices, and recreational facilities.

source: www.wikipedia.org

There are four vibrant retail areas within the downtown: Main Street,
State Street, Kerrytown and the student oriented South University. Li-
brary Gardens hopes to build off the strengths of these existing areas,
while creating a dynamic new commercial district.



Midtown

Library Gardens will be built on the Public Library site in Ann Arbor’s
“Midtown” neighborhood. The Midtown neighborhood is located two
blocks east of historic Main Street and two blocks west of State Street.
The downtown core of the city is currently dominated by these existing
retail areas. However, through the Library Gardens project and its ameni-
ties, SPS Properties hopes to add vibrancy to the Midtown area. By build-
ing off the existing strengths of Main Street and State Street, Library Gar-
dens will add something new and exciting in the downtown.

site analysis

The Library Gardens development site is located in Ann Arbor’s “Down-
town Core” zoning district, contained within one city block in the Mid-
town area. The site is bounded by Liberty Street to the north, William
Street to the south, 5th Avenue to the west, and Division Street to the
east. The site is surrounded by a mix of land-uses. It is immediately adja-
cent to the Ann Arbor Public Library building, local businesses and offices,
the UM Credit Union, the Kempf House Museum, and multiple private
residences. The surrounding area is a mix of retail, residential, and insti-
tutional government buildings.

The Ann Arbor Downtown Development Authority is currently construct-
ing a subterranean parking structure on the site, with the necessary foun-
dations to build mid to high-rise structures above it. Library Gardens will
take advantage of this new parking structure, by building directly on top
of it. The Ann Arbor Transit Authority Blake Transit Terminal is located
directly across the street from the Library Gardens site, giving visitors an
immediate public transit connection to the site.
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stakeholder analysis

Countless stakeholders in the Ann Arbor community have an interest in
the Library Gardens development. The needs and concerns of all stake-
holders must be considered during the planning and development pro-
cess to limit opposition to the project, while insuring its success through
increased community “Buy In”. SPS Properties will work with stakehold-
ers throughout the development process to insure that the project has a
positive impact on their community experience.

City of Ann Arbor

In recent years the City of Ann Arbor has made an ambitious effort to
rework its planning and land-use policies in order to undertake a new
vision for the downtown and the City as a whole. By changing their down-
town zoning laws from a traditional “Euclidian” model to a more modern
form-based approach, they have served as a catalyst for exciting new de-
velopment in the downtown. By creating such innovative height and FAR
standards, the City has made it clear that they wish to “densify” and build
up the core of Ann Arbor.

Downtown Development Authority

The Ann Arbor Downtown Development Authority continually strives to
make direct investments in their downtown district in order to assure that
it remains a unique and exciting regional destination. They have shown a
specific interest in revitalizing the midtown core of the City. They have
proven this interest through their reconstruction of the public library
parking lot, and their desire to form a public-private partnership for a
new development on the site. The DDA has also published specific con-
ceptual ideas for the design of the site, which call for a mixed use devel-
opment with significant amounts of dedicated public space. The Library
project has made design provisions to meet these project goals.

Ann Arbor Public Library

The proposed renovation of the Ann Arbor Public Library will surely make
the Library one of the great public land marks of downtown Ann Arbor.
The notable building design, along with the construction of Library Lane,
and the small public plaza on the northwest corner of their property has
provided Library Gardens with multiple features from which to build off

of. Through our development design and project concept, SPS Properties
has acknowledged what a great asset the Public Library is to the down-
town.

Proposed Library Elevation
Source : Ann Arbor Public Library

Ann Arbor Historic Commission

The Ann Arbor Historic Commission works to protect the historical char-
acter of many Ann Arbor neighborhoods. There are multiple historic sites
in close proximity, if not directly adjacent to our site. SPS Properties will
take steps throughout the development process to insure that these sites
are not harmed. The historic character of the midtown neighborhood is
one of the many assets we hope to build on as part of this project.

Germantown Neighborhood Association

The Germantown Neighborhood Association is an organization of resi-
dents who live just south of William Street, within close range of the
proposed Library Gardens development. Beverly Strassman, one of their
most active members, has advocated to the development team that the
project should incorporate provisions for public space and a community
center that is accessible and inviting to the surrounding neighborhood.



downtown businesses

Locally owned businesses are one of the most important economic, cul-
tural, and social drivers of the downtown Ann Arbor experience. There
are several local businesses adjacent to the site, which have the potential
to be affected by the development. SPS Properties will continue to work
with these businesses throughout the development process to insure
that their needs and concerns are addressed. Some businesses have al-
ready given input to the design team:

Jerusalem Gardens

Mr. Ali Ramlawi is the long-time owner of the Jerusalem Gardens Restau-
rant located off of 5th Street just south of Liberty. He mentioned that his
business is mature and popular within Ann Arbor, and he acknowledged
that whatever uses are incorporated as part of the Library Gardens devel-
opment would have a negligible effect on his customer base. However, he
did acknowledge how a hotel / conference center would help neighboring
businesses, and how a large public space could add vitality to the area.

