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December 1,2020

Los Angeles City Council 
c/o Office of the City Clerk 
City Hall, Room 395 
Los Angeles, California 90012

Attention: PLUM Committee

Dear Honorable Members:

CORRECTION: 1021-1051 SOUTH ABBOT KINNEY BOULEVARD; CF 20-1024-S1

The November 25, 2020 staff report to the Council File included an attached Financial Feasibility 
Memorandum and Study, which inadvertently used an incorrect payment amount of Housing Fund 
soft costs of $750,000 instead of $700,000. This results in a slight change to the Yield on Cost for 
the Project from 8.02 percent to 8.03 percent. This does not change the 7.27 percent Yield on 
Cost for Alternative 4 or otherwise change the conclusions of the report. The attached Financial 
Feasibility Memorandum and Study corrects this error.

Sincerely,

VINCENT P. BERTONI, AICP 
Director of Planning

on behalf of:Theodore Irving 
Associate Zoning Administrator

VPB:TLI:LI:mz

Enclosures:
Economic Feasibility Study Memorandum - November 30, 2020 
Economic Feasibility Study Report - November 30, 2020
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BEAL ESTATE ADVISORS

MEMORANDUM
DATE: November 30, 2020

FROM: RCLCO - Derek Wyatt, Vahe Avagyan

SUBJECT: RCLCO Response to Appeal Letter; Proposed Venice Place Development; Los Angeles, California

1. Appeal Argument: In response to this, the applicant submitted a feasibility report dated September 9, 2020 prepared by RCLCO, its real 
estate advisors. But the opinions expressed in the report were not based on facts, in some instances, and in others assumed facts that 
were not established. Basically, the RCLCO analysis found that Alternative 4 had a return that was below the target of 8.00%, the 
threshold alternative that they speculated would apply to hotel investments since the coronavirus pandemic. It reported that the total yield 
on cost respecting Alternative 4 was 7.31%, while the return for the Proposed Project would produce a yield on cost of 8.06%. This is 
based on, they say, significantly higher costs for Alternative 4, relying on the applicant's representation that Alternative 4 would require the 
applicant to build a deeper subterranean parking lot due to the preservation of the historic bungalows, and would cost an additional $1 -8- 
October 19, 2020 million in construction costs. There is no explanation as to why they would have to build a deeper parking lot, or 
confirmation from a third party of the amount of any additional construction costs, or even a breakdown of the additional costs.

The difference in profitability increases significantly in soft costs, not based on additional soft costs for Alternative 4, but only because the 
soft costs are calculated as a percentage of the hard costs. So, it is the hard costs that are presumed to be higher that need to be reviewed 
in this case to determine whether there is a factual basis to the opinion rendered by the real estate advisors. Again, the report 
acknowledges that they are relying on the representation made by the applicant in concluding the hard costs for Alternative 4 are higher 
and there is no factual basis for these numbers. It was acknowledged that the revenue generated from Alternative 4 was only slightly 
diminished.

RCLCO Response: In our analysis, we relied on construction cost inputs provided by the Client and other consultants for both 
scenarios. Based on information provided by the Client and its consultants, the underground parking garage and storage areas 
for the Project extend under the area where the bungalows are currently located (i.e. Lots 1 and 2, comprising of approximately 
7,200 square feet). The ability of the Project to use this area subgrade is premised on the removal of the bungalows. In 
Alternative 4, the bungalows would remain on site during construction and operation of the project. Excavation below the 
bungalows to accommodate the parking garage and storage areas would not be possible if the bungalows remain on-site 
because the ceiling of the subgrade structure is only 12” below grade with the top of that concrete slab at grade. The bungalows 
need to be removed from the site completely to do an full efficient underground structure on lots 1 and 2. A partial parking level 
under lots 1 and 2 would also not be efficient or practical, as excavation would be done so close to the foundation of the 
bungalows, those buildings could be destroyed due to lack of support (for the same reasons the subgrade structure does not 
extend under the Venice Place building in the Project). Therefore putting parking on lots 1 and 2 under the bungalows for Alt 4 is 
not financially or logistically practical and, as a result, the project will need to put in parking on the other lots and thus go deeper 
into the ground. This adds extra excavation costs, dewatering costs, shoring costs, shotcrete costs, concrete costs, and 
additional time for going deeper.

i. Note, while the bungalows could be relocated prior to the commencement of construction, that relocation would result 
in significant added costs. The cost for relocation of each bungalow is approximately $100,000 ($300,000 total) and the 
cost to construct a foundation (which is necessary to site the bungalows) is approximately $100,000 each ($300,000 
total). An additional cost of approximately $150,000 per bungalow would be required if plumbing and other utilities was

a.
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REAL ESTATE ADVISORS

to be added. Further, the Applicant would have to purchase or lease land on which to locate the bungalows, thereby 
creating unknown additional costs that could dramatically outpace all other costs.

While the revenue generated from Alternative 4 is slightly diminished relative to the project, these reduced revenues, coupled 
with the increase in construction costs, have a material impact on financial feasibility, making Alternative 4 not feasible.

b.

2. Appeal Argument: The other problem with the analysis is that it did not consider the additional costs of $750,000 that the applicant has 
agreed to pay into a housing fund in exchange for city approval of the Project. This cost should be factored in and if so, would reduce 
significantly the difference in costs between the Project and Alternative 4.

