BUDGET AND FINANCE SUB-COMMITTEE MEETING MARCH 9, 2011

Item 2 Department:
File 11-0148 Recreation and Park Department (RPD

Legislative Objectives

e The proposed resolution would authorize a new lease of approximately five years, with one three-
year option, between the City, through the Recreation and Park Department (RPD), and ParkWide
Activities, LLC, for a Master Bicycle Rental Concession to be operated at five City parks.

Key Points

e Based on the results of an RFP, the Recreation and Park Commission recommended the award of a
lease to ParkWide Activities, LLC (ParkWide), for the operation of bicycle rental concession at: (1)
the Golden Gate Park Bandshell, (2) JFK Drive at Hagiwara Tea Garden Drive in Golden Gate Park,
(3) Marina Green, (4) Justin Herman Plaza, and (5) Union Square Plaza.

¢ In addition to renting bicycles to the public, the proposed lease would (a) permit ParkWide to sell
limited retail merchandise, such as bottled water and ParkWide t-shirts, and (b) require ParkWide to
provide custom-built bicycle rental kiosks at each of the five sites, and bicycle storage facilities near
the Bandshell and Marina Green sites. The bicycle rental kiosks would become the property of the
City at the end of the proposed lease.

e The proposed Master Bicycle Rental Concession lease would also permit ParkWide, in the future, to
expand bicycle rental concessions at additional non-specified San Francisco City park site locations,
subject to Recreation and Park Commission approval, but not subject to Board of Supervisors
approval.

Fiscal Impacts

e The proposed lease would require ParkWide to pay RPD the greater of (a) a Minimum Annual
Guarantee (MAG) of $127,400, increased annually by the greater of either five percent or the
Consumer Price Index (CPI), or (b) 13.5 percent of gross receipts if gross receipts are below
$1,500,000; 15.0 percent of gross receipts if gross receipts are equal to or greater than $1,500,000
but less than $2,000,000; or 17 percent of gross receipts if gross receipts are equal to or greater than
$2,000,000. The proposed lease would guarantee minimum rent of $703,966 payable to RPD in the
first five years. However, if after nine months, the Recreation and Park Commission opts to
discontinue the Union Square Plaza bicycle rental concession, the MAG would be reduced by 25.7
percent.

e InFY 2009-2010, RPD received a total of $38,290 from bicycle rental concessions at two locations.
Under the proposed lease, RPD would receive a minimum of $127,400 for the first year, at five
locations, such that RPD would realize a minimum annual increase of $89,110 in revenues, or 232.7
percent.

Recommendations

o If the Board of Supervisors wishes to retain the authority to approve future expansions of bicycle
rental concessions at additional, non-specified, City park site locations, amend the proposed
resolution as stated in the Policy Considerations section of this report.

o If the Board of Supervisors does not wish to retain the authority to approve future expansions of
bicycle rental concessions at additional, non-specified City park site locations, approve the proposed
resolution.
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MANDATE STATEMENT AND BACKGROUND

Mandate Statement

In accordance with Charter Section 9.118(c), any lease for a period of ten or more years or that
has anticipated revenue greater than $1,000,000 is subject to Board of Supervisors approval.

Background

The Recreation and Park Department (RPD) currently has two bicycle rental concessions located
in two City parks: (1) in Golden Gate Park as a sublease under the Stow Lake Boathouse
concession lease since 1994, and (2) in Marina Green as a sublease under the Marina Green Food
Kiosk lease since 2008. Both bicycle rental subleases are operated by the concessionaire Wheel
Fun Rentals. At both sites, Wheel Fun Rentals, as sub lessee, pays rent to RPD through the lessor
in the greater amount of either a Minimum Annual Guarantee (MAG) rent or a percentage rent.
The MAG and percentage rental rates for the two bicycle rental concessions are summarized in
Table 1 below.

Table 1: MAG and Percentage Rental Rate Terms at
Golden Gate Park and Marina Green Sites

Rent Type Golden Gate Marinq
Park Site Green Site

Minimum Annual Guarantee (MAG) $10,000 $18,000

Percentage Rental Rate for Bicycle Rental Revenue 10% 20%

As shown in Table 2 below, over the past five years, the bicycle rental concession in the Golden
Gate Park site at the Stow Lake Boathouse has generated a total of $99,571 in rent for RPD. The
two years of the Marina Green bicycle rental concession have generated a total of $37,250.
Overall, the RPD has received a total of $136,821 from these two bicycle rental concessions over
the past five years.

