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FILE NO. 100315 | RESOLUTION NO.

[Airport Concession Lease — Terminal 2 Specialty Store with Charles Chocolates, Inc.]

Reso!uﬁon approﬁing the Terminal 2 Specialfy ¢ Store Lease between Char!es

Chocolates, Inc. and the City and County of San Francisco, acting by and through :ts -

Airport Commission.

WHEREAS, The Airport Commission has requested for proposals for the Terminat 2

Specialty Store Lease; and
WHEREAS, Charles Chocolates, Inc. was the highest ranked, respons

responsible proposer; and,

ive and

WHEREAS, The Airport Commission approved Resolution No. 10-0042, adopted

February 18, 2010, awarding the Terminal 2 Specialty Store Lease to Charles Chocolates,

Inc. now, therefore, be it

RESOLVED, That the Board of Supervisors hereby approves award of the Terminal 2

Specialty Store Lease No. 10-0042 to Charles Chocolates, Inc., copies of which are contained

in Board of Supervisors’ File No. 100315,

s*pirport Commission™
BOARD OF SUPERVISORS
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BUDGET AND FINANCE SUBCOMMI ¢ [EE MEETING APRIL 21,2010

Department(s):
San Francisco Airport (Alrpt

ltems 5, 6, 7, and B ,
Files 10-0310, 10-0315, 10-032

1, and 10-0322

[egislative Objective |

o File No. 10-0310: The proposed resolution would dpprove 2 Terminal 2 Book Store Lease between the City
and County of San Francisco, acting on behalf of the San Francisco Airport (Airport) and Books Inc. for 2,994

-square feet of space.

« File No. 10-0315: The proposed resolution would approve a Terminal 2 Specialty Store Lease between the
Airport and Charles Chocolate, LLC for 928 square feet of space.

File No. 10-0321: The proposed resolution would approve a Terminal 2 and Terminal 3 Electronic and
Technology Lease between the Airport and Edge 1 Cellular, L.P. for 1,350 square feet of space,

File No . 10-0322: The proposed resohution would approve a Terminal 2 and Terminal 3 Spa Lease between the
Airport and XpresSpa SF International, Inc. for 2,031 square feet of space. ‘

. Key Points & |
» Based on a competitive-Réquest for Proposal process, the Arport has rccomﬁlended the award of four leases
for retail services in its new domestic terminal, Terminal 2 (File Nos. 10-0310, 10-0315, 10-0321 and 10-
0322), scheduled to open on January 1, 2011 and in its existing domestic terminal, Terminal 3 (File Nos. 10-

0321 and 10-0322), which includes a (1) a bookstore (File No. 10-0310), (2) a specialty store (File No. 10-
0315), (3) two electronic and technology stores Terminals 2 and 3 (File No. 10-0321), and (4) two spas in
.{/'

Terminals 2 and 3 (File No. 10-0322). (
= Three of the four proposed leases (Charles Chocolate, LLC, Edge 1 Cellular, L.P., and XpresSpa SF) are seven
year leases, from January 1, 2011 through December 31, 2017. The Books Inc. lease is for 10-years, from
Japuary 1, 2011 through December 31, 2020. . :
Fiscal Impact

» Under the proposed four leases, the lessees would pay the Ajlﬁort an anmal rent of either the greater of (a) its
percentage of gross revenues sales, or (b) the Minimum Apmual Guarantee (MAG). The MAG was a

competitive bid item. The estimated rept for the first year payable to the Airport under the’ proposed four leases
would be $1,011,000.
s Tn addition to the annual rent, under the proposed four leases, the lessees are required to pay the Airport

annually a Tenant Infrastructure Fee and a Promotional Program Fee. The total annual Fees of $7,634 for the
first year payable to the Ajrport include $33]1 in Temant Infrastructure/Food Court Fees and $7,303 in

Promotional Program Fees
« The estimated rent and fees payable to the Airport for the first year of the proposed leases is $1,018,634 |
($1,011,000 plus $7,634). ‘ _
o In addition, the four léssees are required to make one-time tenant improvements, at no cost to the Airport, at a

minimum cost of $2,556,050 for all four leases.
Recommendafions

Approve the proposed resolutions. ‘ ;