RCLCO Response: Based on the Conditions of Approval in the Letter of Determination and input from the Client, the 
Councilmember for the area requested that $700,000 be a condition of approval for the project to provide subsidy for low income 
housing in the area. Since Alternative 4 would not change the number of dwelling units in the Project, it is reasonable to assume 
the $700,000 would also be required as a condition of approval for Alternative 4.

i. RCLCO's original report dated September 9, 2020 included contingencies in the soft cost category for Professional 
Fees, part of which could apply to this housing fund contribution. We have revised the report (dated November 30, 
2020) to adjust for a higher fee of $700,000, applied to both scenarios. Increasing the costs to reflect this change does 
not materially change the returns (which have decreased to 8.03% for the Project and 7.27% for Alternative 4), nor 
does it impact the ultimate conclusion of the analysis (that Project is financially feasible while Alternative 4 is not).

a.

3. Appeal Argument: Another problem with the analysis is that it acknowledges that the market cap rate for this product type in "core
neighborhoods of Los Angeles averages approximately 5.50%," not the higher yield now said to be required. The report acknowledges that 
"there is a notable lack of hotel transaction data in Los Angeles to inform current cap rate assumptions," a candid comment that shows the 
cap rate they say is required now is speculative, and not based on substantial evidence.

RCLCO Response: This claim selectively quotes text from the report while excluding explanatory language that contradicts this 
argument. As explained in the report, the cap rate data collected for comparable hotels is based on transactions occurring 
between January 2016 and November 2019. Because these comparables transacted over a relatively wide time period, taking a 
simple average would be inaccurate and partly based on outdated data. Therefore, we adjusted these comparable transactions' 
cap rates to reflect what they theoretically would have transacted at in Q2 2020, using data from Real Capital Analytics on 
historical quarterly cap rates of full-service hotels in California (Exhibit 5). Adjusting for these differences in time indicates that an 
appropriate, time-adjusted cap rate for Q2 2020 would be approximately 5.9%. This analysis is not speculative, but based on 
evidence of comparable hotel transactions in California.

a.

4. Appeal Argument: Also, there is no distinction made between leisure travel and business travel, there being several reports that hotels 
such as the Venice Hotel Project relying on leisure travel would better recover from the pandemic as opposed to business travel, which is 
seeing a bigger hit due to the COVID-19 pandemic.

RCLCO Response: The assumptions relied upon in the model that relate to the type of travel are market assumptions 
(particularly average daily rates and occupancy) and do reflect the positioning and expected performance of the hotel. The cap 
rates reflect assumptions related to the capital and investment markets, and the data described above provides support for an 
increase in the cap rate reflected in the report.

a.

5. Appeal Argument: Notably, if the applicant had submitted a feasibility report prior to the pandemic, when it was supposed to as part of the 
EIR, there would not even be an argument that Alternative 4 was infeasible. In any event, the fact that the applicant attempts to submit a 
speculative feasibility report now, establishes the original EIR was faulty in that it did not meet the legal standards for rejecting the 
environmentally superior Alternative 4. This would have required a showing that any additional costs or lost profitability were sufficiently 
severe as to render it impractical to proceed with the project.”

RCLCO Response: If the report were completed earlier and used unadjusted cap rates of 5.5%, then the target yield would be 
7.5% (200 basis points above the cap rate). All other things being equal, the results of the financial analysis would remain the 
same - Alt4 generates a return of 7.27% which is below the 7.5% threshold whereas the Proposed Project generates a return of

City of Los Angeles | U1-15456.00 | 2
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8.03%, above the 7.5% threshold. Even excluding the additional costs for the housing fund described above, the project return 
for Alternative 4 would still fall below the threshold.

I. DISCLAIMERS

Critical Assumptions

Our conclusions are based on our analysis of the information available from our own sources and from the client as of the date of this report. We assume that 
the information is correct, complete, and reliable.

We made certain assumptions about the future performance of the global, national, and local economy and real estate market, and on other factors similarly 
outside either our control or that of the client. We analyzed trends and the information available to us in drawing these conclusions. However, given the fluid 
and dynamic nature of the economy and real estate markets, as well as the uncertainty surrounding particularly the near-term future, it is critical to monitor the 
economy and real estate markets continuously and to revisit the aforementioned conclusions periodically to ensure that they are reflective of changing market 
conditions.

It has become increasingly clear that the U.S. economy is in a recession, and yet the extent of the damage to the economy and the ability to rebound from a 
still unfolding disruption are unknown. These events underscore the notion that stable and moderate growth patterns are historically not sustainable over 
extended periods of time, the economy is cyclical, and real estate markets are typically highly sensitive to business cycles. Further, it is particularly difficult to 
predict inflection points, including when economic and real estate expansions will end, and when downturn conditions return to expansion.

Our analysis and recommendations are based on information available to us at the time of the writing of this report, including the likelihood of a downturn, 
length and duration, but it does not consider the potential impact of additional/future shocks on the national and/or local economy, and does not consider the 
potential benefits from major "booms” that may occur. Similarly, the analysis does not reflect the residual impact on the real estate market and the competitive 
environment of such a shock or boom. Also, it is important to note that it is difficult to predict changing consumer and market psychology. As such, we 
recommend the close monitoring of the economy and the marketplace, and updating this analysis as appropriate.

Further, any project and investment economics included in our analysis and reports should be “stress tested” to ensure that potential fluctuations in revenue 
and cost assumptions resulting from alternative scenarios regarding the economy and real estate market conditions will not cause unacceptable levels of risk 
or failure.

In addition, and unless stated otherwise in our analysis and reports, we assume that the following will occur in accordance with current expectations by market 
participants:

► Tax laws (i.e., property and income tax rates, deductibility of mortgage interest, and so forth)
► Availability and cost of capital and mortgage financing for real estate developers, owners and buyers
► Competitive supply (both active and future) will be delivered to the market as planned, and that a reasonable stream of supply offerings will satisfy real 

estate demand
► Major public works projects occur and are completed as planned

Should any of the above change, this analysis should be updated, with the conclusions reviewed accordingly (and possibly revised).

