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Item 3 
File 10-0692 

Department:  
Port 

EXECUTIVE SUMMARY 

Legislative Objectives 
• Resolution approving a five-year lease renewal, with one five-year option to extend between 

the Port and the existing tenant, IDEO, LLC (IDEO), for expanded office space at Pier 26 
Annex on the Embarcadero. 

Key Points 
• Without conducting a competitive process, the Port entered into an office space lease with 

IDEO at the Pier 26 Annex in 1995, for five years, from October 1, 1995 through September 
30, 2000. The Port subsequently approved three lease renewals with IDEO, including three 
holdover periods, none of which were competitively bid. The term of the existing lease 
expired on December 31, 2006, and has continued on a month-to-month basis for over 45 
months. Currently, IDEO pays base rent of $31,765 per month for 12,360 square feet of 
office space, or approximately $2.57 per square foot per month. When the lease was awarded 
in 1995, IDEO paid to the Port $0.38 per square foot per month. 

• The Port is proposing to award a sole-source lease renewal to IDEO, without conducting a 
competitive process, for (a) an initial term of five years, (b) an option to extend the term by 
five years, (c) monthly rent of (i) $2.60 per square foot (approximately $0.03, or 1.17 
percent, increase from the existing rental rate of $2.57 per square foot per month) for the 
same 12,360 square feet of existing office space and (ii) $1.15 per square foot for 7,074 
square feet of additional space or a base rent of $40,271 per month in the first year, (d) 
annual 3.0 percent rent increases, and (e) required capital improvements by IDEO, estimated 
to be $900,000.  

Fiscal Impact 
• Under the proposed lease renewal, the monthly base rent would increase by $8,506, or 26.8 

percent, from $31,765 to $40,271 per month in the first year, increasing by three percent in 
each of the subsequent four years. IDEO would pay the Port total rent of $2,518,146 over the 
initial five-year lease renewal agreement (December 1, 2010 through November 30, 2015). 

• The increase in the monthly base rent is primarily due to the increase of 7,074 square feet of 
rental space, or 57.2 percent more office space. The increase in monthly rent for the existing 
offices space is approximately $0.03, or a 1.17 percent increase. 

Policy Considerations 
• The Port Commission routinely finds that it is impractical to competitively bid leases for 

office, warehouse, maritime and open space because of the availability of such space at 
competitive rates near Port property.  

• Pursuant to Section 2.6-1 of the City’s Administrative Code, prior to approving the proposed 
lease, the Board of Supervisors is required to make a determination as to whether or not it 
was impractical to award the proposed IDEO lease through a competitive process. 
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• The proposed new lease includes a holdover provision wherein the Port could allow the 
lessee, IDEO, to continue to lease the premises indefinitely on a month-to-month basis after 
either the (a) initial five-year lease term expires or (b) if the option to extend the lease is 
exercised, after the total ten-year lease term expires. If such events were to occur, the 
monthly base rent could increase by (a) $22,706, or 50 percent, from $45,411 to $68,117 
after the initial five-year lease term expires, or (b) $26,833, or 50 percent from $53,666 to 
$80,499 after ten years. However, if the Port and IDEO continue the lease on a month-to-
month basis due to the Port’s delay, then the monthly rent would not necessarily increase by 
50 percent, but rather by the higher of (a) the monthly rent paid to the Port immediately 
preceding the expiration of the lease or (b) a different rental rate, as approved by the Port 
Commission.  

Recommendations 
• Approval of the proposed resolution is a policy matter for the Board of Supervisors because 

the proposed lease renewal, which was awarded on a sole-source basis, was not subject to a 
competitive process. 

• If the Board of Supervisors approves the proposed resolution, amend the proposed resolution 
to (a) include a finding to be made by the Board of Supervisors that it is impractical to 
competitively bid this lease for office space because of the availability of such space at 
competitive rates near Port property, and (b) require that the Port, at the end of the proposed 
lease, submit a written report to the Board of Supervisors, no later than 90 days after the 
termination of the lease term, as to the Port’s plan for the future status of this lease including 
(i) existing rental rates and revenues, (ii) final amount and amortization of the capital 
improvements, (iii) proposed rental rates and revenues, (iv) length of time the Port 
anticipates the existing lease will continue on a month-to-month basis with the existing 
lessee, without undergoing a new competitive process, and (v) explanation of why the Port 
has delayed executing a lease, which would otherwise be subject to Board of Supervisors 
approval if the proposed new lease would be more than ten years or generates anticipated 
revenues of $1,000,000 or more. 

