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Facilities Planning Review for thg Office of the Auditor General

EXECUTIVE SUMMARY

INTRODUCTION

The Capitol Area Plan (1977) is a master planning document to guide the
development of some 42 blocks surrounding the state capitol. The Sacramento Facilities
Plan (1977) is the element of that plan providing the details for constructing state office
buildings and parking structures in the area, and the metropolitan Sacramento area. Both
plans recognized the likelihood of continuing rapid growth of demand for governmental
services, and took a long-range overall view of the development.

In 1977 the state government was ending a period of growth in Sacramento during
which no new office buildings had been constructed. Expanding agencies had moved into
available leased space, with the result that their functions were scattered and their total rent
burden was very high. The area just south of the capitol was deteriorating, the area to the
north was stagnating, and traffic and air pollution were becoming matters of concern.

The Sacramento Facilities Plan made specific recommendations to counteract these
undesirable conditions. These were:

» An office building program which would consolidate dispersed activities and
reduce the proportion of leased space to ten percent or less within ten years.
Agencies with statewide responsibilities would be located in the core area
(within five blocks of the capitol). The plan addressed development of the area
south of the capitol with low-rise buildings on quarter-block lots, with the goal
of preserving the mixture of office and residential use.

» Constructing larger office buildings north of L Street to encourage economic
growth in that part of the city.

» Reduction of traffic, parking congestion, and air pollution by locating near
public transit and developing peripheral parking.

e Rehabilitation of older buildings to extend their useful lifetime and improve
energy use .

» Financing new construction and rehabilitation by the most economical means

available, with the emphasis on direct capital outlay.

Authority to implement the Sacramento Facilities Plan was given to the Department
of General Services, which created the Office of Project Development and Management as
the unit to oversee the program and carry out planning for agencies in need of space. The
Office of Real Estate and Design Services, also within DGS, is concerned with the
acquisition of property and with leasing of space. |

By 1988 it had become clear that the goals of the Sacramento Facilities Plan were
not being met. There was little new construction or significant rehabilitation. Leased space
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had increased from 36 percent to 48 percent of the total with a sixfold increase in leasing
costs. Transportation problems had worsened.

THE STUDY

Consultants were charged with determining the reasons that the Sacramento
Facilities Plan has been so meagerly implemented and with providing independently
developed information related to the state's policies and activities for planning and
developing facilities and office space.

A policy study of a master plan asks whether the assumptions of the plan itself are
valid, whether its recommendations are consistent and realizable, and whether a structure
exists for carrying them out. This study examines the facilities acquisition process rather
than concentrating on OPDM's procedures. No recommendations are made for specific
facilities . Consultants found that information on the capital facilities acquisition process is
not compiled in any one location. While much information was gathered through case
studies, Consultants caution that the conclusions drawn from them will not necessarily
apply in all situations.

A number of actors enter the process at different stages. Consultants were
contracted to focus their attention on OPDM, but observe that the major decision-making is
done outside of that office. While OPDM's procedures were examined, it proved
impossible to explain the failure to implement the Sacramento Facilities Plan without
expanding the scope of the study to the overall planning system.

THE PLANNING PROCESS

Planning at the level of the Sacramento Facilities Plan may be visualized as
consisting of three stages. The first stage consists of plan preparation; a master plan is
prepared giving a comprehensive long-term view of the entire area under consideration.
This process is essentially technical in nature, but decisions on location and size are always
based on a combination of objective criteria and the planners' professional judgment.

The second stage requires making the decision to implement the master plan. As it
involves the allocation of resources among competing agencies it is unavoidably political.
New priorities are communicated to the planning office, and a revised master plan is
submitted.

Finally, the plan as accepted is implemented; individual facility plans are drawn up
and the buildings are constructed. Once again this is a technical activity.

page 2 ILPP/AG.3/AG.FINAL REPORT/8/10/90
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Although in the second stage, decisions are made about priorities and what actually
gets built, all stages involve making certain types of decisions. In the master plan these are
made broadly, considering the interaction of all parts of the plan. At the implementation
stage many of the same types of decisions are made in much greater detail and specificity.
These decisions are, in summary, whether to consolidate or disperse agencies, where to
locate them, how large to make them (for now and for the future), and how to pay for it all.
Guiding all these decisions are the needs to save money and to make the most beneficial
impact on both the building occupants and the environment.

FINDINGS

Consultants have reviewed OPDM's overall planning procedures, and the
description of the findings is given at length in the body of this report. Although a number
of specific recommendations for improving planning processes and procedures are made,
in general, Consultants found that OPDM's procedures are well-suited to perform the task
with which they have been charged. Although individual practices may contribute in minor
ways to lack of implementation, the major reasons for the lack of implementation are
beyond the scope of OPDM.

The reason which is most widely cited for the failure to build is that sources of
direct capital outlay have dried up. This is indeed so; it is, in general, now impossible to
construct a building from funds on hand. However, alternative funding methods are, and
always have been, available to those who would use them.

The real reason that there has been no new building is that this has no na
priority for state decision makers. In a few recent instances, mostly outside of Sacramento,
when buildings have been a priority they have been built.

The result of the current policy is that the state is spending, and will continue to
spend, a great deal more money than it needs to in providing facilities. In the long run,
leasing facilities is far more expensive than owning them. (Paradoxically, it is cheaper to
lease for the first few years, so that when space is needed only temporarily, leasing is the
appropriate path.) To say that there is no money to build ignores the fact that the state has
the money and is spending it now on leases. Costs of leasing continue to grow, unless
positive steps are taken to institute a building program.

Specific findings include the following:

» There has not been effective leadership at a high level to ensure that the
Sacramento Facilities Plan is implemented.
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OPDM has limited resources to maintain the plan and virtually no authority to
implement it. Control over the capital acquisition process is dispersed and ill-
defined.

The procedures for obtaining authority and funding to build are complex,
uncertain, and extremely time-consuming. Faced with these, many agency
heads opt to lease.

Capital outlay funds have essentially disappeared.

The state has, nevertheless, made very little use of alternative financing
schemes.

The ready availability of leasable space, at reasonable rents, has reduced the
demand for construction by relieving overcrowding pressures.

Some assumptions of the original Capitol Area Plan are flawed, and some of the
conditions under which it was developed have changed. Building north of L
Street and building on quarter-block lots turn out to be impractical in most
cases. Reducing leased space is highly desirable, but there is no basis for using
the arbitrary and inflexible goal of ten percent leased space overall.

RECOMMENDATIONS

Consultants believe the Sacramento Facilities Plan is fundamentally sound and that,

with a few specific exceptions discussed below, implementation of the policies set forth in

the plan will provide maximum public benefit to the citizens of the state. Consultants have

made, in the body of the report, a number of recommendations for improving

implementation of the Sacramento Facilities Plan. However, none of the specific problems

that these recommendations address will automatically result in plan implementation. The

state must address the underlying reasons for the failure.

Consultants stress that the basic recommendation addresses the lack of leadership.

The state of California, including the new administration and the
legislature, must decide if it still wishes to implement the
Capitol Area Plan and the Sacramento Facilities Plan. If it does
(or has only minor modifications), a clear commitment to do so
is required.

page 4
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CHAPTER 1
INTRODUCTION

STATEMENT OF PURPOSE

The Institute for Law and Policy Planning (hereafter referred to as Consultant)
conducted a study of the state of California’s office space under contract with the Office of
the Auditor General. The purpose of this study is to provide the legislature with
independently developed information related to the state's policies and activities for
planning and developing facilities and office space as presented in Sacramento Facilities

Plan, Eighth Supplement: Implementation Issues, 1988.

The issues discussed in the Eighth Supplement raise three key questions which
form the core of this study.

1. What is the most effective method of coordinating and consolidating the state’s
office space needs?

2. What are the cost implications of the current policy?

3. What are the public benefits arriving from the implementation of the current

policy?

In 1977, the legislature adopted a Capitol Area Plan (CAP) to coordinate the
development and use of state facilities in metropolitan Sacramento. The OPDM, in
response to the 1977 CAP, published the Sacramento Facilities Plan, 1977-2000. This
document laid out policies, plans and recommendations to fulfill the legislature’s goals as
expressed in the CAP.

Acquisition of office space for the state of California, whether through purchase or
lease, is primarily the responsibility of the Department of General Services (DGS). The
Office of Project Development and Management (OPDM) manages the state's capital outlay
construction program and plans the development of state offices and parking facilities.
OPDM is also the official "caretaker” of the Capitol Area Plan.

CAPITOL AREA PLAN

The CAP focused on the state's presence in, and impact on, the core area of the
city. Assumptions and guidelines were incorporated, and key policies reflected concerns
for conservation, mixed use, and pleasant human environments.

Though it recommends specific actions to interpret the policies, the essential
purpose of the CAP is to serve as a guide for an ongoing state planning and development
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process in downtown Sacramento. Long-term goals and objectives, and policies to achieve
these, were specified for each element of the plan. The ten elements of the plan are:

 state office space » Open space

» Transportation ¢ Public amenities

e Parking » Energy use

* Housing » Relations of the state to local government
+  Community development  Plan administration.

