AGENDA ITEM I-2
Community Development

STAFF REPORT

City Council
Meeting Date: 7/19/2016
CITY OF taff R rt Number: 16-127-
MENLO PARK Staff Report Numbe 6 CcC
Regular Business: Consider the Term Sheet for the Development

Agreement for the Facebook Campus Expansion
Project Located at 301-309 Constitution Drive and
authorize City Manager to modify Project Schedule
and execute contracts with EIR consultants

Recommendation

Staff recommends that the City Council approve the proposed Term Sheet for the Facebook Campus
Expansion Project Development Agreement (Attachment A), authorize the City Manager to modify the
project review schedule as necessary to complete the Final EIR, authorize the City Manager to modify and
execute an amendment to the contract(s) with the EIR consultants as necessary to complete the Final EIR,
and proceed with the project review process.

Policy Issues

The proposed project will require the City Council to consider the requested land use entitlements, such as
the appropriateness of the proposed Zoning Ordinance text amendment, rezoning, conditional
development permit (CDP), heritage tree removals, and below market rate (BMR) agreement, along with
the public benefits associated with the Development Agreement. Simultaneously with the review of the
project entitlements, the Council will need to consider the potentially significant and unavoidable impacts
detailed in the Environmental Impact Report (EIR) and the accompanying statement of overriding
considerations. After release of the Final EIR, the Planning Commission will provide a recommendation on
the project entitlements and the Final EIR for the Council’'s consideration. At this time, staff is requesting
the Council’s input and approval of the Term Sheet for the Development Agreement associated with the
proposed project. As a reminder, review of complex development projects is designated as Iltem #2 of the
Council Work Plan for 2016.

Background

On March 31, 2015, Hibiscus Properties LLC, on behalf of Facebook, Inc. submitted an application for the
proposed redevelopment of the former TE Connectivity Campus (TE). The approximately 58-acre campus
is located at 301-309 Constitution Drive, along Bayfront Expressway, between Chilco Street and the
recently completed Building 20 (formerly identified as the Facebook West Campus). Building 20 is
currently a separate parcel, but would be merged with the project site. Building 23 is located on the project
site, but previously received its entitlements for the conversion of a warehouse building to office uses in
December 2014. For purposes of this staff report, Building 23 is included in the site development
discussion, while Building 20 is excluded.
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On July 11, 2016, the comment period for the Draft EIR closed. The City received a significant number of
correspondence on the project, including numerous technical and legal comments. Due to this and the
detailed content of the submitted comments, the timeline for preparation of the response to comments and
Final EIR will need to be extended. Staff is currently reevaluating the project schedule to accommodate
the additional time that will be needed to respond to comments and complete the Final EIR. The current
schedule was reviewed by the City Council most recently on May 3, 2016. The schedule will likely be
extended with the understanding that the schedule extension will be for the shortest time possible to
complete the Final EIR, with the new schedule subject to approval of the City Manager and notification to
the Council and public.

Project Description

The proposed Facebook Campus Expansion Project includes the demolition of the existing buildings at
301-306 Constitution Drive and the construction of two new office buildings (Buildings 21 and 22),
encompassing approximately 962,400 square feet of gross floor area. The two office buildings would
increase the gross floor area of office uses at the site by 126,600 square feet. The project also includes a
potential 200-room limited service hotel of approximately 174,800 square feet. With the hotel, the net
increase in gross floor area for all uses at the site would be approximately 121,300 square feet for a total
of 1,317,300 square feet, inclusive of Building 23.

The proposed office buildings would be oriented east-to-west, similar to Building 20. Building 21 would be
constructed in the first phase and would be connected to Building 20 through usable gross floor area.
Building 22 and the hotel would be a second phase. Buildings 22 and 21 would be connected through an
open air bridge. The hotel is anticipated to be located near the corner of Chilco Street and Bayfront
Expressway. The project would include publicly accessible open space and a new pedestrian/bicycle
bridge over Bayfront Expressway, providing a more direct connection from the campus and the Belle
Haven neighborhood to the Bay Trail. The publicly accessible area would be located between Buildings 21
and 22, adjacent to the bend in Chilco Street near the Dumbarton Rail Corridor. The most recent version
of the project plans is available on the City-maintained project page (http://menlopark.org/1001/Project-
Plans). Previous staff reports provide more detail on the proposed development program
(http://menlopark.org/1002/Presentations-and-Staff-Reports).

