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CITY OF SANTA BARBARA


COUNCIL AGENDA REPORT

AGENDA DATE:
August 5, 2014
TO:
Mayor and Councilmembers

FROM:
Administration, Airport Department
SUBJECT:
Introduction Of Ordinance For Purchase And Sale Agreement For Sale Of Land Located At 6100 Hollister Avenue
RECOMMENDATION:  
That Council introduce and subsequently adopt, by reading of title only, An Ordinance of the Council of the City of Santa Barbara Approving and Authorizing the City Administrator to Execute the Purchase and Sale Agreement and Related Agreements Between the City of Santa Barbara and Direct Relief, a California nonprofit public benefit corporation, at a base price of $25 per square foot of land area.
EXECUTIVE SUMMARY:


The City adopted the Airport Specific Plan, City Parcel Map No. 20,608, in 1997 which included the land north of Hollister Avenue incorporating a total of 88 acres.  Since 1997 the Airport has received numerous unsolicited proposals for development of portions of this area and has issued two Requests for Proposals to develop a 15-acre parcel in the Specific Plan Area.  All development efforts have been unsuccessful for a variety of issues, but primarily due to the Santa Barbara City Charter restriction that limits leases to 50 year terms.
The Airport, at Council direction, investigated developing the property independently. Although construction of small flexible buildings over a five-year interval in phases was possible, financing of the development would require outside financing and the debt service requirements did not provide for a realistic return on investment. 

Direct Relief International has submitted a proposal to purchase Airport land at a “fair market value” to construct new offices and a warehouse.  The sale of Airport land would set a precedent; however, the proceeds would provide the Airport with the funds necessary to construct debt-free industrial buildings, thereby strengthening the Airports revenue base.
DISCUSSION:

Property Description 
The land at 6100 Hollister Avenue, bounded by Hollister Avenue, Frederic Lopez Road, Francis Botello Road and David Love Place, (Parcel 22 of the Airport Specific Plan [City Parcel Map No. 20,608], along with the adjacent 74 acres was transferred to the City by Grant Deed from the War Assets Department in 1949 to be used for the operation, maintenance and capital improvement of the Santa Barbara Airport.  

This area has been leased for commercial industrial uses and is separated from the active airfield by Hollister Avenue.  In 1983, the City requested that all land north of Hollister Avenue, 88 acres, be released from the FAA requirement that the land be used for aviation purposes.  The Federal Aviation Administration approved the release on October 30, 1984 but maintained the requirement that the revenue generated from the land must be at “fair market value” and be used for the operation, maintenance and capital improvement of the Airport.
Development History 

In 1997, Council approved the Airport Specific Plan to guide development of the Airport’s commercial/industrial zoned property for light industrial and yard uses, commercial recreation, and economic development.  
The Airport’s efforts to develop this land in accordance with the Specific Plan via long-term lease included:

· 1997 and 2004 - two unsuccessful single tenant development Requests for Proposals 
· 2007 – one industrial condo ownership proposal with up to 19 buildings

· 2009 – one 4-acre parcel for Verizon a maintenance and storage facility

· 2010 – one hotel proposal for a portion of the parcel

· 2004- 2010 – four proposals from Target for a retail facility

· 2010 – one proposal from Deckers Corporation for corporate offices 
In all cases the proposals were unsuccessful for a variety of reasons, but one major limiting factor is the Charter requirement that any lease be limited to 50 years.
Airport Small Parcel Development
Based on the failure of long-term lease development, on June 15, 2010 Council directed staff to pursue the small parcel development for industrial and commercial tenants consistent with the approved Airport Specific Plan.  This approach would continue the Airport’s niche in small light industrial space and could be phased in over a period of years.  Staff undertook a comprehensive feasibility study including a site layout plan, stakeholder input on the market as well as political sensitivity, and examination of financial Proforma on leasing and self development for the potential development of this 15 acre parcel.  
Local consultants designed a layout plan that fully utilized all available land on Parcel 22 resulting in 13 lots with buildings ranging in size from 6,000 – 15,000 square feet with required parking, landscaping, and on site drainage.  Input from stakeholders, including UCSB, Goleta Chamber of Commerce, City of Goleta, local real estate brokers, and others indicated that there had not been any new industrial buildings constructed in the last 25 years and that the size and design would meet the needs for this market with small commercial/industrial units with expansion opportunities.
The financial Proforma was based on outside financing to construct the 13 buildings in four phases, at five-year intervals, assuming pre-leasing and full occupancy upon completion.  While possible, this approach to development had a high risk, with a low 50-year return on investment.
Unsolicited Proposal from Direct Relief International (DRI) 

