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PROPERTY MANAGEMENT DEMONSTRATION PROJECT
EXECUTIVE SUMMARY

Background

In response to a 1986 recommendation of The Commission on California State
Government Organization and Economy, the Governor and the California State
Legislature approved legislation to conduct a State Property Management
Demonstration Project to determine how the State might implement an aggressive
strategic real estate asset management and development program. The Project
was organized and supervised by the Office of Real Estate and Design Services
(OREDS) within the Department of General Services (DGS). DGS convened an
advisory committee to assist with the project. A list of committee members is in
Appendix A. The firm of Deloitte Haskins & Sells (DH&S) was selected to conduct
the Project, and this report represents the DH&S recommendations concerning the
establishment of a California Public Real Estate Development and Management
Corporation.

The State Property M m D n, ion Proj

Work on the State Property Management Demonstration Project began in October
1987 and its first four objectives laid the research and conceptual groundwork for
the recommendations contained in this report. In summary, these four preliminary
tasks were as follows:

1. Establishment of a bibliography of data sources for State real estate asset
management decision-making.

2. Creation of a real estate decision-making rules system and application of the
rules to choose three case study properties.

3. Exploration of alternative methods for financing State real property
transactions.

4. Estimation of potential revenues to be generated, using three case study
examples.

The bibliography and decision rules are in Appendix B and C to this report and the
alternative financing mechanisms are described in Appendix D. The State is
currently using many of the mechanisms on a limited basis.

Based on an analysis of three properties, revenue/cost savings for the
Demonstration Area could be $7.3 million from one-time transactions, such as
sales, and $4.8 to $10.8 million annually, such as ground lease revenues. These
estimates represent the total estimated gain for only three properties, thus gain
for the Area might be significantly higher. The estimates are not intended to show
actual gain, but rather to show the potential magnitude of gain available. Actual
gains will depend upon the negotiation of each transaction. A detailed analysis of
the cases is in Appendix E.

(1)



In general, the State can derive gains from five techniques: land repositioning,
more efficient space usage, private sector building efficiencies, alternative
financing mechanisms, and increased efficiencies from centralized public
development. A theoretical analysis of these five techniques using the case studies
as examples is presented in the body of the report.

W . iy . vai

DH&S surveyed 13 State agencies to assess real estate operations and suggestions
for change. Survey findings showed that there was strong support for changes to
the current real estate management system. The gnals of such a change would be
to increase response time to service agencies' real estate needs and to increase
revenue/cost savings to the State

Based on the survey findings, a survey of real estate management departments in
other States, and past research by DH&S on local government real estate
departments, DH&S and DGS selected six critical factors for successful program
implementation:

Clear, measurable goals, so that all players, including the Legislature, are
moving in the same direction.
Political support, including enabling legislation and a political "champion"
Private sector support, both from the local business community and from
consultants
Flexibility to adapt to changes in markets and in demand for services
Incentives for agencies to participate and for staff to "go the extra mile"

learl fin thori n ibility.

DGS and OREDS are not presently organized to emphasize these factors. There
are no clear goals, nor is there definite political support. For example, DGS is not
authorized to enter into long-term ground leases (over 5 years) and must obtain
specific statutory approvals for individual projects or for the sale or lease of
surplus land. There is little flexibility in staffing due to civil service requirements
and the goal to minimize personnel years. There are no incentives for agencies to
proactively manage. Inadequate staffing has caused responsibility lines to become
blurred due to slow response times, particularly with regard to lease negotiation
requests.

Most agencies make the strategic and operational decisions on their real estate,
which results in an additional blurring of responsibilities. The blurred
responsibilities and lack of real estate expertise within some agencies means major
innovative revenue producing projects are the exception rather than the rule.

Proactive public real estate management mirrors private sector management of
real estate assets. Therefore, alternative organizational structures would have
different degrees of private sector involvement. On one end of the scale is
minimal private involvement which would suggest increasing DGS staff would
improve service and begin proactive management. This method would require
additional personnel years and would mean staffing would not be flexible to change
with demand. On the other end of the scale is maximum private involvement by
contracting out all real estate management to the private sector. This option

(i1)



presents substantial State constitutional issues, in that it would place public assets
in private, and thus not publicly accountable, hands. Even if such privatization
were constitutional and did provide increased efficiencies and flexibility, there
would be no assurance that quality would be maintained without substantial State
oversight. The best and recommended solution has an intermediate amount of
private sector involvement by establishing a separate public entity, which, while
maintaining the public accountability of a public entity, would have many of the
attributes of a private autonomous entity. Such a corporation, board, or
commission, would have a permanent staff but would utilize consultants to provide
flexibility and efficiency and the necessary real estate skills.

Experience indicates that public real estate entities function best with a politically
responsible executive director and minimum permanent staff. The most efficient
organizations rely largely on outside consulting and advisory services to manage
and develop real estate assets. Similarly, we have found that private real estate
entities, with similar responsibilities, function best with a small staff and outside
consulting resources.

R T in 1 for t liforni i 1
Dev men Man men ration

The recommended strategy is to establish by statute a new public entity, the
California Public Real Estate Development and Management Corporation. This
entity would have a Governing Board composed of the Director of DGS as
Chairman, two representatives appointed by the Governor, and a representative
appointed by each House of the State Legislature. Two additional Advisory Boards
would serve as forums for sharing ideas: one composed of private sector real
estate experts and the other composed of agency representatives expert in their
own real estate asset programs. The proposed organization structure is shown in
the organization chart at the end of this executive summary.

The Public Corporation would have an Executive Director, who would be a political
appointee, and a permanent staff. The Public Corporation would make use of
non-civil service contract employees with specific private sector real estate and
financing skills for specific projects. In addition, the Executive Director would
make extensive use of outside consulting, legal, and financial services.

The ultimate staffing of the entity would depend upon the programmatic
responsibility given to the entity, and the scope of this study does not include a full
staffing and operations plan. In general, some of the activities suggested below
may be best performed by a permanent staff, such as creating and maintaining the
computerized data base. This expertise, as well as project development and
management expertise, currently resides within DGS and might be moved to the
new entity at a later point in time. The goal is to staff the entity with existing
personnel or consultants in order to minimize the number of new personnel years
required.

The Public Corporation's staff would need a knowledge of State real estate assets,
agency space use needs, the budgeting process, and fiscal efficiency. In particular,
staff and consultants would have experience in public/private real estate
development and real estate financing techniques.

(1ii)



The primary clients would be State agencies that own real estate. The Corporation
initially would be responsible for the following:

Act as resource for all State agencies concerning space and land utilization,
real estate development, and public/private approaches to asset management.

Serve as coordinator among agencies having real estate assets, the Treasury and
Department of Finance (which fmances those agencies), and the Legislature
(which reviews those operations).

Negotiate all large scale real estate transactions. In particular, the entity
would have the skills required to deal with local government planning and
zoning issues concerning State real estate assets.

Maintain the centralized computer data base and land inventory of all State of
California real estate assets.

Review and monitor asset management plans of all State agencies.

Create revenue from public real estate assets, including surplus property
disposition.

Over the long-term these tasks and responsibilities would be enlarged to include
the following: .
Develop all large-scale public projects, which would include exploring the
possible use of "turnkey" project development and other techniques.

Provide a clearinghouse for all financings of California public capital project
developments, which would generate cost savings due to the consolidation of
financings for smaller projects.

The implementation plan is straightforward. Initially, the Public Corporation
would focus on selected targets of opportunity and have short-term goals. The
steps required for implementation are 1) create the Public Corporation by statute,
2) establish a staffing and operations plan, 3) establish qualitative and quantitative
goals for the first three years of operation, 4) focus the first years of operation on
key targets of opportunity, 5) in addition to the annual budget review, review the
Public Corporation's performance against its goals at the end of two years and
every two years thereafter, and 6) publicize the savings and revenues which are
gained.

The Public Corporation could contract out services to consultants or in-house real
estate personnel as appropriate. The more services that are contracted require
fewer personnel years to be created by the program.

Funding would be in two stages. The first stage would require a start-up funding
appropriation from the legislature. Start-up funds would be used for hiring the
Director and staff, and setting up systems and procedures. All future funding
would be based on minimal annual operational fees and one-time transaction fees
earned, payable from the transaction proceeds to the Public Corporation, after the
transaction has closed.

(iv)
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Experience indicates that the most efficient real estate entities are those whose
existence depends on their success in developing and managing real estate. Thus,
our implementation plan and funding suggestions are designed to make the entity
subject to two-year goal and performance reviews, in addition to the annual budget
review.

Ov ing B ic Resi

There is currently little incentive for agency administrators to efficiently use real
estate assets because there is little cost assigned to holding the unused asset. In
addition, the "profits” of efficient use do not flow to the efficient administrator's
agency but rather go to the General Fund. Compounding these problems are a
perceived lack of responsiveness on the part of the present DGS operation.

To overcome the resistance to the new program embodied in the Public Corporation,
four approaches are suggested:

Asset management planning. The Public Corporation will assist the agencies to

prepare annual real property management plans, to be completed
simultaneously with the budget planning process. In addition, each agency will
be required to include a cost efficiency/revenue production plan in all large real
estate undertakings.

Budget review. The Public Corporation, working closely with the Department
of Finance, will review and selectively audit the annual agency plans.
Inadequate attention to real estate asset use will result in budget reductions
and, in the case of underutilized real property assets, a transfer of control of
the assets to the Public Corporation.

Incentives. The cooperating efficient agency should receive a certain portion
of revenue created. Assuming the statutory mandate and constitutional
authority, the Public Corporation would allocate these funds based on the assets
held by the agency, the holdings created, and ongoing real estate managed.
These funds should be discretionary to the agency and should not be subject to
recapture during the annual budget process. In addition, the Department of
Personnel Administration program of awards for efficient state government
(which is presently limited to awards to individual State employees based on
efficiency during the first year of operation) should be expanded. This program
should include rewards for real estate efficiencies which often do not show a
return until well after the first year of implementation. The maximum award
of $3,000 should be increased to $10,000.

Service delivery. Finally, an innovative entrepreneurial Public Corporation
which is responsive to agency needs will immediately reduce resistance to the
program. As key demonstration projects are implemented and their success
(and the related agency rewards for that success) are publicized, support will
increase for the program.

v)
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Legal Analysis

The California Public Real Estate Development and Management Corporation will
be created by statute. Like other special-purpose public entities (e.g., the Capital
Area Development Corporation), it will require the Legislature to define its
responsibilities, particularly with regard to State agencies whose real estate assets
are constitutionally separate (such as the University of California) or owned in

conjunction with other governmental entities (such as CalTrans Highway Trust
Fund projects with the Federal Government).

Further legal research will need to be undertaken to determine the limits on a
public entity's ability to contract outside of the entity for specific real estate
skills. In addition, once the entity is functioning, the Public Corporation will have
to analyze the myriad legal barriers to efficient real estate asset management
presented by the various agencies' statutory frameworks and to suggest a series of
ongoing redrafting of those statutes to make efficient real estate asset
management more feasible. In particular, various intra-governmental first priority
and give-away programs will need to be examined.

Our research showed that, in order to function effectively, the public real estate
entity must have the authority to negotiate and to finalize agreements which are
not subject to revocation by individual legislators. Accordingly, we recommend
that the legislative review occur early in the management process before
significant resources have been expended. The present requirements of legislative
notice at a late point in the process should be reviewed. '

Public Poli

It is recommended that the statutory framework for the Public Corporation include
a clear State mandate to efficiently manage the State's real estate assets through
both efficient use and revenue production. The Public Corporation will be charged
under this mandate to maximize cost effectiveness while protecting the public
trust, ensuring public service delivery, and preventing fraud and abuse. The Public
Corporation should be capable of effectuating cost savings and revenue generation
from these assets of the people of California while ensuring the delivery of public
service.

(vi)
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PURPOSE

The State of California has an immense real estate inventory which, according to
the best estimates, exceeds over 65 million square feet of building space and more
than six million acres of land. These holdings represent a very valuable property
portfolio for the State.

The purpose of this study is to assist the State to better manage its real estate
portfolio. To accomplish this aim, this report evaluates the political and economic
feasibility of redesigning the State's current system of property management and
development into a proactive, strategic asset management system. More
specifically, the study has three major objectives: '

Determine relevant information bases for a computerized property management
information system and a set of property management decision rules to aid in
strategic decisions.

Estimate the potential cost savings and revenue generation of implementing the
strategic property management and development system.

Establish an organization structure, business plan and implementation strategy
for the system.

BACKGROUND: THE NEED FOR AGGRESSIVE STRATEGIC REAL ESTATE
MANAGEMENT

This study is in response to a recommendation made by the Commission on
California State Government Organization and Economy (Little Hoover
Commission) in its March 1986 report, ifornia Stat vern

of Real Property. In that report, the Commission found that the State's current
property management system was "neither strategic nor systematic and lacks any
incentives to efficiently and effectively (manage) extremely valuable assets."
Specific findings included the following:

State property management is not accountable to one person or agéncy.

There is no general strategy for property management that recognizes the
properties' value as assets. '

The State does not actively identify opportunities for increasing revenues and
cutting costs.

There are no incentives for a department or its property managers to cut
occupancy costs. To the contrary, both are rewarded for "bigger" government.
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The Little Hoover Commission findings prompted the Governor and the California
State Legislature to approve legislation in July 1986 to instruct the California
Department of General Services (DGS) to conduct a State Property Management
Demonstration Project (Chapter 444/Statutes of 1986). The intent of the
legislation is to ensure that the State thoroughly examines the opportunities for
and constraints on redesigning its property management system into an aggressive
strategic real estate asset management and development program.

The Roulac Real Estate Consulting Group of the international consulting firm
Deloitte Haskins & Sells (DH&S) was selected to conduct the project, and this
report presents the DH&S recommendations concerning the establishment of a
California Public Real Estate Development and Management Corporation. Work on
the State Property Management Demonstration Project began in October 1987.
DGS supervised the work, established the project area in San Diego County and
developed the eight objectives for the project.

men neral i

DGS was formed in October 1963 to perform a variety of specialized and
centralized services formerly handled by other agencies. There are approximately
20 divisions in the department and several related boards and commissions. DGS is
in the State Consumer Services Agency.

The Office of Real Estate and Design Services (OREDS) of DGS, with a total of
about 140 personnel, has responsibility for the State's real estate functions: site
selection, appraisal, appraisal review, acquisition, condemnation, relocation
assistance, property management, and sales, involving nearly 20 State agencies. In
general, all State agencies which have real estate functions are full-service clients
of the division, except those with special use or legislative mandate, such as the
Department of Transportation, the Department of Water Resources, the
Reclamation Board, the Wildlife Conservation Board, and the University of
California. Construction is managed by the Office of Project Development and
Management (OPDM), which supervises approximately $500 million a year of public
facilities construction.

DGS has authority and responsibility to perform real property management
functions. However, 14 other State departments with high volumes of real estate
transactions also perform these functions on a decentralized basis.

Th ration Project Ar

DGS selected a portion of San Diego County for the Demonstration Project Area.
The Area was selected, after a Statewide analysis, due to its representative mix of
State agencies occupying both government-owned and private facilities, and the
mix of activities conducted on the properties. The Demonstration Area includes
the City of San Diego and the surrounding communities of Del Mar, El Cajon and
Chula Vista.
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Proiect Objectiv

DGS identified eight objectives to accomplish the goals of the Demonstration
Project. These objectives are:

1. Design a computerized information base and property management decision
rules to facilitate the strategic management of the State's properties.

2. Apply the decision rules developed in #1 to analyze the alternative uses for
three case study properties.

3. Analyze the advantages and disadvantages of alternative financing options and
mechanisms.

4. Estimate the potential revenue generated by proactive management strategies.

5. Develop a business plan for implementation of the property management
system.

6. Assess potential bureaucratic resistance to the proposed system and make
recommendations for managing this resistance.

7. Analyze legal constraints to implementing the proposed management system
and recommend legislative changes, if necessary, to facilitate alternatives
that would minimize State costs and maximize State revenue.

8. Analyze the public policy implications of the recommended asset management
system.

DGS also convened a twelve-member advisory committee. Committee members
were chosen for their real estate expertise, their agency's potential need for
proactive real estate management, or their expertise in State agency interaction.
DH&S consulted with the committee members on a wide range of issues resulting
from our research. Their valuable insights were a significant contribution to this
report. A list of advisory committee members is contained in Appendix A.

Project Approach

To accomplish these objectives, DH&S interviewed appropriate agency personnel in
the State of California and other states, performed literature searches, used past
research done for other clients and drew upon the expertise of our subcontractors.
We used our knowledge of real estate theory and strategic management to
thoroughly analyze alternatives.

For the first four objectives, our intent was to present a variety of alternatives and
their associated advantages and disadvantages. Our intent for the last four
objectives was to provide a specific plan, the steps required to implement that
plan, and the possible ramifications of the implementation.
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CHAPTER 2
DATA BASE DESICN, DECISION RULES. AND
FINANCIAL IMPLICATIONS

(Objectives 1 through 4)

The first four objectives of the project laid the research and conceptual
groundwork for the recommendations contained in this report. In summary, these
four preliminary tasks, which are described in this chapter, were as follows:

1. Establishment of a bibliography of data sources for State real estate asset
management decision making.

2. Creation of a real estate decision-making rules system and application of the
rules to choose three case study properties.

3. Exploration of the alternative methods for financing State real property
transactions.

4. Estimation of potential revenues to be generated, using three case-study
examples.

This chapter is divided into three sections: data base design, decision rules, and
financial implications.

AT I jective 1 — Bibli hy of r

This first section covers the first two study objectives:

Design a computerized information base and property management decision
rules to facilitate strategic management.

Apply the decision rules to various parcels on the Demonstration Area to
determine three case-study properties with repositioning potential.

To design the data base and decision rules, DH&S first defined the types of
information relevant to a property information system. Then we surveyed all
relevant existing data bases in the State to determine what information was readily
available at reasonable cost. We reviewed the data elements and services with
DH+S personnel and the Advisory Committee.

A bibliography of the existing data bases of greatest relevance to the projéct is in
Appendix B.
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N E biectives 1 an — Dev nd Applicati
Management Decision Rules/Identification of Case Study Properties

To develop the decision rules, we applied our knowledge of real estate theory to
establish criteria for determining when to reposition a property. The emphasis was
on determining "highest and best use" from both an economic and a public service
viewpoint.

If a property is ready for repositioning based on these rules, State personnel should
perform a more detailed analysis to determine an exact repositioning plan.
Repositioning can include many options, such as changing tenants, changing the
use, expanding, rehabilitating, or selling.

These rules were applied to various properties in the Demonstration Area to select
the three case-study properties. The application resulted in the selection of the
following three properties: Downtown San Diego DGS building and land, Del Mar
Fairgrounds/Racetrack (22nd Agricultural District), and Old Town Department of
Transportation building and land. A complete description of the decision rules and
their application to a case-study property is contained in Appendix C.

These decision rules may be applied to various properties on an ongoing basis. They
can be used by agency executives to prepare individual project plans and annual
asset management plans.

EINANCIAL IMPLICATIONS

This section focuses on quantifying the benefits to the State of proactive real
estate management. In particular, we address objectives 3 and 4 of the study:

Analyze the advantages and disadvantages to the State of alternative financing
options and mechanisms.

Estimate the potential revenue generated by proactive management strategies.

Alternative Financing Techniques (Objective 3)

To analyze alternative financing techniques, we surveyed public finance literature,
various State finance officers, and public finance officials. Findings were
discussed with DGS legal counsel to determine applicability to the State of
California.

A complete list of techniques and their advantages and disadvantages is in
Appendix D. We found that the State already engages, in a limited manner, in most
of the alternative techniques presented. A few of the more innovative, less used
techniques are highlighted below. We believe the State could save financing costs
by using these techniques more often.



h’ tléeuﬂ

i

Negotiated Capital Investment. A negotiated capital investment is an

agreement between the State and a second party where one agrees to fund a
capital improvement in return for a concession from the other. For example, a
developer may provide a foundation in return for favorable lease terms on a
separate property. Or the State may build infrastructure improvements in
return for a portion of property cash flow.

The principal advantage to the State is reduced costs by receipt of a cash
payment, valuable concessions or services. The disadvantage is that non-cash
transactions can be quite complex, since a value must be placed on the
concessions or services.

The State has begun to use negotiated capital investment techniques. For
example, the State assembled land with the City and County of Los Angeles and
leased it to a developer for a private-use building in the Civic Center complex.
The developer has proposed to build a child care center in the development.

