
BOARD OF DIRECTORS MEETING

MAY 22, 2003

SUBJECT:
WILSHIRE/VERMONT METRO RED LINE STATION JOINT DEVELOPMENT

ACTION:
AUTHORIZE THE EXECUTION OF A GROUND LEASE WITH WILSHIRE VERMONT DEVELOPMENT LLC 

RECOMMENDATION
Authorize the Chief Executive Officer to enter into a Ground Lease with Wilshire Vermont Development LLC (WV Development) covering 3.24 acres of MTA-owned property at the Wilshire/Vermont Metro Red Line Station site for development of a mixed-use, apartment/retail complex, having key terms and conditions as set forth on Attachment A.

ISSUE

In June 2002, the Board approved a six-month Exclusive Negotiation Agreement (ENA) with WV Development’s parent, Urban Partners, for development of the Wilshire/Vermont Metro Red Line Station site.  Last month, the Board approved a two-month extension of the ENA.  Staff has now reached agreement with WV Development on the development of a portion of the 5.83-acre block bounded by Wilshire Boulevard, Vermont Avenue, Sixth Street and Shatto Place, which block forms a portion of the 6.85-acre station site.  Execution of the Ground Lease will allow joint development of the southwesterly 3.24-acre portion of the block fronting on Wilshire Boulevard and Vermont Avenue.  WV Development’s proposed development consists of approximately 448 apartment units over approximately 35,000 square feet of ground floor retail centered on a public plaza connecting the subway portal to Wilshire Boulevard, Vermont Avenue and Shatto Place.  The proposed development is depicted on Attachment B.

WV Development needs Board authorization to execute the Ground Lease this month to maintain their ability to obtain certain tax exempt financing for their project in a timely manner.  Though the project is not dependent on such financing, it will make the project viable and will require that 20% of the proposed apartment units be set aside for low-income tenants.  A privately financed project would not include any affordable units.  

Staff continues to work with LAUSD on the terms of a purchase and sale agreement covering LAUSD’s acquisition of the remaining 2.59-acre portion of the block and the construction of an 800-student middle school thereon.  Negotiations should be completed soon, and staff hopes to bring this matter to the Board in June.  

POLICY IMPLICATIONS

The recommended action is consistent with MTA’s Joint Development Policy to:

1. Promote and enhance transit ridership.

2. Enhance and protect the transportation corridor and its environs.

3. Enhance the land use and economic development goals of surrounding communities and conform to local and regional development plans.

4. Generate value to the MTA based on fair market return on the public investment.

OPTIONS

The Board could choose not to authorize execution of the Ground Lease, and wait until negotiations with LAUSD and development of a comprehensive plan for the entire 5.83-acre block are completed.  Typically, staff would have proceeded in this manner, but is requesting accelerated approval of the Ground Lease to accommodate the developer’s desire to obtain favorable tax-exempt financing for the apartment/retail project.  Granting authorization to execute the Ground Lease at this time will not negatively impact staff’s negotiations with LAUSD, nor will it preclude other development on the 2.59-acre school site, if an agreement with LAUSD cannot be reached.  

FINANCIAL IMPACT

The recommended actions will have no impact on the FY ’03 budget.  In future years, the Ground Lease will generate revenue as detailed on Attachment A.

DISCUSSION
The Wilshire/Vermont Metro Red Line Station site is comprised of two, non-contiguous parcels totaling 6.85 acres.  The main parcel is a full, 5.83-acre block, bounded by Wilshire Boulevard, Vermont Avenue, Sixth Street and Shatto Place.  The secondary parcel is located on the northeast corner of Wilshire Boulevard and Shatto Place and totals 1.02 acres in size.  The main parcel contains the existing subway portal, a ten-bay bus plaza with pedestrian interface, a kiss and ride area, and a large pedestrian plaza connecting these elements with one another and the surrounding streets.  This parcel also contains a three-story, 45,138 square foot office building fronting on Sixth Street at Shatto Place.  This building is currently leased to the County of Los Angeles.  The secondary parcel contains a large emergency power generator for the subway station.  The station box underlies both parcels cutting them diagonally from northwest to southeast.

