
 M E M O  R A N D U  M

To: Leslie Fritzsche

From: Jamie Gomes, David Zehnder, Tom Martens and Ben 
Sigman 

Subject: Aggie Square Phase 1 Project– Evaluation of Financial 
Feasibility; EPS #202083 

Date: September 30, 2020 

The City of Sacramento (City) engaged Economic & Planning 
Systems, Inc. (EPS) to evaluate the need for public-sector 
financing participation in the proposed Aggie Square Phase 1 
Project (Aggie Square or Project). The Project developer, 
Wexford Science + Technology (Wexford) has indicated that 
public agency participation will be necessary to proceed with 
Project development and has requested the City consider public 
financing to assist in funding Project infrastructure and costs. 

EPS worked with Wexford and City staff to understand the 
structure and timing of Project costs and revenues, including the 
proposed deal structure between Wexford and the University of 
California Regents (UC or UC Regents), required investor return 
thresholds, and other variables affecting the viability of Project 
development. The objective of this initial EPS review is to assess 
the need for public financial support in the Project. Future efforts 
may continue to inform negotiations between the City and 
Wexford regarding the timing and scale of public financing, 
specifically that may inform completion of a Funding Agreement 
between Wexford and the City and to define terms of and 
funding responsibilities associated with the public-private 
partnership. 

Because of the proprietary nature of Wexford’s financial 
information, EPS completed this review under a confidentiality 
agreement between EPS and Wexford. As such, this 
memorandum contains summary information, analysis, and 
conclusions but excludes any confidential or proprietary 
information obtained over the course of EPS’s review. 
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Project  Overview

The proposed Project is a mixed-use innovation and research center in the City. Located 
on the UC Davis Health Science Campus in Sacramento, along the City’s Stockton 
Boulevard corridor, the Project is envisioned as a Knowledge Community that creates an 
innovation hub for the Sacramento region – driving commercialization of University 
research, hosting Sacramento start-ups, growing local companies, and bringing new 
companies to Sacramento. 

UC Davis and its selected Development partner, Wexford, are creating Aggie Square as a 
public-private partnership. The Project will be a significant collaborative hub for research, 
development, and education unlike anything currently located in the City or the Region. 
Aggie Square will couple all of the key elements of a thriving innovation ecosystem: 
publicly and privately funded research, commercial office and lab space, convening space, 
housing, public spaces, and ample opportunities for learning and connecting. The Project 
proposes to exemplify best practices in innovation and inclusive economic development 
by leveraging the research strengths of UC Davis to create opportunities for academic, 
industry and community collaboration in a vibrant setting, to the benefit of UC Davis, the 
City, Sacramento County and the entire Sacramento region. 

Located on the UC Davis Health Science Campus in Sacramento, the Project is anticipated 
as a mixed-use collaborative innovation center and research hub. The Project is located 
at the intersection of Stockton Boulevard and 2nd Street, south of the existing UC Davis 
Medical Center.  The Project contains a variety of UC Davis and private sector uses, 
including science, technology, data and research uses, co-working space, community-
serving retail, and housing. Each of these important elements, from the shared office and 
lab space, to the turnkey commercial labs, to the public “living room” infrastructure of 
Innovation Hall, allows for entrepreneurial collisions and connections, ongoing community 
engagement, commercial co-location clustering with startups, and new job 
creation/workforce development. 

The Project is anticipated to be developed in two phases.  Only Phase 1 is considered in 
this financial feasibility analysis memorandum.  As outlined in more detail below, Phase 1 
of Aggie Square will consist of approximately 0.9 million square feet across four buildings 
with a mix of innovation elements: academic research and learning, industry innovation 
and commercialization, shared office and lab suites, continuing education and training 
facilities, community convening space, housing, primarily for students, and public spaces 
for gathering and events. Other Phase 1 project elements outside the above include the 
Mobility Hub being developed by the university , a rehabilitation hospital already under 
construction, and future potential expansion of the hotel within the project boundaries. 
Occupancy of Phase 1 is currently projected for late 2023. 

While not considered in this analysis, Phase 2 of the Project is anticipated to include 
600,000 square feet in two additional buildings, consisting primarily of science, 
technology, and research uses, including additional shared office and lab space. 
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Phase 1 Project Land Uses 

Phase 1: Base Development Scenario 

For purposes of this analysis, Phase 1 of the Project consists of three buildings, 
associated public spaces fostering an environment for community interaction and 
collaboration between disciplines and a parking garage.   

The three buildings have been identified in the subject cash flow as Lab Building West, 
Lab Building East, and Lifelong Learning, with a total of 949,452 gross square feet and 
897,440 net leasable square feet, allocated as shown below. 

Leasable Square Footage Summary 

 

The Project also includes a 1,862 space parking structure, at 360,400 square feet, for 
total project square footage of 1,309,852. These numbers differ somewhat from those 
identified in other documentation but are the basis for the cash flow. 