Land Exchanges. The State may trade land in "like-kind" exchanges with
private parties or other public entities in order to assemble larger parcels or to
acquire more commercially viable land. Trades should be on a financial value,
not square footage, basis.

The primary advantage is that no cash need exchange hands, nor is debt
incurred to obtain a desired parcel. However, the transactions can be quite
complex, as there are usually multiple parties involved. Moreover, statutory
approval of each transaction is required.

The new Sacramento Highway Patrol Facility was built using a land exchange.
This transaction required special legislative approval to bypass normal surplus
land disposition procedures.

Percentage-of-Revenue Ground Leases. State ground leases typically involve a

base annual payment, with perhaps an escalation every five years, based on
inflation. The State can earn more revenue by negotiating ground leases that
include a percentage of gross revenues from the improvements. A percentage
of gross rather than net revenues facilitates the transaction, since operating
expenses do not then have to be defined. For long-term leases (greater than
5 years), statutory approval is currently required.

A recent example is the Los Angeles Civic Center project, where the State
ground leases its parcel and receives a percentage of operating proceeds from
the private-use building.

Master Leases. Master leases involve combining multiple commercial leases
into one master agreement with.standard terms and conditions. The State could
negotiate lower lease rates based on the large amount of space occupied.

The advantage is that the State can save considerable cost by avoiding the
expenses involved in multiple smaller transactions. The disadvantage is the
difficulty in finding a suitable landlord who owns enough space to make the
transaction feasible.

= . Pooled-money programs are short-term loan pools
funded with currently unused funds or a single large bond issue to cover
multiple projects. The funds may be drawn upon as needed.
-6 -



The primary advantages are reduced issuance or interest costs. Also, the
project timing is more flexible. This flexibility allows the State to take
advantage of early start circumstances and not to be penalized for late
completion.

The State currently has pooled-money accounts, for example, the Public Works
Board Investment Account. This account is used for short~term loans for real
estate transactions. The Account is funded by pooling monies allocated for
other uses but which are not yet needed. In order to borrow, agencies must
have a definite source of repayment, that is, have already approved the
issuance of bonds to finance the purchase or construction.

Revenue/Savings Estimates (Qbjective 4)

The purpose of this section is to derive case-study revenue/savings estimates and
to analyze their application on a larger scale.

DH&S and DGS used the decision rules in Appendix C to identify three case-study
properties out of 21 parcels initially proposed by DGS. The three properties are
the Del Mar Fairgrounds/Racetrack, the Downtown DGS Office building, and the
CalTrans property next to Old Town.

DH&S visited the properties, interviewed the occupying agency staff, and
interviewed real estate professionals in the area to determine a reasonable
repositioning strategy and the potential gain. DH&S did not perform a full
feasibility study for each project. Thus, the stratégies may not ultimately be the
highest revenue producing ones. We attempted to incorporate public service and
local community goals in the strategies—as well as revenue generation—such as
the construction of a public meeting hall at Del Mar and the complete relocation of
the CalTrans facility to allow the expansion of Old Town.
<

The revenue/savings estimates for the case studies are presented in detail in
Appendix E.

Based on the case studies, potential gain for the Demonstration Area could be
$7.3 million one~time and between $4.8 and $10.8 million annually.

Application of Techniques. We identified five major revenue/cost savings

techniques. We present below a theoretical discussion of the categories with
examples from the case studies.

A future study could develop an appropriate Areawide or Statewide estimation
methodology for these five techniques. Some common data elements across
techniques, such as acreage, use and market value by parcel, should be available
when the State finishes its property inventory.

Land repositioning. The State can gain revenues from leasing or selling
‘surplus land, leasing land retained for future use, and repositioning the
current use of commercially viable properties.
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In the Old Town case-study, the entire parcel (15 acres) could be
repositioned from State to commercial use. This repositioning might

enerate a one-time gain of $2.2 million from sale and annual revenues of
51 1 to $2.7 million from ground leases. In this example, we assumed the
CalTrans facility would eventually be relocated, regardless of the
reposmomng. because the agency needs more space, the existing facilities
require major structural changes to bring them up to code, and the local
community has expressed interest in expanding Old Town onto the site.
The proceeds from this repositioning could be apphed against the cost of
relocating the CalTrans facility.

In the Downtown property, one parcel (60,000 square feet) could be
repositioned from parking to State-use office. The Facilities Plan for San
Diego (OPDM) recommends consolidation of privately-leased space. The
second parcel (55,500 square feet) contains a smaller State building which
could be replaced by a private-use office. The State could ground lease
this parcel to a developer for estimated annual revenues of $0.6 to $1.0
million. In Del Mar, 3.5 acres of vacant land could be repositioned for
hotel use, for estimated ground lease revenues of $0.4 to $0.9 million per
year.

More efficient space usage. The State can save costs by using space more
efficiently. Savings could be gained in three ways. First, the State could
consolidate office space leased from the private sector into a State
building. Incremental savings would be the foregone rental increases on
the privately leased space. In the Downtown example, by moving into a
State facility, market increases might be foregone, for an estimated
savings of $0.50/square foot in the first year and $6.35/square foot in the
last year or $0.3 million to $1.6 million per year.

Second, less new space might be required. An assumed 5% space savings
from consolidation efficiencies (such as shared reception and clerical
space) implies a one-time saving of $2.3 million in construction costs in the
downtown example.

Third, consolidation efficiencies implies a savings in personnel years. An
assumed 5% reduction in personnel would create an estimated savings of
$1.3 million in the first year to $2.6 million in the last year.

Alternative financing mechanisms. The State is beginning to use many of
the financing mechanisms outlined in Appendix D. In the case-studies, the
two most applicable techniques were assessing a percent-of-revenue
ground rent and using a pooled-money account for construction.

Percentage rents involves assessing a percentage on the revenues
generated by the land improvements. The order of magnitude dollar
estimates are included in the repositioning land technique above.
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A pooled-money account would generate savings in two ways. First, there
would be a reduction in the amount of capitalized interest required. A
more detailed description of this savings is in Appendix E, Exhibit I
Second, since the State would have to issue less long-term debt, it could
save annual interest charges. We estimated that $1.7 million of capitalized
interest could be saved in the Downtown case and about $1.1 million in the
Old Town case. This implies a one-time savings of $2.8 million. At 8%,
the annual savings in long-term interest would be about $0.2 million.

Additional financing mechanisms not covered in the cases are master
leases, land exchanges, and other methods to increase value. Use of these
mechanisms could also provide savings and revenues for the State.

Private-sector building efficiencies. The consensus among participants in
the Demonstration Project is that more private-sector efficiencies in both
building operations and construction could generate gains for the State.
Efficiency savings from improved operations or construction are difficult
to estimate. The OPDM builds $500 million in new projects each year.
Even a small percentage of savings from construction efficiencies could
generate a substantial annual savings for the State.

Centralized public-sector development. This last technique covers gains
from economies of scale and was, therefore, not addressed in the
case-studies. Cost savings from combined public construction could be
realized by efficient use of project planning across agencies. Cost savings
from pooled permanent financings could be realized from reduced issuance
costs and potentially lower interest rates. Revenues generated from
development would include a percentage ownership in projects, as well as
recognizing the revenue potential within public projects, such as leasing
space to a food vendor within a public building.
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CHAPTER 3

STRENGTHS AND WEAKNESSES OF DGS OPERATION AND
ALTERNATIVE STRATEGIES AVAILABLE (OBJECTIVE §)

The purpose of this chapter is to assess the current real estate management system
within DGS in order to lay the foundation for the recommended organizational
structure presented in the next chapter. Specifically, this chapter:

identifies the strengths and weaknesses of current operations
presents alternative management structures used by other public entities
based on the above, presents critical success factors and thus opportunities for

improvement
presents three alternative structures for asset management for the State of
California

OREDS' STRENGTHS AND WEAKNESSES — BLURRED RESPONSIBILITY LINES

AND A PERCEIVED LACK OF RESPONSIVENESS

Methodology

The strengths and weaknesses of the current operations were determined from
interviews with 13 key agency users of OREDS' services. A list of interviewees is
in Appendix A. The agencies chosen represent the largest landholders and/or have
specialized goals that would imply they have the greatest potential gain from
participating in a proactive management program. We also reviewed agency
policies and procedures manuals, operating budgets, organization charts, staffing
documents and other materials sent by the agencies to verify interview results.

L4
No empirical statistics of job effectiveness, processing time, or efficiency were
gathered or analyzed. A more comprehensive review, which was not within the
scope of this study, would have included a review of OREDS' work performance,
job factor measures, and individual personnel evaluations. DH&S, however,
believes the limited measures applied in this study have yielded some general
insights into the current management of real estate functions by DGS.

Research was augmented by study findings from previous research in California
asset management, e.g., the Little Hoover Commission report, Legislative Analyst
reports, and Auditor General reports.

Strengths

In general, the agencies felt that the expertise exists within OREDS to perform
most functions, although perhaps not in enough quantity. Seven of the 13 agencies
believed that the current system worked well enough, and they had no suggestions
for change; however, some of these seven are the more autonomous agencies, such
as the Department of Transportation. The autonomous agencies use OREDS for
acquisition/disposition approval over a certain amount, appraisals, and some
technical expertise. In general, these agencies have substantial control over their
daily and strategic real estate decisions.

-10 -
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Weaknesses

The less autonomous agencies identified some weaknesses in the current operation.
In the absence of empirical data, it is difficult to assess whether the weaknesses
identified are perceived or actual. Moreover, the identified weaknesses do not
relate only to OREDS' operations but also to long-term strategic policies that are
set at the executive or legislative level, such as the lack of clear goals or
determination of benefits.

The survey identified five major weaknesses in the current operation:

Inadequate Response Time on Lease Requests. The less autonomous agencies

believed response time on lease requests is not adequate to meet their needs,
perhaps because OREDS was understaffed in some technical areas. OREDS is in
a difficult position, as the Legislature is not inclined to increase personnel
allocations. The Legislature appears to be sending mixed signals. For example,
it has acknowledged there is a management problem and commissioned this
study; however it also has sanctioned a 26-week elapsed time as appropriate for
lease-renewal backlog (DGS).

N lear N iati ibility. Some agencies perceived overlapping

responsibility between the agencies and OREDS in lease and acquisition

negotiation. OREDS has the authority and must approve transactions, but often

the agency takes on negotiation tasks, due to poor response time and/or the
. agency's better understanding of its own particular needs.

No Clear Goals. The agencies were unsure about. what strategic real estate
management is and were, therefore, unsure how to effectively manage their
assets and when to use DGS for strategic assistance. This uncertainty adds to
the blurring of lines of responsibility.

No Clear Benefits to Agencies. The agencies do not share directly in any

benefits of proactive management and thus were not motivated to pursue it.
Interviewees indicated a willingness to pursue proactive management if
appropriate benefits and incentives were introduced.

Inadequate Communication between Agencies. Most agencies perceived a value

in interagency communication. A forum for sharing ideas, success stories and
other information would help to educate agency personnel on the benefits and
methods of proactive management.

Results

In summary, the less autonomous agencies believed there was a lack of
responsiveness to their requests. All the agencies acknowledged that the lines of
responsibility were unclear between their units and OREDS. The agencies would
like to begin proactively managing their real estate if clear goals and benefits were
established and if adequate resources (staff and budget) are provided to achieve the
goals. Therefore, the agencies are supportive of changes in the existing system.
Two of the initial goals of the changes would be to increase response time to
service agencies needs and to increase the revenue/cost savings to the State.

-11 -
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ALTERNATIVE MANAGEMENT STRUCTURES TO ACCOMPLISH GOALS

Property Management Programs In Other States

We also interviewed officials in seven states to determine how real estate
functions were organized within other state bureaucracies. The states were
Massachusetts, Maryland, Minnesota, Pennsylvania, Virginia, New York and Texas.
A detailed description of the results of the interviews is found in Appendix F.

The states have varying degrees of centralization, ranging from Massachusetts
which is the most centralized to Virginia, which is the least centralized. The
survey was designed to assess how these states performed space allocation, leasing,
disposition of surplus property, maintenance, and construction functions. The
structures were similar to the present DGS structure, in that all real estate
functions were the responsibility of the general administration department, with
the exception of Texas, whose land use is managed by the State Lands Commission.

In general, the organizational structure did not appear to materially affect asset
management. A legislative mandate granting certain powers to the real estate
department did create proactive management.

Regarding specific functions, the space allocation and leasing functions were all
managed on the basis of requests by the agencies. Leasing was generally handled
by the real estate department, although Virginia allowed agencies to negotiate
leases with departmental approval.

The disposition of surplus property was proactively managed by only New York and
Texas. These two states required the responsible department to periodically survey
agency lands. Texas is even requiring a complete survey to determine market
values for all state-owned land to be completed by September 1988, and a plan for
the future use of each parcel to be completed by September 1989. Proceeds from
the disposition of surplus land usually went to the general fund or a master capital
account. New York placed the funds in a variety of accounts related to real estate
management. No state allowed the owning agency to retain part of the proceeds.

Pr In her Public Envir

Past DH&S research into methods of managing public real estate shows there are
two structures that appear to function well in proactive management:

Private Development ration Redevelopment ncies. These
corporations and agencies can be found at the city, county and state level.
Typically, the director reports to a senior official in the government. An
advisory board of local business people, particularly investment bankers, serves
to introduce private sector development and financing ideas to the process.
Staff members are generally not subject to civil service requirements;
therefore, it is easier to reward good performance with incentive compensation
and easier to replace poor performers. Whether the staff is small or large, the
corporation relies heavily on its authorization to retain consultants.

-12-
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The New York State Urban Development Corporation (UDC) deserves special
mention. UDC was established in 1968 with all the tools and authority to plan,
finance, and negotiate transactions. UDC Chairman and Director of the Board
are appointed by the Governor, and funding is by annual appropriation from the
legislature.

Under its urban renewal mandate, UDC had the power to override local agency
authority. Using this authority caused the corporation to alienate some very
important agencies. This alienation, combined with soft underwriting that
resulted in some bond defaults, caused UDC to become very unpopular in the
early 1970's.

UDC has a new mandate since the late 1970s which includes business
development and the development of large projects for public use such as
auditoriums and cultural centers. The corporation manages real estate
development projects from inception to completion.

Annual funding ranges from $100-200 million from the legislature which is used
primarily for housing and business development loans. Bonds are floated only
for major capital projects. Total staff is about 200 non-civil service
employees, and consultants are used on the very large projects. Unlike the
1960's, UDC now works only with the cooperation of local entities.

A few of the more notable UDC projects include:

Participated in the development of the $2.5 billion Battery Park City in
Lower Manhattan

Is leading the $2.4 billion 42nd Street Development Project, aimed at
rehabilitating the Times Square Area of New York City

Co-sponsored the development of the $500 million Jacob K. Javits
Convention Center in New York City and the $40 million Riverside
Convention Center in Rochester

Developed numerous planned communities which include residential,
manufacturing and office space such as a 2,400 acre site in West Ambherst
and 3,000 acres in Radisson.

This corporation could serve as a model for California. The -current
organization has the ability to hire highly motivated staff outside the civil
service requirements, receives support from local agencies and the private
sector, and receives support from the legislature both in authorizing sufficient
funds and in authorizing enabling powers. :

Special Need or Legislative Mandate. Certain agencies are able to proactively

manage due to special need or legislative mandate. These agencies include
transportation districts, port districts, and state lands commissions. The
legislative mandate provides a common goal, allows the agencies to streamline
the management process, and, therefore, facilitates proactive management.

-13 -
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Based on the surveys, prior research, and discussions with DGS staff and the
Advisory Board, DH&S identified the following critical success factors for
proactive real estate management for California:

Clear, Measurable Goals

The agencies surveyed felt there were no clear real estate management goals. The
program should have a clear mission statement that defines proactive management
so that all players, including DGS, the agencies, and the Legislature, are moving in
the same direction. In addition, measurable short-term and long-term goals should
be established to help guide daily decisions, with a continuous evaluation process to
ensure goals are met. Moreover, the Director's career success must depend upon
the success of the program.

Political rt

Political support is key from both the Legislature in granting authority and funding,
and from local communities where the assets are located in granting permits and
facilitating the repositioning process. A successful program also needs a political
champion to help solidify public support.

Private Sector Support

Private sector support would be through an advisory board which helps set policy
and through increased use of consultants. This private involvement would help
increase operating efficiencies by introducing private sector techniques into
construction, leasing, and financing. Moreover, the use of consultants means
staffing can increase or decrease with demand and, thus, response time can be
improved without additional personnel years.

Flexibility

Flexibility is needed in both hiring and retaining staff and in the ability to
structure transactions. Operational autonomy, where the program is outside the
normal bureaucracy, would provide some of the flexibility required to structure
transactions, would increase response time, and would allow the entity to quickly
respond to changing market conditions.

Our experience indicates that public real estate entities function best with a
politically responsible executive director and minimum permanent staff. The most
efficient organizations rely largely on outside consultants and advisory services to
manage and develop real estate assets. Similarly, we have found that private real
estate entities function best with a small staff and significant outside consulting
resources.
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Clearly defined authority and responsibilities, backed by enabling legislation, would
aid in achieving program goals. Defined responsibilities would encourage
efficiency and would facilitate the process for outside parties, since they would be
dealing with one entity and one set of personnel.

for v n

DGS and OREDS are not presently organized to emphasize the above factors.
There are no clear, measurable goals, no clear legislative mandate, and there is no
extensive private sector support. Staffing is not flexible, as it is subject to the
legislative limitation on personnel years and to civil service requirements. Most
agencies make the strategic and operational decisions on their real estate, which
results in a blurring of responsibilities. All of these conditions, and the lack of real
estate expertise in some agencies, means major innovative revenue-producing
projects are the exception rather than the rule.

ALTERNATIVE ORGANIZATIONAL STR RE

The private sector is able to manage its real estate assets quite lucratively.
Allowing for the need to provide public service, public real estate management
should incorporate some private sector techniques to also derive revenues from the
State's assets. Three different structures are presented below with varying
degrees of private involvement and are evaluated in light of the identified critical
success factors.

Enlarge In-House DGS Capabilities

This alternative would minimize private involvement. Response times could be
improved by expanding in-house DGS capabilities through increased staff and
training. Expansion could be within OREDS or by creating a new office within DGS.

The primary benefit is that response time would be improved, provided the staff is
hired within a reasonable time frame. The potential problems are that civil service
requirements provide little flexibility in the ability to quickly expand staff to meet
demand or to reward good performers. Moreover, adding personnel years is not
within the overall State goals, due to the high financial cost. It is unclear if
agencies would provide political support, since many are currently not satisfied
with the current DGS structure.

Privatize and Contract Qut All Real Estate Functions

The other end of the spectrum would be to maximize private involvement by
contracting out all State real estate functions to the private sector. This option
presents substantial State constitutional issues, in that it would place the
management of public assets in private hands that were not directly publicly
accountable.
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The primary operational benefit would be an immediate increase in response time
to agency requests with no additional personnel years added. There would be
increased flexibility, in that staff could expand or contract with demand with low
financial risk. Increased use of consultants would introduce more private sector
efficiencies into the process.

The primary organizational problem would be unclear authority. The State would
have many real estate representatives in both agencies and consultants with no one
entity responsible for overall quality. It would be difficult to monitor the
consultants and to evaluate their performance because there would be no in-house
expertise available with a true understanding of each project. Also, contractors
may not have the overall agency purpose or public service as goals equal in
importance to revenue production.

ish New lic A

An intermediate step would be to establish a separate public entity which would
have many of the attributes of a private, autonomous entity while still retaining
public accountability. This entity would have a permanent staff and use
contractors as appropriate. The entity would be accountable to a board comprised
of State administrators, political appointees and legislators. This entity would
view the agencies as clients and would be able to use existing staff or hire
consultants as needed.

The benefit is that staffing would be somewhat flexible and the entity could expand
or contract with demand. Moreover, staff and contractors would receive
continuous evaluation from the board. If the entity has an appropriate legislative
mandate, there is clear authority and responsibility, and unified policies and
actions would come from one source. An important feature would be to add
incentives for individual agencies to encourage participation.

The problems to be addressed are that this entity would need to develop an
understanding of individual agency mandates and how real estate management can
help it achieve those mandates. Also, the entity's authority will have to be well
defined, which may include authority over previously autonomous agencies.

RECOMMENDATION

We believe the third alternative, to establish a public assets management entity, to
be the most reasonable, since it provides both flexibility and quality control. Our
recommendation for how to establish this entity follows in the next chapter.
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CHAPTER 4
A PLAN
E NT
AND MANAGEMENT CORPORATION (OBJECTIVE 5)

ORGANIZATION FRAMEWORK

We recommend that a new public entity be created by statute to undertake the
State's real estate development and management activities. Such an entity could
be a public corporation, board or commission, and would, while being publicly
accountable, have much of the autonomy of a private entity. The rest of this
report refers to this entity as a Public Corporation. This Public Corporation would
work on behalf of and in conjunction with the various State agencies and
commissions.