The entitlement process for the Facebook Campus Expansion Project includes the following review and
permit approvals:

e Zoning Ordinance Text Amendment to include hotels as conditional uses within the M-2 zoning
district. The text amendment would be consistent with the Limited Industry Land Use Designation of the
existing General Plan;

e Rezone entire site from M-2 (General Industrial) and M-2(X) (General Industrial, Conditional
Development) to M-2(X) (General Industrial, Conditional Development) to allow for a Conditional
Development Permit to permit the proposal to diverge from standard M-2 zoning district requirements;

e Conditional Development Permit (CDP) to redevelop the approximately 58 acre site with
approximately 962,400 square feet of offices and a 200 room hotel of approximately 174,800 square
feet. Including the existing Building 23 (approximately 180,108 square feet), the maximum gross floor
area for offices would be approximately 1.143 million square feet, which is within maximum 45 percent
floor area ratio (FAR) for offices. With the hotel, the maximum gross floor area would be approximately
1.318 million square feet, or 52 percent FAR, which is consistent with the FAR maximum of up to 55
percent for all other uses. The CDP would permit maximum building heights of up to 75 feet and allow
building coverage to potentially exceed 50 percent of the site, as well as to define all other development
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standards, such as parking at the site. The CDP would also include the existing Building 20
(1 Facebook Way);

e Development Agreement for the provision of overall benefits to the City and adequate development
controls in exchange for vested rights for the Facebook Campus Expansion Project;

e Heritage Tree Removal Permits to permit the removal of approximately 274 heritage trees associated
with the proposed project;

e Below Market Rate (BMR) Housing Agreement, per the requirements of the City’s Municipal Code,
which would help increase the affordable housing supply by requiring the applicant to provide monies
for the BMR fund or by procuring off-site BMR units;

e Lot Reconfiguration to modify the location of two legal lots or merge the legal lots that comprise the
project site and the adjacent lot for Building 20; and

e Environmental Impact Report to analyze the potential environmental impacts of the proposed project.

Analysis

A Development Agreement is a contract between the City of Menlo Park and a project sponsor that
delineates the terms and conditions of a proposed development project. A Development Agreement
allows a project sponsor, in this case Facebook, to secure vested rights, and it allows the City to secure
certain benefits that it might not otherwise be entitled to obtain. The City Council is not obligated to
approve a Development Agreement, but if the City Council does want to approve a Development
Agreement, the terms of the Development Agreement need to be acceptable to both parties; one party
cannot impose terms on the other party.

In December 2015, the City Council created the Council Subcommittee for the Facebook Campus
Expansion Project Development Agreement negotiation. The subcommittee includes Mayor Richard Cline
and Mayor Pro Tem Kirsten Keith. After release of the Draft EIR, City staff, including the City Manager and
City Attorney, met with the Council Subcommittee to determine the parameters for the negotiation of public
benefits as part of the Development Agreement. Subsequently, over the last few weeks, staff has been
negotiating with the Project Sponsor and consulting with the Council Subcommittee. The attached letter
from Facebook and Term Sheet (Attachment A) is the outcome of the public benefit negotiation process.

Development Agreement Term Sheet

The Term Sheet reflects the mutually agreed upon terms between Facebook and the City’s negotiating
team. The term sheet outlines public benefits for the community and is in addition to the required
mitigation measures, which were determined by the Draft EIR and would be included in the mitigation
monitoring and reporting program for the development proposal. The Council Subcommittee has reviewed
and generally supports the proposed Term Sheet.

