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DOWNTOWN'S WESTIN BOOK

CADIHAC DFTROIT HOTEH

HAS BEEN OUTPERFORMING

MOST OF ITS NATIONAI PEERS,
BUT BEHIND THE SCENES. THF

CITY AND TS PENSION FUNDS
THAT INVESTED IN THF DFAL
NEARLY 10 YEARS AGO) MAY

. NOWTAKE A HUGE 1055

BY NORMSINCIAIR__

DEN STINEBAUGH |
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he $188.9-million restoration of the Westin Rook
Cadillac hotel in downtown Detroit nearly a decade
ago s widely acclaimed as the catalyst for the re-
naissance of new development that aimost weekly is
transforming a city that, for decades, suffered from a
dilapidated and meribund national image.

As renovations began an the hotel in 2008, the
“deat of all deals” to finiance the project was described
as one of the most complicated redevelopment efforts
in the nation. “It's definitely the postes child for the
most complicated historic tax credit deal ever done”
Ronald DeGrandis, managing director of RSM M-
Gladrey Ine., 2 major Cleveland accounting firm that
oversuw the Book Cadillacs finaneial package, told
DBusiress in an October 2008 cover story.

Cleveland-based developer John J, TFerchill and
his team, using 22 different levels of financing — inchuding tax credits
and deduetions — assemnbled a §117-million package in the tolal $188.9-
million restoration tab. “The schematic of awnership and reluted entities
is beyond compreiension,” DeGrandis said. “It’s like one of those Whae-
A-Mole games where you hit one and another one pops up, And (Fer-
chili)’s the guy with the mallee. It’s Iike a secret cult, and without a flow
chart, we would've been lost”

Unfortunately, the city of Detroit — and especially ils two major
city worker pension funds — are among the males that are currently
getting whacked.

While in recent years the hotef bas culperformed most of #ts peers
nationally in terms of occupancy rates, dining receipts, and enterlain-
ment expenditures, the city and pension funds are collectively owed $42
million. Of that amount, the city guaranteed $38 million in federal HUD
maney for the redevelopment, while the pension funds together chipped
in the remaining $24 million.

As it stands, neither the city, nor the Detroil Police and Fire Retire-
ment Sysiem and the General Retirement System thal covers retirement
benefits for thousands of police, fire, and civiliun employees, have re-
ceived a dime of repayment since making those loans a decade ago. The
General Retirement Sysiem is owed $9 mitlion, while a 515 million loan




ftom the First Independence Bank of Detroit, which was defwlted on,
was hacked by the Detroit Police and Fire Retiremnent System,

In 2012, Ferchill, chairman and CEC of The Ferchill Group in Cleve-
land, informed the police and fire board trustees that he could not meet
the terms of the bank loan from First Independence, With the default
that followed, the police and fire fund was on the hook for 15 million.
Ferchill, who was the catalyst for the redevelopment, says the 2008 global
financial crisis, the pending bankruptey of General Motors Corp., Chrys-
ler Corp., and several automotive suppliers, along with a post-construc-
tion appraisal, contributed to the hotel’s early financial challenges.

“The day all the lvans were put into place, the hotef had an as-built
appraisal value of $120 million, which means if you built it then it would
have & value of $120 million,” Ferchil] says. “That was the hasis of the fi-
nancing. That means it was someswhere around 40 percent loan to value.
It epened in November 2008, and we then had to do a second appraisaf,
and honest to God, it came out at $25 miltion because of the market being
down. So there was this enormous hit. That meant the vatue of the hote]
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RO . STANDING JALL
"7 THeWestin Book Cadilac Detroit
. Holelwas redeveloped in 2008 at a

" eost of $188.8 millian, It was one of

* . the most comglicated rastoration

e prajects on recard.

went clown by 80 percent. We had $9 million of deficit money te ride it
out for three years, but the money was going out so fast we lknew eventu-
ally there would be a default”

A source close to the original investment package says that, early on,
the hotel didn't produce enough revenue to “pay off the junior lenders
in the deal, let alone pay on the senicr note.

“The original senior note-holder, iStar Financial (Star Financial Inc),
sold off their interest because the debt wasn’t being serviced!” the source
continues. “They exited the deal at a Juss, T would say now the hatel is per-
forming quite well, and if that trend continues, the city and the pensicn
funds should stay in the game hecause, over time, they should be able to
getall of their money back.”

lo May, it appeared that the only return for the city and the pension
fund invesitments would have come from a settlement in a lawsuit the
city and the twp funds filed in 2013 against the Carpenters Pension Trust
Fund and its affiliate, CPTF Book Cadilfac, arn entity created by the car-
penters to handle their invelvement in the Book Cadillac project.
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Inthe financial flow chart for the $188 9-million restoration of the
Westin Book Cadiflac Datroit, iStar Financial provided a $42-million
senior loan, Due to the 2008 global financial crisis, the hotel, like other
lodging properties. struggled to fill rcoms due to cuthacks in business

ANATOMY OF A DEAL

HOTEL - BORROWER

and leisure fravel. As a result, iStar sold its interest tc the Carpenters
Pension Trust Fund for $36 million, which allowed the fund totale a
serior loan position, In 2013, the City of Delroit and its two pension
funds filed a lawsuit to compel the fund to pay off their vans.