General Limiting Conditions

Reasonable efforts have been made to ensure that the data contained in this study reflect accurate and timely information and are believed to be reliable. This 
study is based on estimates, assumptions, and other information developed by RCLCO from its independent research effort, general knowledge of the industry, 
and consultations with the client and its representatives. No responsibility is assumed for inaccuracies in reporting by the client, its agent, and representatives 
or in any other data source used in preparing or presenting this study. This report is based on information that to our knowledge was current as of the date of 
this report, and RCLCO has not undertaken any update of its research effort since such date.

Our report may contain prospective financial information, estimates, or opinions that represent our view of reasonable expectations at a particular time, but 
such information, estimates, or opinions are not offered as predictions or assurances that a particular level of income or profit will be achieved, that particular 
events will occur, or that a particular price will be offered or accepted. Actual results achieved during the period covered by our prospective financial analysis 
may vary from those described in our report, and the variations may be material. Therefore, no warranty or representation is made by RCLCO that any of the 
projected values or results contained in this study will be achieved.

Possession of this study does not carry with it the right of publication thereof or to use the name of "Robert Charles Lesser & Co." or "RCLCO" in any manner 
without first obtaining the prior written consent of RCLCO. No abstracting, excerpting, or summarization of this study may be made without first obtaining the 
prior written consent of RCLCO. This report is not to be used in conjunction with any public or private offering of securities or other similar purpose where it 
may be relied upon to any degree by any person other than the client without first obtaining the prior written consent of RCLCO. This study may not be used 
for any purpose other than that for which it is prepared or for which prior written consent has first been obtained from RCLCO.
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Since 1967, RCLCO has been the "first call" for real estate developers, investors, the public sector, and non-real estate companies and organizations seeking strategic and tactical 
advice regarding property investment, planning, and development.

RCLCO leverages quantitative analytics and a strategic planning framework to provide end-to-end business planning and implementation solutions at an entity, portfolio, or project 
level. With the insights and experience gained over 50 years and thousands of projects—touching over $5B of real estate activity each year-RCLCO brings success to all product 
types across the United States and around the world.

Learn more about RCLCO at www.RCLCO.com.
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KEY CONCLUSIONS OBJECTIVES4

Wynkoop Properties ("Wynkoop”) is proposing the development of the Venice Place 
Project ("Venice Place” or "Subject Site”), a mixed-use project on a 43,797-square 
foot site on Abbot Kinney Boulevard within the planning boundary of the Venice 
Community Plan area of the City of Los Angeles. The proposed project is planned to 
include 61,955 gross square feet of development, including 78 hotel rooms, 4 fully- 
serviced residential apartments with hotel amenities, as well as retail/commercial 
uses including restaurant/retail and coworking space.

ASSUMPTIONS 5

FINANCIAL FEASIBILITY 8

DISCLAIMERS 9

APPENDIX: SUPPORTING EXHIBITS 12
One of the project's alternatives, presented in the EIR, is a Historic Preservation 
Alternative ("Alt 4”), which would preserve and adaptively reuse the three bungalow 
structures within the overall site. The Alt 4 plan would decrease the number of hotel 
rooms to 77 keys (including shifting the mix of room types), and reduce the net 
leasable commercial square footage for both the spa and restaurant/retail space.

Against this background, RCLCO completed a third-party Financial Feasibility 
Analysis in August 2020 analyzing the financial feasibility of these two development 
scenarios.

Analytical objectives of the Financial Feasibility Analysis included the following:

Constructed a static financial model using Wynkoop's model, background 
materials, market study, zoning and entitlement documents, focusing on yield on 
cost to measure financial feasibility

Addressed the reasonableness of the inputs through industry expertise and 
market research (including revenue, expense, cost, and valuation assumptions)

Provided conclusions with respect to the feasibility or infeasibility of each 
development scenario

►

►

►
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Based on RCLCO's analysis of the financial model and understanding of financial 
feasibility for hospitality development, our conclusions are as follows:

RCLCO selected these return thresholds because they represent typical benchmarks 
that a lender would expect for a typical mixed-use hospitality development before 
deciding to proceed with financing.

► Return on total development cost, which is calculated as hotel EBITDA (revenue 
less departmental, non-departmental, fixed, and other expenses) and 
apartment/commercial net operating income (i.e., gross income less an 
allowance for vacancy and operating expenses) divided by total development 
cost (i.e., land costs, hard costs, soft costs, and financing costs), is frequently 
used by the real estate industry as an initial project feasibility screening measure.

► The minimum threshold for return on development cost, which we assumed as 
200 basis points for mixed-use hospitality above the applicable market 
capitalization (or "cap”) rate for new development at this location, accounts for 
entitlement and construction risk on the part of the developer and is typically the 
return that a developer would be expected to show in order to attract outside 
capital to the project.

► The proposed Alt 4 - Historic Preservation Alternative that includes the adaptive 
reuse of the existing bungalows (Scenario 2) has a return that is below the 
target of 8.00%, as the return on total development cost falls below the minimum 
threshold that would attract investment capital to a mixed-use hospitality project, 
defined as a 8.00% threshold return (market capitalization rate of 6.00% plus 200 
basis points).

» In this scenario, the total yield on cost is 7.27%. This is over 10% below the 
minimum return target of 8.00%.

► The return for the Proposed Project (Scenario 1) is above the target of 8.00%, 
as it would produce a yield on cost of 8.03%, above the minimum feasibility 
threshold developers and investors expect.

► With the preservation of the bungalows, changes to the project's footprint and 
configuration would result in slightly diminished revenues and increased 
construction costs; taken together, these factors limit the ability of the 
project’s economics in Scenario 2 to meet the minimum threshold needed 
to attract development and investment.

