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                 JULY 18, 2002

SUBJECT:
EXTENSION OF LEASE AGREEMENT

ACTION:  
APPROVE EXTENSION OF LEASE AGREEMENT WITH DOWNTOWN PROPERTIES, LLC FOR SPACE AT 818 W. 7TH STREET

RECOMMENDATION

Authorize the execution an option to extend the term of the existing lease with Downtown Properties, LLC for a two (2) year term, effective March 1, 2003, for the lease 24,074 square feet of rental of space in the 818 West 7th Street Building for a total base rental payment of $751,109. All other terms of the existing lease agreement will remain the same.
RATIONALE

MTA entered into a five (5) year lease for 32,701 square feet of space in the 818 Building on March 1, 1998.  The initial term will expire on February 28, 2003.  The lease provides four 2-year options to extend the term as long as the option was exercised at least six (6) months in advance of the termination date.  Therefore, notice must be given to exercise the first option no later than August 31, 2002.   The current lease space is located on the 5th Floor (24,074 square feet) and the 7th Floor (8,627 square feet) of the building. There is a continuing need to retain space on the 5th Floor to house the Office of the Inspector General (OIG).    The space on the seventh floor that is currently occupied by the Engineering Management Corporation (EMC) will not be required for the next 2-year period.  The EMC is expected to occupy the space until February 2003 so that ongoing closeout audits that are being conducted by the Management Audit staff can be completed.

FINANCIAL IMPACT

The Options to Extend contemplated that all of the leased space would be renewed under the option period.  Since there is no longer a requirement for the 7th Floor space, the renewal option is for the 5th Floor space only.  Agreement was reached with the owner to extend the term for 2 years at a monthly rental rate of $31,296 ($1.30. x 24,074 sq. ft). The lease extension also provides that the landlord will provide a tenant improvement allowance of $3.00 per useable square foot.   The original lease agreement provided that the base rent for all four of the two-year options to extend would be at the same monthly rent of $1.30 per square foot.  The FY03 budget includes funds in Cost Center 0651, Project No. 100002, Task No. 01 to cover the estimated rental payments   Since this is a multi-year contract, the Cost Center 

Manager and Executive Officer will be accountable for budgeting the rental payments for the remaining lease term, including any options exercised.

Comparable Rental Rates

The rental rate for the lease extension is very reasonable and is below other asking rental rates for similar buildings. The lease rate under the current lease is $1.14/sq.ft. or $13.68/sq.ft/yr. The lease rate for the two-year extension is $1.30/sq.ft. or $15.60/sq.ft. /yr. After considering the free month’s rent and the $65,490 tenant improvement allowance, the net effective rent for the first two-year lease extension is reduced to $1.14 per square foot. 

Asking rental rates in comparable office buildings such as 611 W. 6th St., 707 Wilshire Blvd., and 911 Wilshire Blvd. range from $1.50/sq.ft/month to $2.00/sq.ft/month. The rental rate for the two-year lease extension at 818 West 7th Street is 13% less than the least expensive comparable office building.

ALTERNATIVES CONSIDERED

Do not extend the term and relocate to another downtown office location. This alternative is not cost effective. The time and resources required to select another downtown office location, negotiate a favorable lease rate, construct tenant improvements and communication facilities and relocate the current staff from the existing space would far exceed the rental payment required to remain in the existing location.

Do not extend the term and relocate all staff to Gateway Building.  The OIG office is already established in the 818 Building and it would not be feasible or desirable to relocate this function into Gateway.  
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