HOTEL - BORROWER
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Neither Ferclull nor bis partners were a party to the lawsuit. The plain-
tifls, in their case, objected to the way they, a3 junior lenders in the deal,
were being treated by the Carpenters Pensien "Frust Fund. In their filing,
the city and the two pension funds argue that they should he held in the
same position as the Carpenters, and are entitled to receive regular pay-
ments to eventually retire their debi.

Multiple news stories reported that the Detroit City Council voi-
ed 8-0 to accept a %22-million settlement the Carpenters Pension
Trust Fund had offered to settle the debt to all parties. The reports
quoted a city official saying the city would use $10 million that would
go toward paying down the §18 million obligation to HUEX The re-
maining $12 million was to be split among the two pension funds.
A spolieswoman for the General Rotirement System was quoted as saying
her group was on board with the settlement, and was negetiating with
their police and fire counterpart on splitling their share — the General
Retirement System is owed a total of $9 million, while the police and fire
find is owed a total of $15 million.

Those teports proved to be premature. The police and Are pension
trustees ballked at accapting what would have been less than 30 cents
on the dollar for their loan, sources say. “While we appreciate the medin
tnterest in the Book Cadilltac Hotel selllement proposal that was prema-
turely made public at a recent City Counci} meeting, this liigation matter
is angoing,” says Bruce Babiarz, a spokesman for the police and fire fand
trustees. “Acesrdingly, we cannot discuss any specifics of the case at this
time. We are confident that the Police and Fire Retirement System Board
of Trustees, staff, and legat counsel are worldng in the bast fAduciary
interests of pensioners toward a resolution.”

Huowever, Ferchill says there’s a lot more Io the story that the city and
pension funds are not making public. He says the charge of secret deals
and back door dealings alleged by the city and pension fund lavyers is

S ' et
© . VROOM ROOM
* The Motor Bar inside the Westin
~ " Book CadillZc Hotel has hosted
- ALMErous luminaries since lhe
. hotel opened in 1924, including
. Henry Ford and Spencer Tracy, !
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simply untrue. Not only was there never any secret dealing; the idea to
buy out iStar Financial’s loan was one he proposed to his lenders.

“I'went to the pension funds, (and) all the secondacy lenders, {inclued-
ing) the police and fire pension funds, 1he general (retirement fund), Uie
city, the earpenters, and told them I can buy the New York fem’s loan at
a discount but I need help from you guys. But every single one of them
except the carpenters turned me down,” he says. “l asked them to come in
with me and we' buy out that first mortgage and evesybody will be an
that {new) first mortgege and I will gt them paid. 1L was $36 Lo $38 mil-
lion total to buy out this fist mortgage. The carpenters made the decisian
ta put the money up to save their $17 million.”

Ferchill says the Carpenters Pension Fund's action spared the hotel,
"We went back and we saved the hotel, and now it's very suecessful, IF
anybody looks at this thing carefully, that hotel was the start of saving
Detroit,” iie says. “If we didn’t do that hotel, nobody would be {investing)
there today”

Ferchill also says another filse assumption about the $22 million set-
tlement the police and fire pension fund turned down was that the money
was coming from the Carpenter’s Penston Fund. *T went out and rajsed
that money mytelf] he says. “1 offered to go out and get enough money
to pay everybody off and let them go away. | went back and researched
what second and third mortgage holders got out of cily-owned deals like
this ong, The highest number I could find (and don’t hoid rme to this} wis
about 40 percent, so I told them T would give you guys 50 cents on the
dollar, meaning that if there was $42 million owed, I would comeup with
%21 million”

Ferchill says he sat in on the settlement meetings wilth o facili-
tator who thought that amount would lead to a settlement, but the
[acilitator was having trouble getting everyone to agree, and asked
Ferchill if he consld find more maney.
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Yhile the Westin Book Cadiltac slruggled during the 2008 global financial crisis, i las since recovered and is now pesting abeallhy ocoupancy rate of 65 percant, an average.

“He comes back 10 me and hie said, Could you find anather couple mil-
lion? And 1 said, Ifit makes the deal work, Pl find a couple more million,”
he says. “So we started going for around 523 million. In the meantime,
we were in Lhe best financing market E have ever seen. 1 told them all that.
H's easier for me 1o get money right now, so yor got to maove on this — but
nobody would move, Nobody would meet on this, nohody would settle.
All they would do is just keep fighting.”