1

The basis for the above conclusions is summarized on the subsequent pages. The 
assumptions used in these analyses are included with more detailed pro formas in 
Exhibits 1, 2, and 3 in the appendix.

Summary of Investment Returns (Yield on Cost)
9.00%

8.00%

7.00%

6.00%

5.00%

4.00%

3.00%

2.00%

1.00%

0.00%

Minimum Return Target: 8.00%

8.03%
7.27%

Scenario 1: Project Scenario 2: Alt 4 - Historic Preservation Alternative

1 The 200 basis point spread assumed in this analysis is based on RCLCO’s experience with similar projects as well as recent 
conversations with hospitality developers, investors, consultants, and appraisers regarding return targets and expectations.
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PROJECT SCOPE
► RCLCO examined the financial returns of two development scenarios. These scenarios include:

» Scenario 1 ("Project”) features a mixed-use development including 78 hotel rooms, 4 residential units (rental apartments), and 6,700 square feet of revenue-generating 
commercial space. The project overall would feature 61,955 gross square feet and 175 parking stalls.

» Scenario 2 ("Alt 4”) would preserve and adaptively reuse the three bungalow structures at 1047, 1047A, and 1047B Abbot Kinney within the overall project site. The 
preservation and reuse of these structures would necessitate changes in the overall project program, reducing the number of hotel keys to 77 and resulting in shifts to the 
mix of room types. Further, the total revenue-generating commercial space onsite would decrease to 6,140 square feet, but the number of apartment units would remain 
constant.

Program Characteristics; Scenarios 1-2

SCENARIO 1 SCENARIO 2
ALT 4 - HISTORIC PRESERVATION 

ALTERNATIVEASSUMPTIONS PROJECT

PROJECT CHARACTERISTICS 
LOT AREA 
BUILDABLE AREA 
FLOOR AREA RATIO

46,877 
61,955 

1.3:1 FAR

46,877 
63,091 

1.3:1 FAR
HOTEL

# of Keys 
Avg. Unit Size 
Net Leasable SF

78 77
341 328

26,560 25,285
RESIDENTIAL UNITS

# of Units 
Avg. Unit Size 
Net Residential SF

4 4
550 550

2,200 2,200
REVENUE-GENERATING COMMERCIAL USES

Co-working Space/Biz Center 2,027 2,027
Spa 1,735 1,420
Restaurant/Retail Corner 2,935 2,694
Total Net Commercial SF 6,697 6,141

TOTAL USES
Total Parking Stalls 
Parking Stalls Earning Revenue 
Gross SF

175 175
123 123

61,955 63,091

Source: Wynkoop Properties; RCLCO
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PROJECT DEVELOPMENT
► Land: Land costs include the land purchase price as well as associated acquisition fees, consistent across all scenarios.

► Hard Costs: Hard costs are assumed to include direct construction costs as well as parking, with the total hard cost numbers varying between the two scenarios. The hard 
costs for both scenarios consistent with that of construction for this mixed-use product type in Los Angeles. The hard costs for Scenario 2 are projected to be slightly higher, due 
to the additional costs associated with bungalow relocation, sitework, and renovation.

» Parking costs are in addition to these hard construction costs described above. Scenario 2, which requires deeper subterranean parking due to the preservation of the 
bungalows, the additional excavation, shoring, and other expenses, would have slightly higher parking construction costs per stall.

► Soft Costs: Soft costs include a variety of indirect construction expenses, including architecture & engineering, financing fees, building permit fees, and developer fees, among 
a variety of other categories. We also assume a developer fee and fundraising fee. Additionally, we include a $700,000 housing fund fee, applied to both scenarios. For this 
analysis, the soft costs (with the exception of the housing fund fee, which is kept constant across both scenarios), are calculated as a percent of hard costs. Refer to Exhibit 2 for 
greater detail on soft costs.

PROJECT OPERATIONS
► Revenue - Hotel

» ADR for comparable hotels in similar locations across the Westside of Los Angeles (Santa Monica, Venice, and Marina del Rey) range between $385 and $570, averaging 
$455 per key. We assume that the subject site could achieve a comparable ADR in Scenario 1. However, in Scenario 2, the changes in the project footprint would 
necessitate shifts in the mix of room types, resulting in a slightly lower weighted average ADR than in Scenario 1.

» Other Revenue: Additional income is projected to include such sources as the hotel restaurant, coffee/library and pool bar, as well as general retail onsite.

► Revenue - Rental Apartments

» The four rental apartment units are planned to be hotel-serviced with full access to onsite amenities. The rents are consistent with what is achieved by other fully-serviced, 
luxury apartment units in similar communities such as AKA West Hollywood and AKA Beverly Hills.

► Revenue - Revenue-Generating Commercial Spaces

» The revenue-generating commercial spaces at the site, including the coworking space, spa, and restaurant/retail corner, are expected to achieve rents consistent with what 
is achieved by other spaces along Abbot Kinney. In Scenario 2, which would reduce the total retail footprint and create non-standard spaces in the restaurant/retail corner 
that would be more difficult to subdivide and rent, the overall weighted average rents would likely be discounted slightly relative to Scenario 1.

► Revenue - Parking

» Of the 175 parking spaces planned in both scenarios, 123 are expected to be revenue-generating.

Note: For detailed assumptions in each scenario, refer to Exhibit 2 in the appendix.

U1-15456.00 | November 30, 2020 | 6City of Los Angeles | Financial Feasibility Analysis | Venice Place | Los Angeles, California
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PROJECT OPERATIONS
Vacancy: Vacancy for all uses is consistent with stabilized occupancy rates in the local market. Vacancy loss is included in the rental rate assumptions for apartments.