 
 
 

MANDATE STATEMENT & BACKGROUND 

 
Mandate Statement 

Charter Section 9.118(c) requires that any lease for a period of ten or more years, including 
options to renew, or with anticipated revenues of $1,000,000 or more be subject to approval of 
the Board of Supervisors. 

Section 2.6-1 of the City’s Administrative Code requires that leases of City property submitted to 
the Board of Supervisors for approval, except where the Board of Supervisors finds that the 
bidding procedures are “impractical or impossible”, must have been awarded to the highest 
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responsible bidder in accordance with competitive bidding procedures. The terms impractical 
and impossible are not defined in the Administrative Code. 

The proposed new lease would be awarded, on a sole-source basis, to the existing lessee through 
direct negotiations rather than through a competitive process. 

Holdover Lease Project 

In January of 2008, the Port implemented a Holdover Lease Project, to reduce the number of Port 
leases which had expired and continued on a month-to-month basis under the “holdover” 
provisions of their leases. According to Mr. Brad Benson, Special Projects Manager for the Port: 

 “Since the beginning of the Port’s Holdover Lease Project, forty nine (49) agreements have been 
renewed, entered into or amended with existing Port tenants, which have resulted in an increase 
of $221,497 in monthly revenues.  When tenants chose not to enter a new term lease, Port staff 
increased rents consistent with rental rate charges approved by the Port Commission.  Fifty-eight 
(58) rent increase letters have been sent, which have resulted in an increase of $37,517 in monthly 
revenues.  Finally, thirty-six (36) agreements have been terminated (largely because tenants 
refused new term leases), resulting in a decrease of $9,796 in monthly revenues.1” 

Previous and Existing Leases of Pier 26 Annex 

IDEO, LLC (IDEO), a design consulting firm, began leasing 12,360 square feet of office space at 
the Pier 26 Annex, located at Bryant and Embarcadero, in 1995, with an original lease term of 
five years, from October 1, 1995 through September 30, 2000. According to Mr. Jerry Romani, 
Commercial Property Manager from the Port, IDEO was awarded this lease without a 
competitive bidding process because at the time of the original lease, the Port had a large amount 
of vacant shed space and IDEO proposed to convert the vacant shed space at Pier 26 Annex into 
commercial office space, with IDEO funding the capital investment in the Port’s property, 
thereby increasing both the value of the space and potential future rent rate. According to Mr. 
Romani, IDEO paid the Port market rent for the original five-year lease of $0.38 per square foot 
per month, subject to annual Consumer Price Index (CPI) increases for the shed space during the 
original five year lease, to allow IDEO to amortize its capital improvement costs from converting 
the shed space into commercial office space.  

According to Mr. Romani, a specific amount of capital investment that IDEO would contribute 
to convert the Port’s shed space into office space was not included in the original IDEO lease. 
The Port also did not require IDEO to report the amount of such capital investments. Based on 
statements by IDEO, Mr. Romani advises that IDEO invested an estimated $1,100,000 in the 
existing office space. 

The term of the original Port and IDEO lease, lease renewals and subsequent hold over periods 
are summarized in Table 1 below. 
 

                                                 
1 The Budget and Legislative Analyst notes that based on the Port’s data, the Port’s Holdover Lease Project has 
resulted in $2,990,616 of additional annual revenues, including (a) $2,657,964 from the 49 renewed or amended 
leases, (b) $450,204 from the 58 increased rental leases, offset by (c) $117,552 reduction from 36 terminated leases.  
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Table 1: Summary of IDEO Lease, Renewals and Hold Over Terms 

 
 Term Period Months Years 
Lease January 1, 1996 through December 31, 2000 60 5 
Hold Over January 1, 2001 through January 10, 2001 Less than 1 month Less than .08 
Lease January 11, 2001 through July 10, 2002 18 1.5 
Lease July 11, 2002 through January 11, 2004 18 1.5 
Hold Over January 12, 2004 through January 31, 2004 Less than 1 month Less than .08 
Lease February 1, 2004 through December 31, 2006 35 Approx. 3 
Hold Over January 1, 2007 to November 30, 2010 Approx. 45 3.75 

Total Approx. 180 Approx.  15 
Source: Port 

As shown in Table 1 above, the Port entered into three subsequent leases with IDEO, and held 
over each lease with IDEO on a month-to-month basis, extending for approximately 15 years. 
Although the Port has been renting the same rental space to the same tenant for almost 15 years, 
none of the previous leases required Board of Supervisors approval because the lease terms were 
less than ten years and resulted in revenues of less than $1,000,000.  

