FINANCE & BUDGET COMMITTEE

SEPTEMBER 19, 2002

SUBJECT:    SOUTH BAY SERVICE SECTOR OFFICE

ACTION:      AUTHORIZE EXECUTION OF A FIVE YEAR LEASE                    AGREEMENT WITH ARDEN REALTY, INC. FOR THE 


SOUTH BAY SERVICE SECTOR OFFICE

RECOMMENDATION
Authorize the Chief Executive Officer to execute a lease agreement with Arden Realty, Inc., for a five (5) year term with a cancellation option after three (3) years, effective on or before December 1, 2002, for the lease of approximately 9,835 square feet of ground floor office and storage space in a building located at 680 Knox Street, Los Angeles, California, for a total base rental amount of $807,631 plus a pro-rata share of any increases in operating expenses and taxes above the base year.

RATIONALE

The South Bay Service Sector is one of three remaining Sector Offices that are scheduled to open before the end of 2002.  This Sector covers bus operations in the South Bay area including the cities of Inglewood, South Los Angeles, Rancho Palos Verdes, Manhattan Beach, Redondo Beach, Hermosa Beach, Carson, Torrance, Hawthorne and Gardena. The Sector includes Operating Divisions 5 and 18, and the Operations Central Instruction office.  

Approximately 6,665 square feet of office space and 3,170 square feet of storage space is needed for the operation of this Sector’s General Manager’s office, which will house approximately 25 to 30 employees.  The recommended property is centrally located in the South Bay area near the interchange of the 405 and the 110 freeways near Gardena and Carson.  The building is currently improved with sufficient enclosed offices, open office and warehouse space to accommodate staff and also provide free parking space for 40 automobiles.       

FINANCIAL IMPACT

The proposed lease is anticipated to commence in December 2002.  The funds needed in the FY03 budget are estimated at $44,493 to cover the seven months of monthly payments extending from December 1, 2002 to June 30, 2003. The funds will be provided by the efficiency savings in the Professional and Technical Services Account, Project 100033, Task No. 11.1.01.1.01 in Cost Center 3010.  Rental payments 

for subsequent years will be budgeted in Cost Center 0651, Non Departmental Leases and Rentals.  Since this is a multi-year lease agreement, the Cost Center Manager and the Executive Officer of Administration will be accountable for budgeting the cost in future years, including any options exercised.  

The rental rates negotiated for the office space are at a graduated rate ranging from $1.55/square foot during the first year, which increases to $1.75/ square foot for the fifth year of the term.  A reduced rental rate for the storage area was negotiated that ranges from $1.00 per square foot during the first year to $1.10 per square foot for the fourth and fifth year.  The lease also provides the option to extend the 5-year term for two, one (1) year periods if desired, for a total not to exceed 7 years.  The rental rates for the office space will increase by $.05/sq.ft. on the anniversary of the lease commencement date for each year of the lease including the Option years.  For the storage space, the rate increases by $.05/sq.ft. after the 3rd year of the lease.  The total rental payments for the 5-year initial term is approximately $807,631, plus a pro-rata share of any increases in the buildings’ operating expenses and taxes above the base year of 2003.  

The lease agreement provides an allowance of $15,000 for tenant improvements (TI) to the office site covering the cost of the installation of any additional wiring, cables, specific ITS fixtures and equipment at no “out of pocket” cost to MTA.   MTA will be responsible for providing office furniture at an estimated cost of $39,500.  Funds for the purchase of office furniture will be allocated from efficiencies within the FY03 Transit Operations budget.

Comparable Rental Rates

Staff reviewed a market rental survey of Class B office buildings in the 190th Street Corridor vicinity of the South Bay area.  The survey, which covered a one-year period from July 2001 to July 2002, revealed that rental rates ranged from $1.30 to $2.05 per square foot, per month, full service gross.  The average effective rental rate was determined to be $1.76 per square foot.  By comparison, the effective rental rate for the subject property, over the projected 5-year term of the lease, is $1.37 per square foot, per month full service gross.  This rate is approximately 22% below the average market rental rate. 

ALTERNATIVES CONSIDERED
One of the goals for creating Service Sectors is to be part of the community that is served by MTA’s bus operations.  The alternatives considered to leasing space in the Sector area included the following:

House the Service Sector office in the Gateway Building.  This alternative was considered and it was determined that the Headquarters location would not meet the goal of providing an administrative presence in the community the Sector would serve.

Lease a vacant property near one of the Divisions in the Service Sector.  A vacant lot directly across the street from Division 18 in the City of Carson was considered.  This idea was not pursued when it was learned that the lot would be available for only two years.  In addition, it was determined that the installation of temporary field trailers with the required ITS equipment on any leased, vacant lot would cost in excess of $500,000 and therefore would not be cost effective.

Purchase a property and build a new structure.  This alternative also was considered to be too costly and would delay the Sector in becoming operational within the community it would serve.

Select another vacant office building in the Service Sector Area.  The subject site was selected after inspecting and/or researching several office and industrial buildings and vacant lots located in the South Bay cities of Inglewood, Lennox, Hawthorne, Gardena, Carson, Torrance and a section of the City of Los Angeles.  The selected site was chosen because of its central, South Bay location; its layout, size, condition (near move-in condition) and space for expansion; its freeway accessibility; its close proximity to Division 18; its nearness to community centers and churches with sizable parking lots that may be utilized for larger community outreach meetings and its reasonable rental rate.

 ATTACHMENTS   
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