Terchill says he and the lawyers invotved didi'l share the same vision
for the holel.

“You can see why Lhe lawyers were doing this, they were genernting
legal fees. You don't get any legal fees when vou settle lie says. “There was
no real inlerest in trying to clean this up. They wanted the fiest mortgage
holder (the carpenters) to take a hil, and I said, Why would the caipenters
do that? They put the money up when nalody else would."

Ferchill adds that other lenders and city loans for the project that were
not parl of the lawsuit have been paid.

“We borrowed some momey from one of thase funds for the Michasel
Symon restaurant {Roast), and that is currently paid off. We paid off the
oiherlenders. Think about that. With the $25 million appraisal, the vidue
of the hote) was dewn 80 percent. But we brought it hack and made it
work. T went and negotiated with the franchise guys, the hotel guys, and
got all that stufl renegotiated to keep the hotel going. 1 love the hotel. s
nice that its sueesssfal (and) T truly do Tove it”

Robert M. Carson, # lawyer who represents the carpenter’s affiliate,
CPTF Book Cadillac, declined to comment on the rase, or even ac-
knowledge Lhere was an agrecment to settle. “I can't comment one way
ot anather whether there was ever o settlenent disenssion or what the
teris were because, i3t did exist, it wowld have been confidential,” says
Carson, a principal at Carsan Fischer in Bloomiield Hills. “We abide by
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the agreements and expect one day that the agreermnents Lhal exist will
be enforeed.”

The lawswit alleges that the Carpenter’s Pension Trust Fund, which
backed three lines of credit from Fifth Third Bank worlk $17 mitlion,
made a secret deal in the fal! of 2009 1o buy out the senior lender in the
project, New Yorle-based Star Financla), which was owed $42 million,

The firm sold that Joan and its secured No. 1 lender position ameng
the other creditors to the eavpenters union for a diseounted price of $36
miliicn, with a down payment of $19.8 million, according to the lawsuis.
The remaining $16.7 million was to be paid in five duys.

The arrangement, the suit daims, allowed the carpenters fund —
which initizlly had na secured protection as a lender in the ariginal Toan
structure — to vault over siv other creditors, including the city and Lhe
two pension funds, to be first in tine for repayment.

As part of that transaction, the suit alleges that the carpenter’s fund, as
the new senior lender, modified a subordination agreement and diverted
$16.7 mitlion of cash, collatera], and letters of credit already commitied to
the project to pay off the balance it owed the Mew York lender

In effect, the carpenters fund purchased the senior loan for $16.8 mil-
ton in new money, the suit alleges. And while it paid $36 milfion averall,
the balance of the senior loan remained at §42 million.

“Essentially, the lowest priority lendler. the Carpenters Pension Fund,
diverted money intended for the benefit of mortgage Jenders and e
project and used it instead ta buy the senior debt ta the detsiment of
all other lenders, including the city pension funds,” says Dan Wagner, o
shareholder of Couzens, Lansly, Fealk, Ellis, Roeder, and Lazar in Farm-
ington Hills, who represents the eity pension find.

While he would not discuss the case, Carson says the Carpenter’s fund
will prevail in the suit, "We fully intend to have the first morigige position




of my client upheld, and we intend to prevail” e says.

Inlegal papers filed with the court, Carson said under terms of the se-
niorienders contract with the project, the seniar lender has the diseretion
ta assign the loan to another parly, He pointed oul that, in (aet, there was
an oniginal senior lender who had previously sold their loan to the New
York firm withoot 2 challenge. Carson also argued that the contract gave
his client the right io modify the agreement involving the $16.7 million.

“Maney is fungible and there can be na assertion that a particular dob-
tar was used or that zny particalar dolar went to the transaction,” Carsea
wrote in the court records,

The voluminous Wayne County Circuit Court file shows that since the
case was filed in October 2013, lawyers fos both sides have traded barrag-
es of motions, briefs, and court appearances mionth after month before
Judge Brian Sultivan.

Even the lawyers complained about Uie avalanche of paperwork as
they traded motiens demanding one side or \hie other produce more
documents, while the other side pleaded with Tudge Sullivan that they
had, indeed, provided their opponents with the information they were
demanding.

To speed the case along, the judge set a date of May 24 for settlement
terms to be completed. Short of that, the case would continue, While the
city and the General Retirement System trustees publicly annournced
they would take the deal, the deadline passed without the police and fire
trustees taking any action,

Tina Bassett, a spokeswoman {or the General Retirement System, says
when the city and the retirement systems made their investments in the
Book Cadiltac project, it was their hope that everyone would be made
whole and the funds would nat lose money. “But the city is bencfiting
because we have the beautifd Book Cadillar hatel back, and it wouldn't
have happened without everyone participating,” she says.

