


































































































































































































































































































































































































20" Street Historic Buildings
Term Sheet
October 3, 2012

As required in the Exclusive Negotiating Agreement (ENA) executed, May 17, 2012, this Term
Sheet sets forth the basic terms and conditions on which the parties agree to further
negotiation regarding the development' concept and uses described below (the "Project") and
that will be refined and set forth in more detail in the lease (the "Lease"), the lease disposition

“and development agreement ("LDDA") and other transaction documents between Port and
Orton Development, Inc. (“ODV”).

This Term Sheet is not intended to be, and will not become, contractually binding unless and
until environmental review has been completed in compliance with the California '
Environmental Quality Act and the parties are able and willing to execute and deliver a mutually
acceptable LDDA, Lease and related transaction documents regarding the Project. In addition,
under San Francisco Charter, no officer or employee of the City and County of San Francisco
(the "City") has authority to commit the City to the transaction contemplated herein unless and
until the San Francisco Port Commission has approved the transaction and the San Francisco
Board of Supervisors has approved the Lease.

Lessor ' Port of San Francisco

Lessee/ e Orton Development, Inc. or an affiliated entity controlled by J.R. Orton Il.

Key Man “| « J.R. Orton lil to remain act.i.v.ely involved in the project until at least project
' “completion.

Premises - e Historic buildings 14, 101, 102, 104,113, 114, 115, 116, 122, and 123, at

Pier 70. See Exhibit A. OD! and the Port will negotiate a precise premises
boundary to address needed ingress and egress with the current, and the
future street grid. - ' »

e Parties anticipate entering into a license for adjacent areas.

Term of e 66 years.
Lease
Uses : e Buildings 101, 104: Office and ancillary uses;

e Building 102: restaurant and commercial;
e Buildings 113/114, 115/116, and 14: Light mdustrlal arts productlon
.education, recreation, ancillary retail, and ancillary office uses.

As-Is e For all buildings and site areas, Developer takes in “as-is” conditions.
Conditions o '

| Hazardous e Developer is responsible for implementing the Risk Management Plan,
Materials including any and all costs, regulatory, and operational responsibilities

specified therein for aboveground environmental conditions. If Developer
disturbs belowground soils, Developer will foIIow the Risk Management
Plan for those areas.

e [f previously unidentified below ground environmental conditions unrelated
to the Developer's activities require additional investigation or remediation,
the Port will be.responsible for those costs including regulatory costs.

. ' 1
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Prior to issuance of the Risk Management Plan, Developer will be
responsible for compliance with existing regulatory requirements and’
conducting activities in manner consistent with the Remedial Action Plan
(Treadwell and Rollo, May 2012). ' '

PCB transformer removal and abatement in Building 102 remains
responsibility of the Port. '

Removal of existing PCB transformer in the northwest corner of Building

- 113 and abatement of all above ground hazardous materials are the -

responsibility of ODI.

“Early Work” | e

'ODI can propose to undertake at its cost weatherizing, cteanup or security

improvements (“Early Work”) under the existing access agreement terms,
which include Port approval of the work scope.

Approval of any scope of Early Work would include agreement on a budget
for that work.

Under the ENA, ODI has paid a $75,000 negotiation fee that is non-
refundable if the ENA is terminated. If ODI terminates the ENA and does
not execute a Lease for the project, the Port will return to ODI the
documented expenditures not to exceed the agreed-to cost of any Early
Work performed but no more than $75,000.

if the project moves forward, Early Work costs will be included in Total
Project Costs and the $75,000 negotiation fee will-be applied to the lease.
deposit as agreed in the ENA .

Building 102 | e

Building 102 is an active part of the electrical systems serVihg the BAE ship

repair facility. Developer will assess existing conditions, meet with BAE to

understand their needs, and recommend a solution for:

1. Removing electrical equipment

2. Establishing separate service to BAE

3. Establishing service to other electric uses now served from building 102
including ODI’s project

Developerto recommend options and provide conceptual cost estimates

for the options to meet objectives (1), (2), and (3) above.

Port and Developer to negotiate in the Development Agreement how to

undertake and fund the work needed to re-use Building 102 for new uses

and sustain electrical service to the shipyard.

Cost of BAE equipment and service remains a Port or BAE responsibility. To

the extent designing a new BAE service incurs third party fees, such fees

shall be reimbursed by Port or BAE.

