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EXPLORATION OF CAPITOLA CITY HALL SITE USES

1. INTRODUCTION

1.1  SITE DESCRIPTION

This Study explores potential re-use options for the Capitola City Hall site and the adjacent
Pacific Cove Parking Lot. The City Hall site is 40,500 square feet (or just under one acre) and is
currently occupied by the City’s administrative offices, City Council Chambers, a Community
Room, the Capitola Historic Museum, 28 parking spaces, and the Police Department. The
Pacific Cove Parking Lot is approximately 70,000 square feet (or 1.5 acres), and has 234 public
parking spaces. The two sites together comprise 2 2 acres, owned by the City of Capitola,
currently occupied by public uses near the heart of Capitola Village.

The goal of this Study is to examine possible alternative uses for the two combined sites to best
utilize their strategic location near the Village, taking into account the City’s economic
development goals and other community priorities. This Study also examines issues surrounding
the options for moving City civic functions to another site or rebuilding them at the current City
Hall site as part of an overall site redevelopment.

Please note that this Study, funded by the Community Development Block Grant (CDBG)
Economic Development Program, is limited to a review of the City Hall/Pacific Cove Parking
Lot sites, and does not include options for the adjacent city-owned Pacific Cove Mobile Home
Park site.

This Study addresses a number of issues regarding the City Hall site and Pacific Cove Municipal
Parking Lot, as outlined below.

1.2 STRATEGIC LOCATION NEAR VILLAGE

The combined City Hall and Pacific Cove Parking Lot site is in a vital strategic location adjacent
to Capitola Village, and has the potential to offer important economic revitalization to current
Village businesses and uses.

Thousands of visitors come to Capitola Village every year from all over the country and the
world, and Capitola has been named one of Sunset Magazines top five small ocean towns in the
nation. This means high seasonal levels of traffic and parking shortages, but does not always
translate into vibrant economic activity. In fact, in recent years Village businesses have seen their
real-dollar sales decrease, sometimes dramatically.

The seasonal nature of beach retail is a hardship for many of businesses. And while vacancy rates
in the Village have remained low, businesses have turned over at a relatively high rate in recent
years. Although the Village remains a significant tourism destination, its retail stores have
underperformed. In particular, patronage by Santa Cruz area residents, which could address the
seasonal nature of Village retail, remains an untapped market. The shortage of parking convenient
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to the Village area and the limited availability of visitor lodging accommodations are key concerns
that need to be addresses as a part of any economic development plan for the area.

1.3 UNDERUTILIZED CiTY HALL AND PACIFIC COVE PARKING LOT SITE

The City’s 2005 Economic Development Strategic Plan identified the current City Hall site as
underutilized. The 40,500 square feet site is occupied by a two-story structure of 10,500 square
feet, plus 900 square feet for the museum and historic cottage, which creates a building footprint
that occupies about one-quarter of the usable property. A significant portion of the City Hall site
is currently used to provide 28 surface parking spaces in front of the building. These parking
spaces are used mainly for City Hall-related activities and parking for the Police Department.

The Pacific Cove Parking Lot site provides 234 surface parking spaces. A more efficient use of
the site could include a parking structure with a greater number of spaces and improved
accessibility and connection to the Village area.

1.4 POTENTIAL FOR VILLAGE GATEWAY

At present the current City Hall site does not provide a clear sense of entry or connection to the
Village from Capitola Avenue, and accessing the Village from the Pacific Cove Parking Lot does
not provide a comfortable pedestrian pathway. New buildings, reconfiguration of the parking lot,
and potentially new uses on the City Hall site could help establish a gateway, providing a sense of
clear arrival in the Village, and using design and pedestrian elements to connect the parking area
more distinctively with the Village. New development has the potential to offer synergy with
existing businesses, and provide new customers as well as increasing the number of employees
working in the area.

1.5 VILLAGE PARKING SHORTFALL

The Pacific Cove parking lot provides parking for City Hall visitors and provides the largest
parking area serving the Village, however it still falls short of providing the spaces that the Village
needs.

The 2008 Capitola Village Parking Study identified a minimum shortfall of 176 parking spaces
needed to adequately serve current uses. In addition, any new development in the Village (such
as the proposed new hotel at the Capitola Theatre site), must address how it will provide parking
to serve the new development while maintaining or improving the Village’s existing pedestrian
orientation and design. Addressing the existing parking shortfall and providing parking for new
development is critical to improving the economic outlook of Capitola Village. A reconfiguration
of the Pacific Cove Parking Lot could be developed to accommodate these needs.

1.6 CiTY’S FIRST RESPONDERS IN FLOODWAY

Another critical issue facing the City is that the City’s first responders are currently located in the
floodway. This includes the City’s Police Department, and the independent Central Fire District
Capitola Station. In the case of a flood emergency, Capitola as a coastal town may not be able to
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respond at full capacity. Any reconfiguration of the current City Hall/Pacific Cove Parking Lot
site would require that the City’s Police Department and City Hall offices be either moved to a
different site, or raised up on the City Hall site out of the floodway, or moved to the higher
Pacific Cove Parking Lot portion of the site.

2. POTENTIAL REDEVELOPMENT PHYSICAL CONFIGURATIONS

There are a variety of physical configurations that could be considered for the City Hall and
Pacific Cove Parking Lot site:

2.1 NEW MULTI-STORY BUILDING AT CURRENT CITY HALL SITE

The City Hall site could be reconfigured with a new two to three story building, designed to stay
within the current Village urban scale. This new configuration could potentially create 30,000 to
60,000 square feet of usable space. The space could be allocated for retail, restaurant, office
and/or hotel. The building frontage could be scaled back to accommodate additional public
space or gateway elements incorporated into the site plan. A well-designed space could provide
an important linkage with the rest of Capitola Village.

2.2 PARKING STRUCTURE AT CURRENT PACIFIC COVE PARKING LOT

As noted above, the Capitola Village Parking Study determined that a minimum of 176 spaces are
required to meet existing needs. The Study also noted that in order to address heavy Village
traffic congestion on peak tourist days, traffic engineering standards recommend that that parking
supply be designed to be 85 percent occupied at peak parking demand, so that cars do not circle
Village streets looking for parking. This would require a high of 390 spaces to adequately meet
existing Village demand.

In addition, parking requirements for any new development at the City Hall site, plus
development in the Village such as on the Esplanade or a Hotel at the Capitola Theatre site,
should also be considered when designing a new structure. The City’s Parking and Traffic
Commission recently concluded that with potential new development in the Village, a future
parking structure at the current Pacific Cove lot should provide at least 560 and as high as 1034
spaces, including replacing the existing surface 234 parking at Pacific Cove and the 28 spaces in
front of City Hall. Please see the table below for a breakdown of the Commission’s estimate.

TABLE 1
ESTIMATE OF FUTURE PARKING DEMAND
Parking Area Low High
Replace Spaces at Pacific Cove & City Hall 262 262
Pacific Cove=234 and City Hall=28
Existing Deficit (Village Parking Study) 176 390
Village Hotel (Capitola Theatre site) 60 120
Esplanade Walk (replace existing street spaces) 0 100
Valet Parking 0 50
Other Development (estimate) 50 100
Total 548 1,022

Source: City of Capitola Traffic and Parking Commission, 11/24/09 presentation to City Council
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A multi-level parking structure that is designed to be above and below grade could meet these
requirements, and could be essentially hidden from public view. The structure could be built at
the Capitola Avenue grade level, with at least two stories below the current grade of the Pacific
Cove surface lot. Depending upon the redevelopment configuration, a three-level parking
structure could provide 670 to 690 parking spaces, while a four-level below-grade structure could
have 900 to 920 spaces.

2.3 ADDITIONAL BUILDING OVER NEW PARKING STRUCTURE

The top of parking structures can provide a surface for buildable area. A new parking structure at
the current Pacific Cove Parking Lot site could potentially have one or two additional stories,
each of which could provide an additional 30,000 to 35,000 square feet of development space.

The air space over the parking structure could be used for civic functions, freeing up space on the
current City Hall site for other uses, or sold or leased to a developer. The revenue generated by a
sale or lease of the space above a parking structure could be used to help pay for other site
improvements or buildings that would be constructed as part of the project. Alternatively, if some
civic functions were located above a parking structure, it may increase the amount of space on
the current City Hall site which could be devoted to revenue-producing uses.

Regardless of which option is considered, there are challenges associated with any development
on the top of a parking garage, which should be carefully considered. For example, any
development above a parking garage could increase construction cost for the parking garage, any
use above a parking garage could generate potential long term operation and maintenance
conflicts, and finally construction, above a parking structure could create issues with building
height.

Infrastructure Considerations

The site is connected to the utility infrastructure needed to support the viable alternative uses for
the site. A potential issue for reusing the site would be the water consumption for a hotel. The
Soquel Creek Water District has limitations on the amount of new water usage that can be
hooked up, and likely would require implementation of conservation measures elsewhere.

3. ALTERNATIVE USES FOR RECONFIGURED CITY HALL AND
PACIFIC COVE PARKING LOT

3.1 HOTEL USES

Historically, Capitola has been an undersupplied lodging location. While the current regional
market conditions have shown a widespread decline in lodging throughout the Monterey Bay
area, the historical market trend has shown a continual rise in room rate revenues and occupancy
rates consistently above 60 percent.
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Capitola Village is a world famous visitor destination, yet the lodging options for the beach area
remain very limited. Attracting a hotel development to the area represents an essential part of
enhancing the Village as a viable visitor destination. Visitor accommodations are directly tied to
the viability of other visitor-related retail industries and helps transition the visitor population
from strictly day visitors to longer-stay visitors and off-season visitors. In conjunction with a
hotel development, the front of the site could be used as space for a lobby area or meeting space.
Such a hotel development could also potentially include conference facilities, which is another
underserved market in Santa Cruz County. Combined hotel and conference facilities could
profoundly revitalize Capitola Village.

A parking structure constructed at the Pacific Cove parking Lot site could be combined with a
hotel development occupying one or two stories above the structure. Building on top of the
parking structure would yield about 35,000 square feet of usable area (about 40 to 50 rooms) per
story for a hotel development. Alternatively, it is possible that a master plan for the City Hall site
could be developed which creates a footprint for a smaller hotel fronting on Capitola Avenue.

3.2 COMMERCIAL/RETAIL USES COMPATIBLE WITH EXISTING VILLAGE
BUSINESSES

The mix of businesses in Capitola Village largely consists of eating places and specialty retail
stores that primarily serve the visitor market. In addition, the spaces that these existing
businesses use are largely small-scale with the frontages directly up to the sidewalk. Private
businesses potentially brought to the City Hall site could serve to complement the existing uses,
and not include large-format retail stores. The space could also be used for restaurants. The
first-floor building frontage could provide space for about 8,500 to 11,000 square feet of
commercial space. This would be enough space for at least four new retail/commercial stores at
the ground level. Additional floors above can also accommodate commercial space. The space is
also large enough to include entertainment uses.

4.  OPTIONS FOR LOCATION OF CITY HALL FUNCTIONS

A fundamental issue in deciding how to reuse the City Hall site is whether or not the City Hall
functions will remain at the site or move to a different location. There is also the issue of how to
best move first responders out of the floodway.