Herb David Guitar Studio

The Herb David Guitar Studio is another long-time fixture of the midtown
neighborhood; located directly on the busy corner of Liberty Street and
5th Avenue. Much like their neighbor Jerusalem Gardens, the owners of
Herb David said that they have a unique business with unique customers
that have little chance of being affected by Library Gardens. However,
they did indicate how they have personal interests in seeing more shared
public spaces, and a possible community center in the area.

Seva

The owner of the Seva restaurant on Liberty Street has shown great inter-
est in the development of the site. He discussed multiple options that he
felt were a good fit for that site, including a Hotel / Conference Center,
complimentary retail, or a public space. However, he was very concerned
about the disruptions to his business due to the construction of the proj-
ect. SPS Properties will take great efforts in the construction staging pro-
cess, to work with neighboring businesses to insure that effects are mini-
mal.

Adjacent Property Owners and Tenants

Several properties, including the Denali Condo Development, the Michi-
gan Square Office Building, the Historic A.L. Noble House, and the Kempf
House Museum have the potential to be encroached on by the SPS Prop-
erties development. The development team will make efforts to meet
with these owners and their tenants during the development process.
This will give the stakeholders a chance to express their thoughts and
concerns, and allow the development team to resolve possible issues.
The UM Credit Union and the Carriage House of the A.L. Noble House
will be directly impacted by Library Gardens. SPS Properties will purchase
the UM Credit Union building and rely on the City to obtain the Carriage
House property for the proposed Community Center.

University of Michigan

The University of Michigan is the main economic and cultural driver of the
Ann Arbor region. Over 50,000 U of M students, faculty, and staff call Ann
Arbor home. The University and its community of students are integral
parts of the city and important parts of the Library Gardens development.
The development team will be sure to consider the needs and concerns
of this important group during the development process.

Ann Arbor Transit Authority

The AATA Blake Transit Terminal is located directly across of 5th Avenue
from the Library Gardens development. With the various amenities that
Library Gardens will contain, it is expected that many of the visitors will
travel via transit to the site. With this in mind, the development team has
made design considerations to insure that pedestrian access is safe and
encouraged.



Federal Building

The Federal building will be forced to deal with increased vehicle and
pedestrian traffic due to the Library Gardens project. The development
team will keep open dialogue with their representatives to insure that
their operations are not disrupted as a result of the development.

Ann Arbor Community

The Ann Arbor Community is a diverse and exciting demographic of peo-
ple from every walk of life. The students, residents, commuters, and visi-
tors to Ann Arbor will be the main patrons of Library Gardens and it is
because of this that the development team considers them our greatest
stakeholders.

Ann Arbor is a wonderful place with many amenities. Library Gardens
seeks to build off those assets and offer the community something excit-
ing and new. The downtown currently lacks a major hotel and conference
center, as well as a major public plaza. Library Gardens wishes to bring
those things to the core of Ann Arbor, creating an exciting and fun place
to visit that will serve as a bridge between the existing State Street and

Main Street commercial corridors.

¥ Fed Bldg Parking Access | ]
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Accomodating neighbors during construction
Source : www.a2dda.org

concept

Library gardens is a 267,265 square foot mixed use development that will
provide approximately 21,372 square feet of retail, 36,070 square feet of
office space and 41,550 square feet of residential space in downtown Ann
Arbor. The Floor Area Ratio (FAR) for the development is approximately
335%. The proposed project will take advantage of the newly construct-
ed, subterranean, public parking deck and the proposed Ann Arbor public
library building to create a unique and exciting public space downtown.

The design concept for the site stemmed from the proposal of creating
a series of individual public plazas that lead into the main library plaza.