In addition to awarding the original lease on a sole-source basis, without undergoing a 
competitive process, Mr. Romani advises that the Port also did not competitively bid the 
subsequent three leases in 2001, 2002 or 2004 with IDEO because the tenant had a positive 
history of rental payments and regulatory compliance. In addition, the Port found that it was 
impractical to competitively bid office space due to the availability of comparable office space 
near Port property. 

As shown in Table 2 below, the existing lease with IDEO has been subject to annual increases 
according to the Consumer Price Index, ranging from 0.0 percent to 5.1 percent. However, the 
Budget and Legislative Analyst notes that there are two periods where the rental rate 
significantly increased or decreased from the previous year’s rental rate.  

Beginning on January 1, 2001, the rental rate increased approximately 902.3 percent from $0.44 
per square foot per month in 2000 to $4.41 per square foot per month in 2001, as shown in Table 
2 below. As previously stated, IDEO’s capital investments in the shed space were amortized 
during the original five-year lease period. Mr. Romani advises that January 1, 2001 represents 
the beginning of a new lease, in which IDEO paid market rental rate for office space. However, 
according to Mr. Romani, immediately after the 2001 period, because of the economic recession, 
IDEO and the Port negotiated a new lease with a rental rate that was approximately 49.4 percent 
less than the previous rental rate of $4.41 in 2001. In addition, Mr. Romani advises that the 
significant drop from an annual adjustment of 3.7 percent in 2008 to 1.6 percent in 2009 was due 
to the economy.  
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Table 2: Summary of IDEO Rental Rates and Annual Rent Revenue for 12,360  square feet of space 

from January 1, 1996 through November 30, 2010 
 

Annual Revenue period 

Approximate 
Rental Rate 
per Square 

Foot 
Actual Annual 

Revenue 

Percent 
Change in 

Approximate 
Rental Rate 

January 1, 1996 through September 30, 1996 $0.38 $  42,271  
October 1, 1996 through September 30, 1997 $0.38 $  56,963 0.0% 
October 1, 1997 through September 30, 1998 $0.39 $  58,824 2.6% 
October 1, 1998 through September 30, 1999 $0.41 $  61,529 5.1% 
October 1, 1999 through September 30, 2000 $0.42 $  63,988 2.4% 
October 1, 2000 through December 31, 2000 $0.44 $  16,272 4.8% 
January 1, 2001 through December 31, 2001 $4.41 $653,520 902.3% 
January 1, 2002 through December 31, 2002 $2.23 $493,740 -49.4% 
January 1, 2003 through December 31, 2003 $2.26 $332,104 1.3% 
January 1, 2004 through December 31, 2004 $2.26 $335,646 0.0% 
January 1, 2005 through December 31, 2005 $2.31 $340,457 2.2% 
January 1, 2006 through December 31, 2006 $2.36 $349,572 2.2% 
January 1, 2007 through December 31, 2007 $2.44 $355,583 3.4% 
January 1, 2008 through December 31, 2008 $2.53 $370,855 3.7% 
January 1, 2009 through December 31, 2009 $2.57 $378,130 1.6% 
January 1, 2010 through November 30, 2010 $2.57 $349,417*  0.0% 
Source: Port 
*This is the projected estimate. 

As shown in Table 2 above, under the terms of the existing lease, from January 1, 2010 through 
November 30, 2010, IDEO currently pays the Port $2.57 per square foot per month, for 12,360 
square feet, or approximately $31,765 monthly or $349,417 for 11 months.   