WV Development is a single-purpose, Delaware limited liability company formed by Urban Partners specifically for this development.  Urban Partners is a California limited liability company headquartered in Los Angeles with experience in transit-oriented development.  The principals of WV Development are the principals of Urban Partners (Paul Keller, Dan Rosenfeld and the estate of Ira Yellin) and Nick Patsaouras.  

Shortly after execution of the ENA, WV Development and LAUSD requested that they each be allowed to contract separately with the MTA.  LAUSD was concerned that issues specific to the apartment/retail development would delay or derail the development of their school.  WV Development had similar concerns about negative impacts to the apartment/retail development resulting from LAUSD’s lengthy property acquisition and funding approval processes.  At the same time, it became clear that the apartment/retail development and the school development did not need to be physically integrated.  As such, staff consented to each party’s request and has pursued separate development arrangements with each.

Construction of the apartment/retail project is expected to last 3 years.  It will require demolition and excavation of the existing, main public plaza fronting on the subway portal.  During this time, access to the subway portal will be limited to the public plaza leading from Shatto Place.  Such limited access is expected to last 19 months.  Thereafter, access to the Wilshire/Vermont corner will be reopened, but is scheduled to be limited and protected during the first 9 months, while construction continues. Ticket vending machines, map cases and public telephones currently located in the existing public plaza will be relocated to accommodate the new path of travel.

Development of the 5.83-acre block will require the elimination of the existing kiss and ride facility, and the relocation of the existing bus plaza to the 1.02-acre secondary parcel located on the northeast corner of Wilshire and Shatto.  This parcel was originally part of the property to be leased to WV Development, but, due to its single-purpose use as an MTA bus facility, it will be retained by the MTA.  The relocated bus plaza was originally planned to be a combination passenger loading/unloading area and layover facility.  The passenger interface necessitated that safe pedestrian access be provided across Shatto Place between the relocated bus plaza and the subway portal.  After further review, Bus Operation’s elected to eliminate the passenger interface from the relocated plaza to accommodate the greater need for layover capacity.  This change obviated the need to provide safe access across Shatto.  In the unlikely event that MTA is unable to reach agreement for the development of the 2.59-acre school site, WV Development has agreed to reconfigure the existing bus plaza, which currently stretches between Vermont and Shatto, to accommodate their proposed apartment/retail development.  The reconfigured plaza would run between Sixth and Shatto and would exist only until such time as an agreement for the development of the 2.59-acre school site is reached.

The proposed Ground Lease will be the MTA’s sole agreement with WV Development, and will include provisions that would typically be found in a joint development agreement and a reciprocal easement and operating agreement.  The single agreement will be created at the request of the developer to accommodate certain requirements of its desired tax exempt financing.

 NEXT STEPS
Upon approval of the recommended actions, the Chief Executive Officer will execute the Ground Lease.  Staff will continue to negotiate with LAUSD on the terms of their acquisition of the remainder of the 2.59-acre school site.

ATTACHMENTS
Attachment A
-
Summary of Key Ground Lease Terms and Conditions

Attachment B
-
Conceptual Site Plan, Building Elevations, Renderings and Floor Plans for the Proposed Apartment/Retail Development

Prepared by:

Greg S. Angelo, Manager of New Business Development

_____________________________ 

JAMES L. de la LOZA

Executive Officer

Countywide Planning and Development

_____________________________ 

ROGER SNOBLE

Chief Executive Officer

	Parties:
	
	MTA, as Landlord (“MTA”), and Wilshire Vermont Development LLC, as Tenant (“WV Development”).



	The Ground Lease:
	
	The agreement covering the use of the Premises by WV Development shall be an unsubordinated ground lease agreement (the “Ground Lease”).



	Premises:
	
	The premises to be leased (the “Premises”) shall be the southwesterly 3.24-acre portion of that total 5.83-acre block owned by MTA, bounded by Wilshire Blvd. on the south, Vermont Ave. on the west, 6th Street on the north, and Shatto Place on the east.  



	Proposed Improvements:
	
	Approximately 448 apartment units, 35,000 s.f. ground floor commercial space, and 3 levels of subterranean parking serving the apartments and the commercial space (collectively, the “Apartment/Retail Improvements”), as well as a public plaza of approximately 28,820 s.f., and assorted other public transit improvements (collectively, with the Apartment/Retail Improvements, the “Development Improvements”).



