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LEGAL Q&A

What type of lease provision

should be included to efficiently

settle disputes between
landlords and tenants in determining
fair market rental value for upcoming
lease extension periods?

A provision should be included

to require such discrepancies

to be settled by “baseball”
arbitration. Aptly named, “baseball”
arbitration follows a procedure similar to
that used in Major League Baseball when
determining player salaries. Specifically,
both landlord and tenant provide an
arbitrator with their determinations of
fair market value rent (“FMV"), and the
arbitrator will choose either landlord's or
tenant's determination of FMV. Because
the arbitrator must pick one of the FMV
determinations without modification,
the arbitrator will pick the one that it
believes comes closest to representing
FMV. Consequently, a tenant that submits
a “low-ball” determination or a landlord
that inflates its FMV determination both
run the risk that their determination will be
rejected. Thus, both landlord and tenant
have incentive to submit to the arbitrator
rent determinations that reflect each
parties’ true assessment of the current FMV.
Therefore, “baseball” arbitration is usually
fair, cost efficient and relatively inexpensive.
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