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SUBJECT: ONE SANYA FE JOINT DEVELOPMENT PROJECT
ACTION:

AUTHORIZE EXECUTION OF GROUND LEASE AMENDMENTS AND
COMMERCIAL SUBLEASE

RECOMMENDATION
A. Authorize the Chief Executive Officer to amend the existing ground lease with
One Santa Fe, LLC (the "Lessee") by executing three new ground leases to
facilitate project development financing through the U.S. Department of Housing
and Urban Development ("HUD") on the terms and conditions set forth herein;
B. Authorize the Chief Executive Officer to execute a Letter of Intent and a
commercial sublease for 35,000 square feet of officelretail space with the
Lessee to support future Metro operations training facilities and provide related
general office and administrative uses on the terms and conditions set forth
herein, and thereby otherwise facilitate project development financing through
the City of Los Angeles; and

C. Authorize the Chief Executive Officer to execute any ancillary documents and
take such other actions as are necessary to otherwise carry out execution of the
ground lease amendments and commercial sublease as described herein.

In furtherance of the Board's authorization for joint development of a mixed-use
apartment and officelretail complex adjacent to Metro's Santa Fe Yards maintenance
complex, Metro entered into a ground lease with the Lessee in 2008. The ensuing
national collapse of credit markets has, however, since required the Lessee to rework
the development program and financing arrangements for the project. The proposed
ground lease revisions and commercial sublease will allow the Lessee to complete
project financing arrangements and proceed with construction, while also providing
officelretail space for future Metro operations training and related office and
administrative uses at highly attractive cost by crediting Metro's space rental against
Lessee's ground lease payments Although construction has not yet commenced, Metro