Legislation will be required to create the Public Corporation. Precedent exists for
such an entity at both the State level, such as the New York State Urban
Development Corporation, and the local level, such as the Capital Area
Development Corporation in Sacramento. These corporations have been created by
statute for special purposes.

Clear Organijzational Mission. The enabling legislation should clearly state the
organizational mission of the Public Corporation. This mission is to ensure that
the real estate assets of the State of California are developed and managed in a
manner that serves the overall public good, promotes efficiencies, and provides
revenues where possible. The Public Corporation could accomplish this mission
by both helping agencies manage their assets through the planning process and
by managing specific projects.

Composition of Governing Board

We recommend that the Public Corporation be controlled by a Governing Board
composed of the Director of DGS as Chairman, two representatives appointed by
the Governor, and a representative appointed by each House of the State
Legislature. This Governing Board would have the responsibility of setting the
major policies of the Public Corporation and of sponsoring major public real estate
projects.

mposition of Advi rds

Two advisory boards to the Public Corporation, whose members would be appointed
by the Governing Board, would serve as forums for sharing ideas and information:
a Real Estate Advisory Board and an Agency Real Estate Asset Advisory Board.

The Real Estate Advisory Board could be composed of private sector real estate
experts. This group could assist the Public Corporation in focusing on the most
promising targets of opportunity, analyzing the portfolio, and negotiating
guidelines for specific projects.
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The Agency Real Estate Asset Advisory Board could be composed of
representatives of the major State agencies which control the State's real estate
portfolio. These representatives should be knowledgeable about their agency's real
estate asset programs, including asset management plans and planned development
projects. This Board could serve as a forum for the agencies to exchange ideas,
suggest policy, and otherwise share real estate management information.

Exhibit 1 at the end of this chapter contains a chart of the recommended
organizational structure.

fi f jv i r

The Public Corporation's Executive Director should be a political appointee who
would oversee the day-to-day administration. The Executive Director should have
the requisite real estate development and management expertise. Ideally, he or
she should also have experience as a public sector entrepreneur.

The remaining staffing would depend upon the programmatic responsibilities given
the entity. This study did not encompass staffing and operations planning;
however, some of the activities suggested below which may require permanent
staff members are presently being undertaken by DGS staff. Thus, staffing the
entity may not require new personnel years. The Public Corporation's staff would
need a knowledge of State real estate assets, agency space-use needs, the
budgeting process, and fiscal efficiency. In particular, staff and consultants would
have experience in public/private real estate development and real estate financing
techniques.

Use of Private Sector Experti

The entity's permanent staff would be augmented by the use of contract employees
with specific private sector real estate and financing skills for specific projects.
The Public Corporation should have financial resources to employ private sector
consultants, and legal and financial advisors to help accomplish its mission. These
advisors could be compensated in a variety of ways: hourly fees, lump sum upon
completion of a project, or a percentage of revenues earned or funds raised.

SKILLS WITHIN THE PUBLIC CORPORATION

The Public Corporation, through its permanent staff and ongoing relationships with
private sector consultants, should have a sophisticated set of real estate
development and management skills. These skills could include the following:

Knowledge of State Real Estate Assets

The Public Corporation's staff should have a clear understanding of the magnitude
and character of the State's real estate holdings through a land inventory and data
base on all the real estate assets of its client agencies.
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K led s ; S Use Needs, Bud p { Fiscal Effici
Through the annual planning and review function, the Public Corporation's staff
would acquire an understanding of the agencies' present and future space needs and

would be able to use this knowledge to promote efficiencies and to assist the
agencies in accomplishing their objectives.

Public/Private Real Developm rti

The Public Corporation would be the primary Statewide repository for knowledge
concerning public/private approaches to public real estate development and
management. This expertise would extend to all aspects of the process, including
land sales and ground leases, joint and mixed-use development, private
construction techniques and private financing mechanisms for State projects.

R te Financing Experti

The Public Corporation's staff should be skilled in public finance techniques, in
order to determine the most cost-effective ways of financing State projects. In
particular, this expertise would include how to consolidate a series of smaller
building programs under one financing, and how to use revenue produced from the
sale or lease of State lands to finance particular State building projects.

INITIAL TASKS AND RESPONSIBILITIES OF PUBLIC CORPORATION

R ibili for Real for th ion of i

The entity would not be concerned with programmatic real estate acquisition
programs such as the Department of Parks and Recreation acquisition programs.

Rather, the Public Corporation's responsibilities would include supervising the
surplus disposition and all the operations, maintenance and space leasing activities
for all State agencies, (e.g., it will lease new office space for CalTrans use but not
participate in CalTrans' airspace leasing program). We recommend that the entity
begin with an initial set of management responsibilities which would be expanded
at a later point to encompass the project development of all large scale public
projects.

The initial responsibilities of the Public Corporation would include the following:

Resource for All State Agencies

The Public Corporation could assist agencies in space and land utilization, real
estate development, and public/private approaches to asset management. The
Public Corporation could begin to educate agencies on the benefits of
consolidation, operating efficiencies, and using alternative financing mechanisms.
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Coordinati

The Public Corporation could perform a centralized coordinating function among
agencies having real estate assets, the Treasury and Department of Finance (which
finances those agencies), and the Legislature (which reviews those operations).

Negotiation Authori

The Public Corporation would focus on all large scale real estate asset
transactions. This would inciude negotiating with the private sector, between
agencies and with the local community.

Personnel within the Public Corporation should be knowledgeable of local
government planning and zoning issues as successful repositioning requires local
community consensus on the appropriate type and density of development. There
are various mechanisms which can facilitate local cooperation, such as managing a
project under a joint powers arrangement. The Public Corporation should take a
leading role in involving local communities in the management process.

entraliz mputer Data B and Land Invent of All State of Californi
Real Estate Assets

Pursuant to legislation, DGS and its consultants have established the parameters
for a computerized geographic data base. DGS has also started an inventory of the
State's real estate assets. This data base and inventory would become an integral
part of the information the Public Corporation could use to manage the assets.

Reviewing Enti Moni t m lans of All te Agenci

As described in Chapter 5 below, it is recommended that all agencies make real
estate asset management planning a part of their agency planning and budgetary
process. The Public Corporation would play the crucial role of reviewing those
plans and monitoring agency performance against plans.

n i r it
The Public Corporation would work with agencies to identify and reposition surplus
property. Repositioning may include disposition, ground leasing, or joint
development.
Centralized Program to Create Revenue from Public Real Estate Assets
The Public Corporation could create revenue from public real estate assets on a
Statewide basis. The Corporation would review leases, operating budgets, and

other information to determine if savings can be accrued through consolidation,
volume discount, and other management techniques.
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LONG-TERM TASKS AND RESPONSIBILITIES OF THE PUBLIC CORPORATION

The tasks and responsibilities of the Public Corporation could be increased over the
long-term after successful implementation of the above tasks. These additional
responsibilities could include:

~entralized P Develop All Large Scale Public Proi

Over the long term, we recommend that the Public Corporation supervise the
development of large-scale State public facility projects. The Public Corporation's
expertise on land use and real estate efficiency will naturally extend to the
building of structures on that land.

The OPDM presently undertakes in excess of $500 million of public projects per
year. It is recommended that this function be transferred to the Public
Corporation and that, to the extent practical, key personnel might also be
transferred. The Public Corporation would thus have the expertise to oversee
large-scale projects and could incorporate revenue production techniques (such as
private commercial uses in parking garages) into these projects.

The autonomy of the Public Corporation and use of private sector consultants
should allow it to complete projects in a more timely and efficient manner.
Moreover, the entity could explore the possible use of turnkey construction, all-in
engineering, and design-and-build programs for further cost savings.

The Public Corporation could act as a clearinghouse for all capital project
financing. The same skills needed to finance development projects can be applied
to finance multiple capital projects. For example, the Public Corporation could
explore the use of pooled-money accounts to more efficiently finance the
construction and long-term funding of multiple small projects. The Public
Corporation would retain a financial advisor (to be paid out of financing proceeds)
to help design overall financing strategy.

STEP-BY-STEP IMPLEMENTATION STRATEGY

Initial Focus on Targets of Opportunity

The initial focus of the Public Corporation would be on selected targets of
opportunity, such as the three case-study properties. The Corporation should have
tangible goals and be accountable to the Board for meeting those goals.

-2]1 -



T R

e .

-

Implementation Plan
We recommend that the implementation of the program include the following steps:
1. Create the Public Corporation by statute.

2. Establish a staffing and operations plan and engage sufficient staff and
consultants capable of undertaking the tasks and responsibilities described
above.

3. Establish quantitative and qualitative goals for the first three years of
operations.

4. Focus the first years of operations on three key areas:

Undertake a small number of public projects which include revenue
production.

Oversee public capital projects and include revenue production and
efficiency techniques in project construction and financing.

Focus on the asset management plans of the key agencies which control the
most valuable State real estate assets.

5. Review the Public Corporation's performance against its goals at the end of
two years. Review can be by the Department of Finance and DGS.

6. Publicize the savings and efficiencies which are gained to the agencies, the
Department of Finance, the State Legislature and the public.

STAFFING/USE OF PRIVATE SECTOR EXPERTISE

It is recommended that the Public Corporation have a permanent staff expert in
the tasks and responsibilities described above. This staff would include key senior
administrators recruited from the State, the private sector and other public
entities. The Public Corporation could also use contract employees with specific
real estate skills for specific projects. In addition, the Public Corporation should
have a revolving fund available to employ consultants, lawyers, and financial
experts on an as-needed basis.

One of the Executive Director's first tasks would be to prepare a staffing plan
which would include a time frame for staff transfers and a budget. The Public
Corporation could contract out services to consultants or in-house real estate
personnel as appropriate. The amount of services contracted out will directly
affect the number of personnel years required to staff the program.

During the initial planning phase, the Executive Director and Governing Board
might also explore other organizational issues such as placement of the entity
within the Governor's office, or placement outside of the office of the Secretary of
State and Consumer Services as an independent quasi-public entity.
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TIME-FRAME FOR IMPLEMENTATION

We estimate that the drafting of appropriate legislation will take eight to twelve
months and that the Executive Director of the Public Corporation will require
approximately six months to establish his staff and consulting arrangements.
Thereafter, we estimate that the gain from the focus on "targets of opportunity"”
will take approximately two or three years to realize.

typical Proj Al ifi

Undertaking the projects identified in this study would allow the Public
Corporation to "hit the ground running." Moreover, the State practices proactive
management techniques in isolated cases. The Public Corporation's staff can study
these examples, such as the Los Angeles Civic Center building, the Sacramento
Franchise Tax Board building, and the airspace leasing program within CalTrans,
and apply the techniques to other properties.

START-UP COSTS/QONGOING FUNDING

The scope of work for this project does not include preparation of a budget or
detailed financial plan for the recommended Public Corporation. It is
recommended that a budget and corresponding financial plan be prepared, which
should include the following concepts. T

Fee~Based Budget

The budget of the Public Corporation should be based on both operating fees from
agencies and transaction fees from various public development and management
projects. The operating fees would be used to maintain information resources.
Transaction fees would cover the rest of the Public Corporation's overhead and
should be paid out of transaction proceeds when the transaction is completed.

N neral Fun idy Requi After Start—up Peri

The goal is for the Public Corporation to become entirely self-funded from
transactions and operating fees after the start-up period. If the Public
Corporation does not successfully service the agencies, agency heads will not use it
and its funding will cease.

Minimal Additional Personnel Years Required

To the extent practical, the staffing plan should be designed to make maximum use
of outside consultants on a project-by-project basis. In addition, key senior real
estate executives presently on the State payroll could be transferred to the Public
Corporation. The plan should be designed to require a minimum number of new
personnel years. .
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Two-Staged Funding

Funding would be in two stages. The first stage would require a start-up funding
appropriation from the Legislature. Start-up funds would be used for hiring the
Director and staff, and setting up systems and procedures. All future funding
would be based on transaction fees earned, payable from transaction proceeds after
the transaction has closed, and annual operating fees.

Experience indicates that the most efficient real estate entities are those whose
existence depends on their success in developing and managing real estate. Thus,
our implementation plan and funding suggestions include a two-year assessment of
performance against objectives. This two-year review is in addition to the annual
budget review.

fIn jve Pr /
ills/Rev i

This study has identified some additional issues to be researched to assist in
successful program implementation. The most important issue is how to structure
an appropriate incentive program to encourage agency participation. Incentives
would include both individual rewards and agency rewards. None of the states
interviewed had an incentive program for proactive management, thus this
research most likely would allow California to set the standard.

A second issue concerns staffing the Public Corporation. Both DGS and the
agencies believe certain real estate expertise exists within DGS as well as within
some agencies. A thorough assessment of the real estate skills currently available
within the State, and what would be required by the Public Corporation, would
assist in formulating the staffing plan.

A third issue regards a better determination of potential revenues/cost savings. A

detailed analysis of gains from efficiencies in construction, financing, and leasing
practices would give a more empirically-based estimate of total gains for the State.
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OVERCOMING BUREAUCRATIC RESISTANCE
PUBLIC CORPORATION

The State's real estate assets are controlled by agencies whose mission is the
delivery of various public services such as education, transportation or recreation.
The budgets for these agencies include yearly operational costs and capital
expenditures, but do not consider the "costs” of underutilization or misuse of land
and built space.

This budget structure results in a natural tendency to misuse real estate assets.
The organizational mission of each agency is not to consider real estate assets,
therefore, few or no incentives exist to use them efficiently.

ion Betw ntrali ibilities i i j
Agency's Ownership. Use and Management of Agency Real Estate Assets

The recommended Public Corporation will have the centralized responsibility for
efficient real estate asset management but the various agencies, to fulfill their
public service missions, will have to maintain control over their physical plant and
facilities. This results in a natural tension between the Public Corporation and the
agencies.

If the Public Corporation is to reposition underutilized land, facilitate the planning
of space usage, expedite the design and construction of State facilities, and
incorporate revenue production techniques into all processes, a strategy must be
developed which can effectively overcome this inherent resistance.

R Y FOR_IM T HAN R ING POTENT
B RATI N

The strategy we recommend has four major components which, if implemented
together, should allow the Public Corporation to succeed in the tasks. These four
components are:

A n Planning — R ir Review

The analysis of the three case study properties showed they were substantially
underutilized. For example, in one case, the land was used for surface parking in a
high value urban area. Agencies often underutilize sites in anticipation of a future
need that might arise. The key, then, is to plan present and future agency land use
in such a way as to maximize the current real estate value of the assets.
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Effective planning can only be accomplished by the agency that knows its
organizational land and space use needs. The study revealed a lack of coordinated
real estate planning with no linkage to the agency's budget planning process. We
recommend that there be required by statute:

. These real estate asset management
plans would be prepared by the agencies according to guidelines created by the
Public Corporation. The plans would analyze present and future needs and
specifically note, on a site basis, potential surplus land, underutilized sites,
and obsolete facilities that could be relocated. The plans for such sites should
include time frames for use by the agency or time frames to put the sites into
surplus disposition or long term ground lease.

Individual Project Revenue Plans. In addition, for every major real estate

capital project, there should be an efficiency management plan which will
include suggested revenue enhancement measures. .

Budget Review

It is imperative for the success of the program to have realistic asset planning and
accurate reporting of surplus on underutilized real estate. To assure compliance
with these requirements, there should be sanctions against recalcitrant agencies.
The sanctions suggested are:

Audits of Agency Asset Management Plans and Reports of Surplus or
Underutilized Assets. The Public Corporation could selectively review the
real estate asset management plans and conduct an audit type review of
agency plans for agencies which appear to have opportunities but are not
recording them through their planning process. The Public Corporation audits
would be sent to both the agency and to the Department of Finance, which
would use the audits in its examination of the agency's annual budget request.

"Use it or Lose it" Sanctions. Coupled with the review will be a program of
designated "use it or lose it" sites. These sites would be transferred from the
agency to the Public Corporation if they do not become efficiently managed
within a certain time~frame.

Incentives

The agencies should also have incentives to put their real estate assets to
beneficial efficient use. The Public Corporation would be charged with helping to
administer two types of incentives:

Reduction in General Fund Allocation. The agency that efficiently uses its
real estate should be entitled to share in the revenue created. Due to the
difficulty of evaluating projects on a case-by-case basis, the Public
Corporation should account for all revenue generated and allocate a portion of
these sums back to the sponsoring agencies on an annual basis. Agency
administrators should have discretionary use of the funds. The funds should
not be subject to recapture by the Department of Finance through a
corresponding reduction of annual budget. The administration of this reward
system by the Public Corporation would be subject to the direction and
guidance of the Department of Finance on an ongoing basis. 27



Personnel Merit Awards. The State of California presently has a personnel
efficiency merit awards program. The Department of Personnel
Administration program of awards for efficient State government (which is
presently limited to awards based on efficiency during the first year of
operation) should be expanded. This program should include rewards for real
estate efficiencies which often do not show a return until well after the first
year of implementation. The maximum award of $3,000 should be increased to
$10,000 and the program should be jointly administered by the Public
Corporation and the Department of Personnel Administration.

Service Delijvery

Perhaps the most effective mechanism to overcome resistance to the Public
Corporation will be the initial success of the entity in carrying out its mandate.
An entity which earns a reputation as a skillful resource which can create revenue
and facilities for the various agencies will quickly convert unenthusiastic agency
leaders.

Responsive Support for Agencies Will Reduce Resistance. The questionnaire
survey clearly showed a perceived lack of responsiveness from DGS on real
estate matters, particularly on leasing administration. To the extent that the
new entity will be able to respond rapidly to agency needs for new space
creation or leasing, it will create its own support and constituency.

f Wi St - . The
implementation strategy described in Chapter Four stresses an initial focus on
a small number of "targets of opportunity.” The entity's initial successes can
then be publicized to other agencies who will, in turn, see the advantages in
terms of additional revenues and better facilities.

ADDITIONAL R ARCH INT T PRICI Y TO A NT R
AND PRICE REA

Finally, we recommend that the State consider undertaking further research into
pricing the real costs and opportunities presented by the State's real estate assets.
Other large entities have devised real estate overhead pricing systems and lost
opportunities charge systems, which became part of the profit and loss
decision-making process. For example, even a limited market pricing of space and
vacant land could create incentives for efficient use of those assets.
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PTER
LEGAL ANALYSIS

NEED FOR LEGISLATIVE MANDATE

This report presents a fundamental change in real estate management for the
State. Accordingly, the new entity will have to be created by statute. Like other
special purpose public entities (e.g., the Capital Area Development Corporation), it
will require the Legislature to define its responsibilities. A particular area to
address will be the entity's relationship with regard to State agencies whose real
estate assets are constitutionally separate (such as the University of California) or
owned in conjunction with other governmental entities (such as CalTrans Highway
Trust Fund projects with the Federal Government).

f liforni li P ven from f lifornia Real
Property Assets

We recommend that, in addition to defining the responsibilities of the entity, the
statute contain a clear statement of the State's policy toward the husbanding of
the State's real estate assets. We recommend that the State's policy include the
goals of efficient delivery of services and protection of the citizens' financial
interest through efficient use, revenue production,” and creation of efficient
facilities. The most obvious limitations on revenue production, such as statutory
approval of long-term ground leases, land exchanges or land sales, will need to be
examined. We recommend a broad-based mandate for 99-year ground lease
dispositions of State land by the Public Corporation.

1 PUBLI NTITY' ILT NTRACT TSID F T
ENTITY FOR SPECIFIC REA TE SK

Additional legal research will assist in determining the degree to which the Public
Corporation can contract out for specific real estate skills. It may be that many of
the skill sets concerning real estate analysis, ground lease negotiations,
public/private joint ventures, and financing techniques will not be present within
the ranks of State employees. Moreover, we are suggesting a project-specific
budget for the entity. Accordingly, the ability to contract out for both individuals
and for legal, engineering, architectural, and consulting firms will be crucial.

NEED FOR PUBLIC CORPORATION TQ REVIEW MYRIAD LEGAL BARRIERS
WITHIN EXISTING STAT RY FRAMEWORK

Once it is functioning, the Public Corporation will have to analyze the myriad legal
barriers to efficient real estate asset management. These barriers are due to the
various agencies' statutory frameworks. The analysis should present suggested
changes to those statutes to make efficient real estate asset management more
feasible.
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We believe that the redrafting of the statutory systems to correctly incorporate
the efficient use/revenue production mandate will be a substantial undertaking.
The analysis should cover various situations where the new policy for effective use
will be at variance with other public policies, such as first notice to various public
bodies or procedures designed to eliminate the possibility of impropriety.

