


HOW TO BEGIN: 
INTERNAL ASSESSMENT
Internal factors are among the most crit-
ical components of decisions faced.
While CEOs typically have the authority
to evaluate the space situation, before
dollars are committed, it is usually the
organization’s board of directors that has
final approval on office space issues.

Consensus to move forward must be
achieved within the board on a number
of issues. This includes identifying and
discussing budget and capital require-
ments, establishing location parameters,
addressing changes in staffing and the
workplace and so on. Following are some
key issues to address internally:
• What is the organization’s vision for

its office today, two years and five
years from now?

• What are the growth drivers and how
will they impact space needs?

• How well does the current facility
meet the organization’s standards and
future objectives? 

Timing: Market Dynamics & Size
Office space is subject to the basic eco-
nomics of supply and demand. Every

submarket in every metropolitan area has
its own market dynamics that impact
tenants and landlords. In tight markets,
landlords are able to demand more and
offer fewer concessions. In softer mar-
kets, tenants have a more favorable and
desirable position when planning real
estate solutions. The opportunity to
make a commitment might not be avail-
able in tighter markets. Landlords tend
to be more selective when an early com-
mitment may result in lost rental oppor-
tunity, especially if another tenant is
willing to lease the space and pay rent
sooner. The size of the space needed will
also drive when an organization should
begin its real estate process.  

Renewals
Options to renew protect the tenant’s
ability to remain in existing space for an
additional time period. The renewal
option is based on certain terms and
conditions with rent and concessions
typically based on market factors. An
option to renew offers protection from a
landlord trying to accommodate larger
growing tenants that might be interested
in the organization’s space.  
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One of the biggest expenses an association faces each year is
its occupancy costs. This cost is typically the largest expense
after salaries and benefits and is the most difficult to reduce.
Ranging from one to twenty years, commercial office space
leases are long-term commitments that can restrict an organi-
zation’s flexibility.
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The option must be exercised by the
date specified in the lease. In the event
the option notice date is missed, even by
one day, the landlord has the right to
lease the space to another tenant.  

Even under more favorable tenant
market conditions, capital costs to relo-
cate to a new location may sometimes
negate the favorable economic terms
available in other properties. A prelimi-
nary budget that evaluates the impact of
all these variables is essential.

ENGAGING AN ADVISOR
The first advisor generally hired is a real
estate broker that specializes in exclu-
sively representing office space users —
a tenant representative. Today’s real
estate broker must bring insights into
the market, negotiation skills, financial
savvy and be able to serve as your orga-
nization’s advocate. The broker engaged
must be able to guide the organization
through the pitfalls of the process and
understand the quantitative and qualita-
tive factors that impact decisions. A bro-
ker must understand the impact each
lease issue has on both the client and
the landlord.  

The following should be considered
when engaging a real estate broker:  
• The individual should specialize solely

in representing tenants and not repre-
sent any building owners/landlords.  

• The broker should demonstrate knowl-
edge and insights about the local
office space market and have a track
record representing nonprofits and
other users of similar-sized space.  

• The professional should demonstrate
an understanding of how nonprofits
operate and the decision making
process used.  

• The broker should be reputable and
subscribe to a professional code of
ethics. Having a professional designa-
tion such as SIOR (Society of Indus-
trial and Office Realtors) or CCIM
(Certified Commercial Investment
Member) provides assurance of a bro-
ker’s professionalism, experience and
ethical behavior.
Many times, the broker’s fee is an

area of concern. In almost all situations,
the broker will be engaged by the tenant
and paid a commission by the landlord.
The local market and the fee schedule of
the broker or landlord will determine the
amount of the commission payable in

the transaction. Whatever the commis-
sion rate or amount, a tenant is entitled
to know, and the broker should disclose
the amount of, the commission expected
to be paid by the landlord to the broker.
Commissions are a landlord’s cost of the
transaction and should not impact the
economics proposed.  

The broker’s role expands beyond
negotiating the rental issues. He or she
should also work closely with the organi-
zation’s attorney to make sure that the
non-economic business issues in the
lease document are favorable and in the
tenant’s best interest.

EXECUTION
One of the broker’s roles will be to serve
as the coordinator of the project team.
Working with the organization’s desig-
nated team, the broker will assist in inter-
viewing and engaging architects/space
planners and other consultants necessary
to complete the project. The architect/
space planner is usually the next mem-
ber of the project team added and should
be hired early in the process. The architect/
space planner tends to play a greater role
in large and medium sized offices; eval-
uating an organization’s current and future
space needs, how furniture and systems
are used and recommending the type of
space and floor plates that work best.  

From the onset, everyone involved
must understand the space needs. Typi-
cally the first work product produced is
the space program, which provides the
organization with an understanding of its
current and future space needs. The
process of creating the space program
requires the organization to think about
how it uses space and how it can be
more efficient in its use. This document
is used to identify building alternatives.
Additionally, the program assists in
determining the amount of space
required, expansion space that might be
required, configuration of the ideal
space and the type of space needed.  

After finalizing the space program,
the organization will have all the compo-
nents necessary to begin an evaluation
of its office space needs. There are typi-
cally three directions the process will
take. An organization will:
1. Renew (and perhaps expand) its lease,
2. Relocate to other space in the exist-

ing building, or
3. Relocate to a different building.  