has already collected over $1 million in "holding rent" and ground rent proceeds to date
and will continue to collect approximately $525,000 annually through the approximately
3 year construction period for the facilities.
DISCUSSION
In December 2005, the Board authorized the Chief Executive Officer to enter into a
Joint Development Agreement and Ground Lease for development of approximately
4.03 acres of Metro-owned property immediately adjacent to the Metro Red Line Santa
Fe Yards maintenance complex, located along Santa Fe Avenue between 1" Street
and 4th Street in the City of Los Angeies. The ground lease for the project was
executed in October 2008.
Since that time, and due principally to the ensuing national credit market crisis, the
Lessee has pursued a wide range of project financing alternatives. Despite a difficult
lending environment, the Lessee has been able to adjust the development program for
the project and has secured a HUD-backed loan as well as arranged further financing
through the Los Angeles Housing Department and the Community Redevelopment
Agency, and the use of New Market Tax Credits and Low Income Housing Tax Credits.
The development terms and conditions originally presented to the Board for One Santa
Fe included a mixture of market-rate apartment housing, neighborhood-serving retail
and commercial space, together with parking to replace the Metro spaces now
occupying a portion of the project site. The project is now configured to include 438
apartment units, 20 percent of which will provide affordable housing, 79,000 square feet
of officelretail space, and Metro's replacement parking.
Due to the varying requirements of the financing for each of the elements of the project,
the former single ground lease has been separated into three ground leases - one for
each of the: a) market rate residential; b) affordable residential; and c) commercial
elements of the project. The aggregate ground rent for the three new ground leases,
although assigned separately in accordance with the square footage of each of the
three elements, is the same as the ground rent under the original lease (approximately
$525,000 annually).
Ground Lease Amendment - Comparative Terms and Conditions
The three new ground leases to be executed are based on virtually the same terms and
conditions as the former original ground lease except as follows:
There is an added provision for a reciprocal easement to allow access and usage
rights between the three elementslparcels.
The term of the three new leases have been extended from the original lease's 55
year term to 81 years (ground lease rent raises on a set schedule and is to be
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renegotiated to market after year 51) in order to meet the HUD lending requirements
for affordable housing.
There have been minor modifications to relocation provisions to meet HUD-specific
requirements.
The ground rent remains the same in total amount but has been apportioned among
the three ground leases according to the approximate amount of building area.
Ground rent on the market rate residential and affordable residential elements now
contains rate escalation on a set schedule rather than allowed to float between limits
tied to the Consumer Price Index (commercial element escalation remains tied to CPI
as in the original lease).
An Estoppel Certificate will be provided to HUD to assure the following in the event
HUD becomes our tenant due to foreclosure of its loan:
(i) If HUD and Metro cannot agree on fair market rent on the 51st anniversary of
the commencement date, then rather than go to arbitration to set the rental
amount, either party can terminate the lease.
(ii) HUD cannot provide indemnity obligations as that would violate federal laws.
If HUD were to become the Tenant, to the extent Tenant would have
been obligated to indemnify MTA under the leases, we will modify those leases
to provide that MTA will be able to proceed against the insurance policy, which
HUD, as the successor in interest to the Tenant, would be obligated under the
terms of the leases to maintain, to cover such claims.
(iii) HUD cannot agree to mediation or arbitration as those proceedings are
subject to California law and as a federal agency HUD cannot agree in advance
to be subject to state laws relating to dispute resolution. All dispute resolution
options are, therefore, open to both parties and may be resolved by agreed upon
mediation or arbitration or, lacking agreement, litigation.
Metro Commercial Sublease
Metro's commercial sublease will provide new facilities for Metro operations training and
related general office and administrative uses that are currently dispersed in several
locations and are otherwise in need of significant improvement to assure adequate
future support for these functions. The rent due the Lessee from Metro will be defrayed
by the ground lease payments owed Metro by the Lessee.
As the Lessee has obtained additional project financing support from the City of Los
Angeles on the condition that progress be made on leasing a portion of the officelretaii
space, the Letter of Intent for the commercial sublease will meet the City of Los
Angeles' condition and provide additional financial support for the project.
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The Letter of Intent and commercial sublease is to be executed according to the
following terms and conditions:
35,000 square feet of retaillcommercial space to be leased at One Santa Fe in
Building A, situated along Santa Fe Avenue immediately adjacent to Metro's
Location 61 Maintenance of Way building, to support future Metro operations training
facilities and provide related general office and administrative uses.
Seven year initial term with three sequential options to extend an additional five years
each; construction at One Santa Fe must commence by January 2012 and term must
commence by October 2014.
Delivery of "warm shellJ1
space included (physical features of space such as fully
complete exterior, paint-ready walls, smooth floors, plumbing, etc.).
Rental rate to be $2.24 per square foot on a triple net basis with increases of 15%
after the first 7 years (on exercise of the first option) and 12% every 5 years
thereafter. Metro to receive a $35.00 per square foot tenant improvement allowance.
Metro to pay its pro-rata share of common area maintenance expense with a cap of
$4 per square foot during the initial term. There will be no rent or CAM charges due
for the first eight months of the initial term.
Related Background
The project site is located within a ten minute walk of the Metro Gold Line Little
TokyoIArts District Station. The project is also immediately adjacent to the site of the
potential turn-back facility likely to be needed to extend Metro RedIPurple Line service
from Union Station, which was described to the Board in February 201 1. Conceptual
renderings and a site plan for the project are set forth in Attachments A and B,
respectively.
The Metro Red Line Santa Fe Yards maintenance complex (Division 20) comprises
approximately fifty acres of Metro Red Line train storage and maintenance-of-way
facilities. Earlier this year, the Southern California Institute of Architecture ("SCI-Arc"),
located just across the street, purchased the old Santa Fe railroad freight warehouse
that has been its leased home for the past ten years.
FINANCIAL IMPACT
The proposed terms and conditions of the Ground Lease are not anticipated to have
any significant impact on the 201 1-2012 budget. Funding for the commercial lease will
be included in the 2013-2014 budget cycle.
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and there are no known alternatives for project financing. Modification is not
recommended because the proposed terms and conditions have been negotiated by
staff and counsel in a manner that complies with HUD lending policies (insofar as
otherwise compatible with Metro policies).

NEXT STEPS
Board authorization will allow for the completion and execution of the ground lease
amendments, commercial sublease and related documents in July 201 1, followed
immediately by arrangements for closing the HUD loan. The Lessee expects to begin
construction later this year.

ATTACHMENTS
A.
B.

Conceptual Renderings
Site Plan

Prepared by:

Alexander E. Kalamaros, Transportation Planning Manager
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Attachment A
Conceptual Renderings
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Attachment B
Site Plan
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