As shown in Table 1 above, the term of the existing lease expired on December 31, 2006, and 
has been extended on a month-to-month basis since January of 2007, or for over 45 months 
under the holdover provisions in the lease. According to Mr. Romani, IDEO approached the 
Port in November 2008 stating it needed to expand their existing premises to meet the projected 
growth of their business. According to Mr. Romani, IDEO stated that if additional space were 
not provided, IDEO would vacate the Port premises and relocate their business off of Port 
property. Mr. Romani advises that he does not have information for why IDEO remained on 
holdover from January 2007 to November 2008. 

According to Mr. Romani, the Port believed it could offer IDEO adjacent expansion space, 
which is currently occupied by City Building, a private general contracting, construction 
management, and design build firm. However, Mr. Romani advises that it has taken longer than 
expected to negotiate the lease terms for the expansion premises between the Port, the existing 
tenant, City Building, and the proposed tenant, IDEO. According to Mr. Romani, City Building 
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will probably continue to lease reduced space in the Pier 26 Annex and may lease additional 
space in nearby Port property. 

Pursuant to the terms of IDEO’s holdover policy in its existing lease, during a holdover period, 
the Port can charge IDEO a rental rate of 50 percent more than the last rental rate under the 
terms of its lease, which was $2.33 per square foot. However, the holdover policy also states 
that if the Port and the tenant desire to enter into a new lease agreement or extend the existing 
agreement, but have not done so due to the Port’s delay to produce such a document, the 
monthly rent during such a holdover period would be the higher of (a) the base rent payable to 
the Port immediately preceding the expiration of the lease or (b) the current rate for the space 
approved by the Port Commission. Mr. Romani advises that the flexible conditions in the 
holdover policy allow the Port the ability to retain tenants at above market rental rates during 
tough economic times. Mr. Romani advises that IDEO’s rental rates during its current holdover 
period are within the rental rate schedule2 approved by the Port Commission, which are based 
on market rates. 
 

DETAILS OF PROPOSED LEGISLATION 

The proposed resolution would approve a sole-source lease renewal between the Port, as the 
lessor, and IDEO as the lessee, for 12,360 square feet of existing office space, and 7,074 square 
feet of additional space (expansion space) to be renovated into office space, for a total of 19,434 
square feet of space at the Pier 26 Annex. The term of the proposed lease is five years, from a 
projected start date of December 1, 2010 through November 30, 2015, with one five-year option 
to extend the term until November 30, 2020.   

Under the proposed lease renewal, IDEO would be required to pay the Port a monthly base rent 
during the first year of (a) $2.60 per square foot for 12,360 square feet of existing office space, 
which is an increase of $0.03 per square foot per month over the existing rent, or a 1.17 percent 
increase, and (b) $1.15 per square foot for 7,074 square feet of additional space (expansion 
space). As shown in Table 3 below, the proposed lease renewal would increase the monthly base 
rent by $8,506, or 26.8 percent, from $31,765 to $40,271 per month. 

The increase in the monthly base rent is primarily due to the increase of 7,074 square feet of 
rental space, or 57.2 percent more office space, while the increase in the monthly rent for the 
existing offices space is only 1.17 percent. 

According to Mr. Romani, after the proposed initial lease term of five years expires, the tenant 
could (a) exercise the option to extend the lease term for an additional five years or (b) enter 
into direct negotiations with the Port for another sole-source lease renewal.   

However, the proposed lease renewal includes a holdover provision wherein the Port could 
allow the lessee, IDEO, to continue to lease the premises indefinitely on a month-to-month basis 
(see Policy Considerations Section below).  

                                                 
2 In June 2010, the Port Commission approved rental rates of $2.50 to $2.90 per square foot per month for office 
space in Pier 26 Annex.  
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FISCAL IMPACTS 

 

Table 3 below compares the current and proposed leases. 

