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CITY OF SANTA BARBARA


COUNCIL AGENDA REPORT

AGENDA DATE:

July 11, 2006

TO:



Mayor and Councilmembers

FROM:


Administration, Airport Department

SUBJECT:

Lease Agreement with BDC Gateway Associates, LLC and BDC Gateway Retail, LLC 
RECOMMENDATION:  That Council:

A. Find that the project proposed by Citrix Systems, Inc. at 6100 Hollister Avenue will enhance the standard of living for City and South Coast residents and will strengthen the local or regional economy by creating new permanent employment opportunities and enhancing the City's revenue base and grant the project a Final Economic Development Designation for 80,000 square feet of floor area; 
B. 
Approve and authorize the Airport Director, subject to City Attorney approval, to execute an Agreement and Escrow Instructions between the City and BDC Gateway Associates, LLC, A California Limited Liability Company, and BDC Gateway Retail, LLC, a California Limited Liability Company setting forth the agreements concerning the two leases for the  development of 160,000 square feet of commercial/industrial space and approximately 20,000 square feet of service retail on approximately 14.7 acres of land at 6100 Hollister Avenue, at the Santa Barbara Airport;
C. 
Approve and authorize the Airport Director, subject to City Attorney approval, to execute a fifty (50) year Lease Agreement with BDC Gateway Associates, LLC, a California Limited Liability Company, for construction and management of 160,000 square feet of commercial/industrial space at 6100 Hollister Avenue, at the Santa Barbara Airport, for a monthly base rental of $29,861.08, effective upon recordation of the Memorandum of Lease; 
D.
Introduce and subsequently adopt by reading of title only, an Ordinance of the Council of the City of Santa Barbara approving a fifty-year ground lease dated August 17, 2006, between the City of Santa Barbara and BDC Gateway Associates, LLC, a California Limited Liability Company, for construction and management of 160,000 square feet of commercial/industrial space at 6100 Hollister Avenue, at the Santa Barbara Airport; 

E.
Approve and authorize the Airport Director, subject to City Attorney approval, to execute a fifty (50) year Lease Agreement with BDC Gateway Retail, LLC, a California Limited Liability Company, for the construction and management of   20,000 square feet of service retail space at 6100 Hollister Avenue, at the Santa Barbara Airport, for a monthly base rental of $6,388.92, effective upon recordation of the Memorandum of Lease; 
F.
Introduce and subsequently adopt by reading of title only, an Ordinance of the Council of the City of Santa Barbara approving a fifty-year ground lease dated August 17, 2006, between the City of Santa Barbara and BDC Gateway Retail, LLC, a California Limited Liability Company, for construction and management of 20,000 square feet of service retail space, at 6100 Hollister Avenue, at the Santa Barbara Airport; 
G.
Approve and authorize the Airport Director, subject to City Attorney approval, to execute a Non-Disturbance, Attornment and Amendment Agreement with Wells Fargo Bank Northwest, National Association, a national banking association, the City of Santa Barbara, BDC Gateway Associates, LLC., Citrix Systems, Inc., a Delaware corporation, and BA Leasing BSC, LLC, a Delaware limited liability company, effective upon recordation of a Memorandum of Lease and providing mortgagee protections to BA Leasing for the financing of the project improvements; and 

H.
Introduce and subsequently adopt by reading of title only, an Ordinance of the Council of the City of Santa Barbara approving a Non-Disturbance, Attornment and Amendment Agreement with Wells Fargo Bank Northwest, National Association, a national banking association, the City of Santa Barbara, BDC Gateway Associated, LLC., Citrix Systems, Inc., a Delaware corporation, and BA Leasing BSC, LLC, a Delaware limited liability company, effective upon recordation of the Memorandum of Lease and providing mortgagee protections to BA Leasing for the financing of the project improvements.