Our research showed that in order to function effectively, the entity must have the
authority to negotiate and to finalize agreements which are not subject to
revocation by individual legislators. Accordingly, we recommend that the
legislative review occur early in the management process before significant
resources have been expanded. The present requirements of legislative notice at a
later point in the process should be reviewed.

liminati jveaw jori

Various statutory mechanisms exist which are designed to give other arms of
government priority rights to State real estate assets. In light of the State's need
to produce revenue and to be free to enter into public/private joint ventures, these
various mechanisms will need to be categorized and reexamined.

LEGAL POLI EAS R IRI VIEW

Finally, as the new entity begins to function it will uncover other statutory
mechanisms which may need to be reexamined. These mechanisms may include
energy savings, toxic waste elimination, or asbestos abatement. The solutions to
these and other real-estate-based problems will need to be incorporated in an
overall efficient real estate asset management program.
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MANDATE _FOR PUBLIC POLICY TO MANAGE REAL ESTATE ASSETS AND
CREATE EFFICIENCIES AND REVENUE

The administrators who are charged with managing the real estate assets owned by
the people of the State of California must consider a large number of conflicting
public policy mandates. These constitutional and legislative mandates include the
provision of various services such as education or transportation, and the
protection of various public resources such as state parks or air or water quality.
Nowhere, however, does the constitution or legislation presently mandate these
administrators to specifically manage those real estate assets to create efficiency
and revenue.

It is recommended that the statutory framework for the Public Corporation include
a clear mandate to efficiently manage the State's real estate assets through both
efficient use and revenue production.

PROTECTION OF PUBLIC TRUST WHILE CARRYIN T MANDATE

The present statutory checks and balances on State real estate use are designed to
protect the public trust against administrative actions which might waste the
assets, create expenditures not authorized by the Legislature, or allow projects
which have not received adequate public scrutiny. In addition, there is an
overriding check on possible corruption. All these checks are designed to monitor
decentralized decision making not subject to centralized review by the Governor
and Legislature.

The recommended entity will be subject to centralized review. Its program will be
designed to eliminate the waste of assets not only through unchecked
administrative disposal but also through misuse or lack of use. In addition, there
will be a check on major projects and a focus for review at the program and project
level at an early point in project design and formulation.

The Public Corporation should be charged under its mandate to maximize cost

effectiveness while protecting the public trust. This will ensure public service
delivery and prevent fraud and abuse.
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. ALYSI I v ND DISADVANTAGES OF
[ PROPOSED CALIFORNIA PUBLIC REAL ESTATE DEVELOPMENT AND
. MANAGEMENT CORPORATION

We have recommended the creation of a California Public Real Estate
Development and Management Corporation because we believe the possible
advantages outweigh the possible disadvantages of the proposed structure. The
possible advantages of creating the Public Corporation can be summarized as
follows:

A single entity will be responsible to oversee the efficiencies and revenue
mandate, subject to political review.

The State can coordinate its space needs, land utilization, financing and legal
review across agencies.

_ . The structure will encourage the use of private sector management techniques
- to increase efficiencies and revenue production.

: . Agencies will be encouraged through both incentives and sanctions to use real
{ estate assets more effectively.

. The structure will allow proactive management with minimal addition of
. personnel years.

If the entity can accomplish even modest efficiencies with the massive real estate
holdings of the State, significant revenue could be produced to assist in providing
services to the people of the State of California.

| . The creation of such an entity may have possible disadvantages. These
disadvantages can be summarized as follows:

| . A major reorganization of the functions of State government is an extremely
' time consuming and laborious process with very real costs.

Transition from one system to another can increase costs and create lost
opportunities.

Granting the statutory authority of long-term leases and land exchanges to the
entity will result in some transactions that may not be optimum, just as the
current system occasionally makes land use decisions that are not optimum.

OVERALL INCREASE [N PUBLIC SERVICE

The Public Corporation we recommend here, if carefully designed and supported by
both the executive and legislative branches of government, should be able to
generate revenues and cost savings from effective real estate management while
ensuring the delivery of public service. More efficient land and space utilization,

| which is financed cost effectively, will allow a higher level of public service 1o be
delivered to the people of the State of California with less cost.

o | . -32-
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EXECUTIVE SUMMARY

The California Department of General Services has contracted with the
Roulac Real Estate Consulting Group of Deloitte Haskins + Sells to
undertake a demonstration project of applying portfolio management
techniques to the State's real estate holdings. The first of the major
tasks ("Objectives"”) entails an identification of the information sources
requisite to an effective property management system. ‘Later in the
project these information sources will be matched with a set of decision
rules to identify the most promising, credible opportunities for the
State to proactively manage its real estate assets.

This document is a bibliography of the most important data sources. The
characteristics of these sources are summarized in Exhibit 1. The next
section of this bibliography describes the methodology implied in
identifying, evaluating, and summarizing data sources. The final section
devotes one page to each data source, to provide more detailed
information on each data base's variables, geographic coverage, frequency
of updates, and so on.

Any questions or comments concerning this bibliography may be directed to
Mr. Neal Roberts (714/641-5500) or Mr. Gilbert Castle (415/433-0300).
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EXHIBIT 1
PRINCIPAL COMPUTERIZED INFORMATION SOURCES

DATA BASE

TYPICAL VARIABLES

OVERALL

DAMAR Cal

COMPS, INC.

SPACE INVENTORY SYSTEM

PROPRIETARY LANDS INDEX

CAL TRANS

STATEWMIDE PROPERTY INVENTORY

CLARITAS, CACI. AND SIMILAR
COMMERCIAL SOURCES

MARKET
TRANSACTION

MARKET
TRANSACTION

STATE

STATE

STATE

STATE

DEMAND

TRANSACTIONS LOCATIONS
BUILDING CHARACTERISTICS
LAND CHARACTERISTICS
INCOME AND EXPENSE DATA
SALE PRICE

TRANSACTIONS LOCATIONS
BUKLDING CHARACTERISTICS
LAND CHARACTERISTICS
INCOME AND EXPENSE DATA
SALE PRICE

LOCATION

TYPE OF LEASED SPACE
LEASE PROVISIONS
QCCUPYING AGENCY

LOCATION
LAND USE
SIZE OF PARCEL

LOCATION

PARCEL ZONNG

BUILDING CHARACTERISTICS
PARCEL CHARACTERISTICS

LOCATION

USE AND INTENDED USE
BUILDING CHARACTERISTICS
PARCEL CHARACTERISTICS
PARCEL ZONNG

LEASE PROVISIONS
CCCUPYING AGENCY

POPULATION

NUMBER OF HOUSEHOLDS
PER CAPITA INCOME
BUSINESS ESTABLISHMENTS
AVERAGE HOUSING RENTS
WHITE COLLAR EMPLOYMENT

AVERAGE

ABOVE AVERAGE

BELOW AVERAGE

ABOVE AVERAGE

ABOVE AVERAGE

ABOVE AVERAGE

SOURCE THE ROULAC REAL ESTATE CONSULTING GROUP OF DELOITTE HASKINS « SELLS.
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METHODOLOGY

The Role of Data Bases In A Management System

Ideally, a portfolio management system would work in a fashion similar to the
following sketch:

e First, all the properties in a portfolio would be reviewed using a series
of prearranged screens and filters. Sifting through the list identifies
candidate properties ideal for more intensive management efforts.

e Once these properties are selected, the local economy and demand related
growth characteristics in a given property's market area are reviewed.
Should the economic traits meet established levels then the property is
again tagged for further consideration. If not it is "returned” to the
original list until later when the economic environment may yield better
results from proactive management.

e In the final operation, data on recent real estate sales and lease rates in
the market area are identified, researched, and analyzed. This step
identifies whether action is efficient at the present time and also
identifies the potential benefits (or lack of) of selling/leasing/holding.
with all cthis information in hand a portfolio manager can set about making
rational and informed decisions about the efficient use of real estate.

This scenario, illustrates the reliance of a proposed statewide real estate
management system on information. The very nature of a portfolio management
task requires knowing what constitutes the portfolio. In addition, with over
10,000 properties in its portfolio and as many submarkets to consider, the
State of California cannot undertake a process described above effectively
using only hardcopy data copy. In order to sucessfully implement a statewide
real estate management process the first step requires the identification of
the necessary information bases, most of which are computerized.

e Data Base S ctio rocess

The data base identification and selection process began by posing two
questions about the proposed statewide real estate management sysytem: "What
is to be managed?"” "How will the State go about managing the properties’once
they are identified?" The reasoning was that the answers to both of the
questions not only tell how a real estate management system might work but
also what data and information is necessary.



The answer to the first question is simple - all the real estate owned or
leased by the State should be subject to efficient property management., At
the present time a partial inventory of real estate is available in several
different, unlinked data bases. Recent legislation requires that the State
complete the inventorying task. In an effort to accomplish the mandate the
State has engaged Arthur Young & Company to design and assist in implementing
the necessary proceedures to make avallable a complete inventory by January of
1989, - At the moment the State inventory is fragmented and incomplete. The
following is a list of the current data bases maintained by various State
agencies or departments. Some or all of the information stored within these
will likely become part of the new Statewide Real Property Inventory (SRPI):

Space Inventory System (SIS)
Proprietary Land Index (PLI)
Space Assignment System

Cal Trans

Developmental Services

Parks and Recreation

State lands Commission
University of California
Fish & Game

Of the nine listed above, only three (SIS, PLI, and Cal Trans) were identified
as relevant enough to be selected for detailed review. Relevance was
generally based on how comprehensively the source covered State properties and
the number of potential variables in each. In general, the Cal Trans data
base was viewed as the best.

The answer to the second question does not directly assist, in identifying the
data needs of a real estate management system. However, if one thinks of how
the operation is approached then the needs become clearer. Once a property is
identified, information (a "profile") of the market is needed. This tells
whether the market is strong or not. In a weak market, sales prices will be
down. A prudent manager would hold a property until the market strenghtens.
Additionally, transaction prices, lease rates, financing terms and real estate
performance measures should be available in order to evaluate if any change in
ownership or management is necessary and/or efficient,

In summary, information is needed on the factors determining demand in a given
market area, the competitive projects/parcels, where they are located, recent

market terms (sales prices, rents, and financing), and future prospects for a

given market area.



Following the initial identification, each of the data bases were evaluated on
a number of key areas including reliability, availability, cost, and

currency. The profiles of each data base which are included later in this
report show the evaluation of individual sources for each key feature.

a e o] es clude

The following pages provide a profile on each of the data bases

identified as potentially useful for the computerized aspects of the proposed
real estate management system. The intent is to summarize the salient
aspects, features and variables that each source can contribute to the overall
process. Each profile is divided into four sections.

The first identifies one of four general categories of data bases in which the
{. " individual data base fits. The type is based on the major function the data
source could serve in a real estate management environment. The four types
are described below:

't * “Supply"” data bases contain information on current and historic
T development trends such as where construction is taking place and how
intensive the activities are,.

* "Demand" data bases hold data on the factors which determine the
. demand or use of the various types of real estate. Typically these
t sources have information on growth trends and profiles of economic
activity in a given area.

i. * “Competition" data bases contain information on market transactions
such as recent real estate sales trends. These data bases could be
useful in identifying the current market price for a given type of
real eatate and what market areas are particularly active.

* The final category are the "State property" data bases. These
sources contain information on the various types of real estate owned

E or leased by California.

j The second section is a short description of the data base, the company or
state entity which is responsible for servicing the data base, and the general
uses. »

The third section three is an evaluation of the key attributes of each data
'x“ base. These attributes represent the most important use issues of an
informantion source.

\ a. Year Started: The approximate year when the data
¢ base became available in a mode
useful to the State.

s H



b. Access:

¢. Geographic Coverage:

d. State Property Coverage:

e. Frequency of Updates:

f. New Entries Per Update:

g. Reliability of the Data:

h. Ease of Use:

Whether or not the system in
automated (computerized) or hard copy.

The areas covered, whether it be the
State or only specific areas.

Applies only to the three data bases

" containing information on the state

owned or leased properties i.e., SIS,
DLI, and Cal Trans. Tells to what
extent the source covers all state
real estate,

Identifies how often the data base is
revised with new or improved
information. Evaluation comments
will usually be monthly, quarterly,
annually, or interactively.

The number of additions or
corrections made to the data base at
each update.

Twe basic questions were asked of the
data in each data base.

a) Has the information changed in
format and in quality over the
life of the data base?

b) Is the data comprehensive for the
subject area of the data base or
are important variables missing?

The answer to these two questions
produces one of three possible
ratings - high, moderate, or low. If
the questions cannot be answered then
undetermined is used.

Identifies the degree of difficulty a
typical person would have when using
the subject data base. Possible
ratings are simple, moderate, or
difficult.If ease of use could not be
determined given the resources
available then the evaluation was
shown as undetermined.
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i{. Confidence in the Data Base: A general measure of how well the
data base will serve the purposes of
the State in its proposed real estate
management plan. The evaluation is
based on how well the data base has
and will stand the test of time in an
arrangement useful to the
State.Possible ratings were high,
moderate, and low. If the evaluation
could not be determined then the
response undetermined was used.

J. Availability of the Data base: Identifies the amount of time
necessary for the State to acquire
the data base or access to it. The
evaluation is specified as immediate
or in the months until access is
available.

k. Cost: Specifies in general terms the cost
to the State in purchasing the data
base or time sharing access. The
possible ratings include low,
moderate, high or undetermined.

The final section of the profile is a preliminary list of the variables
available from the source. This list in notnecessarily exhaustive, butdoes
identify the broad categories of data available to the prospective real estate
manager.



INDIVIDUAL DATA BASES

DAMAR C & I ON LINE

Type: A Competition Data Base

Profile: The Damar C & I database is a county by county collection of

property transactions, typically sales or transfers of ownership.
Entries in this data base are primarily commercial or industrial
property types falling into one of 145 land use categories

established by Damar.
individual county recorders office records.

Almost all the original data are from the

Information from this

source can be used to identify land and building sale prices or

values based on recent comparable land and building sales.

The data

can also identify active market areas and trends in prices and
values.

Major Features:

Attribute

a.
b.
c.
d.
e.
f.
g
h.
i.

J.

Variables Available from the Data Base

Year Started

Access

Geographic Coverage
Frequency of Updates
New Entries Per Update
Reliability of Data
Ease of Use

Confidence
Availabilicy

Cost

Variable name

e o o s

tateTR Mo D OH

ol

. Location
. Zoning

Land Use Designatien

Type of Improvements
Description of Improvements
Size of Improvements

Size of Parcel

Income & Expense Data

. Transaction Date

Sale Price
Performance Indicators (cap rate)

Evaluation

1982
On line

All 58 California Counties’

Monthly

Several Thousand
Moderate
Moderate
Moderate
Immediate
Moderate

Format (units)

Address, City, County
Label

One of 145 Damar Codes
Label

Label

Square Feet

Square Feet

Dollars Per Square Foot
Date

Dollars Per Square Foot
Percent
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Type: A Competition Data Base

COMPS, INC

Profile: The COMPS, Inc. data base is collection of vacant land and

improved real estate transactions.
sale or transfer of ownership.

Typically the transaction is a
Entries in this data base include

vacant residential land, vacant commercial land, office buildings,

retail buildings, and industrial buildings.
individual county recorders offices.

All the data are from

Information from this source

can be used to identify land and buliding sale prices or values based

-on recent comparable land and building sales. The data can also

identify active market areas and trends in prices and values.

Major Features:

Atcribute

. Year Started

Access

Geographic Coverage
Frequency of Updates
New Entries Per Update
Reliability of Data
Ease of Use
Confidence
Availabilicy

Cost

XM M AN OP

Variables Available from the Data Base

Variable name

a. Location

b. Zoning

¢. Land Use Designation

d. Type of Improvements

e. Description of Improvements
f. Size of Improvements

g. Size of Parcel

h. Income & Expense Data

i. Transaction Date

j. Sale Price

k. Performance Indicators (cap rate)

Evaluation

1981

Hard Copy

7 Counties in California
Monthly

Several Hundred
Moderate

Simple

Moderate

Immediate

Low to Moderate

at _(unit

Address, City, County
Label

Label

Label

Label

Square Feet

Square Feet .

Dollars Per Square Foot
Date

Dollars Per Square Foot
Percent
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SPACE INVENTORY SYSTEM

Type: A State Property Data Base

Profile: The Space Inventory System (SIS) provides a listing of all
state occupied space managed by the Office of Real Estate and Design
Services. This data base is used primarily for storing historical
data on leases entered into by state agencies. 1Its major weakness is
that it is not comprehensive in coverage and does not include certain
variables required in a proactive real estate management environment.

Major Features:

Attribute v tio

a. Year Started Undetermined
b. Access On Line

c. Geographic Coverage Statewide

d. State Property Coverage Limited

e. Frequency of Updates Monthly

f. New Entries Per Update . Few Hundred .
g. Reliability of Data Moderate

h. Ease of Use Undetermined
i. Confidence . - Low

Jj. Availability Immediate

k. Cost Undetermined

Variables Available from the Data Base

Va b e Format its

a. Location Address, City, County
b. Space Type Label

C. Size of Leased Area Square Feet

d. Annaul Lease Rate Dollars Per Square Foot
e. Leage Provisions Label

f. Occupying Agency Label

g. Staff Size Number

h. Staff Projection Number
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PROPRIETARY LAND INDEX

Type: A State Property Data Base

Profile: The Proprietary Land Index (PLI) is a data base of all state
held lands except highways, soverign lands, and tax deeded lands.

Its current purpose is to provide an historical record related to the
original transaction. Its major weakness is that it is not
comprehensive in coverage and does not include centain variables
required in a proactive real estate management environment.

Major Features:

t bu valuatio
a. Year Started Undetermined
b. Access On Line
c¢. Geographic Coverage Statewide
d. State Property Coverage Limited
e. Frequency of Updates Monthly
f. New Entries Per Update Several Hundred
g. Reliability of Data .. Moderate
h. Ease of Use Undetermined
i. Confidence Low
J. Availabilicy Immediate
k. Cost Undetermined

Variables Available from the Data Base

Variable Format (units
a. Location Address, City, County
b. Land Use or Purpose Label
c. Size of Parcel Acres
d. Some Physical Characteristics Labels
B-11
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CAL TRARS

Type: A State Property Data Base

Profile: The data base maintained by Cal Trans contains information
on all the real estate within the Department of Transportation's
jurisdiction. It includes data on all state highways, office
buildings, and maintenance facilities operated by Cal Trans. This
data base may provide all the data necessary to actively manage the
Cal Trans portfolio. It does not provide information on land or
improved real estate under the control of other state agencies.

Major Features:

Attribute Evaluation

a. Year Started Undetermined
b. Access On Line

¢. Geographic Coverage Statewide

d. State Property Coverage Limited

e. Frequency of Updates Monthly

f. New Entries Per Update Undetermined
g. Reliability of Data - " High

h. Ease of Use Undetermined
i. Confidence High

J. Availabilicy Immediate

k. Cost Undetermined
Variables Available from the Data Base

Variable name Format (units)
a., Location Address, City, County
b. Zoning Label

c. Facility Type Cal Trans Code
d. Facility Size Square Feet

e. Sice Size ‘ Acres

f. Property Description Labels

g. Type of Rights Held Label

h. Number of Employees Number
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Type: A State Property Data Base

Profile: The Statewide Real Property Inventory (SRPI) is a data base
presently in the design and implementation phases. As required by
legislative mandate, Claifornia must have a complete inventory of its
real estate holdings by January 1989. This data base will accomplish
this mission. In addition, it will provide some of the information
necessary to effectively manage the state's real estate portfolio.

Major Features:

t bu valu o)
a. Year Started 1988 or 1989
b. Access On Line
c. Geographic Coverage Statewide
d. State Property Coverage Effectively All
e. Frequency of Updates Monthly or interactive
f. New Entries Per Update Thousands
g. Reliability of Data High
h. Ease of Use . Undetermined
i. Confidence High
J. Availabilicy At Least twelve months
k. Cost Undetermined

Variables Available from the Data Base

Varjable pame Format (units)

a. Location Address, City, County
b. Use or Intended Use Label

c. Type of Facility Label

d. Size of Facilircy Square Feet

e. Size of Site Acres

f. Property Description Labels

g. Type of Rights Held Label

h. Lease Characteristics Label and Number

i. Use Agency Label



li COUNTY ASSESSOR/RECORDER
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1. Type: A Supply Data Base

2. Profile: Each county maintains both a tax assessor and recorder's
office list of all real estate within the county boundaries. The
purpose of the first is to identify real property tax sources and to
accurately record whether taxes were paid or not. The second list
identifies the current owner of a real estate and improvements. This
1ist also identifies how title is held and other details about the
most recent change of ownership. The structure and content of each
county's data bases varies somevhat. Accordingly, some county
provided data may be better than others.