Operating Expenses - Hotel & Parking

» Operating expenses include departmental expenses (which include a variety of costs for hotel rooms, parking, and food and beverage, such as labor, linens, cleaning 
supplies, etc.) and non-departmental expenses (which include administration, sales and marketing, repairs and maintenance, and other expenses).

» Fixed expenses include insurance, property taxes, and other/miscellaneous expenses.

» Other expenses include hotel management fees, asset management fees, and reserves.

Operating Expenses - Commercial

» Commercial rents are NNN, and the only expenses that are not passed through to the tenants are maintenance and reserves.

» The apartment rents are inclusive of operating expenses, a portion of which would likely overlap with hotel departmental expenses, given the anticipated hotel services and 
amenities that would be made available to the four residences.

►

►

►

Note: For detailed assumptions in each scenario, refer to Exhibit 2 in the appendix.
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YIELD ON COST
RCLCO arrived at Total Development Cost and Net Operating Income figures given the assumptions presented on the prior pages and in greater detail in Exhibit 2. We assume that 
most of the categories/line items related to development costs and revenues differ slightly between the two scenarios, with the exception of land acquisition costs, which are kept 
constant across both scenarios. Scenario 2 is estimated to have slightly lower revenues on a per key or per square foot basis than Scenario 1 and slightly higher hard construction 
costs on a per square foot basis relative to Scenario 1. These differences in revenues and costs are due to the impacts of the bungalow preservation on the quantity and 
configurability of rentable hotel and commercial space, as well as the increased development intensity resulting from moving and adaptively reusing the bungalows. Further, we 
assume that the most of categories/line items related to operating expenditures presented in this analysis hold true in each development scenario on a "percentage of revenue” 
basis. The variable costs, revenues, and expenses are multiplied by the total net rentable square feet in each development scenario to arrive at the respective totals in each 
scenario, meaning that the difference in revenues, expenses—and returns—is due to both variances in the scale of each development scenario, as well as to the slight differences in 
revenue and cost inputs in each scenario.

To assess the financial feasibility of each development scenario, we employed a commonly-used industry metric—yield on cost—to measure the return on total development cost in 
each scenario. Yield on cost is calculated by dividing the stabilized net operating income (gross rental and care income, less vacancy and operating expenses) by the total 
development cost (the sum of land acquisition costs, hard costs, and soft costs). Investors and lenders typically require a yield on cost equal to the market capitalization rate ("cap 
rate”) plus a spread to reflect the developer's risk. The spread is typically 200 basis points for hospitality projects, a relatively higher spread than other product types (e.g., multifamily 
apartments) reflecting the increased risk associated with an operationally intensive business, particularly given the current macroeconomic climate. Based on recent transactions of 
comparable hospitality communities in Los Angeles, the market cap rate for this product type in core neighborhoods of Los Angeles averages approximately 5.50%. However, these 
transactions all occurred in relatively stable market conditions, prior to the impact of COVID-19 on the hospitality sector, and there is a notable lack of hotel transaction data in Los 
Angeles to inform current cap rate assumptions. We therefore examined cap rate trends for full-service hotels in California in order to understand how cap rates expanded since the 
time each hotel transacted. We then applied the respective cap rate expansions since the time each hotel transacted to the sale cap rate, resulting in an average adjusted cap rate of 
5.90% (refer to Exhibit 4 for adjusted cap rates). We assume that in the current environment, high-end hotel product in Los Angeles would have a cap rate of 6.00%. Given this cap 
rate, plus a spread of 200 basis points, the target yield on cost for this project would be 8.00%. Refer to Exhibits 4 and 5 for comparable transactions and cap rate data.

Given these assumptions, the returns for the Proposed Project in Scenario 1 is above the target return threshold, while the return for Scenario 2 (Alt 4) is below the target 
return threshold. The proposed project exceeds the industry standard feasibility threshold by only 0.03%, which demonstrates that the increased revenues and lower costs enabled 
by avoiding the adaptive reuse of the bungalows are necessary to produce a viable project that meets the target returns. By preserving the bungalows and changing both the scale 
and development/operating metrics of the project, the project returns would fallow below the threshold that a developer would need to move forward with the project.

Investment Feasibility by Development Scenario
Total Development Costs (Land, 
________ Hard, & Soft)________

Net Operating Income (Gross Income 
less Vacancy & Operating Expenses)

Yield on Cost 
(NOI/Total Cost)Scenario Target Threshold Above Target Threshold?

$79,071,719 $6,346,537Scenario 1: Project

Scenario 2: Alt 4 - Historic 
Preservation Alternative

8.03% 8.00% YES

$81,594,334 $5,935,788 7.27% 8.00% NO

Source: Wynkoop Properties; RCLCO
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RCLCOCRITICAL ASSUMPTIONS
REAL ESTATE ADVISORS

Our conclusions are based on our analysis of the information available from our own sources and from the client as of the date of this report. We assume that the information is 
correct, complete, and reliable.

We made certain assumptions about the future performance of the global, national, and local economy and real estate market, and on other factors similarly outside either our 
control or that of the client. We analyzed trends and the information available to us in drawing these conclusions. However, given the fluid and dynamic nature of the economy and 
real estate markets, as well as the uncertainty surrounding particularly the near-term future, it is critical to monitor the economy and real estate markets continuously and to revisit 
the aforementioned conclusions periodically to ensure that they are reflective of changing market conditions.

