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. OVERVIEW

Tax Increment Reinvestment Zone Number 17, City of Houston, Texas (the “TIRZ” or
the “Zone”) is a financing mechanism provided under State of Texas statutes that will be
used by the City of Houston (the “City” or “Houston”) to preserve, conserve and
redevelop this major activity center. The creation of the TIRZ offers the opportunity to
address specific conditions that if not addressed, will pose long term risks to the area by
increasing the number of unproductive, under-developed properties and decreasing area
property values. Increasing traffic congestion and poor accessibility of major
thoroughfares threaten the area’s economic vitality. If these conditions continue
unabated, and the commercial area begins to decline, the City of Houston, Harris County
and Spring Branch ISD stand to lose significant tax base from stagnation of current value,
as well as from the loss of future growth to new developments outside their jurisdictions,

specifically to the west.

The 988-acre Zone encompasses approximately 4.6 million square feet of retail space
(including both Memorial City Mall, Town and Country Village and Town and Country
Mall), 1.6 million square feet of office space, 480,000 square feet of health care facilities,
and 150 acres of undeveloped land or underutilized land uses predominantly north of I-
10. The area is one of the City’s major activity centers, similar to Greenspoint,
Greenway Plaza, the Texas Medical Center, Westchase, and Uptown Houston. Based on
1998 values and tax rates, the real property in the Zone generated approximately $13.5
million in real property taxes cumulatively to the City, County and Spring Branch
Independent School District (“SBISD”).

Proposed TIRZ improvements are intended to create an environment attractive to new
high quality development along the north side of the Zone and spur additional
development on the south side. The TIRZ is intended to provide the financing
mechanism to construct a needed collector street network on both the north and south

sides of I-10 within the Zone. A _collector street network within the Zone, capable of
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handling the commercially generated traffic, is intended decrease the amount of cut-

through traffic currently spilling over into the adjacent residential communities.

Educational facilities to be funded through the Zone will help maintain the standing of
Spring Branch ISD as a superior school district.

The TIRZ Project Plan and Reinvestment Zone Financing Plan calls for infrastructure and
mobility improvements within its boundaries intended to mitigate the impact of
commercial activities on adjacent residential areas and help conserve and preserve those
neighborhoods. Further, public improvements are intended to encourage a change of land
use patterns while promoting compatibility with the adjacent neighborhoods.

Surrounding communities and neighborhoods expressed concern regarding the potential
for both positive and negative impacts and sought to have their interests represented on
the board and to request specific assurances in the Plan to address community issues. A
memorandum of agreement included herein as Part 6 of the Appendices incorporates

certain principles that will be adhered to throughout the development of the TIRZ.
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il. PROJECT PLAN

Introduction

Tax Increment Reinvestment Zone Number 17, Memorial City, (the “TIRZ” or the
“Zone”) seeks to enhance the area’s economic viability in the face of research showing
that the area is increasingly impacted by conditions that pose long-term risks to the area.
The TIRZ provides a mechanism to help maintain the long-term survivability of this
major commercial asset and the adjacent residential areas through the implementation of
public mobility and infrastructure improvements. The improvements outlined in this Plan

will help mitigate the following conditions:

e Increased Suburban Competition

Retail sales in the existing malls and older shopping centers, in north and west
Harris County, are likely to significantly decline with the opening of the Katy
Mills Mall in Fort Bend County. It is estimated that a third of the retail sales
($150 million annually) will be siphoned directly from the Memorial City trade
area. In addition, as the chart below reflects, retail sales are forecasted to decline

an additional 25% due to the extended re-construction planned for I-10.
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e Declining Market Share

The risk of stagnation or decline is becoming evident. The Memorial City
area’s share of the regional market is declining as retailers move outward to
capture the increasing suburban residential market. Since 1994 the number of
retail outlets in the Memorial City trade area has declined by 6.7%. The charts

below reflect these emerging trends.

Figure 2A
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o [Existing congestion resulting from the lack of east-west thoroughfares
and insufficient roadway capacity
According to a traffic analysis by Walter P. Moore and Assoc., I-10, the only
continuous major east-west roadway through the Zone, carries more than
207,000 vehicles per day, almost triple its original design capacity of 79,200.
Similar congestion levels exist on Gessner Road, one of the few north-south
thoroughfares in the area. On weekdays and weekends more than 45,000
vehicles per day squeeze into six through lanes near I-10. The following
view, looking west along I-10 at Memorial City at 1:00 p.m. during a
weekday, illustrates the severe congestion that currently exists in the area

during non-peak times. These conditions continuously limit access to area

businesses and promote cut-through traffic on residential streets.

