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GOVERNMENT AUDIT AND OVERSIGHT COMMITTEE MEETING OcCTOBER 20, 2016

Item: 3 Departments:
File: 16-0756 Office of Community Investment and Infrastructure (OClI)
(Continued from October 6, 2016) | City Administrator

Real Estate Division

Legislative Objectives

e The proposed resolution would acknowledge the establishment of a new public benefit
civic nonprofit entitled the Yerba Buena Gardens Conservancy, created specifically to
assume long-term operating and management responsibility for Yerba Buena Gardens
under a master lease with the City and County of San Francisco (City).

Key Points

e Yerba Buena Gardens, originally conceived as a former Redevelopment Project Area, was
constructed with public funds and includes private uses, cultural and recreational facilities
and public open spaces on three blocks adjacent to the Moscone Convention Center.

e The Office of Community Investment and Infrastructure (OCII) currently owns, maintains
and manages Yerba Buena Gardens. Yerba Buena Gardens is anticipated to be transferred
from OCII to the City for governmental purposes in 2017.

Fiscal Impact

e Yerba Buena Gardens is fully supported currently with annual rental income, primarily
through ground leases and other agreements, for the ongoing operations, maintenance
and security of the gardens and cultural facilities.

e Actual revenues in FY 2014-15 totaled $13,295,040 and expenses totaled $8,247,280,
resulting in a surplus of $5,047,760. However, over the next ten years, revenues are
projected to decrease, ranging between $9.6 million to $11.6 million, with expenses
increasing to between $10.6 million and $12.8 million.

Recommendations
e Approval of the proposed resolution is a policy decision for the Board of Supervisors.
o |f the Board of Supervisors approves this resolution, amend the proposed resolution to

a. provide guidance to the newly formed nonprofit and the Real Estate Division regarding
who will make the appointments, the appointment process and weighting of the Board
of Directors positions; and

b. amend page 4, lines 11 through 17 to delete the current language and instead state
that the Real Estate Division will lead the analysis and recommendations related to
Yerba Buena Gardens’ long-range capital improvement funding needs and the potential
revenues sources to address these needs with such information to be provided to the
Board of Supervisors when the master lease is subject to approval in 2017.
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MANDATE STATEMENT

City Charter Section 2.105 states that the Board of Supervisors shall act by written ordinance or
resolution, after introduction by a member of the Board of Supervisors.

BACKGROUND

Yerba Buena Gardens, originally conceived as part of the former Yerba Buena Center
Redevelopment Project Area, was constructed with public funds and includes private uses,
cultural and recreational facilities and public open spaces on three blocks located above and
adjacent to the Moscone Convention Center comprising:

e Block One: between Market, Mission, Third and Fourth Streets includes Jessie Square, the
Marriott Hotel, Yerba Buena Lane and retail spaces along both sides of Yerba Buena Lane.

o Block Two: between Mission, Howard, Third and Fourth Streets includes the Esplanade, the
Martin Luther King Jr. Memorial Fountain, East Garden, Yerba Buena Center for the Arts
Gallery and Theater, the Metreon, two cafes and the Sister City Garden.

e Block Three: between Howard, Folsom, Third and Fourth Streets includes the Children’s
Creativity Museum, with its historic carousel, a children’s garden and playground, the ice
skating/bowling center and the SoMa Childcare Center.

A map on the following page shows Yerba Buena Gardens.

Changes in Ownership and Management of Yerba Buena Gardens

Yerba Buena Gardens was owned, developed, maintained and managed by the former San
Francisco Redevelopment Agency, based on previous federal grants, bonds, land sales, leases
and tax increment financing agreements. On January 1, 2011, the Yerba Buena Center
Redevelopment Project Area expired, such that tax increment financing for Yerba Buena
Gardens is no longer available. In early 2012, the State Legislature dissolved redevelopment
agencies in California (AB 26 in 2011 and AB 1484 in 2012). The City’s Office of Community
Investment and Infrastructure (OCIl), as the Successor Agency to the former San Francisco
Redevelopment Agency, currently owns, maintains and manages Yerba Buena Gardens. OCII
uses third party contractors to operate, manage and maintain the facilities and landscaping.