3. Major Features:

Att ut valuatio
- a. Year Started Varies
b. Access Hard Copy/On line
i ¢c. Geographic Coverage County, City and Market
d. Frequency of Updates Varies
g. Reliability of Data .. High
, h. Ease of Use Simple to Difficult
! i. Confidence High
j. Availabilicy Immediate to Longer
k. Cost Undetermined

4, Variables Available from the Data Base

! Variable name Format (unjts)
a. Property Location Label
b. Current Ownership Label
c¢. Previous Ownership Label
d. Location of Recent Transactions Label
‘ e. Assessed Value Dollars
: f. Sales Price Dollars
| g. Permit Activity Dollars
h. Location of Permit Activity Label




c S, CA AND S R _COMMERCIAL SOURCES

Type: A Demand Data Base

Profile: Several dozen vendors provide census-type variables on the
characteristics of the population, housing stock, and economy of the
United states. Most provide not only historic data but also current year
andeven forecastdata. The information is available at the census tract,
zip code zone, county, and state levels. The finformation is typically
available in hard copy, via time sharing services (e.g., CompuServe,
Dialog) on lmagnetic type and optical disk., Claritas and CACI are the two
sources predominatntly used by the Roulac Real Estate Consulting Group of
Deloitte Haskins + Sells. Other leading vendors include Dun & Bradstreet,
Urban Decision Systems, National Planning Data Systems, and the like,

Major Features:

Attribute Evaluation

a. Year started . Varies; typically 1960-1970s
b. Access On line or purchase

c. Geographic ceverage Statewide

d. Frequency of updates Annually

e. New Entries Per update Several hundred

f. Reliability of data High

g. Ease of use Varies

h. Confidence Varies; typically moderate
1. Availabilicy _ Immediate

J. Cost Moderate to high

Typicall Variables (Among Several hundred Available from the Data Base.

G 300 Mmoo ANDOC®

Varjable Name

Current population

Annual population growth rate
Per capita income

white collar workers

Median rent

Business establishments
Median rent

Average length of residence
Median education

Median household size

Format (units

Number

Percentage

Dollars

Number/percent of all workers
Dollars

Number, by SIC Code

Dollars

Years

Years

Number

B-15
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APPENDIX C
EXHIBIT I

PUBLIC SEECTOR PORTFOLIC MANAGENMENT
T3 CALIFORIIA B84 BUBAGEREL

A
NEEDED THIS
THE NEED
OPTIMALLY
SATISFIED IN
THIS FACILITY
YES .
G
G:YO!I.'EiEARL A HOLDING
STRATEGY PAY
ONSTRAINTS TO BETTER IN THE
DISPOSITION \_LONG RUN
|
> -
HOLD THE CAN THE DEYELOP &
PROPERTY FOR PROPERTY BE IMPLEMENT A
ONE MORE REPOSITIONED DISPOSITION
PERIOD THIS PERIOD STRATEGY

?

SOURCE: ROULAC REAL ESTATE CONSULTING GROUP
OF DELOITTE HASKINS + SELLS C-1
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APPENDIX C
XHIBIT II
Proper n Decision Rul

The following are subordinate issues associated with the major questions of Exhibit I.
These issues establish a framework for later, more detailed investigations by State
personnel. Although the development of a complete work program for addressing each
issue is beyond the scope of the current engagement, a sample application of these rules
to a property is in Exhibit III. More detailed examples of data needed for some individual
issues are provided in Exhibit IV.

I. Is the Facility Needed [by the Current State Occupant] This Period?

—

A. Projected space needs of the current State occupant
1.  Number of employees
2. Amount of equipment/furnishings
3. Budgetary constraints
4. Regulatory/statutory mandates
5. Proximity requirements (e.g., to other State agencies)
6. Other:
B. Potential use by other State agencies

0o h WO —

Flexibility of the property

Proximity requirements of other agencies
Regulatory/statutory restrictions

Lease restrictions

Relocation costs

Interest expressed by other agencies
Marketplace alternatives

Other:

II. Is the Need [of the Current State Occupant] Optimally Satisfied in This Facility?

A

Best available option in terms of economics

OO AWK —

State paying above/below market rent

Economies of scale (multiple agencies can share costs)
Unusual property features (expensive to find elsewhere)
Potential State income from sub-leasing space to a business
Potential one-time revenue from selling the facility
Impacts on valuation on nearby State owned properties
Impacts on community (e.g., State as a major employer)
Other:




b

Best available option in terms of legalities

Specific regulatory/statutory mandates (e.g., prison site)
General mandates (e.g., one parole office per county)
Lease provisions

Litigation potential

Other:

L

Best available option in terms of governmental relations

Locational preferences of agency manager

Locational preferences of agency staff

Possible incentives for altering manager/staff preferences
Surrounding community's attitudes at current location
Surrounding community's attitudes at potential new location
Other:

P

III. Are There Any Legal or Other Constraints to Disposition?

X A. Previous issues applicable to disposition as well as relocation
T 1.  From "Is the Facility Needed This Period"
. 2. From "Is the Need Optimally Satisfied in This Facility"
l 3. Other:
B. Additional Issues
I
L 1. Regulations/statutes pertaining specifically to disposition
’ 2. Relevant regulations/statutes of federal and local agencies
3. Extraordinary factors (asbestos, toxic waste, historic site)
| 4. Pending legislation, executive mandates or court decisions
5. Other:
i IV. Will a Holding Strategy Pay Better in the Long Run?
) A. Real estate market
1. 1.  Number/quality of current broker inquiries ("bird in hand")
2. Forecasts of rental rates and property appreciation rates
3. Pending, value-adding development of adjacent properties
‘ 4. Packaging with other properties in a portfolio offering
' 5. Potential return from upgrading the property prior to sale
6. Other:
l B. Government activities

Current negotiations with value-adding tenants

Pending appraisals, other property-specific analyses
Planned market analyses, economic development programs
Other:

:bbdl\)-—-‘
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V. Can the Property Be Repositioned This Period? ’
A. Obstacles which probably cannot be overcome this period

Requirements for legislative or judicial actions
"Softness” (low prices) in the real estate market
Opposition by one or more high ranking government officials

New funding for property improvements prior to sale
Other:

Nhwe—

B. Obstacles that probably can be overcome this period

Complex negotiations
Creative ownership and/or financing vehicles
Management talent for packagmg and marketing assets

Inputs to decision makers vis-a-vis the hkely return on investment from
property improvements prior to sale
Other:

I
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APPENDIX C
XHIBIT I
mple Applicati f Decision Rul

Old Town ~ Department of Transportation Building

The decision rules were applied to a sample property in the Demonstration area. The
property is located in the Old Town District of the City of San Diego. The building is
currently occupied by the Department of Transportation (DOT).

Description

The property is an approximately 120,000 square foot office building with additional
undeveloped land (currently used for parking) and smaller buildings including maintenance
facilities, an equipment shop and a gas station on 15 acres. The State owns the land and
building. The surrounding area is mixed commercial, light industrial near Old Town San
Diego State Park and is heavily influenced by the restoration of historic structures.

User Need

The DOT currently has 300 employees in the building and is expected to expand. The
expansion may require additional parking. Thus, the DOT needs to either add-on or find
new space and may be willing to relocate.

Economics

DOT does not charge rent to its operating units, therefore, we could not compare rent
paid versus market rents. There is an established need for additional space from both DOT
and DGS (downtown). It does not appear that this need can be met in the DOT office
building.

There are no unusual features and the potential for income from renting the existing
facilities to the private sector as offices is small compared to the potential income after
repositioning the property. There will be minimal impact on nearby State properties if
the property is repositioned, with the exception of potential increases in traffic. . :

The community impact may be positive if the DOT moves to a new site within the

community. The property could be leased to a private tenant thereby increasing tax
revenues and bringing more jobs into San Diego.

Legalities

There appear to be no legal constraints.
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Politics

There appear to be no major political obstacles. There will be the required politics of
involving the community in the study and ensuring the potential development conforms to
the master plan and any other specialized designation, including historic district zoning.

Additional C :

The property is designated as an historic site which may limit its uses.

Real] Estate Market

We determined there may be retail/hotel potential but that the office market currently
was very soft.

Government Activities

There are currently no government activities that might affect the development. There
may be a pending economic development program for the area as part of a city or county
comprehensive plan.

Repositioning Obstacles

The primary obstacle is the soft office market, which limits the repositioning alternative.
The local populace may oppose the increase in traffic generated by the new development.
A new right-of-way configuration, including vacating right-of-way, may need to be
negotiated. Based on past experience, it appears that the DOT and DGS have the
management talent required to overcome these obstacles.

Summary

Based on the above preliminary analysis, it appears this property is suitable for
repositioning. The current user needs to find new space, the property has no unusual
features, and there is market potential for a retail/hotel development. There appear to
be no legal or political constraints, nor any government activities which might affect the
development. The primary obstacles are the soft commercial market, and the potential
for complex right-of~way negotiations. It appears that the user and the DGS have the
management talent required for the negotiations.
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PROPERTY SALE OR DEVELOPMENT

The State may finance the cost of constructing and/or operating facilities by
selling surplus property or the real estate rights associated with the space above,
below or adjacent to existing facilities. The State may also negotiate an
investment from another agency or the private sector to be used for property
enhancement.

SALE

Full or partial interest in buildings or land may be sold to the private sector.
Proceeds may be used to purchase new land or buildings, rehabilitate existing
buildings or make other capital improvements. The private sector receives the tax
benefits associated with real property ownership.

Advantages

Sale results in a one-time realization of proceeds which may provide the needed
funds for acquisition or construction.

Direct sale transactions are straight-forward and can usually be completed in a
timely manner.

Disadvantages

The State will give up all future rights to the_prdperty unless a repurchase
option is part of the transaction.

-

The administrative process to sell surplus property is time consuming and
complex. After the parcel is declared surplus by an agency, it is offered to
other State agencies. If no other agency needs the parcel, it is designated for
disposal pending legislative approval. Upon approval, the parcel is offered to
all local agencies who have six months to respond. (The majority of surplus land
is sold to local agencies.) If no local agencies need the parcel, it is advertised
to the private sector and sold on a sealed bid basis.

OPTIONS

Options are the rights to use the property rights at a future date. Options can be
sold by the State for properties which are designated for disposition or
redevelopment in the medium- to long-term. Options might include the right to
buy or sell, the right of first offer to buy, sell, or lease, and the right to develop.

Advantages

Sale of options provides some cash up front which could be used for
improvements.
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Disadvantages

The State is agreeing to give up future property rights, if the option is
exercised.

Example

Currently, options are not sold in State-owned properties due to the requirement of
first offering the parcel to local agencies. The State does purchase options to buy
or lease land owned by another party.

JOINT VENTURES

The State may work with the private sector, local redevelopment agencies and
other parties to jointly own or develop properties. Typically, the State would
contribute land to the partnership and the private sector or redevelopment partner
would construct the facility.

Advantages

The State may receive an upfront payment: and/or a part of operating cash
flows.

The State may save construction costs by using the private sector expertise of
the joint venture partner.

Disadvantages
Joint venture agreements can be complex and difficult to negotiate.
The State will not retain complete con:ro! over the facility.

The revenues generated from participating in property cash flow generally will
not be received in the short term as time is required for construction and lease

up.

Examples

The State participates in joint ventures with other agencies, municipalities and
private parties. For example, redevelopment agencies may finance and build a
State—occupied building on State-owned land to redevelop a targeted area. Also,
the State currently leases land to private developers to build co-generation
facilities. The State buys the electricity and steam from the facilities. Another
recent transaction was the construc:ion of a private use office building near the
Civic Center in Los Angeles. The City, County and State assembled their lands and
jointly leased them to a private developer for a minimum rent and a percentage of
the building revenues. This last transaction serves to bring new revenues to the
State and shouid be pursued more often.
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NEGOTIATED CAPITAL INVESTMENT

A negotiated capital investment is an agreement between a private developer and a
public agency where one agrees to fund capital improvements in return for a
concession from the other. For example, the public agency may build
infrastructure improvements around a development in return for a portion of
building operating revenues. Or, a developer may provide a foundation or
enhancements in retutn for a zoning amendment allowing greater density.

The principal advantage to the State is reduced construction costs by receipt of a
cash payment, valuable concessions, or services. The disadvantage is that non-cash
transactions may be quite complex as a value must be placéd on concessions or
services.

Examples

jiv tor Enhancements - The private sector may build or enhance a
structure, such as providing a walkway or park, in return for zoning
amendments, tax abatements, easements, right-of-way concessions, etc. In the
Los Angeles Civic Center Building, the developer has proposed to build built a
child care center.

Private Sector Donation - The private sector may provide funds or reduce costs
for a project. For example, on the two State College campuses (San Mateo and
Bakersfield), the land sellers gave a reduced price to the college because they
realized the benefits of owning property near a college campus.

Qther Public Sector Grant - Other public agencies may be persuaded to
contribute funds or land, or to jointly develop/operate a State-owned
structure. Occasionally, the State will contribute to another agency. Fox
example, the Wildlife Board will purchase a property and lease it to the State.
The State will build piers or a wharf which the Board will operate. The Board
will use the lease payments from the State to pay debt service. Thus, the
transaction is a type of grant from the State to the Board.
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IVATE DEVELOPMENT AN PERATI

Private development and operations entail on using private sector construction and
operating techniques to save costs and time for the State. These techniques create
opportunities to shift some risk, and therefore expense, associated with
development and operation of real estate to the private sector. Some techniques
include:

-KEY NSTRUCTION

Each development or rehabilitation project could be contracted ou: on a "turn-key"
basis. Turn-key means the State would set the overall specifications and hire a
private party to perform the work. Entire projects or portions of projects could be
contracted out. The State could retain ownership and contract with the builder to
build the building, or the State could agree to purchase the building upon
completion. In the latter case, the contractor then assumes construction risk.

Advantages

Turn-key construction spreads the ownership risk for a commercial venture
between the State, the contractor/developer and the financing entity.

This technique encourages efficiency by using fixed price contracts with
penalties for late delivery and rewards for early completior.

The State can save costs by taking advantage of the private sector's purchasing
process (fewer regulations to satisfy).

Disadvantages

The State has to relinquish control over construction. This can be mitigated by
requiring periocic inspections by State personnel.

Example

To develop State-owned land, the State currently prepares detailed building
specifications and hires contractors 0 a varyving degree to build the building. The
State also sometimes contracts out specification preparation to private architects.
A new approach would be to issue preliminary specifications and encourage the
private sector to find the land and design the building. The State would then lease
the land and building and eventually purchase both. The State recently used this
approach for constructing the Franchise Tax Board building in Sacramento.

CONTRACT OPERATIONS

Operations and maintenance could be contracted out 10 private operators. Current
contracts are awarded on a sealed bid basis. A negotiated bid basis, or allowing the
State to negotiate with bidders after :he bids have been received. would introduce
more compe:tition into the process and recuce costs for the State.

The primary advantage is po:ientialiy lower operating expenses, due to private
sector efficiencies, and the negotia:ec did process. The primary disadvantage is
that the State would relinquish con:rol of operations.

: D-4
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AND EXCHAN

Structure

The State may trade land in a "like-kind" exchange with private parties or other
governmental agencies in order to assemble large parcels or acquire more
commercially viable land. The trades should be based on appraised value, not
parcel size.

For trades with private parties, the State would first identify a parcel to acquire
and parcels to trade. The trade participant then purchases the entire parcel or a
portion of the parcel the State wishes to acquire and simultaneously conveys it to
the State. In consideration of this transfer, the participant receives the particular
parcel he/she agreed to acquire from the State.

Advantages
No cash need exchange hands.
Disadvantages

Transactions can be very complex, depending upon the number of owners.
Moreover, the legislature must approve every transaction.

It may take time to locate owners who want a State property and have
something to trade. In the past, it has taken a number of years to complete
transactions. )

It may take time to educate the public on the concept of a value-for-value
rather that acre-for-acre trade.

Examples

The new Northeast Sacramento Highway Patrol Facility was built using a land
exchange. A developer wanted the land the old facility was on for a nearby
project. He built the new building on a different site and essentially traded parcels
with the State. This transaction required special legislative approval to bypass the
surplus land disposition procedures.

The Wyoming Public Lands Departmen: recently traded 640 acres to the Federal
Bureau of Land Management for 620 acres in a similar area. The Department
trades with private ranchers to remove boundary problems and with the Forest
Service to consolidate national lands.

The Texas General Land Office recently completed a multiple-party trade where it
traded mountain land for a city parcel. In a simultaneous transaction, investors
interested in mountain land (home owners, ranchers) purchased a piece of a
downtown shopping center site for the same value as the mountain parcel. The
investors then traded their piece of the commercial site for the mountain parcel.
The Land Office is now the owner of an attractive shopping center site.
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The State may generate additional revenues by increasing the value of its real
estate. Value can be added by providing services and flexible financing terms.

Sample methods include:

ZONING

The State may work with local authorities to rezone its owned land for commercial
purposes.

PLANNING

The State could work with planning authorities to ensure its parcels and their

commercial uses are incorporated into the appropriate plans.

SERVICES

Title procedures, collection of rents, and other real estate services could be
performed or facilitated by the State. -

EINANCING TERMS

The State can sell land to the highest bidder, as opposed to some states which must
sell at fair market value. The buyer can bid on an all cash or financing terms
basis. On major sales. the State often will assist the buyer with financing by
carrying paper. Interest is generally set at the prevailing market rate. To assist
the buyer, the State might consider some creative financing options such as an
extended amortization schedule.
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Structure

Ground leases may be from the State on a State-owned parcel, or to the State, on
State-owned parcels, the ground lease allows the State to derive annual revenues
from the land and still retain ownership. Historically, ground leases payments were
fixed amounts with perhaps an inflation index. Recently, landowners are beginning
to negotiate for a fixed payment and a percent of facility revenues.

Example

The 320d Agricultural District in Orange County leases land to a company which
operates an amphitheatre on the parcel. The lease allows the state to receive a
percentage of net profits from amphitheatre operations, as well as to use the
facility for the local fair.

The Los Angeles Civic Center Building ground lease allows the three land owners,
the State, city and county, a percentage of operating proceeds from the
private-use office building.
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Structure

Generally, lease/purchases are structured as an installment sale. Either another
agency or private investors provide purchase/construction funds and lease the
facility to the State. The State, as lessee, makes payments to the lessor which
cover the purchase price/construction costs plus interest, over the terms of the
lease. The principal payments go toward the purchase price and the State has the
right to purchase the property during or at the end of the term. If properly
structured, the interest component of the lease payments will be exempt from
federal income taxation.

Once signed, lease purchase agreements may be transferred to large institutional
investors or bought by underwriters and the payments are broken into Certificates
of Participation (COPs).

To avoid the characterization of the agreement as debt, the contract must include
a clause that the State's obligation to make lease payments is contingent upon
yearly authorization and appropriation of funds for the payments. The State can
not promise to raise revenue in the event of a shortfall to make payments. In the
event of "non-appropriation”, the iease would be cancelled.

The term is generally 25 to 30 years.

Advantages

The State does not have to expend a large cash outlay up front, but can match
cash flows or spread costs over multi-year periods.

. The obligation usually does not constitute "debt" under legal definitions,
thereby avoiding voter referendum and preserving existing credit lines.

If the contract is between State agencies. the transactions can be arranged in a
short time (90 days) as legal documents are approved and the basic structure is
well established. Transactions between the State and the private sector are
more difficult to arrange.

The State has the option to eveniually own the building.
Disadvantages

The Legislature must approve lease/purchase transactions, thereby
complicating the process.

These obligations are perceived as more risky than debt due to the
non-appropriation possibility and, therefore, have higher nominal interest rates
than debrt.



If title does not automatically transfer to the State, and the State must pay fair
‘market value at the end of the lease term, the investor may expense
depreciation for tax purposes. If title automatically transfers, depreciation is
not allowed as the transaction is a conditional sale to a governmental body.

Example

The Franchise Tax Board Building in Sacramento is a lease/purchase transaction.
The lease is for 20 years. The lease payments cover the costs to finance
construction, including the developer's profirt.