Figure 3: 110 at Gessner, 1:00pm weekday

e Long term mobility concerns stemming from the pending 10-year
reconstruction of I-10
Congestion is expected to worsen when I-10 reconstruction begins in 2003.

According to research conducted by the Transportation Research Board,
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businesses burdened with increasing levels of congestion will tend to relocate

in areas of less congestion.

e Lack of utility capacity to serve additional development
The commercial area encompassed by the TIRZ was not with sufficient street
systems. Aged and stressed infrastructure within the Zone, built three decades
ago, is no longer sufficient and needs to be replaced and enlarged to support

meaningful growth and redevelopment.

Public imprdvements in the Zone, such as mobility improvements and utility upgrades,
will create an environment that can support an additional 10 million square feet of office,
retail and medical related development that would otherwise leapfrog to suburban
communities. It is estimated that $1 billion in new private development could be
attracted to the Zone as a result of proposed public improvements estimated to cost $98
million. The improvements and subsequent private development will increase the value
of all taxable real property within and around the Zone resulting in greater tax revenue to

all taxing jurisdictions.
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Existing Uses and Conditions of Real Property (311.011(b)(1))

The Zone includes approximately 988 acres and is generally located along the Katy
Freeway (I-10) between Bunker Hill Drive and Beltway 8. The Zone, shown on Figure 4
(page 8), encompasses a mix of commercial, medical, retail, industrial and multi-family
uses with varying degrees of tenancy, condition and value. Base year 1999 value for the

Zone is estimated at $445 million.

e Existing Land Uses

The Zone currently encompasses the following land uses, which are illustrated on

Figure 5 (page 9):
Land Use Acreage Percentage of Total
Commercial (1) 518.43 52.5%
Industrial 77.11 7.8%
Multi-Family 6.60 0.7%
Public (2) 85.57 8.7%
Single-family residential 1.16 0.1%
Utilities 12.38 1.3%
Vacant/Undeveloped 63.40 6.4%
I-10 Right-of-Way 101.78 10.2%
Other Rights-of-Way 121.75 12.2%
Total 988.18 100%

1) Office, retail, medical
2) schools, parks, churches
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e Economic Conditions

The southern portion of the Zone is dominated by two malls (Town and Country
and Memorial City), several large shopping centers, a major hospital, and several

office buildings. The following photos illustrate the decline and vacancies

evident at Town and Country Mall.

—

Figure 6A: One of two vacant movie theaters at Town & Country Mall that face the

Sam Houston Tollway.

P T

LORENZING

Figure 6B: Example of vacant retail space at Town & Country Mall.
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While the southern portion of the Zone is just beginning to show symptoms of
decline, the northern portion is already in decline. The hodgepodge of uses,
which include big-box retail, light industry, self-storage facilities, isolated multi-
family residential, free standing small businesses, and vacant land, are steadily

declining. Poor access and inadequate utilities have resulted in abandoned

structures and under-utilized parcels along Old Katy Road.

Figure 7: Vacant and deteriorated sites along Old Katy Road.

Figure 8: North side commercial area roadway without adequate drainage,

sidewalks, or capacity.
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e Mobility Deficiencies

Existing congestion resulting from the lack of east-west thoroughfares -

There are no continuous parallel east-west collector streets between Barryknoll
and I-10. Similarly on the north side of I-10 there are no continuous east-west
collector streets between Westview and I-10. The lack of east-west collector
streets to serve the commercial property between residential areas and 1-10
overloads the north-south thoroughfares, concentrates east-west trips on the I-10

service roads, and promotes residential cut-through traffic.

Recent 24-hour traffic counts show volumes on Gessner to be 45,000 vehicles per
day while volumes on the I-10 service roads are approximately 55,000 vehicles
per day. These volumes equate to levels of service (LOS) D, E, and F for various
sections of Gessner and the I-10 service roads. Based on a scale from A (free
flowing traffic) to F (severe congestion), these roadways are operating at less than
40-percent of free flowing speed. At these levels of congestion there are virtually
no gaps in the traffic to allow vehicles to enter from adjacent roadways or

developments.