The Term Sheet covers five main topics, each with multiple items that will be fleshed out with more details
as part of the formal Development Agreement. Some of the topics are potential conditions of approval that
would appear in the Conditional Development Permit, along with an acknowledgement that projects that
the Project Sponsor has been funding (e.g. the Dumbarton Corridor Study) are of benefit to Menlo Park.
When considering the terms of the Development Agreement, it is important to remember that it reflects a
negotiated package and any one aspect cannot be viewed in isolation. The proposed Term Sheet can be
summarized as follows:
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1: Revenues

The Term Sheet identifies a number of revenue guarantees for the City. Facebook has agreed to pay
$300,000 yearly to the City for 20 years after occupancy of Building 21. This payment would be indexed
based on the consumer price index (CPI) every five years. The Term Sheet also contains a guarantee of a
$336,000 payment upon occupancy of Building 21 for up to 41 years. However, two years after TE
vacates the site, this specific payment will increase to $1.25 million per year, as a transient occupancy tax
(TOT) guarantee. If the hotel is built, TOT generated from the hotel would be credited toward the $1.25
million TOT guarantee. In addition, Facebook has agreed to set the TOT rate for the hotel one basis point
higher than the rate that would be otherwise applicable. While the hotel is a limited service hotel,
Facebook has agreed that it will include a restaurant and hotel bar, which would generate additional sales
tax revenue for the City and achieve higher room rates.

The Term Sheet also includes a minimum assessed value guarantee for each building: $325 million for
Building 21, $300 million for Building 22, and $70 million for the hotel. The assessed value would increase
by the lessor of 2 percent or the CPI annually and the term would be 39 years.

There is currently a cap on the utility users’ tax (UUT) at the site of $6,000 per year; however, the Term
Sheet provides for a waiver of this cap, not only for the new buildings but for Building 20. Therefore,
Facebook would pay the total applicable UUT for all utilities utilized on the site.

The Term Sheet also requires Facebook to cooperate with the City’s sales and use tax consultant to
ensure the maximum amount of use taxes from construction of the project are directed to the City.

It is anticipated that if the three buildings are completed within ten years, the annual additional revenue
generated by the development would be approximately $2.1 million for 10 years thereafter and more than
$1.8 million for so long as Facebook is occupying the site.

2: Infrastructure and Transportation

As part of the Term Sheet, the City and applicant have negotiated a number of community benefits related
to infrastructure and transportation. These benefits are above and beyond the mitigation measures
required to reduce potentially significant impacts as determined by the Draft EIR.

Facebook recently funded the Dumbarton Corridor Study through SamTrans for a total of $1 million. As
part of the Term Sheet, Facebook has agreed to contribute funding future recommendations derived from
the Dumbarton Corridor Study, which could include pre-design and/or environmental clearance of
preferred corridor transit improvements, negotiations with Union Pacific Rail Road to remove freight track-
age rights and re-certify the corridor with the Federal Transportation Authority, or other studies or actions
to activate this resource and support regional mobility options. Facebook would commit up to $1 million to
fund these additional obligations related to the Dumbarton Corridor. The Term Sheet also identifies that
Facebook will partner with the cities of Menlo Park and East Palo Alto to convene a forum to consider and
evaluate innovative ways that the recommendations of the Dumbarton Corridor Study may be executed
efficiently. This forum would concentrate on funding, operations, and construction strategies as well as
innovations to facilitate an integrated execution of regional improvements to multi-modal transportation
options. Facebook agrees to help develop the design, operations, and constructions strategies and spend
up to $1 million on this commitment. Facebook will also continue to participate in projects that arise from
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the Dumbarton Corridor Study, but any additional monetary contribution would be at Facebook’s discretion.

As a separate study, Facebook has committed to the funding of the design for the pedestrian and bicycle
pathway along the Dumbarton Corridor from East Palo Alto to the Redwood City Caltrain Station. The
study began in February 2016 and is expected to be completed in September 2016.

The City is currently undergoing the ConnectMenlo General Plan Update, which focuses on the M-2 Area,
north of Bayfront Expressway. As part of the negotiation process, Facebook agrees to partner with the City
and other land-owners and employers in the study area of the General Plan Update to fund a
Transportation Management Association (TMA) Feasibility and Implementation Strategy. The study is
intended to identify potential implementation strategies and if funds remain, fund a portion of the TMA's
startup costs. Facebook agrees to cooperate with the City and stakeholders, including the sharing of
Facebook’s best practices with the TMA. The financial commitment for this item is $100,000.