A complete renovation of the existing Liberty Plaza into a neighborhood
space is a part of the proposal. This plaza would lead into the ice rink and
performing space that is flanked on the south by the community center
that will serve the residents of Ann Arbor. The main 5,000 square foot li-
brary plaza will be dedicated to public use, creating a gathering space and
providing a much-needed amenity that downtown Ann Arbor currently
lacks. The overall programming of the plaza and public space was guided
by Project for Public Spaces’ attributes for a great place. The four major
attributes of sociability, uses and activities, access and linkages, and com-
fort and mage provide a framework for evaluating the site’s design.
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Sociability

The commercial uses of the buildings surrounding the plaza are a major
draw to the space and provide evening entertainment. In addition to this
activity, the plaza has its own-programmed spaces that encourage
sociability and interaction.

The amphitheater provides additional space for the library programming
as well as for outdoor concerts, plays, and speakers during the warmer
months. In winter, this amphitheater stage area is converted into a public
ice skating rink. This feature makes the space operational and inviting
year-round. Activating the space during cold months creates an oppor-
tunity for further programming, year round making the site much more

attractive to, residential and commercial users alike.

The arrangement of space in this design capitalizes on the various desti-
nation points within the site. By coordinating programming, the opportu-
nity for the success of the Downtown Diag and surrounding commercial
space is very strong.

Uses + Activities

In winter, this amphitheater stage area is converted into a public ice
skating rink. This feature makes the space operational and inviting year-
round. Activating the space during cold months creates an opportunity
for further programming, making the site much more attractive to, resi-
dential and commercial users alike.

The arrangement of space in this design capitalizes on the various desti-
nation points within the site. By coordinating programming, the opportu-
nity for the success of Library Gardens and surrounding commercial space
is very strong.

Comfort + Image

The library is the central focal point, and the layout of the site directs pe-
destrian flow to and from the library through the redesigned mixed-use
block and plaza. The library will be redesigned so that the northeast wall
is rounded and entirely glass which allows views from every floor. There
is a space for a café and outdoor patio on the second floor, which invites
visitors to the library to observe the activity below. On the east wall of
the library, adjacent to the newly developed mixed-use buildings, there
will be a stretch of outdoor reading “rooms” with seating to provide a
more private place in which to read. This is one area of the design, which
creates a pocket park to separate the large group meeting areas from
smaller, private areas.

By incorporating a hierarchy of space the plaza becomes usable to a vari-
ety of people and uses. The architectural design of all the new buildings
and the redeveloped library rely heavily on traditional materials like brick
and stone, and the facades are intended to resemble those found in a
historic downtown. On taller buildings, setbacks and terraces will be used
to alleviate the dominance of the structures.



This historic appearance provides a smoother transition into the resi-
dential areas on South Division and East William, where Victorian-style
homes are the norm. Keeping in line with the traditional town center ar-
chitectural style, the plaza will be hardscaped using brick pavers mixed
with more modern pocket parks. The concept calls for representing the
experience of discovery at the library within a shelving framework. The
elements of color and geometric structure are applied to emphasize sig-
nificant areas of the plaza. The geometric pattern is found in the layout of
the glass inlays and the overhead structures covering the outdoor seating
area and the trellis in the east side pocket park.

The wall layout of the library outdoor reading rooms is arranged in this
pattern, and will be constructed of translucent colored glass blocks. Col-
ored glass tiles are incorporated in significant areas of the design, includ-
ing Liberty Plaza, the amphitheater stage, the children’s area and the
library entrance. The back wall of Liberty Lofts will be treated with a
mosaic in the same material. Translucent, inlaid glass will run through the
site, framing space and providing visual interest. At night, the glass will
be lit from underneath. The glass is primarily a design feature but could
potentially serve a more functional purpose. Possible applications include
providing daylight to the parking beneath the plaza, and if designed as
shallow culverts, the glass could be used in channeling storm water to
onsite storage infiltration areas.

Proposed Parking Structure Design
Source : www.a2dda.org

Access + Linkages

There are four entrances to the development core. The majority of pe-
destrian traffic entering the site will come from Liberty Avenue. Currently,
Liberty Plaza is unsafe and under-used. It lacks visual or physical connec-
tion to the Kempf House Museum next-door. To accommodate these is-
sues, the plaza will be re-designed as one of the main entrances to the
site. The new design uses the current footprint, but brings the plaza to
street grade and features a fountain, seating and landscaping. In the new
design, the grade change allows for more visibility and pedestrian move-
ment into the plaza as well as between the plaza and the Kempf House.
The changes create a safe, more accessible space, and allows for a stron-
ger relationship to the surroundings.