One of the policies of the state office elements is to "meet projected needs for state
office space in the core area in a cost-efficient manner, including new construction of state-
owned offices and rehabilitation of existing structures to office use." The plan proposed
setting up an administrative structure to perform the development and coordination function
as well as a mechanism for assuming community input. These were accomplished by
setting the Capitol Area Development Authority (CADA), a joint power authority between
the state and city, to act as developer. The Department of General Services was designated
coordinator, and a Capitol Area Planning Committee (CAPC) was set up to provide
community input to the development process.

The financial implications of the plan were discussed and four capital financing
alternatives were recommended for use as appropriate.

SACRAMENTO FACILITIES PLAN

The Sacramento Facilities Plan 1977-2000 is an element of the Capitol Area Plan,
and was prepared by the Department of General Services (DGS) Long Range Planning
Unit (which later became OPDM). The document laid out DGS' policies, plans, and
recommendations to fulfill the legislature's goals. The primary purposes of the plan were
to 1) identify the relationships between state governmental entities; 2) project office space
needs; and 3) propose policies and actions which would result in sound economic, social,
and environmental development and use of office facilities. See Appendix H for a
summary of policies and actions from the Sacramento Facilities Plan.

Since the original facility plan was published in 1977, eight supplements have been
published evaluating the progress toward implementation of the goals and impact of the
policies. In 1988, OPDM issued the Sacramento Facilities Plan - Eighth lement:
Implementation Issues. This 8th Supplement, in addition to updating the information
provided in previous supplements, set forth questions related to goals and policies of the
previously adopted Capitol Area and Sacramento Facilities Plans.

page 6 ILPP/AG.3/AG.FINAL REPORT/8/10/90
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PROBLEM STATEMENT

The Sacramento Facilities Plan made specific recommendations. Principal among
these were:

1. An aggressive office building program which would allow consolidation of
dispersed activities and reduce the proportion of leased space to 10% or less
within 10 years. The offices of agencies with statewide responsibilities would
be located in the core area (within 5 blocks of the capitol).

2. Development of the area south of the capitol with low-rise buildings on the scale
of quarter-block lots in order to preserve the mixture of office and residential
use.

3. Constructing larger office buildings north of the capitol, that is, north of L
Street, to encourage the economic growth of that part of the city.

4. Reduction of traffic, parking congestion, and air pollution by placing buildings
near public transit, developing peripheral parking, and otherwise reducing the
fraction of single-occupant vehicles.

5. Rehabilitation of older buildings to extend their useful lifetime and improve their
use of energy.

6. Financing new construction and rehabilitation by the most economical means
available, with the emphasis on direct capital outlay.
By 1988 it had become clear that the goals of the Facilities Plan were not being met.
Four office buildings were put up in the late 1970s - three of them in the core area - and
then the program stalled despite a rapid increase in state government employment. There
was no more new construction and no significant rehabilitation except to mitigate fire and
life safety concerns.

Private development of office structures in the area north of L Street had
blossomed, and the state had become a major tenant in many of these buildings. The
proportion of leased space had increased, not decreased, and sub-units of agencies
continued to be scattered. In 1977, state-owned space represented 64 percent of state office
space in Sacramento. By 1989, the proportion of state-owned space had fallen to 52
percent. In fact, between 1977 and 1989 total leased space more than doubled and annual
leasing costs increased more than sixfold - from $10.1 million to $65.5 million.
Transportation problems worsened. The fraction of single-occupant vehicles grew and
parking became more difficult. The dispersal of offices increased the need for driving and
decreased energy efficiency.

These major failures at the heart of the plan were explored in the Eighth Supplement
to the Sacramento Facilities Plan (1988).

TLPP/AG.3/AG FINAL REPORT/8/10/90 page 7



Facilities Planning Review for the Office of the Auditor General

APPROACH AND METHODOLOGY

This study provides analysis, evaluation, and recommendations on the procedures
and available resources of OPDM and the policies under which they operate. The findings
are based on examination of documents, data, schedules, literature review, and interviews.
Because of the complexities of policy issues, specific written procedures were often not
available, and Consultants relied on information gained from interviews.

The primary source of data for this study is the Department of General Services
because of its responsibility in coordinating the state office space program. OPDM and the
Office of Real Estate and Design Services (OREDS) are offices within DGS that produced
much of the primary data used in this study. Other sources are the Office of the State
Architect (OSA), the Telecommunications Office, and Building and Maintenance.

Secondary sources include the city of Sacramento, CADA, Department of Finance,
the Legislative Analyst's Office, and other departments selected as candidates for case
studies to illustrate OPDM's office facilities planning process. Information was also
obtained from a survey of selected states regarding facilities planning approaches that
California can emulate.

The methodology used in this study combines a number of approaches due to the
complex nature of the issues involved. The methods used include content analysis,
quantitative techniques, case studies, survey research and process evaluation.

Content analysis and process evaluation were primarily used to address the issue of
coordination and consolidation of space needs. The approach first specified the current
methods and procedures for locating buildings and for deciding whether or not to
consolidate in specific areas of Sacramento. Second, the approach assessed the actual
practice to determine if these processes and procedures were followed. Third, it compared
methods and procedures with accepted professional practice. Fourth, case studies were
used to exemplify the methods and approach used in the planning for state office space.

A quantitative analytical technique was used when determining the causes and
financial implications of the current capital outlay process. The comparison of the straight
lease and lease-purchase financial alternatives was done quantitatively. Assumptions as to
the behavior of financial factors were specified and a comparison of the two methods was
performed using three time horizons - five years, break-even point and 50 years. OPDM's
Economic Forecasting Model (EFM) was assessed for completeness of variable
specifications and internal consistency of assumptions. The identification of financing
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techniques, and the reasons why the state has leased more office space than anticipated
were process evaluations.

Case studies were used extensively. For example, case studies were used to
determine the economic feasibility of rehabilitation, and the availability of funding for
renovation. Survey research methods were also used to find out how other states go about
restoring older buildings. A telephone survey was conducted and responses from twelve
states were tabulated for analysis.

Face to face interviews were conducted to solicit opinions from informed persons
relative to the facilities planning process of the state. Consultants also conducted a survey
of other states to compare their facilities planning methods with California’s. The results of
this survey can be found in Appendix A.

ORGANIZATION OF THE REPORT

This report contains eight major chapters. First is this introduction, followed by a
review of the current process and planning environment. Chapter 3 discusses the seven
reasons that contribute to the lack of implementation of the CAP. Policy analysis is then
presented in the next four chapters. The first of these, Chapter 4, addresses the question of
lease versus own. Chapter 5 addresses consolidation and location issues. Chapter 6
discusses public benefits. Chapter 7 studies the restoration of older state-owned buildings.
Although some of these chapters contain recommendations that flow logically from the
discussion of analysis and findings, all recommendations are summarized (with brief
explanations) in Chapter 8, Recommendations.

Consultants’ reference materials follow. The report ends with App_éndices A
through H which present technical data and discussions relevant to the study. These
appendices are referred to throughout the body of the report.
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CHAPTER 2
REVIEW OF THE CURRENT
PROCESS AND PLANNING ENVIRONMENT

This section contains both a general review of the planning environment, including
OPDM's legal authority and the roles of other actors, and a specific review of several
planning procedures used by OPDM. These planning procedures include locational
decision making, the economic forecasting model, projections methodology, and the
planning data base. The purpose of reviewing the facilities planning process is to
determine the extent to which current planning practices contribute to the failure to
implement the Sacramento Facilities Plan.

This is a policy study: it reviews the policies and approach of the state's planning
efforts. It does not seek to answer specific planning questions, nor is it primarily a
technical review of planning procedures. Individual plans were examined not for specific
findings but rather to determine process, criteria, and comprehensiveness.

Consultants find that, on the whole, OPDM's planning procedures are based on
sound professional practice and criteria. The major shortcoming pointed out in the
following discussion is that when projects are analyzed only one project at a time,
implementation of an overall plan is not emphasized. Although this contributes in a minor
way to lack of implementation, the major reasons for the lack of CAP implementation are
explored in Chapter Three.

Because of the scope and short time frame of the study, analysis was limited by a
scarcity of readily available data. Much useful information is not preserved in easily
accessible form, in particular the history of successful and unsuccessful projects which
would yield valuable insights into the actual, as opposed to the nominal, workings of the
process. In consequence certain features of the space acquisition process remain unclear.
This lack of data appears to have two causes. The first is the number of agencies involved,
and the lack of mandate to any one agency to be responsible for accumulating all agencies
information. The second reason is the relatively late computerization of the planning
process and data.

OPDM does not have a full set of standard procedures that it uses in the planning
process. Consultants, recognizing the complexity and uniqueness of each facility plan, do
not necessarily believe that it is possible or even desirable to have such procedures.

ILPP/AG.3/AG FINAL REPORT/8/10/90 page 11



Facilities Planning Review for the Office of the Auditor General

Consultants have two specific recommendations regarding this issue. First, a more
comprehensive description of the Capital Outlay Budget Process would assist everyone
involved in the process.! While there are several documents (prepared by either the
Department of Finance or OPDM) that currently describe the process, Consultants believe
the explanation could be substantially improved and diagrammed. The report should
include legal and historical parameters, a determination of capital budget funding limits, the
annual capital budget and five year improvement program (including time frames for
funding cycles), and a description of capital budget implementation. Inclusion of other
related information on the planning process, such as the leasing process, might also be
helpful.

