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CITY OF SANTA BARBARA


REDEVELOPMENT AGENCY AGENDA REPORT

AGENDA DATE:
May 1, 2007

TO:
Chair and Boardmembers

FROM:
Housing and Redevelopment Division, Community Development Department 

SUBJECT:
Bridge Loan To Santa Barbara Trust For Historic Preservation Regarding the Acquisition Of 126 East Canon Perdido Street (Jimmy’s)
RECOMMENDATION:  That the Redevelopment Agency Board:

A. Consider terms for a $500,000 Bridge Loan to the Santa Barbara Trust for Historic Preservation regarding the acquisition of 126 East Canon Perdido Street; and

B. If desired, authorize Executive Director to execute a loan agreement and associated documents with the Trust for Historic Preservation, subject to approval by Agency Counsel.

DISCUSSION:
The Santa Barbara Trust for Historic Preservation (Trust) has requested that the Redevelopment Agency provide the Trust with a $500,000 bridge loan regarding the purchase of 126 East Canon Perdido Street (Jimmy’s Oriental Gardens property).  Using a number of other funding sources, the Trust has actually completed the acquisition of the property in order to preserve it and include within it an Asian-American museum. The Trust ultimately plans to sell it to the State of California under the terms of a recently approved twenty-year Operating Agreement to be included in the State Historic Park.  The Trust was required to use a less-favorable private-lender loan to perfect the acquisition prior to this consideration of the Agency loan and desires to replace that loan with the requested Agency loan to bridge the estimated three-year period before the State buys the property from the Trust.

At the Agency meeting of February 13, 2007, the Agency Board considered a request from Member Horton and Member House to consider the $500,000 loan.  The Agency Board expressed interest in further consideration of such a loan and asked for additional information regarding the proposed loan and preservation project.  Staff has worked with the Trust to develop that further information, and the information that has been received is provided below.  

Program Plans

The Trust indicates that its plans for use of the property include the following:

· Renovation of the Three Residences and Rental to Tenants.  BDC Management is handling residential repairs.  Estimated repair costs for the three residences are $30,000 to $50,000, and the units are expected to be available for occupancy within 30-45 days.  The Trust is aware of interest by the Agency Board in seeing the residential units made available during the bridge loan period as affordable units, with the possibility of them being for Trust employees.  

The Trust indicates that it already has a policy of renting available residences to its employees, although they are not committing to doing so in this case. Additionally, the Trust indicates that because of the small unit sizes, limited parking, and loud noise that comes from the nearby Post Office, achievable rents will be at the low end of market. The Trust estimates the following initial rent schedule for the three residences: $1,600 per month for the three-bedroom house; $900 per month for the two-bedroom apartment above the house; and $700 for the studio apartment above the garage.  The proposed rent levels for the two apartments would currently fall within affordable rent levels for households in the low-income category for City-regulated affordable units, but only if the Trust agrees to pay all utilities.  The rent level for the three-bedroom house would exceed the City’s low-income allowable rent level ($1,087) even if the Trust pays all the utilities.  The unit would be affordable to moderate-income renters, but the City does not have an existing program of regulating moderate-income rentals because they tend to reflect low market rates.  To fit into the City’s regulated low-income affordable rental unit program, if that is the desire of the Agency Board, the unit would need to comply with the City standards for low-income rentals.  The Trust has been provided with the City’s affordability standards for low-income rental units.  However, the Trust Board was not able to respond to the low-income affordability issue prior to agendizing this issue.  Staff has encouraged the Trust to consider adhering to the low-income rental program restrictions and to be prepared to address this issue at the Agency Board meeting.  