The existing City Hall building is 10,500 square feet, and houses the City administrative functions,
Police Department, and the City Council chambers. The City Museum and Historic Cottage
occupy an additional 900 square feet. The City’s Master Facilities Plan estimates that an
additional 3,000 square feet are required in order to accommodate the space needs of the Police
Department and Information Systems, for a total required to replace existing uses at the site of
14,400 square feet.
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The City’s recreation programs are operated out of the Jade St. Community Center. In addition,
other special districts operate facilities within the City but outside of the City Hall site, such as the
Central Fire District’s Capitola Station and the Capitola Library. The City is currently exploring
options for a new 7,000 to 9,000 square feet public library, and is actively considering possible
sites. If a new library was built as part of an upgraded Civic Center, then a total of 21,400 to
23,400 square feet would be required.

The Central Fire District, which currently operates the Capitola Fire Station across the street
from City Hall, is also currently considering a new location outside of the floodway. A new Fire
House would require 6,700 square feet, according to the Fire Chief, but would have to be
carefully located in terms of fire truck access.

4.1 REUSE EXISTING SITE FOR AN UPGRADED CIvIC CENTER

As noted above, a new 2 /2 story building on the existing City Hall site could be approximately
30,000-60,000 square feet. This would provide enough space to accommodate the existing City
Hall functions, a public library, and also other commercial/retail uses that generate revenue.
Given the site’s size and the existing scale of the Village, a new facility could vastly improve the
character of the Capitola Avenue entryway to the Village, and at the same time create a
permanent home for the City’s important civic functions. The site could accommodate a new
Library as well as a redesigned Museum that could incorporate the historic cottage and
bathhouses. The City’s Police Department and City Hall offices could be located on upper
floors, with secondary access onto Bay/Park avenues, out of the floodway.

If City Hall stays at the existing site, then the overall project cost of a new City Hall would likely
be reduced because the City would not have to purchase land. However, utilizing the existing
site, or space above a parking structure, would limit the amount of space that could be leased out
for commercial activities on the site. Due to street access issues, it may be difficult to locate a
new fire house as part of a new Civic Center at the existing City Hall site.

4.2 OFF-SITE RELOCATION (LAND PURCHASE)

If the existing City Hall site is sold or leased to a private developer, then the revenues from those
transactions could be used to fund the purchase of land for a new civic building. However,
suitable development sites for a new City Hall are in short supply in Capitola, and the
development of a new City Hall building would still need funding for both land acquisition and
construction.

Possible sites for relocation considered during the course of this Study, include the Capitola Inn
site (which was recently sold), the Union Bank site at Capitola and Bay Avenue, and the
McGtregor lot. Depending upon the location, it may be possible to include the new Library
and/or a new fire house as part of a Civic Center at another off-site location.
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4.3 OFF-SITE RELOCATION (LEASE EXISTING OR BUILD-TO-SUIT SPACE)

Another option for relocating City Hall would be to move into an existing or build-to-suit office
space. In general, it is preferable for municipal entities to own, rather than lease, office space.
However, many jurisdictions do lease office space from the private sector. Often this is done on
an interim basis, while new facilities are under development, however there are examples of City’s
that lease space for a city hall on a long term basis. The basic disadvantage a permanent lease
option is that, over the long term, such a system will likely involve greater cost.

Nevertheless, the City could still sell the existing City Hall site and explore more permanent
options in the meantime. The disadvantage to this approach is that this adds lease/rent
expenditures that the City does not currently incur. Possible sites for leasing a City Hall facility
include a new facility at the Grimes property or utilizing current vacancies in the Nob Hill
shopping Center. Such an alternative may preclude a combined civic space with the Library
and/or the Fire District.

5. FUTURE OWNERSHIP ALTERNATIVES FOR CITY HALL/PARKING
LOT

There are a variety of possible future ownership arrangements for the current City Hall site and
Pacific Cove Parking Lot which provide a wide range of potential options depending upon the
type of development envisioned.

5.1 SELL EXISTING CITY HALL SITE

Under this option, the City would sell the City Hall parcel outright. Any development option
would need to ensure that the parking needs for the Village are met, in addition to
accommodating the spaces needed for any new development proposed for the site.

5.2 SELL AIR RIGHTS TO DEVELOP ADDITIONAL USES

The City could sell the air rights over a potential future Pacific Cove parking structure. While this
option would help raise capital for a new parking structure and/or City Hall, it would increase
construction costs for the parking structure, could complicate the entitlement process for a
parking structure, and would need to be carefully considered to avoid long-term maintenance and
operational conflicts.

5.3 RETAIN OWNERSHIP OF SITE AND PARTNER WITH DEVELOPER

The City could also structure a partnership in which the City retains ownership over the site, and
partner with a developer to share the costs of certain elements of the site development. This
could take the form of a long-term ground lease whereby a private entity was entitled to revenue
from specific project components in exchange for up-front funding to build the project.
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5.4 RETAIN OWNERSHIP OF SITE AND DEVELOP SITE

Under this scenario, the City would directly contract with builders to develop the site. Options
under this scenario would range from using the entire site as a new civic center complex to
developing a new civic center along with other purpose-built structures which could be leased to
private entities for income generating activities. These income-generating activities could include
options that would augment the City’s economic development strategies such as

hotel/retail/ theater/private sector meeting space.

5.5 RETAIN PARTIAL OWNERSHIP OF SITE FOR CIVIC CENTER AND SELL A
PORTION OF SITE

Under this scenario, the City would develop a portion of the site for the City Hall functions, and
sell a portion of the City Hall parcel to a development partner who would build some
combination of commercial/hotel/retail uses. The income from the land sale could help to
finance building the new civic buildings.

6. PRELIMINARY COST FOR CITY HALL & PARKING STRUCTURE
PROJECT

6.1 CiTy HALL

The current City Hall municipal functions at the site (City Hall offices, council chambers,
community room, Museum and Police Department) would require a total of 14,400 square feet.
A new Library would require a minimum of 7,000 square feet, for a total rough estimate of
21,000 square feet required for a new Civic Center including Library. Assuming construction
costs of $250 to $440 per square foot, the cost to build a new Civic Center and Library could
range from $5.25 million to $9.24 million.

Additional costs would be incurred if the City opts to relocate City Hall off-site to a location that
requires site acquisition. The average transaction value for non-residential properties in Capitola
averaged more than $4 million per acre in 2007 and 2008, while the countywide average was less
than $2 million per acre.

Reconstruction of City Hall on the existing site or relocating to a leased space would require
ongoing lease payments of at least $288,000 annually during reconstruction, or on a semi-
permanent basis. This would support existing functions with 14,400 square feet. That lease
payment would likely increase over time as commercial lease rates change. The lease payments
would further increase if space for a library is included.
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6.2 PARKING STRUCTURE

Based upon the costs of the recently-constructed 510-space Cabrillo College Allied Health
Parking Structure, a new parking structure would cost $17,000 to $22,000 per space. Assuming a
new

structure would need to accommodate approximately 800 spaces, the total cost could range
from $14 - $18 million. Those figures will change as construction costs adjust over time. The
City’s Parking and Traffic Committee is currently reviewing funding options for a new parking
structure.

7. NEW CIVIC CENTER PROJECT FUNDING OPTIONS

City hall relocation projects in other jurisdictions have utilized many different approaches.
For Capitola, certain approaches are likely more feasible than others.

7.1 DEVELOPMENT IMPACT FEES

Development impact fees are fees which can assessed on new development projects to offset that
project’s marginal impact on public facilities. They cannot be used to resolve existing
infrastructure deficiencies that are already present independent of a new development.
Development impact fees are typically most effectively used in rapidly growing communities that
have a high volume of development activity. Because Capitola is largely built out with no large
undeveloped land tracts, development fees would not likely generate a large enough pool of
revenues for a large new civic project.

7.2 GRANTS

Grant programs can be used for a variety of different activities associated with civic development
projects. Pre-development planning activities can be funded using existing grant programs (such
as those from CDBG and the EDA-Economic Development Administration) include feasibility
studies, engineering and architecture studies, and business attraction and marketing plans.

Grants programs can also be used to help fund certain types of infrastructure and public facilities.
A combination of different grant programs can be potentially used for different parts of a new
City Hall project, to augment other sources of funding. It may be possible to receive substantial
grants from the Federal Emergency Management Agency or Homeland Security to move the
Police Department out of the floodway. In addition, grants are available from CDBG and EDA
to fund public facilities such as parking structures.

Potential available from grants are listed below.
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CDBG/EDA Pre-Development Grants: $100,000 to $300,000.
Construction Grants (City Hall-Police): $2 to $3 million
EDA Construction Grants (Parking Structure): Up to $2 million

CDBG Construction Grants (Parking Structure): Up to $2 million

7.3 REDEVELOPMENT AGENCY FUNDING

The use of tax increment to finance civic and infrastructure projects is common practice within
redevelopment project areas. However, the City Hall site is not within an existing redevelopment
project area, so the use of these funds would be limited to development on the site that directly
benefits the redevelopment project area. In addition, California Community Redevelopment Law
prohibits the use of redevelopment agency funds for acquisition of land, design and other costs
associated with the construction of city hall facilities.

The Capitola RDA has entered into a contract with the County of Santa Cruz to provide up to
$2.6 million fund for a new Library. If the new Library were combined with a new City Hall
project, then the amount available would depend upon the location of the project, and the extent
to which the project benefits the project area.

Potential available from RDA funding: (RDA Library Fund): Up to $2.6 million.

7.4 SALE OF PROPERTY

As noted above, the City could consider the sale of excess real property associated with a
development of a new city hall facility. That could include either air rights to space above a
parking garage, or a portion of the property that fronts Capitola Ave. Such a sale of property
would need to be carefully considered in the context of a master plan for the site, in conjunction
with long term City goals, and needs. In addition, if a new library facility were to be incorporated
into a new civic center, the sale of all, or a portion, of the current library site could generate one-
time revenue to help build a new civic center/library.

Potential available from the sale of existing property: $1 million to $6 million.

7.5 IN-LIEU PARKING FEES

Instead of requiring each individual new development project to provide on-site parking, an “in-
lieu” parking fee program would allow developers to pay a fee instead of providing parking on-
site. This fee could be used for the construction of a centralized parking structure. The
advantages of this type of program include consolidation of parking supply, improvement of
project design, increased fiscal feasibility of redevelopment projects, and funding for public
parking facilities. An in-lieu parking fee program can allow for alternative land uses on land
previously used for parking, and provide additional parking options for the reuse or
redevelopment of existing significant buildings. Pedestrian activity is improved with the removal of
curb cuts as small individual parking lots are consolidated to larger parking areas

10 Applied Development Economics, Inc.



These programs in other jurisdictions charge fees that range from $5,000 to $60,000 per space.
Fee amounts are usually based on a percentage of the actual cost of providing a parking space,
which is based on land and construction costs. Potential new development in the Village that
could benefit from an in-lieu fee program including the new Village Hotel at the Theatre site.

To establish an appropriate in-lieu fee amount, it would be necessary to prepare an In-Lieu
Parking Fee Study, to prepare an estimate of actual costs to build a public parking space,
including land and construction costs, and to adopt a long term plan to provide additional
parking spaces.

Potential available for Parking Structure from in-lieu fees: Up to $3 million.

7.6  GENERAL FUND

Civic center and public facilities projects often receive at least a portion of the funding from the
general fund. This can be in the form of direct payments from a fund balance, or the issuance of

debt.

General Fund Balance

Some jurisdictions set-aside money over time to accumulate the funding necessary for a major
civic improvement. While this strategy may seem prudent, it is important to consider several
factors. First, construction costs tend to increase faster than the City’s return in the Local Agency
Investment Fund (LAIF). As a result, it can take a long time to save the resources necessary to
build a large project. And, while current city residents bear the cost of saving for the new facility,
they are unable to enjoy the benefits of the planned civic improvements. Given the timelines
involved in accumulating the resources necessary for a new civic building, this has the potential to
raise equity issues.