Second, Consultants strongly support the idea of a comprehensive multi-year
capital outlay program for the state. Consultants tried to follow the progress of individual
buildings through the planning and construction steps to determine where problems exist,
and why the plan is not being implemented. However, the information needed for such
case studies does not exist in one place. To obtain this information, Consultants would
have to review the Five-year Capital Outlay Program from both DGS and individual
agencies, Governor's Budgets, and Legislative Analysts Reports that cover a range of at
least ten years. In addition, the working drawing, estimating, bid, and construction
information for each project would have to be reviewed. A comprehensive capital outlay
program would provide much of this information in one place.2

THE STATE'S CURRENT PLANNING PROCESS

The planning process for capital facilities can be thought of as comprising three
stages. First is the plan itself: a description of buildings proposed for construction or
restoration, their locations, sizes, and effects on their surroundings. Devising a financing
scheme for the construction is an essential component of the plan. Planning in this sense is
primarily a technical activity. On a large scale planning level, this activity is primarily
carried out by OPDM, although individual agencies have considerable input.

Second is the decision-making process: deciding what parts of the plan are to be

implemented and obtaining the funds to do so. This activity is highly political. It is
unlikely that all parties affected by a plan, especially a comprehensive area plan, will be

1See Appendix B - Capital Outlay Budget Process. See also “Capital Outlay Budget Process,” DOF,
6/21/90.

2Consultants conducted a survey of facility planning in other states. The State of Maryland has several
documents that present similar concepts. See Appendix A.
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equally delighted with the changes proposed for them. A workable compromise must be
arrived at, and this must include the cooperation of the funding authorities.

It is apparent that OPDM does not have responsibility for the intermediate, and
crucial, stage of decision-making (which includes setting planning priorities). Consultants
believe this responsibility does not devolve upon any well-defined or accountable actor, but
is diffused and is strongly influenced by informal and ad hoc political considerations. To a
large extent decisions are not made here at all, but rather in the implementation phase where
they are attacked piecemeal.

Finally there is plan implementation. If the decision-making stage has been
properly carried out this is again reduced to a technical activity: detailed specifications,
contracting out and supervising the construction, scheduling moves, etc. Because of the
inevitable unexpected complications which will arise, this stage must continue to be
coordinated with the decision-making actors, but that should not be the primary activity at
this point. Responsibility for this phase is largely OPDM’s, but the Department of Finance
(DOF), client agencies, and OSA are strongly involved.

The process consists of a technical stage, a political stage, and another technical
stage; clearly the second step will be carried out by a different entity from the other two.
Decision-makers need not have technical skills; they need the authority and leadership to
make and enforce the decisions, which planners do not usually have.

THE PLANNING ENVIRONMENT

The issues that must be considered in a review of the Capitol Area Plan and the
Sacramento Facilities Plan are extraordinarily complex, and they occur in a complex
planning environment. A thorough analysis of why the policies of these plans have not
been implemented must include not only an understanding of specific policies and
procedures, but also an understanding of the overall context. This includes the state's
planning and decision-making process, how different agencies (often with competing
views) interact, and an understanding of the capital outlay process. The analysis must also
acknowledge that these decisions are not simply the results of any individual agency's
actions, but are part of a political process that involves the legislative and administrative
powers of the state.

ILPP/AG.3/AG FINAL REPORT/8/10/90 page 13



Facilities Planning Review for the Office of the Auditor General

LEGAL AUTHORITY OF DGS FOR IMPLEMENTING CAP

The Department of General Services (DGS) was formed in 1965 by the legislature
because of the need for centralization of business management functions and services of
state government. To meet the legislative mandate, DGS was given broad authority, which
included planning, acquisition, construction, maintenance and police protection of state
buildings and property, purchasing, architectural services and accounting services. (See
Government Code §14660.)

Because DGS was created by statute, all of its power and responsibilities are
defined by statute. (See Government Code §14600 et seq.) The director of DGS has been
given the authority to establish OPDM with specific powers derived from Government
Code §8160 et seq. and general powers. As a result, OPDM's authority is dependent upon
two factors: the scope of authority given to DGS by statute and the responsibilities
delegated by the director of DGS in the exercise of that statutory authority.

All contracts for the acquisition or hiring of real property by state agencies must be
approved by DGS. (Government Code§11005.) Even if the Department of Finance has
approved an agency's budget for a specific project, the state agency must also obtain DGS
approval of the contract, lease transaction or expenditure. (See Government Code
§13325.)

The Capitol Area Plan included a recommended administrative structure which was
instituted when the legislature adopted the Capitol Area Plan in 1977.

First, the plan recommended establishment of a joint powers authority to function
as the "master developer" for the capitol area housing component and those projects
delegated through DGS Development Ground Leases. This recommendation was enacted
as Government Code section 8169.4 and led to the establishment of CADA. Second was
the recommendation to establish a Capitol Area Planning Committee to advise DGS
(Government Code §8164.1). The third and final component of the recommended
structure was a "Capitol Area Plan Office" within DGS to administer, update and
coordinate implementation of the plan. There is no specific statute to create such an office.
Instead, the legislature specifically gave the Director of DGS responsibility and authority
for the formulation and implementation of the Capitol Area Plan. (See Government Code
§8166, §8168-§8169.3.)

OPDM's responsibilities and authority are set forth in the State Administrative
Manual, §1300 through §1305. Although a predecessor to OPDM was originally created to
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"administer, update and coordinate” implementation of the Capitol Area Plan, that goal is
now secondary to OPDM's "primary responsibility" to determine future space requirements
for all state agencies, develop area facilities plans and formulate recommendations for
meeting space requirements. (Moreover, OPDM's responsibilities are not limited to the
capitol area; they have been expanded to include both major and minor metropolitan areas
throughout the state.)

OPDM's specific responsibilities with respect to the Capitol Area Plan have been
reduced from those originally outlined in 1977. OPDM now is responsible only for
"maintaining and updating the Capitol Area Plan." (See State Administrative Manual,
§1305.) It no longer has express authority to administer or coordinate implementation of
the Plan. OPDM has been given authority only to review capital outlay projects involving
office construction, which represents but one "element in the immediate environment."
OPDM also has authority to review and approve all space requests, but the actual
programming, planning and leasing are performed by another interdepartmental entity, the
Office of Real Estate and Design Services (OREDS).

The Capitol Area Plan was intended to be a "guide for future state policy" in the
expansion of the state's physical plant and in the location of state buildings and other
facilities in the Sacramento metropolitan area. (See Government Code §8163, §8166.)
The statutes, however, make implementation of short-term options more feasible than those
consistent with long-range goals. Government Code §14669 authorizes DGS to lease
property for the use of any state agency. Although such leases are generally limited to a
five-year term, the director can enter into a longer lease agreement by giving thirty days
notice to the chairpersons of designated legislative committees. No other legislative review
is required. (See Government Code §13332.10.) In contrast, the director may not enter
into a lease-purchase or lease with an option to purchase (initial option purchase price over
two million dollars) without specific authorization from the legislature.

This legislation may easily lead to the implicit assumption that one entity (OPDM) is
charged with determining the location of all state offices. This would require a pro-active
and systematic approach. The reality, as this study finds, is that there is no such entity.
OPDM and OREDS have not been mandated to pro-actively plan for the office space needs
of all state agencies. While the parameters of DGS authority have been set by statute, there
are legal and environmental constraints on the exercise of such authority.

ILPP/AG.3/AG.FINAL REPORT/8/10/90 page 15



Facilities Planning Review for the Office of the Auditor General

OTHER FACTORS

In addition to the policies set forth in these plans, there are a number of factors that
add complexity to the planning process. These include the California Environmental
Quality Act (CEQA) which applies to any facility constructed. The historic character of
buildings over 50 years old cannot be lightly regarded in restoration. All new facilities
must lie within a quarter mile of a "transportation corridor” (all space in the core area
complies), and the state has set itself the goal of reducing single-occupancy vehicles to not
more than five percent of total state employees.

Energy conserving features must be included in new buildings and retrofitted into
older ones where practical. All facilities must be made accessible for the handicapped, and
space for child care programs must be set aside in all large new or substantially rehabilitated
buildings. (The child care programs themselves are not mandated.)

CAPITOL AREA DEVELOPMENT AUTHORITY (CADA)

The Capitol Area Development Authority (CADA) is a joint powers agency to
implement the goals and objectives of the Capitol Area Plan which was adopted by the
legislature in 1977. Governed by a five-member autonomous board, CADA coordinates
policy and planning input. Two board members are appointed by the state's Department of
General Services, two are appointed by the city of Sacramento, and these four appoint the
fifth member.

Although a relatively small development authority, CADA has developed over 300
new housing units in the capitol area, and completed rehabilitation of over 300 commercial
units. It is currently working on the development of its first office building.

Because CADA can issue bonds, and could perhaps expedite the currently time-
consuming and cumbersome process of office building development, there has been some
discussion of its role as a means of office space development in the core area. CADA has
not, however, had the political leadership from the various political representatives on its
board and advisory committees to proceed with such development. Instead, CADA has
concentrated on housing, commercial rehabilitation, and the important property
maintenance functions involved in managing the state's land interests in the core area.
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CAPITOL AREA PLANNING COMMITTEE

In the legislation adopting the Capitol Area Plan, there is a provision for a Capitol
Area Planning Committee, consisting of nine members, who serve four-year terms. Four
of these members are appointed by the governor (at least one from a list of three candidates
submitted by the city of Sacramento and at least one from a list of three submitted by the
county of Sacramento). Two members of the Committee are appointed by the Speaker of
the Assembly. Two members are appointed by the Senate Rules Committee, and one
member is appointed by the Director of DGS. These positions are not paid, but members
are reimbursed for expenses. The committee also has an advisory board that serves
without compensation.