SAN FRANCISCO BOARD OF SUPERVISORS BUDGET AND LEGISLATIVE ANALYST
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BUDGET AND FINANCE SUBCOMM:: [EE MEETING ApriL 21,2010

Background

Since 1954, Terminal 2 af the San Francisco Airport (Airport) operated as the International
Terminal. Due to an increase in both domestic and international passenger fraffic, the Airport
constructed a new International Terminal in 2000, and in the fall of 2000 closed Terminal 2 fo be
renovated into a new domestic terminal. Renovations 0f Terminal 2 began in September 2008
and Terminal 2 is projected to be opened to domestic passengers in January 2011. Terminal 2

will have approximately 29,211 square feet of food and beverages and retail establishments.

The proposed four retail leases include a total of 7,303 square feet (see Table 2 below), which
includes 5,654 square feet in the new Terminal 2 and 1,649 square feet in the existing Terminal 3
dorestic terminal. Out-of the total of 29,211 square feet to be leased in the new Terminal 2, the
Airport awarded eight food and beverages Jeases' totaling 16,110 square feet, which were
recornmended by the Budget and Finance Subcommittee to the full Board of Supervisors on
April 15, 2010. Those eight leases are subject to Board of Supervisors approval on Aprnil 20,
5010. Retail leases for the balance of the 7,447 square feet in Temminal 2 (29,211 less 5,654 for
the proposed subject leases less 16,110} either (a) do not require Board of Supervisors approval®

or (b) will be submitted fo the Board of Supervisors in future legislation, as required.

On October 22, 2009, the Airport issued a Request for Proposal (R¥P) for concession leases for
both food and beverage spaces in Terminal 2 and retail spaces in Terminal 2 and Terminal 3. The
proposed resolutions would approve four retail Jeases.

After advertising on the Airport’s website, the Airport news publication, press releases, and local
newspapers for the proposed four retail leases, the Airport received 13 proposals on January 6,
2010, which included (a) two bookstore proposals, (b) seven specialty store proposals, (¢) three
electronic and technology proposals, and (d) one spa proposal. The Airport Evaluation
Commitiee® evaluated and scored the written proposals for 11 firms*. ' '

! The eight food and beverage leases include () one sit-down restanrant lease to D-Lew Enterprises (File No. 10~
0317), (b) one gourmet market and wine bar Jease to D-Lew Enterprises (File No. 10-0312), (c) one cockiail lounge
lease to HBF Soto TV (File No. 10-0314), (d) one coffee and bakery lease to Gotham Enterprises (File No. 10-0318),
and (¢) four quick serve (facilifies that prepare food as ordered) leases to HBF Soto JV (File No. 10-0320), BJ
Annex (File No. 10-0313), Andale Management Group (File No. 10-0319), and Sankaku (File No. 10-0316)

Z The following three leases do not require Board of Supervisors approval because such leases do not exceed ten
years and/or have anticipated revenues of $1,000,000 or greater: (a) one Regional Gift Store lease between the
Afrport and Avila Retail Development & Management, Inc., (b) one Museum Store lease between the Ajrport and
Avila Retail Development & Management, Inc and (c) one Travel Store lease between the Airport and RDG
Concessions.

3 The Airport Evaluation Committee consisted of five business and education leaders approved by the Airport
Director. '

* Of the 13 proposals, two specialty store proposals (Hudson Group and the Paradies Shops) were not scored
because the Airpurt ultimately separated the leases for the newspaper spaces from the specialty spaces, jssuing a
separate Newsstand REP. Hudson Group and the Paradise Shops were only interested in developing specialty space,
if they were also awarded the newsstand space.

SAN FRANCISCO BOARD OF SUPERVISORS BUDGET AND LEGISLATIVE ANALYST
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BUDGET AND FINANCE SUBCOMMITIEE MEETING APRIL21,2010

In February of 2010, based on the Alrport’s REP process, the Airport recommended the award of
four separate retail leases to the following firms that received the highest score in each category
(except for the specialty store lease, which was awarded to the second highest bidder®).