Analyt ica l  Approach 

The City and Wexford are currently in discussions relating to a funding agreement that 
identifies the scale, timing, and sources of public financing mechanisms available to assist 
Project development.  As part of this process, the City requested that EPS work on its 
behalf with Wexford to understand the Project’s need for public financing.  EPS’s 
analytical objective is to confirm that the Project’s need for public financial participation, 
as asserted by Wexford, is reasonable given available information related to development 
economics.  After executing a Nondisclosure Agreement to protect the release of sensitive 
and confidential Project financing information, Wexford provided EPS with both a static 
and a dynamic pro forma model used to project financial returns for the Project.   

Details of the pro forma model, transactions, and certain inputs and results are 
considered confidential or proprietary by Wexford and UC Regents, and therefore cannot 
be discussed in detail in this review.  EPS’s review therefore focuses on identifying 
industry-standard approaches and return rates and offers commentary regarding whether 

Lab Bldg. Lab Bldg. Lifelong 3-Bldg
Use/User West East Learning Total Share

UC Davis 42,988 112,755 159,482 315,225 35%
Shared Office (CIC) - - 79,678 79,678 9%
Shared Lab (CIC) - 43,879 - 43,879 5%
UC Industry Partner 122,000 53,333 55,047 230,380 26%
Spec Office 99,011 - 16,129 115,140 13%
Spec Lab - 107,466 - 107,466 12%
Spec Retail 4,129 1,543 - 5,672 1%
Total 268,128 318,976 310,336 897,440 100%

Source: Wexford Science + Technology; EPS.
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or not the Wexford pro forma for the Project operates within normal industry-standard 
ranges.  Because the baseline model provided by Wexford identifies a cash-flow shortfalls 
from Project development, EPS’s review primarily focused on evaluating the factors 
driving that shortfall, validating assumptions used, and using sensitivity analysis to test 
the upside potential in circumstances where the Wexford model relied on assumptions 
EPS deemed conservative.  This approach is intended to assist Wexford and the City to 
identify whether the request for public funding is warranted.   

It is important to note that the actual financial performance of the Project will depend on 
factors that have not yet been finalized and / or cannot be known for certain at this time. 
These include, without limitation, the actual development program, (e.g. size, design, 
mix), project costs, financing terms, evolving market conditions and macro-economic 
trends. EPS has conducted this analysis based on information provided by Wexford, 
readily available public data, and financial assumptions and parameters that are 
commonly used in the real estate development and investment sector. The conclusions 
also derive from the professional expertise of EPS staff as well as our experience in the 
Sacramento market.  The depth of analysis and level of due diligence has been limited by 
schedule and scope of analysis.  

Summary of  F indings 

EPS’s review of financial information provided by Wexford generated the findings 
identified below.  The detailed metrics, evaluation approach, variables considered, and 
outcomes of EPS’s review are documented in further detail in the sections that follow 
each summary finding.   

1. Market performance assumptions are generally more optimistic than 
prevailing conditions, reflecting the unique nature of the project but also 
introducing additional risk. 

Project financial returns are predicated on lease rate assumptions from two primary 
sources – 1) UC Davis-leased space and 2) Private sector-leased space.  Lease rates 
for the UC Davis space is based on a contractual relationship between the UC Regents 
and Wexford and are based on a fixed percentage of the combination of building hard 
construction costs as well as tenant improvement hard construction costs.  While EPS 
does not have a copy of the lease terms, Wexford indicates the lease rate may 
fluctuate based on the final costs identified above.  From EPS’s perspective, this “deal 
structure” does provide Wexford with some cost escalation mitigation wherein future 
lease rates for a portion of the building (leased by UC Davis) are connected to 
construction costs.  Absent this arrangement, lease rates would solely be based on 
market conditions regardless of building construction costs.  It is important to note 
that this “deal structure protection” only applies to the UC Davis-leased space, which 
may account for at least 35 percent of the total estimated building space, possibly 
higher if the speculative space is reduced to minimum levels.   
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On the remaining private-sector-leased space, Wexford has assumed the lab space 
would be able to command annual lease rates that are at least approximately 15 
percent higher than current Class A office market lease rates. Wexford attributes the 
ability to achieve above-market lease rates to two primary factors:  1) the 
opportunity that Wexford’s commercial spaces provide for close proximity to 
university research, faculty and students; and 2) the unique environment focused on 
innovation and entrepreneurialism propels large and small companies to seek a “place 
at the table.”  From a financial analysis standpoint, the outcome of this optimistic 
lease rate scenario is higher forecasted revenues and a resulting smaller financing 
gap as compared to an approach limited to existing conditions.  It should be noted 
that this lease rate expectation is consistent with the notion of a successful innovation 
center, and other innovation centers in the U.S. have also out-performed local 
conditions based on their successful implementation. 