Total Project | e

Cost

“Total Project Cost” shall include Lessee’s hard and soft costs such as
permit, development, and impact fees, if any, construction and materials
costs, subcontractor and design fees, legal and other professional fees,
financing costs that are capitalized, and all project-related expenses of
Lessee or Orton Development Inc. (ODI), including a proportionate share of
ODlI’s overhead such as salaries paid by OD!I for employees (other than J.R.

Orton 1lI).

October 3, 2012
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OD! will not charge a developer fee.
Parties to negotiate the level of performance or surety bond or completlon
guaranties in the LDDA.

Port Capital
Contribution

$1.5 million with an additional $250,000 grant funding from the California
Cultural Equity Endowment, if available.

The Port has the option to, but is not bound to, secure additional capital
above $1.5 million in seismic funding to pay down the amount of Orton
Equity at any time before the Orton Equity is fully repaid, subject to any
finance conditions. '

Project Debt

Port and ODI agree to cooperate to secure the greatest amount of debt and
the lowest cost third-party capital and debt as reasonably p055|ble for the
prOJect

As soon as additional financing is reasonably supported by the project, ODI
agrees to pay down its remaining equity interest and remaining equity
through additional debt.

ODI may propose that, once Orton Equity is re- pald addutlonal debi be
placed on the site to the advantage of both the parties. The Port’s approval
of additional debt will not be unreasonably withheid..

Port consent shall not be unreasonably withheld for any assignment of the
lease as security for project financing or refinancing. The lease will contain
mortgagee protection and related provisions reasonably satisfactory to
Lessee’s lender(s) and investor(s), including future amendments as may be
reasonably required for such purpose.

Orton Equity

Orton Equity is defined as Total Project Cost through project completion
less tax credit equity, permanent debt proceeds, and Port capital
contribution.

Orton Equity will accrue a simple return of 14% per year: Orton Equity shall
be no more than the lesser of 20% of Total Project Cost or $14 million, once
permanent debt is in place to achieve the shared goal of the lowest overall
cost of capital for the project. ‘ '
Unpaid return accumulates until paid without compounding.

Re-Opener process may increase cap on Orton Equity above $14 million.

Orton Equity

Repayment/
Participation
Rent

Participation Net Revenue is defined as project revenue (on a triple net

basis or its equivalent) less reasonable unrecovered operating expenses on

vacant space, appropriate reserves using standard accounting, tax credit
equity payments, and debt service and related fees (on the Total Project
Cost).

Participation Net Revenue shall be distributed as:

- 1. To Lessee until the accumulated 14% return on Orton Eqwty Is paid;

2. To Lessee to pay down outstanding Orton Equity until paid;
3. Split equally between Lessee and Lessor

Right to Pre- Port has right to pre-pay accumulated interest on Orton Equity and Orton
pay Equity at any time, at no charge or payment of any penalty.
Complete ODI will submit a Complete Project Underwriting Package (“Project |

October} 3,2012
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Underwriting

Underwriting”) with a detailed estimate of total project costs including hard

Package and soft costs, finance costs, and expected lease rates, with a pro forma
projecting ODI and Port income. .
® Port and ODI will use this package to negotiate the LDDA.’
Unknown After approval of the Transaction and/or execution of the development
Base Building | agreement, ODI can request re-opening of business terms, if it can demonstrate

Costs Found
Prior to Lease

that due to costs of unforeseen base building conditions, the required Orton -
Equity for the entire project exceeds $14 million or that the project returns

Execution significantly differ from the Project Underwrltmg pro;ected returns
At this stage, ODI will have the right to:
1. Remove buildings —except Building 113/114 — from the Project
2. Invest additional equity into the transaction and, if so, the Base Rent will
not be applicable until all Orton Equity plus the 14% return is repaid,
3. Renegotiate the deal - subject to returning to the Port Commission and the
Board of Supervisors for approval, or
: 4. Terminate its Development Agreement without incurring a termination fee
Unknown * Lease to include a provision to address unknown base building costs
Base Building discovered during construction, including that ODI may (i) invest additional
Costs After equity, in the project to address the unforeseen costs at a market rate of
Lease - return to be negotiated based on the investment returns expected by real
Execution estate equity investors, but in no event more than 14% per ah'num, into the
transaction to address the unforeseen costs and (ii) delay the start of the
Base Rent.
Initial Base e Beginningin Year 20 after lease execution, a base rent of $200,000
Rent ~ (expressed in 2012S) per year will be paid even if all Orton Equity has not
been repaid.
¢ If Orton Equity is repaid before year 10, Base Rent shall commence 10 years
after Orton Equity is repaid. »
* Re-opener provisions can delay the start of Base Rent.
Base Rent e Base Rent shall be adjusted every 5 years but in no event decrease, based
Escalation on CPI, limited to a 20% increase.