 
Table 3: Comparison of Current and Proposed Leases 

 

 
Current Expired Lease 
Continued on a Month-

to-Month Basis 
Proposed Lease Change 

Base Rent Rate 
Existing Space $2.57 per square foot $2.60 per square foot 

Increase of $0.03 per 
square foot, or 

1.17% 
Base Rent Rate 

Expansion Space N/A $1.15 per square foot $1.15 per square foot 

Annual Increase in 
Base Rent Rate 

According to Consumer 
Price Index 3% per year - 

Square Footage 
Subject to Base Rent 12,360 square feet 19,434 square feet Increase of 7,074, or 

57.2% 

Monthly Base Rent  $31,765 $40,271 in the First Year Increase of $8,506, 
or 26.8% 

As shown in Attachment I, page 2, provided by the Port, the proposed rental rate of $2.60 per 
square foot per month for the existing 12,360 square feet of office space is within the Port 
Commission’s approved rate of $2.50 to $2.90 for office space in the Pier 26 Annex. The 
Budget and Legislative Analyst notes that the $2.60 proposed rent for the existing space is a 
1.17 percent increase from the existing rental rate of $2.57. As shown on page 1 of Attachment 
I, the proposed rental rate of $1.15 per square foot per month for the expansion space is higher 
than the approved Port Commission’s rental rates of $0.75 to $1.00 for comparable shed space 
in Piers 26-28. 

In addition, the 7,074 square feet of expansion space is currently leased by City Building for a 
monthly rental rate of $0.52 per square foot. Therefore, the proposed rental rate of $1.15 for 
IDEO is $0.63, or 121 percent greater than the existing rate paid by City Building. 

The proposed lease includes required capital improvements to be paid by IDEO for the 7,074 
square feet of expansion space. As stated in the lease, the “tenant estimates the cost of the [sic] 
work to be $900,000.” Further the lease states that, “At the Port’s request, the Tenant shall 
provide Port with a breakdown of its total” work. 

During the first six months of the lease in which capital improvements are made, the rental 
payments of $1.15 per square foot per month for the 7,074 square feet of expansion space would 
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be waived,3 which is equivalent to $48,810 ($1.15 per square foot times 7,074 square feet times 
six months). Therefore, IDEO will be making an estimated net capital contribution of $851,190 
($900,000 less $48,810) to the Port property through the required capital improvements.  Mr. 
Romani advises that the capital improvements will be amortized over ten years. The estimated 
net cost of $851,190 for the capital improvements is equivalent to a rental rate of approximately 
$1.00 per square foot per month over the ten-year, or 120-month term ($851,190 divided by 
7,074 square feet divided by 120 months). Therefore, the effective rental rate for the expansion 
space would then be $2.15 ($1.00 plus the $1.15 base rental rate) over a ten-year term.  

As shown in Table 3 above, the proposed lease would provide monthly base rent in the first year 
of $40,271, an increase of $8,506, or 26.8 percent, more than the current monthly base rent of 
$31,765 for an increase of 7,074 square feet of space, or 57.2 percent more office space. As also 
shown in Table 4 below, with the first six months of rent waived for the 7,074 square feet of 
expansion space, total rental revenue in the first year is an estimated $434,442, which is 
$53,262, or approximately 14.0 percent, more than the estimated annual rental rate of $381,180 
($31,765 times 12 months) under the existing lease. However, the increase in the monthly base 
and annual rent is primarily due to the increased rental space, while the increase in monthly rent 
for the existing offices space is approximately $0.03, or a 1.17 percent increase. 

As shown in Table 4 below, the proposed five-year lease renewal agreement (December 1, 2010 
through November 30, 2015) would require IDEO to pay the Port rental revenues of $2,518,146, 
while investing an additional estimated $900,000 of capital improvements to convert 7,074 
square feet of Port shed space to commercial office space. As also shown below in Table 4, if 
the Port and IDEO exercise the five-year option to extend the proposed lease through November 
30, 2020 IDEO would pay the Port estimated rental revenues of $5,555,922 over the ten-year 
period.  

                                                 
3 The lease states that rent for the expansion space would begin upon the earliest of (a) expiration of 180 days from 
delivery of the expansion space to IDEO and the issuance of the Port Building permit for capital improvement; (b) 
substantial completion of the capital improvement and the date of issuance of the Certificate of Completion for the 
capital improvement by the Port; or (c) expiration of 360 days from the Lease Commencement Date. According to 
Mr. Romani, the 360 day deadline is a firm deadline in the event there are delays in issuing a Port Building permit or 
other delays. However, Mr. Romani advises that IDEO is highly motivated to move forward and complete the 
capital improvement work and anticipates a six month construction period. Therefore, the Budget and Legislative 
Analyst estimates a six-month period in which rent to the Port is waived for the analysis in this report. 
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Table 4: Rents Payable to the Port Over the 10 Year Lease 