Under State Redevelopment Dissolution Law, OCIl is required to dispose of all properties it
owns or leases pursuant to a Long-Range Property Management Plan, approved by the
California Department of Finance in December 2015. OCIlI and the City’s Real Estate Division
have worked closely with community stakeholders to develop the Property Management Plan
for Yerba Buena Gardens. Under this Plan, ownership of Yerba Buena Gardens will be
transferred from OCIl to the City for governmental purposes as a single, unified set of
properties. The Office of the City Administrator has agreed to accept Yerba Buena Gardens to
be used for governmental purposes, along with the long-term restricted revenues and related
enforceable obligations to continue operating, maintaining and managing Yerba Buena
Gardens. This transfer is anticipated to occur in early 2017, subject to Board of Supervisors
approval.
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DETAILS OF PROPOSED LEGISLATION

The proposed resolution would acknowledge the establishment of a new public benefit civic
nonprofit entitled the Yerba Buena Gardens Conservancy, created specifically to assume the
long-term operating and management responsibility for Yerba Buena Gardens under a master
lease with the City and County of San Francisco (City).

Yerba Buena Gardens Conservancy

In accordance with the proposed resolution, the nonprofit Yerba Buena Gardens Conservancy
would be governed by a Board of Directors comprised of Yerba Buena Gardens stakeholders
and community and civic leaders, up to half of which will be appointed by the City. The Yerba
Buena Gardens Conservancy nonprofit was formed on May 3, 2016, with the stated mission of
sustaining the integrity and interconnectedness of Yerba Buena Gardens. The Yerba Buena
Gardens Conservancy is currently chaired by Ms. Cathy Maupin, existing Executive Director of
the Yerba Buena Community Benefit District. The vice-chair is Mr. Sean Jeffries of Millennium
Partners.

According to Mr. John Updike, Director of the Real Estate Division, although a draft term sheet
for a master lease outlines some provisions for the Board of Directors for the Yerba Buena
Gardens Conservancy, the number of Board of Director positions and the specific appointees
for each position has not yet been determined. The newly created Yerba Buena Gardens
Conservancy will be overseeing the long term operations and management of the City’s Yerba
Buena Gardens. As noted in the draft term sheet discussed on the following pages, the Yerba
Buena Gardens Conservancy Board of Directors would have a maximum 21 members, with not
less than 25% appointed by the City Administrator and not less than 20% appointed by the
Mayor. The Budget and Legislative Analyst recommends that the Board of Supervisors provide
guidance for negotiation purposes to the newly formed nonprofit and the Real Estate Division
regarding who will make the appointments, the appointment process and weighting of the
Board of Directors positions.

The proposed resolution specifies that the Yerba Buena Gardens Conservancy would be
responsible for employing its own administrative staff and continuing to contract for
maintenance, operations, security services and public event programming, subject to annual
audit by the City. In addition, the Yerba Buena Gardens Conservancy would be required to
comply with Brown Act provisions, the City’s Sunshine Ordinance, Ethics Commission
regulations, City contract bidding procedures and all City labor and human rights policies. The
proposed resolution also states that the City would provide legal and technical support services
to enforce the former Redevelopment Agency agreements. To provide such City services would
require additional operating revenues from Yerba Buena Gardens to cover such costs.

Yerba Buena Capital Improvements

The proposed resolution states that the Yerba Buena Gardens’ long-range capital improvement
funding needs would be addressed by the City’s Office of Economic and Workforce
Development (OEWD) in the Community Facilities Funding Program as part of the City’s
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pending Central SoMa Area Plan, by December 31, 2016. However, according to Mr. Updike,
the Real Estate Division will work directly with the City Administrator and the City’s Capital
Planning Program staff to better understand the Yerba Buena Gardens’ long-range capital
improvement needs and to propose options for covering these related capital costs. This
information would be provided to the Board of Supervisors at the time the master lease is
brought to the Board of Supervisors for approval in 2017. Therefore, this resolve clause should
be amended to clarify that the Real Estate Division will lead the analysis and recommendations
related to Yerba Buena Gardens’ long-range capital improvement funding needs and the
potential revenue sources to address these needs.

