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THE UNIVERSITY OF WISCONSIN SYSTEM

Request for

State Building Commission Action

November 2004
Project 03H3O

1.
Institution:  The University of Wisconsin–Milwaukee. 
2.
Request:  Requests approval of the proposed agreements contained in the Master Term Sheet with Weas Development Corporation for the redevelopment of the Kenilworth Building for a estimated total project cost of $68,717,413.  The development of the property will be funded by bonds issued by the Redevelopment Authority of the City of Milwaukee (RACM) and underwritten based on UW-Milwaukee’s (UWM) commitment on an operating lease.  The University of Wisconsin–Milwaukee will contribute institutional resources to a new Administrative Affairs building associated with the redevelopment.

3.
Description and Scope of Project:  The Kenilworth property, owned by the Board of Regents of the University of Wisconsin System, consists of a 490,502 square foot building on a 2.4668 acre parcel of land located one mile south of the UWM campus (2185 North Prospect Avenue).  UWM will partner with a private developer to rehabilitate the Kenilworth property to provide improved academic space, new residential space for upper class, graduate, and married students, some private residential and retail space, and parking to support those facilities.  In turn, this rehabilitation will create public green space and access to the adjacent bicycle trail (the Oak Leaf Trail) and thereby the lakefront, will make a portion of the property taxable, and will improve the appearance of the neighborhood.  
The Board of Regents will subdivide the Kenilworth property into two parcels; the parcel containing the existing 490,502 square foot building (the “UWM Parcel”) and the southeast loading-dock corner of the property (the “Condominium Parcel”).  If a land division is required and it cannot be completed prior to closing, the parties may execute a master lease, which shall be replaced by the documents contemplated under this Master Term Sheet, when the subdivision is completed.

The Board of Regents will lease the UWM Parcel, except certain parking areas, which may be retained by the Board of Regents as a separate condominium unit or units, and an area for 16 parking spaces to be reserved for use in connection with the Condominium Parcel, to the Redevelopment Authority of the City of Milwaukee (“RACM”) pursuant to a 66-year ground lease (the “UWM Parcel Ground Lease”).  RACM will contract with Weas Development Corporation and the Milwaukee Development Corporation (collectively, the “Developer”) to rehabilitate the parcel.  The Developer will convert the existing building into two buildings separated by pedestrian green space providing access to the Oak Leaf Trail.  The new west building will include approximately 179 apartments intended for approximately 370 upper class, graduate, and married students, approximately 144 parking spaces, and 10,000 square feet of street level retail space.  The new east building will include instructional, office, and studio space for the Peck School of the Arts, approximately 82 parking spaces, and 16,500 square feet of street-level retail space.  After the UWM Parcel is developed, RACM will lease the property back to the Board of Regents via an operating lease to the Department of Administration for a term of 30 years (commencing after completion of the project), with an option for the board to purchase the property at fair market value. The Board of Regents (UWM) will lease all of the retail spaces (a total of 26,500 square feet) to the Developer for a term of 30 years.

The Board of Regents will also lease the Condominium Parcel to the Developer, pursuant to a 99-year ground lease with ten, ten-year renewal options (the “Condominium Parcel Ground Lease”), on which the Developer plans to build private residential condominiums.  Within 18 months, the Board of Regents will undertake selling its remaining interest in the Condominium Parcel and 16 parking spaces to the Developer for a nominal sum.  

The Developer will obtain a separate facility to house the Administrative Affairs functions that are presently housed on the UWM Parcel (the “Administrative Affairs Site”), that is acceptable for Board of Regents and UWM, and will cause it to be improved in accordance with approved plans and specifications.  The Administrative Affairs Site will be exchanged (at the Developer’s actual cost) for the tenant interests in the Ground Leases.  To the extent that the fair market value of the tenant interests in the Ground Leases exceeds the cost of the improved Administrative Affairs Site, the additional value will be conveyed to the Board of Regents by the Developer making appropriate tenant improvements in connection with the UWM Parcel (e.g., to the parking spaces retained by the Board of Regents) or through transfer of an equivalent amount of property, furnishings, fixtures, or cash.

Although the Kenilworth Property will be redeveloped into a mixed-use property, all but an insubstantial portion will be used by UWM to house its governmental activities or to house its students.