Table 2: Historic Bicycle Rental Revenues in
Golden Gate Park and Marina Green Sites

Fiscal Year Golden Gate Park at the Marin'a Green Total
Stow Lake Boathouse Site*

2005-06 $18,131 N/A $18,131
2006-07 18,436 N/A 18,436
2007-08 21,733 N/A 21,733
2008-09 22,231 18,000 40,231
2009-10 19,040 19,250 38,290
Total $99,571 $37,250 $136,821

* The bicycle rental concession was added to RPD’s Marina Green Site lease in 2008.

The Wheel Fun Rentals bicycle rental concessions will be concluding at the Stow Lake site as a
result of a new Stow Lake Boathouse concession lease, effective March 22, 2011, which did not
include a bicycle rental concession sublease provision. According to Mr. Nicholas Kinsey,
Assistant Director of Property and Concession Management at RPD, the Wheel Fun Rentals
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bicycle rental concession at the Marina Green site will conclude on April 30, 2011 with the
expiration of the Marina Green Food Kiosk lease.

Competitive Process for Proposed Lease

On August 20, 2009, the Recreation and Park Commission authorized RPD to issue a Request
for Proposal (RFP) to provide bicycle rental concessions (a) in Golden Gate Park, (b) along the
Marina Green, and (c) for respondents to propose additional City park locations for bicycle rental
concessions. RPD received timely responses to the RFP from three prospective concessionaires:
(a) Wheel Fun Rentals (the current sublease holder in Golden Gate Park and the Marina Green);
(b) ParkWide Activities, LLC (ParkWide); and (c) Library Bikes. The competitive responses
were reviewed and evaluated by a three member RPD selection panel, which consisted of Mr.
Kinsey; Mr. Richard Hillis of the Mayor’s Office of Economic Development; and Mr. Heath
Maddox of the SFMTA.

The selection panel scored the responses according to the following three criteria:

1. Experience, qualifications, and financial capability (30 points);
2. Business and marketing plans (30 points); and
3. Proposed financial terms (40 points).

As shown in Table 3 below, based on these scoring criteria, the selection panel awarded the
highest score, 90.3 points out of a total of 100 points, to ParkWide.

Table 3: Scored Responses to the Bicycle Rental Concessions RFP

Proposed Percentage Average RFP
Respondent Proposed MAG Rental Rate Score
ParkWide Activities, LLC $130,000 13%/18% tiered rate 90.3
Wheel Fun Rentals $36,000 30% flat rate 80.3
Library Bikes $25,000 6% flat rate 21.7

On May 6, 2010, the Recreation and Park Commission approved the selection of ParkWide and
authorized RPD staff to negotiate a lease with ParkWide. Under the ParkWide lease, bicycle
rental concessions would be provided in five City park sites: (1) Golden Gate Park Bandshell, (2)
JFK Drive at Hagiwara Tea Garden Drive in Golden Gate Park, (3) Marina Green, (4) Justin
Herman Plaza, and (5) Union Square Plaza. As shown in Table 3 above, ParkWide initially
proposed a first-year MAG of $130,000 and tiered percentage rental rates of 13.0 percent and
18.0 percent that are described in Attachment I to this report, provided by Mr. Kinsey. Following
negotiations between RPD staff and ParkWide, the rental structure was adjusted to that of the
proposed lease, which has a MAG of $127,400 in the first year and a tiered percentage rental rate
of 13.5 percent, 15.0 percent, and 17.0 percent (see Policy Considerations section of this report
below). RPD’s decision to adjust the rental terms in negotiation with ParkWide is explained in
Attachment | to this report, provided by Mr. Kinsey.