(2) one bookstore lease to Books Inc. (File No. 10-0310),

(b) one specialty store lease to Charles Chocolate, LLC (File No. 10-0315),

(c) one electronic and technology store lease to Edge 1 Cellular, L.P., which includes two
stores in Terminal 2 and Terminal 3 (File No. 10-0321), and ‘

(d) one spa lease to XpresSpa SF International, Inc., which includes two stores in Terminal 2

and Terminal 3 (File No. 10-0322).

The scores of these written proposals are shown in Table 1 below based on data provided by the
Airport. The written proposal scores were based on the retail store firms’ (a) proposed concept
(30 points), (b) design intention. and proposed capital mvestment (20 points), (c) business plan
- (20 points), (d) ecustomeér service and quality control (20 points), and (e) proposed MAG (10
points). The winning scores are listed as No. 1 in each of the four categories as shown in Table 1
below.

Table 1: Proposals for Terminal 2 Retail Leases

. ‘Written
Bidders Proposal Score MAG
Total Possible Score - 100

BOOKSTORE ~

1. Books Inc. as Compass Books, Inc. . 90.92 § $200,000

2. Hudson Group as Hudson Books 33.60 | $210,000
SPECIALTY STORE )

1. Pacific Gateway Concessions, LLC as Destination Green ‘ 84.58 | $135,000

2. Charles Chosolate, LLC as Charles Chocolate® 76.34 | $145,000

3. RDG Concessions, LLC as Face Time . 74.00 § 3224,334

4. Avila Retail Development & Management, LLC. As Earth Spirit 73.62 | $135,000

5. Swatch Group, Inc. as Swatch e ) - 58.02 | $135,000
ELECTRONIC AND TECHNOLOGY STORE** R

1. Bdge 1 Cellular, L.P. as I-Tech Experience 86.24 | $338,980

2. Bluwire SFO and JV Partpers, LLC as BluWire: ‘ 78.81 } $300,000

3a. Project Horizon as Project Horizon Sound Balance 72.93 | $285,000

3b. Project Horizon as Project Horizon Blackberry 69.61 | $285,000
SPA . : . ‘ ,

1. XpresSpa SF International, Inc. as XpresSpa*** | 82.96 | $250,000
Source: Airport ' . '
* Winning bidder

#* There are only three Electronic and Technology proposals. Project Horizon submitted two Electropic and

Technology plans under one proposal.
£4+ Oply proposal submitted

% ‘fhe Adrport initially awarded the specialty store lease to the highest scored bidder, Pacific Gateway Concessions
(PGC). However, PGC declined the specialty store lease because fims were only allowed to win two leases in
Terminal 2 apd PGC already parinered with HBF-Soto for a cocktail Jounge lease and a quick serve lease.
Therefore, the Airport awarded the specialty store lease to the second highest bidder, Charles Chocolates, LLC.

SAN FRANECISCO BOARD OF SUPERVISORS BUDGET AND LEGISLATIVE ANALYST
5,6,7&8 -3
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RUDGET AND FINANCE SUBCOMMIITEE MEETING APrIL 21,2010

Miandate Stafement

In accordance with Charter Section 9.118(c), any lease exceeding ten years and/or having
anficipated revenues of $1,000,000 or greater is subject to Board of Supervisors approval.

‘Th proposed resolutions would-authorize the Airport fo enter into four separate retail space
' leases with four lessees for use of a total of 7,303 square feet including 5,654 square feet in
Terminal 2 and 1,649 square feet in Terminal 3, as shown in Table 2 below. The Attachment
provided by Mr. John Reeb, Senior Principal Property Manager of the Airport, shows the
locations of the four refai] lessees in Terminals 2 and 3.