General Fund Debt

Some jurisdictions choose to finance major civic projects through the issuance of debt. Local
government’s ability to issue tax exempt debt can often make timely construction more financially
advantageous; since construction costs tend to increase faster than the interest rate on tax exempt
debt. Some forms of municipal debt require voter approval, such as General Obligation Bonds.
Other forms of debt, such as Certificates of Participation or a loan from the State’s Infrastructure
Bank, may be authorized by City Council. Often, prior to issuance of such debt, specific revenue
streams are designated to pay debt service. This can include new revenue streams or an existing
revenue source.

Potential available for City Hall from issuance of debt: TBD
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7.7 NEW REVENUE SOURCES AND DEBT

The issuance of most forms of debt will require the identification of a revenue stream to service
that debt. In general, each $1,000,000 dollars of debt requires approximately $58,000 per year in
interest and principle payments, assuming 4.0 percent interest rate with a 30 year term!. As a
result, if 50 percent of the cost of a new City Hall were debt financed ($2.5 to $4.5 million), the
City would need to identify a revenue stream of between $143,000-258,000/year (assumptions: a
20,000 SF facility, $250-440/SF, 50 petrcent of total cost as debt).

Some of the possible revenue streams for such a debt payment are listed below.

Lease

A portion of the existing City Hall site could be leased to provide an on-going to service debt.
The value of such a lease would depend on whether the city constructed the new facility, or
entered a ground lease with a developer who would build their own structure.

Parking Meter Revenue

A portion of new parking meter revenue generated through the development of new meter
payment options (e.g. credit cards), or through the development of new parking spaces (e.g.
parking structure), could provide on-going revenue to service debt. However, this revenue
stream may also be used as a mechanism to help finance the parking structure.

Transient Occupancy Tax

Some cities have been able to obtain voter approval for transient occupancy tax increases.
Capitola’s current TOT is 10 percent. A 2.0 percent increase in TOT is projected to generate
approximately $300,000 annually with the completion of the new Fairfield Inn on 41st Avenue
and the proposed hotel at the Theater site.

Other New Taxes

Cities have often used special financing districts to finance the construction and operation of
facilities such as community centers and libraries. A public facilities district can be utilized for
Capitola, however creating the district would require a voter referendum and a 2/3 majority vote.

I Current State IBank rate is 3.25%
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IMPLEMENTATION RECOMMENDATIONS

1. RECOMMENDATIONS

1.1 MAKE APPROPRIATE REUSE OF THE CITY HALL AND PARKING LOT SITE A
CITY PRIORITY

The City owns a valuable piece of real estate outright, in an excellent location, which has the
capacity to offer significant civic and economic development opportunities for the City of
Capitola. Given current desire to solve the Village parking shortfall and to provide new economic
development opportunities to make up for declines in other parts of the City, reuse of the City
Hall site could be one cornerstone of revitalizing economic development within Capitola in a way
that enhances the feel of the Village and assists current businesses.

1.2 PRIORITIZE A PARKING GARAGE FOR SITE REDEVELOPMENT

Given the pressing need for additional parking within Capitola Village for existing uses, and for
any new development at the City Hall site or in the Village, including a parking structure as part
of any City Hall site reuse will provide an important contribution to Capitola for decades to

come.

1.3 LOCATE CITY HALL FUNCTIONS AT CURRENT SITE

With good urban design a redeveloped City Hall/Pacific Cove Parking lot site could significantly
enhance the entry into the Village, while creating enough space for City Hall functions and
offering economic development opportunities for a new hotel/retail/restaurant and/or office
use. Given the small number of alternative sites in the city appropriate for a new City Hall, and
the fact that the City owns the current site, this is the most appropriate use of the City’s
resources. Civic functions could be located at the current City Hall site, or alternatively, above a

new parking structure.

The amount of usable space that could be developed on the current City Hall/Pacific Cove
Parking Lot site is more than enough to support an expanded City Hall in addition to a library,
with space left over that the City can lease out. Keeping City Hall at the redeveloped site would
still require finding an alternative for moving the fire station out of the floodway.

1.4 PRIORITIZE HOTEL AS A NEW USE AT THE REDEVELOPED CITY
HALL/PARKING LOT SITE

Attracting a hotel development to the area represents an essential part of enhancing the Village as
a viable visitor destination. Visitor accommodations are directly tied to the viability of other
visitor-related retail industries and helps transition the visitor population from strictly day visitors
to longer-stay visitors and off-season visitors. Such a hotel development could potentially include
meeting rooms and conference facilities, which is another underserved market in Santa Cruz
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County. Combined hotel and conference facilities could profoundly revitalize Capitola Village
and help to meet other economic development goals of the City. The timing for this
development should be considered in context of the proposed hotel at the Capitola Theatre site.

A hotel at the redeveloped City Hall site could potentially be combined with a new parking
structure, with the hotel occupying one or two stories at the top level. If the hotel was located
above the parking structure it would yield about 35,000 square feet of usable area—a space large
enough to accommodate 40 to 50 hotel rooms per story. In this scenario, the front of the City
Hall site could be used as space for a lobby area or meeting space. Alternatively, civic uses could
be located above a parking structure, and the space fronting Capitola Avenue used for a
hotel/conference facility.

1.5 PRIORITIZE COMMERCIAL USES COMPATIBLE WITH EXISTING VILLAGE USES

A portion of the front of the City Hall site could offer space for private businesses to
complement the existing uses, rather than large-format retail stores. The space could be used for
restaurants, retail, theater, or private-sector meeting room space. The first-floor building frontage
could provide space for about 8,500 to 11,000 square feet of commercial space. Additional floors
above could also accommodate commercial space, if they are not used for City Hall functions.
The space is also large enough to include entertainment uses.

2. IMPLEMENTATION CONSIDERATIONS

2.1 FOCuUS SITE DEVELOPMENT TO CREATE GATEWAY TO CAPITOLA VILLAGE

In addition to potentially providing new parking areas and space for businesses and/or City
functions, any reconstruction of the City Hall site also presents an opportunity to redesign the
physical design layout of the areas leading into Capitola Village. The current configuration of the
site presents no sense of arrival or clear entry into the Village, even though many Village patrons
use the Pacific Cove parking Lot.

Careful site planning can create an entry and clear physical transition into the Village district.
This gateway becomes more important with the construction of a parking structure, because
more of the Village patrons would now use the site as their path into the Village. The gateway
concept can also be accommodated by setting aside space at the front of the City Hall site for a
public plaza, public art, or other design elements.

2.2 HAVE A CLEAR PLAN IN PLACE FOR TRANSITION/CONSTRUCTION PHASE

Any major reconstruction of the City Hall site will have a potentially disruptive effect during the
construction phase. Whether the City Hall functions stay on the existing site in a new building,
or locate to a different location off-site, the City needs to ensure that administrative functions can
continue during any transition period. This would likely entail leasing space in the interim.
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In addition to City administrative functions, any construction on the City Hall site will also
displace the parking spaces currently used by Village patrons. The potential loss of 234 parking
spaces during the construction period could create significant short-term impacts on existing
businesses. Planning for how to accommodate Village patrons during the construction phase will
be essential to minimizing the negative impacts that could occur.

2.3 COMPLETE AND INCORPORATE LONG—RANGE PLANS FOR THE PACIFIC COVE
MoOBILE HOME PARK SITE

Any final decisions regarding the City Hall/Pacific Cove Parking Lot sites will need to consider
any long-term plans for the City-owned Pacific Cove Mobile Home Park, which is adjacent to
City Hall. Creative options for the mobile home site could add to the design options available in
the development of the two sites that are the subject of this study.

2.4 PURSUE GRANT FUNDING FOR A DETAILED DEVELOPMENT/ FINANCING PLAN

The City should apply for grant funding to explore more detailed redevelopment possibilities for
the City Hall site, including architectural renderings, analysis of parking structure costs and a
financing plan. Possible grant sources include the Community Development Block Grant
(CDBG) Program, the Economic Development Administration (EDA) grant program, California
Emergency Management Agency Flood Control grants, and Federal Homeland Security grants.

3. TARGET INCOME GROUP BENEFIT

The grant funding for this project has a directive to promote job generating activities, and
specifically to identify economic opportunities for workers in the Target Income Group (TIG).
Developing new business spaces on the existing City Hall site would result in the creation of at
least 91 new jobs with the development of 8,600 square feet of retail commercial space and a 90-
room hotel.

Of the total jobs that the site development can potentially create, about 82 of those positions will
benefit workers in the Target Income Group (TIG). The TIG occupations are typically in sales,
clerical, service, agriculture, and production. The majority of the positions created by the new
business activity at the City Hall site would be in services and sales positions. The remaining TIG
jobs are largely in clerical positions.

TARGET INCOME BENEFIT FROM CITY HALL SITE REUSE

TARGET INCOME GROUP OCCUPATIONS

Total Job  Managers Prof./ Production/ TIG
Business Type Potential / Admin. Technical Sales Clerical Services Ag. Total
Retail Commercial
Space 30 2 1 18 3 2 4 27
90-Room Hotel 61 4 1 2 9 36 7 55
Total 91 6 3 20 13 38 11 82

Source: ADE, benchmark data from U.S. Economic Census, and the California EDD Occupational Employment Survey.
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APPENDIX A: MARKET ANALYSIS

A.1 CAPITOLA EMPLOYMENT BASE

Capitola continues to have very strong concentrations of businesses and jobs in retail trade, and
visitor-serving industries such as accommodations and food service. Based on the latest available
data at the city level, the estimated 2007 employment in Capitola totals 6,669 jobs, which
represents a slight decline from the 6,871 jobs in 2004. This also runs contrary to the trend in
Santa Cruz County, which had a slight job increase during that same period.

TABLE A-1
TOTAL EMPLOYMENT BY INDUSTRY GROUP IN CAPITOLA AND SANTA CRUZ COUNTY, 2007
Capitola Percent of Santa Cruz Percent of
Industry Group Description Employment Total County Total

Forestry, fishing, hunting, and agriculture 0 0.0% 7,885 9.7%
Mining 2 0.0% 107 0.1%
Utilities 0 0.0% 117 0.1%
Construction 157 2.3% 5,369 6.6%
Manufacturing 64 1.0% 6,285 7.7%
Wholesale trade 57 0.9% 4,373 5.4%
Retail trade 2,773 41.6% 13,072 16.1%
Transportation & warehousing 8 0.1% 1,450 1.8%
Information 59 0.9% 1,241 1.5%
Finance & insurance 498 7.5% 2,231 2.7%
Real estate & rental & leasing 239 3.6% 1,458 1.8%
Professional, scientific & technical services 248 3.7% 4,423 5.4%
Management of companies & enterprises 10 0.2% 1,796 2.2%
Administrative services 266 4.0% 3,768 4.6%
Educational services 69 1.0% 1,523 1.9%
Health care and social assistance 581 8.7% 10,535 12.9%
Arts, entertainment & recreation 82 1.2% 1,880 2.3%
Accommodation & food services 1,278 19.2% 9,668 11.9%
Other services (except public sector) 275 4.1% 4,214 5.2%
Total 6,669 81,395

Source: ADE, data from IMPLAN CEW county employment database, and U.S. Census ZIP Business Patterns.

