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COMMUNICATTION from William 1illis and Daniel Manning regarding proposed Merle Hay
Mall Redsvelopment and Tax Increment Financing District.

Date I'ebruary 11, 2008

.........................................

C'ouncil Communication No. 08- O 7§ attached

MOVED by o receive and file the attached
commumcation, direct staff to prepare a proposed urban renewal and tax
increment tinancing plan for the Merle 1lay area: and authorize the City Manager
to negotiate a development agreement with the owners of Merle Hay Mall
property for futurc City Council action.

APPROVED AS TO FORM:

A

Lawrence R. MeDowell
Deputy City Allorney

COUNCIL ACTION | YEAS | NAYS | PAsS | ABSEN CERTIFICATE
COWNIE
COLEMAN I, DIANE RAUH, City Clerk of said City hereby
e certify that at a meeting of the (ity Council of
i said City of Des Meines, held on the above date,
RiER AN among other proceedings the above was adopted.
MAHAFFEY
AR IN WITNESS WHEREOF, 1 have hereunto sct my
s hand and affixed my scal the day and year first
Sl above written.
TOTAL
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SHBJECT:  Tax Incremeit Financing (TIF) District - Murle | Iy Mall
Honorable Mayor and Members of the City Council:

Our law firm represents Merle Hay Mall (hereafler “Merle Hay™) relerence the creation ol
a Tax Increment Financing (TIF) District in the vicinity of Merle Hay Read and Douglas Avenue

(hereatter “T{F District™).

The Des Maines City Couneil, at its meeting of January 22, 2007, initiated the creation of
the TIF District pursuant 1o the map attached as Exhibit =A."

Representatives ol Merle Hay and the undersigned have been working withthe City Manager
and his staff. retercnce the procedural sieps necessary (o create the TIF District du ring the last yeur.

Attached as I'xhibil ‘I1”_is;;murrauw:pxqmud_hy.mp;esanuuxu»sm-mwﬂwmv HE{IEL

requests assistaice for the redevelopment of the Merle I tay Mall,

Merle Huy requests the shorttull of Five Million Six Hundred I'hirty Thousand Five Hundy
Ninety Dollars {$5,630,590.00) (see I'xhibit “B™) be meorporated i a Preeliminary Terms of
Agreement {“Preliminary Agreement™) to be adopted by the City Cauneil ut its meetng of Monday.
February 11, 2008.

Merle Hay will enter into a Development Agreerient subseguent to the adoption of e
Preliminary Agreementand expects the evelopment Agreement to permitreinibursement from ax
Iherement Fioancing funds over a [ilteen (| 3) year poried.

Ouwr Yth Year of Service
{917-200



CONNOLLY O°MALLEY LILLIS HANSEN OLSON LL.P

Mayor Franklin 1. Cownie

and Members of the City Council
City ol Des Moines

Febroary 4. 2008

rage 2

Merle Huy. and the undersigned, requests this letter be reccived and filed (with the attselied
Exhibits "A™ and “B,) and that the City Council, alter consideration of the request, adopt the
Preliminary Agreement at the City Council meeting of Monday, Februay 1 1, 2008.

Very truly yours,

Willham 1. Lillis

(o, /'7,-_///' 2

Daniel 1.. Manning
lFor the Firm

Wil sm
l'ne




Merle Hay Mall
Redevelopment

Backgrou

Developmnent of the Mall

Merle Hay Plaza opened in May of 1959 as an open air plaza of stores between v
Younkers Department store and a Sears store. In 1973, the Plaza was enclosed and
expanded to the west to include a Montgomery Ward store and a Younkers Siere for
Honwes. In 1993, the Younkers Store for Homes closed and was replaced with « Kohl's
Department Store. In 2000, the Montgomery Ward Store closed and # new Famous-Barr
Department Store opened. In 2004, Younkers relocated from its original location (o the
Famous-Barr location and in 2005 4 new 'Targel Store opened in the fosaier Younkers
location,

The interior ol the Mull has been renovated a number of times over the past 49
years, nwst recently in 2000. Other than the entrances immediately adjacent to the new
anchor store: described above, the only entrance that has been renovated is the main east
entrance, which was last renovated in 1990

Changing Business Climate

When Merle [ay Plaza opened in 1959, it was the largest shopping center in the
State of lowa, Up until 1989, you could find a license plate from virtually every county
in lowa in the parking lot at holiday time. Now, there are many more choices for peaple
all over the state of lowa. The proliferation of shopping centers around the state have
over time croded the trade area of Merle Hay Mall. While still a super-regional shopping
center, Merle Hay Mall has responded to the change in the market place by emphasizing
its central location offering stores that cater 1o the large middle market shopper in centra
lowa Siores like Target, Kohl's, Old Navy, and Children's Place cater to value
couscious families, which has become Merle I1ay’s niche customer.