A more detailed summary of the transactions follows:

a) The Board of Regents will divide the Kenilworth Property ground and buildings into two separate parcels:

-  The existing building and ground underneath to be known as the UWM Parcel.

-  The existing south loading dock area to be known as the Condominium Parcel.

b) The Board of Regents will lease the UWM Parcel to RACM at fair market value using a 66 year ground lease.

c) The Board of Regents will lease the Condominium Parcel to Weas Development Corporation at fair market value using a 99-year ground lease with ten, ten-year renewal options in order for the developer to build private residential condominiums. 

d) Within 18 months of leasing the Condominium Parcel to Weas, the Board of Regents will request approval from the legislature’s Joint Finance Committee to sell the parcel and 16 codominiumized parking spaces to Weas Development Corporation.

e) In exchange for the fair market value of the UWM Parcel and the Condominium Parcel, the Board of Regents will receive a new building, including build-out costs, within two miles of the northwest edge of the main UWM campus to house the Administrative Affairs functions that are currently housed in the Kenilworth Building.  If the fair market value of both parcels exceed the value of this exchange, the Board of Regents may condominiumize parking space(s) within the existing Kenilworth Building, retain full ownership rights for those spaces when the UWM Parcel is leased to RACM, and receive redeveloped parking space(s) in exchange for its interest in the remaining fair market value. 

f) RACM will enter into a Development Agreement with Weas Development Corporation to redevelop the UWM Parcel.  The Board of Regents will be included in the Development Agreement as a third-party beneficiary and will be a party to all redevelopment decisions.


g)
On behalf of the Board of Regents, the Department of Administration will enter into an operating lease with RACM to occupy the redeveloped UWM Parcel, excluding 16 parking spaces reserved for condominium usage.

-  The lease will be for 30 years.

-  The annual lease payments will start in 2006-07 at $1.9 million and increase in 2007‑08 to $2.4 million, increasing thereafter annually at four percent.  Rent payments will temporarily increase by a rate equal to the CPI when the CPI exceeds four percent.  The rate will revert to the previous rent schedule based on four percent adjustments when the CPI falls below four percent.

-  The Board of Regents will have an option to purchase RACM’s interest in the leased redeveloped parcel at anytime at the higher of fair market value or the amount of outstanding bonds.  


h)
UWM will enter into two operating leases with Weas Development Corporation to manage retail spaces within the UWM Parcel.

-  Both leases will be for 30 years with options for renewal.

-  The build-out of both operating spaces will be paid for by Weas Development Corporation.

-  The Board of Regents will have the option to purchase the lease interest in the east building retail space (approximately 16,500 square feet) from Weas Development Corporation at fair market value.  

· The Board of Regents will have an option to purchase the lease interest on the west building retail lease (approximately 10,000 square feet) from Weas Development Corporation at a price that includes Weas Development Corporation’s cost to develop the retail plus 50% of any additional fair market value that is created.  Essentially, the Board of Regents and Weas Development Corporation will share equally in increased value of this developed space.    

-  The lease payment for both leases will be $150,000 per year for the first five years and increase thereafter at the higher of either two percent or the average tenant lease increases.

4.
Justification of the Project:  The Kenilworth Building (371,872 ASF/490,502 GSF) is located one mile south of the main UW-Milwaukee campus.  The east portion was constructed in 1914 as a factory for the Ford Motor Company, and the west portion was built in 1942 as an ammunition plant operated by General Motors.  In 1971, the U.S. General Services Administration turned the facility over to UW-Milwaukee as surplus property.  The facility currently serves a variety of purposes:

· Physical Plant Services, including administrative offices, craft shops, campus mail services, and vehicle garage (94,507 SF);

· Printing Services offices and production facilities (17,992 SF);

· Campus storage and Physical Plant stores operations (118,780 SF);

· The Peck School of the Arts instructional studios (85,857 SF); and
· Storage of samples for the State Geologist (54,736 SF).