It has become increasingly clear that the U.S. economy is in a recession, and yet the extent of the damage to the economy and the ability to rebound from a still unfolding disruption 
are unknown. These events underscore the notion that stable and moderate growth patterns are historically not sustainable over extended periods of time, the economy is cyclical, 
and real estate markets are typically highly sensitive to business cycles. Further, it is particularly difficult to predict inflection points, including when economic and real estate 
expansions will end, and when downturn conditions return to expansion.

Our analysis and recommendations are based on information available to us at the time of the writing of this report, including the likelihood of a downturn, length and duration, but it 
does not consider the potential impact of additional/future shocks on the national and/or local economy, and does not consider the potential benefits from major "booms” that may 
occur. Similarly, the analysis does not reflect the residual impact on the real estate market and the competitive environment of such a shock or boom. Also, it is important to note that 
it is difficult to predict changing consumer and market psychology. As such, we recommend the close monitoring of the economy and the marketplace, and updating this analysis as 
appropriate.

Further, any project and investment economics included in our analysis and reports should be "stress tested” to ensure that potential fluctuations in revenue and cost assumptions 
resulting from alternative scenarios regarding the economy and real estate market conditions will not cause unacceptable levels of risk or failure.

In addition, and unless stated otherwise in our analysis and reports, we assume that the following will occur in accordance with current expectations by market participants:

► Tax laws (i.e., property and income tax rates, deductibility of mortgage interest, and so forth)

► Availability and cost of capital and mortgage financing for real estate developers, owners and buyers

► Competitive supply (both active and future) will be delivered to the market as planned, and that a reasonable stream of supply offerings will satisfy real estate demand

► Major public works projects occur and are completed as planned

Should any of the above change, this analysis should be updated, with the conclusions reviewed accordingly (and possibly revised).
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RCLCOGENERAL LIMITING CONDITIONS
REAL ESTATE ADVISORS

Reasonable efforts have been made to ensure that the data contained in this study reflect accurate and timely information and are believed to be reliable. This study is based on 
estimates, assumptions, and other information developed by RCLCO from its independent research effort, general knowledge of the industry, and consultations with the client and its 
representatives. No responsibility is assumed for inaccuracies in reporting by the client, its agent, and representatives or in any other data source used in preparing or presenting this 
study. This report is based on information that to our knowledge was current as of the date of this report, and RCLCO has not undertaken any update of its research effort since such 
date.

Our report may contain prospective financial information, estimates, or opinions that represent our view of reasonable expectations at a particular time, but such information, 
estimates, or opinions are not offered as predictions or assurances that a particular level of income or profit will be achieved, that particular events will occur, or that a particular price 
will be offered or accepted. Actual results achieved during the period covered by our prospective financial analysis may vary from those described in our report, and the variations 
may be material. Therefore, no warranty or representation is made by RCLCO that any of the projected values or results contained in this study will be achieved.

Possession of this study does not carry with it the right of publication thereof or to use the name of "Robert Charles Lesser & Co." or "RCLCO" in any manner without first obtaining 
the prior written consent of RCLCO. No abstracting, excerpting, or summarization of this study may be made without first obtaining the prior written consent of RCLCO. This report is 
not to be used in conjunction with any public or private offering of securities or other similar purpose where it may be relied upon to any degree by any person other than the client 
without first obtaining the prior written consent of RCLCO. This study may not be used for any purpose other than that for which it is prepared or for which prior written consent has 
first been obtained from RCLCO.
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Exhibit1 

Exhibit2 

Exhibit 3 

Exhibit4 

Exhibit 5

Summary of Financial Feasibility; Venice Place; Los Angeles, California 

Static Financial Model; Venice Place; Los Angeles, California

Rack Rates of Local High-End Hotels; Westside Los Angeles, California; August - October 2020

Comparable Transactions; Hotel; Los Angeles, California

Cap Rate Trends; Full-Service Hotels; California; Q1 2016 - Q2 2020
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Exhibit 1

Summary of Financial Feasibility 
Venice Place 

Los Angeles, California

SCENARIO 1 

PROJECT

SCENARIO 2
ALT 4 - HISTORIC PRESERVATION ALTERNATIVE

PROJECT CHARACTERISTICS 
Hotel Keys 
Residential Units

78 77
4 4

Total New Units 
Gross Square Feet 
Parking Spaces

82 81
61,955 63,091

175 175

DEVELOPMENT
$21,107,557
$40,029,185
$12,847,680
$3,486,129
$1,601,167

$21,107,557
$41,813,156
$13,404,660
$3,596,434
$1,672,526

Land
Hard
Soft
Developer Fee 
Contingency

$79,071,719 $81,594,334Total

HOTEL OPERATIONS
Revenue
Departmental Expenses 
Non-Departmental Expenses 
Fixed Expenses 
Other Expenses

$18,713,594
($7,775,105)
($2,840,924)
($1,112,856)
($1,805,687)

$17,993,394
($7,475,054)
($2,731,590)
($1,100,413)
($1,736,207)