“Table 2: Square Foot of Terminal 2 Refail Leases

Terminal2 | Terminal3 | = Total
Square Feet | Square Feet | Square Feet
BOOKSTORE : ‘
Bools Inc. as Compass Books, Inc. | 2,994 . 2,994
SPECIALTY STORE '
Charles Chocolate, LLC as Charles Chocolate 928 - 928
ELECTRONIC AND TECHNOLOGY STORE
" Edge 1 Cellular, L.P. as I-Tech Experience | 723 627 1,350
SPA
XpresSpa SF Tnternational, Inc. as XpresSpa 1,009 1,022 2,031
: ' Total | 5,654 1,649 17,303
Source: Ajrport

Lease Term Period: Three of the proposed four leases will have a term of seven years from
January 1, 2011 through December 31, 2017, as follows: (2) Charles Chocolate, LLC (Specialty
Store lease), (b) Edge 1 Cellular, LP. (Electronic and Technology Store Lease), and (c)
XpresSpa SF International, Inc. {Spa Lease). The bookstore lease between the Airport and Books

Tnc, will have a term of ten years from January 1, 2011 through December 31, 2020. According - -

to Mr. Reeb, Books Inc. will have a ten year lease because the bookstore will iricur significantly
greater tenant improvement expendifures than the other three tenants.

Mr. Reeb advises that the proposed four leases are consistent with the Airport’s existing retail
leases in Terminals 1 and 3.

Annual Rent: The proposed four leases would pay the Airport an annual rent of either the greater
of (a) a percentage of gross sales, or (b) the Minimum Annual Guarantee (MAG), as shown in
Table 3 below. The MAG is subject to an annual Consumer Price Index (CPD)® adjustment on the
anniversary date of the proposed leases. If the CP1 decreases, the rent will not decrease to a value
less than the previous year’s rent under the provisions wmn the proposed leases.

6 The CPI represents changes in prices of all goods and services for All Urban Consumers in the San Francisco-
Oakland-San Jose area and is published by the Burean of Labor Statistics under the United States Department of

Labor.

TAN FRANCISCO BOARD OF SUPERVISORS BUDGET AND LEGISLATIVE ANALYST
56,7884
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BUDGE% AND FINANCE SUBCOMM! 1 1EE MEETING

Table 3: Minimum Annual Guarantee (VIAG) and Percentage of Gross Sales

AFRIL21, 2010

| MaAG

Percentaée of Gross Sales

T

BOOKSTORE

Books Inc. as Compass Books, Inc.

$200,000

¢ 8% up to $2,000,000
a 10% over $2,000,000

SPECIALTY-STORE

Charles Chocolate, LLC as Charles Chocolate .

$145,000

s 12% up to $500,000
s 14% from $500,000.01 to $1,000,000
s 16% over $1,000,000

ELECTRONIC AND TECHNOLOGY STORE

Edge 1 Cellular, L.P. a5 I-Tech Experience

$338,980

s 12% up to $500,000
s 14% from $500,000.01 to $1,000,000
= 16% over $1,000,000

SPA

- '- T e 12% up to $2,500,000
XpresSpa SF International, Inc. as XpresSpa $250,000 | » 14% over $2,500,000

Total $933,980

Source: Airport

As stated above, the bidders submitted 2 MAG as part of their competitive proposal. The
percentage of gross sales rates were specified in the Request for Proposals (REP), which
according to Mr. Reeb, were based on the existing rent structures of retail stores in the Airport’s
Domestic Terminals 1 and 3, and also, based on the current retail market.

A description is sbown below of the Airport’s Promotional Program Fee and Tenant
Infrastructure Fee

Promotional Program Fee: The Promotional Program Fee allows the Airport to recover a portion
- of the Airport’s costs to advertise and promote the refail stores in Terminals 2 and 3. The four
lessees are required fo pay an annual rate of $1.00 per square foot for the Promotional Progtam,
for an annual total of $7,303, as shown in Table 4 below. The Promotional Program Fee is
subject to an annual CPI adjustment on the anniversary date of the proposed leases. If the CPI
decreases, the fee will not decrease to a value less than the previous year's fee under the

provisions in the proposed leases.

