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In the current economic environment, associations and nonprof-
its are looking for ways to reduce their overhead.  One of the 
easiest ways for an organization to fi nd savings is to evaluate its 
offi ce lease terms and agreements.  If the situation is favorable, 
it is possible to negotiate a “Blend and Extend” that will impact 
the organization’s bottom line and improve the organization’s 
current space effi ciency and conditions.

Commercial real estate markets and submarkets may vary from 
city to city but one thing still remains: building owners are fo-
cused on the long term stability of their properties.  Between 
2004 and 2008 there was a signifi cant number of offi ce build-
ings purchased nationally. These purchases were at the peak of 
the real estate market cycle.  The majority of these acquisitions 
were fi nanced using the short-term creative debt instruments 
available at that time.  As some of this debt matures, owners are 
having a challenging time refi nancing it in today’s credit market 
due to more stringent lending standards and reduced property 
valuation.

Naturally, challenges facing landlords provide outstanding op-
portunities for tenants.  Building values are supported by many 
factors including long term stable cash fl ow and high occupan-
cy.  Similarly, tenants with leases expiring, or having termination 
options in the next few years provide uncertainty and make it 
less likely that an owner will be able to maximize value should a 
decision be made to either refi nance or sell the property.  Uncer-
tainty also causes them to delay investment in the asset and that 
affects their ability to attract other tenants to fi ll vacant space.  
Retention of existing Tenants is a key goal for landlords.

The Blend and Extend strategy works to a tenant’s advantage if 
the tenant’s current lease rate is higher than the property’s mar-
ket rental rates and if the tenant prefers to remain at the property.   
A tenant should have a clear strategy in mind before engaging 
in this type of negotiation and should consult a professional real 
estate advisor in order to develop an effective strategy for execu-
tion.  A Blend and Extend negotiation is more than a “Quid Pro 

Quo” situation.  Many 
factors enter into it such 
as the tenant’s long term 
business issues, concerns 
and risks; the landlord’s 
lender and fi nancial situ-
ation; whether the tenant 
has a lease termination 
option in the near term 
or the lease is expiring in 
the next few years; and overall market considerations.  Each of 
these factors will determine how the strategy is implemented.  
Ultimately, the strength and success of the negotiation will be 
determined by the amount of leverage the tenant and its advisor 
are capable of developing with the landlord.

After the strategy is developed, the landlord is approached with 
an offer to extend the term of the lease in exchange for conces-
sions such as rent reduction.  In many circumstances, once an 
agreement is reached to extend the term the rent reduction will 
occur.  Often as part of the negotiation a reduction in the num-
ber of square feet under lease, if desired, might occur.  In many 
“Blend and Extend” scenarios a tenant will also receive rental 
abatement and tenant improvement allowances to redevelop, 
redecorate and improve the premises.

During the renegotiation, it is important to review the existing 
lease document and re-evaluate critical lease issues that might 
not have immediate fi nancial impact, but may have other value 
over a long-term lease. These include fl exibility terms, such as 
options and rights to renew, terminate, expand and contract. 
This also is the time to evaluate poorly drafted or landlord fa-
vorable clauses. Lease language that strengthens audit rights, 
defi nitions of operating expenses, and landlord fees, and mark-
ups on alterations and services have potential cost savings if 
negotiated well.  Other language to review includes sublease/
assignment rights, alteration rules, surrender of premises and 
substitution of premises.

By committing to a long-term lease extension, typically fi ve to ten 
years beyond the initial lease expiration, the tenant is rewarded 
with immediate cost savings on the remainder of the original 
lease rate.  It will also bring the tenant’s rental rate in line with 
current market rates.  However, before signing on the bottom 
line the tenant must be certain that the economic benefi t from 
the savings achieved are signifi cant enough to justify the long-
term commitment the landlord will require to affect the “Blend 
and Extend.”
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