In Reeves County, Texas, The County floated $4.5 million tax~free serial bonds and
sold them in a private placement to fund the construction of a new jail facility.
The bond proceeds were placed in an interest bearing escrow account from which
contractors draw to finance construction. When completed, the County will lease
the prison from the investors. When the lease term expires, the County will own
the facility. Repayment to bond holders is secured by a $35/day/prisoner revenue
the County receives from the federal government. These revenues will cover lease
payments and operating expenses.
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Structure

This structure is no longer feasible with private parties as most of the tax
advantages have been eliminated. The mechanism may be used between public
agencies. The State sells a facility it owns to another agency and then leases it
back. .The State signs a long-term lease, usually for the same termn as the note,
with options to renew. The contract may also include an option for the State to
repurchase the facility at present market value. If properly structured, the lease
payments and debt service should cancel each other.

Sale/leaseback allows the State to use existing equity to raise cash from another

agency. This option may be an alternative when interest rates in the bond market
are high.

D-10
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Structure

A lease/leaseback transaction consists of two leases, one for the land and one for
the building. Typically, the State owns the land and executes a long-term ground
lease to a lessor. The lessor leases back the land and all improvements to the
State. At lease expiration, the State acquires all ownership of land and
improvements.

The State's lease payments are annual appropriations. The ground lease provides
the private lessor protection against loss should the State not make the annual
appropriation. If the State defaults, the private lessor has use of the property for
the length of the ground lease term and can use the time to locate another buyer or
lessee.

Lease payments can be flexibly structured. Payments may be fixed or graduated
with fixed or floating interest rates which allows the State the ability to time cash
flows. '

D-11
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OFFICE LEASING

Leasing space from another party provides more flexibility than ownership and does
not require a large initial cash outlay. Moreover, the building owner oversees
building management and the local authority received property tax revenues.

Leasing office space is a suitable arrangement for smaller space users, users in
remote areas where the State has no local maintenance department, or in a
lease/purchase transaction where the State plans to eventually own the building.

MASTER LEASES

Structure

An innovative method of leasing space would be to combine multiple commercial
leases into one master agreement with standard terms and conditions. The State
could negotiate with a group of its largest landlords to determine lower lease rates
based on volume of space occupied..

Advantages

The State can save considerable sums by avoiding the expenses involved in
entering multiple, smaller transactions.

The State has the flexibility to determine the structure of the lease in order to
satisfy present and future cash flow requirements.”

Disadvantages

The State must find a suitable group of landlords or investors with whom to
negotiate.

The State may miss significant savings should market rents decline substantially
during the master lease term.

Example

If the State determines to relocate multiple agencies into a new office complex, a
master lease may be signed for all the space required.

D-12
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CERTIFICATES OF PARTICIPATION (COPs)

Structure

Usually used with lease/purchase transactions, COPs are generally secured by lease
revenues. In general, investors put up funds in return for a participation in lease
revenues.

The "issuer" of COPs is a trustee by assignment from the lessor. Lessee rental
payments are passed through the trustee to certificate holders. No independent
obligations (bonds) are created.

As opposed to bonds, COPs do not reflect the issuer's payment obligation. Rather,
the lease or contract backing the certificates is the tax-exempt obligation. Rental
payments are broken into principal and interest, and the interest portion is
tax-exempt.

Advantages

Generally, COPs are not considered debt because they are backed by lease
revenues.

COPs, especially with credit enhancements, appeal to a broad credit market
and thus allow the State to fund larger capital projects.

Several acquisitions or construction projects can be lumped into a master issue
to reduce costs of administration and financing. '

The private sector can use COPs to finance construction of a state-occupied
building.

isadvantages

The COP issuing process is more complex than for revenue bonds. For this reason,
the State generally issues revenue bonds.

Example

The City of Baltimore, Maryland presently leases space for many of its agencies at
various locations throughout Baltimore. The City plans to consolidate office space
and relocate certain departments closer to City Hall. As part of this plan,
proceeds from the sale of $25.2 million in COPs are being used to construct
190,000 net square feet of office space near City Hall.

The source of payments is an annual appropriation from the City. If the City
should fail to make the required pavments, the COP trustee has the right to sell or
lease the facility on the open marke: for the remainder of the ground lease term.
A bond insurance company will pay the remainder of principal and interest
outstanding as it becomes due.

D-13



kol

POOLED MONEY A NTS

Structure

Pooled money programs include short-term loan pools funded with currently unused
funds or a single large bond issue to cover multiple projects. The funds may then
be drawn upon as needed.

The State currently has a pooled money account - the Public Works Board
Investment Account - which may be used for short-term loans for personal
property and real estate transactions. The Account is funded by pooling funds
currently not used for their appropriated use. Borrowing agencies pay a pooled
rate. Funds are repaid from bond proceeds.

Advantages

For the bond issue, issuance costs are reduced due to economies of scale in the
initial issuance and remarketing of the obligations.

Pool proceeds can be invested until time of use. The State can earn income on
the invested proceeds.

Project timing is flexible.
Disadvantag
Projects must be committed to and costs estimated for years in advance.

Example

By pooling funds with varying maturities, the Public Works Board Investment
Account earns higher rates than regular short-term investments. An agency
borrows the full amount and reinvests it with the Account until needed.

Deloitte Haskins & Sells is program adminisirator for the California Local
Government Joint Powers Finance Authority. The Authority sold $451 million in
bonds in August 1987 to be loaned out to various municipalities in California. The
amount was determined from project requirements submitted by the participant
municipalities. When the participants need funds, they submit z request to the
administrator and specify the type of loan and terms. The administrator and
remarketing agent determine the market interest rate and prepare the loan
documents.
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CREATIVE BOND OPTIONS

Creative bond techniques are primarily innovations in general obligation (G.0.)
bond terms that make long-term municipal bonds more attractive to buyers.

Creative bond techniques can help the State by rescheduling interest cost from the
near term to a more favorable period, by opening access to a particular segment of
the market, or by actually lowering the costs of borrowing relative to a traditional
G.O. bond. However, administrative costs are higher with creative bond options.
These creative financing options are complex and require careful structuring and
timing.

NT/ZER PON BOND

These long-term bonds have interest rates substantially below current market
yields. Because of the lower yields, the bonds are sold at a discount, i.e., at prices
less than par value. Investors earn income on the difference between the issue
price and the price at maturity, as well as any interest income. Zero coupon bonds
have the deepest discount as interest is not paid in installments but is reflected in
the discount rate.

Zero coupon bonds can lc ver interest costs and postpone interest payments for the
State. However, such bonds provide less cash up front for capital purposes.
Furthermore, the "balloon" payment at the end may be difficult to finance.

VARIABLE RATE BONDS

The interest rate on these long-term bonds is tied to one or more market rates,
such as the prime rate or the U.S. Treasury Bill discount rate, and is not fixed.
Because of the variable rate, the bonds are usually priced at close to par which
relieves the investor of the risk of declining bond prices if interest rates rise.

The advantages to the State are lower initial interest costs, as the bonds generally
would be sold during periods of lower rates. The State can also raise needed funds
during volatile interest rate periods when investors are nervous about long-term
fixed-rate bonds.

The major disadvantage is the variability in debt service payments. This risk can
be mitigated somewhat by providing contingency reserves and by placing a ceiling
on the interest rate. Arnother disadvantage is that some issues have a "put" feature
which allows investors to sell back their bonds to the State. This feature may
cause an unexpected need for refinancing should rates decline and investors want
to switch to higher yield, fixed-rate securities.
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PUT OPTION BONDS

These interest-bearing, long-term bonds allow investors to demand payment of the
full face value plus accrued interest by giving a predetermined number of days'
notice. Investors are willing to accept a lower yield in return for liquidity.

The major disadvantage is the potential for an unexpected need for refinancing.

WITH WARRANT

Municipal bonds with warrants give the bond holder the option to purchase
additional bonds at a fixed discount price during a specific period. These warrants
are attractive to investors who may be willing to accept a lower interest rate at
the time of purchase if they expect rates to decline further during the warrant
period.

The advantage for the State is lower interest rates, but only if the holders do not
exercise their warrants.

The major disadvantage is that if rates drop sharply, the State must issue
additional bonds at the higher warrant rate rather than market rates. This risk can
be mitigated by limiting the period during which the warrants may be exercised.

MINI-BONDS

These bonds are of shorter maturity and smaller denominations than other bonds
and are redeemable at any time before maturity. Generally, these bonds are issued
directly by the State and are not handled by an underwriter. These bonds are
useful for interim financing to allow a project to begin, while waiting for more
favorable, long-term rates.

D-16



INTERVIEWS

|

William Foster
Arizona State Land Department

: Ezra Rapport
’ City of Oakland

L ' Spencer Reid
} Texas General Land Office

Wayne Archer
l University of Florida

. Edward Smith
[ Illinois Capital Development Board

Percy Aguila
- Government Finance Officers Association

Paul Kleary
- Wyoming Public Lands Department

Philip Shimmer
Western Governors' Association

Ms. Goodman
Florida Department of General Services

Frank Hecht
New York State Asset Management Program

Judy Brunner
Washington State Department of Natural Resources

Grant Fredrick
Washington State Department of Natural Resources

Tom Clayton
Department of General Services

D-17




o =

Appendix E

Incremental Revenue and Cost
Savings Estimates From
Proactive Property
Management



Appendix E

Incremental Revenue and Cost
Savings Estimates From
Proactive Property
Management



Eolad

3

APPENDIX E

C Cos VINGS E S
OM PROAC OPERTY MANAG

INTRODUCTIO

This appendix presents order of magnitude estimates of incremental
revenues and cost savings potentially available from proactive
property management for three case studies. "Order of magnitude"”
means the amounts show the potential magnitude of revenues/savings
available and pot the actual dollar gain. Actual gains will depend
upon the negotiation of each transaction and the market conditions
at the time. Estimates are incremental in that only the additional
revenues/savings generated from a proactive strategy are included.

SE S HODOLOG

The three case studies presented herein were chosen from 21
initially identified properties in the Demonstration Area. These
three case studies were selected by applying the decision rules
outlined in Appendix C. These three properties were selected
because of their prime locations, willing agency-owners, and a
willing community.

The case study strategies attempt to meet agency and community goals
as well as to produce revenues. The strategies are not offered as
the best repositioning alternatives but rather as possible scenarios
that demonstrate different revenue/savings techniques.

Gains can be achieved both annually, (e.g., ground lease payments),
and one-time, (e.g., land sales). The State should not expect to
realize all these potential gains within the first few years of
proactive management. The gains will be realized on a long-term
basis.

Gains are presented on both an actual and a current dollar basis.
The actual gains are shown in dollars that are not discounted for
inflation or risk and are presented as a range to demonstrate the
magnitude of gain. The current dollar figures represent the
projected average annual revenues/savings in dollars discounted to
current value. A discussion of the term and discount rate
assumptions is contained in Exhibit I.

The calculations are not based on full feasibility studies, but on
reasonable estimates based on limited market research and DGS
materials. There are three major assumptions in the analysis. The
first is that the actual demand will be sufficient to support the
occupancy and rent estimates., DH&S did a limited current market
analysis and determined that the repositioning strategies appeared
reasonable; however, a full feasibility study should be done prior
to starting any repositioning project.
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The second major assumption is that the State would proceed with
building new State-use structures regardless of the repositioning.
Incremental revenues/savings could be applied to these additional
costs or could be used for other purposes.

The third major assumption regards the exclusion of potentially
significant costs. Moving expenses are not included on the theory
that the State would move the personnel regardless of the strategy.
Debt repayment is not included on the theory that most repositioned
structures will be older and not have any existing debt.

Proactive Management Techniques

In analyzing the case studies, DH&S considered five major categories
of proactive techniques:

1. Land Repositioning: This category covers revenues to be gained
from leasing or selling surplus land or from repositioning
currently used land.

2. More ent Space Usage: This category achieves cost savings
by consolidating State-occupied space. Consolidation generates
three types of savings: 1) if consolidated into State-owned
space from space leased from the private sector, the forgone
market rent increases would be saved, 2) if consoclidation results
in less space required, operations expense in an existing
building and construction expense for a new bujilding would be
saved, 3) consolidation implies a sharing of personnel resources
so that personnel years would be saved.

3. Alternative Financing Mechanisms: The State can save costs by

using the financing mechanisms described in Appendix D. 1In
particular, the State can save by using a pooled-money account
for construction. Savings would be twofold: 1) the State would
have to borrow less as less capitalized interest would be
required, 2) the State would pay less annual long-term interest
as it would need less long-term debt. A complete description of
these savings is contained in Exhibit I.

4, Private Sector Building Efficiencies: The State can save costs
by both operating and constructing buildings more effectively.

5. Centralized Public Development: All the above techniques can be
incorporated on a larger scale by centralizing the public
development function. Centralization would encourage both the
construction and development experts to determine revenue
strategies, and would allow additional savings from private
sector efficiencies and larger scale financings.

The case studies emphasize techniques 1 - 3 due to limited available
information on potential operations and construction efficiencies
(technique 4) and the effects of centralized development (technique
5). All techniques are not applicable in every case.



CASE STUDIES

The general assumptions for all the case studies are in Exhibit I at
the end of this appendix. The three case studies are presented in
detail in Exhibits II - IV.

Del Mar Fairgrounds/Racetrack (Exhibit II)

The 22nd Agricultural District owns approximately 300 acres of land
in Del Mar which contain fairgrounds, racetrack and administrative
facilities, and paved and unpaved parking areas. The proposed
repositioning is as follows:

Ground lease approximately 3.5 acres to a hotel owner/operator
for the construction of a 300 room all-suite hotel. The
estimated land value is $1.5 million based on a survey of real
estate brokers in the area.

Construct a 45,000 square foot meeting hall on approximately 5
acres to be used jointly by the neighboring community and the
hotel as a convention facility. The site will also contain paved
parking for which the State will charge a daily fee.

Renegotiate the racetrack operation lease which expires in 1989.

The incremental revenues are estimated to be:

— $Millions
Annual
Current
Actual Dollar One-time

Reposition land:

~ hotel ground lease revenue &
percentage rents $0

- parking revenue 0

Alternative financing:

- renegotiated racetrack

$0.2

4 - 0.9
1l -20.2 nominal

lease revenue 0.6 - 1.2 0.3 .
- reduction in annual interest nominal nominal
Total Gain $2.1. -2.3 $0.5 $0.0
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Downtown San Diego - DGS Building (Exhibit III)

DGS owns two city blocks in downtown San Diego (115,500 square
feet). One block contains a State office building and the other
contains temporary structures and parking. DGS estimates the value
of the land to be $75/square foot or $8.7 million. Real estate
brokers surveyed estimated the land value to be $90-120/square foot.

The Facilities Plan for San Diego County (DGS) recommends
consolidating office space currently leased from the private sector
into a new State building. Assuming that the State is going to
build this new structure, it could build one to house both the
consolidatable space and the space in the existing State building.
The remaining lot could be ground leased to a developer for a
private-use office building.

The incremental gain is estimated to be:

$ Millions

Annual

Current
Actual Dollar One-time

-

Reposition land:
- private-use ground lease revenue
and percentage rents $0.
- State parking 0
More efficient space usage:
- foregone market rents 0.3 - 1.6 0.3
- construction cost savings as
less space 1s required in new

building $2.3
~ reduction in personnel years 1.3 - 2.6 1.0
Alternative financing:
- reduction in capitalized interest 1.7
- reduction in annual interest 0.1 0,1

Total Gain $2.6 - 5.8 $1.8 $2.0

0ld Town -~ CalTrans Facility (Exhibit IV)

The Department of Transportation (CalTrans) owns approximately 15
acres next to the 0ld Town Historic State Park. DGS estimates the
land value to be $16 million or $25/square foot. 0ld Town contains
retail space and historic structures and is a major tourist
attraction for San Diego. The CalTrans site contains an older
office building, various lab facilities, and surface parking.
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The proposed scenario would be to relocate the CalTrans facility to
a less valuable site, sell 2 acres to the Department of Parks and
Recreation for an entry way into 0ld Town, and ground lease parcels
for hotel and retail development. Sales and lease proceeds could be
used to offset the relocation expense.

The incremental revenues are estimated to be:

§ muliggs
— Annual ==

Current

Actual  Dollar One-time

Reposition land:
- ground lease revenue and

percentage rents $1.0 - 2.6 $0.6
- sales proceeds $2.2
Alternative financing:
- reduction in capitalized interest 1.1
- reduction in long-term interest 0.1 0.1

Total Gain Sl =27 $0.7 $3.3

Case Study Summary

Estimated incremental revenugs/savings generated from three
techniques applied to the case studies can be summarized as follows:

Annual
Current
Actual Dollar One-time
Reposition Land $2.4 - 5,2 $1.2 $2.2
Efficient Space Usage 1.6 - 4.2 1.3 2.3
Alternative Financing Mechanisms 0.8 - 1.4 0.5 2.8
Total $4.8 =108  $3.0 2.3
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Based in the three cases, the potential gain for the Demonstration
Area is estimated to be $7.3 million from one-time transactions and
$4.8 - 10.8 million annually.

The three cases are examples of what is possible for particular
sites owned by the State. It is difficult to extrapoclate a more
specific Area or Statewide figure because of the highly individual
nature of real estate transactions; every parcel of land is unique,
due to its location, physical attributes, current use, zoning,
political climate and current market conditions. Therefore, an
assessment of the potential Statewide gain requires a complete
analysis of the State's real estate inventory.

One approach to estimate Statewide gain would be to apply
assumptions to Statewide square-footage or dollar-volume figures to
determine revenues/savings. The problem with this approach lies in
determining reasonable assumptions that could be applied across
different property types, markets and strategies without having an
accurate inventory of State land and its uses.

DGS is currently inventorying assets and developing a data base.
Once the real estate inventory and data base is completed, further
analysis could develop an appropriate methodology for Statewide
estimates for the five techniques. Common data elements which could
be used across techniques would be: the number of ‘acres, use and
market value of all land; land sorted by revenue generation
potential (used, unused but leased, unused and not leased, surplus);
average market value per square foot; average public and private
sector lease rates; the number of square feet leased from the
private sector; and consolidatable leased square feet. Additional
data elements pertaining to operations and construction efficiencies
and savings from economies of scale should also be developed in a
separate study.



APPENDIX E

EXHIBIT I
Gene tion

These estimates are based on DGS assumptions concerning future
events and circumstances. DH&S believes the assumptions are not
unreasonable. Some assumptions inevitably will not materialize and
unanticipated events may occur subsequent to the date of this
report. Therefore, actual gains achieved during the estimation
period may vary materially from the estimates.

General Strategies

The strategies are not our estimate of the highest and best use of a
parcel but rather alternative scenarios designed to show various
revenue/cost savings techniques. The highest and best use for
public land depends upon agency goals, community goals and the State
need for revenue production.

Leases

As each parcel of real estate has different attributes, each lease
will have different deal points. The lease terms presented here are
based on very general assumptions and are not meant to demonstrate
an "average" lease. Actual revenues generated may vary
significantly, based on the negotiations. .

Inflation
Inflation is assumed to average 5% per year.
Rent Increases

Commercial revenues from land improvements are assumed to increase
with inflation. Office building revenues increase with inflation
until the building reaches stabilized occupancy; thereafter, office
revenues increase at 3% per year as all leases do not roll over
every year. Base ground rents are assumed to increase every five
years at 21%, which approximates the compounded inflation for the
period.

Interest Rates and Issuance Costs

The State currently pays 7.9% interest on the Public Works Board
Investment Account and 7.8% to 7.85% for long-term bonds
(Treasury). (The yield curve is inverse due to the present
uncertainty in the bond market after the October 1987 market
crash.) The scenarios assume 8% interest for both construction and
long-term financing. The State currently invests short-term funds
at 6% (Treasury). The scenarios also assume a 2% issuance cost for
long-term financing.



Capita ed terest

All construction is assumed to be financed from a pooled account.
Interest accrued during the construction period is capitalized and
included in the long-term funding amount,

Save a ali s

The State may save capitalized interest by accruing interest only on
the loan balance and not the entire committed amount during the
construction period.

For example, assume $10 million construction costs, an 8%
construction loan rate and a 6% reinvestment rate. Our experience
shows the average private sector loan balance over the life of the
loan is 60%. This implies the average balance available for
investing 1s 40%. The Treasury reports the average loan term from
the Public Works Board Investment Account is 3 years.

Using conventional bond financing, capitalized interest would be
$1.68 million. ( [($10MM * 8%) - ($10MM * 40% * 6%)] * 3 years )
Using a loan from a pooled account, capitalized interest would be
$1.44 million. ($10MM * 60% * 8% * 3 years). Saved capitalized
interest would be $240,000.

