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subject: AIRSPACE LEASE — REQUEST TO DIRECTLY NEGOTIATE WITH BASIN STREET
PROPERTIES

RECOMMENDATION

The California Department of Transportation (Department) recommends that the California
Transportation Commission (Commission) approve a request to directly negotiate a 20-year lease
extension to the Department’s existing lease with Basin Street Properties (Basin).

BACKGROUND

Basin currently leases Freeway Lease Area (FLA) MRN-101-19 located under State Route 101, an
elevated freeway structure in Mill Valley, California. The subject FLA has no direct public access
and is landlocked to the adjoining property at 100 Shoreline Highway, known as the Shoreline
Office Center (Office Center). Access to the FLA exists only through the Office Center. In 1984,
the Commission approved a 55-year airspace lease with the owners of the Office Center property. In
2013, Basin acquired the Office Center and the adjacent airspace parking lease was assigned to
them. The FLA has been used for employee and client parking in support of Basin’s adjacent office
buildings.

In 2013, Basin purchased the Office Center using a three-year short term loan expiring in 2016.
Basin now desires to obtain standard long term financing for the property and requires a long term
ground lease from the Department to be in place in order to obtain commercially reasonable finance
terms.

The existing lease term expires in 24 years (2039), and Basin is requesting a 20-year extension to the
existing airspace lease term through year 2059. This extension will allow the airspace lease term to
match the existing ground lease for the Office Center, which also expires in 2059.
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The Department requests approval to pursue direct negotiations with Basin for the following
reasons:

Rent will immediately adjust from the current below market rate of $6,463/month. to the
market rate.

Basin will execute a new lease agreement that includes updated Department lease language
rather than only amending the “term” provision of the existing 1980’s era lease.

Proposed new lease will provide for a 3 percent annual increase.

Existing lease provides only for Consumer Price Index increases every five years. The next
adjustment would not be until 2019.

Proposed new lease will provide the Department’s expanded rights of entry onto the FLA for
project purposes at no cost to the Department.

Existing lease provides the Department less rights of entry than the new lease provides.
Proposed new lease will include current language controlling hazardous materials and water
pollution control.

Existing lease includes outdated or no language on hazardous materials and water pollution
control.

With the 20-year lease extension, Basin will be able to refinance their debt.

SUMMARY

It is in the Department’s best interest to authorize execution of the 20-year lease term extension
proposed by Basin. Basin’s request is commercially reasonable to allow for the common refinancing
of the adjacent office building improvements. The subject FLA is landlocked and accessible only
through Basin’s adjacent Office Center property; hence, the FLA is leasable only to the adjoining
property owner, Basin Street Properties. Finally, the Department will financially benefit by
increasing its lease rate return on the property and will strengthen its position as lessor and reduce its
risk via a new lease agreement. We therefore request approval to directly negotiate a new lease that
includes a 20-year term extension for this FLA per the described terms.

Attachments:
Exhibit A1 and A2: MRN-101-19 location maps and photos
Exhibit B: Financing Requirements Letter
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EXHIBIT A1l

MRN-101-19
100 Shoreline Boulevard
Mill Valley, CA
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Exhibit A2
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September 11, 2015

Scott Beggs

Chief Financial Officer

Basin Street Properties

50 W. Liberty Street; Suite 900
Reno, NV 89501

Dear Mr. Beggs,

| am writing regarding your interest in refinancing the project located at 100 Shoreline Highway in Mill Valley,
California otherwise known as Shoreline Office Center (Shoreline). The parking for the Shoreline project is partially
provided by the State of California Department of Transportation, Airspace Ground Lease dated April 5, 1984 (the
“Airspace Ground Lease” or “[04-Mrn-101-19 FLAJ”)

Preferred Capital Advisors (“Pref Cap”) has reviewed the Shoreline project with a number of active commercial
lenders and, universally, the feedback has been that additional option term is required for the Airspace Ground
Lease in order to attain a loan at commercially reasonable terms.

The original term of the Airspace Ground Lease ran from April 1, 1984 to March 31, 1994 with four 10-year
extension options and one 5-year extension option. Three of the four 10-year options have been exercised,
leaving just one additional 10-year option and one 5-year extension option. Together, the extension options allow
Basin Street Properties to extend the term of the Airspace Ground Lease out to March 31, 2039. This is simply not
enough term for a market rate refinance of the asset due to future amortization concerns.

In the wake of the recent recession many lenders are extremely risk averse and generally avoid loans on projects
with ground leases. With that said, lenders will look at such loans provided (1) the termination date of the ground
lease is generally 30 to 50 years or more beyond the current date of the loan, or (2) there are provisions in the
ground lease (i.e. options) that allow for the term of the ground lease to be extended to a term of 30 to 50 years or
more.

In order for Basin Street Properties to refinance the project at market rate terms, a minimum of three additional
10-year option periods are needed on top of the remaining options contained in the existing Airspace Ground
Lease, and five additional 10-year options would be ideal and allow for future refinancings as well. Itis our
recommendation that you work with the California Department of Transportation to secure three to five additional
10-year option periods. Without the options, the project is not readily financeable in its current state.

Should you have any questions, please do not hesitate to phone me.

Regards,

/-\ I
_//’/:7 feorr e/ / %——
Daniel Corfee

Preferred Capital Advisors
916-669-4692

Phone (916) 669-4690 = Fax (916) 669-4694 = 320 ( apitol Mall, Suite 130 5 Sacvramento. C A 938514
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