Facebook recently completed the first phase of the Chilco Street frontage and streetscape improvements.
The improvements are expected to be completed in six phases. Facebook previously agreed to complete
Phases 1-4 at its sole cost. Per the Term Sheet, Facebook will complete phases 5 and 6 (also at its own
cost), which include installation of bike lane improvements on the north side of Chilco Street and
streetscape, sidewalk, and bike improvements on the southern side of Chilco Street across the rail
crossing. In return for constructing these improvements, the City agrees to reduce the Building
Construction Street Impact Fees assessed against the project by the actual cost of the additional
improvements (estimated to be approximately $2.5 Million).

3: Housing

Per the Term Sheet, Facebook will collaborate with the cities of Menlo Park and East Palo Alto to conduct
a Housing Inventory and Local Supply Study. The study would assess the conditions, occupancy, and
resident profiles of the immediate vicinity, with the intent of establishing a baseline understanding of the
housing conditions and facilitate the development of an informed regional housing strategy. Facebook will
engage a consultant and provide $350,000 for the study. As an outcome of the Housing Study, Facebook
would also establish a Housing Innovation Fund with a commitment of $1.5 million.

In addition, Facebook would establish a Housing Preservation Fund pilot project to identify and purchase
housing in the immediate area of the campus to protect at-risk populations. The monetary commitment for
the fund would be $1 million. Facebook would also be required to initiate workforce housing by subsidizing
rents for 22 units at 777 Hamilton Avenue. These subsidized rents would be for community serving
professions such as teachers. Units would also be able to be occupied by employees in public safety
professions and non-profits. The subsidy for the 22 units would be $430,000 per year for five years.

Facebook is required to comply with the BMR ordinance of the City of Menlo Park. As such, Facebook
intends to continue to work with the City to explore opportunities to develop the maximum number of units
that can be procured with the estimated $6.3 million required in-lieu fee.

If the ConnectMenlo General Plan update is approved, Facebook would commit to develop at least 1,500
housing units on the Prologis Site, which would include 15 percent BMR units and/or workforce housing
units (even if the BMR ordinance does not apply to rental units).
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4: Community Benefits

The Term Sheet identifies the following community benefits from Facebook. Facebook would commit to
fund pool operation and maintenance at the Belle Haven pool for five years for a cost of $60,000 annually.
Facebook would also establish a scholarship program for residents of East Palo Alto and Menlo Park for
10 years, with a commitment of $100,000 per year. After 10 years, Facebook agrees to consider extending
the program. In addition, Facebook would continue to provide funding for the community fund at $100,000
per year for five years. Consistent with the scholarship fund, Facebook agrees to consider extending
funding after five years.

The bicycle and pedestrian bridge over Bayfront Expressway is part of the project. However, Facebook
agrees to operate and maintain the bridge and the public open space between Buildings 21 and 22. The
path and bridge will be open for use by the public 24 hours a day, 365 days a year.

5: Environmental benefits

The office buildings are required, per the Term Sheet, to be built to LEED Gold Equivalency. Solar PV
panels would be located at Building 21. Facebook would also install a recycled water system on-site,
provided the system is approved by all applicable agencies and City departments. If West Bay constructs
a recycled water system, Facebook will pay its proportionate share of costs for its future developments in
the M-2 Area. Facebook also agrees to contribute $25,000 in seed funding for the feasibility studies for an
M-2 Area recycled water system.

6: Other

In exchange for the negotiated benefits, the City agrees to provide Facebook assurances as to certain
changes in fees and applicable laws similar to those included in previous development agreements. This
protection expires after 20 years. In addition, the City agrees to expedite the construction permitting for the
project internally and externally to the extent feasible. Facebook agrees that the development agreement
for the East Campus will be amended to remove the ability for Facebook to reduce the annual payment.

Impact on City Resources

The project sponsor is required to pay Planning, Building and Public Works permit fees, based on the
City's Master Fee Schedule, to fully cover the cost of staff time spent on the review of the project. For
projects requiring consultants, such as environmental review, the Project Sponsor deposits money with the
City and the City pays the consultants.

Environmental Review

A Draft EIR has been prepared for the project. The public comment period on the Draft EIR closed on July
11, 2016 at 5:30 p.m. and staff and the consultant have begun to compile the responses to comments
document, and will consider and respond to comments received on the Draft EIR. Repeat comments may
be addressed in Master Responses, and portions of the EIR may be revised in strikethrough (deleted text)
and underline (new text) format. Once the responses and revisions are complete, the Final EIR will be
released, consisting of the Responses to Comments plus the Draft EIR. The Final EIR will be considered
by the Planning Commission and City Council concurrent with the final project actions.
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first office building until two years after the existing tenant at 305 Constitution
(which forms part of the site for the proposed hotel) vacates that building.