A.2 REGIONAL EMPLOYMENT TRENDS

Between 1992 and 2007, the job growth in Santa Cruz County continued a trend where it did not
keep pace with statewide trends, as shown in Table A-2. While California’s job base expanded by
neatly 26 percent, it only grew by 3.1 percent in Santa Cruz County. The region’s strongest
performing industry groups were primarily related to tourism, construction, health care, and
services. However, these job gains were offset by large losses in other sectors such as agriculture,
manufacturing, information, and management.

The more recent trend between 2001 and 2007 indicates that Santa Cruz County had a notable
job decline of 5.1 percent, while the rest of California had 4.4 percent net gain in employment.

Preliminary totals for Santa Cruz County indicate that the employment between 2007 and 2008
fell by 2.1 percent, with job losses occurring across many industry groups, with hospitality,
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entertainment, information, and financial services each declining by more than five percent, as

the recession hit those sectors particularly hard during the current economic downturn.

TABLE A-2
COMPARISON OF EMPLOYMENT TRENDS IN SANTA CRUZ COUNTY AND CALIFORNIA, 1992-2007
Santa Cruz County California

Percent Percent

Change Annual Change Annual

(1992 - Growth (1992 - Growth

Industry Group 1992 2007 2007) Rate 1992 2007 2007) Rate
Agriculture, forestry, fishing
and hunting 10,950 7,885 -28.0% -2.2% 353,845 386,656 9.3% 0.6%
Mining 165 107 -35.2% -2.8% 32,642 24,926 -23.6% -1.8%
Utilities 184 117 -36.4% -3.0% 67,033 57,883 -13.6% -1.0%
Construction 3,368 5,369 59.4% 3.2% 497,358 888,109 78.6% 3.9%
Manufacturing 11,059 6,285 -43.2% -3.7% 1,794,077 1,452,825 -19.0% -1.4%
Wholesale trade 3,240 4,373 35.0% 2.0% 551,881 715,908 29.7% 1.7%
Retail Trade 11,343 13,072 15.2% 1.0% 1,376,968 1,683,237 22.2% 1.3%
Transportation and
Warehousing 1,342 1,450 8.0% 0.5% 357,468 428,266 19.8% 1.2%
Information 2,820 1,241 -56.0% -5.3% 399,404 470,228 17.7% 1.1%
Finance and insurance 2,050 2,231 8.8% 0.6% 555,393 617,872 11.2% 0.7%
Real estate and rental and
leasing 1,372 1,458 6.3% 0.4% 239,505 282,329 17.9% 1.1%
Professional and technical
services 3,464 4,423 27.7% 1.6% 681,717 1,058,850 55.3% 3.0%
Management of companies
and enterprises 2,739 1,796 -34.4% -2.8% 222,758 206,697 -7.2% -0.5%
Administrative and waste
services 2,901 3,768 29.9% 1.8% 607,205 990,603 63.1% 3.3%
Educational services 685 1,523 122.3% 5.5% 151,773 258,400 70.3% 3.6%
Health care and social
assistance 8,661 10,535 21.6% 1.3% 989,256 1,370,176 38.5% 2.2%
Arts, entertainment, and
recreation 1,820 1,880 3.3% 0.2% 178,185 249,880 40.2% 2.3%
Accommodation and food
services 7,847 9,668 23.2% 1.4% 942,624 1,301,831 38.1% 2.2%
Other services, except public
administration 2,964 4,214 42.2% 2.4% 457,272 717,920 57.0% 3.1%
78,97 81,39

TOTAL 4 5 3.1% 0.2% 10,456,364 13,162,596 25.9% 1.5%

Source: ADE, data from U.S. Census ZIP Code Business Patterns, and IMPLAN CEW county employment database. Data does not

include public sector and self-employment.
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TABLE A-3
COMPARISON OF EMPLOYMENT TRENDS IN SANTA CRUZ COUNTY AND CALIFORNIA, 2001-2007

Santa Cruz County California

Percent Percent

Change Annual Change Annual

(1992 - Growth (1992 - Growth

Industry 2001 2007 2007) Rate 2001 2007 2007) Rate
Agriculture, forestry, fishing
and hunting 8,074 7,885 -2.3% -0.2% 383,789 386,656 0.7% 0.1%
Mining 40 107 167.5% 8.5% 23,601 24,926 5.6% 0.5%
Utilities 114 117 2.6% 0.2% 54,440 57,883 6.3% 0.5%
Construction 4,804 5,369 11.8% 0.9% 774,010 888,109 14.7% 1.2%
Manufacturing 8,988 6,285 -30.1% -2.9% 1,780,544 1,452,825 -18.4% -1.7%
Wholesale trade 3,374 4,373 29.6% 2.2% 652,986 715,908 9.6% 0.8%
Retail Trade 14,001 13,072 -6.6% -0.6% 1,572,113 1,683,237 7.1% 0.6%
Transportation and
Warehousing 1,562 1,450 -7.2% -0.6% 440,071 428,266 -2.7% -0.2%
Information 2,534 1,241 -51.0% -5.8% 527,212 470,228 -10.8% -0.9%
Finance and insurance 2,101 2,231 6.2% 0.5% 565,644 617,872 9.2% 0.7%
Real estate and rental and
leasing 1,946 1,458 -25.1% -2.4% 266,402 282,329 6.0% 0.5%
Professional and technical
services 5,283 4,423 -16.3% -1.5% 968,088 1,058,850 9.4% 0.7%
Management of companies
and enterprises 2,154 1,796 -16.6% -1.5% 291,905 206,697 -29.2% -2.8%
Administrative and waste
services 4,043 3,768 -6.8% -0.6% 950,395 990,603 4.2% 0.3%
Educational services 1,179 1,523 29.2% 2.2% 211,427 258,400 22.2% 1.7%
Health care and social
assistance 9,432 10,535 11.7% 0.9% 1,201,549 1,370,176 14.0% 1.1%
Arts, entertainment, and
recreation 1,903 1,880 -1.2% -0.1% 225,490 249,880 10.8% 0.9%
Accommodation and food
services 10,213 9,668 -5.3% -0.5% 1,134,613 1,301,831 14.7% 1.2%
Other services, except public
administration 4,008 4,214 5.1% 0.4% 586,913 717,920 22.3% 1.7%
85,75 81,39

TOTAL 3 5 -5.1% -0.4% 12,611,192 13,162,596 4.4% 0.4%

Source: ADE, data from U.S. Census ZIP Code Business Patterns, and IMPLAN CEW county employment database. Data does not

include public sector and self-employment.
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A.3 ASSESSING REGIONAL ECONOMIC ROLES

As part of the 2007 Economic Development Strategic Plan, ADE assessed the roles that different
economic sectors have within the regional economy by ranking the industries in Santa Cruz
County on the basis of two key economic indicators—job growth and employment concentration
relative to the State of California. The recent performance and economic roles for specific
industries within the region helps to identify potential target industries and serves as one indicator
of the types of businesses that have market potential for locating at the City Hall site. This section
updates the findings from that study to include the employment trend data for 2005, 2006, and
2007. At the time of the analysis, the 2008 data was not yet available at a detailed three-digit
NAICS code level shown in Tables A-4 and A-5. The economic roles based on these indicators
fall into four categories, which are described as follows:

Growing Economic Base Industries: These industries have shown recent job growth and have
an above-average employment concentration. They constitute the strength of the economy and
represent opportunities for growth in other areas such as supplier industries.

Emerging Industries: These sectors have shown recent job growth, but still have a below-
average employment concentration. These industries represent potential future growth
opportunities because they have not yet accumulated a high concentration of employment.
Industries in this category could be considered attractive business attraction targets.

Declining Economic Base Industries: These industries have an above-average concentration
of employment, but have shown recent job losses. They represent strong industries in a region
that have shown some recent vulnerability and could be considered business retention targets.

Declining Non-Base Industries: These industries have shown recent job losses and have
below-average employment concentration. They do not have an especially notable regional
presence and do not have growth prospects as strong as the industries in the other categories.

Table A-4 shows the economic roles that various industries had between 1992 and 2007, while
Table A-5 shows these roles using a shorter growth interval between 2001 and 2007.

GROWING ECONOMIC BASE INDUSTRIES

For the period between 1992 and 2007, the growing economic base industries were largely
concentrated in visitor-serving sectors such as accommodations, recreation services, and food
service. Other growing base industries included livestock, health care industries, transportation
and warehousing, and some manufacturing sectors.

Because the overall employment base stagnated between 2001 and 2007, the range of growing
economic base industries during this period was more limited. Most of the tourism related
industries lost employment during this time. Other highly concentrated industries such as
construction, health care, and some agriculture and manufacturing sectors continued to grow
during this period.
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Typically, growing economic base industries represent the strength of a region and the likeliest
target industries. For the City Hall site, the performance of the tourism sectors is an important
consideration.

EMERGING INDUSTRIES

Emerging industries are considered good business attraction and expansion targets because they
represent future potential and could eventually transition into the leading economic base
industries for a locality or region.

The industries in Santa Cruz County that showed employment growth between 1992 and 2007,
but had not yet generated a high employment concentration include several manufacturing
sectors, as well as transportation support, information services, financial services, professional
services, educational services, and repair sectors. This represents a diverse group of potential
industry targets for Capitola and the City Hall site in particular, based on the longer-term growth
trends. When looking at the period between 2001 and 2004, the emerging industries comptise a
narrower range that are mostly in manufacturing, information services, financial services,
educational services, and repair sectors.

DECLINING ECONOMIC BASE INDUSTRIES

The declining economic base industries with above-average employment concentrations and job
losses between 1992 and 2007 include food processing, management services, and crop
production. However, the more recent short-term trend between 2001 and 2007 shows that
several tourism-oriented industries lost employment and could be considered potentially
vulnerable, even though the tourism trade had a net revenue increase during this time.

Despite these recent trends, including the potential effects from the current economic downturn,
tourism industries will likely remain highly concentrated in Santa Cruz County, and a very
important part of the Capitola economy. As the tourism sector recovers, it will likely remain a
significant leading driver of the economy in Santa Cruz County.

DECLINING NON-BASE INDUSTRIES

The range of industries in the region with lower concentrations of employment and declining
employment between 1992 and 2007 are generally in utilities, manufacturing, transportation,
information services, rental services, waste management, and performing arts industries. Between
2001 and 2007, the declining industries also included sectors in financial services, professional
services, and administrative and management services.