Annual Gain_in Current Dollars

The annual gain is also presented in current dollars. This gain was
determined by dividing the present value of the income/savings
stream by the number of years in the analysis. We used a 15-year
term, and 8% or 13% discount rate. A l5-year term allows five years
for construction and lease up, and 10 years of stabilized gain.

The 8% discount rate represents the State's cost of capital and is
applied to annual revenues/savings that are independent of
speculative real estate development. The 13% discount rate
represents the State's cost of capital plus a 3% standard business
risk premium and a 2% real estate premium. The business risk
premium represents the risk of investing in the stock market rather
than government securities. The real estate premium represents the
additional risks of real estate investment.
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Property name:

Description:

Suggested
Repositioning:

Deal
Structure:

APPENDIX E

EXHIBIT II

Del Mar Case Stud
Detail

22nd Agricultural District (District),
Fairgrounds/Racetrack, Del Mar, California

Over 300 acres of land which contain fairgrounds,
horse racetrack and administration facilities, and
paved and unpaved parking areas. The site is in a
mixed commercial, multi-~family and single-family
residential area. Per DGS, the value for the entire
parcel is $3.50/square foot or $46 million. Real
estate brokers in the area have suggested subparcels
used for hotel development would be worth $10 per
square foot.

The local community has expressed a need for a
covered meeting hall. Also, a 300-room Hilton hotel
is under construction on an adjacent parcel.

The owner of the Hilton hotel has expressed an
interest in building a second hotel on an adjacent
parcel of State land. The State could ground lease
a 3.5 acre parcel to the hotel owner/operator to
build a 300-room hotel and use the lease revenues to
build the desired covered meeting hall for community
use. The meeting hall could also be used by the new
hotel to help attract convention business.

In addition to the ground lease, the State could
renegotiate its existing lease with the entity which
currently operates the racetrack. The present lease
expires in 1989 and calls for the first $250,000 of
operating receipts to be distributed to the District
to cover operating expenses, the next $83,333 to
entity for expenses, and 75% of the remainder to a
State-controlled Capital Account for improvements.

The repositioning can be structured to provide
multiple benefits to the State.
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The hotel ground lease could be structured with a
base rent and a percentage of revenues. An
estimated 3.5 acres would be required. At $10 per
square foot, this equates to a value of $1.5 million
for the parcel. The hotel base rent is estimated to
be 10% of the market value of the parcel or $150,000
per year. The base rent would be half this amount
for each of the two years during the construction
period. The base rent might increase every five
years by a factor based on inflation for the

period. Hotel revenues are divided into rooms, food
and beverage, and other, with different percentages
to the State assigned to each category. The
estimated actual revenues from the hotel lease are
$0.4 to $0.9 million per year, or $200,000 in
current dollars.

As part of the meeting hall project, the State could
provide paved parking and charge $2/day. The
estimated actual revenues from parking are $100,000
to $200,000 per year, or $48,000 in current dollars.

A new racetrack lease might be structured as follows:

. Allow the District to run the racetrack food and
beverage concession. The District has the
requisite equipment and personnel, since it
currently manages the concessions for the
fairgrounds. The District would receive all
concession profits as well as the rents that are
currently paid to the operator.

Increase the base rent to the District to
$350,000 with a cost of living increase every
five years thereafter.

Increase the base to the operator from $83,333 to
$100,000 per year.

. Divide the remaining net receipts (not including
food and beverage concession) as follows:
allocate 60% to the State - 5% to the District
for expenses and 55% to the Capital Account, to
be controlled by the 22nd District; allocate the
remaining 40% to the operator.

The potential incremental revenues to the District
from restructuring the lease in the above manner
would be about $660,000 the first year. The
operator would lose only $30,000 in revenues in the
first year under the new lease. In general, the
renegotiated lease would provide $0.6 to $1.2
million incremental annual revenues, or $309,000 in
current deollars.

E - 10
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Market
Analysis:

A recent publication states that all-suite hotel
development in San Diego County is experiencing
strong growth. In 1987, 31% of new hotels were
all-suite properties, and in 1988, 23% percent of
new hotels are expected to be all-suites. The hotel
market in the Del Mar/North Coastal area is
especially strong. As of November 1987, the Del Mar
area had the second largest growth in average hotel
occupancy, up from 66% to 73% since November 1986.
The average daily room rate in Del Mar out-paced
total county growth in room rates. Average daily
room rates in Del Mar rose from $56.80 to $58.46,
for a 3% gain during the November 1986 - November
1987 period. The increase for the total county in
the same time period was less, with 2% growth in
room rates. Increasing tourist demand, followed by
commercial and military demand, accounts for Del
Mar's strong hotel market. Given the hotel market
in the Del Mar area, a hotel/meeting hall project
might perform reasonably well.

E-11
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Repositioning:

Deal
l Structure:

APPENDIX E
EXHIBIT III
Downtown San Diego Case Study
Detail

Department of General Services
Downtown San Diego

Two city blocks (115,500 square feet) in downtown
San Diego with a 182,000 gross, 106,000 net square
foot office building, a 10,000 square foot temporary
office, a 10,000 square foot motor pool garage, and
surface parking. Per DGS, the land value for the
unimproved area is about $75 per square foot. The
total value is $27 million, including improvements.
Real estate brokers surveyed indicate downtown land
values are about $90-$120 per square foot.

The Office of Project Development and Management
(DGS) created a Facilities Plan for San Diego County
(Plan) in October 1986. This Plan stated that, in
1986, there were 168,831 square feet of
consolidatable office space leased from the private
sector for an annual cost of $2.2'million. Assuming
5% inflation, this implies a 1988 lease rate of
$15.23/square foot. According to brokers surveyed,
the current average lease rate for downtown space is
$25/square foot, including concessions. The Plan
also projected that 195,000 square feet of
consolidatable space will be used by 1996.

The Plan recommends building a new structure to
house the consolidatable space. An alternate
strategy would be to build a new structure to house
both the consolidatable and the current State office
space on one lot and ground lease the other lot to a
developer for a private-use office building. A
reasonable estimate is that a 5% space savings would
be gained from consolidation. Thus, the new State
building would need about 291,250 net square feet
(195,000 * 95% + 106,000). Both buildings would
have underground parking. Both the community and
local government appear willing to accept new
construction on the site, as it is part of the
redevelopment area.

The deal can be structured to provide multiple
benefits to the State.

The project timing would be to build the State-use

facility, consolidate State employees in the new

building, and then ground lease the parcel with the
E - 15
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existing State building to a private developer for a
private-use building. The ground lease would
include a base rent and a percent of building
revenues. The private-use parcel is conservatively
valued at $5.6 million (55,500 square feet x $100
per square foot). Base rent would be 10% of market
value or $555,000 and would increase every five
years by a factor based on inflation. The State
would collect 10% of gross building revenues. The
estimated actual revenues from the ground lease are
$0.6 to $1 million, or $297,000 in current dollars.

DGS could use the Public Works Board Investment
Account to finance construction of the State
building and save interest cost. If regular bond
proceeds are used, interest during the three year
construction period would be $11.8 million. By
using the Investment Account, construction interest
would be about $10.1 million. The one-time savings
due to reduced capitalized interest would be

$1.7 million during the construction period. 1In
addition, the State does not have to pay long-term
interest on the saved capitalized interest. At 8%,
this implies an annual savings of about $150,000.

The Plan suggests parking for State employees be
included in the State building. The State could
charge market rates and generate an actual gain of
$0.3 to $0.5 million per year, or $113,000 in
current dollars.

Savings from consolidation are multiple. First,
agencies will be in brand new space at lower than
market rents. Second, agency rent payments will no
longer increase with the market or inflation for an
estimated annual savings of $0.3 - $1.6 million, or
$310,000 in current dollars.

Third, the 5% space savings should result in less
construction costs. A savings of 9,750 net square
feet implies 11,500 less gross square feet would be
required. At an average cost of $200 per square
foot, there would be a one-time construction savings
of $2.3 million. Fourth, the 5% space savings
implies a reduction in personnel due to
consolidation of staff and functions. The Plan
states there are about 760 employees currently using
the consolidatable space. A 5% reduction implies 38
personnel years could be saved. At an average cost
of $35,000, there would be a $1.3 million annual
salary savings in the first year.

E - 16
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Property
| Name:

Description:

Suggested
Repositioning:

APPENDIX E

Department of Transportation (CalTrans)
0ld Town, San Diego

15 acres near 014 Town Historical State Park. 014
Town is owned by the Department of Parks and
Recreation and is a major tourist attraction for San
Diego. The ll-acre Park has about 64,000 square
feet of retail space, and multiple historic
structures and museums.

The CalTrans site currently has a 120,000 square
foot office building, lab and warehouse facilities,
other smaller miscellaneous structures and surface
parking. DGS estimates the market value is $16
million (about $25 per square foot). Brokers
surveyed in the area estimate the value is $35 -~ $§50
per square foot for selected parcels.

The office building was built in 1951 and thus is
not energy efficient, is not reinforced up to
earthquake standards, and has asbestos which must be
removed.

The office site is located at the "gateway'" to the
Park and retail space. Also, the building does not
conform architecturally to the rest of the 0ld Town
structures. The location and architectural
nonconformance have caused community officials and
0l1d Town merchants to express interest in the entire
parcel. In 1979, several CalTrans field operations
were relocated to Kearny Mesa, since they were
deemed incompatible with 0ld Town development.

CalTrans will need an additional 80,000 gross square
feet of office space in the next few years.
Moreover, the agency must bring the existing
building up to code or relocate. The 0ld Town Task
Force would like to expand the park onto the
CalTrans site (Draft 0ld San Diego Community Plan,
May 1987). The planned expansion would include
retail, hotel, office, and parking uses.

The suggested scenario is to move CalTlrans
operations to less expensive land - for example,
Kearny Mesa at $20 per square foot (CalTrans).
CalTrans staff has indicated there is no operational
teason for the facility to remain in the current

location.
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Deal
Structure:

CalTrans could then sell 2 acres to the Department
of Parks and Recreation for an entrance to 0ld Town,
ground lease 4 acres to a hotel developer, ground
lease 4 acres to a retail developer for an
additional 60,000 square feet of retail space, and
reserve 5 acres for future parking and office
development. The ground leases would include a base
rent and a percent of revenues. The sale proceeds
and annual ground lease revenues could be used to
offset the cost of moving the CalTrans facilities.

The ground leases are based on an estimated value of
$25 per square foot, or $4.4 million for each use.
The base rent would be 10% of market value or about
$435,000. The base rent would be half this amount
for each of the two years during the construction
period and then increase every five years by a
factor based on inflation. CalTrans would earn 10%
of gross retail revenues and various percentages of
hotel revenues. The Department of Parks and
Recreation currently earns 2-12% of gross revenues
on 0ld Town retail space. The estimated annual
lease revenues are $1.0 to $2.6 million, or $601,000
in current dollars.

CalTrans could sell 2 acres to the Department of
Parks and Recreation. At $25 per square foot, sales
proceeds would be $2.2 million.

The State could save interest cost by using the
Public Works Board Investment Account to finance
construction. If regular bonds were used,
capitalized interest would be $7.6 million for the
three year period. By using the Account,
capitalized interest would be $6.5 million, for a
one-time savings of $1.1 million. In addition, the
State does not have to pay long-term interest on the
saved capitalized interest. At an 8% interest rate,
this savings would be about $97,000 per year.
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A recent publication indicates that all-suite hotel
development in San Diego County is experiencing
strong growth. Thirty-one percent of all the hotels
opened in San Diego County in 1987 were all-suite.
Twenty-three percent of new hotels opening in 1988
are expected to be all-suite properties. The hotel
market in the 0ld Town/Mission Valley area remains
stable. The average occupancy for the 0ld Town area
grew 1% from 74% to 75% between November 1986 to
November 1987 with the county growth as a whole at
3%. For the same period, 0l1d Town's average daily
hotel room rate was stable at about $58 a night. In
contrast, the I-15/Kearny Mesa area experienced a 9%
decline in its average daily room rate. Total
growth for the County in average room rates was 2%.
Steady demand for hotel accommodations by tourists
accounts for 0ld Town's stable hotel market. Due to
the stable hotel market in the 01d Town area, a
hotel development is expected to perform reasonably
well.

Currently, 0ld Town retail stores generate
approximately $16-18 million in sales per year from
about 64,000 square feet of retail space (Department
of Parks and Recreation). Therefore, retail sales
in 01d Town average from $250 to $280 per square
foot per year. (The scenario assumes the amount of
retail space will almost double from the
repositioning. The assumed sales for the new space
drops to $200 per square foot to accommodate the
increase in supply.) The outlook for retail sales
in the San Diego area is promising. Coldwell Banker
reports the 1986 total retail sales in the San Diego
Metropolitan Statistical Area (MSA) was $14.3
billion, an 8% increase from 1985. In addition,
Sales and Marketing Management Magazine projects
retail sales for San Diego County to grow 53% from
1986 to 1991. Coldwell Banker reported an 8%
area-wide vacancy in 1987. These factors suggest
that San Diego has a strong retail market now and
also will have one in the future. Thus, retail
development is a reasonable repositioning
alternative.
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APPENDIX F
SURVEY OF REAL ESTATE MANAGEMENT PRACTICES

IN

SELECTED STATES

MASSACHUSETTS

The Division of Capital Planning and Operations (DCPO),
which is part of the Executive Office of Administration and
Finance, was created in 1980 to centralize the control and
management of all real property owned by the state. The major
goals of the Division include: better planning with regard to
the use of the state's real property: ensuring design
excellence; improving construction management; focusing greater
attention on preventative maintenance; and increasing energy
efficiency. The Division's responsibilities are divided among
eleven offices, as described more fully below.

Before DCPO was created, management of the state's real
property was highly decentralized. As a result, the process of
developing and implementing a highly centralized system is in many
ways not yet complete. 1In addition, centralization without decision
authority granted from the legislature is proving to be
inefficient. For example, the disposal of virtually all surplus
property and the granting of all easements must be approved by the
legislature. The result can be needless delays when the property in
question is a relatively small parcel of little practical use to the
state. 1In short, Massachusetts' real estate mangement system is
still evolving eight years after the creation of DCPO.

The legislation establishing DCPO called for the deputy
commissioner to name an advisory council to provide input with
regard to all of the Division's duties. The formation of this
group has been stalled, however, because while leaders in the
private sector real estate industry are the most logical choice
for council members, serious ethical issues are raised by
including on the council any individual who would have a _
material interest in DCPO's policies. So far, DCPO has found
no solution to this conundrum.,

Management of Office Space

Space Allocation. The Office of Real Property (ORP) is
responsible for determining the appropriate use of all state
property and assists other agencies in meeting their space
needs. As such, ORP both assigns state-owned space and
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acquires, either through lease or purchase, additional space as
needed. There are cases where an entire building is occupied
by a single agency so that ORP is less involved in their
management, although ORP has the authority to allocate all
space in these buildings. Some state entities, such as
colleges and universities, are more autonomous in their space
management, but they must turn to DCPO when considering leasing
additional space or undertaking capital improvements.

leasing of Office Space. If no state-owned space is

available to meet an agency's needs, ORP will issue an RFP for
the space. ORP works with the agency to determine the agency's
exact space needs as it will be advertised. Both the agency
and ORP review the proposals that are received. The agency
recommends to ORP the property it feels is the best choice and
ORP can either accept or reject this recommendation. ORP is
planning on instituting a slight change to this process whereby
it will first develop a short-list of properties from which the
agency can choose.

Maintenance. The Office of Facilities Management is
responsible for the overall maintenance of state-owned
buildings, including preventative maintenance and repair,
emergency repair, energy conservation and compliance with
health, safety and fire codes.

Development Functions

Disposition of Surplus Property. The Office of Real
Property is responsible for the acquisition and disposal of all

state property. This office is responsible for monitoring the
use of all state property and determining, with the advice of
affected state agencies, whether a piece of property is under
utilized or not needed. ORP does not, however, have any system
for routinely reviewing state property to identify surplus
property. Underutilized property will typically come to DCPO's
attention either as part of its planning functions or, more
commonly, when private individuals express an interest in
acquiring the property. At present the largest pieces of
potentially surplus state property which DCPO is aware of are
old farms and school campuses held by the Department of Mental
Health (DMH). While these lands and buildings are no longer
needed for their original use (education and training of the
‘mentally impaired), DMH is in the process of a major replanning
effort and so is reluctant to part with these properties.

Final disposition of the property will not be decided until DMH
completes its planning process.

In instances when ORP makes the determination that )
property is surplus, all state agencies must be notified of its
availability. If no agency indicates a potential current or
future use, ORP then begins investigating whether there 1s any
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other public use for the property by other government entities
in the state. ©Only when no public use is found for the
property are competitive bids for non-public uses of the
property considered. In disposing of the property its value is
calculated both for its highest and best use and with any
encunbrances imposed by the commissioner of the DCPO. All
transfers of state property, whether from one state agency to
another or to a private individual or entity, must be approved
by the legislature. The proceeds of all sales are devoted to
the state's general revenues.

Construction Proijects. The Office of Programming
conducts master plans and studies of proposed projects to
determine the most cost-effective way to meet an agency's needs
for facilities. These studies are either done using in-house
engineers and architects or are contracted out to private
consultants. The Office of Capital Planning and Budgeting
helps state agencies form long-range capital facilities
development plans. In addition, this office assists agencies
in assessing the need for and cost of deferred maintenance and

repairs.

If a new construction project is undertaken, the Office of
Project Management will oversee all design and construction
activities with an eye to ensuring that constructlon schedules
and budgets are adhered to.

MARYIAND

Most of the state's real estate management
responsibilities fall within the Department of General
Services. The primary exception is that the Department of
State Planning acts as a clearinghouse for the disposal of
surplus property (as described more fully below). Both of
these are cabinet level departments.

Management of Office Space

Space_2Allocation. The Office of Real Estate (ORE) is
responsible both for managing most state-owned office space and
for leasing privately-owned office space when needed. (The
only state agencies that manage their own office space are the
University of Maryland, the state hospitals, the Department of
Transportation and the Port Authority.) State agencies in need
of additional space apply to ORE which then determines whether
this need can be met in state-owned space or if leased space is
needed. They maintain a data base on the use of existing space
to help ensure that state-owned space is used as efficiently as
possible. For example, this data base was used to help plan
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the current relocation of a number of small agencies from
state-owned space in the capitol to privately leased space to
make room for larger agencies.

leasing of Office Space. In the event that no suitable
state-owned space is available, ORE is required to publish an

RFP in the Maryland Register and local newspapers. After
reviewing and evaluating the proposals ORE notifies each
applicant of the relative standing of their proposals. For
example, an applicant might be informed that their proposal
does not provide enough parking or that their price is not
competitive with other offers. The applicants are given time
to prepare best and final offers taking these criticisms into
consideration. All proposals are scored on the basis of 15
standard criteria weighted according to their overall
importance. These criteria include such factors as price,
access to transportation, amenities and location. The agency
that will be using the space also reviews all proposals and
makes its recommendation. The agency's recommendation is one
of the most heavily weighted criteria used. The proposal with
ther highest total score is selected.

Maintenance. The maintenance and repair of buildings
managed by ORE is handled by the Plant Management Division of
the Department of General Services. The agencies that manage
their own space also assume responsibility for maintenance of
these buildings.

Development Functions
Disposition of Surplus Property. While ORE manages all

state-owned office space, state agencies do manage any other
property that they own. All agencies are required to notify
the Department of State Planning (DSP), which is a parallel
agency to the Department of General Services, of any surplus
property. The DSP does not attempt to identify surplus
property, but rather relies on agencies to come forward with
any unused property. This property is then offered to other
government agencies in the following order: state agencies,
county agencies, local governments and the federal government.
If none of these entities are interested in the property the
ORE arranges for it to be sold at a public auction. (ORE
handles all acquisition and disposition of state real
property.) The proceeds of these sales goes into general
revenues.

Construction Projects. Plans for new construction

initiate in the DSP. From time to time, usually at the
request of an agency having trouble finding suitable space,

the planning department will review the leased space in an area
and determine whether new state-owned space is needed. The DSP
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prepares the capital budget for the legislature so all
construction projects must approved by this department. If a
construction project is begun, the project is overseen by the
Office of Engineering and Construction in the Department of
General Services.

In recent years, the state has done a number of lease-
lease back deals. Since these projects_do not require a
capital outlay they are handled by ORE.l However, the state is
now favoring turnkey development because it is believed to be a
more cost-effective means of construction. This type of
development will be handled by the Office of Engineering and
Construction.