Commitment to guarantee $1.25 million per year in transient occupancy taxes
from the new hotel, beginning two years after the existing tenant at 305
Constitution vacates that building.

Commitment to pay 1% higher TOT rate for the hotel than would otherwise be
applicable.

Commitment to work with the City to maximize the capture of sales and use
taxes arising from the purchase of construction materials, furniture, equipment
and personal property.

Property tax guarantee assuring the City that the assessed value of the property
following completion of the project will be $695 million (which is projected to
generate new property taxes of approximately $550,000 per year for the City’s
General Fund).

Agreeing to waive the cap on the City’s Utility User’s Tax for the Project, as well
as waiving the cap that currently applies to Facebook’s Building 20.

2. Transportation and Infrastructure Benefits:

$1 million contribution to SamTrans for funding the Dumbarton Corridor Study as
a multi-modal transportation corridor.

S$1 million contribution to fund future recommendations arising from the
Dumbarton Corridor Study, and a commitment to participate in new projects that
arise from the Dumbarton Corridor Study.

$100,000 commitment towards a Transportation Management Association
(TMA) program serving the areas surrounding the Facebook campus and to share
its best TDM practices with the City and other local landowners and employers.

$700,000 commitment to fund the design of a pedestrian/bicycle path between
East Palo Alto and Redwood City Caltrain Station.

$1 million funding commitment to sponsor a regional forum with Menlo Park,
East Palo Alto, San Mateo County, Santa Clara County, and regional stakeholders
to evaluate innovative ways that the recommendations of the Dumbarton
Corridor Study could be executed quickly and with minimal delays, and to help
develop design, operational, and construction strategies to implement
recommendations following the forum.

Commitment to complete Chilco Street Improvements, including extensive
streetscape, pedestrian and bicycle improvements, at Facebook’s sole cost.
Facebook will also commit to constructing additional Chilco Street
Improvements, which would include installation of bike lane improvements on
the northern side of Chilco and streetscape, and sidewalk and bike
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improvements on the southern side of Chilco across the rail crossing, in
exchange for a reduction in construction street impact fees.

3. Housing Benefits:

Commitment to explore opportunities and identify projects that can be directly
financed and implemented as soon as is feasible in order to leverage
approximately $6.3 million in BMR housing fees to create the maximum number
of affordable units feasible.

$350,000 funding commitment to conduct a Housing Inventory and Local Supply
Study in partnership with the City of Menlo Park and East Palo Alto to assess
local housing conditions and facilitate development of a regional housing
strategy.

$1.5 million funding commitment to establish a Housing Innovation Fund to
identify near-term actions that can be taken within the local community as a
direct outcome of the Housing Inventory and Local Supply Study.

$1 million commitment to establish a pilot Housing Preservation Fund to identify
and purchase housing in the immediate vicinity of our campus to protect at-risk
populations.

Commitment to initiate a pilot Workforce Housing Program in the Belle Haven
community that will reduce rents for up to 22 units of workforce housing at 777
Hamilton Avenue for five years (up to $430,000 per year for five years, or $2.15
million) with priority being given to local teachers.

Commitment to the planning and design of at least 1,500 housing units on the
Prologis Site consistent with the General Plan Update and agreement that any
residential project on the Prologis Site must include 15% BMR units and/or
workforce housing units (regardless of whether the units are for sale or rentals).

4. Project Benefits:

A new, two-acre publicly accessible open space to be privately maintained by
Facebook for use by Facebook and the community, with space for programming
and events such as farmer’s markets, movie-nights and food truck festivals.

A new, publicly-accessible, multi-use bridge across Bayfront Expressway that will
provide a safe connection from Belle Haven to the Bay.

5. Environmental Benefits:

Commitment to LEED Gold and development of a recycled water system to
reduce water demand by approximately 20 million gallons annually.

Commitment to pay $25,000 to help fund a feasibility study for a Bayfront area-
wide recycled water system.
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