The Gessner Road/I-10 intersection has been identified as a high priority and
slated for a City of Houston CIP improvement. However, since 1985 funds have

been continually shifted to other CIP projects. Inadequate available rights of way

complicated by multiple property ownership have made creating a street network
in the area infeasible within the City’s CIP planning efforts. The criticality and
magnitude of the needed improvements can be quantified if viewed as a
percentage of the total CIP. The improvements proposed within the Zone
boundary would represent one-fifth of the total annual City CIP budget. Without
the TIRZ in place, implementation of these comprehensive improvements is also

beyond the resources of individual developers and property owners.
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Long-term mobility concerns stemming from the pending 10-year

reconstruction of I-10

I-10 was designed to carry 79,200 vehicles per day and is operating at 207,000
vehicles per day. As a result, cut through traffic and area bottlenecks are routine.
Pending I-10 reconstruction poses even greater disruption and places many small
businesses, especially north of I-10, in jeopardy of closing during an extended 10 year
construction period. The TIRZ provides for improvements to the street network that
will provide better east-west mobility during I-10 construction. Reducing growing
traffic pressure along the I-10 corridor and existing thoroughfares like Gessner will

help stabilize existing businesses during the reconstruction period.
e Utility Deficiencies

Lack of drainage and utility capacity to serve additional development

Existing utility systems are aging, in need of repair or replacement. This is
especially true on the north side of I-10 where the growth potential is significant

and the existing infrastructure has the least capacity.

Municipal Ordinances (311.011(b)(2))

Other than ordinances directly associated with the creation of the Zone and adoption of
the Project Plan and Reinvestment Zone Financing Plan, no changes to development

ordinances or building codes are required.
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Non-Project Costs (311.011(b)(3))

The non-project costs consist of the private investment in the area forecast to be
constructed based on current market demand and estimated future demand. These

projections are shown below and on Figure 9 (page 16).

New Zone Development Square Feet Dollar Value (1)
Office Space 4,350,000 $ 456,750,000
Memorial Mall 518,000 $ 41,440,000
Retail Space 982,000 §$ 78,560,000
Retail Pad - 3 facilities annually 600,000 §$ 78,000,000
Memorial Hermann Hospital 300,000 $ 51,000,000
Professional Office-Hospital 710,000 $ 88,750,000
Hotels - 900 Units ‘ 630,000 $ 65,992,500
Residential - 3000 Units 2,400,000 $ 149,623,200

Total 10,490,000 $ 1,010,115,700

1) 1999 values

City of Houston Capital Improvement Program non-project costs consist of the following

projects:
Westview Improvements $7,065,000
North 1-10 Detention Pond (Gessner/Conrad Sauer 9.600.000
Total $16,665,000

In addition, the Harris County Municipal Management District No. 1, which was created
by the State Legislature on May 26", 1999, will fund projects and programs that will
work with TIRZ improvements to enhance the economic viability of the area. Property
owners within the Management District, shown on Figure 10 (page 17), will be assessed
to fund improvements that are not financed by the TIRZ. These will include
improvements such as public safety, maintenance of public areas, street amenities,
security, beautification, and transportation planning. These activities will supplement

and work with the large capital improvements proposed by the TIRZ.
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Method of Relocation (311.011(b)(4))

No relocation is anticipated by the Memorial City TIRZ Project Plan.

Proposed Public Improvements (311.011(c)(2))

The following improvements are proposed:

Proposed Improvements Estimated Cost (1)
Proposed Road and Street Improvements
Bunker Hill $1,618,800
Kingsride $372,000
Gessner $6,811,200
Witte $1,440,000
Frostwood $1,774,800
Conrad Sauer $1,098,000
Wisterwood $1,098,000
Westbough $810,000
Lumpkin $1,874,400
Town and Country Way $4,379,400
Clarey Lane $14,584,800
Barryknoll $1,112,400
Shadowdale $2,719,200
TSM - CCTV iIncident Mngmt & Traffic Control $2,400,000
Miscellaneous Road Reconstruction $3,736,681
Subtotal $45,829,681
Infrastructure Improvements
Water Projects $2,829,600
Sewer Projects $2,557,800
Drainage Projects $26,737,800
Subtotal $32,125,200
Traffic Signal Improvements (14 intersections) $2,100,000
Parks, Landscaping $11,889,119
NTP, Noise Attenuation, Safety Walls, Walkways $5,500,000
Estimated Financing Costs (2) $100,000,000
School and Educational Facility Improvements (3) $99,819,796
TOTAL ESTIMATED PUBLIC IMPROVEMENTS $297,263,796

(1) Estimated Costs include contingencies and engineering.
(2) Includes issuance costs and interest carry at an estimated rate of 6.5%.
(3) This Plan does not include cost of financing for any School or Educational Facilities.
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lll. REINVESTMENT ZONE FINANCING PLAN

Estimated Project Cost Description (311.011(C)(1))