$5,179,022 $4,950,130EBITDA - Hotel

COMMERCIAL OPERATIONS
$1,167,515 $985,657Revenue

Expenses $0 $0
$1,167,515 $985,657Net Operating Income - Commercial

Page 1 of 2
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Exhibit 1

Summary of Financial Feasibility 
Venice Place 

Los Angeles, California

SCENARIO 1 

PROJECT

SCENARIO 2
ALT 4 - HISTORIC PRESERVATION ALTERNATIVE

NET OPERATING INCOME - TOTAL
Hotel EBITDA 
Commercial NOI

$5,179,022
$1,167,515

$4,950,130
$985,657

$6,346,537 $5,935,788Net Operating Income - Total

FEASIBILITY - YIELD ON COST 
Yield on Cost 8.03%

5.50%
2.50%
8.00%

7.27%
5.50%
2.50%
8.00%

Cap Rate
+ Spread to Cap Rate 
= Target Yield on Cost
Feasible? YES NO

Source: Wynkoop Properties; RCLCO

Page 2 of 2
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Exhibit 2

Static Financial Model 
Venice Place 

Los Angeles, California

SCENARIO 1 SCENARIO 2
ALT 4 - HISTORIC PRESERVATION 

ALTERNATIVEPROJECTASSUMPTIONS

PROJECT CHARACTERISTICS 
LOT AREA 
BUILDABLE AREA 
FLOOR AREA RATIO

46,877 
61,955 

1.3:1 FAR

46,877 
63,091 

1.3:1 FAR

HOTEL
# of Keys 
Avg. Unit Size 
Net Leasable SF

78 77
341 328

26,560 25,285

RESIDENTIAL UNITS
# of Units 
Avg. Unit Size 
Net Residential SF

4 4
550 550

2,200 2,200
REVENUE-GENERATING COMMERCIAL USES

Co-working Space/Biz Center 2,027 2,027
Spa 1,735 1,420
Restaurant/Retail Corner 2,935 2,694
Total Net Commercial SF 6,697 6,141

TOTAL USES
Total Parking Stalls 
Parking Stalls Earning Revenue 
Gross SF

175 175
123 123

61,955 63,091

Page 1 of 5
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Exhibit 2

Static Financial Model 
Venice Place 

Los Angeles, California

SCENARIO 1 SCENARIO 2
ALT 4 - HISTORIC PRESERVATION 

ALTERNATIVEPROJECTASSUMPTIONS

ACQUISITION & LAND COSTS
Land Costs $16,848,571

$4,258,986
$16,848,571
$4,258,986

$16,848,571
$4,258,986Acquisiton & Other Costs

$21,107,557 $21,107,557 $21,107,557Total Acquisition & Land Costs

HARD COSTS
Hard Costs 
Hard Costs - Alt 4

$474.20 /Gross SF 
$484.43 /Gross SF 
$60,857 /stall 
$64,286 /stall

$29,379,185
$30,563,156

$10,650,000Hard Costs (Parking) - Project 
Hard Costs (Parking) - Alt 4 $11,250,000

$40,029,185 $41,813,156Total Hard Costs

SOFT COSTS
OS&E & IT $1,178,000

$750,000
$9,752,141
$300,219
$167,320
$700,000

$1,230,500
$783,425

$10,202,360
$313,599
$174,777
$700,000

2.9% of Hard 
1.9% of Hard 

24.4% of Hard 
0.8% of Hard 
0.4% of Hard 
$700,000

Pre-Opening
Professional Fees (Architecture, Engineering, Insurance, etc.) 
Project Management 
Sales & Marketing
Housing Fund_______________________________________

$12,847,680 $13,404,660Total Soft Costs

DEVELOPER FEE
Developer Fee $3,486,129 $3,596,4344.7% of Land, Hard, Soft

CONTINGENCY
Contingency $1,601,167 $1,672,5264.0% of Hard

$79,071,719 $81,594,334TOTAL DEVELOPMENT COSTS

Page 2 of 5
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Exhibit 2

Static Financial Model 
Venice Place 

Los Angeles, California

SCENARIO 1 SCENARIO 2
ALT 4 - HISTORIC PRESERVATION 

ALTERNATIVEPROJECTASSUMPTIONS

REVENUES
HOTEL

ADR - Project 
ADR - Alt 4

$482 /Key 
$470 /Key

$13,735,799
$13,197,945

$13,735,799
($2,513,280)

$13,197,945
($2,414,867)

Total Gross Income
Vacancy 18.30% of Gross Income

$11,222,519 $10,783,078Total RevPAR

PARKING
$218.37 /Revenue-Generating Stall $321,000 $321,000Gross Rental Income - Parking

$321,000 $321,000Total Gross Parking Income
Vacancy & Credit Loss - Parking $0 $00.00% of Gross Income

$321,000 $321,000Total Net Effective Revenue

OTHER INCOME (F&B & GENERAL RETAIL)
Other Income $7,170,075 $6,889,31663.9% of RevPAR 

0.00% of Gross Income $0 $0Vacancy & Credit Loss - Other Income
$7,170,075 $6,889,316Total Net Effective Revenue

$18,713,594 $17,993,394TOTAL REVENUE

Page 3 of 5
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Exhibit 2

Static Financial Model 
Venice Place 

Los Angeles, California

SCENARIO 1 SCENARIO 2
ALT 4 - HISTORIC PRESERVATION 

ALTERNATIVEPROJECTASSUMPTIONS

OPERATING EXPENSES 
DEPARTMENTAL EXPENSES

($2,356,899)
($112,350)

($5,305,856)

($2,264,610)
($112,350)

($5,098,094)

Hotel 21.0% of Net Hotel Revenue 
35.0% of Net Parking Revenue 
74.0% of Net F&B Revenue

Parking 
F&B & Retail

($7,775,105) ($7,475,054)Total Operating Expenses

$10,938,489 $10,518,340DEPARTMENTAL PROFIT

NON-DEPARTMENTAL EXPENSES
Admin. & General ($1,310,125)

($561,624)
($32,803)
($561,624)
($374,748)

($1,259,705)
($540,010)
($31,540)
($540,010)
($360,325)

7.0% of Total Revenue 
3.0% of Total Revenue 
0.2% of Total Revenue 
3.0% of Total Revenue 
2.0% of Total Revenue

Sales & Marketing 
Security
Repairs & Maintenance 
Energy (Water & Power)