Changing-Retail Format

More recently, the preferred retail tormat around the United States has shified
away form the enclosed regional mall towards a more open and convenient formar.
Originally called sirip centers o1 power strip centers, these formats have gotten much
more pedestrian friendiy. Now described as “Litesiylc centers” they offer convenient and
quick access to stores in an outdoor landscaped seiting. One of the challenges that old!
enclosed malls face is how 1o “open up” to the outside without losing the attructivencss of
the enclosed mall setting,

EXHIBIT




Chauginy Retailer andscape

Another challenge that alder shopping centers face is how to acconmodate new
retailers in their existing and often obsolete retail space. Small shop retailers that
proliterated up until the cconomic downturn of 1991-1992 have beer replaced by much
larger “junior anchor” stores like Bed, Baih & Beyond, Old Navy, Beat Buy, Stuples, and
Fanous Footwear. These stores generally require between & 000 and 55,000/sf, mnch
larger than the average mall store size of approximately 3-5,000/8f. In addiion, they also
require convenient access to their customers, via direct parking lot entrances and
promincut roadway visibility.

In order to attract and acconunodate these popular retailers, it is necessary to
reconstruct 1he existing mall space, both to make it bigger as well as to provide exterior
and interior access for this type of retailer. Depending on the configuration of the mall
property, only certain areas may be eligible fur this type-of redevelopment, Specifically
at Merle Hay Mall, the only mall area where this type of redevelopment is possible is the
castern face of the original mall building that faces Merle |lay Road. The enclosed mall
arca between Target and Sears on either side of the main east entrance to the mall
provides both road visibility as well as direct parking lot access for customers,

Proposed Redevelopment

Facade Renovation

The proposal would recontigure and rebuild approximately 55,000/sf of mall
space in order to bring in four junior anchor stores and two restaurants. The stores would
have entrances facing the east parking lot as well as interior ¢nfrances to the mail
corridor. Old Chicago is the fiist stage of this redevelopment, located immediately next
to Target. Old Chicago has interior scating and an exterior patio. The entire fagade of
the restaurant was rebuilt, including raising the parapet wall to better match the Target
fagade. In addition, a service area was added between Old Chicago and the junior anchor
tcnant to the north lo provide a delivery garbage service area for these two tenants. One
of the hardest issues 10 address when recontiguring this type of mall space with entrances
al both the front and rear of the store is how and where to configure the service areas to
accommodate these stores.

The same fagade improvements are proposed to continue from the north side of
the Old Chicagoe service arca all the way to the Sears entrance court on the cast side of the
mall.

New Main East Entrance

The existing main east cutrance is propesed to be replaced with a two siory gluss
atrium that will extend approximately 30 feet to the west into the mall concourss. The
porte cochere will also be replaced with one that is mere in keeping with the clean
modem look of the rest of the fagade.



Reconfiguration of Existing Space

Vacating ihe interior spacce in order o build out 55,000/s1 of new tenants required
that a number of tenunts be relocated within the mall. The largest of these tenants is Old
Nuvy, which currently occupies 22,31(0¢st. The current Old Navy prototype store is
approximately 15-17,000/sl. Consequently, the appesl Lo Old Navy of relocating was th
ability to downsize their store {o the current prototype and minimize their occupancy
costs. The only space that Old Navy was willing to relocate to is tlie Limited and former
Causal Comner space, As a result. Merle Hay management was forced to wait until the
Limited lease came up for rencpotiation before heing able to relocste Limited and then
agiee lo relocate Old Navy. ln total, five tenants will have to be relocated in order 1o
build out the new proposed tenant spaces. Relocation is a costly endeavor, as tenants like
Old Navy generally want their new space built out 100% plus repayment of the
unamortized cost of the existing improvements in their old locations.

Modem retwil stores have a much higher energy demand than older retailers,
requiring significant upgrades of clectrical transformers and distribution equipment
Merle Hay Mall is fortunate that it has a chilled water loop system to heat and cool the
mall stores. This is a very efficicnt means of cooling such a large structure, permitting:
each tenant o operate an air handling unit (essentially a tan) instcad of' @ scparate roof top
unit. As part of this proposed project, we will hopefully be working with Mid-American
Energy to replace the 50-year old transformers that currently sit immmediately narth of the
Iidin east entrance,