The Recreation and Park Commission considered the proposed Master Bicycle Rental
Concession lease with ParkWide on January 20, 2011. At that hearing, the Recreation and Park
Commission expressed concern for both bicyclist and pedestrian safety with the proposed
addition of a bicycle rental concession at Union Square Plaza. Therefore, the Recreation and
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Park Commission added a Section 35 to the proposed ParkWide lease, “Ability of Commission
To Revoke Parkwide’s Authorization To Operate at Union Square.” Under Section 35 of the
proposed lease, if at any time after nine months after ParkWide commences operating at Union
Square, and continuing throughout the term of this Lease, including the three-year option, the
Recreation and Park Commission, in its sole discretion, may terminate the bicycle rental
concession at the Union Square site, “if the Commission, in its sole discretion, determines that
the bike rental operation at Union Square presents a significant safety hazard to ParkWide
customers or members of the general public.”

DETAILS OF PROPOSED LEGISLATION

The proposed resolution would authorize a new lease of approximately five years, with one
three-year option, between RPD as lessor and ParkWide Activities, LLC (ParkWide) as lessee,
for the operation of a Master Bicycle Rental Concession in five City park locations. Under the
proposed lease, ParkWide would operate bicycle rental concessions in the following five park
sites: (1) Golden Gate Park Bandshell, (2) JFK Drive at Hagiwara Tea Garden Drive in Golden
Gate Park, (3) Marina Green, (4) Justin Herman Plaza, and (5) Union Square Plaza. Under the
proposed lease, each park site will have “a fleet of bicycles to accommodate the public at each
Site available for rental.” The proposed lease does not specify a required number of bicycles per
park site.

Based on the results of an RFP, the Recreation and Park Commission recommended the award of
a lease to ParkWide Activities, LLC (ParkWide), for the operation of bicycle rental concession
at: (1) the Golden Gate Park Bandshell, (2) JFK Drive at Hagiwara Tea Garden Drive in Golden
Gate Park, (3) Marina Green, (4) Justin Herman Plaza, and (5) Union Square Plaza.

In addition to renting bicycles to the public, the proposed lease would (a) permit ParkWide to
sell limited retail merchandise, such as bottled water and ParkWide t-shirts, and (b) require
ParkWide to provide custom-built bicycle rental kiosks at each of the five sites, and bicycle
storage facilities near the Bandshell and Marina Green sites. The bicycle rental kiosks would
become the property of the City at the end of the proposed lease.

Each park site would also have a custom-built bicycle rental kiosk, provided by ParkWide. In
addition to bicycle rental services, each park site would include a small retail concession,
offering various items for sale. Proposed items for sale include bottled water and ParkWide t-
shirts.

The term of the proposed lease would be approximately five years, commencing on the date the
City delivers the first park site to ParkWide, and extending through January 31, 2016, with one
three-year option from February 1, 2016 through January 31, 2019. Under the proposed
resolution, the three-year option would not be subject to further Board of Supervisors approval.
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The proposed lease would require ParkWide, to provide custom-built bicycle rental kiosks at
each of the five San Francisco City Park sites. These five bicycle rental kiosks would become the
property of the City at the completion of the proposed lease. The proposed lease does not require
a minimum investment to be made by ParkWide for these kiosks, but the plans, specifications,
installation, improvements and alterations of the kiosks are subject to RPD approval. A rendering
of the kiosk and rental concession proposed for the Golden Gate Park Bandshell site is shown in
Figure 1 below.

Figure 1: Rendering of Kiosk and Bicycle Rental Concession
at the Proposed Golden Gate Park Bandshell Site

Source: RPD.

Under the proposed lease, ParkWide would be permitted to store bicycles at three locations: (1)
two 20-foot bicycle storage containers to be placed at the Handball Courts in Golden Gate Park
next to two existing storage containers, (2) two 40-foot bicycle storage containers in the RPD
parking lot near the Bandshell in Golden Gate Park, and (3) two 20-foot bicycle storage
containers at the Marina Green site that already contains two storage containers for rental bikes.
Under the proposed lease, RPD is under no obligation to provide storage for the Union Square or
Justin Herman Plaza park site locations.

The proposed Master Bicycle Rental Concession lease would also permit ParkWide to expand
the initial five bicycle rental concession locations to additional, non-specified City park site
locations in the future. Such expansion to additional City park sites would be subject to the
approval of the Recreation and Park Commission, but would not be subject of Board of
Supervisors approval (see Policy Considerations section of this report, below).