Lease 
Year 

Monthly 
Base Rent 
(existing 
12,360 sq 

feet) 

Monthly 
Base Rent4 
(expansion 
of 7,074 sq 

feet) 

Total 
Monthly 

Base Rent 

Total Annual Base 
Rent 

1 $32,136 $8,135 $40,271 $434,4425

2 33,125 8,347 41,472 497,664 
3 34,114 8,630 42,744 512,928 
4 35,102 8,913 44,015 528,180 
5 36,215 9,196 45,411 544,932 

   Subtotal $2,518,146 
    66 38,026 9,656 47,682 572,184 

7 39,166 9,946 49,112 589,344 
8 40,341 10,244 50,585 607,020 
9 41,552 10,551 52,103 625,236 

10 42,798 10,868 53,666 643,992 
   Total $5,555,922 

 

POLICY CONSIDERATIONS 

The proposed new lease was not competitively bid. 

Pursuant to Section 2.6-1 of the City’s Administrative Code, prior to approving the proposed 
lease, the Board of Supervisors is required to make a finding as to whether or not it was 
impractical to award the proposed IDEO lease through a competitive process, prior to any 
approval of such a lease. The proposed resolution does not provide for such a finding. 

Mr. Benson advises that when the Port Commission makes such a finding, such a determination 
is included in subsequent lease resolutions to be submitted to the Board of Supervisors.  
However, Mr. Benson advises that the Port Commission did not include this finding in the 
proposed resolution because of staff oversight. 

According to Mr. Benson, the Port Commission, based on staff reports, routinely finds that it is 
impractical to competitively bid leases for office space because of the availability of such space 
near Port property. As shown on page 3 of Attachment II, a memo from Mr. Benson, the Port 
believes that “most office [sic] users need to secure space in a short period of time and require 

                                                 
4 Monthly Base Rent includes a 3% annual increase, as required in the proposed lease. 
5 Because the lease would waive rent payments for up to 6 months during the construction period of the required 
capital improvements for 7,074 square feet of expansion space, the total annual base rent in the first year is $434,442 
[(12 x $32,136) plus (6 x $8,135)]. 
6 According to the terms of the proposed lease, the monthly base rent in the first year of the lease extension (year 
six) would be the lesser of (a) 105% of the monthly base rent in year five of the lease or (b) the product of the 
monthly base rent in year five and the difference between the CPI published during the ninth month of year five and 
the CPI published during the ninth month of year four. The estimates in the table above assume a 5% increase in the 
monthly base rent in year six. Subsequent years include a 3% annual increase, as required in the proposed lease. 
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certainty about relocation plans…Except during periods of extremely low commercial vacancy 
rates in San Francisco, office [sic] space is ubiquitous both in the City and proximate to Port 
property.” Mr. Benson also states that, “the only result of competitive bidding for [office] space 
would be to create an uncertain environment for prospective commercial tenants, thus creating 
an incentive for them to look elsewhere for their space needs.” In addition, Mr. Benson provided 
examples of vacant space near Port property with rental rates ranging from $2.00 to $2.92 per 
square foot per month, as shown in Attachment II, page 5 (the $1.15 rental rate for the 
expansion space is for shed space). 

As previously stated, the Port entered into an original lease and three subsequent leases with 
IDEO, and held over each lease with IDEO on a month-to-month basis, extending for 
approximately 15 years. Although the Port has been renting the same rental space to the same 
tenant for almost 15 years, none of the previous leases required Board of Supervisors approval 
because the lease terms were less than ten years and resulted in revenues of less than $1,000,000.  

In addition to awarding the original lease on a sole-source basis, without undergoing a 
competitive process, Mr. Romani advises that the Port also did not competitively bid the 
subsequent three leases in 2001, 2002 or 2004 with IDEO because the tenant had a positive 
history of rental payments and regulatory compliance. In addition, the Port found that it was 
impractical to competitively bid office space due to the availability of comparable office space 
near Port property. 

The Budget and Legislative Analyst would typically recommend that any lease renewal be 
subject to a competitive selection process. However, if the Board of Supervisors agrees with the 
Port Commission’s finding that it is impractical to competitively bid this specific lease for office 
space because of the availability of such space at competitive rates near Port property, then the 
Budget and Legislative Analyst recommends amending the proposed resolution to include such a 
finding to be made by the Board of Supervisors for the specific lease.  