Environmentally Conscious Ranovations

Merle Hay Mall management analyzed the proposed possible renovations again
the LEED certification criteria for retail projcets. I'wo factors essentially prevent us from
seeking LEED certification for this renovation project. First, as a renovation there are
very few improvements that we arc able to make to generate enough points to qualify for
LEED certification. In addition, if we pay for tenant improvements that are LEED
quatificd, we are unable to sguregate those paints with the points we are able to goncrate
with our mall renovations. This inability to aggregate poinis between the vetail stoge and
the mall makes it even more difficult to generate enough points to qualify for LEED

status,

Merle Hay Mall is committed to renovating the structure in an enviconmentally
sound manner. Our new roof will be a reflective surface, which should reduce our ail
conditioning load, We will be adding landscaping and wallways on the east fagade,
which will add o our permeable surface, It will also ercate areas outside that can he used
by our shoppers during nice weather.

[n addition, but not as part of this proposed project, we are looking into micro-
generaling opportunitics on our property. To that end, we have just begun gathering (he



inttial field dati to detcrmine whal types of electric micru-generation would make
economic scusc in light ol our location,

Community Benefit

There are a number of direct henefits to the residential areas near Merle Hay Mall
that would accrue from a renovation of the mall. Providing poods and services closc by
would save consumers gas and time when they do their shopping. Fewer hours loggeid o1
the road mean less greenhouse gas emissions from those car trips, Proximity to a first
class shopping venue will improve the market perception of these neighborhoods and will
hopefully help o stabilize home values. Revitalization of the entire commercial corridor
will benefit the swrounding businesses as well as the commercial tax base. The ability of
Des Moines (o retain and 1evitalize its regional shopping venue will improve the
shopping choices lor people living in Des Moines as well as the suburbs adjacent 10 the
Mall.

Public/Privaie Partnership

The combination of increased competition in the marketplace plus sharp increase
in the cost of construction prevents Merle Hay Mall trom undertaking the proposed
redevelopment without doing it in paitlnership with the City of Des Moines. For all of
the reasons stated above, we belicve o redevelopment of Merle Hay Mall will improve
the economic outlook of the entire Merle Hay Road and 1Douglas Avenue corridor as well
as improve the quality of life for thage Des Moines residents who preler to shop closer to
home and pofentially use mass transit 10 access those shoppiny areas,

Unlike somec other property owners whose failure Lo invest in their properties has
precipitated the decline of those projects, the Merle Hay Mall owners have spent tens of
millions of dollars over the past ten years to re-merchandise the store selectior in the mall
and redevelop the department stores that ancher the mall. Those investments have
prevented a further erosion of Merle Hay's market share resulung from increased
competition. Conscquently, Mcrle Hay’s murket share 1s us robust as it could be given
(lie shifting marketplace,




Our request for assistance is based on the following analysis of the
redevelopment:

Capital Improvements $3,918,875
Tenaut Allowances Total $2,994,005
Tenant inprovements Total $5,278,010
Cost of Development Total $12,190,590
Annual Lease Revenue - New Developmeni $656,000.00
Value of now leases al 10% $6,560,000.00
Shortfall of Proposed Development $6,630,590.00

Our goal is to complete the redevelopment by the Summer/Fall of 2009, Without
the creation of a partnership with the City of Des Moines, we would not be able to
undertake this redevelopment. 'T'o that end, we came before the City Council last Januaury
with a request for the creation of an Urban Renewal Area in order to ussist this project.
We have met a number of times over the past twelve months with the City Manager and
his staff to update them on the project and work through the issues raised by this effort.

Public/Private Partnership with Urbandale

We are simultaneously working with the City of Urbandale (o creunte an identical
district in Urbandale. A joint meeting with Council members Vlassis, Celeman, Des
Muaings City Stalf and the Mayor and manager of Urbandale was held 1n June 2007 wo
discuss both Cities working in conjuniction with each other, None of the investment listed
above will occur in the Urbaudale portion of the Mall.  Urbandale is commitied to
creating a similar district to the one we are requesting of Des Moines. The timing of the
Urbandale Urban Rencwal Arcu will be similar to the timing of the proposed Des Moines
Arca, however, the improvements proposed on the Urbandale side will not take place
during the same time frame as the proposed Mall improvements on the Des Moines side.

Conelusiom —

We believe that this proposed investment for the City of Des Moings i: a good
one in order to support regional shopping opportunities in the City. The henefits to the
citizens of Des Moines are numerous and include beticr access to poods and services as
well as revitalization of a major commercial corridor in the City, The investment by the
City of Des Moines will be penerated by the taxes from the redeveloped project. Without
this investinent, there would be a further erosion of the property tax base ai Merle Hav
Mall and the surrounding propeities. For this reason, this proposal makes cconomic
development sense for the City of Des Moines.