FISCAL IMPACTS
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The proposed lease would require ParkWide to pay the RPD the greater of either (1) the
Minimum Annual Guarantee (MAG) rent of $127,400, increased annually by the greater of
either five percent or the Consumer Price Index (CPI), or (2) 13.5 percent of gross receipts if
gross receipts are below $1,500,000; 15.0 percent of gross receipts if gross receipts are equal to
or greater than $1,500,000 but less than $2,000,000; or 17.0 percent if gross receipts are equal to
or greater than $2,000,000. Gross receipts include revenue from bicycle rental charges and the
limited retail concession sales permitted under the proposed lease.

Bicycle rental rates and related charges have been established in Section 7.5 of the proposed
lease. The rate table is included in Attachment Il to this report. Under the proposed lease, any
proposed increases in rates or charges are subject to Recreation and Park Commission approval.

The lease specifies the amount that each of the five RPD park sites contributes to the MAG.
Table 4 below shows the breakdown of the first-year MAG according to each park site.

Table 4: MAG Breakdown by Each of the Five Sites

Percent of*

Bicycle Rental Concession Site First-Year MAG Total MAG

Union Square Plaza $32,772 25.7%
Justin Herman Plaza 32,772 25.7%
Marina Green 24,396 19.1%
Bandshell at Golden Gate Park 25,180 19.8%
}Jrlflégég\;eé;g?;\rﬁara Tea Garden Drive 12,280 9.6%
Total $127,400 100.0%

" Percentages do not add up to 100.0% due to rounding..

As shown in Table 5 below, the proposed lease would require a first-year MAG of $127,400.
ParkWide would pay RPD at least $703,966 over the first five years of the lease, based on
minimum annual increases of five percent to the MAG. However, RPD is projecting actual
bicycle rentals and sales from the retail concessions will result in percentage rent that will be
higher than the MAG, resulting in ParkWide paying RPD an estimated $1,081,049 over five
years, as shown in Table 5 below.

Table 5: Guaranteed and Projected Rental Revenue

Minimum Annual Projected Percentage
Lease Year Guarantee (MAG) Rent
1 $127,400 $132,300
2 133,770 158,760
3 140,459 190,512
4 147,481 254,016
5 154,856 345,461
Total $703,966 $1,081,049

In FY 2009-2010, RPD received a total of $38,290 from two bicycle rental concessions, as
shown in Table 2 above. With a required MAG of $127,400 in the first year off the proposed
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lease, RPD would realize a minimum annual revenue increase of $89,110 ($127,400 less
$38,290), or a 232.7 percent increase.

As noted in the Background section above, the Recreation and Park Commission has reserved
the right to revoke ParkWide’s right to operate a bicycle rental concession at Union Square Plaza
at any time after the first nine months of the proposed lease if a significant safety hazard results.
If the Recreation and Park Commission revokes this right, the MAG revenue would be reduced
by 25.7 percent as reflected in Table 4 above. The reduced MAG would be $94,628, or $32,772
less than the proposed MAG of $127,400. According to Mr. Kinsey, if the bicycle rental
concession at the Union Square Plaza is discontinued, “ParkWide would have significant
additional capacity and rather than having that go to waste and both the City and ParkWide lose
revenue, the Department would work to identify an alternative location for ParkWide to
operate.”

POLICY CONSIDERATIONS

RPD and ParkWide Negotiated Changes to the MAG and
Percentage Rental Rates after ParkWide Was Selected in the RFP Process

As noted in the Background section above, the MAG and the percentage rental rates in the
proposed lease differ from the rental terms proposed by ParkWide Activities, LLC in ParkWide’s
response to RPD’s competitive RFP. As shown in Table 3 above, ParkWide’s response to the
RFP proposed a MAG of $130,000 and a tiered percentage rental rate of 13 percent and 18
percent of gross revenues. Following the selection of ParkWide through the RFP process, the
Recreation and Park Commission authorized RPD to negotiate the final lease with ParkWide. In
those negotiations, the rental structure was adjusted to that of the proposed lease, which has a
MAG of $127,400 in the first year and a tiered percentage rental rate of 13.5 percent, 15.0
percent, and 17.0 percent.

The Budget and Legislative Analyst notes that ParkWide originally proposed a MAG of
$130,000 as compared to the negotiated MAG of $127,400, resulting in a reduction $2,600 per
year. However, as shown in Table 2 above, the Budget and Legislative Analyst notes that the
negotiated MAG of $127,400 to be paid by ParkWide to the RPD is still significantly more than
the $36,000 and $25,000 MAGs proposed by the other two RFP respondents.