Annual Operating Support

The proposed resolution also states that the loss of annual operating support from the
Moscone Convention Center would be replaced with City resources, to be identified by the City
Administrator by December 31, 2016. Mr. Updike advises that the Moscone Convention Center
annual operating support were annual lease payments that ended in 2015 when the City repaid
the outstanding bonds, the lease was terminated, and that portion of the property was
transferred to the City. Mr. Ken Bukowski, the Deputy City Administrator advises that the City
Administrator’s Office has not committed to replacing this income stream since the
replacement of this income would require additional General Fund support.

Term Sheet for Master Lease

Mr. Updike advises that he is currently working with the Yerba Buena Gardens Conservancy on
a draft master lease that would contain the following main provisions from an approved term
sheet between the City as landlord and Yerba Buena Gardens Conservancy as tenant, to
operate and manage Yerba Buena Gardens. Mr. Updike states that such a master lease with the
Yerba Buena Gardens Conservancy would be requested as a sole source award, in the best
interests of the City, given the Yerba Buena Gardens Conservancy stakeholder representation
and relationship with the City. Such a master lease between the City and the Yerba Buena
Gardens Conservancy would be subject to separate future Board of Supervisors approval.

e Term: 45 years, or through September 1, 2061.
e Rent: S1 per year payable by Yerba Buena Gardens Conservancy to the City.

e Permitted Uses: charitable/civic and cultural purposes, with net income solely to
operate, maintain and secure property (excluding capital improvements) in a first class
condition, consistent with deed restrictions and enforceable obligations.

e Subleases: Permitted with City consent, consistent with master lease.

e Funding: City will transfer balance of Yerba Buena Gardens funds, including reserve
accounts, to tenant, for operation, maintenance, capital and security. These funds have
various restrictions based on previous contractual obligations and requirements. Tenant
will receive funding, including base rent, participation rent, Garden, Maintenance,
Operations and Security (GMOS) and/or developer extractions from Marriott Hotel,
Millennium/Four Season, Metreon, St. Regis, Samovar Tea Lounge, B Restaurant, other
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operating leases (ice rink, bowling) and 706 Mission, when built. Tenant may obtain
financing and indebtedness with these funds to repay.

e City Responsibilities: City responsible at it sole cost for all substructure costs including
maintenance, operations, repairs, upgrades or expansion. City responsible for
maintenance and repair of all utilities. City will undertake to secure funding for capital
improvements to maintain substructure in first class condition.

e Public Financing Authority (PFA): City will consider establishing a PFA and Enhanced
Infrastructure Financing District to fund construction and rehabilitation of public
facilities.

e Tenant Organization: Not-for-profit California Corporation with Board of Directors of a
maximum 21 members. Executive Director and appropriate support staff. No less than
25% of Board of Directors appointed by the City Administrator and no less than 20%
appointed by the Mayor, and at least one of these appointees must serve on the
Executive Committee of the Board of Directors. By-laws of the corporation will guide
selection of remaining Board of Directors, however must be legitimate stakeholders of
Yerba Buena Gardens.

FISCAL IMPACT

As noted above, as of January 1, 2011 tax increment financing for Yerba Buena Gardens ended.
In addition, the lease payments made by Moscone Convention Center to OCIl, which flowed to
Yerba Buena Gardens ended in 2015. However, the former Redevelopment Agency entered into
long-term leases (up to 90 years) for most of the land within the Yerba Buena Gardens, which
are still in effect.

As a result, Yerba Buena Gardens, which is a combination of private commercial and retail
properties and public cultural and recreational facilities, gardens, plazas, and open spaces,
receive annual rental income, primarily through ground leases and other agreements, to fully
support the ongoing cultural facilities and gardens. However, all of these funds are restricted
revenues and can only be used for maintenance, operations and security of Yerba Buena
Gardens as well as for funding the cultural facilities and programming activities.

As shown in the Attachment, provided by OCIl as of June 13, 2016, Yerba Buena Gardens actual
revenues in FY 2014-15 totaled $13,295,040 and expenses totaled $8,247,280, resulting in a
surplus of $5,047,760. This surplus was added to the existing cash balance of $8,573,253, for a
total available balance to be carried forward of $13,621,013. This cash balance can be used for
capital improvements and/or to fund shortfalls in annual operating costs.