This is an important consideration for Capitola, in assessing the areas with the best opportunities
for diversification. The job losses at the regional level have cut across several different
manufacturing and information services sectors. The lower-than-average concentrations of these
industries throughout Santa Cruz County indicate that pursuing these types of businesses might
not work for the City Hall site and Capitola as a whole.
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TABLE A-4
ECONOMIC ROLES OF INDUSTRIES IN SANTA CRUZ COUNTY BY NAICS CODE, 1992-2007

Declining Economic Base Industries Growing Economic Base Industries
212 Mining (except Oil and Gas) 112 Animal Production
111 Crop Production 114 Fishing, Hunting and Trapping
311 Food Manufacturing 325 Chemical Manufacturing
551 Management of Companies and Enterprises 333 Machinery Manufacturing
424 Merchant Wholesalers, Nondurable Goods
487 Scenic and Sightseeing Transportation
493 Warehousing and Storage
621 Ambulatory Health Care Services
622 Hospitals
623 Nursing and Residential Care Facilities
624 Social Assistance
713 Amusement, Gambling, and Recreation Industries
721 Accommodation
722 Food Services and Drinking Places
812 Personal and Laundry Services
813 Non-Profit Organizations
Declining Non-Base Industries Emerging Industries
115 Support Activities for Agriculture and Forestry 113 Forestry and Logging
213 Support Activities for Mining 312 Beverage and Tobacco Product Manufacturing
221 Utilities 314 Textile Product Mills
313 Textile Mills 315 Apparel Manufacturing
316 Leather and Allied Product Manufacturing 322 Paper Manufacturing
321 Wood Product Manufacturing 331 Primary Metal Manufacturing
323 Printing and Related Support Activities 332 Fabricated Metal Product Manufacturing
326 Plastics and Rubber Products Manufacturing 335 Electrical Equipment, Appliance, and Component
Manufacturing
327 Nonmetallic Mineral Product Manufacturing 423 Merchant Wholesalers, Durable Goods
334 Computer and Electronic Product Manufacturing 425 Wholesale Electronic Markets and Agents and Brokers
337 Furniture and Related Product Manufacturing 488 Support Activities for Transportation
339 Miscellaneous Manufacturing 492 Couriers and Messengers
481 Air Transportation 512 Motion Picture and Sound Recording Industries
483 Water Transportation 515 Broadcasting (except Internet)
484 Truck Transportation 518 Data Processing, Hosting and Related Services
485 Transit and Ground Passenger Transportation 523 Securities, Commaodity Contracts, and Other Financial
Investments and Related Activities
511 Publishing Industries (except Internet) 524 Insurance Carriers and Related Activities
517 Telecommunications 531 Real Estate
519 Other Information Services 541 Professional, Scientific, and Technical Services
522 Credit Intermediation and Related Activities 561 Administrative and Support Services
532 Rental and Leasing Services 611 Educational Services
562 Waste Management and Remediation Services 712 Museums, Historical Sites, and Similar Institutions
711 Performing Arts, Spectator Sports, and Related 811 Repair and Maintenance
Industries

Source: ADE, data from IMPLAN CEW county employment database
Notes: The comparison region for Santa Cruz County is California.
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TABLE A-5
ECONOMIC ROLES OF INDUSTRIES IN SANTA CRUZ COUNTY BY NAICS CODE, 2001-2007

Declining Economic Base Industries Growing Economic Base Industries
551 Management of Companies and Enterprises 111 Crop Production

311 Food Manufacturing 112 Animal Production

624 Social Assistance 114  Fishing, Hunting and Trapping

713 Amusement, Gambling, and Recreation Industries 212 Mining (except Oil and Gas)

721 Accommodation 237  Heavy and Civil Engineering Construction
722 Food Services and Drinking Places 325  Chemical Manufacturing

812 Personal and Laundry Services 333  Machinery Manufacturing

424  Merchant Wholesalers, Nondurable Goods

444  Building Material and Garden Equipment Dealers
487  Scenic and Sightseeing Transportation

493  Warehousing and Storage

621  Ambulatory Health Care Services

623  Nursing and Residential Care Facilities

Declining Non-Base Industries Emerging Industries

113 Forestry and Logging 314 Textile Product Mills

115 Support Activities for Agriculture and Forestry 332  Fabricated Metal Product Manufacturing

221 Utilities 337  Furniture and Related Product Manufacturing

312 Beverage and Tobacco Product Manufacturing 339  Miscellaneous Manufacturing

313 Textile Mills 425  Wholesale Electronic Markets and Agents and Brokers
315 Apparel Manufacturing 452  General Merchandise Stores

316 Leather and Allied Product Manufacturing 481  Air Transportation

321 Wood Product Manufacturing 512 Motion Picture and Sound Recording Industries
322 Paper Manufacturing 515  Broadcasting (except Internet)

323 Printing and Related Support Activities 519  Other Information Services

324 Petroleum and Coal Products Manufacturing 522  Credit Intermediation and Related Activities

326 Plastics and Rubber Products Manufacturing 523  Securities and Related Activities

327 Nonmetallic Mineral Product Manufacturing 525  Funds, Trusts, and Other Financial Vehicles

331 Primary Metal Manufacturing 611  Educational Services

334 Computer and Electronic Product Manufacturing 712 Museums, Historical Sites, and Similar Institutions
335 Electrical Equipment Manufacturing 811  Repair and Maintenance

336 Transportation Equipment Manufacturing

423 Merchant Wholesalers, Durable Goods

484 Truck Transportation

485 Transit and Ground Passenger Transportation
488 Support Activities for Transportation

492 Couriers and Messengers

511 Publishing Industries (except Internet)

517 Telecommunications

518 Data Processing, Hosting and Related Services
524 Insurance Carriers and Related Activities

531 Real Estate

532 Rental and Leasing Services

533 Lessors of Nonfinancial Intangible Assets

541 Professional, Scientific, and Technical Services
561 Administrative and Support Services

562 Waste Management and Remediation Services
711 Performing Arts, Spectator Sports, and Related Industries

Source: ADE, data from IMPLAN CEW county employment database.
Notes: The comparison region for Santa Cruz County is California.
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A.4 OFFICE MARKET

One of the early considerations for the City Hall site was assessing its potential as an office
location. As noted in the 2009 41t Avenue Revitalization study, the office market in the Capitola
market has held up very well despite the recession, and has a much lower vacancy rate than the
countywide average.

However, there have been discussions about potential office projects on other sites, which would
address the existing market demand for office space in Capitola. Moreover, Capitola Village’s
existing economic role largely serves the visitor market, and adding offices to the City Hall site
would not help to strengthen or expand upon that role. Only if space can be accommodated at
the City Hall site after other options for other uses have been exhausted should offices be
pursued.

As the recessionary conditions have worsened, the office vacancies have increased substantially in
the Mid-County area, which potentially limits the near-term prospects for new office uses.
According to NAI/BT Commercial, the vacancy rate for office/R&D spaces in Mid-County
stood at 7.7 percent in the 3rd quarter of 2009. This was a substantial increase from the 4.3
percent vacancy rate from one year earlier, although it still remains much lower than the 12.9
percent countywide average.? It should be noted that these vacancy rates are higher than the rates
previously reported because the data now combines R&D space with office space.

A.5 VISITOR MARKET

Capitola serves an important role within the Santa Cruz County tourism market, with Capitola
Village as a common destination for visitors to the region. Visitor spending for the county as a
whole totaled about $657 million in 2007.3 For the five-year period between 2002 and 2007, this
visitor spending increased by an average of 1.7 percent annually in inflation-adjusted dollars.

This growth was largely driven by increased spending on accommodations and food service, the
two largest spending categories for visitors. Retail sales by visitors during this period fell by an
annual average rate of 2.0 percent.

The recession that began in late-2007 has impacted the tourism market as a whole, and that trend
might show up when the 2008 visitor spending data becomes available for Santa Cruz County.
However, Santa Cruz County might also benefit from a trend towards vacations closer to home,
due to its proximity to the Bay Area.

Even though Capitola Village constitutes a relatively small portion of the city’s overall retail sales,
it is the primary visitor-serving asset. This specific role means that strong consideration should
be given for the City Hall site to be used for expanding and serving the visitor market. Potential
uses would include lodging, retail space, and restaurant space.

2NAI BT Commercial; Santa Cruz, Office Report, Third Quarter 2009.
3 Dean Runyan Associates; Travel Impacts by County, 1992 to 2008; April 2009.
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A.6 HOTEL MARKET

Although the regional lodging market has seen a decline in room occupancy, Capitola has
historically been undersupplied, relative to its attractiveness as a visitor destination. In particular,
the Village has a very limited supply of hotel rooms, and Capitola does not have any provisions
for business travelers such as conference space. In addition, the boutique hotel market and high-
end markets remain unserved in Santa Cruz County. A new Fairfield Inn development along 41¢
Avenue is scheduled for completion in mid-2010. This hotel is targeted to business and leisure
travelers.

In addition, the former Capitola Theatre site has been identified as a potential location for a
hotel, which would help to meet a long-standing need in the Village. The City Hall site could also
serve as a location for a hotel, especially if the configuration calls for meeting spaces and dining
facilities.

For the Monterey Bay area as a whole, the occupancy rate has generally stayed above 60 percent
on an annual basis since 2003, and the average room rates have steady increased every year.
However, for the year-to-date through July 2009, the occupancy rate for the region has dipped
below 60 percent, and the average room rate has declined by about 12 percent.* The feasibility
for developing new hotels will be lower than is typical for this market until the economy recovers
and overnight visits increase.

The economic role of new hotel rooms in the Village would be twofold — first, it would expand
the potential visitor base for Capitola Village, which has seen declining business revenues even as
the countywide tourism economy was recovering. Second, it would support a substantial fiscal
benefit to the City itself. Because the transient occupancy tax revenues are not shared with the
County and other tax districts, the City stands to gain a much greater revenue return with an
expansion in lodging.

A.7 RETAIL MARKET

The City’s retail base is largely dominated by the regional retail centers along 415t Avenue. These
regional retail uses have been particularly hard hit by the economic downturn. During the last
fiscal year, the overall taxable sales in Capitola declined by more than 15 percent.

The City Hall site would not be well suited to regional retail uses, but it might remain a suitable
location for retail or food service uses that cater to the visitor market. The retail uses would be
interconnected with and benefit from other potential activities at the City Hall site such additional
parking capacity and hotel development.

4 Smith Travel Research.
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CAPITOLA VILLAGE RETAIL TRENDS

The City Hall site serves as a primary gateway into Capitola Village, and currently provides most
of the available parking spaces for the Village. Aside from the scenic beauty of the waterfront,
the Village itself is primarily a destination for eating out, with restaurants and take out
establishments generating about two-thirds of the total retail sales in the area. The food service
market has also been a growing part of the regional visitor-serving economy. Other well
represented store types in the Village include apparel stores and specialty retail.

Despite Capitola Village’s continued prominence as visitor destination, the retail sales have
steadily declined since 2000 in real dollar terms.> Even though the cutrent economy downturn
has also affected the Village, the sales decline between 2007 and 2008 was less than 5.0 percent.
This means that Capitola Village held its sales much better than the rest of the city did.

FIGURE A-1

CAPITOLA VILLAGE
INFLATION-ADJUSTED RETAIL SALES TREND, 1999 TO 2008 (THOUSANDS)
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Source: ADE, Inc., data from City of Capitola and Board of Equalization
Note: Data is adjusted for inflation using the CPI. The data includes both taxable sales and the estimated nontaxable sales.

5 All of the retail sales data was adjusted for inflation using the California Consumer Price Index for all urban
consumers. In addition, the retail sales include the taxable sales in addition to an estimate of sales from
nontaxable items.
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UPPER VILLAGE RETAIL SALES TRENDS

The Upper Village primarily serves as a destination for local-serving retail uses such as grocery
stores and drug stores. The area also includes some unique specialty food stores and specialty
retail establishments that potentially appeal to visitors headed towards the waterfront.

The Upper Village accounted for $61 million in retail sales in 2008. This is down by about 7.7
percent from the real dollar peak sales of $66 million in 2001. However, it represents a decline of
only about 2.4 percent from 2007. As with Capitola Village, the Upper Village held its sales levels
much better than the regionally oriented retail businesses elsewhere in Capitola. The largely local
orientation of the Upper Village’s anchor stores likely helped to sustain the sales even during
recessionary conditions.

FIGURE A-2
UPPER VILLAGE
INFLATION-ADJUSTED RETAIL SALES TREND, 1999 TO 2008 (THOUSANDS)
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Source: ADE, Inc., data from City of Capitola and Board of Equalization
Note: Data is adjusted for inflation using the CPI. The data includes both taxable sales and the estimated nontaxable sales.
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APPENDIX B: ADDITIONAL ANALYSIS OF CIVIC
CENTER USES

B.1 SITE RELOCATION OPTIONS

If the City decides to relocate the existing City Hall functions to an alternate location, the options
within the City of Capitola are relatively limited. This is because Capitola is largely built out with
relatively expensive properties. In consultation with City staff, the project team assessed the
potential for some properties that met the City’s needs.