The second main entrance to the site will be through the building at the
corner of 5th Avenue and Liberty Avenue. This mixed-use building is dedi-
cated to retail on the first three floors, and is integrated into the public
portion of the development by providing views in and out through a glass
atrium on the plaza side. The first floor retail will be arranged in an arcade
style and lead from a corner entrance to outdoor seating in the plaza.

The library and the “Liberty and Fifth” building can be accessed from in-
side and outside of the plaza. The front of the library will have a one way
drop off lane that runs to the front entrance. An additional entrance to
the site will be placed mid-block on 5th Avenue at the interior Library
entrance. This opening is wide enough to allow for emergency vehicles
to enter the plaza area. A fourth entrance is located mid block on South
Division and provides a more discrete entrance point for residents living
east and south of the site.

Automobile + Bicycle Parking

All automobile parking will be located in a 677-space underground park-
ing structure. Two points of access are provided: the first is on Fifth Av-
enue alongside the library building, the second is located on South Divi-
sion. By locating the access on one-way roads, traffic congestion in the
parking deck will be kept to a minimum. Spaces for approximately 50 bi-
cycles will be located at throughout the development site.



green architecture

SPS Properties is aware of the moving trend towards sustainable develop-
ment and we have decided to certify the buildings under the LEED rating
system. LEED examines all the building systems, pre and post develop-
ment for environmental impacts, from use of green construction materi-
als to energy efficiency. SPS Properties is committed to earning LEED Gold
certification from the U.S. Green Building Council for new construction.

Attaining this level only will add a five percent premium over our con-
struction costs according to a LEED cost study conducted by KEMA, an en-
ergy consulting company. SPS Properties believes this premium will result
in higher financial returns in the future as clients have a shifting prefer-
ence for green buildings. LEED certification also reduces operating costs
and increases the property’s value. Our operations will continue reduce
our environmental impact on a daily basis with environmentally friendly
cleaning products and continuous improvements from technological ad-
vances.

Greenspace will be provided with a mixture of lawn, gardens and tree
stands throughout the site. These areas are to be planted with a palette
of native species and alternative lawn grasses such as Purple Love Grass
and Pennsylvania sedge. The site’s location and function as a central
gathering space for Ann Arbor residents, calls for incorporating the native
landscape to represent the values and interests of the people using the
site. In addition, these species will decrease maintenance issues and pro-
vide an unexpected twist on the traditional landscape. The bulk of the
gardens will be located near the entrance at Liberty Plaza, making them
visible from the street. The vegetation will also provide a buffer to South
Division residences.

Safety is a concern in most public areas, and our site is no exception. The
plaza is open and free of sight obstructions. The outdoor reading area for
the library is the only enclosed space on site with walls kept to a maxi-
mum height of 3 feet and constructed of translucent, colored glass. The
inclusion of residential and commercial uses that will remain open late
make the site make the site safer.




market study

Ann Arbor Economy

As the national economy remains in the process of exiting a major re-
cession, state and regional economies continue to lag behind national
recovery trends. Considering these factors, SPS Properties decided that
the best criteria from which to decide on this project are at the local level.
Despite the economic turmoil that surrounds it, the City of Ann Arbor has
remained somewhat resilient, considering the national and state trends.
Despite the loss of the major Pfizer research facility, the University of
Michigan and the University of Michigan Health System continue to be
stable and expanding economic bases for the City. The downtown Google
Inc. office is also expanding, planning to bring close to 1,000 additional
jobs to downtown Ann Arbor. For these reasons, SPS Properties antici-
pates an increased demand for downtown retail, office, and housing in
the near future.

Ann Arbor Real Estate

With the current “bottoming-out” stage in the economic cycle, coupled
with the recent drop in real estate values around the country, SPS Proper-
ties will be forced to make certain market assumptions in order to assure
the success of the Library Gardens project. Current commercial vacancy
rates in Ann Arbor are estimated by practitioners to be close to 7-10%,
with an official vacancy rate of 12.95%, as reported by Swisher Commer-
cial at the end of last year. However, the downtown market has a sig-
nificantly lower vacancy rate because of its prime location and appeal. By
locating downtown, we estimate that we will only experience a maximum
5% vacancy for the retail and office components and a 4% vacancy rate
for the residential aspect. These commercial rates, despite reflecting the
ongoing recession, are still notably better than many similarly sized cit-
ies in the Midwest. Despite perceived market weaknesses, SPS Properties
anticipates an ongoing economic recovery and viable commercial market
by the time Library Gardens is underway and ready to begin the leasing
process.