Direct Relief, founded in Santa Barbara in 1948, is a nonprofit, nonpartisan organization that provides medical assistance to people around the world who have been affected by poverty, natural disasters, and civil unrest.  DRI is currently located at 27 South La Patera Lane and also leases space in a warehouse across the street from DRI offices.  DRI employs 57 staff and has 20-25 volunteers daily.  
DRI is seeking to build a new state of the art facility consisting of approximately 125,000 square feet in size, of which 100,000 square feet would serve as warehouse and distribution (with 45 foot height) and 25,000 square feet would serve as offices.  As is typically required for development in proximity to the Airport, an “Avigation easement” in favor of the City would be required at the time of development to protect the aviation rights at the Airport. 
DRI would require 6 to 8.5 acres of land for the new facility which will be determined upon final survey when development plans are more fully prepared.  DRI plans to initiate a fundraising campaign for the development project.
DRI and the City explored the option of a long-term 50-year lease on Parcel 22, however, leasing was not an option. DRI subsequently offered to purchase the land at an appraised market value.  
FAA Consultation on Airport Land Sale
Inasmuch as the land north of Hollister Avenue was acquired by the military during WWII and conveyed to the City, staff contacted the Compliance Officer with the Los Angeles Airport District Office to inquire if there were any FAA restrictions on the potential sale of Airport property.  
FAA responded that with the 1984 Instrument of Release eliminating all airport/aviation obligations, the land could be sold and converted to another use.  Proceeds from the sale must, however, be used for airport purposes.  
Purchase and Sale Terms
Following FAA’s reply, staff entered into negotiations with DRI regarding the possible sale of between 6 and 8.5 acres of land zoned for commercial industrial development.  The following summarizes the key terms and conditions of the Purchase and Sale Agreement:
· Purchase Price:  Twenty-five dollars ($25) per square foot (net).  This amount reflects the value determined in the City’s February 2014 appraisal.  Total purchase price will be determined based upon net square footage acquired by DRI but will range from $6.5 to $8.5 million.  City appraisal may be updated 90-days prior to close of escrow.  DRI may either (i) accept City’s updated value, or (ii) update DRI’s appraisal ($20/sf) in which case the new purchase price is determined by the average between the two new opinions of value as follows: (i) if the average opinion of value is less than the original base purchase price, the original purchase price remains the purchase price, (ii) if the average is greater than the original purchase price by 10% or less, the average becomes the new purchase price (iii) if the average is more than 10% above the original purchase price, the purchase price is increased by 10%.

· Deposit:  Within 30 days after execution of Purchase and Sale Agreement, DRI will deposit $500,000 into escrow which, at the end of an 18-month feasibility period, becomes liquidated damages or returned to DRI if the transaction does not close escrow.
· Feasibility Period:  18-month period for DRI to conduct due diligence with regard to the property.  Close of escrow 90-days after end of feasibility period.  DRI may choose to terminate transaction or extend the 18-month due diligence period for an additional period of 6 months if DRI has not secured approval of all discretional permits necessary to develop the property with its intended development.
· Operation of Property:  The Airport shall continue to use property in the usual manner until close of escrow.
· Right of First Offer:  After close of escrow, if DRI determines to sell the property, it must first offer sale property back to City.  City may offer to re-purchase based upon the then appraised value less 10%.  Disagreement on the value is to be resolved by the average of three values.  After 21 years, and for 10 years thereafter, 10% reduction to repurchase price is decreased by 1%.
· Community Support Payment:  12 months after issuance of the certificate of occupancy, DRI shall begin making annual payments to the City in the amount of 12.5% of 1.03% of the sum of the purchase price plus the construction costs (example:  $20,000,000 x 12.5% x 1.03% = $25,750) increased annually by 2%. The payment is a personal obligation of DRI and terminates upon sale of the property.
· Access Road:  DRI shall construct, or pay the City the sum of $473,000 to construct, an access road in accordance with City standards extending from Frederick Lopez Road along the southern frontage of the purchased property.  City shall reimburse DRI 50% of the road construction cost upon construction and occupancy of any structures located between the access road and Hollister Avenue on City-retained property.
Utilities:  Water service shall be provided to the property by the Airport through a sub-meter connected to the City’s meter connection to Goleta Water District. Sewer service shall be provided to the property by the City and connected through the City’s facilities to the Goleta Sanitary District.
The Purchase and Sale Agreement and related agreements are available for public review at the City Clerk’s Office and at Airport Administration.

Environmental Review
The City’s Environmental Analyst has determined that the sale of this City land is categorically exempt from Environmental Review under California Environmental Quality Act Sec. 15312 (MST2011-00255).
Impact of Sale on Airport
While the proposed sale of Airport land is unprecedented, it would provide the necessary space for DRI, a long established local non-profit, to construct a state-of-art facility meeting DRI’s unique space needs not available in other facilities.  

Equally important to the City, the proceeds from the sale will allow the Airport to begin building out of the remaining land with light industrial uses, thereby strengthening the Airport’s revenue base with debt-free buildings.

Escrow
Upon approval of the Purchase Agreement, an escrow account will be opened and administered by Fidelity National Title Company.  Title insurance costs will be provided by the City. Upon close of escrow, and the effective date of the approving ordinance, Fidelity National Title Company will be authorized to record the Grant Deed in the Official Records, Santa Barbara County, and transfer of title will be completed.
SUBMITTED BY:
   Hazel Johns, Airport Director

APPROVED BY:

City Administrator's Office
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