SAN FRANCISCO BOARD OF SUPERVISORS BUDGET AND LEGISLATIVE ANALYST
5,6,7&8 5
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BUDGET AND FINANCE SUBCOMM: L TEE MEETING APRIL 21,2010

Table 4: Annﬁal Promoiional Program Fee

| Sguare Yoot ]  Rate | Fee*
BOOKSTORE
Books Inc. as Compass Books, Inc. 2994 ]  $1.00 | $2,994
SPECIALTY STORE ' S ,
Charles Chocolate, LLC ag Charles Chocolate 928 $1.00 $928 |
ELECTRONIC AND TECHNOLOGY STORE
1" Bdge 1 Cellular, L.P. as I-Tech Experience 1350 ) - $1.00 - -.$1,350
SPA - )
XpresSpa SF International, Inc. as XpresSpa _ 2,031 | $1.00 $2,031
Total $7,303
Source: Adrport

* Fee for the first year of the lease.

Tenant Infrastructure Fee: The Tenant Infrastructute Fee allows the Airport-to recover over the
term of the lease a portion of the costs for the construction of the proposed refail spaces in
Terminal 27, According to Mr. Reeb, one lessee Charles Chocolate is not required to pay the
Tenant Infrastructure Fee for their Specialty Store Lease because significant construction is not
required. As shown in Table 5 below, the three other proposed leases would pay $0.07 per square
foot per year for their retail space in Terminal 2, for & total of $330.82 per year. A Tenant
Infrastructire Fee is not charged for the Terminal 3 spaces since the spaces in Terminal 3 have
already been constructed. The Tenant Infrastructure Fee rate will remain the same throughout the
termn of the leases. -

Table 5: Annnal Tenant Infrasirocture Annual Fee

Sqguare Foot in ‘
erminsl 2 Rate Fee

BOOKSTORE

Books Inc. as Compass Books, Inc. ] ' 2,994 | $0.07 | $209.58
ELECTRONIC AND TECHNOLOGY STORE '

Edge 1 Cellular, L.P. as I-Tech Experience | 723 | $0.07 | $50.61
SPA -

" XpresSpa SF International, Inc, as XpresSpa ' o 1,009 | '$0.07 $70.63
' Total $330.82*

Source: Airport

* Rounded to $331

Minirum Investment Amount: The four leases also require that the lessees refurbish, redecorate,
and modernize the interiors and exteriors of their specific retail space, at no cost to the Airport, at
a required rate of $350 per square foot, with a total one-time tenant improvement amount of
$2,556,050, as shown in Table 6 below.

7 Penant Tnfrastructure includes base building work, demolition of existing facilities, and development of lease space
shell and core.

© SAN FRANCISCO BOARD OF SUPERVISORS BUDGET AND LEGISLATIVE ANALYST
5,6,7&8 -6
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BUDGET AND FINANCE SUBCOMM, . (EE MEETING APRE 21,2010

Table 6; Minimum [nvestinent One-time Tenant Improvements Amount

| Square Foot | Rate l Fee

BOOKSTORE

Books Inc. as Compass Books, Inc. 2,994 | $350 | $1,047,900
SPECIALTY STORE

Charles Chocolate, LLC as Charles Chocolate ‘ 928 $350 $324,800

| ELECTRONIC AND TECHNOLOGY STORE :

Edge 1 Cellular, L.P. as I-Tech Experience ; 1,350 ] - $350 | $472,500
SPA

KpresSpa SF International, Inc. as XpresSpa 2,031 | $350 $710,850

' Total |  $2,556,050

Source: Airport

Projected Revénue of the Annual Terminal 2 Retail Leases Including Rent and
Fees for the First Year of the Four Proposed Leases

The Airport is estimated to receive a total of $1,018,634 in the first year from the four proposed
leases, which includes $1,011,000 from a combination of annual percentage of gross sales rent
and MAG rent (see Table 7 below) and $7,634 in Tenant Infrastructure and Program Promotion

fees (see Table 8 below).