Base Rent Re-
Sets

Every 10 years after commencing payment of Base Rent, the Base Rent

amount will be adjusted to equal the higher of (i) the then payable Base

Rent or (ii) 60% of the average of the previous 5 years of participation rent

paid to the Port.
Any participation in refmancmg or sales proceeds is not included in the five

year average calculation.

Participation
in refinancing
proceeds

If Lessee refinances, excess funds shall be applied first to Orton Equity
interest and second to Orton Equity.

Net proceeds after repaying debt and Orton Equity shall be split equally
between Port and Orton and paid to each party at close of escrow

Participation
in sale or
assignment

Port receives 10% of any net sales proceeds (remaining after repéyment of
debt, return on outstanding Orton Equity, return of Orton Equity, and
Lessee’s standard sales costs such as brokerage commissions and legal fees)

‘October 3, 2012
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Parking:

e Port shall manage parking, as part of a Pier 70 wide parking plan, for the
proposed project. Parking rates will be set through the Port parameter rate -
setting process. Consistent with the Pier 70 Master Plan, parking of one
space per 1,000 square feet of building area will be provided.

course of the
lease

Subleasing e lessee shall have the right to sublease the premises for all uses allowed
and under the lease. ’
Assignment | e Port shall have rights at its sole discretion over any lease assignment or
' change in control of ODI prior to project completion.
. After project completion, the lease may be assigned to any qualified
purchaser, subject to Port’s reasonable approval.
Property e _ ODI may manage the property or use third-party management. In either
Management | case, the records and financials shall be completely transparent.
¢ Inthe event ODI is managing the project and the Port objects reasonably to
the quality of property management, it shall put such objections in writing.
ODI shall have a reasonable time to cure, no less than 30 days. In the event
ODI is unable to reasonably cure in the time period, Port may request that
the project be managed by a third party management and ODI shall select a
reasonable established third party management company for the project.
_All asset and management fees will be consistent with those prevailing in
the marketplace. ,
Utility and. e _ To the extent due for this project, utility connection and impact fees are
Impact fees Lessee’s responsibility. Port to reasonably cooperate with Lessee in the
B _ investigation and applicability of impact fees.
| Infrastructure | e In the future, a Master or Sub Developer(s) may replace the infrastructure
Costs in 20" Street. Lessee will bear its equitable share of costs with respect to
fepair of infrastructure including roadway and sidewalks.
Condition of | ¢ The condition of the property at the end of the lease shall be as
Premises at constructed, well-maintained, minus reasonable wear and tear.
the end of e Mutually agreed upon reasonable reserves to meet this standard are
the lease; project expenses and will be included in the operating budget.
Capital ' '
Reserves _
Development | e Lessor and Lessee are aware that a Preferred Master Plan for Pier 70 was
over the _published in 2010 addressing the complete redevelopment of Pier 70.

During the course of the lease, a complete redevelopment of Pier 70 may
occur. _ _ ' '

e Lessor and Lessee agree to reasonably cooperate on any future master
plan, agreements with other Pier 70 developers and tenants, and their
implementation.

Standard
Lease Terms

The development agreement and lease, except as negotiated above or in the
Exclusive Negotiating Agreement between the Port and ODI, wiI|baddress the
terms and conditions of the Port’s October 4, 2011, Request for Proposals for
the 20" Street Historic Buildings '

October 3, 2012
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NOTES:

1. ODIand the Port will negotiate a precise premises boundary to
address code requirements and needed ingress and egress with the

current and the future street grid.

2-. Parking for the project will be part of a Pier 70 wide district parking
plan, . :
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| Term Sheet for the 20th Street
Historic Buildings

Orton Development Inc.
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Exhibit D
Central Waterfront Advisory Group Review of ODI project

July 25, 2012

The ODI team presented their project concepts and discussed four alternative
proposals for the industrial buildings on the south side of 20" Street — in
particular the iconic Union Ironworks Machine Shop (Bundlng 113).

1. Arts production and education

2. Makers/light manufacturing/ likely food focus

3. Cirque du Soleil, a permanent facility, that would need a 300 room hotel

elsewhere at Pier 70

_ 4. Tech-Office Campus
CWAG's discussion supported the arts and light industrial uses in Scenarios 1
and 2. CWAG members expressed significant concerns about Cirque and the
required hotel. A tech ofﬁce complex raised addmonal concerns about being too
private of a use.