These properties are listed as follows:

Capitola Inn site
Bay and Capitola Avenue corner site

Grimes/Redtree Upper Village property

McGregor site

CAPITOLA INN SITE

This 3.1-acre property is located at 822 Bay Avenue (APN 036-341-02) and currently occupied by
the 56-room Capitola Inn. The site is in the Upper Village and somewhat secluded from the
vehicular traffic along Bay Avenue. The hotel development does not occupy the entire parcel
and there is significant vacant land on the premises.

The site acreage is large enough to accommodate these existing functions, as well as the 7,000 to
9,000 square feet needed for a library. Since the site is outside of the flood zone, it could also be
used to accommodate the 6,700 square feet needed for a fire station.

This site was considered as a potential acquisition target for the City because the facility had
fallen into disrepair and appeared to be used for residential occupancy. These factors
significantly reduced the viability of Capitola Inn as a lodging option to serve the tourism market.
In addition, the large size of the lot meant that a City Hall facility could be constructed at a lower
cost with no need for structured parking. Any underutilized parcel could also be further
subdivided and sold off to help defray the site development costs.

In September 2009, the property sold for $5 million, which is virtually unchanged from the price
that the property sold for back in 1999. At an average price of $1.6 million per acre, this sale
amount was below the recent market value for other non-residential properties sold in Capitola,
and about on par with the average for northern Santa Cruz County. This indicates either a sign
of a weak market, or other factors such as ownership-specific issues that might have forced the
sale for that price, or the relatively hidden location of the site. This recent transaction means that
the site is likely no longer viable in the short-term for acquisition by the City, and will either
continue in its current use or serve as the location for a future private development.
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BAY AND CAPITOLA AVENUE CORNER PARCEL

This 0.9-acre site is located at 601 Bay Avenue (APN 035-301-01). The parcel is currently used
for a Union Bank branch. The site acreage is slightly smaller than the current City Hall site and is
located at a highly visible street intersection.

The site acreage can accommodate the existing City Hall functions, as well as a potential library
site, however the surface parking might not be sufficient to support a new City Hall and a library.
In this case, the site development would need to include underground parking, which increases
the development costs.

This site was considered for acquisition because of its central location. However, it maintains a
viable current use and the site is not currently on the market. The public records indicate that the
parcel last changed hands in 2003, and has a current assessed valuation of $2.3 million.

GRIMES/REDTREE UPPER VILLAGE PROPERTY

This 0.5-acre site is located adjacent to the Nob Hill Food shopping center (APN 035-381-01).
The lot is currently vacant and has been actively considered by the current ownership for an
office building. This site would not be an option for acquisition by the City, but would serve as a
potential site for the City to lease office space, either on an interim or semi-permanent basis.

If a suitable building can be built on the site, then the existing City Hall functions could
potentially be moved into that location. The location would not likely accommodate the library
and fire station uses. The site could also be utilized as a space if City Hall is reconstructed on the
existing site.

MCGREGOR SITE

This 4.3-acre site is owned by the City and located along McGregor Drive next to Highway 1.
The location is currently vacant and had previously served as a site for park-and-ride shuttles to
the beach during the summer months.

The parcel is located in a heavily wooded area and a property survey done in 2007 found that
only about one acre of the site is buildable.® The site has been strongly considered for hotel
development, and the City has received interest from private developers. The site has also been
the subject of public discussions for other public uses such as a skate park. Because of its remote
location, the site is less effective as a City Hall site. In addition, the wooded terrain and proximity
to New Brighton State Beach would potentially make for an interesting visitor destination.

The advantage to the site is that the City would not need to pay for acquisition costs. But, the
disadvantages with the site’s remoteness and potential for other uses makes it less desirable as a
site for relocating City Hall.

¢ Friny,Linda; Mid-County Post; “Capitola Investigating Small Hotel for McGregor Lot Park”; October 16, 2007.
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B.2 CIVIC CENTER CASE STUDIES

In order to help identify potential options for implementing a City Hall relocation and
redevelopment project in Capitola, the project team contacted several small-to-medium sized
cities that have undertaken their own civic center projects over the past decade.” These projects
entail a multitude of different directives and ways of financing these projects. This section
contains a series of case studies that summarize the general characteristics of these civic center
projects, and identifies the implementation actions taken to complete them.

RicHMOND CiviCc CENTER

The City Administrative and Hall of Justice buildings sustained earthquake damage and deemed
seismically unsafe. The renovation project calls for a complete overhaul of these buildings, as
well as improvements to the Civic Auditorium. The City staff has operated out of temporary
leased facilities for the last five years, and anticipates completion of the Civic Center project in
two years. The project has been delayed due to financial problems with the City. The total cost
of the renovation totals about $100 million, and it was primarily financed with bonds.

TABLE B-1
RICHMOND CIVIC CENTER
Renovation, Expansion, Renovation ... three buildings in existing 6 city-block Civic Center campus

Relocation
Impetus  Earthquake damage
Project Multiple rounds of design submission for comprehensive Civic Center campus ...
two buildings completely renovated, one auditorium aesthetically updated
Ownership  Land and building: City owned
Financing Bonds
Timetable 7 years
Square Footage N/A
Cost $100 M

CHOWCHILLA CiTY HALL

Chowrchilla recently relocated its new City Hall across the street from the old building. The new
City Hall building originally operated as a furniture store, and after the furniture store closed it
was renovated into a retail shell to accommodate a grocery store that never moved into the
building. The site sat vacant for ten years until the owners put it up for sale in 1998. The City
purchased the property for $425,000 in 2001 and extensively remodeled the structure. The
process took longer than expected and City staff worked out of trailers for two years. The staff
moved into the new 23,000 SF City Hall building in 2006.

7'The League of California Cities keeps track of all the communities that have proposed or completed civic
center projects.
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The renovation project cost $6.2 million, and was financed by multiple sources, including bonds
and RDA funds.

Private placement bonds utilize departmental repayment allocated on a per square-foot occupied
basis. Revenue from quasi-governmental organizations such as the Chamber of Commerce also
repay the bonds.

Redevelopment funds were used for offsite improvements such as parking lots, lighting, drainage,
and landscaping. RDA funds cannot be used to directly build/renovate municipal facilities.

Developer impact fees made up a smaller funding source. The downturn in the economy
reduced the availability of funds.

Enterprise funds were another smaller funding source.

The old City Hall (4,500 SF) became the new Parks and Recreation building, and facade
improvements were added in order to visually link both buildings into a Civic Center campus.
Future improvements include parking facilities, removal of a frontage road, and remodeling of a
court building.

The new City Hall was built to accommodate 50 years of growth. Two extra spaces (1,500 SF
each) are available for lease. Currently, the only outside tenant is the Chamber of Commerce.
The City has also considered bringing Parks and Recreation into the new City Hall building so
that they can lease out the old City Hall site in its entirety.

TABLE B-2
CHOWCHILLA CITY HALL
Renovation, Expansion, Relocation/Renovation
Relocation
Impetus  Consolidation and growth accommodation
Project Beginning phases of a Civic Center campus ... new building across the street, old
building renovated, more improvements to come
Ownership  Land and building (old): City owned
Land and building (new): City owned
Financing Bonds and RDA funding
Developer fees
Enterprise funds
Timetable 5 years
Square Footage 23,000 SF
Cost $6.2 M
Other Considerations  Overbuilt facility — extra space in new building being leased until needed by City
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OAKLEY CiviC CENTER

Oakley is a newly incorporated city that wanted to consolidate municipal services that previously
spread across the city. The Civic Center project consisted of two phases. Phase I entailed
construction of two 7,500 SF buildings, and required three years of construction. Phase II began
as space in the new buildings started to fill up. The second phase consisted of one 15,000 SF
buildings that would house the new City Council chambers and another 7,500 SF for city
administration. This building opened in early-2008. The project also included construction of a
“grassy knoll” outdoor park, and amphitheater.

The land was originally owned by the redevelopment agency, and they transferred the site to the
City due to restrictions on RDA participation in building municipal facilities. The Civic Center
project cost a total of $11 million, and was funded entirely by debt (certificates of participation)
issued against pending development fees. The City has 11,000 homes that have been approved
for construction but not yet built. The fees have been paid or have been borrowed against future
payments. These fees are also sufficient to fund the upcoming Senior Center, Teen Center, and
Public Library.

The City saved money on the project by going with a “design build” process in which plans are
reworked on-site as construction happens. This avoids having to resubmit plans and re-estimate
costs on multiple changes. This type of process is not often used in California.

TABLE B-3
OAKLEY CIVIC CENTER
Renovation, Expansion, Relocation
Relocation Impetus  Consolidation
Project Desire to construct a Civic Center campus ... 2 phases ...
I: two 7,500 SF buildings
II: one 15,000 SF building
Ownership  Land: Redevelopment Agency transferred to City prior to construction
Buildings: City owned
Financing  Developer fees
Timetable 3+ years
Square Footage 30,000 SF
Cost $11 M
Other Considerations  Utilized a “design build” process
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RipON CITY HALL

The City of Ripon embarked on its City Hall expansion project once the building became
outdated and insufficient for their current needs. The project tripled the size of City Hall by
expanding the existing building onto an adjacent lot already owned by the City. Once the new
City Hall was completed, the old City Hall building was renovated for the Police Department.
The project was financed with savings from the general fund.

TABLE B-4
RIPON CITY HALL
Renovation, Expansion,  Renovation/Expansion
Relocation Impetus  Insufficient space, consolidation and outdated facilities
Project 2 phases ...
I: expansion onto adjacent lot
II: renovation of old building
Ownership  Land and building (old): City owned
Land and building (new): City owned
Financing General fund savings
Timetable N/A
Square Footage N/A ... expansion tripled SF

RANCHO CoRrRDOVA CITY HALL

Rancho Cordova is a newly incorporated city near Sacramento. After incorporation, City staff
had to use temporary facilities that they leased from the Fire Department. The planning process
for the new City Hall took a long time with seven different plans submitted. Once the plan was
selected, the City purchased the land and built a two-story 80,000 SF building. City departments
occupy about 70 percent of the building, with the remaining 30 percent leased out to tenants such
as the Chamber of Commerce and other community groups.

The City also built a second phase 15,000 SF building in which 50 percent of the space is
currently occupied by outside tenants. The City intentionally built the facilities larger than needed
in order to generate rent revenue and allow for future expansion. Both buildings are LEED
certified, but the facilities manager is not aware of any tax breaks or subsidies that accompanied
the effort.

The City Hall project was financed using a tax-free government loan. Conditions on this loan
stipulated that only certain city organizations may occupy the building. However, soon after
construction, the City refinanced, which removed the tenancy restrictions.

TABLE B-5
RANCHO CORDOVA
Renovation, Expansion, Relocation ... new City ... no previous City Hall
Relocation Impetus  Needed a City Hall
Project 7 different design submissions 2 phases ...