2. Cost assumptions are in the realm of reasonableness, but additional due 
diligence is necessary to fully validate these important estimates and 
assumptions. 

The per-square-foot construction costs fall within the expected range but could be 
higher or lower depending on design parameters and other factors.  Site 
development, infrastructure, building improvement and other costs are supported by 
third-party engineering cost estimates.   

Depending on the scale and scope of lab and other specialty space that is created, 
tenant improvement cost assumptions appear to be within reasonable ranges.  The 
developer proforma assumes an additional approximately borne by the developer 
might be shifted to tenants.  Other findings include: 

 The cost estimates for project features including Aggie Square, Market Plaza, 
and District Hall cannot be fully vetted based on the detail provided. 

 At less than 30 percent of hard costs, soft cost estimates appear reasonable.  
Additional analysis of permit and fee costs may be warranted and may be 
validated by the City.   

 Although the developer fee is higher than typically observed, it likely reflects 
the additional complexity associated with implementing a complex P3 concept. 

 Operating expenses indicates assumptions are typical for the proposed 
building types under consideration. 

 Offsite improvement costs cannot be fully vetted based on the detail provided. 

3. The financial gap may be reduced if the Phase 1 Project is scaled back to a 
smaller building footprint.  Therefore, the City should structure public 
funding to scale with the scope of the Phase 1 development project.   

Wexford intends to construct all three buildings in Phase 1 at the same time, but 
there is uncertainty in the commercial market as it relates to new space commitments 
because of COVID-19 conditions (more in the office sector than the lab space sector).  
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UC Davis has spent several years cultivating key industry partners and Wexford is 
most focused on getting commitments from these partners to move forward.  
However, in the event that procurement of additional industry partners is slow to 
materialize and Wexford does not see sufficient pre-leasing by the Spring of 2021, UC 
Davis and Wexford have agreed on a plan that would allow Wexford to develop the 
East Lab and LLL buildings and delay the West Lab building as necessary.  In that 
event, Wexford has agreed to complete the additional site improvements with the Lab 
East and LL Building and absorb those costs in return for a continuing option to 
develop the West Lab.  Wexford expresses confidence that should there be a deferral 
of construction on the West Lab, it would be short in duration based on prior project 
experiences with staged development in other markets.  

4. Even with optimistic revenue and valuation assumption, the project achieves 
a modest return on investment relative to the risk profile of the investment. 

The project is pioneering in its scope and scale in the region - though the UC Medical 
Center is an important and powerful anchor institution, private occupancy of office, 
R&D, and lab space of this scale and intensity is a new element in the Sacramento 
metropolitan economy.  The preleasing commitment of UC Davis, which is expected 
to occupy 35 percent of the space, is an important element; to the extent that UC 
Davis is able to attract industry partners as expected to just over a quarter of the 
space, the speculative component of the project is appropriately limited to  just over 
a quarter of the space. An additional 14 percent of the space is assumed shared 
space (including both lab and office). 

With modest offsite improvement requirements, supporting infrastructure is not the 
root cause of the feasibility challenge.  Rather, it appears that the financial challenge 
of building the project is attributable to the high cost of building construction, more 
so than project amenities, as Aggie Plaza, Market Plaza and District Hall account for 3 
percent of hard construction cost and 2 percent of total construction cost, excluding 
the parking structure.    

5. The financial terms governing the allocation of risk and return among 
participating parties represents a critical factor in determining project 
viability and acceptable return thresholds.  

The IRR estimated by the Wexford model is at the low end of a plausible spectrum of 
what is likely to be acceptable to investors, though a thorough review of deal terms 
would be needed to verify this conclusion.  The targeted project yield (i.e., equal to 
stabilized net operating income divided by total project cost) appears to be 
appropriate relative to local market capitalization rates for Class A office.  Based on 
known risks, which are somewhat mitigated by the UC anchor tenant role and the 
long-term land lease (75-years with potential for extensions), Wexford is seeking an 
modest yield spread over existing, comparable assets in the local Sacramento 
market. 
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6. EIFD is, at least, an interim cost to the City.  

In an EIFD, incremental property tax revenue that would otherwise go to the City’s 
General Fund would be directed to qualifying infrastructure and other public 
development.  As such, a key next step would be to evaluate the proposed set of 
qualifying projects, as the project does not seem to be challenged by a need for 
supportive infrastructure but does include costly structured parking. 

While significant City resources will be needed to establish the district, it is possible 
(and presumably intended) that the EIFD, as warranted, may help implement a 
project that delivers substantial long-term local and regional benefits. 

7. Public financing appears justified.  

The initial review finds the project to be financially challenging given the summary 
conclusions stated above and finds that public financing is appropriate.  Additional 
feasibility analysis, further evaluations of potential revenues and costs of alternative 
project development scenarios and discussions with the applicant regarding proposed 
publicly-funded improvements would further inform appropriate levels of public 
funding. 
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