Mr. Benson advises that the Port tries to competitively bid Port retail spaces, such as restaurants 
or retail stores. The Port Commission adopted a Leasing Policy to determine when it is 
impractical and impossible to award retail leases through a competitive process, which was not 
subject to Board of Supervisors approval. 

The proposed lease includes a holdover provision which would allow the Port to 
extend the lease indefinitely, with the current lessee, IDEO, after the proposed 

lease expires, without further approval by the Board of Supervisors. 

The proposed new lease includes a holdover provision wherein the Port could allow the lessee, 
IDEO, to continue to lease the premises indefinitely on a month-to-month basis after the (a) 
initial five-year lease term expires or (b) if the option to extend the lease is exercised, after the 
total ten-year lease term expires. If such events were to occur, the monthly base rent could 
increase by  (a) $22,706, or 50 percent, from $45,411 to $68,117 after the initial five-year lease 
term expires, or (b) $26,833, or 50 percent from $53,666 to $80,499 after the total ten-year lease 
term expires. However, the proposed lease also provides that if the Port and IDEO continue the 
lease on a month-to-month basis due to the Port’s delay, then the monthly rent would not 
necessarily increase by 50 percent, but rather the Port would have the discretion to charge IDEO 
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the higher of (a) the monthly rent paid to the Port immediately preceding the expiration of the 
lease or (b) a different rental rate approved by the Port Commission. The different rental rate is 
not subject to Board of Supervisors approval. 

According to Mr. Romani, the holdover provision in this lease, as well as all other Port 
commercial leases, benefits the City by providing flexibility during adverse real estate 
conditions or when the use of the property is in transition. Although Mr. Romani stated that 
after the initial five-year term of the proposed lease expires, the Port could either (a) exercise the 
option to extend the lease by five years, or (b) enter into direct negotiations with IDEO for 
another sole-source lease renewal, the Budget and Legislative Analyst notes that the proposed 
lease does not limit the duration of the holdover period, such that the lease could continue 
indefinitely with the same lessee, IDEO. 

Therefore, if the Board of Supervisors approves the proposed resolution, amend the proposed 
resolution to require that the Port, at the end of the proposed lease, submit a written report to the 
Board of Supervisors, no later than 90 days after the termination of the lease term, as to the 
Port’s plan for the future status of this lease including (a) existing rental rates and revenues, (b) 
final amount and amortization of the capital improvements, (c) proposed rental rates and 
revenues, (d) length of time the Port anticipates the existing lease will continue on a month-to-
month basis with the existing lessee, and (e) explanation of why the Port has delayed executing 
lease documents, which would be otherwise subject to Board of Supervisors approval if a 
proposed new lease would be more than ten years or generates anticipated revenues of 
$1,000,000 or more.  
 

RECOMMENDATIONS 

1. Approval of the proposed resolution is a policy matter for the Board of Supervisors 
because the proposed lease renewal, which was awarded on a sole-source basis, was not 
subject to a competitive process. 

2. In accordance with Section 2.6-1 of the City’s Administrative Code, if the Board of 
Supervisors approves the proposed resolution, amend the proposed resolution to (a) 
include a finding to be made by the Board of Supervisors that it is impractical to 
competitively bid this lease for office space because of the availability of such space at 
competitive rates near Port property, and (b) require that the Port, at the end of the 
proposed lease, submit a written report to the Board of Supervisors, no later than 90 days 
after the termination of the lease term, as to the Port’s plan for the future status of this 
lease including (i) existing rental rates and revenues, (ii) final amount and amortization 
of the capital improvements, (iii) proposed rental rates and revenues, (iv) length of time 
the Port anticipates the existing lease will continue on a month-to-month basis with the 
existing lessee, and (v) explanation of why the Port has delayed executing lease 
documents, which would be otherwise subject to Board of Supervisors approval if a 
proposed new lease would be more than ten years or generates anticipated revenues of 
$1,000,000 or more. 

Mr. Benson advises that the Port agrees with the Budget and Legislative Analyst’s 
recommended amendments to the proposed resolution. 
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