I: 80,000 SF building
II: 15,000 SF building

Ownership  Land and building (interim): Leased from Fire Department
Land and building (new): City owned

Financing Tax free government loan (strings attached) ... refinanced (cut strings)

Timetable N/A

Square Footage 95,000 SF
Other Considerations  *Overbuilt facility — extra space in new building is being leased until needed by city

* New building is LEED certified
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PATTERSON CITY HALL

Until the City of Patterson moved into their new City Hall, they had leased 1,800 to 2,500 SF of
temporary space in a downtown storefront location for 10 years. The new City Hall was built on
the former site of a historic hotel. When the hotel burned down, the City purchased the land and
turned the site into open space when it could not afford to rebuild the structure. Seven years
after purchasing the land, the City raised enough money to reconstruct the historic hotel as a new
3-story 4,000 SF City Hall. The facade is an exact replica of the former hotel.

The money for the project was raised entirely from facility impact fees on new development. The
original project estimates had a cost of $3.5 million, but that cost eventually went up to $5
million. The cost increase resulted from the oddly shaped lot, and the desire to exactly recreate a
historic fagade with a modern interior and large basement. The choice of the architect was driven
more by their ability to recreate the structure than their cost effectiveness.

The City feels that the costs could have been further kept in check if not for the construction
occurring in the middle of a building boom in the Central Valley. As a result, the project only
received two contractor bids. In slower economic conditions, the City likely would have received
a higher number of bids.

TABLE B-6
PATTERSON
Renovation, Expansion, Relocation
Relocation Impetus  Needed a proper City Hall ... desire to rebuild historic landmark
Project Reconstruction of the facade of a burned down historic hotel
Ownership  Land and building (old): Leased
Land and building (new): City owned
Financing  Facility impact fees
Timetable 3+ years
Square Footage 4,000 SF
Cost $5M
Other Considerations  Excess cost due to specific nature of project ... site and architecturally specific,
limited contractor bids

YucAIPA CiviC CENTER

This project entailed the construction of a new City Hall building as well as a Civic Center park.
The total budget for the two projects totaled about $7 million.

TABLE B-7

YUCAIPA
Renovation, Expansion,
Relocation Impetus

Project Renovation/Construction of a City Hall and Civic Center Park
Ownership
Financing
Timetable City Hall: 1.25 years
Civic Center Park: 1.5 years
Square Footage 20,000 SF
Cost $7 M

Other Considerations
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PrROPOSED LAKE ELSINORE CiviC CENTER

In 2007, the City sponsored a design competition for a proposed $90 million civic center
relocation project. This competition resulted in 21 entries and three designs selected as finalists.
The City intended for this project to serve as a showcase for green-building technologies,
sustainable development, and historic preservation standards. The planned development would
combine the post office and city offices under one roof.

However, the City shelved the process in November 2007 due to economic uncertainty and
controversy over the designs that came out of the competition. The proposed financing plan
would have incorporated future bond allocation, New Markets Tax Credits, the general fund,
impact fees, other government contributions, and any other grants or contributions available to
other sources.

More recently, the City’s redevelopment agency purchased a 7-acre site for $4.1 million. This site
was acquired due to lower land costs, and the City intends to use for downtown redevelopment.
Potential uses still include a future civic center project. City and downtown association officials
expressed support for the City continuing to acquire land parcels, especially in a down market, for
future civic projects (not just the civic center).
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APPENDIX C: ADDITIONAL CITY HALL SITE
DEVELOPMENT CONSIDERATIONS

C.1 COST COMPARABLES FOR SITE ACQUISITION AND LEASING

COMPARABLE SALES PRICE

In order to ascertain some of the potential tradeoffs for different site acquisition and leasing
options, ADE acquired the property transaction records for all of the non-residential properties
that changed hands during calendar years 2007 and 2008 in northern Santa Cruz County
(encompassing the area inclusive of Scotts Valley, Santa Cruz, Capitola, and the adjacent
unincorporated communities).

These property records indicate that the average non-residential property in the local area sold for
approximately $1.5 million per acre, or $35 per square foot, as shown in Table C-1. The value of
the acreage will obviously vary considerably by location and by use. Altogether, the cumulative
acreage of these transactions totaled about 97 acres.

It should be noted that these transactional values include the value of the site improvements,
which can vary considerably from site to site. Some transactions are more for the development
potential of the land itself than for the building on the site, while others account for the income
potential generated by the existing buildings on the site.

TABLE C-1

AVERAGE SALES PRICE FOR NORTHERN SANTA CRUZ COUNTY PROPERTY TRANSACTIONS (BASED ON
LOT AREA), 2007 TO 2008

Average Sale

Lot Square Price Per Average Sale
Land Use Sales Price Acreage Footage Acre Price Per SF

Commercial $48,230,115 20.5 892,283 $2,354,526 $54
Office $30,540,000 10.3 447,013 $2,976,028 $68
Institutional $5,889,000 3.9 171,626 $1,494,670 $34
Vacant $11,535,500 2.5 109,336 $4,595,817 $106
Other $21,235,000 53.7 2,338,606 $395,533 $9
Hotel $10,575,000 2.0 86,684 $5,314,070 $122
Mobile Home $445,000 2.9 126,760 $152,921 $4
Parking Lot $18,483,500 1.3 56,628 $14,218,077 $326
Right of Way $1,086,000 0.3 10,890 $4,344,000 $100
Total $148,019,115 97.3 4,239,826 $1,520,750 $35

Source: ADE, Inc., data from Dataquick and Loopnet.

Within Capitola, the number of property transactions was relatively low. Among those properties
that did sell during this period, the average transaction price was nearly $4.4 million per acre, as

Applied Development Economics, Inc. 37



shown in Table C-2.8 Cleatly this is substantially greater than the countywide average, and based
on a much smaller sample of transactions.

However, as noted earlier, the Capitola Inn site (which is not included in these calculations)
recently sold for $5 million, at an average price per acre of $1.6 million. This would price that
property about on par with the average for the surrounding communities and well below what
Capitola properties had been selling for.

TABLE C-2
SALES PRICES FOR CAPITOLA PROPERTY TRANSACTIONS, 2007 TO 2008

Lot Square Sale Price Per Sale Price Per

Site (Use) Sales Price Acreage Footage Acre SF

1066 41st Avenue (Vacant

Commercial) $6,880,000 1.85 80,586 $3,718,919 $85
2185 41st Avenue (Retail) $749,000 0.21 9,148 $3,566,667 $82
207 Esplanade (Retail) $800,000 0.18 7,841 $4,444,444 $102
911 Capitola Avenue (Commercial) $4,570,000 0.51 22,216 $8,960,784 $206
Vacant Miscellaneous $3,000 0.08 3,485 $37,500 $1
Vacant Miscellaneous $900,000 0.33 14,375 $2,727,273 $63
Total $13,902,000 3.16 137,650 $4,399,367 $101

Source: ADE, Inc., data from Dataquick and Loopnet.

SAMPLE OF ASKING PRICES (LEASE AND SALE PROPERTIES)

In early-2009, the project team identified the commercial property listings for northern Santa
Cruz County. Because of how the listings were classified, the information typically given only
included the building square footage, and did not commonly identify the site acreage. With this
information, the typical sale price per square foot for non-residential buildings ranged from $208
to $400 per square foot.

TABLE C-3

AVERAGE ASKING PRICE FOR NORTHERN SANTA CRUZ COUNTY PROPERTIES (BASED
ON BUILDING SQUARE FOOTAGE)

Building Average Sale

Land Use Sales Price Square Footage Price Per SF
Commercial $36,982,710 110,314 $335
Office $29,827,900 142,280 $210
Institutional $24,000,000 60,052 $400
Hotel $6,095,000 24,500 $249
Religious $1,995,000 9,600 $208

Source: ADE, Inc., data from Loopnet.

For leased properties, the sample of buildings offered for lease identified a countywide average of
$20 to $25 per square foot for offices and retail commercial spaces. When looking only at
properties in Capitola, the average asking price for leased office space came out to around $19

8 Property transactions do not include the sale from a lot classified as a religious use, and two small vacant lots
whose transactional values were considered outliers.
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per square foot, while retail commercial buildings were asking $30 per square foot, which is
notably higher than the county average.

In addition, the Capitola listing that was located inside the Village had an asking price of $43 per
leased square foot, which is much higher than the city and county averages. If this asking price is
reflective of the prevailing market demand, then it provides an indicator of how much more value
the Village location adds to a building space.

TABLE C-4
AVERAGE ASKING LEASE RATE FOR NORTHERN SANTA CRUZ COUNTY
AND CAPITOLA PROPERTIES
Average Asking Annual
Land Use Lease Rate per SF

Office $20
Retail Commercial $25
Office (Capitola Only) $19
Retail Commercial (Capitola Only) $30
Retail Commercial (Capitola Village Property) $43

Source: ADE, Inc., data from Loopnet.

C.2 POTENTIAL COSTS FOR DIFFERENT DEVELOPMENT OPTIONS

Considering the multiple development options for the City Hall and Pacific Cove parking lot site,
there is also a wide range of potential costs that go along with them. In each case, the
development cost itself carries an annual cost to finance the project. However, they also include
other potential funding sources that can reduce the costs. This section provides a more detailed
examination of the different costs and revenues that the City would need to balance as it
considers different development, redevelopment, leasing, and relocation options.

PARKING STRUCTURE COST SCENARIOS

The development of the parking garage is potentially the most complex and expensive transaction
that would be potentially proposed for the City Hall and Pacific Cove parking lot site. As noted
in the introductory section, the existing parking shortfall and potential future needs would create
sufficient demand for between 548 and 1,022 parking spaces.

The Pacific Cove parking lot could potentially provide most of these spaces with a three or four-
level parking structure.” For purposes of this analysis, the assumed parking configuration will
include 800 parking spaces. An 800-space structure would create a building height comparable to
the existing site elevations and leave additional air space for development on top of the parking
structure.

As shown in Table C-5, the construction cost for a three-level parking structure would range
between $12.7 and $17.6 million. These costs are based on different calculation methods. One
method uses a standard benchmark cost based on a construction cost of $53 per square foot and

° Based on site observation conducted by Mogavero Notestine Associates.

Applied Development Economics, Inc. 39



300 square feet per parking space, while the other cost scenarios are based on construction cost
benchmarks of $17,000 and $22,000 per parking space.

Using debt financing, this project would result in an annual payment ranging from $728,700 to
$1.1 million. This would be the maximum financial liability, assuming a 30-year term and 4.0
percent interest. It is unlikely that the City would move forward with this type of project using
100 percent debt financing.

Financial resources, aside from City revenues, applied for at the time of construction would
potentially reduce the construction cost. These resources include construction grants from EDA
and CDBG, and an in-lieu fee payment program.

The resources would also potentially include the sale of air rights over the parking structure for
construction of an additional building. For a 35,000 square foot floor space, the analysis
established a potential selling price of approximately $649,000. The value is based on the recent
selling price for the Capitola Inn, and could be considered on the low side for Capitola.

With the potential construction cost reductions in place, and assuming the maximum amount can
be procured from the grant sources, the remaining funding gap ranges between $4.8 to §9.7
million, with an annual payment that ranges from $307,300 to $677,000.

The City could address the remaining funding gap by drawing from parking revenues. The
existing parking meter revenue fund accrues approximately $100,000 per year, which represents
approximately 1/6 of the parking revenue from the Village. On average, parking meters in the
Village generate about $3,000 per year. Parking meters in the Pacific Cove parking lot generate
about $250 per year. Assuming spaces in the new parking structure generated revenue at the
same rate as the current spaces in the Pacific Cove parking lot, a new 800 space structure would
generate an additional $200,000 annually. The revenues will also vary depending on whether
revenues can be increased with higher meter rates and going to an electronic payment system.

Assuming that the parking structure revenues are used to fund debt to build the parking structure,
this would leave a potential funding gap ranging from $107,300 to $477,000 annually.