EXECUTIVE SUMMARY
On November 3, 2004, a Request for Proposals to develop 180,000 square feet of research and development, office and service retail space on approximately 15 acres, at 6100 Hollister Avenues was distributed.  On July 12, 2005, Council received a detailed staff report on the public solicitation process staff followed to select a developer.   Highly qualified development proposals were received from The Towbes Group, Inc., Sares-Regis Group, and Bermant Development Company.  
The BDC’s development proposal was primarily based on leasing 160,000 square feet of office, research and development square footage to a major tenant, Citrix Systems, Inc., who qualifies for the 80,000 square feet of Economic Development square footage as established by Charter Section 1508.  It also incorporated 20,000 square feet of service retail space.  Based on this proposal, the City Council authorized City Staff to negotiate a lease with the BDC.
On November 21, 2005, the Community Development Director determined that the Citrix Center project was in substantial conformance with the Development Plan. 
City staff negotiated an Agreement and Escrow Instructions and two 50-year Ground Leases, one with BDC Gateway Associates, LLC for the Citirx Systems, Inc. buildings and related improvements (“BDC Citrix”) and a second with BDC Gateway Retail, LLC for the service retail facilities (“BDC Retail”).

At its regular meeting on June 21, 2006, Airport Commission heard a staff presentation on the lease agreements and the contingency items covered by the Agreement and Escrow Instructions.  Airport Commission unanimously concurred with and recommended that Council approve the proposed Agreement and Escrow Instructions and Leases.
DISCUSSION:
 

Historical Background

In October 1997, Council approved the Airport Commercial/Industrial Specific Plan.  It is the guiding document for the development of Airport property north of Hollister Avenue.  The Specific Plan for the property at 6100 Hollister Avenue provides for a build out of 100,000 square feet of new development for research and development, service retail, commercial recreation, and open yard uses.  An additional 80,000 square feet is designated for development which meets Council’s economic development goals as delineated in Charter Section 1508.  The Specific Plan EIR/EIS was approved in July 1997.
In early 1997 a Request for Proposals was distributed for development of 15 acres in the Specific Plan area. The Bermant Development Company was selected and received Planning Commission approval for the Gateway Center Development Plan on April 23, 1999. BDC’s major tenant withdrew and BDC was granted a two-year extension to retain a new tenant and complete the project implementation.  The Disposition and Development Agreement between the City of Santa Barbara and BDC expired on April 23, 2004.
On March 16, 2004, Council adopted Ordinance No. 5308 extending the time limits on
the Development Plan approvals made in connection with the Airport Industrial Area Specific Plan Zone (Specific Plan No. 6) from April 23, 2004 to April 23, 2007.  Additionally, staff was directed to conduct an open and competitive process in order to invite interested developers to submit proposals for the property.
Developer Selection

A Request for Proposals was prepared and approved by Council on October 26, 2004. Three highly qualified developers submitted proposals for development of about 15 acres north of Hollister Avenue. Two developers, The Towbes Group, Inc. and Sares-Regis Group, submitted proposals for multi-tenant/multi-building industrial, R&D, office and service retail. 
Bermant Development Company’s proposal presented a major tenant, Citrix Systems, Inc. who clearly met the criteria for the City’s Economic Development square footage, and committed to achieve a Platinum LEED level for the Citrix buildings and a Silver level for the service retail buildings.
After considering the proposals, hearing the developer’s presentations, and analyzing the financial information from the City’s consultant, Bermant Development Company’s (BDC) proposal was recommended as best meeting the City’s interests. On July 12, 2005, Council approved the selection and directed staff to enter into exclusive lease negotiations for a fifty-year ground lease. 

Final Economic Development Designation
The City Charter and Santa Barbara Municipal Code §28.87.300 provide for City Council designations of square footage for projects that will enhance the standard of living for City and South Coast residents and strengthen the local or regional economy by creating new permanent employment opportunities or enhancing the City's revenue base.  An Economic Development Project should also accomplish one or more of the following:
a. Support diversity and balance in the local or regional economy by establishing or expanding businesses or industries in sectors which currently do not exist on the South Coast or are present only in a limited manner; or
b. 
Provide new recreational, educational, or cultural opportunities for City residents and visitors; or
c. 
Provide products or services which are currently not available or are in limited supply either locally or regionally.
To date, the City has allocated a total of 299,526 square feet out of the Economic Development category, with 508,010 square feet still available.  Please refer to Attachment B for a list of Economic Development projects that have received a Preliminary or Final Designation.  As noted on the list, there are some preliminary and final designations that have been withdrawn, including the previous Gateway Center Project proposed on this site.
BDC Gateway Associates, LLC, is developing the property for Citrix Systems, Inc.