($2,840,924) ($2,731,590)Total Operating Expenses

$8,097,565 $7,786,750GROSS OPERATING PROFIT

FIXED EXPENSES
Real Estate Taxes 
Insurance
Other / Miscellaneous

$789,539
0.7% of Total Revenue 
1.0% of Total Revenue

($789,539)
($136,181)
($187,136)

($789,539)
($130,940)
($179,934)

($1,112,856) ($1,100,413)Total Operating Expenses

OTHER EXPENSES
Hotel Management - Basic & Marketing Fee 
Hotel Management - Incentive 
Asset Management 
Reserves

($748,544)
($121,463)
($187,136)
($748,544)

($719,736)
($116,801)
($179,934)
($719,736)

4.0% of Total Revenue 
1.5% % of Gross Operating Profit 
1.0% of Total Revenue 
4.0% of Total Revenue

($1,805,687) ($1,736,207)Total Operating Expenses

$5,179,022 $4,950,130EBITDA - HOTEL

Page 4 of 5
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Exhibit 2

Static Financial Model 
Venice Place 

Los Angeles, California

SCENARIO 1 SCENARIO 2
ALT 4 - HISTORIC PRESERVATION 

ALTERNATIVEPROJECTASSUMPTIONS

COMMERCIAL
Gross Rental Income - Commerical - Project 
Gross Rental Income - Commercial - Alt 4

$12.78 /Net SF NNN 
$11.31 /Net SF NNN 
$7.65 /Net SF

$1,027,211
$833,746
$201,936$201,936Net Rental Income Including Expenses - Apartment Income

$1,229,147
($30,816)
($30,816)

$1,035,682
($25,012)
($25,012)

Total Gross Commercial Income
Vacancy & Credit Loss - Commercial 
Maintenance & Reserves - Commercial

3.00% of Gross Income (Excl. Apt.) 
3.00% of Gross Income (Excl. Apt.)

$1,167,515 $985,657Total Net Effective Revenue
$0 $0Operating Expenses 0.00% of Gross Income

$1,167,515 $985,657Net Operating Income - Commercial

$6,346,537 $5,935,788NET OPERATING INCOME

Source: Wynkoop Properties; RCLCO
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Exhibit 3

Rack Rates of Local High-End Hotels 
Westside Los Angeles 
August - October 2020

Virginia 
Avenue Park

Santa Monica 
AirportO -5.0 o°

9 ISanta Monica

O 9 9Downtown Santa Monica -i
Clover Park

Santa Monica 
College MAR VISTA%%9 ©Santa Monica 

State Beach
i

9*°©
9Santa Monica Pier

Ti© 4*ie Ave Mitsuwa Marketplace 
- Santa MonicaPenmar Golf Course ^

9CD

MAR VISTA 
HOUSES

OCEAN PARK

Whole Foods
\ Culver C

Market^
■"

%X
The Rose Venice ^

Venice Beach

w\M38hlnglor>E*./ %Q Gjusta
Costco Wholesale CULVER WESTOAKWOOD

9
CULVER GARDEN

%■a*
/U^o, CYPRESS

Venice Beach Boardwalk /.
DEL REY

VENICE © %
Beach^Marina

ALLAMarina 
Del Rey© Whole Foo\/oru>Q Raarh

MAP KEY HOTEL YEAR BUILT ROOMS AVERAGE RACK RATE *

$4761 Santa Monica Proper Hotel 
Oceana Santa Monica 
Loews Santa Monica Beach Hotel 
Fairmont Miramar - Hotel & Bungalows 
The Ritz-Carlton, Marina del Rey

2019 271
$5731957 70
$4351989 347
$4081921 302
$3851990 304

$455AVERAGE 1975 259

Note: Based on Google data on base room rack rate between August 31 and October 30, 2020. 

Source: Google; RCLCO
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Exhibit 4

Hotel Sales Transactions 
Los Angeles

January 2016 to November 2019
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Marina 
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CHANGE
DATA THROUGH Q2 ADJ. CAP 

CAP RATE SOURCE
MAP YEAR YEAR

SALE DATE BUILT RENOVATED FLOORS UNITS SALE PRICE $/UNIT
# OF # OF

KEY PROPERTY NAME ADDRESS 2020 RATE
1 Ace Hotel

Hotel MdR - a DoubleTree by Hilton 
1 West Hollywood 
W Hollywood 
Ambrose Hotel

929 S Broadway 
13480 Maxella Ave 
8490 Sunset Blvd 

6250 Hollywood Blvd 
1255 20th St 
1717 Vine St 

30801 S Coast Hwy

11/22/2019 1927
4/26/2018 1977
6/20/2017 2017
3/8/2017 2010
12/1/2016 2003
6/1/2016 2010
1/29/2016 2003

2013 13 182 $114,150,000
$127,000,000
$280,000,000
$219,000,000
$47,500,000
$40,850,000

$360,000,000

$627,198
$448,763
$979,021
$718,033
$616,883
$716,667

$1,440,000

5.4% RCA -0.4% 5.0%
N/A 5 283 6.5% CoStar 0.1% 6.6%

li
N/A 10 286 5.4% RCA 0.9% 6.3%
N/A 15 305 6.0% CoStar 0.6% 6.6%

2015 4 77 5.5% RCA 0.4% 5.8%
The Redbury 
Montage Laguna Beach

N/A 5 57 5.2% RCA 0.1% 5.3%
N/A 3 250 5.0% RCA 0.2% 5.2%

203 $177,000,000 $812,641AVERAGE 1991 2014 6.8 5.5% 0.4% 5.9%

Note: Reflects hotel sales where cap rate data is publicly available. 

Source: CoStar; Real Capital Analytics; RCLCO
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Exhibit 5

Cap Rate Trends 
Full-Service Hotels 

California
Q1 2016 to Q2 2020
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Source: RCA; RCLCO
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