Additional revenues could potentially come from other sources. For example, attraction of hotel
to the City Hall and Pacific Cove site could potentially generate between $219,000 and nearly
$493,000 of transient occupancy tax (TOT) annually.!? If applied towards the debt service, this
would potentially eliminate the remaining funding gap. In addition, implementation of a parking
district could result in approximately $100,000 of additional revenue annually.

This scenario does not assume any costs for the annual operations and maintenance of the
parking structure.

10 Transient Occupancy Tax calculation is based on attraction of 40 to 90 hotel rooms to the site, with an
average annual occupancy rate of 75 percent and an average room rate of $200 per night.
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TABLE C-5
COST AND REVENUE SCENARIO FOR 800-SPACE PARKING STRUCTURE
(NO SALE OF CITY HALL SITE)

Estimated
Estimated Payment Estimated
Payment ($17,000/ Payment
Parking Structure ($53/SF) space) ($22,000/space)
Parking Spaces 800 800 800
Square Feet 240,000
Construction Cost $12,720,000 $13,600,000 $17,600,000
Interest Rate 4.0% 4.0% 4.0%
Term (Years) 30 30 30
Annual Payment $728,727 $779,142 $1,114,791
Potential Construction Cost Reduction
Proceeds From Parking Air Rights $648,963 $648,963 $648,963
Construction Grant - EDA (Maximum) $2,000,000 $2,000,000 $2,000,000
Construction Grant - CDBG (Maximum) $2,000,000 $2,000,000 $2,000,000
CDBG/EDA Predevelopment Grants (Maximum) $300,000 $300,000 $300,000
In-Lieu Fee Program (Maximum) $3,000,000 $3,000,000 $3,000,000
Cost Reduction (Maximized Grant Value) $7,948,963 $7,948,963 $7,948,963
Funding Gap (Surplus) With Cost
Reduction $4,771,037 $5,651,037 $9,651,037
Revised Annual Payment $307,343 $364,032 $677,028
Potential Meter Revenue $200,000 $200,000 $200,000
Funding Gap (Surplus) With Meter
Revenue $107,343 $164,032 $477,028

Source: ADE, Inc.

Table C-6 shows the cost and revenue scenario for an 800-space parking garage that includes the
cost reduction that would come from the sale of the City Hall site. This scenario assumes that
the sale of the City Hall site would attract revenue of approximately $1.5 million. The scenarios
that assume the sale of the City Hall site also presume that the City Hall functions will need to
relocate off-site.

With the sale from the City Hall site added into the cost reductions, the annual payment ranges
from $29,300 to $371,700.
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TABLE C-6
COST AND REVENUE SCENARIO FOR 800-SPACE PARKING GARAGE
(INCLUDING SALE OF CITY HALL SITE)

Estimated Estimated
Estimated Payment Payment
Payment ($17,000/space ($22,000/space
Parking Structure ($53/SF) ) )

Parking Spaces 800 800 800
Square Feet 240,000
Construction Cost $12,720,000 $13,600,000 $17,600,000
Interest Rate 4.0% 4.0% 4.0%
Term (Years) 30 30 30
Annual Payment $728,727 $779,142 $1,114,791
Potential Construction Cost Reduction
Proceeds From City Hall Site Sale $1,501,884 $1,501,884 $1,501,884
Proceeds From Parking Air Rights $648,963 $648,963 $648,963
Construction Grant - EDA (Maximum) $2,000,000 $2,000,000 $2,000,000
Construction Grant - CDBG (Maximum) $2,000,000 $2,000,000 $2,000,000
CDBG/EDA Predevelopment Grants (Maximum) $300,000 $300,000 $300,000
In-Lieu Fee Program (Maximum) $3,000,000 $3,000,000 $3,000,000
Cost Reduction (Maximized Grant Value) $9,450,847 $9,450,847 $9,450,847
Funding Gap (Surplus) With Cost Reduction $3,269,153 $4,149,153 $8,149,153
Revised Annual Payment $229,334 $291,066 $571,670
Potential Meter Revenue $200,000 $200,000 $200,000
Funding Gap (Surplus) With Meter Revenue $29,334 $91,066 $371,670

Source: ADE, Inc.
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NeEw CITY HALL SITE BUILDING

As shown in Table C-7, the cost of constructing a 30,000 square foot building on the City Hall
site would cost between $7.5 and $13.2 million. This building configuration assumes that City
Hall functions would remain in the same location with a new building.

At 30,000 square feet, the building would have enough space to accommodate existing City Hall
functions and a new library. With just the City Hall functions, about 15,600 square feet can be
leased out, with 8,600 square feet available for lease if the library is included.

The annual payment for the building will range from $429,700 to $765,200, assuming no cost
reductions and 100 percent debt financing.

Assuming that the ground floor space can be leased for about $37 per square foot (and remaining
space leased for $19 per square foot), this would potentially bring revenue of $313,900 to
$488,900 annually. This leaves a remaining gap ranging from a $59,200 surplus to a $442,300
payment annually.

TABLE C-7
COST AND REVENUE SCENARIO FOR NEW CITY HALL SITE BUILDING WITH
LEASABLE SPACE
30,000 SF City Hall 30,000 SF City Hall

Parking Structure Site Building - Low Site Building - High
Construction Cost per SF $250 $440
Square Feet 30,000 30,000
Construction Cost $7,500,000 $13,200,000
Interest Rate 4.0% 4.0%
Term (Years) 30 30
Annual Payment $429,674 $756,226
Civic Center Square Footage (With Library) 21,400 21,400
Civic Center Square Footage (No Library) 14,400 14,400
Leasable Square Footage (With Library) 8,600 8,600
Leasable Square Footage (No Library) 15,600 15,600
Ground Floor Leasable Area (With Library) 8,600 8,600
Other Leasable Area (With Library) 0 0
Ground Floor Leasable Area (No Library) 11,000 11,000
Other Leasable Area (No Library) 4,600 4,600
Lease Amount Per SF (Ground Floor Uses) $37 $37
Lease Amount Per SF (Other Floors) $19 $19

Potential Revenue
Ground Floor Lease Revenue (With

Library) $313,900 $313,900
Ground Floor Lease Revenue (No Library) $401,500 $401,500
Other Leasable Area (No Library) $87,400 $87,400
Lease Revenue (With Library) $313,900 $313,900
Lease Revenue (No Library) $488,900 $488,900
Funding Gap (Surplus) - With Library $115,774 $442,326
Funding Gap (Surplus) - No Library ($59,226) $267,326

Source: ADE, Inc.
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DEVELOPMENT OF NEw OFF-SITE CITY HALL

The scenario described in Table C-8 assumes that City Hall will relocate to an off-site location.
The development costs are similar to the existing site scenario described in Table C-7, except that
it does not assume any excess building spaces for lease and includes potential site acquisition
costs.

The construction cost will depend on the construction cost assumption and whether the new City
Hall will include a library and/or fire station. For a 14,400 squate foot building that only setves
existing City Hall functions, the development cost ranges from $3.6 million to $6.3 million.
Adding the library increases the cost to a range between $5.4 million and $10.3 million. Adding
the fire station uses bumps up the cost range to $5.3 million and $13.2 million.

Overall, the annual payment will range between $206,200 and $595,600, assuming no cost
reductions and 100 percent debt financing.

Potential cost reductions include CDBG and EDA grants of up to $2 million, and the existing
library fund of $2.6 million. It should be noted that the library fund only applies to those
scenarios that include the library in the development, and this fund can only be used to the extent
that the new library provides a benefit to the redevelopment area. The maximized cost reduction
will range from $2.3 million to $4.9 million.

With these cost reductions in place, the annual payment gap ranges from $25,800 to $478,000 for
the construction cost.

However, because the City does not currently own most of the potential sites for relocating City
Hall, the development scenarios also need to include the cost for site acquisition. Naturally, the
site acquisition cost will depend on where the site is located and how large a site the City acquires.
Using an assumption of $5 million for site acquisition, the annual payment gap increases to a
range between $312,200 to $764,500.
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TABLE C-8

COST AND REVENUE SCENARIO FOR NEW OFF-SITE CITY HALL SITE BUILDING

New City
New City New City Hall New City Hall
Hall Hall Building Building With
Building - Building - With Library Library -
Parking Structure Low High - Low High
Construction Cost per SF $250 $440 $250 $440
Square Feet 14,400 14,400 21,400 23,400
Construction Cost $3,600,000 $6,336,000 $5,350,000 $10,296,000
Interest Rate 4.0% 4.0% 4.0% 4.0%
Term (Years) 30 30 30 30
Annual Payment $206,243 $362,988 $306,501 $589,856
Potential Construction Cost Reduction
Library Fund $0 $0 $2,600,000 $2,600,000
CDBG/EDA Construction Grants $2,000,000 $2,000,000 $2,000,000 $2,000,000
CDBG/EDA Predevelopment Grants (Maximum) $300,000 $300,000 $300,000 $300,000
Total Cost Reduction $2,300,000 $2,300,000 $4,900,000 $4,900,000
Revised Funding Gap for Construction $1,300,000 $4,036,000 $450,000 $5,396,000
Revised Annual Payment $74,477 $231,222 $25,780 $309,136
Site Acquisition Cost $5,000,000 $5,000,000 $5,000,000 $5,000,000
Revised Funding Gap With Site Acquisition $6,300,000 $9,036,000 $5,450,000 $10,396,000
Revised Annual Payment With Site
Acquisition $360,926 $517,671 $312,230 $595,585
New City New City
New City New City Hall/Fire Hall/Fire
Hall/Fire Hall/Fire Building Building With
Building - Building - With Library Library -
Parking Structure Low High - Low High
Construction Cost per SF $250 $440 $250 $440
Square Feet 21,100 21,100 28,100 30,100
Construction Cost $5,275,000 $9,284,000 $7,025,000 $13,244,000
Interest Rate 4.0% 4.0% 4.0% 4.0%
Term (Years) 30 30 30 30
Annual Payment $302,204 $531,879 $402,461 $758,747
Potential Construction Cost Reduction
Library Fund $0 $0 $2,600,000 $2,600,000
CDBG/EDA Construction Grants $2,000,000 $2,000,000 $2,000,000 $2,000,000
CDBG/EDA Predevelopment Grants (Maximum) $300,000 $300,000 $300,000 $300,000
Total Cost Reduction $2,300,000 $2,300,000 $4,900,000 $4,900,000
Revised Funding Gap for Construction $2,975,000 $6,984,000 $2,125,000 $8,344,000
Revised Annual Payment $170,437 $400,112 $121,741 $478,026
Site Acquisition Cost $5,000,000 $5,000,000 $5,000,000 $5,000,000
Revised Funding Gap With Site Acquisition $7,975,000 $11,984,000 $7,125,000 $13,344,000
Revised Annual Payment With Site
Acquisition $456,886 $686,561 $408,190 $764,476
Source: ADE, Inc.
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CitYy HALL LEASE OPTION

As another option, the City could elect to rent space for City Hall. Depending on the square
footage, the annual lease payment would range from $288,000 to $602,000, assuming a lease rate
of $20 per square foot. If City Hall is rebuilt on the current site, this expense would need to be
added to the overall cost assumption.

TABLE C-9
COST SCENARIO FOR LEASING SPACE
Off-Site Civic Center City City Hall With City Hall/Fire
Lease Hall Library Building With Library
Square Footage 14,400 23,400 30,100
Lease Amount Per SF $20 $20 $20
Annual Payment $288,000 $468,000 $602,000

Source: ADE, Inc.
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