The broker will need to create a strat-
egy that includes evaluating each of
these scenarios. An important task the
broker should complete as part of this
strategic review includes an assessment
of the tenant’s existing lease document.
It is important to understand many of
the critical lease issues including:
• Lease Expiration Date
• Renewal Option Notice and Effective

Dates
• Termination Option Notice and Effec-

tive Dates
• Expansion Options and Rights Notice

and Effective Dates
• Sublease and Assignment Rights

Many office markets throughout the
United States are soft enough where the
broker will be negotiating from a position
of strength. The tenant’s broker will use
outside alternatives to sway the negotia-
tion with the current landlord. Likewise if
a decision is to relocate to a new building,
using a renewal or other alternative build-
ings are effective in influencing the outcome.

Next, look at the market. The broker
should develop a survey of alternatives
for the tenant to consider. From this list
the organization and broker will deter-
mine which properties will be considered
for future evaluation and negotiation.
Once the process is refined further, and
a short list of alternatives is selected,
proposals will be solicited from these
landlords and perhaps from the existing
landlord in the form of a request for pro-
posal (RFP). An RFP created by the bro-
ker sets up the framework for future
negotiations with landlords and includes
each of the business issues that eventu-
ally will be included in the lease docu-
ment. These issues will include important
economic considerations such as square
footage, rent, rental concessions, tenant
improvements and other allowances,
lease terms and operating expense issues.
Additionally, non-economic considerations,
including renewal, expansion, termina-
tion, sublease/assignment, construction
issues, environmental and ADA will be
addressed as part of the RFP.

In conjunction with the broker’s RFP
process, the architect/space planner will
develop space plans and create test fits
that assist the broker in the evaluation
of which alternatives work best for the
organization. After refinement of these
plans preliminary budgeting and finan-
cial modeling will be completed.

             



OTHER FACTORS
The building with the lowest per square
foot rental rate is not always the least
expensive alternative. Rent is a calcula-
tion of the number of square feet leased
multiplied by the rental rate per square
foot. There are many issues that impact
the square footage leased. The footprint
of a building’s floorplate will cause it to
be either less or more efficient than
another building. Core to window depth,
column spacing, and core location and
size all impact the efficiency of a space.  

Other factors that might influence the
financial consideration will include free
rent, landlord provided tenant improve-
ment allowances versus tenant contribu-
tion to the construction and other
project costs. In the event that a net
present value model is used for evalua-
tion, front-end loaded concessions such
as free rent or cash payments will be
beneficial to that building in the analy-
sis. Out-of-pocket tenant costs at the
beginning of the lease term for tenant

construction, moving or other project
costs will have the opposite effect. Cash
out-of-pocket by the tenant must be
examined and considered at this point.

Qualitative factors also need to be
considered: Disruption and business inter-
ruption associated with relocation or even
a major remodeling of the existing space.
The impact on commuting patterns of
employees. Changing the culture of the
organization may be a desired result of a
leasing decision; sometimes it is a major
relocation driver. Amenities of a building
or area may need to be factored into the
review as well. All elements must be
weighted before a decision is made.

FINAL DECISION
A letter of intent (LOI) is typically the
next step before creating and negotiating
a lease document. It is important this
step is not overlooked in haste to com-
plete the transaction. Both the tenant
and the landlord should execute the LOI.
This document includes all economic

and non-economic business issues
addressed in the proposal process. It
memorializes them so the landlord’s
attorney may create a lease document
that accurately reflects the agreed upon
business terms. The goal is to crystallize
the agreements reached so there are
fewer issues to address or interpret in
the lease document.

The landlord’s attorney will then draft
a document and circulate it to the ten-
ant for all to review. The broker’s role is
not to offer legal advice, but to reflect
on the business concepts in relationship
to the LOI and market practices that are
contained in the lease document. The
broker will interact with the tenant’s
attorney, together providing comments
back to the landlord until the lease doc-
ument is acceptable and is executed by
both parties.

It is important to note that this
process does not end with lease execu-
tion. In a scenario where the organization
will be relocating, taking additional space
or remodeling its space, the architectural
and construction phase begins at this
point. And, this phase may take anywhere
for 30 to 180 days depending on the
complexity involved. Once the construc-
tion is completed, The the final step
before occupancy is the punchlist and
walk-through of the space. The objective
is to verify the space is built to specifi-
cations, all electrical is properly con-
nected, and all systems are functioning.  

Finally, it is important to have some-
one in the organization continue to mon-
itor the lease because it is a living
document representing the obligations
and rights your organization has for a
certain period of time. Critical dates
must be observed to protect your organi-
zation’s right to take additional space,
contract, terminate or renew. Landlord’s
bills should be compared to the land-
lord’s right to collect such sums. If nec-
essary, the landlord’s books and records
should be audited annually to make sure
the landlord has the right to charge for
services provided and funds expended.

The office leasing process has a num-
ber of pitfalls and traps. Ultimately,
planning ahead will result in significant
savings in time and money to the not-
for-nonprofit organization. 

Gregg F. Witt, SIOR may be reached at

Gregg.Witt@cbre.com.
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Many office markets
throughout the United
States are soft enough
where the broker will
be negotiating from 
a position of strength.
The tenant’s broker
will use outside alterna-
tives to sway the nego-
tiation with the current
landlord.

          