· Renovation and Lease of Dining Room, Bar, and Kitchen.  The Trust indicates that it is attempting to lease these spaces to commercial operators through a commercial broker.   The bar may be leased separately from the restaurant/dining room.  With a lease or leases secured, the Trust will renovate and repair the space, at an estimated cost range of $50,000 to $100,000, some of which may be borne by the operators.  If a commercial operator is not secured for the restaurant/dining room, the restaurant/dining room will be renovated and repaired to function as banquet facility space available for rent on a case-by-case basis and for internal use by the Trust.  Some shared use of the kitchen will be codified in a bar operator’s lease.  The Trust intends to purchase the liquor license associated with the property for rental to a new bar/restaurant operator.
· Long-Term Master Plan for Presidio District and Museum Development.  The Trust reports on this topic as follows:
Specificity regarding museum design would be premature because the Trust is in only the initial stages of the process, established in part by State Parks policy, of developing an interpretive plan for the Jimmy’s property. The Trust is currently in a documentation and assessment phase of the Jimmy’s restaurant/bar/kitchen property. The Trust’s professional staff has already begun extensive video documentation of the property and interviewing of the Chung family for the creation of an oral history archive pertaining to the property and the history of the Chinese community in the neighborhood. When the newly renovated Resource Center is opened later in 2007, the Trust will further expand its research program on the history of the Chinese presence in Santa Barbara. This project will constitute the first major research project launched at the new Resource Center. This research will guide the Trust in its planning for commemoration and interpretation of the Chinese experience—immigration, race relations, and economic, family, religious, and community life--in Santa Barbara.  

The Trust will interpret this history through not only traditional museum displays but also innovative “museum without walls” techniques that move visitors through the Park in ways that expose them to the individual stories of the diverse people and groups who lived in the Presidio district. The Trust will use the “museum without walls” concept to create exciting new visitor experiences in the Presidio District. Applying this concept will, for example, enable the Trust to enliven the zone encompassing both the property at 126 E. Canon Perdido and the State Park property to the south. The latter is now given over largely to parking but is slated, under the General Plan for the Park, to be the site for interpretation focused on the original front gate of the Presidio. The Trust hopes that visitors will make their way from El Cuartel through the new Asian-American museum, next move seamlessly into the interpretive area for the front gate, and wind up almost at the doorstep of the Historical Society.

In developing the interpretive plan, the Trust will create a Community Advisory Group that will include representatives of Asian-American communities in Santa Barbara, the City of Santa Barbara, the departments of History and Asian-American Studies at UC Santa Barbara, and the Santa Barbara Historical Society. 

As the operator of El Presidio de Santa Barbara State Historic Park for the California State Parks Department, the Trust maintains various commercial properties, including restaurants such as Playa Azul (a 27-year tenant of the State Park).   The Trust intends that these businesses will be retained in the Park, as will the Ensemble Theatre Company and Anacapa School.   
State Purchase of Jimmy’s Property.  The Trust indicates that it plans to strongly advocate for immediate sale of this property to the State of California.  Estimates of this time frame vary from one to three years.  In the event the State cannot make this purchase within that time, or elects not to make the purchase at all, the Trust would pay the City RDA loan at the end of the three year term, and re-finance that portion of the purchase price with a conventional loan, such as is in place currently with Montecito Bank & Trust. The Trust would continue to seek funds from foundations and other funding sources to retire all loans, but would continue to support the property from its reserves until that time.  Councilmembers received a letter dated March 15, 2007, from Richard Rojas, the District Superintendent of the State Department of Parks and Recreation, supporting the proposed Agency loan to the Trust and expressing commitment on the part of the Department to identifying funds for acquisition of Jimmy’s and its inclusion in the State Park.
Information on Current Loans, Property Debt, and Cash Flow
The purchase of Jimmy’s for $3,012,495 was fully funded as follows:

Santa Barbara Foundation:
$250,000
@4.50%, secured by DOT, 4-year term

Wood Claeyssens Foundation:
$500,000
@4.50%, secured by DOT, 4-year term

Outhwaite Trust:
$500,000
@4.50%, secured by DOT, 4-year term

Hutton Foundation:
$250,000
@4.50%, secured by DOT, 4-year term

Montecito Bank & Trust:
$1,512,495
@7%, secured by Trust portfolio, 3‑year term

Total
$3,012,495
If the Agency bridge loan is approved, the debt on the property would be:

Santa Barbara Foundation:
$250,000
@4.50%, secured by DOT, 4-year term

Wood Claeyssens Foundation:
$500,000
@4.50%, secured by DOT, 4-year term

Outhwaite Trust:
$500,000
@4.50%, secured by DOT, 4-year term

Hutton Foundation:
$250,000
@4.50%, secured by DOT, 4-year term

Agency Bridge Loan
      $500,000
@ LAIF rate, secured by DOT, 3-year term

Total
$2,000,000
Based on the estimated rent schedules for commercial and residential spaces on the Jimmy’s property (see Attachment), including variables in leasing of the commercial space mentioned above, the following facts can be understood regarding the Trust’s cash flow:

· The monthly debt service on the loans in place is $17,372
· The initial estimated total monthly rental income from the property ranges from $8,158 to $9,934 (depending on commercial leasing configurations) 

· Therefore, negative cash flow from monthly debt service not being covered by project income ranges from $9,214 to $7,438 
· If the Agency provides the $500,000 bridge loan at the current LAIF rate of 5.214% to  remove part of the debt in place, the monthly debt service would drop to $14,358, saving the Trust approximately $3,000 per month in debt service.  

· Negative cash flow resulting from monthly debt service not covering project income would range from $6,200 to $4,424.  
Loan Terms and Analysis

The loan would be a $500,000 bridge loan, with a maximum term of three years or due upon purchase of the Jimmy's property by the State, whichever is sooner.  The interest rate would be at the City’s and Agency’s short-term investment (LAIF) rate and would adjust periodically as that LAIF rate adjusted.  The principal and accruing compound interest would be deferred to lump-sum payoff at term of the loan.  The loan would be secured by a deed of trust (“DOT”) on the Jimmy's property, subordinate to the deeds of trust in favor of existing funders holding deeds of trust.   
The purchase price paid by the Trust was $3,012,495. It was funded entirely through loans. A portion of the purchase money came from the Montecito Bank & Trust ($1,512,495) as a loan against the Trust’s portfolio, so that loan does not constitute a debt against the property.  It is this loan that will be partially paid down by the Agency bridge loan.  As a result, the total debt secured against the property would be $2,000,000, of which $1,500,000 would be superior to the Agency DOT.  

A “letter appraisal” by a reputable local appraiser indicates that a full appraisal would likely yield a market value consistent with the purchase price. Thus, the Agency loan and trust deed would be fully secured by the value of the property. 
In the loan agreement, the Trust would make a non-binding commitment to not ask for loan forgiveness or conversion of the loan to a grant.  Regarding affordable housing, if the Board wishes to impose specific low-income affordability restrictions on the residential units during the bridge loan period, such conditions and the associated compliance obligations would be included in the loan agreement and secured by covenant and performance deed of trust for the term of the loan.  Regarding Asian-American museum plans, although staff would prefer that specific performance conditions regarding the provision of the museum be incorporated into the loan agreement and into covenants that would survive the loan, that is not practical. Given that the Trust is not able at this time to be specific about the Asian-American museum component, staff believes it would be difficult to structure conditions in the loan agreement and associated covenant and performance deed of trust that would provide legal remedies for non-performance, and the Agency would have to rely on non-binding commitments and on the track record of the Trust. 

If the Agency desires to proceed with the requested $500,000 bridge loan to the Trust for the Jimmy’s project, staff will negotiate the appropriate loan agreement and associated documents to be executed by the Executive Director, subject to approval by Agency Counsel. 

ATTACHMENT:
Jimmy’s Monthly Payment Plan

PREPARED BY:
David Gustafson, Assistant Community Development Director/ Housing and Redevelopment Manager 

SUBMITTED BY:
Paul Casey, Community Development Director
APPROVED BY:
City Administrator's Office
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