The Proposed Resolution Would Allow for Bicycle Rental Concessions at
Additional, Non-specified City Park Site Locations, Without Being Subject to
Board of Supervisors Approval

As noted in the Details of Proposed Legislation section above, the proposed Master Bicycle
Rental Concession lease would permit ParkWide to increase the number of bicycle rental
concessions from the currently proposed five sites to an undetermined number of additional, non-
specified City park site locations in the future, subject to approval by the Recreation and Park
Commission but not subject to Board of Supervisors approval. If bicycle rental concessions at
additional park site locations are added, increases to the MAG and changes to the percentage
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rental rate structure would be negotiated between RPD and ParkWide prior to operation of any
new bicycle rental concessions.

Based on an inquiry from the Budget and Legislative Analyst, Deputy City Attorney Ms.
Virginia Dario Elizondo advises that if the Board of Supervisors wishes to retain the authority to
approve the expansion of bicycle rental concessions at any additional undetermined number of
non-specified park locations, the Board of Supervisors should amend the proposed resolution as
described below (additions in bold):

From page 1 of the proposed lease:

“WHEREAS, The City desires to contract with ParkWide Activities, LLC. for the lease and
operation of a Master Bike Rental Concession in-various-Cityparks at the Golden Gate Park
Bandshell, JFK Drive at Hagiwara Tea Garden Drive in Golden Gate Park, Marina
Green, Justin Herman Plaza, and Union Square Plaza and ParkWide desires to lease the
premises from the City;”

From page 2 of the proposed lease:

“RESOLVED, That the Board of Supervisors hereby approves the lease dated January 21, 2011,
for the operation of a Master Bike Rental Concession in-City-Parks at the Golden Gate Park
Bandshell, JFK Drive at Hagiwara Tea Garden Drive in Golden Gate Park, Marina
Green, Justin Herman Plaza, and Union Square Plaza, commencing on February 1, 2011,
through January 31, 2016; and for a potential extension period of three years commencing on
February 1, 2016, through January 31, 2019, subject to the approval of the Commission,
additional locations for bike rental facilities under this lease must be approved by the
Board of Supervisors; and be it”

RECOMMENDATIONS

1. If the Board of Supervisors wishes to retain the right to approve future expansion by an
undetermined number of bicycle rental concessions at additional, non-specified City park
site locations, that have not been specified under the proposed lease, amend the proposed
resolution as stated in the Policy Considerations section above.

2. If the Board of Supervisors does not wish to retain the authority to approve future
expansions of bicycle rental concessions at additional, non-specified City park site
locations, approve the proposed resolution.
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Edwin M. Lee, Mayor
Philip A. Ginsburg, General Manager

MEMORANDUM
Date: March 2, 2011 o
To: lan Hart, Office of the Budget and Legislative Analyst
From: Nick Kinsey, Assistant Director of Property and Concession Management
Re:

Percentage Rent Summary of Master Bike Rental Concession Lease

Percentage Rent Proposed by ParkWide in their Response to the RFP
In their response to the RFP, ParkWide proposed paying a percentage rent equal to 13% of
gross receipts up to a break point that would be set at 80% of gross receipts and 18% of -

- gross receipts for revenue above that breakpoint. The following chart summarizes the
ParkWide’s percentage rent payments under various scenarios.

18 Percent
Proposed 13 Percent Rent Due on
ParkWide Rent Due on Revenue above
BreakPoint Breakpoint - . Breakpoint Total
Annual Gross (80% of Gross | (80% of Gross | Revenue above | (20% of Gros Percentage
Receipts Receipts) Receipts) breakpoint Receipts) Rent Paid
$500,000 $400,000 ~ $52,000 $100,000 $18,000 $70,000*
$1,000,000 $800,000 _ $104,000 $200,000 $36,000 $140,000
$1,500,000 $1,200,000 $156,000 $300,000 $54,000 $210,000
$2,000,000 $1,600,000 $208,000 $400,000 $72,000 _ $280,000 |
$2,500,000 $2,000,000 $260,000 $500,000 $90,000 $350,000
$3,000,000 $2,400,000 $312,000 $600,000 $108,000 | $420,000