TIRZ

TIRZ IMPROVEMENTS REQUESTED (1)
INFRASTRUCTURE IMPROVEMENTS

Water $ 2,829,600
Wastewater $ 2,557,800
Drainage $ 26,737,800
Road Widening/Reconstruction $ 16,897,200
New Roadways $ 22,795,800
Transportation System Management $ 2,400,000
Miscellaneous Roadway Replacement $ 3,736,681
Traffic Signal improvements $ 2,100,000
NTP, Noise/Safety Walls, Engineering Study $ 5,500,000
Park Improvements & Landscaping $ 11,889,119
SUBTOTAL $ 97,444,000
Schools and Educational Facility Improvements (2) $ 99,819,796
Estimated Financing Costs (3) $ 100,000,000
TIRZ Creation - Professional $ 100,000
TIRZ Creation - Legal $ 100,000
TIRZ Adminstration $ 356,000
SUBTOTAL $ 100,556,000
TOTAL TIRZ REQUESTED $ 297,819,796

(1) Estimated costs include engineering and contingencies.
(2) This Plan does not include cost of financing for any School or Educational Facilities.
(3) Includes issuance costs and interest carry at an estimated rate of 6.5%.

Pursuant to Chapter 311 of the Texas Tax Code, school and educational facility
improvements provided through TIRZ financing may be located inside or outside the

Zone.
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Proposed Public Improvements (311.011(c)(2))

The Zone public improvements shown on Figures 11-14 (pages 22-25) consist of the

following:
Proposed Improvements Estimated Cost (1)
Proposed Road and Street Improvements
Bunker Hill $1,618,800
Kingsride $372,000
Gessner $6,811,200
Witte $1,440,000
Frostwood $1,774,800
Conrad Sauer $1,098,000
Wisterwood $1,098,000
Westbough $810,000
Lumpkin $1,874,400
Town and Country Way $4,379,400
Clarey Lane $14,584,800
Barryknoll $1,112,400
Shadowdale $2,719,200
TSM - CCTV Incident Mngmt & Traffic Control $2,400,000
Miscellaneous Road Reconstruction $3,736,681
Subtotal $45,829,681
Infrastructure Improvements
Water Projects $2,829,600
Sewer Projects $2,557,800
Drainage Projects $26,737,800
Subtotal $32,125,200
Traffic Signal Improvements (14 intersections) $2,100,000
Parks, Landscaping $11,889,119
NTP, Noise Attenuation, Safety Walls, Walkways $5,500,000
Estimated Financing Costs (2) $100,000,000
School and Educational Facility Improvements (3) $99,819,796
TOTAL ESTIMATED PUBLIC IMPROVEMENTS $297,263,796

(1) Estimated Costs include contingencies and engineering.
(2) Includes issuance costs and interest carry at an estimated rate of 6.5%.

(3) This Plan does not include cost of financing for any School or Educational Facilities.

Reinvestment Zone Number 17 Project Plan & Reinvestment Zone Financing Plan
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All improvement costs are estimates and based on 1999 dollars. Actual improvement
costs will be based on final engineering and construction costs as determined by the
public bid process in the year the improvement construction begins. It is the intent that
these projects will be designed, sequenced and constructed in a manner that preserves the

integrity of adjacent neighborhoods.
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Economic Feasibility Study (311.011(c)(3))

In accordance with the requirements of Chapter 311.011(c)(3) the firm of FH&R was
retained to conduct a market/feasibility study (the “Study™) as found in the appendices.
FH&R found the Memorial City area to be a mature, generally stable area, but one that is
at risk for de-stabilization due to existing and forecasted mobility limitations, aged and
stressed infrastructure, and decline caused by increasing vacancies. The results of the
study by FH&R indicates that without the public improvements proposed in the TIRZ
plan, the area’s growth is threatened by the continued decline in retail market share,
competition and lack of adequate access. Sales tax records from the State Comptrollers
Office found that the share of total taxable retail sales for the Memorial City area has
declined from 6.2% in 1985 to 4% in 1997. The department store share of the market
declined from 38.1% to 26.6% during the same time.

FH&R estimates that the amount of potential market capture with the TIRZ could
increase to almost 10.5 million square feet of new space with the TIRZ improvements.
A copy of the Study is included in Appendix 2. Figure 15 on the following page reflects

the added value differential projected by implementation of the TIRZ improvements.
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Figure 15

Assessed Value Comparison
TIRZ vs. No-TIRZ

$ Millions

1999 2005 2010 2015

No TIRZ Created & Minimal Improvements Made
TIRZ Created & Proposed Improvements Made

Estimate of Bonded Indebtedness (311.011(c)(4))

Bonds may be issued, secured by tax increment revenues, the proceeds of which could
be used to pay the TIRZ Project Improvement Costs. School and educational facilities
not to exceed $99.8 million will be financed and administered by SBISD. One or more
series of bonds may be issued at the time the Zone generates sufficient tax increment
revenues to pay principal and interest on such obligations. However, the Zone may elect

to reimburse for Project Costs directly from tax increment proceeds as they may become

available without the sale of bonds.