Development Potential

SPS Properties is confident that the mixed-use Library Gardens project
will bring increased vitality to the Midtown neighborhood of Ann Arbor.
Library Gardens will create much needed community space through the
construction and dedication of a 5,000 square foot public plaza adjacent
to 5th Avenue. The project will entail the construction of three main
buildings. The first building will be located directly adjacent to the plaza,
and include first floor retail along with 3 floors of offices and 5 floors of
residential apartments.

The development will also feature a luxurious 170,215 square foot hotel
on the lot currently occupied by the UM Credit Union. The hotel will in-
clude approximately 100 guest rooms, a health center and spa available
to the public, as well as a major conference center. The conference center
amenities will be connected to the newly constructed Public Library via a
raised walkway, to create a sense of shared space for a new age of busi-
ness centers.

The third building in the development will be a community center fi-
nanced with public dollars as part of the public / private partnership SPS
Properties intends to enter into with the Ann Arbor DDA. The community
center will include an auditorium as well as indoor and outdoor recre-
ational facilities. In the winter months, the outdoor facility will be con-
verted into an ice skating rink in order to create a year-round destination.

All three structures will be built either on top of or directly adjacent to
the new publicly financed subterranean parking structure. This structure
will make it easy for visitors to drive to the Library Gardens development.
However, considering the proximity to the AATA Blake Transit Center and
the pedestrian oriented design, it is the hope of SPS Properties that Li-
brary Gardens will attract pedestrians and public transit riders as well as
cars.

The development as a whole adds needed retail space, office space,
resi-dences, and public amenities to the core of downtown Ann Arbor,
creating a new and exciting destination point for local residents and visi-
tors from throughout the region.



political - legal analysis

Historic and Zoning Districts

All parcels associated with the Library Gardens development are within
the Downtown Development Authority taxing district, which enables SPS
Properties to work with the DDA on this public/ private project. The site
encroaches on both the East Liberty and William St. Historic Districts. The
Community Center will be constructed on land that is currently occupied
by the detached carriage house of the A.L. Noble House, which is slightly
within the William St. Historic District.

According to the new downtown Ann Arbor Zoning Restrictions (A2D2 Re-
quirements), the Library Gardens site falls within Ann Arbor’s “Downtown
Core” zoning designation. The core zone restricts land-uses within the
district to mixed-use, with ground floor commercial required for primary
street frontage. It also sets a 180 foot height limit, and a Floor Area Ratio
limit of 400% (700% if the project includes premiums). There are numer-
ous premiums within the code that allow developments over 400% FAR.
Library Gardens will incorporate:

° Public parking
° Green Construction and sustainable design
° Allotment for residential uses within the development

Considering the incorporation of these premiums, SPS Properties intends
to build over the 400% FAR limit. The mixed-use building adjacent to the
public plaza will have a final FAR of 168%, while the hotel structure’s FAR
will be 686%. Combining the parcels will result in a FAR of 335%.

Public/ Private Partnership

SPS Properties will partner with the Ann Arbor Downtown Development
Authority (DDA) in order to leverage public and private funding for public
amenities within the Library Gardens development. These public ameni-
ties will include the underground parking structure, streetscape improve-
ments, proposed community center, and public open space. The DDA has
shown it is willing to partner with private developers on projects that
will offer public amenities and bring increased vitality to the City of Ann
Arbor.

Property Acquisition — Assemblage

In order to complete the Library Gardens project, the SPS Properties and
DDA partnership will be required to obtain various parcels. The bulk of
the project will be completed on land already owned by the City of Ann
Arbor. The lot currently occupied by UM Credit Union will be purchased
by SPS Properties in order to construct the hotel building. The DDA will
negotiate for the acquisition of land currently occupied by the A.L. Noble
carriage house in order to build the community center structure.



overview

The goal of financing the Library Gardens project is to create a favorable
return on investment for the partners of SPS Properties, LLC. The proj-
ect has been broken up into several phases to mitigate the development
risk. Development phases include pre-construction, construction, sales
and operations. SPS plans to operate and manage the property until it is
deemed prudent to liquidate the asset from our portfolio. Financing for
the project will come from three sources: SPS Properties’ equity, an Ann
Arbor Development Authority Tax Incremental Financing (TIF) and private
debt financing.