	Term:
	
	55-year initial term, with four (4) successive 11-year options to extend (the “Option Periods”) at WV Development’s option (collectively, the “Term”).



	Lease Commencement:
	
	The Lease shall commence upon mutual execution of the Ground Lease (“Lease Commencement”), which is expected to occur on or before July 1, 2003. 


	Pre-Construction Period:
	
	The “Pre-Construction Period” shall start upon Lease Commencement and end upon commencement of the Apartment/Retail Construction Period, as defined below.  The Pre-Construction Period is expected to last 16 months and will include the time necessary to construct certain public transit improvements that are essential to closing pedestrian access to the subway from the corner of Wilshire and Vermont and rerouting such access from Shatto Place during the bulk of the 3-year estimated construction period.  




	Pre-Construction Rent:
	
	WV Development shall make a non-refundable option payment to MTA of $133,000 to cover their use of the Premises during the Pre-Construction Period.  This amount shall be paid in two payments: (a) $75,000 upon Lease Commencement, and (b) the balance on January 1, 2004.  In the event the Apartment/Retail Construction Period starts before November 1, 2004, MTA shall apply the unused portion of Pre-Construction Rent to WV Development’s Construction Rent obligation on a prorated basis.


	Apartment/Retail Construction Period:
	
	The “Apartment/Retail Construction Period” shall start upon the earlier to occur of:

(a)  commencement of construction of the Apartment/Retail Improvements,  

(b) November 1, 2004;

And shall terminate upon the earlier to occur of:

(a) WV Development’s receipt of the final Certificate of Occupancy for the Apartment/Retail Improvements, or 

(b) WV Development’s receipt of rental income from the Apartment/Retail Improvements, or

(c) 30 months after commencement of Apartment/Retail Construction Period.



	Construction Rent:
	
	The “Construction Rent” shall be paid by WV Development to MTA as follows:  $14,000 per month during the first 12 months of the Apartment/Retail Construction Period, $19,000 per month for months 13-24 of the Apartment/Retail Construction Period, and $27,750 per month for the balance of the Apartment/Retail Construction Period.  The Construction Rent averages 50% of the Base Rent, as defined below, over the maximum 30 month Apartment/Retail Construction Period.   



	Base Rent:
	
	“Base Rent” in the amount of $450,000 per year ($37,500 per month) shall be paid by WV Development to MTA, starting upon expiration of the Apartment/Retail Construction Period.   




	CPI Increases:
	
	Base Rent shall be increased by an amount equivalent to the cumulative increase in the Consumer Price Index (“CPI”) on the 5th anniversary of Lease Commencement and every 5 years thereafter, subject to the following limitations:

Rent Increase in Lease Year:      5              10, 15         20 – end
Maximum Increase:                   10%            15%             20%

Minimum Increase:                      5%            7.5%            10%



	Market Adjustments:
	
	Base Rent shall be adjusted at each Market Adjustment Date (as defined below) to the greater of (a) 9.00% of the then-current market land value, to be determined by an appraisal of the property as improved with the Development Improvements, or (b) the Base Rent in place immediately prior to such Market Adjustment Date.     

“Market Adjustment Dates” shall occur on the 35th anniversary of Lease Commencement and the commencement of each Option Period (i.e. at the end of Lease Years 55, 66, 77 and 88).



	Right of First Offer:
	
	If MTA elects to offer the property underlying the Premises for sale at any time during the Term, WV Development shall have an ongoing first right to make a purchase offer.  If WV Development’s offer is not accepted, MTA shall have the right to sell its interest in the Premises to a 3rd party, so long as the sales price is equal to or greater than 98% of that proposed in WV Development’s offer.  



	MTA Right to Terminate:
	
	MTA shall have the right to terminate the Ground Lease prior to completion of construction in the event that any of the follow occurs:

(a) construction of the Development Improvements has not commenced within 15 months of Lease Commencement;

(b) construction of the Apartment/Retail Improvements has not commenced within 21.5 months of Lease Commencement; or

Substantial completion of the Apartment/Retail Improvements has not occurred within 51 months of Lease Commencement. 


Attachment B

Conceptual Site Plan, Building Elevations, Renderings and Floor Plans for the Proposed Apartment/Retail Development

[TO BE ATTACHED]