When it opened in 1924 at the corner of Whshingten Boulevard and
Michigan Avenue, the 33-floor Book Cadillac, designed in an Italian Re-
naissance style with Venetian overtones by nationaliy acclaimed architect
Louis Kamper, was the tallest hotel in the world. For 60 years it was listed
among the best hotels in the country, unt] the city began sliding into de-
cline following the 1967 race riots. Due to a lack of upkeep and reinvest-
ment, the Book Cadillac merely lingered until it was closed in 1984,

Prior to turning to Ferchill in 2005, Detroit Economic Growth Corp.,
o quasi-public development agency, held title ta the property. The organi-
zation initially selected Historic Hospitality, a division of Kimbeely-Clark
that specialized in restoring historic properties, to do the testoration. AL
ter two yewrs, however, Historic Hospitality walked away from the project.

P RISING ALL SHIPS
tfichae! 'Cattaghan, COO of the Detroit Melra Corvantign and Visilors Bureal, says the
accupaney rate for dewntewn hotels is 64.5 percent. some 10 points above (he nalional average.
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During the time the Book Cadillac deal was being put together, both
city pension fisnds were plagued by shaly lending praclices and, in other
Instances, carmupt eriminal conduct.

The federal government investigation into the seandal-ridden ad-
ministration of former Mayor Kwame Kilpatrick found that bribery and
kickback schemes invalving pension officials and trustees involved the in-
vestment of more than $200 million. Jeft Beasley, = former city treasurer
who was a trustee to both pension boards; Ronald Zajac, who for mare
than 30 years served as peneral counsel to bath finds; and Paul Stewast,
a veleran Detroit police officer and fund trustes, were indicted and tater
convicted of conspiracy, bribery, and extortion.

Beasley was sentenced to 11 years in federal prison and Stewart re-
ceived 57 months, with three years of fedesalized supervision after his
release. Zajac, who was 70 years ol at the time, died woels before his
sentencing date.

Since that time, both pension funds have adopted strict seforms cover-
iny; how they invest and liire professional firms to advise them, Tn 2014,
ag part of other financial reforms that came out of the city’s bankruptey
case, Gav, Riek Snyder’s office announced the formation of separale in-
vestment cammitiees agreed upon by both pension boards of trustees to
further oversee investments made on behalf of city retiress.

The hotel, now known as the Westin Book Cadillac Detroit, survived
a shaly 2008 start with the globzl (inancial erists, but in recent years has
posted impressive numbers with an cccupancy rate of as high 25 65 per-
cent, mare than 10 poinis above the national average.

At the time of the opening of the 455-room hotel, the stee-
ture included 67 condominiums whose enles swere initially blunt-
cd by the recession. The Ferchill Group announced after the hoiel
opened that they had received deposits on 64 of the condus, which
mnged in price fiom $280,000 to more than $14 million. Many of
those sales, however, never materalized, as would-be owners melt
ed away with the economie downturn or could not get moelgages.
Instead, the hote! development team rented out most of the units.

Since then, the Book Cadillac’s condo sales have perked wp. According
Lo the hotels website, enly a handful of the units ave now available, with
prices mnging from $465,000 for a two-bedroorm unit te §1.3 million for
the penthouses.

The hotel also is home to kwo restaurants — Roast, operated by celel-
rity chef Michzel SBymon; and 24 Grille — which, in addition to offering a
restaurant designed by Ron Roman Concept and Design in Birmingham,
includes a 30-seat private dining room and a champagne bar.

James McTevia, principal of McdTeviz and Associates in Novi, which
works with cornpanies in severe finaneial troubles and serves as an advi-
sory to banks and pension funds, says Judge Sullivan and the authorities
should delve inte how the Carpenters Pension Trust Fund transformed
their pasition in the deal, which he says may have been done illegally.

“In the beginning you had 4 facility that wasn't performing, (and) you
had a lender that got very uncomfortable and, in my opinion, did some-
thing very isregular, if not illegal, in terms of how they and the carpenters
fund arranged the buvout,” he says. “It was highly unusual. Thank good-
ness the Detroit Police and Fire Fund was on the ball and saw what was
happening, and fifed a lawsuit ta try and stop it

“It is highly ironic that, over thie decades, the carpenter’s union used
their influence with the city to get them to approve projects that the ear-
penters could get work from,” McTevia says. “And today, with the Book
Cadillac deal, the curpenters are trying te give the city and its two pension
fines a severe haiseut. The pension funds have a fiduciary duty to see that
100 percent of their money is returned. They never told the carpeaters
to do what they did There are same very serious issues Lhat need to be
looked at here!" db
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