A construction loan from a traditional lending institution will be the first
round of financing, with the down payment coming from bond proceeds
from the City of Ann Arbor, which will be paid off through tax increment
financing. The construction loan provides financing for land purchases,
demolition, design and planning, LEED certified construction, and an ap-
propriate contingency allocation. The loan is secured by a mortgage on
the completed project, and funds are drawn out evenly over the term of
the loan. The loan will also be secured by the land acquired but not by the
city owned lot since we do not have title. Construction loans do not have
monthly payments but require an interest reserve account. This reserve
account contains the amount of interest that will be paid on construction
loan. The bank requires this so that they are assured to receive the full
amount of interest due on the construction loan at the end of the term.
The interest rate for the construction loan is based on a premium over
the prime interest rate. Construction costs for Library Gardens total ap-
proximately $64 million, which includes $1.8 million for land acquisition
and demolition of existing structures, construction costs of $50 million
and additional costs of $12.4 million.

Once construction is completed with the budgeted two-year timeframe,
the project will be secured by a permanent loan. The construction loan
and interest reserve account will be paid off with financing from the per-
manent loan and the down payment will come from SPS Properties’ eg-
uity. Should there be any need for additional equity, SPS Properties will
seek out capital infusions by taking on new partners. Current commercial
loans have a maximum 15 year term with an average annual fixed interest
rate of 7.94% according to a November 25, 2009 Capital Alert by Mar-
cus & Millichap. SPS Properties would prefer to source the loan from the
same traditional lending institution that made the construction loan, but
it will shop around to find the best terms for the permanent loan.

SPS Properties will operate and manage Library Gardens until it is deemed
prudent to liquidate the asset from our portfolio. During design and site
planning, SPS Properties will secure a tenant for the hotel. The hotel will
be occupied through a triple-net lease, and thus SPS Properties will not
manage that property.

development risks

Real estate development projects are susceptible to various risks that can
cause a less optimal financial return. The national real estate market has
been depressed for the last year and a half, with many analysts claiming
the bottom is coming soon or has passed. Therefore, it is expected the
economy will experience growth during our development. We believe we
are positioned well to take advantage of the return to normalcy from sup-
pressed property values. However, if there is a delay in design, planning
and approval, the property may not experience the full growth potential.

Currently construction has slowed and thus there is a bargain for new
construction pricing. If we were able to commence construction now, we
could take advantage of the low pricing. Although we are already in the
design process, our consultants estimate it will take one year to reach the
construction phase. By this time, construction prices may have increased
and our cost estimating may need to be reassessed to determine the fea-
sibility of the project. In addition, current financing is at one of the lowest
periods in history, albeit financing is tight. If SPS Properties is unable to
enter the construction phase within a considerable amount of time, our



financing costs will increase considerably. On the other hand, the de-
pressed market has made banks require a lower loan-to-value ratio, and
thus SPS Properties may benefit from waiting until financing terms loosen
and a smaller down payment would be required.

In addition, the hotel segment of the development depends on the acqui-
sition of the UM Credit Union property. We are assuming we will pay the
fair market value of the land as well as a 20% premium. However, if the
owner is unwilling to sell, SPS will need to reevaluate the project. Using
our most probable scenario factors, developing Library Gardens without
the hotel will actual be more profitable. To make the hotel feasible under
these assumptions, the tenant must have a monthly minimum of rent
of $212,110.58. SPS Properties is willing to develop the hotel as an act
of good faith towards the city although it will reduce the overall project
return.

PROPERTY TYPE COST PER SF
OFFICE $181.68
RETAIL $181.68
APARTMENT $161.95
HOTEL $194.74

key assumptions

Numerous assumptions were made in forecasting the financials of the
Library Gardens development. Our key assumptions are presented in Fig-
ure 1in the Appendix. The data was gathered through consultations with
Peter Allen, public information, and real estate assessments and analyses
from professional firms and previous development proposals. Construc-
tion costing estimates were obtained from the 2010 RS Means Square
Foot Costs using an Ann Arbor cost modifier. To best estimate the cost
of each property type for the mixed use development, we utilized cost-
ing information for offices, apartments and hotels, adjusting for design,
square footage and building height. Cost per square foot is presented in
the following table. Complete costing information is detailed in Figure 2
in the Appendix.

timeline

The table on the following page represents the current, estimated time-
line for the Library Gardens project.

The project is divided into several phases to maximize efficiency and re-
duce development risk. Pre-construction will consist of the purchase of
the UM Credit Union, the finalization of design, site planning and approv-
als, and the securing of a chain hotel operator. Before construction can
begin on Library Gardens, the underground parking structure must be
completed by the city. We believe by the time we finalize our pre-con-
struction phase, the city will be nearing or fully complete with the struc-
ture. While constructing may begin on the mixed-use building, it cannot
begin until the existing structure of the UM Credit Union is demolished.
Overall, construction will last approximately two years. Although this con-
struction schedule may be aggressive, we have built in a contingency pro-
vision we feel is sufficient to cover delays.