Reinvestment Zone Number 17 Project Plan & Reinvestment Zone Financing Plan 27



Estimate of Time When Monetary Obligations are Incurred (311.011(c)(5))

The TIRZ will incur monetary obligation at such time as a particular public improvement
is accepted by the City, pursuant to the Development Agreements. All public

improvements will be placed for public bid in accordance with the bid guidelines of the

City.

Method of Financing (311.011(c)(6))

Pursuant to the Development Agreements, Project Costs may be advanced by property
owners, other public agencies or developers (“Developer Advances™). It is expected that
the Zone will use several methods of financing to reimburse Developer Advances, such
as tax-exempt tax increment bonds. It is anticipated that these bonds will be used to
finance public improvements and fund developer reimbursements for eligible public
improvements in the plan. Additional methods of financing include short-term
obligations to be issued in anticipation of bond proceeds or paying for project expenses

with cash from the tax increment fund.

The City has requested and is negotiating for participation of both Harris County and
SBISD. The revenues to support the proposed financing will be generated through the
proposed participation of the following jurisdictions at the rates and participation levels
indicated below. The tax rates of the Taxing Jurisdictions shown in the table below are
established annually and may be increased or decreased by the Taxing Jurisdiction in any
given year. The participation of each Taxing Jurisdiction will be detailed in the Interlocal

Agreement between the City, the Zone and the Taxing Jurisdiction.

PERCENTAGE
TOTAL TAX TOTAL PERCENT TAX INCREMENT
JURISDICTION RATE PARTICIPATION  PARTICIPATION FUND
City of Houston $ 0.66500 $ 0.66500 100% 37%
Harris County (1) $ 0.64780 $ 0.41660 64% 22%
Spring Branch ISD $ 1.82000 § 0.74000 41% 41%
TOTAL (2) $ 3.13280 $ 1.82160 100%

(1) Harris County Zone participation is projected at 64% with infrastructure improvements tax rate of $0.41660.
(2) Total Zone life is 30 years.
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Final participation levels will be established in the related interlocal agreements and do
not require Plan amendment. SBISD will benefit from future development due to
improved mobility provided by the TIRZ and improvements to educational facilities
funded by half of its TIRZ participation. It is estimated that the Zone will pay SBISD
between $0.43/$100 and $0.58/$100 of its participation to fund school and educational
facilities in accordance with this Project Plan and the interlocal agreement between the
City, the Zone and the SBISD. These educational facilities are not required to be located
in the Zone, but must be in the City of Houston. It is projected that over the life of the
Zone, SBISD will contribute approximately $127 million to the Zone and will receive up
to $99.8 million for educational facilities. The projections for this revenue are contained
on the cash flow analysis on page 30. SBISD zone participation is not being used to
cover any projected bonds. If SBISD funding is altered, the Zone budget may be
adjusted accordingly without requiring a Plan amendment. The City is also negotiating
with the County regarding its participation. Projections made herein contemplate the

County participating at 64% ($0.41660/$100 rate).

Current Appraised Value of Taxable Real Property (311.011(c)(7))

The current appraised value for the Zone is based on available 1998 certified values and
is $445,304,670. The certified 1999 value will be the actual Base Year Value. Revenue
generated on the Base Year Value will be paid to the participating jurisdictions over the
life of the Zone. The base year value may be amended to reflect the tax-exempt status of

certain improvements within the Zone.
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Estimated Captured Appraised Value of Real Property (31 1.011(c)(8))

The TIRZ Project Costs will be funded through the Zone’s ability to capture and utilize
incremental real property ad valorem revenue generated from the anticipated
development, known as the captured appraised value. The projected total taxable value
within the TIRZ is anticipated to reach approximately $1,455,420,000 by the end of the
Zone, resulting in a captured appraised value of approximately $1,010,115,000. This

estimate is expressed in 1999 dollars with no inflationary growth.

The cash flow schedule on the next page reflects the projected annual captured appraised

value and the revenue generated by each jurisdiction’s participation. Participation by
Harris County and SBISD are projected as illustrated. The development proj ections on
which the estimate of captured appraised value is based are found on page 15 and

included in the Appendix 5, Development Projections.

Duration of Zone (311.011(c)(9))

The Zone is 30 years ending on July 21, 2029.
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