However, as shown in the Attachment, over the next ten years, revenues are projected to
decrease, ranging between $9.6 million to $11.6 million, with expenses ranging between $10.6
million and $12.8 million. The reduction in revenues in primarily attributed to the loss of
Moscone Convention Center lease payments. The increase in expenditures is primarily
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attributed to annual growth in operating expenses coupled with large projected increases in
capital expenditures.

Ten year capital costs are estimated at approximately $30 million. However, Mr. Updike advises
that the long term capital budget for Yerba Buena Gardens is currently under review. The City’s
Capital Planning Committee and staff, working with the Real Estate Division and the City
Administrator, need to more carefully vet the assumptions regarding capital repair and
replacement and identify revenue sources to fund capital needs at Yerba Buena Gardens. This
capital funding review must be part of a larger financial analysis to be incorporated into the
master lease provisions between the City and the Yerba Buena Gardens Conservancy. As noted
above, the Real Estate Division will provide the results of this capital financial analysis and
recommendations for funding capital improvements to the Board of Supervisors in 2017 when
the master lease is subject to approval.

It should be noted that the Marriott Hotel and Metreon, together contribute approximately
88% of Yerba Buena Gardens annual operating revenues. In addition, annual revenues will vary
with the economy, as various leases are based on a percentage of room and beverage sales. As
shown in the Attachment, Yerba Buena Gardens also relies on Gardens Maintenance,
Operations and Security (GMOS) charges to various tenants, which are projected to increase
with cost of living adjustments annually. In addition, the Attachment does not account for any
future Yerba Buena Gardens Conservancy costs, which may result.

POLICY CONSIDERATION

Pursuant to Redevelopment Dissolution Law and the Property Management Plan for Yerba
Buena Gardens, OCIl is required to transfer Yerba Buena Gardens properties to the City for
governmental purposes. The City’s Office of the City Administrator has agreed to accept Yerba
Buena Gardens to be used for governmental purposes (parks, recreation, cultural facilities),
including the restricted long-term revenues, capital and operating reserve accounts and
numerous related enforceable obligations and agreements. These long term agreements
require the continued operation, maintenance, security and funding of open space first, and
the funding of cultural operations second, at Yerba Buena Gardens. Since the transfer of Yerba
Buena Gardens from OCII to the City is specified for governmental purposes, the transfer price
would be $0. Mr. Updike advises that this transfer is anticipated to occur in early 2017.

The actual conditions of the property transfer from OCII to the City are not the subject of this
resolution, which would be included in a future resolution, subject to approval by the Board of
Supervisors in early 2017. Similarly, the proposed resolution would not approve the long-term
master lease between the City and the new nonprofit Yerba Buena Gardens Conservancy, which
would also be subject to future Board of Supervisors approval in 2017. Rather, the proposed
resolution would approve the policy to establish a new public benefit civic nonprofit entitled
the Yerba Buena Gardens Conservancy, created specifically to assume the long-term operating
and management responsibility for Yerba Buena Gardens under a master lease with the City. As
a result, such a master lease with the Yerba Buena Gardens Conservancy would be awarded as
a sole source award with the City.

SAN FRANCISCO BOARD OF SUPERVISORS BUDGET AND LEGISLATIVE ANALYST
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RECOMMENDATIONS

1. Approval of the proposed resolution is a policy decision for the Board of Supervisors.
2. If the Board of Supervisors approves this resolution, amend the proposed resolution to

a. provide guidance to the newly formed nonprofit and the Real Estate Division
regarding who will make the appointments, the appointment process and
weighting of the Board of Directors positions; and

b. amend page 4, lines 11 through 17 to delete the current language and instead
state that the Real Estate Division will lead the analysis and recommendations
related to Yerba Buena Gardens’ long-range capital improvement funding needs
and the potential revenues sources to address these needs with such
information to be provided to the Board of Supervisors when the master lease is
subject to approval in 2017.

SAN FRANCISCO BOARD OF SUPERVISORS BUDGET AND LEGISLATIVE ANALYST
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