The Machine Shop, Building 113, with its 90,000 square feet of high volume
space, has been suggested as an event venue or other predominately public use
like a market hall or museum. ODI has programmed an atrium of 11,000 square
feet.in the building and suggests events for the courtyard behind; however, most
of the building would be tenanted. At this time, an event space is not an
economically feasible use without subsidy.

September 26, 2012.

ODI returned to CWAG on September 25, 2012 and discussed the rehabilitation
- efforts by building and the uses for each. ODI explained they have eliminated
Scenarios 3 and 4 discussed in July. CWAG expressed support for the narrowed
set of uses. Discussions with CWAG identified issues that will need careful
attention as the design of the ODI project moves forward, which include:

Seismic Retrofit: how the details will impact the historic buildings

Public Access: Allowing the public to view and enjoy these buudlngs through the
atrium, public lobbies, or other measures.

Public Realm: Upgrades to the streetscape and plazas to support returning
these buildings to use, for example adding and repairing sidewalks as needed.

Transportation and Parking: As discussed above, locations for near-term
parking will be refined as the transaction documents are negotiated and the
parking requirements of the 20" Street businesses will be incorporated in the:
overall Pier 70 parking plan.
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OFFICE OF THE MAYOR

" EDWIN M. LEE
SAN FRANCISCO ‘

MAYOR
TO: Angeila Calvillo, Clerk of the Board of Supervisors -
FROM: &< Mayor-Edwin M. Le :
RE: _ Finding of Fiscal Feasibility; Endorsement of Term Sheet; Rehabilitation of
the 20th Street Historic Buildings on or near 20th Street, east of lllinois
Street
DATE: October 23, 2012

Attached for introduction to the Board of Supervisors is the resolution finding the
proposed rehabilitation of the 20th Street Historic Buildings on or near 20th Street, east
of Hlinois Street, fiscally feasible pursuant to Administrative Code Chapter 29 and

endorsing the Term Sheet between Orton Development, Inc. and the San Francisco
Port Commission. '

Please note this item is cosponsored by Supervisor Cohen. -

| request that this item be calendared in Budget and Finance Committee.

]

TSRy
A Lt

!
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[P PR

Should you have any questions, please contact Jason Elliott (415) 554-5105.

”7_

'
o

1t
.

o

cc. Supervisor Malia Cohen

1 DR. CARLTON B. GOODLETT PLACE, Room 200 ' Q u
SAN FRANCISCO, C LRPENIA 94102-4681 o :
TELEPHONE:T41 >54-6141 (
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Requesting endorsement of the Term Sheet
with Orton Development Inc. (ODI) for
rehabilitation of 6 historic buildings at Pier 70

Requesting finding of
~iscal Feasibility of project
orior to project review

Return to Board for lease
approval in 2013
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BUILDING 102 —
BETHLEHEM STEEL OFFICE BUILDING

e Gateway to Pier 70 historic

district
e Offices & ground floor food

service
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BUILDING 104

UNION IRONWORKS OFFICE BUILDING
S d i * Unreinforced Masonry
LTy s * Single or multi-tenant office
= T | space
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BUILDINGS 115 & 116 -
UNION IRONWORKS WAREHOUSE

Highly efficient, flex work spaces
combining buildings, yard, traditional
infrastructure, and state-of-the-art
data capabilities

Light industrial, mixed use
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Annual at mggﬁmm,ﬁ

SF Transportation Authority

Parking Tax

$47,000

Sales Tax

$24,000

Subtotal

$71,000

Special Funds*

$48,000

Total

$140,000

*( Children’s, Library, Open Space Public Safety Fund)

Source: Keyser Marston, November 2012
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Return buildings to use
Security & safety
Reverse deterioration
and prevent collapse
Deliver exciting public
space

Create vibrant
productive community
Workplaces for 400 to
500 jobs
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Pier 7o: N.w:, Street Historic ”w:w_n:_.,_mm | Orton Development, Inc.
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ODI to invest up to $14 Million of equity
Port to contribute $1.5 Million
Participation Deal Structure

Net revenue after debt service repays ODI equity
and a 14% return on the equity

Once ODI equity is repaid, 5o/50 sharing of net
revenue

Port participates in Refinancing and Sale
Proceeds
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Required for major projects prior to initiating
environmental review
Primary benefit is to save these buildings

Financial benefits
Rent
Tax Revenues
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