As shown in Table 7 below, Edge 1 Cellular, L.P. and XpresSpa SF International, Inc. are
projected by the Adrport to pay the anpual percentage rent while Books Inc. and Charles
Chocolate are projected to pay the MAG rent in the first year of the leases. If the MAG exceeds
the annual percentage rents from gross sales in the fist year, the Airport would be paid a total
MAG of $933,980 (see Table 3 above), or $77,020 less ($1,011,000 less $933,980) than the
estimated combination of MAG rent and percentage of gross sales rent of $1,011,000, as shown

in Table 7 below.

In addition, the four lessees will pay a requited total of $2,556,050 in ope-time tepant
improvements as shown in Table 6 above. :

SAN FRANCISCO BOARD OF SUPERVISORS BUDGET AND LEGISLATIVE ANALYST
5,6, 7&8 7 :
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BUDGET AND FINANCE SUBCOMM 1 TEE MEETING

APRIL 21,2010

Table 7: Projected First Year Annual Rent of Terminal 2 Refail Leases

Total
Annual
MAG Pr;i:l:;;ed Projected Percentage Sales Rent Pa?};nel 6
to the
Airport
‘ - 8% of up to |- 10% of over ‘
BOOKSTORE $2.000,000 | $2,000,000.01 - Total
Books Inc. $200,000 | $2,400,000 $160,000 $40,000 $200,000 |  $200,000
_ 14% of '
12% of up | $500,000.01 ap | 16% of over
SPECIALTY STORE to $500,000 | to $1,000,000 | $1,000,000.01 | Total
Charles Chocolate, LLC £145,000 | 31,050,000 $60,000 $70,000 $8,000 | $138,000 | $145,000
ELECTRONIC & ) 14% of | . :
TECHNOLOGY 12% of up | $500,000.01 up | 16% of over
STORE to $500,000 | o $1,0600,000 | §1,000,000.01 | Total
Edge 1 Cellnlax, L.P. $338,980 i $2,700,000 $60,000 $70,000 $272,000 | $402,000 | $402,000
' 12% of up : ‘
to 14% of over
SPA $2,500,000 | $2,500,000.01 Total
XpresSpa SF .
International, Inc. $250,000 ] $2,200,000 $264,000 $264,000 $264,000
e ‘ _Tetal | $1,011,000
“onrce; Alrport
Table 8: Projected First Year Fees of Terminal 2 Retail Leases
Tenant Promotional Total
Infiastructure | Program Fee
BOOKSTORE .
Books Inc. as Compass Books, Inc. $209.58 * $2,994 33,204
SPECIALTY STORE )
Charles Chocolate, LLC as Charles Chocolate - $928 3928
ELECTRONIC & TECHNOLOGY STORE ' :
Edge 1 Cellular, L.P. as I-Tech Experience. $50.61 $1,350 $1,401
SPA .
KpresSpa SF International, Inc. as XpresSpa $70.63 32,031 12102
Total $330.82 $7,303 $7,634

Source: Alrport

Approve the proposed resolutions.

AN FRANCISCO BOARD OF SUPERVISORS
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cc: Supervisor Avalos

Supervisor Mirkarimi
Supervisor Elsbernd
President Chia

' Supervisor Alioto-Pier.
Supervisor Campos
Supervisor Chu _
Supervisor Daly '
Supervisor Dufty
Supervisor Mar
Supervisor Maxwell
Cletk of the Board
Cheryl Adams
Controller

Greg Wagper
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LEASE AGREEMENT
FOR THE
TERMINAL 2 SPECIALTY STORE
AT SAN FRANCISCO INTERNATIONAL AIRPORT

by and between

CHARLES .CHOCOILATES, INC,,
as tenant

and

CITY AND COUNTY OF SAN FRANCISCO
ACTING BY AND THROUGH ITS AIRPORT COMMISSION,
as landiord

(Gavin Newsom
Mayor

AIRPORT COMMISSION
Hon. Larry Mazzola, President
Hon. Linda S. Crayton, Vice President
Hon, Caryl Ito

Hon. Eleanor Johns
Hon. Richard J. Guggenhime

John L. Martin
Airport Director
February 18, 2010

Lease No. 10-0042
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