Citrix Systems, Inc. (NASDAQ: CTXS) headquartered in Ft. Lauderdale, Florida, is the global leader in access infrastructure solutions.  In March 2004, Citrix acquired Expertcity, Inc., a local start-up company, for $225 million.  Expercity is now operated as Citrix Online, a division of Citrix Systems, Inc., based in Santa Barbara.
Citrix Online products are used by more than 15,000 businesses worldwide, including many in the Fortune 1000, with revenues approaching $1 billion, representing approximately 60% growth from the prior year.  
Citrix Online is a major employer of recent graduates from UCSB, with 73% of its workforce earning salaries in excess of $50,000 per annum.  There are approximately 375 employees in Santa Barbara, with plans to almost double over the next 3-5 years with high paying professional managerial and engineering positions to support its projected growth.
Both staff and the Planning Commission believe that the project satisfies the required finding for approval of Economic Development square footage and, therefore recommend approval of a Final Economic Development Category allocation of 80,000 square feet.

Substantial Conformance of Project
On October 24, 2005, BDC submitted a request to the City’s Community Development Director requesting a substantial conformance determination for the proposed Citrix Center project and associated service retail, at the Airport.  

On November 17, 2005, the Planning Commission concurred that the proposed project substantially conformed to the 1999 Development Plan approval for the Gateway Center, noting that the use of a three-story structure combined with a reduction in overall building coverage and the number of buildings has resulted in an improved design.  

After receiving comment from the Planning Commission and the Architectural Board of Review, the Community Development Director determined that the Citrix Center project was in substantial conformance with the Gateway Centre Project Development Plan approval (April 23, 1999, Planning Commission Resolution 029-99).  The project is subject to all conditions applied to the previous project and contained in Planning Commission Resolution 029-99 and development impact and mitigation fees.  The project is subject to review and approval by the Architectural Board of Review.

California Environmental Quality Act review

In accordance with State CEQA Guideline Section 15162, an Addendum to the 1997 Airport Industrial Specific Plan FEIR/EA, and the 1999 Supplemental EIR for the Gateway Center Project, has been prepared to study the proposed project changes.  The Addendum concludes that no new information, changes in conditions, changes to the project, or changes to impacts or mitigations that would involve new significant impacts or a substantial increase in the severity of previously identified impacts are present. 

This addendum, together with the Final Environmental Impact Report dated July 1997 and the Supplemental Final Environmental Impact for the Gateway Center (July 1999) (MST97-0715), constitutes adequate environmental documentation in compliance with CEQA for the current project. A Notice of Determination was filed with the State of California Clearinghouse on November 18, 2005.  
Agreement and Escrow Instructions

The City and BDC have negotiated an Agreement and Escrow Instructions that sets forth the process for conveying the ground leases to BDC Citrix and BDC Retail.   It contains certain contingencies that must be completed and approved by each party for escrow to close and the Memoranda of Leases to be executed and recorded.
The Agreement sets forth the agreement of the parties relative to a number of items including verification of LEED construction, condition of the property to be conveyed, and timing.  

Leadership in Energy and Environmental Design (LEED) Designation
BDC Gateway Associates, LLC has retained a LEED certified consultant, CTG Energetics, Inc., who has reviewed the Design Development Drawings for the Citrix facility.  CTG has developed a schedule (Attached as Exhibit F to the Escrow Instructions) indicating that at the level of design contained in the drawings reviewed, there are sufficient LEED points projected for the Citrix Building to achieve a Platinum LEED designation.  
CTG will also confirm to the City that at the stage of building permit issuance the Platinum LEED certification is still projected. The Agreement contains a number of factors such as regulatory requirements and unavailability of materials that could preclude actual achievement of the Platinum designation after construction.  The City will be notified during the building permit phase and  construction when a LEED point is lost.  However, so long as the loss of points is due to a verified and acceptable cause, BDC will have complied with its obligations under the agreement.

Similarly, prior to conveyance of the BDC Retail lease, CTG will prepare a schedule for the retail buildings based on the Design Development Drawings that should indicate a projected Silver LEED certification level.  In the event that the CTG schedule does not indicate a projected LEED certification level of Silver for the retail buildings, the City can terminate the agreement.
Conditions to Closing Leases
Prior to closing escrow, but no later than November 22, 2006, BDC will request that the City terminate all tenancies on the development site.  The City will have 90 days to terminate the leases and to abate and remove all asbestos containing materials and hazardous materials left on the property by any tenants.  
BDC and Citrix must have entered into and the City must have approved the Citrix Sublease.  BDC must pay to the City a construction security deposit in the amount of $108,750.  The City must also have executed the Non-Disturbance and Attornment Agreement.
BDC must have fully approved Plans and Specifications for the development and the building permit must be ready for issuance upon payment of fees.
The Agreement also provides for the sharing of costs between the City and BDC for unanticipated hazardous materials and archeological artifacts.    