OPDM'S ROLE IN THE PLANNING PROCESS

OPDM is authorized to perform two related planning tasks. First, it is responsible
for the maintenance of the Capitol Area and Sacramento Facilities Plans as well as regional
planning. OPDM's second, and more frequent, task is to plan for the construction or
restoration of individual facilities. The agencies involved at the implementation stage
initiate the process and contract OPDM to do the planning. Although it is appropriate that a
single agency be responsible for both planning and implementation so that facility studies
will automatically be set in the context of the master plan, there is an inherent contradiction
in these two types of activity. Concentrating on individual facilities runs the risk of
optimizing the solutions for those facilities alone with possible adverse consequences for
the plan as a whole.

Maintenance of the plans is a master planning function which involves looking at
the state of office facilities as a whole: inventorying and assessing the condition of all
buildings, forecasting the demand for space over the next ten years or so, deciding who
could be located where, whether new buildings should be built or old ones rehabilitated (or
abandoned), what the large-scale environmental and transportation impact would be, and
how best to finance the whole program. This is the first stage of the overall planning
process earlier described.

OPDM's efforts in the overall plans seem to be confined to updating the planning
information and preparing the annual progress reports. This task should not be
underestimated; reports have contained many salient observations and suggestions as to
modifications needed in light of external changes.
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While OPDM provides planning services to other agencies, its ability to move an
agency which does not want to be moved, to prevent an agency from choosing to expand
through leasing, or to stipulate the exact location for those who do wish to move, is
extremely limited. If there is disagreement, OPDM seems to be limited to comments and
advice to the DOF and the legislature. (Such disagreements can revolve around the issues
addressed in environmental impact reports.) '

In addition, some directives of the plan are carried out by other offices or
departments. For example, the General Services Buildings and Grounds division is
responsible for much of the rehabilitation and repair component of the Sacramento Facilities
Plan. The Office of the State Architect is also involved in analyzing and projecting
technical requests such as asbestos abatement programs.

The second major area of OPDM's responsibility for planning is assisting with
individual facility plans. This is a complex and lengthy process involving a number of
actors. OPDM is able to enter into a great deal more detail than in the master plan and take
into account the special needs of each particular client. In this task, OPDM tends to defer to
the wishes of the client agencies. It normally accepts the client's choice of location and
facility size. A more complete discussion of OPDM’s planning process for individual
facilities is included as Appendix B.

Each agency identifies its own needs and then requests either OPDM or OREDS to
respond. If the request is for leased space, the agency submits a Form 9: Space Action
Request Form to OREDS. OPDM reviews the forms for information regarding the
Sacramento Facilities Plan, to assist in scheduling anticipated environmental workload.
OPDM does not initiate the space actions indicated by the master plans.

The determination of where a given department should be located depends on
whether the requesting agency wants to build or lease, and when the space is needed. If
the requesting agency wants to construct a state-owned building, OPDM works with the
agency to plan the location. If the requesting agency wants to lease, then OREDS is
responsible. The Department of General Services does not make an independent decision
on which agencies should move or where they should go.

When providing these services, OPDM enters into a consultant-client relationship
with the agency. OPDM makes a rather detailed study of the client's needs. (This level of
detail must be considerably more complex that that used when updating the plan as a
whole.) Existing space is described, including size, layout, location, building condition,
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special space needs, building tenure, transportation, parking, visitors, and program.
Detailed staffing and space projections are made.

On the basis of the existing conditions and the anticipated needs, OPDM next
considers the alternative courses of action. The four basic options are for the agency to
remain in its present space, to move to other state-owned space, to lease new space, or to
acquire a new facility. There is seldom any unused space currently available in state-owned
buildings, but OPDM can use the findings to help justify the needs for a new multi-tenant
facility.

The choice among the four options is made on the basis of a number of criteria.
These are: building size and cost, financing options, program needs, location needs,
existing plans, need to consolidate or split, access, parking, and transportation issues,
environmental concerns, external political and economic factors, and scheduling and
timing. All of these can be specified, but only the first two can be quantified. Worse, there
is no objective way to evaluate the relative importance of the different criteria, nor to assign

weighting to the ordinal values ("good," "fair," "poor") which most of them assume.

This demonstrates the problem inherent in any planning process: how to make a
choice on the basis of criteria among which there is no precise numerical relationship.
(Cost alone is inadequate since the cheapest option always is to do nothing.) There is no
standard way to make this decision, as the process is not the same in every case. The
decision rests on the judgment of the planner, and the client agency must agree. It appears
to Consultants that outside political pressure is one of the more important factors in
determining the final choice.

Consultants find that OPDM carries out the process as described in a responsible
and competent fashion. However the process itself is linear and specific to the project
under consideration. It does not incorporate feedback loops where the findings at
intermediate stages are examined to see whether they satisfy, or modify, the original
problem. In particular, the results should be related back to the goals of the Capitol Area
Plan, such as reducing leased space, improving transportation, and consolidating
functions. Dividing the leasing and acquisition functions between two separate units of
DGS raises a major barrier to the holistic approach envisioned in the plan.

OPDM is the principal project manager for state office building construction.
Design-related services, including assessment of older buildings, may be provided by OSA
or by private architectural and engineering firms. OREDS devises plans for leasing space
in much the same way that OPDM does for property acquisition. Finally, the Office of
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Buildings and Grounds is responsible for building maintenance; in its larger projects it
overlaps this rehabilitation function. (Assistance in providing state office space is only a
portion of the workload of these offices; other functions are not discussed in this report.)

The Department of Finance, the governor, the Legislative Analyst, and the
legislature are all involved in scrutinizing requests for project funding; their roles will be
discussed in conjunction with the capital outlay process itself. If a facility is to be financed
by the issuance of bonds by the state, the state Treasurer will have a voice in that as well.

THE FUNDING PROCESS

The state has traditionally funded new or restored facilities through direct capital
outlay. (A complete description of the Capital Outlay Budget Process is presented in
Appendix C.) Obtaining funds in this way is a lengthy process with a number of pitfalls
along the way. The process itself is an impediment to capital facilities acquisition.

Each department or agency prepares a five-year capital outlay plan. This is not in
itself a request for funding, only a statement of intent. When the agency actually wishes to
acquire new space, it may develop a facilities plan on its own (not all agencies do this very
well) or contract with OPDM for a plan. DGS itself, through OPDM, is one of the most
likely candidates for this since it will, in general, be the owner of any new general-purpose,
multi-tenant office buildings.

The completed plan is submitted for inclusion into the state budget as a Budget
Change Proposal (BCP) for preliminary architectural plans. The first agency to review the
proposal is the Capital Outlay Unit of the Department of Finance. Next it goes to the
governor for approval; if it is included in the governor's budget it is next examined by the
legislative analyst. Finally it goes to the legislature (through appropriate committees). At
any one of these stages, the project can be deleted.

If the preliminary plans are approved, a request is submitted for working
construction drawings. Because of the deadlines of the budget cycle it is often necessary
to apply for the drawings before the preliminary plans are completed, which complicates
the description of those drawings since it is not entirely clear what they are based on. If the
plans are funded, the process is followed still once again with a request for construction
funds. The same mismatch with the timing of the budget cycle occurs.

At various times in the past, plans and even drawings were funded only to have the
construction stage disapproved. The architectural expenses were wasted (and these were
about 5 percent of construction costs, not an insignificant sum). Even if the building had
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been revived several years later the plans might have become outdated. The Department of
Finance has now changed its practices so that the most careful scrutiny is given at the time
of the request for plans; if this passes, and includes a credible financing plan, the drawing
and construction phases will be approved unless there is an inordinate escalation of the
costs.

This process, when all goes perfectly, takes at least five years from the time of the
first facilities plan to occupancy of the building. Matters do not usually proceed that
smoothly. For example, the original facility plan for the Ronald Reagan Building in Los
Angeles was prepared in 1975, and the architectural plans were funded in 1980. The
building is scheduled to be occupied in late 1990. Consultants estimate that a private
developer could complete in two to four years the process which takes the state seven to
nine years.

Compare this with the time to lease office space: although legislative approval is
required, an agency can normally move in within 6 to 18 months after the request, and the
staff time and effort to win approval is far less. It is not at all surprising that, confronted
with the option of leased space in about a year versus a highly uncertain building process
consuming most of a decade, agency heads will choose the simpler and surer path,
especially since rents in Sacramento are not exorbitant (compared with those in San
Francisco or Los Angeles).

PROCEDURAL REVIEW

Three aspects of OPDM's procedures have been reviewed. These do not constitute
the entire planning process but they are essential to it. These are primarily technical matters
with no important policy issues connected to them (other than the question of "Who does
it?").

The first of these procedures reviewed involves the projection of future needs, the
second concerns the maintenance of the database on which the analysis is based, and the
third is the means by which the best method of financing is found for each proposed
project. More complete and detailed discussions of these can be found in the appendix.

PROJECTIONS OF STAFFING AND SPACE NEEDS

Maintenance of the Sacramento Facilities Plan requires a periodic update of the
anticipated space needs for the entire Sacramento work force. Consultants conducted a
technical review of this projection methodology. A full discussion of the review and
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findings are presented in Appendix D. The following discussion summarizes the
discussion and findings.

