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CITY OF SANTA BARBARA


COUNCIL AGENDA REPORT

AGENDA DATE:

October 17, 2006
TO:



Mayor and Councilmembers

FROM:


Business Division, Waterfront Department

SUBJECT:

Lease Agreement With West Marine Products, Inc.
RECOMMENDATION:  That Council:
A. Approve a five-year lease agreement with two five-year options with West Marine Products, Inc., for the 4,258 square foot retail location at 132-C Harbor Way, at a rate of $7,022 per month, subject to annual Cost of Living  increases; and
B. Introduce and subsequently adopt, by reading of title only, An Ordinance of the Council of the City of Santa Barbara Approving a Five-Year Lease Agreement with Two Five-Year Options with West Marine Products, Inc., Commencing on November 23, 2006, for the 4,258 Square Foot Retail Location at 132-C Harbor Way, at a Rate of $7,022 Per Month, Subject to Annual Cost of Living Increases.
DISCUSSION:
 

West Marine (West) bought the Chandlery business from Bob Kieding and assumed control of the lease via a lease assignment process in June 2002. The existing lease dates from September 1983 and expired on September 21, 2006. The current base rent is $5,053, ($1.01 p.s.f.), subject to adjustment every three years. The rent adjustment is based on an outdated formula and not the more commonly used Consumer Price Index. 

The existing lease is a percentage rent lease, with the following percentage rent categories:

· 1% Motors, electronics, new boat sales, commercial fishing supplies and equipment and wholesale sales;

· 4% Hardware, marine supplies and equipment, clothing, jewelry and sundries.

With this rent structure, West Marine has never paid percentage rent under the current lease.

Staff has been in lease negotiations with West for several years. Initially, staff was unsure of West’s level of commitment to leasing the entire ground floor space until the building remodel construction project was in progress. Eventually, construction revisions were made, change orders issued and West has now invested over $200,000 in tenant improvements in its Harbor location. West is committed to maintaining a presence at the Harbor.

Since West has another, larger marine supply store nearby on Calle Ceasar Chavez Street, staff recommends a base-rent lease without a percentage rent provision. This is due to the perception that West may refer sales to the other store location to preclude having to pay percentage rent at the Harbor location. Staff recommends removing the percentage rent clause for the following reasons:

· It effectively removes the ‘disincentive’ to West providing higher-end merchandise and making more sales at the Harbor location;
· West has never paid percentage rent under the existing lease;

· The proposed rent ($1.65 per square foot) is higher than the Chandlery business ever produced ($1.22 p.s.f. including base and percentage rent).

Additionally, the fixed monthly rent that staff has negotiated with West Marine ($1.65 per square foot) is in excess of the average total rent historically paid by the Chandlery (base + percentage) for its marine hardware business, its brokerage business, and its “North room” apparel business. For example, the average total monthly rent paid by the Chandlery in the four years prior to selling to West Marine was $1.22 per square foot ($6,390), including percentage rent. As shown on the following table, once the second floor offices are leased ($2.50-$3 per square foot), the commercial portion of the building will generate more revenue than has ever been produced previously.  

The Chandlery Yacht Sales business is now separated from West Marine and conducts its brokerage operation from the Marine Center building at 125 Harbor Way. This business, although no longer part of the Chandlery /West Marine commercial building, is still generating substantial rent for the Department. The Chandlery Yacht Sales has produced an average of $3,491 in monthly rent between January 2005 and August 2006.

	Historical Monthly Rent
	 

	Chandlery Building- avg rent 1998-2001
	 $ 6,390.00 

	
	

	Current Monthly Rent
	 

	West Marine-existing lease including offices
	 $ 5,053.00 

	
	

	Proposed Monthly Rent
	 

	West Marine- new lease
	 $ 7,022.00 

	Second floor offices- $2.50 psf 
	 $ 1,835.00 

	Total 
	 $ 8,857.00 

	 
	 

	Combined Monthly Rent
	 

	West Marine- new lease
	 $ 7,022.00 

	Second floor offices- $2.50 psf 
	 $ 1,835.00 

	Subtotal
	 $ 8,857.00 

	Chandlery Yacht Sales/ average rent 2005-2006
	 $ 3,491.00 

	Total
	$12,348.00 


The basic lease terms of the proposed West Marine lease are as follows:

· Term: Five years
· Options to Renew: two additional five-year terms possible
· Rent: $7,022 per month ($1.65 per sq. ft.)
· Rent Increase: annual Cost of Living increase according to change in Consumer Price Index (CPI), capped at 5% per year
Staff believes it is important to maintain a retail boat supplies dealer in the Harbor as an ‘anchor’ tenant. The negotiated rent is in line with what was reviewed by the Harbor Commission/Council in December 2003 when the building project was approved (Attachment 1). As shown in the previous table, the proposed rent is well in excess of what the building has generated historically.

The five year term with two five year options for a possible 15 year term is considered a long-term lease commitment. However, the term is justified by West’s investment in the lease space. Based on the proposed new lease with West, staff would like to see the tenant continue, and expand, its supplies and services to the boating community at the Harbor.

The Harbor Commission recommended approval of the lease agreement at the September 21, 2006, meeting.

ATTACHMENTS:
1.  December 18, 2003, Council Agenda Report



2.  Site Plan
PREPARED BY:
Scott Riedman, Waterfront Business Manager

SUBMITTED BY:
John N. Bridley, Waterfront Director

APPROVED BY:
City Administrator's Office
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