The discovery and remediation costs, in an amount up to $400,000, of unanticipated hazardous materials (covers hazardous materials that have not been reported, studied, revealed or referred to in the disclosed documents) during site preparation will be reimbursed to BDC  by City. If probable costs exceed $400,000 BDC may terminate lease or perform remediation at its own cost.

City will reimburse BDC for archeological recovery program expenditures greater than $125,000, but no more than $375,000.

Finally, the Agreement provides that immediately after conveyance of the ground leases to BDC Citrix and BDC Retail, the City will divide the property into two parcels to allow for the separate construction financing of the Citrix buildings and the retail buildings.

Non-Disturbance, Attornment and Amendment Agreement
Citrix is financing the construction of the Citrix buildings and site improvements through a financing structure with BA Leasing BSC, LLC (BA Leasing).  This structure provides that BA Leasing would enter into a sublease of the Citrix Center land, finance the construction of the Citrix Center improvements and then lease the Citrix center and improvements to Citrix for five years.  After five years, Citrix would have a number of options to gain control of the improvements. Due to this financing structure, BA Leasing requires certain mortgagee protections, including that the City agree to allow BA Leasing to step into the position of BDC Citrix in the event of a default by BDC or Citrix.
Summary of Terms in the two Ground Leases 

Due to financing requirements, the 14.7 acre parcel will be divided requiring two 50-year Ground Leases.  BDC Citrix will sublease the BDC Citrix leased property to Citrix Systems, Inc.  The improvements on the Citrix lease include a 3-story office building consisting of approximately 120,000 square feet proposed to be owned and occupied by Citrix Systems, Inc. and a 2-story research and development building consisting of approximately 40,000 square feet to be owned and occupied by Citrix or sub-subleased to BDC, along with parking spaces and associated landscaping.

The second ground lease will be with BDC Retail, LLC for construction of 2 retail buildings at the corner of Hollister Avenue and David Love Place consisting of approximately 11,800 square feet and one retail building at the corner of Hollister Avenue and Frederick Lopez Place consisting of approximately 8,200 square feet.

Term:
50 years, commencing upon recordation of the Memoranda of Leases.

Base Rental:  Commences upon recordation of the Memoranda of Leases.

BDC Citrix pays $29,861.08 per month.  BDC Retail pays $6,388.92 per month.  Total rent of $36,250 per month. 

Adjustment Of Base Rent:
On the 5th Anniversary of the Lease and each five year anniversary thereafter, the Base Rent in effect for the prior Lease Year will be increased to reflect any increase in the Consumer Price Index.  In no case shall the increase in the Base Rent on any Adjustment Date be less than 15.927% nor more than 33.823%. 

Percentage Rent Retail: The City will receive the greater of 8 % Gross Effective Sublease Rents (total amount of all revenue collected less Lessee’s amortized value of any rent concession, free rent, leasing costs, and tenant improvement allowances related to the Retail Buildings) or Base Rent whichever is greater.

Percentage Rent Citrix:  In the 12th year, if more than 25% of the rentable square feet of the buildings are sub-subleased (excluding Citrix affiliate), then the City to receive 8% of Gross Effective Sublease Rent from the Citrix property.

Development of Property:  BDC Citrix and BDC Retail shall develop and improve the property in conformity with the site plan and the development plan for the project adopted under Municipal Code Section 28.87.300 and in conformity with the conditions of approval and mitigation measures.  All construction must be completed within four years of the lease commencement date.

Summary
Staff has successfully concluded lease negotiations with BDC resulting in lease terms that are reflective of the mutual agreements reached by the parties; and have clearly established due diligent items to complete prior to the close of escrow and the recording of the Memoranda of Leases.   
PREPARED BY:
Hazel Johns, Assistant Airport Director

SUBMITTED BY:
Karen Ramsdell, Airport Director

APPROVED BY:
City Administrator's Office

ATTACHMENTS:
A. Site Plan




B. Economic Development Projects
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