The procedure for projecting staffing at the plan level is based on the staffing
expectations of agency heads. These staffing projections are compiled, generally without
criticism, and translated into rough space figures by allotting 150 square feet per new
employee. Generally, Consultants find this to be an acceptable practice for predicting
overall space needs, especially in view of the very limited resources allocated to OPDM for
carrying out this task. The 10-year total staffing projection made in 1978 agrees quite well
with the actual total staffing in 1988. This seems to be due to the cancellation of opposing
errors, however, since the forecasts for a number of individual departments were
spectacularly in error. |

Consultants recommend that the staffing forecasts be supplemented with techniques
which do not depend so heavily upon the agency's own assessment. Examination of
historical staffing patterns will help remove the subjective element in these predictions.

‘ Consultants independently projected the total Sacramento staffing as a function of
total state population. On the assumption that Sacramento employment as a function of
population will continue to decrease slightly for a few years, especially in view of the
current funding crisis, and will then stabilize, Consultants project a Sacramento area office
population of 52,500 in 1993 and 55,000 in 1998. These are about 5 percent lower than
OPDM's projections for the same dates. Consultants' figures, if extended to 2003, would
approximate what OPDM predicts for 1998. Consultants have not made projections for
individual departments.

Staffing is driven primarily by state population, but is subject to influence by all
manner of external circumstances: the national and local economy, shifting program
priorities, public inclination toward government in general, and special issues affecting
economic or social conditions. It can never be predicted infallibly; the only safe course is
to prepare a range of projections under different sets of assumptions and continually update
them to reflect the most recent data.

COMPREHENSIVE DATABASE

Fundamental to the task of planning, and to the whole task of facilities
management, is the maintenance of a comprehensive and accurate database. Consultants
applaud the establishment of the Statewide Property Inventory (SPI) under OREDS to
serve as this basic tool. To avoid inconsistencies, Consultants recommend that only this

page 22 | ILPP/AG 3/AG FINAL REPORT/8/10/90



Facilities Planning Review for the Office of the Auditor General

database be used for facilities planning, supplemented where necessary, by other
information not contained in it. OPDM should have immediate read-only access to the SPI
and should transmit updated or corrected information to OREDS for input.

Any property which is excluded from the SPI will lessen its usefulness. Therefore,
an effort should be made to obtain information even on those facilities which have been
exempted, specifically the information pertaining to the staffing and property of the
legislature since it is an important, if uncounted, component of the Capitol Area Plan.

Consultants have examined the field structure of the SPI and find that it appears to
contain the information needed for comprehensive planning, with one exception: the
suitability of the property for use in asset substitution (the recommended short-term
financing technique). It may be possible to insert this quantity into one of the existing
description or comment fields without modification to the entire structure.

REVIEW OF OPDM'S ECONOMIC FORECASTING MODEL

In its facility plans, OPDM uses an economic forecasting model to compare the
costs of straight leasing with several variations on lease-purchase and with bond financing.
Consultants evaluated this forecasting model and, in general, it was found to be accurate,
flexible, and useful. It is recommended that the model continue to be used, but with some
clarifications of the definition of certain input variables. A summary of the process follows
with a more complete discussion in Appendix E.

Consultants reviewed OPDM's Economic Forecasting Model (EFM) from a
functional and technical perspective. The functional review assesses how the model is
currently being used by OPDM and others in the office space decision-making process
(both lease and build). The technical review includes an evaluation of the way in which the
model variables interact, such as the calculation of 50-year bond financing costs. In
addition to general structural considerations is an evaluation of the parameters OPDM
currently uses for the model variables, such as bond interest rates and a discussion of how
the accuracy of the model may be improved by changing some of these parameters.

Functional Review

The EFM is used as an analytical tool by OPDM to assist in office space financing
decisions. Broadly speaking there are two general types of financing approaches used by
OPDM to accommodate office needs that are incorporated in the EFM: Private and Public.
The private options include straight leasing of privately-owned buildings and variations of
lease/own, such as lease with an option to purchase and installment sale. The public
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financing approaches use either capital outlay funds or a form of tax-exempt financing,
such as lease revenue bonds or certificates of participation to raise money for constructing
an office building. The EFM can evaluate the financing parameters within a single
technique, such as straight leasing, or compare two different financing approaches, such as
straight leasing vs. lease revenue bonds. Although it can be used to assist in leasing
negotiations, the model is primarily used for OPDM planning purposes.

An economic forecasting model must be flexible to analyze, at different levels of
detail, the economic trade-offs of private vs. public financing options at different points in
the planning process. This means it must contain a sufficient number of variables that can
interact to provide results at all stages of the process, from conceptual planning through
working drawings. Consultants found that the number and types of variables included in
the EFM were sufficient to carry out this mandate. Each of the different types of public and
private financing approaches analyzed by the EFM contain this level of detail.

Technical Review

Consultants examined the structure of the model (i.e., the way it uses variables to
determine the cost of private and public financing methods) to ascertain if it is appropriate
for the analyses it is intended to perform. Like all models, results are only as good as the
input assumptions used by the analyst. The input assumptions for the build option using
tax-exempt financing were reviewed. Other input assumptions, such as operating and
maintenance costs, construction costs and schedule, lease rates, etc., are beyond the scope
of this study and were not reviewed.

Consultants generally found the technical aspects of the model to be acceptable.
However, a few specific recommendations for changing the model are presented. The full
technical review and recommendations are included in Appendix E; the following
discussion presents only a brief summary of the analysis. (Please note this analysis does
not lend itself well to summarization.)

» For purposes of the EFM, the arbitrage bond yield should be used for the
debt serviced reserve, capitalized interest and construction fund for those
projects with construction periods exceeding two years. If the project is
certain to be built within two years, then a higher earnings rate could be
used. For consistency purposes, the Pooled Money Investment Board's
rate is recommended. This rate is used for the cost of a construction loan
and the discount rate for comparing two alternative financing methods.

* The EFM can evaluate a multitude of financing options for space
requirements, including private financing techniques such as straight
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leasing, lease purchase option, installment sale and public techniques
including lease revenue bonds and capital outlay funding. Because most of
the DGS's office space needs are currently being met by straight leasing or
new construction, if new buildings are constructed they are usually funded
with lease revenue bonds. The EFM is used to determine the cost of
financing new building with this technique. Variations to this funding
method that are not currently being evaluated in the EFM, that can reduce
the costs of bond financing, include a reduction or elimination of capitalized
interest in lease revenue bonds and initiation of a Commercial Paper
Program to reduce borrowing costs during construction. Consultants
recommend these be considered in the EFM.

+ Traditionally, bond financings for state office buildings have included
capitalized interest payments during the construction period. Capitalized
interest is required in lease financings because the lessee cannot begin rental
payments supporting debt service until it has the beneficial use of the facility
(which begins when it occupies the building). Consequently, the amount of
money raised in bond proceeds includes the funds necessary to make
interest-only payments during construction. The increased size of the bond
issue increases the annual debt service payments and cost of financing.

The EFM analyst routinely uses capitalized interest in evaluating the cost of
bond financing. However, asset substitution is recommended as an
alternate approach. This financing alternative eliminates the need for
capitalized interest. Asset substitution is described in more detail in the
section on Financing Techniques.
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CHAPTER 3
REASONS WHY CAP HAS NOT BEEN IMPLEMENTED

This chapter sets forth seven major obstacles to the implementation of the
Sacramento Facilities Plan. Consultants stress that these obstacles are all manifestations of
the underlying reason: building offices has not been a priority for state decision makers.
While some of these are more significant barriers than others, all can and have been
overcome under the right circumstances. In a few recent instances (mostly outside of
Sacramento), when buildings have been a priority, they have been built.

The state needs to decide if it still wishes to implement the Capitol Area and
Sacramento Facilities Plans. If it does (or has only minor modifications), a clear
commitment to do so is required. If not, an alternative plan is preferable to continuing on
the present unguided course.

Below is a list of the seven reasons:

Decrease in Anticipated Sources of Capital Outlay Funding;
Limited Use of Alternative Sources of Funding;

No Effective Structure;

The Capital Outlay Process is Too Cumbersome;

No Pressure;

No Leadership;

Changed Conditions and Flawed Assumptions.

NOANA W -

1. DECREASE IN ANTICIPATED SOURCES OF CAPITAL OUTLAY
FUNDING

The most often stated reason for lack of implementation is "no money;" tidelands oil
revenue has "dried up." The state government has traditionally acquired and built property
through capital outlay funding. At the time of the Capitol Area Plan, it was assumed that
such capital outlay funds would be appropriated from the General Fund. Several buildings
were built in this way in the capitol area (Gregory Bateson, Water Resources Control
Board or Paul Bonderson, Energy Commission, and Employment Development
Department buildings). Shortly after the CAP was developed, however, Proposition 13
was passed by the voters. There was a sharp drop in revenues at the local level, yet the
cities and counties were not able to reduce their expenditures proportionately. For a few
years, the state was able to forestall fiscal crises by diverting part of its own surplus funds
to the localities. As a consequence, the funds available for capital outlays were severely
reduced. At the same time, there was a severe recession nationally, which reduced state tax
revenues. The General Fund was no longer a good source for capital outlay.
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Another potential source was found. Towards the end of the 1970s, California was
receiving approximately $400 million a year from tidelands oil revenues. A prescribed
sequence of recipient funds was established to utilize these revenues. A certain amount of
money would go to the first fund; when that level was reached, the second fund would be
filled up and so on, rather like a series of buckets where each overflows into the next.
None of these was large in comparison with the entire fund and when all the buckets were
full, the balance would go into the Special Fund for Capital Outlay (SAFCQO), which could
be used for building. SAFCO funding for DGS capital projects was first proposed in the
1981-82 budget.

