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CITY OF SANTA BARBARA


REDEVELOPMENT AGENCY AGENDA REPORT

AGENDA DATE:
December 9, 2008
TO:
Chairperson and Boardmembers

FROM:
Housing and Redevelopment Division, Community Development Department
SUBJECT:
Santa Barbara Center For The Performing Arts Grant Subordination Request

RECOMMENDATIONS:
That the Redevelopment Agency Board approve and authorize the Executive Director to execute, subject to approval by Agency Counsel, the subordination of existing Agency subordinate grants and deeds of trust that secure a $5 million Agency grant on property located at 1214 State Street (The Granada Theatre) for The Santa Barbara Center For the Performing Arts to restructured and increased senior financing. 
BACKGROUND:

The Santa Barbara Center for the Performing (SBCPA) was recently renovated at a total cost of over $40 million. The Redevelopment Agency Board provided $5 million in grant funds to the project to complete the historic renovation.  The Grant Agreement required no repayment of Agency funds except in the event that the Granada did not meet specified performance standards during the first six years of operation.  The performance standards are to guarantee community benefit in the form of operation as a community performing arts venue.  The Agency’s rights were secured by lien on the real property in the form of the Grant Agreements and Short Form Deeds of Trust and Assignment of Rents.  The Agency interests were subordinated to the $26 million senior financing from the senior lender for the project, Bank of America.  Any subsequent subordination request need to be approved by the Agency.

SBCPA is now requesting that the Agency enter into a new Subordination Agreement that will supersede and replace the two existing subordination agreements for new and increased senior financing.  The new financing would be for an amount to-be-determined at closing, which may be as much as $30 million, a potential increase of as much as $4 million in the financing that would be senior to the agency interests.  The new senior financing is available because of SBCPA’s ability to secure tax-exempt bond financing through the California Infrastructure and Economic Development Bank (CIEDB) and Bank of America’s willingness to issue a Letter of Credit for the full amount of the bond proceeds, which enhances the credit rating of the CIEDB bonds.  In accordance with the Internal Revenue Code of 1986, CIEDB held a publicly-noticed TEFRA Hearing on the issuance of the bonds on November 20, 2008 in Sacramento.

DISCUSSION:

The Agency’s grant interests are already subordinated to $26 million in senior financing.  The two relevant changes contemplated by the proposed new Subordination Agreement are the form of the senior financing, which raises no new risks for the Agency, and the amount of senior financing, which will increase by as much as $4 million. 

The Agency grant will not be paid back and cannot be productively graded as to its financial investment value and rate of return.  The Agency security exists to guarantee community benefit performance for a six-year period.  It can also be construed that the Redevelopment Project Area has already derived substantial return from the successful renovation of this historic theatre. Those two considerations taken together could be seen to justify a reduction in the Agency’s security interest in the property.  
ATTACHMENT:
SBCPA Subordination Request Letter
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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