The 1971, gift from the federal government came with the stipulation that, for thirty years, the building could only be used for educational purposes.  In anticipation of the 2001 sunset on use restrictions, UW‑Milwaukee formed an ad hoc Kenilworth Committee in 1999, to study the future potential of the facility.  The committee included representatives from the faculty, staff, City of Milwaukee, and neighborhood.  In keeping with the community engagement and partnering that form the core of The Milwaukee Idea, the Kenilworth Committee examined the current uses and campus space needs along with the building’s neighborhood context and the incentives that are taking place in the local community.  These committee discussions also recognized that in its decaying condition, the Kenilworth facility could not be used efficiently or effectively to further the UW-Milwaukee mission or the best interests of the neighborhood and community.


The Kenilworth Building is situated adjacent to the East Side Business Improvement District #20 (ESBID) which is located along east North Avenue between the Milwaukee River and North Prospect Avenue.  Predominantly commercial in character with residential areas, the merchants and property owners involved in ESBID have been working with the city of Milwaukee to develop a strategy to improve the image and appearance of the area.  Their primary goals are to attract additional private investment, increase safety, and create a pedestrian-friendly district that will build upon the essential qualities of the existing entertainment and retail environment.  A major streetscape improvement project was completed in 2000, including new pedestrian lighting, curb push-outs and intersection pavement improvements, landscaping, tree plantings, decorative planters, and information kiosks.  The ESBID master plan highlights the Kenilworth Building as having “major potential for retail, commercial, and residential redevelopment,” consistently referring to the Kenilworth Building’s potential as “catalytic.”  The Kenilworth Building is viewed by ESBID as a potential source for large, flexible retail space that currently does not exist in the district, and notes that the building could also enhance the local residential housing market.  ESBID supports the enhanced presence of UW-Milwaukee in the building, especially for functions of the Peck School of the Arts.


Working with UW System and the Department of Administration, in October 2002, UW‑Milwaukee issued a Request for Proposal (RFP) for the redevelopment of the Kenilworth Building to provide 103,000 ASF for the Peck School of the Arts and UWM student housing, with other uses to be proposed by developers.  In addition, 150,000 ASF for various campus support services in Administrative Affairs would need to be included in the redevelopment of the Kenilworth Building or provided in a relocated facility within two miles of the main UW‑Milwaukee campus.  Moreover, mindful of the state’s fiscal challenges, the RFP made it clear that funding for the project would need to come from sources other than state bonding authority.


In February 2004, the state Building Commission directed the Department of Administration's Division of State Facilities to re-issue the RFP.  The re-issued RFP was substantively similar to the original, however, DOA adopted a different developer selection process that incorporated advice from neighborhood participants.  In June 2004, the state Building Commission approved a request to allow the state to enter into negotiations with Weas Development Corporation.  The Weas Development Corporation financing package relies on a 501(c)(3) tax exempt entity.  No funding from the state of Wisconsin will be required.
5.
Budget and Schedule:  

	PROJECT COST 

	 Construction
	                           $38,954,615 

	 Administrative Affairs Acquisition/Build-out  
	                             $6,441,442 

	 Furniture Fixtures & Equipment
	                             $3,163,927 

	 Soft Cost
	                             $6,060,946 

	 Contingency
	                             $2,184,837 

	     TOTAL
	                           $56,805,767 

	
	

	 Project Financing Cost
	                           $11,911,646 

	     TOTAL
	                           $68,717,413 

	SOURCES OF FUNDS

	 Bonds Proceeds
	                           $67,340,000 

	 Bond Interest
	                                $577,413 

	 UWM Contribution
	                                $800,000 

	     TOTAL
	                           $68,717,413 

	
	 


	SCHEDULE

	Start of Construction
	January 2005

	Substantial Completion & Occupancy
	August 2006


6.      Previous Action:

The redevelopment of the Kenilworth Building was discussed with the Board of Regents and the state Building Commission in the context of the Long Range Development Plan for UW‑Milwaukee.

In February 2004, the state Building Commission directed the Department of Administration's Division of State Facilities to issue a Request for Proposal for the Redevelopment of the UW‑Milwaukee Kenilworth Building. 

In June 2004, the state Building Commission approved a request to conclude the formal review processes of responses to the Request for Proposal and to allow the state to enter into negotiations with a single developer team to refine the functional requirements and the associated financing plans before entering into a final agreement for the redevelopment of the Kenilworth Building.  

1104KenilworthSBC.doc
10/28/2004