Through fiscal year (FY) 1986, the oil revenues were as anticipated, around $500
million a year. Then, in 1986, as a result of oil prices, the oil income dropped
precipitously to below $200 million and has not recovered.

In order for any sort of funds to go into SAFCO, the sequencing process was
bypassed and specific allocations "in lieu" were made to the various funds. In FY 1988-
89, for example, SAFCO received $82 million of the total of $119 million in revenues.
Most of the rest went to the State Lands Commission (operator of the offshore oil
properties) and to the General Fund; this latter was designated for operating expenses rather
than capital outlays.

The 1990-91 budget proposes $82 million for SAFCO, $14 million for the State
Lands and $20 million for the General Fund. This year’s SAFCO funds are allocated
among a number of small projects; the largest recipient is the Department of Mental Health.
Oil revenues are not expected to rise in the immediate future; thus it seems that there will
continue to be no substantial funds in SAFCO for the construction of large buildings.

It is significant to note that the end of capital outlay for constructing office buildings
came a few years before the drying up of SAFCO funds, which did not occur until the
1985-86 fiscal year. Other construction projects, such as prisons, schools and water
resources, held higher priority. Most of these were financed by general obligation bonds,
but the emphasis appears to have "sent a signal” that office buildings were not a major
priority.

2. LIMITED USE OF ALTERNATIVE SOURCES OF FUNDING

The state claims that it wishes to construct buildings in accordance with the CAP;
and it also wants to use the cheapest means of funding (direct capital outlay). These two
goals are incompatible. There is little prospect of obtaining capital outlay funding; either
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alternative financing must be found or the facilities will not be built. Until the state
acknowledges and accepts this elementary fact, the present inactivity will continue.

The excuse that "there is no money to pay for new space" is invalid. The state does
have the money and is presently spending it, but on leasing rather than on construction. It
has had only limited success in employing alternative means of financing which would cost
only a little more than leasing even at the outset, and yet would lead to state ownership and
great savings in the long run. CADA, the development authority originally conceived of
precisely for the purpose of financing capital projects in the core area, has been involved
only in housing and small-scale commercial development.

The limited use of alternatives can be expressed as a lack of imagination by
the state in finding means to overcome the financial and other obstacles to building office
space. However, the use of alternative means of financing is not a new concept for the
state. Several of these were mentioned as far back as the original CAP in 1977. Problems
with SAFCO were foreseen in the State of California Financing Alternatives, released in
November, 1983, and a number of alternatives were discussed there also. Yet the state
has, on occasion, shown the ability to overcome the financing impasse. The facilities built
before 1983 were financed through direct capital outlay. Projects after that time (both in the
capitol area and elsewhere) include the Public Utilities Commission building in San
Francisco, the Franchise Tax Board Phases I and II, and the Ronald Reagan Building in
Los Angeles. Slated to be built soon is the State Archives/Secretary of State's Office; the
State Library is in process. All of these have employed some alternative form of financing.

For example, the Public Utilities Commission and Ronald Reagan buildings were
built through a Joint Powers Authority and are being lease-purchased back. In Los
Angeles, the funds for the working drawings were borrowed from the local redevelopment
authority and repaid from revenue bonds issued by the JPA. The Franchise Tax Board
Phase I construction was bid from the preliminary plans; the working drawings were
included in the bid, and the contractor obtained financing privately. Then the state assumed
and refinanced the construction loan (at lower interest, and with exemption from property
taxes).

For Franchise Tax Board Phase II (FTB II), the State Archives and the State
Library (which has not yet been approved by the governor) a new scheme has been
adopted. Preliminary plans are funded through SAFCO; then in a single piece of
legislation, DGS is authorized to borrow from the pooled money fund for the working
drawings and then to issue revenue bonds both to repay the pooled fund and to finance
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construction. For the FTB II and the Library, this scheme was adopted after several
unsuccessful attempts to fund working drawings through SAFCO.

In short, alternative means are available and they work. The state has displayed
considerable ingenuity in financing some of the facilities mentioned above. When it once
again wishes to construct buildings in the Sacramento area, it will use funds already in
hand or easily available to it.

3. NO EFFECTIVE STRUCTURE

There are three elements necessary for an effective organizational approach to
planning and constructing buildings: planning, prioritizing and decision-making, and
implementation. Major problems exist in the first two of these and are described below;
implementation is discussed more briefly because most of the projects do not get that far.

Planning
The Office of Project Development and Management (OPDM) of the DGS is the

unit designated to plan state office buildings in Sacramento and elsewhere in California.
OPDM plans at several levels. It is charged with updating the Sacramento Facilities Plan,
and it maintains a database containing information on the location, size, staffing and
ownership of all office buildings in the Sacramento area. But a much larger amount of its
time is spent in planning individual facilities or conducting sub-projects such as
environmental and traffic, or siting and adjacency studies. In these cases, it does not
initiate the study itself. It responds to, and is funded by, the requesting agency.

Consultants have reviewed OPDM's work at the Sacramento Facilities Plan level.
Taking into consideration the resources available to them and their limited role in the
process, Consultants find that they use professionally acceptable procedures and employ
appropriate data and criteria.

More to the point is what is deficient in the planning structure. OPDM must
simultaneously try to meet the needs of the overall Sacramento Facilities Plan and the
desires of its client agencies, even when these do not coincide; it is not clear whose needs
take precedence. The leasing of office space is handled not by OPDM but by OREDS.
There is only now being developed (within OREDS) a database which includes nearly all of
the state-owned land throughout California; OPDM has been hampered by not having
access to a comprehensive and accurate source of data.
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Within the present structural arrangement, OPDM can only react to other agencies'
requests. It cannot initiate planning activity except at the very general level of the overall
Sacramento Facilities Plan, and it cannot well integrate requests for leased space.
Fragmented and incomplete responsibility means that systematic planning is inhibited.

Decision Maki

Planning is a technical process. Setting the priorities on what is to be planned for
and choosing among alternatives developed by planners are political activities since they
involve transfer of resources, desirable locations, and prestige among competing agencies.

OPDM cannot perform this function. It is not isolated enough from the process to
make impartial decisions, nor does it have the power to enforce of the decisions. There is
no centralized high-level body with this responsibility. As a result, the priorities are set and
the decisions made through informal political means. Each decision is made in view only
of its advocates' needs without systematic input from the other concerned parties. Priority
goes to those who seize it.

Whether or not such an erratic process is consistent with the democratic process
overall is a question far beyond the scope of this study. What is clear is that it is not
compatible with an orderly and rational planning process. Decisions are fragmented,
politicized, and difficult to predict. When there is no identifiable central structure for
determining what is to be bought, built, or leased, then the process can only proceed in an
uncoordinated fashion quite at odds with the intent of the Capitol Area Plan.

Project Implementation

Both OPDM and the Office of the State Architect play roles in the actual building
processes. OPDM guides building projects through the planning and development stages.
OREDS acquires real estate as well as handling office space leasing. Responsibility is
fragmented among these branches of DGS, the Department of Finance and the legislature
whenever a step needs to be financed. Although in principle, legislation is required only
two or three times (planning, architectural drawings, and construction), many projects do
not turn out to be so simple. Complications anywhere in the process lead to annual budget
reviews, with delays at each point.

The state makes decisions on the space acquisition process in an uncoordinated and
piecemeal way. Since there is no central structure to plan, prioritize and construct new
buildings or to rehabilitate older buildings, everything is made more cumbersome, more
fractured, more difficult and more expensive. Projects that are accomplished may not be of
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the most benefit to the state, the neighborhood, or the taxpayers. And anything that
impedes the building process can only lead to further leasing and take the state further from
the goals of the Capitol Area Plan.

4. CAPITAL OUTLAY PROCESS IS VERY CUMBERSOME

The Capital Outlay Budget Process (COBP) is the formalized process that the state
uses to apportion funds for capital improvements. It contains numerous points of
independent review in order to assure sound financial decisions. An understanding of the
process and how it affects planning and policy decisions is necessary in evaluating the
issues of financing and ownership versus leasing. The capital outlay process is very
complex, requiring much persistence and dedication on the part of a department making the
request for new space. The length of time required, monetary implications of that time, and
problems associated with the various steps combine to make the process itself a significant
obstacle.

Although the COBP is used for other facilities besides office space, this study
addresses only its impact on the type of spaces covered in the Sacramento Facilities Plan.
Ushering a project through the COBP is the responsibility of the agency making the
request. DGS is frequently (but not necessarily) the requesting department for office
space. In addition to the requesting agency, the Department of Finance, OPDM, the Office
of the State Architect, OREDS, the governor, and the legislature all play significant roles in
the COBP. Because all capital outlay planning is tied to the fiscal year, delay at any stage
of the process is likely to have a domino effect on the timeline of a construction project, and
on its budget.