In negotiating a lease with ParkWide, RPD felt it important to alter the proposed
breakpoint as the proposal that the breakpoint be fixed at 80% of revenue had little
correlation with ParkWide’s increased costs as the business expanded. As business grew
over the term of the contract, there is no evidence that ParkWide’s expenses would remain
equal to 80% of revenue. In fact it is likely that since many of ParkWide’s expenses are
fixed, ParkWide’s profit margin’s would increase as the business expanded. RPD therefore
felt that such a percentage rent structure would not maximize RPD’s revenue as the
concession grew and negotiated a lease more beneficial to the City.

Negotiated Percentage Rent _
During the negotiations RPD and ParkWide exchanged numerous proposals but ultimately
settled upon a percentage rent structure where ParkWide's percentage rent payments

" would escalate upon reaching certain predetermined thresholds. According to the
proposed lease, ParkWide will pay to the City the greater of a Minimum Annual Guarantee
of $127,400 or an agreed upon percentage rent as defined below.

Mclaren Lodge in Golden Gate Park | 501 Stanyan Street | San Francisco, CA 94117 | pHoNE: {415) 831-2700 | wes: sfrecpark.ong
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Percentage
Annual Gross Receipts | Rent Due
Less than $1,500,000 13.50% |
$1,500,000 to
1,999,999 . ‘ 15%

Over $2,000,000 17%

If ParkWide’s Annual Gross receipts are such that a higher percentage rent payment is
triggered, ParkWide shall pay that higher percentage for the total Annual Gross Receipts,
not just the increment above the relevant threshold. For example, if ParkWide’s Gross
Receipts total $1,750,000, ParkWide shall be required to pay a percentage rent payment
. equal to 15% of the total $1,750,00 and not a payment equal to 13.5% of the first
$1,499,999 and 15% of the remaining $250,001.

Comparison of ParkWide’s Proposed Rents and the Negotiated Percentage Rent

The Following chart compares the percentage rents that would be due to the City under
various scenarios. It should be noted that while the City will receive slightly less rent under
the final percentage rent terms than the proposed lease terms until annual gross receipts
reach $1,500,000, the City will receive significantly more revenue under the final lease
terms when annual gross receipts exceed $1,500,000.

Percentage Rent Due Under : Percéntage Rent Due Under
Annual Gross Receipts | ParkWide's Proposal ' Final Lease Terms

$500,000 $70,000* $67,500*
$1,000,000 : $140,000 ' $135,000
$1,499,999 : $210,000 $202,500
$1,500,000 .$210,000 $225,000
$2,000,000 . $280,000 $340,000 |
$2,500,000 $350,000 . $425,000
$3,000,000 $420,000 $510,000

* In the event that the percentage payment is less than the Minimum Annual Guarantee (MAG) of $127,400,
ParkWide shall pay the MAG. The MAG shall increase by the greater of 5% or the annual CPI for each lease year.
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ATTACHMENT II

Excerpt from Proposed Bicycle Concession Lease

7.5 Rates and Charges. The rates and charges for goods sold and services offered shall
be reasonable and competitively priced with similar businesses in San Francisco. The
Department reserves the right to review and approve any increases in rates and
charges for bicycle rentals. Any increase in the bicycle rental rates or charges shall be

subject to approval by the Commission. Bicycle rental rates shall be as follows:

Bike Rentals Hourly-2 hour % Day-3 hours | Full Day-to 24 Hours
‘ minimum close

Kids (Trailers, N/A $20 $25 $35

Baby Seats, 3- :

Wheelers)

Adult Bikes - $9 $27 $36 $46

‘(Comfort Bikes : :

and Cruisers)

High

Performance $14 $42 1 $56 $66

Tandems $18 | $54 $72 $82

Electric Bikes N/A N/A $79 $89

2 Person Surrey | $25 (no N/A N/A N/A

(seats 2 people) minimum hours)

4 Person Surrey | $35 (no N/A N/A N/A

(seats 4-6 people} | minimum hours)

Services .

Daily Guided Tour (Golden Gate Park Only) | Adult- $50, Child $30

Upgrades

One Way Rentals $10

One Way Rentals Within Golden Gate Parke | $5
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