Once construction is complete, SPS Properties will operate and manage
Library Gardens, with the exception of the hotel. The partnership cur-
rently expects to continue operating the property into the near future,
but will continually analyze the market to see if selling the property would
be a financially wise decision.



Library Gardens Development Timeline
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tax increment financing

Tax Increment Financing will be used in the development of Library Gar-
dens to ease the financial burden placed on SPS Properties. It is a tool
developed to assist in the development of eligible properties in desig-
nated TIF districts. Library Gardens falls into the TIF zone established by
the Ann Arbor Downtown Development Authority (DDA). The DDA will is-
sue public bonds and then provide the upfront capital as the equity down
payment on the construction loan. After construction is completed, the
parcel’s property tax assessment value will have increased significantly,
thus generating more tax revenues for the city. The DDA will then use
the increased property tax proceeds to pay the interest on the bonds.
SPS Properties estimates they will be able to receive proceeds of approxi-
mately $16 million from a DDA TIF, based on a partner’s experience with
TIF approvals.

sensitivity analysis

Based on the number of key assumptions that can affect the project,
we conducted a sensitivity analysis to determine how an unfavorable
or favorable case would impact our projected return. The analysis var-
ies several key assumptions, such as the permanent loan interest rate,
the construction cost per square foot, the projected rent, the vacancy
rate, and the annual increase in rents and operating expenses. The full
sensitivity analysis is presented in Figure 3 in the Appendix. Our worst-
case scenario predicts a ten percent unfavorable assumption change. This
scenario results in a negative before tax cash flow (BTCF) for the next six
years. Our best-case scenario predicts a ten percent favorable assump-
tion change. This scenario results in a positive before tax cash flow for
the next six years and a return on equity of the net present value of the
BTCF of 55.95%. The probability of either scenario occurring is low, as the
middle range of assumption fluctuations is likely to result in less dramatic
deviations from the realistic scenario’s projected returns.

finanical summary

To evaluate the financial return of the Library Gardens development, we
looked at before tax cash flows (BTCF) and the taxable income. Since the
property generates tax losses from loan interest and depreciation for sev-
eral years, we decided not to calculate after tax cash flows because the
tax losses would be allocated to the partners of SPS Properties, which
could be used to offset other income they have from salary or other in-
vestments. If there is taxable income generated from the partnership, it
will flow-through to the partners and will be taxed according to their in-
dividual tax circumstances. In the first two years, the BTCF is negative
meaning the partners will need to contribute further equity to the part-
nership. From year three and onward, the development experiences a
positive BTCF. The taxable losses from the first two years will be able to
be carried forward for up to twenty years to offset future income. There-
fore, the partners will not owe taxes based on the partnership operations
until year five.

By discounting the BTCF with the US 30-year Treasury rate (4.39% as of
12/08/09), the net present value of the cash flows for the most likely sce-
nario is $501,839.42. Since this is a positive number, the project makes
sense financially for the investors. The return on equity of the present
value of the cash flows is 4.02%, which is the amount of risk premium
over the risk free rate (30-year Treasury). While this return of essentially
8.41% may not be attractive to some investors, the partners of SPS Prop-
erties view this as a favorable return and have concluded Library Gardens
is a worthwhile investment. The full financial analysis summary for the
most probably scenario is presented in Figure 4 in the Appendix. Figures
5 and 6 present the financial summary for the best and worst case sce-
narios, respectively.
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Library Gardens - Finance Summary - Worst Case Scenario
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Library Gardens - Floor Plan

Property Location:

Approximate Parcel Size: 1.2 Acres =

On South Fifth Streets Between East William Street and East Liberty Street

52,272 Square Feet

Retail, Office, Apartment Building

Description SF

1st Floor Retail 14,280
2nd Floor 11 Offices 14,280
3rd Floor 11 Offices 14,280
4th Floor 6 Offices 7,510
5th Floor Apts - 4 (2br), 3 (1br) 7,510
5th Floor Apts - 3 (2br), 3 (1br) 7,510
7th Floor Apts - 4 (2br), 3 (1br) 7,510
3th Floor Apts - 4 (2br), 3 (1br) 7,510
3th Floor Apts - 3 (2br), 3 (1br) 7,510
Costing for Offices
Face Brick with Concrete Block Back- Cost per SF
up - Steel Frame Total SF