Specific information is required for each step in the COBP. The Department of
Finance and OPDM have prepared a detailed summary showing the requirements for the
first phases. Consultants have, for review purposes, briefly summarized the information
here. A more detailed description of each phase is included in Appendix B.

The capital outlay budget process consists of the following nine phases:

Concept and Document
Budget Package

Land Acquisition
Preliminary Plan
Working Drawing
Bidding

Construction

Claims and Close Out
Environmental Review

® 6 o & o o o o o
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Each of these phases is further broken down into specific activities that must be
accomplished and approved before proceeding to the next phase. The complex chain of
approvals and the need to adhere to schedules or fall behind a year are the principal reasons
that it is an impediment to the building of state-owned space.

The full complexity of the statewide capital outlay process is grasped only when the
potential statewide "loops" necessary to obtain funding for all phases of the construction
process are included. Because the legislature approves many of the phases separately,
usually in different budget years, and because of strict requirements on content, timing, and
changes, the state capital outlay process can take many years longer than would be required
for a private developer.

The estimated time to complete each step of the process has been estimated by the
Department of General Services and the Department of Finance. According to these, the
minimum time frame is under four years and the maximum is over nine years.

Consultants do not mean to imply that the COBP should be changed; only that the
process is difficult and has the potential to add years to the amount of time it takes to
complete a project.

The complexity of this process, when compared with the relative ease of leasing a
building, is a factor that must be considered when analyzing why the state's goal of owning
90 percent of its office space has not been achieved. |

5. NO PRESSURE

Constructing new space or even rehabilitating older buildings is a time-consuming,
laborious and uncertain process. Obtaining space through leasing is far simpler and
quicker. DGS' Client Reference Guide, in describing the procedures for requesting leasing
assistance, indicates that OREDS needs about six months to complete simple lease
renewals, and a year for renewals that are more complex such as those including provisions
for significant revisions. New leases for buildings with less than 15,000 square feet (sq.
ft.) require nine to twelve months, while for leases for buildings over 15,000 sq. ft., over
twelve months is required. (A March, 1990 report by the Auditor General, The Department
of General Services Needs to Improve Its Management of State I eases and Real Estate,
summarizes these time frames. Even though that audit found that completing lease
arrangements frequently took longer than the estimated time frames, the times were still far
less than the seven to ten years needed to construct buildings.)
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In addition, leased space in Sacramento is available and much less expensive than
that in San Francisco or Los Angeles. Beginning around 1980, private developers seem to
have anticipated the state's office needs, and have put up a number of buildings in the core
area that conform to state requirements. This too makes leasing more attractive; what
capital funds are available are diverted to the large cities where renting is almost prohibitive.

Because pressures caused by overcrowding can usually be relieved in a timely
manner by leasing, agencies have little short-term reason to enter the complex and difficult
process of capital improvements. The current practice of leasing rather than constructing
has led to an enormous leasing program which will cost the state hundreds of millions of
dollars in the long run.

6. NO LEADERSHIP

Despite the above factors, the state could, with effective leadership, find a way to
build needed office buildings. However, legislative and executive priorities have
concentrated on funding programs and corresponding staff increases without attending to
the long-range physical location of programs and staff. Capital outlay funds have been
diverted from office buildings to prisons, educational facilities and natural resources. This
may be due in part to the fact that there is little constituency support for new state office
buildings, and consequently, few public officials are willing to take the lead on such
complex and visible projects. Office buildings are simply not a priority. While
Consultants do not propose to examine the historical record of the period since 1983, it is
clear that fulfilling the Sacramento Facilities Plan has not been a matter of great importance
to the leadership of the state government. The facilities that have been built since then have
not just "happened;" they have all had determined and influential individuals actively
supporting them through the Department of Finance and the Governor's Office as well as
the Legislative Analyst (and the legislature).

7. CHANGED CONDITIONS AND FLAWED ASSUMPTIONS

In addition to the previously listed financial and structural reasons, changes in
conditions and assumptions of the original CAP have contributed to lack of
implementation. One example is the goal of constructing large office buildings in the area
north of "L" Street. The purpose of this was not so much to meet the state's needs as to
give an economic impetus to a stagnating section of the city. Since then - indeed, by 1983 -
private developers have constructed a number of large office buildings in this area.
Whereas in 1977, it seemed that the decrease in tax revenues would be offset by the effect
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of new construction, this is no longer the case. Construction has occurred without the
state's intervention, and a revitalization program is no longer needed.

A second policy is the CAP's policy of development in the capitol area on quarter-
block lots. This has proven to be an impractically small footprint, especially for parking
structures, and there has been a shift to providing offices and housing on adjacent full
blocks in order to preserve the spirit of the 24-hour mixed use concept.

A third is the changing environment of the central city. In the last few years,
private developers have begun to construct large buildings along the south side of R Street.
This area, which had been an industrial and warehouse district, is subject to local planning
consideration, and future plans are uncertain.

Other conditions are still changing. Telecommuting can allow professionals and
even some managers to work at home, on personal computers, or in satellite offices, as
productively as if they came to the capitol area to work. Here is a potential for major
savings: building size and cost; commuting time, gasoline and stress; and reduction in
turnover (as with new mothers or those with mobility problems). Setting up a workable
large-scale telecommuting program entails careful planning and control which has not yet
been carried out. Consultants would only stress at this point that telecommuting deserves
careful study and inclusion in future plans.

Finally, the CAP's original assumptions about transportation options were over-
optimistic. Reliance on the automobile as transportation is far higher than the CAP's
framers anticipated. It is highly unlikely that single-car ownership can be brought down to
below the level of San Francisco, a city with almost five times the population density and
far greater traffic and parking congestion than Sacramento will experience for decades.

None of these changed conditions or unrealistic assumptions should pose an
insuperable barrier to implementation of the CAP. They mean only that certain details need
to be revisited in order to bring it into alignment with current reality.

ILPP/AG.3/AG FINAL REPORT/8/10/90 page 35



Chapter 4

Policy Analysis: Lease Vs. Own Issues



Facilities Planning Review for the Office of the Auditor General

CHAPTER 4
POLICY ANALYSIS: LEASE VS. OWN ISSUES

This chapter examines the current policies relating to the state's lease vs. own
decisions. It first presents the objectives, policies and actions set forth in the Capitol Area
Plan and the Sacramento Facilities Plan, and discusses implementation of these policies. In
the policy analysis, the advantages and disadvantages of different methods of acquiring
space are first presented. Next, financial implications of the state's current practices are
presented, and finally financial techniques that could be used to modify the state's current
practices are suggested.

EXISTING POLICIES
The CAP sets forth the following objective for state office space.
"To provide offices and related services to meet present and future space

requirements for the state of California near the state capitol and in the context
of metropolitan Sacramento, in the most cost-effective manner."

The Sacramento Facilities Plan set forth the following policy to interpret the plan.

"Existing and future space requirements will be satisfied by leasing and
acquiring new structures and/or rehabilitating existing office structures."”

The specific action that was recommended was:

"Acquire approximately 90 percent and lease 10 percent of all office space
required.”

ALTERNATIVE MEANS OF ACQUIRING OFFICE SPACE

The alternative ways of acquiring office space are summarized below, followed by
a list of advantages and disadvantages associated with each method.

» New buildings can be built by the state, with construction funds coming from
capital outlay or through the sale of bonds.

» Space can be reclaimed in existing older buildings through rehabilitation, using
the same types of funding.

+ Existing privately-owned buildings can be purchased outright.
+ Buildings can be acquired over time through lease-purchase or lease-option.
» Space can be leased in privately-owned buildings.

Space can be obtained in any of these ways. The uniqueness and variability of buildings,
of owners, and of the real estate and financing markets guarantees that there will be no
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single "right" choice under all circumstances. One of the most influential factors in
choosing among alternative means of space acquisition is the financial implication.
Although some of these options tend to be less expensive than others, under the right

circumstances any one of them may be the most economical choice for the state.

Build
Advantages:

Disadvantages:

Rehabilitate
Advantages:

Disadvantages:

Building generally carries the lowest long-term costs of
any option for equivalent new space. state-owned space is
economical because the state has a low cost of capital, pays
no property taxes, enjoys a low vacancy rate in its
buildings, and requires no profit margin.

Building allows the state to select the design and location
of new facilities as part of a coordinated long-term plan.

The state has direct control over the planners, architects,
contractors, and maintenance. Special-use space can be
incorporated into the design at the outset.

The state also has control over office environmental quality
and energy conservation.

In Sacramento, state-owned land within the capitol area is
available for office construction.

The state accumulates equity in a property which can later
be sold if it is no longer useful.

Alterations and assignment of costs are simpler.

Building is generally accompanied by consolidation, which
improves operational efficiency and decreases reliance on
private transportation.

A visible permanent location can increase public
identification and convenience.

The process is lengthy and laborious.

Construction by the state can be more expensive than if
done by a private builder.

The cost of owned space is usually higher than that of
leased space for the first few years.

Rehabilitation can be far cheaper than any other option.
The degree of consolidation is maintained or improved.
Public identification remains.

As with building, the state retains control and equity.

There are only a limited number of rehabilitation
opportunities.

Only modest increases in floor area can be obtained.

Employees must be moved twice, out of the building
temporarily and then back in again.
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Purchase or Lease-Purchase

Advantages: .

Disadvantages:

Straight Lease
Advantages: .