MINNESOTA

The management of Minnesota's real property is handled by
the Divisions of Real Estate Management, Plant Management and
Building Construction within the Department of Administration.

Management of Office Space

Space Allocation. The Real Estate Management Division
(REMD) is responsible for allocating state-owned office space
in the capitol and in a few buildings in other parts of the
state. Each agency is required to bring excess space to the
attention of REMD for allocation to other agencies. To the
extent that there is any excess state-owned space, REMD will
lease it to non-profit groups.

In addition to the office buildings managed by REMD,
several state entities manage their own buildings. These
entities include the Department of Transportation, the
Department of Natural Resources, and various state colleges,
universities, hospitals and correctional facilities. These
agencies may lease out any of their excess space, but they
must go through REMD to lease any additional space they might
need.

leasing of Office Space. If no state-owned space is

available to meet the needs of an agency, REMD will work with

lrease-lease back arrangements are not used to circumvent
the capital budgeting process. The DSP would recommend to an
agency that this type of deal be used because it was thought to
be more cost effective. The ORE was also careful to inform the
budgetary committees in the legislature that this arrangement
was being used so it they would not appear to be trying to
slip construction projects past the legislature.
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the agency to locate privately-owned space to be leased. While
state law does not require a competitive bidding process, REMD
typically issues an RFP for the desired space. Proposals are
evaluated on their overall merits and not simply on the basis
of which is most inexpensive. However, if the space needs of
an agency are unique (for example, an agency that requires
laboratories), the RFP process often fails to generate suitable
responses. In this case, REMD will conduct a search for the
space and negotiate a lease.

Maintenance. Maintenance of the buildings managed by REMD
is handled by the Division of Plant Management. The agencies
which control their own buildings are responsible for all
maintenance and repair.

Development Functions
Disposition of Surplus Propertv. REMD is also responsible

for all acquisitions and conveyances of state real property
(other than land used for roadways by the Department of
Transportation). All state agencies are required to report any
surplus lands to REMD. REMD does not undertake any review of
the agencies' property to determine if land is surplus, but
rather relies on the agencies to report any used land to them.
Surplus property is first offered to all other departments in
the state government. If no state agency is interested in the
property it is then advertised in the newspaper and sold to the
highest bidder. The proceeds of the sale go into general
revenues.

Construction Projects. If a state agency wishes to have
a new building constructed it must seek approval of this
project from the legislature. (In general, those agencies that
would pursue such capital projects are those previously
identified as managing their own buildings.) The Building
Construction Division reviews all construction plans and
oversees the completion of the project. No new general office
buildings (those shared by a number of agencies) have been
built in several years, so most requests for additional space
are met by leasing privately-owned space. A study is currently
being conducted by the legislature on the question of whether
the state should continue to lease space or build new
buildings.

PENNSYIVANIA

The Department of General Services is responsible for
management of the state's real property.

Management of Office Space
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Space Allocation. Most state~owned office space is
managed by the Space and Facilities Department (SFD). Several
agencies do own and manage their own office buildings. SFD is
not responsible for allocating space in these buildings. When
a state agency needs additional office space it submits a
request to SFD. This department then determines whether there
is space available in state-owned offices which fit the needs
of the requesting agency. Currently, there is little excess
space in state-owned buildings so most requests must be met by
leasing privately-owned office space.

Leasing of Office Space. Once it is determined that there

is no state-owned space available that suits the growing needs
of a state agency, another branch of the Department of General
Services, the Bureau of Real Estate (BRE), will begin the
process of leasing space in the private sector. The BRE will
place newspaper ads describing the agency's space needs and
requesting proposals for leased space. Each proposal is
evaluated not only in terms of the cost of the space, but also
with regard to such factors as location, access to public
transportation, amenities and any unique concerns of the agency
requesting the space. Once it has reviewed the proposals, the
BRE will determine which offer will best meet the needs of the
agency while minimizing cost. When the BRE makes its decision
the leasing agency can accept its finding or make the case for
another property rejected by the BRE which it feels would
better serve its needs.

When the BRE and the leasing agency agree on which
property should be leased a rather complicated process is begun
to secure final approval of the transaction. The lease must be
reviewed and approved by each of the following: the leasing
agency, the BRE, the Secretary and the General Counsel of the
Department of General Services, the Governor's Budget Office,
the State Attorney General, and, finally, the Board of
Comnissioners of Public Grounds and Buildings.

Maintenance. The Buildings and Grounds Department is
responsible for the maintenance and repair of all state-owned
buildings, including those managed by agencies other than SFD.

Development Functions
Disposition of Surplus Property. There are a number of

state agencies that own property, most notably the state's
hospitals and schools. Each agency must annually inventory its
property and indicate its current or planned use. The agencies
report the results of this annual evaluation to the BRE and
indicate whether it has any surplus property to be disposed of.
The BRE does occasionally gquestion whether an agency actua;ly
has a legitimate use for its property, but this is a relatively
rare event.
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When property is determined to be surplus, the BRE then
notifies all other state agencies that this property is
available. If an agency is interested in the property the BRE
will evaluate whether they truly have a need for the property.
If so, ownership is transferred to that agency with no transfer
of funds. 1If no other agency is interested in the property it
is placed on a surplus property list which goes before the
legislature. If the legislature determines that the property
should be disposed of it is then advertised for sale at a
minimally acceptable price. The land is then sold to the
highest bidder with the proceeds of the sale going into general
revenues.

It is interesting to note that the determination of
whether a property is surplus is left to the agency owning the
property. There would appear to be little incentive to report
property as surplus, especially considering that the agency
giving up the property does not receive the proceeds from the
property's sale. It is assumed that agencies are not reluctant
to part with surplus property because of the costs associated
with maintaining the property.

construction Projects. When an agency decides that it
needs a new building, it will go before the legislature to seek
approval for the project. If approved, the Department of
General Services issues bonds for the project and the Bureau of
Public Works oversees the construction

VIRGINIA

Most of the real estate management responsibilities in
Virginia state government are vested in the Division of
Engineering and Building within the Department of General
Services (DGS), which in turn reports to the Secretary of
Administration. The Division of Engineering and Building is
currently being restructured internally into several bureaus,
including the bureaus of Real Property Management, Capital
Outlay Management, Facility Management and Administration.
Additionally, the Department of Planning and Budget, which
reports to the Secretary of Finance, plays a role in approving
leases and in the process of developing new capital projects.

Management of Office Space

Space Allocation. The Division of Engineering and
Building (DEB) is responsible for allocating and managing
state-owned office space in the capitol area. In general,
however, each individual state agency owns or leases its own
space. A
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leasing of Office Space. If an agency seeks to lease

additional space it submits a justification for its expansion
to the DEB for approval. DEB in turn forwards the request to
the Department of Planning and Budget (DPB) who determine if
this program should be expanding. DEB also reviews the
proposal to determine if the amount of space requested is
appropriate given the agency's personnel and functions. Both
the DEB and DPB must approve the agency's request. Once an
agency's justification is approved the agency begins to
identify alternative proposals and to select what it feels to
be the most appropriate property. The agency then submits its
proposal to the DEB including a description of the property it
recommends and several alternatives. The agency must describe
the criteria it used to evaluate these alternatives and include
a market study for property of this type in the relevant area.
The DEB and DPB must approve the proposal before it is
forwarded to the Governor for his approval.

Maintenance. The maintenance of property managed by DEB
is done by the Buildings and Grounds staff within the DEB (this
staff will be known as the Bureau of Facility Management once
DEB's reorganization is completed). Each agency is responsible
for the maintenance and repair of the buildings they manage
themselves, although DEB sets standards which the agencies must
adhere to. -

Development Functions
Disposition of State-Owned lLand. The DEB is required by

law to periodically review the state's land assets and
determine if any land should be surplussed. A data base of the
state's 800-900 tracks of land was developed in 1980 to assist
with this oversight function. However, this data base was lost
when the responsibility of running it was transferred from one
agency to another several years ago. A new data base is in the
planning stages buy has yet to be implemented. As a result,
this oversight function is currently very difficult to perform.

State property is deemed to be surplus by the DEB if it is
currently not used or underutilized by the controlling agency
and if the agency does not have any future use for the land.

In theory the DEB has the authority to declare land surplus
without the agency's approval, but in practice the DEB is
reluctant to be so heavy handed and so works with the agency to
“convince" them to declare it surplus themselves.

Oonce land is deemed to be surplus, it is offered to other
state agencies that have expressed an interest, or are likely
to have an interest, in that type of property. The DEB does
not notify all state agencies that the property is available
because it was found that agencies would express interest 1n
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property that they had no real need for. If the property is
not claimed by any other state agency it is then offered to
local governments in the area at the fair market value. If the
local government does not want the property, it is sold to the
highest bidder.

Proceeds from the sale go to either the state's general
revenues or to the agency that owned the property, depending on
whether the agency is a general fund or a special fund agency.
(As a result, general fund agencies are reluctant to declare
land surplus.) Disposal of general fund properties is handled
by the DEP, while disposal of special fund properties is
typically handled by the agency that owns the property.

Constructio e . If an agency wishes to have a new
building constructed it must go through the DPB which prepares
the capital budget for the legislature. The DEB reviews all
capital project proposals to provide the DPB with advice on how
sound the proposal is from a real estate perspective. If
undertaken, the DEB will oversee the development of the
project.
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NEW_ YORK

The management of New York state’s real property is handled
by several groups within the Office of General Services. Most
real estate management functions are the responsibility of the
Real Property, Planning and Utilization Group, which is furcther
divided into the Division of Land Utilization and the Division of
Space Procurement and Allocation. Additionally, the Design and
Construction Group oversees all construction projects and the
Facilities Operation Group manages all state-owned office and
storage space.

MANAGEMENT OF OFFICE SPACE
Space Allocation. When an agency requires additional office

space it submits a request both to the Division of the Budgetl and
to the Bureau of Space Planning and Allocation (BSPA), which is
within the Space Procurement and Allocation Division of 0GS. The
Division of the Budget reviews the request to ensure that it is in
keeping with the agency's budget allocation. BSPA reviews the
request to determine whether the agency is justified in seeking
additional space. If the space need is justified, BSPA will
review the current inventory of available state-owned office
space. In attempting to meet the agency’'s needs BSPA will
consider relocating other agencies to make the most efficient use
of state office space.

Leasi o e a . If no state-owned space is
available, BSPA will refer the request to the Bureau of Leases
(BL), which is also within the Space Procurement and Allocation
Division. BL will work with the agency to develop the criteria
to be used to identify suitable space for leasing. (The criteria
typically include: size, geographic location, access to public
transportation, parking, storage space, etc.) In most cases
leased space is pot identified by a competitive bid process.
Instead, BL will rely on an inventory of available office space
around the state which it maintains as well as the leasing
agents’' personal knowledge of the market. A competitive bid

l1The Division of the Budget is an executive agency parallel
to the Office of General Services.

F-11



E e o |

,

k-

process may be used, for example, if a large amount of space is
and it is felt that a bid process will lead to a better deal for

the state.

Maintenance. Maintenance of state-owned office space is the
responsibility of the Facilities Operation Group within 0GS.
Maintenance of leased space is typically the responsibility of the
landlord of the property.

DEV M C

o) ion o u us operty. The Division of Land
Utilization (DLU) is responsible for the management, acquisition
and disposition of state lands. There are, however, a number of

state agencies that are authorized to assume these
responsibilities for their own property, including the Department
of Conservation, the Port Authority of New York and New Jersey,
the Department of Corrections, Department of Parks and Recreation,
the Department of Mental Health and the state’s universities.

Surplus property usually comes to DLU’s attention in the
course of its normal dealings with agencies either regarding the
management of their land or as a result of requests for _
acquisition of property. Another way in which DLU becomes aware
of surplus property is as a result of its biannual survey of
property owned by state agencies. While the Secretary of OGS has
the authority to declare land surplus, agencies are generally not
reluctant to part with unused property because of the costs
associated with their management.

When property is found to be surplus it is first made
available to other state agencies that may have a use for it. 1If
the land is not needed by the state, the local government will be
contacted to see if they have a use for the land. Then, if the
local government is not interested in acquiring the property, DLU
will determine if there are any other quasi-public uses for the
property, such as affordable housing or economic development.
Finally, after all public options have been explored, the property
will be either sold or leased to the private sector. (It is o
becoming quite common for DLU to provide long-term ground leases

‘to private sector users rather than selling the property outright.

This practice is particularly common in high density areas where
land is scarce.)

The proceeds from land disposition do not go into general
revenues, but rather into a variety of accounts related to real
property management. (Since the Real Property, Planning and
Utilization group is required by law to "earn its keep" to some
extent, the proceeds are credited to this group.) In some cases
the type of property that is being disposed of will determine
which account is credited. For example, proceeds from the sale of
land held by the Department of Conservation will usually go into a
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forest preserve fund. In no instance, however, are the proceeds -
returned to the agency that held the property. A

New construction projects will be
proposed either by an agency or BSPA. 1In either case, the
Division of the Budget reviews the request and decides whether or
not it should be included in the Governor'’s budget proposal. 1If
the proposed project is included in the budget, it then must be
approved by the legislature. Once a decision to undertake a
construction project is made, their design and construction is
overseen by the Design and Construction Group within 0GS. The
agency that the building is being constructed for (either the BSPA
or a specific agency) will also oversee the interior design and
construction of the building.

A new section within the Space Procurement and Allocation
Division, the Bureau of Planning Coordination is planned to
oversee projects built by the private sector for lease to the
state. This bureau will be responsible for inspecting these

properties to ensure that they meet agreed upon design specifications.



TEXAS

The management of office space for state agencies in Texas
is handled by the Facilities Construction and Space Management
Division (FCSMD) of the State Purchasing COmm1s51on, which reports
to the Governor. The management of state lands is the
responsibility of the General Land Office which is headed by an
elected official and is largely independent of the Governor.

MANAGEMENT OF OFFICE SPACE

Space Allocation. The allocation of state-owned office space
is handled by the Space Management Section of the FCSMD. When an
agency needs additional space it submits a description of its
space needs to this section which determines if any state-owned
space is available. The Space Management Section maintains an
inventory of the current use of state-owned offices in order to
respond to these requests.

leasing of Office Space. Since state-owned office space is
usually being fully utilized, most requests for additional space
are met through the leasing of privately-owned space. Requests
for leased space are handled by the Pacilities Leasing Section
(FLS) of the FCSMD, which is a relatively small section consisting
of 10 employees. The agency requesting space submits a
description of its space needs (the number of rooms, their size
and their use) along with a certification that they have the funds
to pay for the lease. FLS then reviews the description the needed
space to insure that the requested amount of space is in line with
the described use of the space (i.e., a secretarial station should
occupy roughly 75 square feet, not 200). FLS prepares a request
for proposals for the space based on the agency's description and
its budget. FLS maintains a list of office space suppliers around
the state to whom these RFP's are sent. Additionally, the state's
space need is advertised in local newspapers.

Once the bids are received FLS reviews them to ensure that
they meet the required specifications. The lowest bid is then
selected and the requesting agency is notified. The agency is
responsible for contactlng the lessor and inspecting the property.
If the property is satisfactory the leasing agency notifies FLS
which then prepares and executes the leasing documents. If the
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property needs to be modified in order to meet the specifications,
it is the respons1blllty of the agency to see that these
improvements are satisfactorily done.

If, however, the agency is dissatisfied with the selected
property (for example, either because it does not meet its
specifications or it is of poor quality) it must submit
documentation supporting its claim. If FLS agrees that the
property is not suitable the agency is authorized to review the
second lowest bid. An FLS representative estimated that agencies
are dissatisfied with the low-bid roughly 25% of the time. It is
not unusual for FLS to disagree with the agency. In the case of
such disagreements the decision is usually reached by agreement
between the State Purchasing Commission Director and the agency

‘head.

Maintenance. The physical maintenance of state-owned
buildings is the responsibility of the Buildings and Property
Services Section.

DEVEILOPMENT FUN ONS

Disposition of Surplus Propertv. The management of state

land is handled by the General Land Office (GLO). The GLO manages
four programs: 1) The Permanent School Fund; 2) the Capital Trust
Fund; 3) the Energy Division; and 4) the Veteran's Land Program.

The Permanent School Fund was originally endowed (apparently
at the time that Texas became a state) with 42 million acres of
land. This fund was designed to provide income for the public
school system.l Most of the land in this fund was sold in the
first half of the century and the proceeds invested. However,
there are still 800,000 acres of land in the fund which are
managed by the Asset Division of the GLO. While some of this land
consists of oil and gas fields, much of it is unproductive land in
arid west Texas. The GLO is attempting to upgrade the land assets
in the fund by piecing together large blocks of land for sale? and

1ot the time the Permanent School Fund was established
several other funds were endowed with land grants (although
consisting of much smaller allotments - about 2 million acres on
average). Of these funds the only large one remaining is the
University Fund which is owned by the Texas University system.
Very little of the original 2 million acres in this fund have been
sold. The land is largely concentrated in the oil producing area
of the state and the University essentially relies on the income
produced by its oil and gas reserves.

2The blocking of land consists of purchasing prlvately-held
land for packaging with contiguous state-owned land to increase
the value of small parcels.
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then purchasing either income producing properties (such as
ranches) or environmentally important land (such as barrier
islands). The GLO is also beginning to explore commercial
development of its properties.

The Energy Division manages the mineral assets of the
Permanent School Fund. In addition to the 800,000 acres of land,
the fund retained the mineral rights to 7 million acres of its
land that was sold earlier in the century. This division manages
these properties.

The Veteran's Land program provides financing for veteran's
to purchase land and homes and to renovate properties.

The Capital Trust Fund was established by the Texas
Legislature in 1985. This legislation requires the GLO to
systematically appraise and evaluate the use of all state lands.
By September 1988 the GLO must establish a market value for all
lands owned by state agencies. By September 1989 the GILO is to
determine with regard to each property whether it is being used
efficiently, and if not whether it should be transferred to
another state entity or privately developed. All proceeds from
the sale or lease of state property is to be devoted to the
Capital Trust Fund. These funds are not earmarked for any
particular purpose, so they can be appropriated by the legislature
for any purpose. There is, however, a debate within the
government regarding whether the this trust fund should be used
exclusively for capital investments. At present it appears that
this view is prevailing.

The impetus for this legislation was the discovery that a
large parcel of very valuable land in the city of Austin (market
value of about $60 million) was being used by the Department of
Mental Health as a summer camp. At the same time the state was
searching for new revenue sources as the collapse of the oil and
gas industry had drastically reduced state tax revenues. The
legislature believed that active management of the state's
property could be a good source of revenue. The legislation also
required the GLO to sell two parcels of land (including the Austin
property and a parcel of land in Houston). However, because of
the depressed real estate market in Texas it was not a good time
to sell these assets. Instead, they were transferred to the
Department of Transportation in exchange for funds to develop
needed prisons and mental health facilities.

As the GLO has began planning the disposal of surplus
property several problems emerged with regard to zoning. For the
state restrictive local zoning ordinances have been troublesome
because they limit the market value of the land. Local
governments, on the other hand, have been troubled by the s?ate's
use of long-term leases because state-owned land is not subject to
zoning and so development could occur without local control. In
the past legislative session a bill was passed which allows local
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governments to have zoning control over state-owned land,

although a board consisting of state and local representatives has
the power to override the local zoning board. It is anticipated
that these local boards will not actually function, but that their
existence will provide an incentive for local governments not to
be overly restrictive in their zoning practices.

Construction Projects. Construction of new state buildings
is overseen by the Project Management Section of the FCSMD. This
section is being reorganized with the goal of more actively
managing the state's space needs. Previously all requests for
construction of new facilities would originate from a state
agency. The PMS would prepare a project analysis based on this
request which served to establish an estimated construction cost
for comparison with the current cost of leasing space for that
agency. The PMS did not attempt to evaluate whether in fact the
new space was needed. The legislature would use evaluate the
need for the space and use the project analysis to decide whether
the project should be funded. The PMS is beginning to institute a
more rigorous analysis of alternative methods of meeting the
agency's space needs which includes a comparison of the costs of
long-term leasing, building or buying and renovating an existing
building. Additionally, the PMS is in the process of establishing
a method of evaluating the justification for the project in order
to aid the legislature in evaluating the need for the new
development.

Another aspect of the reorganization is that the Space _
Management Section (SMS) of FCSMD is now required to prepare a ‘
biannual report for the legislature which estimates the state's
need for additional facilities based on a survey of all state
agencies. This survey will allow FCSMD to plan the most cost-
effective way of meeting the state's future space needs rather
thgn simply responding to individual requests for space as they
arise.

//J
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