Additional Costs - Offices
Zlevator 4 Stops

Smoke Detectors
Zmergency Lighting, 25 watt, battery operated

TV Antenna, Master system, 100 outlet

Jirectory Boards, Plastic, glass covered 30" x 20"
Closed Circuit Surveillance, One Station

Clock System 20 room

Total Additional Costs

3500# capacity

Costing for Apartments
Face Brick with Concrete Block Back-

up - Steel Frame

Cost per SF
Total SF

Additional Costs - Apartments

Zlevator 6 Stops 3500# capacity
Smoke Detectors

=mergency Lighting, 25 watt, battery operated

TV Antenna, Master system, 100 outlet

Jirectory Boards, Plastic, glass covered 30" x 20"
—aundry Equipment
Appliances

Total Additional Costs

8,000 per unit

Costing for Retail
Face Brick with Concrete Block Back-

up - Steel Frame

Cost per SF
Total SF

Additional Costs - Retail

Smoke Detectors

=mergency Lighting, 25 watt, battery operated

Safe, Office type, 1 hour rating 30" x 18" x 18"
Total Additional Costs

2 bed room 1000 SF
1 bed room 850 SF
Apts - 4 (2br), 3 (1br) 6550
Apts - 3 (2br), 3 (1br) 5550
Useable SF per Apt. Floor 6384
1 bed room 15 Units
2 bed rooms 18 Units
Offices 28 Units
Retail Stores 3 Units
Total Useable Common Space %
Retail 14,280 14,280 N/A
Office 36,070 30,660 15%
Residential 37,550 31,918 15%
Total 87,900 76,857
FAR 168.16% 147.03%
181.68
36,070 $ 6,553,309.42
258,115
77,095
152,200 334.80%
8,099
861
5,572
605
1,875
16,000
$ 185,212.00
$ 6,738,521.42 TOTAL Office Cost
161.95
37,550 $ 6,081,222.50
180,200
18,938
1,435
6,567
605
8,000
264,000
$  479,745.00
$ 6,560,967.50 TOTAL Apartments Cost
181.68
14,280 $ 2,594,434.67
1,224
287
7,200

$ 8,711.00

$ 2,603,145.67 TOTAL Retail Cost

$15,902,634.59 TOTAL BUILDING COST




Property Location:

Approximate Parcel Size:

Hotel - Floor Plan

24,823

On East William Street Between South Division and South Fifth Streets

Square Feet

1st Floor

2nd Floor

3rd Floor
4th Floor
5th Floor
6th Floor
7th Floor
8th Floor
9th Floor
10th Floor
11th Floor
12th Floor
13th Floor

Description

Retail

Restaurant

Hotel Lobby/Services
Unload Area/Landscape
Restaurant
Spa/Exercise/Pool
Business Center / Conference
Hotel

Hotel

Hotel

Hotel

Hotel

Hotel

Hotel

Hotel

Hotel

Residential

Costing for Hotel

Glass and Metal Curtain Walls - Cost per SF

Steel Frame Total SF

Additional Costs - Hotel

Closed Circuit Surveillance, One Station
Elevator, Electric passenger, 10 stops
Emergency Lighting, 25 watt, battery operated
Laundry Equipment

Sauna, Prefabricated, compete 6'x9

Smoke Detectors

TV Antenna, Master system, 100 outlet
Total Additional Costs

Hotel

SF

1,000

2,592

5,373

2,000

3,500

8,372

23,778

18,000

18,000

15,500

15,500

13,000

13,000

10,800

10,800

7,000

4,000

194.74
170,215

1,875

472,000

3,731

114,900

8,550

30,358
20,099

Total Useable Common Space %
Retail 1,000 1,000 N/A
Restaurant 6,092 6,092 N/A
Hotel 159,123 136,061 15%
Residential 4,000 3,800 10%
Total 170,215 146,953
not included in FAR FAR 685.71% 592.00%

This floor connects to the new Library for shared space of conference/business center.

18 Standard Hotel Rooms

15 Standard Hotel Rooms
15 Standard Hotel Rooms
12 Standard Hotel Rooms Number of Rooms
12 Standard Hotel Rooms 100 Hotel Rooms
9 Standard Hotel Rooms 1 Residential Penthouse

9 Standard Hotel Rooms 101 Total Units
7 Standard Hotel Rooms

3 Standard Hotel Rooms

1 Residential Rooms

194.7371092

$ 33,147,177.05

$ 651,513.00
$ 33,798,690.05
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