L]

Disadvantages:

After the state obtains title, purchase or lease-purchase
offer many of the same long-term advantages as
construction, and two more:

Information on the suitability and condition of the building
in its location is already available, especially if the state has
been occupying it.

There are no moving costs.

The state does not have control over the building design.
The building configuration may be less satisfactory than in
a new building.

The state does not have control over the construction
process. It cannot assure, for example, minority
contractor participation, and may not easily be able to
ascertain the degree of adherence to construction
standards.

In lease-purchase, the short-term cost tends to be
somewhat higher than in straight lease.

This is the fastest and simplest way of obtaining space.
The space can be inspected before occupancy.
The initial cost is often lower than owning.

Leased space is flexible: it can best accommodate the needs
of agencies with changing staff size.

In the long term, leasing tends to be the most expensive
way of obtaining space.

As with purchased space, the state does not have control
over the design or construction of the facility.

Leasing often leads to decentralization and dispersion, with
their attendant disadvantages.

The state acquires no equity.

There are variable and sometimes unexpected costs in
enforcing the terms of the lease.

Changes of ownership or bankruptcies cause additional
problems.

FINANCIAL IMPLICATIONS OF THE CURRENT PRACTICES

One purpose of this study for the Auditor General is to determine whether it is
cheaper to lease or build office space. The answer to this question is, unfortunately, "It
depends." Determining the cost of leasing is not simple, and determining the cost of
constructing an identical facility is extraordinarily dependent upon the assumptions made in
the calculation and on external and uncontrollable market circumstances. There is no single

universal answer.
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The methodology used to address this issue stresses the conceptual nature of the
analysis. There is no attempt to quantify the cost of lease vs own/build for all the office
space the state currently rents and plans to rent or build in the future, as this is a major
effort well beyond the scope of this study. However, an analytical approach to ascertaining
lease vs. build costs is provided.

To compare the costs of straight leasing vs. constructing office buildings with tax-
exempt lease financing two examples are used: a historical and hypothetical current
analysis. Consultants have calculated the costs of financing and of leasing a 300,000
square-foot building in the Sacramento metropolitan area in 1978 and in 1990.

The calculation is complex, technical, and lengthy; it is presented in full in
Appendix F. The results varied in magnitude but both models gave essentially the same

picture.

The first model starts with a state-constructed building: the Division of Law
Enforcement (DOJ), 4949 Broadway. The building was built through direct capital outlay,
but the model calculates what it would have cost to finance the actual construction through
lease-revenue bonds at the rates then available. These costs are then compared with what it
would have cost to lease a building of the same size under the terms of a lease held on a
different building (EDD) at that time. The second model is of a hypothetical building, again
of the size of the DOJ facility, but using current Sacramento construction costs and lease

rates.

The general approach was to develop annual costs for the lease vs. build options
over a 50 year life of a "typical" Sacramento area building. The annual costs were
evaluated at three points in time; the entire 50 year period, the first five years of occupancy,
and the point at which the cost of leasing equaled the cost of building using tax-exempt
bond financing (the break-even point).

The conceptual nature of the lease vs. build question is emphasized because of the
large number of variables and assumptions that must be included to properly address the
issue. These results are listed below and illustrated in Figure 1 and Figure 2.

Results
a. In the long run, owning is far cheaper. In both the historical and hypothetical

examples, over a 50-year building life, the cost to own a building is
significantly less than straight leasing. The range of the savings, on a present
value basis, for a 307,305 net square foot building is from $17.5 to $39.1
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million. This is about $0.35 to $0.8 million per year or about $1.14 to $2.60
per net square foot per year.

b. If the findings could be applied to the entire space currently leased in the
Sacramento area (4,164,061 net square feet, 1988 Sacramento Facilities Plan,
pg. vii), the savings (on a present value basis) over a 50-year period would
range from $4.7 to $10.8 million per year.

c. On the other hand, for the first decade or so the annual costs of leasing are
lower. The difference is $1 to $3.8 million for the first four or five years; it
then begins to decrease steadily. For these models the point where the annual
ownership costs became less than leasing occurred between 14 and 17 years.
The breakeven point for total accumulated cost fell between 24 and 34 years.
By fifty years the leasing costs were several times the ownership costs and
continuing to increase.

d. If the state could realize these savings by leasing, rather than constructing, the
buildings described in the Department of General Services' (DGS) 1989 Five
Year Capital Plan, it would save $3 to 6.8 million per year during that five-year
period. But this savings does not consider the equity contributed by the state
in the lease purchase option which is about $6.6 million on a present value
basis. (Leasing becomes more expensive over time because rents rise.
Financing costs do not rise and bonds are paid off.)

Note: these costs are expressed as "present values;" that is, they
slightly decrease future costs when compared with the present. This procedure,
standard in financial analysis, takes into account the value of postponing the
time of payment and makes it possible to compare expenses incurred at
different times.

The figures provided in the results are intended to give the reader a sense of the
order of magnitude of the costs associated with the lease vs. build question based on the
conceptual analysis. They provide a basis for discussion of the issue, not an answer to the
question. A much more detailed review of each existing state lease and potential leases the
state may enter into, combined with specific cost information about new buildings, is
necessary to begin to answer the build vs. lease question.
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Figure 1
Lease versus Purchase Costs
Hypothetical Model
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Lease versus Purchase Costs
Historical Model
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Clearly the answer to the query "Is it cheaper to lease or build" depends not only on
the myriad variables contained in the analysis, but on the time perspective. With a short-
time horizon, it is cheaper to lease, not considering residual value. However, Consultants
stress that because the state will have continuing needs for office facilities, it should adopt
the long-term perspective. The payoff in owning its buildings would start to accrue to the
state after 18 years or more, as shown in the Historical example, but this does not take into
consideration the equity the state accumulates in offices it builds with lease revenue bond
financing. Based on conceptual review, it appears that it is cheaper for the state to build
and own its facilities.

FUNDING CHOICES

The state faces a paradoxical situation: to save more in the long run it must spend
more in the short run. To financial analysts struggling desperately to balance this year's
budget, achieving a savings only ten or fifteen years into the future must seem like an
unaffordable luxury. Yet California will be here for the next fifty years, and many more.
The state should take the long-range view in acquiring its facilities despite the attractiveness
of short-term savings. It is peculiarly unfortunate that the time to break even after
construction somewhat exceeds the normal tenure of most elected or appointed state
officials.

Although Consultants recommend that the state build its office space with lease
revenue bonds, the next issue to address is the ability of the state to issue bonds to raise
capital to buy or build office buildings. What volume of lease-supported debt can the state
support for its office construction program?

LEVELS OF LEASE-SUPPORTED DEBT

What level of lease revenue bond issuance can the state afford? To address this
question, the general fund security for lease revenue bonds is briefly reviewed and then an
integrated debt management process that would assist policy makers to determine the level
of lease revenue bonds the state may consider for funding office construction is
recommended.

In most state lease-supported debt structures, the underlying security for payment
of debt service is the state's general fund. Lease payments are made from a department's
annual general fund budget appropriation. The general fund, and a pledge of the state's full
faith and credit, also secures the state's general obligation bonds. The level of lease-
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supported bond issuance, therefore, is dependent on the issuance level of general obligation
bonds, given the assumption that the state's policy is to maintain its AAA/AAA rating.

The guiding factors in determining the appropriate levels of general fund-supported
debt (general obligation and lease-supported) are the economic, financial, and
administrative criteria rating agencies use to rate municipal debt. These factors should be
used in developing an integrated debt management model that assesses the impact of
different proportions of additional general obligation and lease revenue bonds on the state's
credit.3

Clearly, the overwhelming effect on the state's credit is the pace at which it sells its
authorized bonds. Lease revenue bonds for new building construction will have a much
smaller effect on certain rating agency criteria, such as net-debt per capita, but will become
increasingly important in the ratio that measures lease-supported debt to gross-bonded debt.
How can this information be used by DGS in its facilities planning process?

The State Treasurer's office is responsible for managing the state's debt. It
analyzes the impact of proposed state borrowing, for all purposes and types of bonds, on
the state's credit. As part of an integrated office facility planning process, the State
Treasurer's office can provide DGS with maximum annual lease revenue bonding levels for
its Five Year Capital Plan (and beyond) given the anticipated rate of general obligation bond
issuance. DGS, in turn, would develop a priority process to allocate among its projects the
allowable level of annual lease revenue bond proceeds determined by the Treasurer's
office.

It was not possible in the scope of this study to obtain complete information about
the Treasurer's office debt management process. The institutional framework for this
information link between DGS and the Treasurer should be considered in the context of the
overall DGS office facility planning process.

FINANCING TECHNIQUES

Despite its reluctance to abandon direct capital outlay funding, the state is by no
means unaware of financing alternatives.

The Department of General Services and its consultants have, in several documents,

3See Appendix A for a brief description of the process used by the State of Maryland.
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explained the financing techniques available for funding state office buildings.# These
techniques, which include both public and private financing categories, are presented in the
flow chart on the following page. Because these various techniques have been described in
detail in these previous reports, Consultants have focused on the two that appear to be the
most useful to the state's needs. A complete explanation of these complex financing
techniques is presented in Appendix G.

Consultants have reviewed the alternatives considered in the various documents
associated with the plan, separating them broadly into the categories of public and private
financing. Public financing implies public ownership and the use of tax-exempt bonds (or
capital outlay) to finance construction. In private financing, a private party borrows the
money and pays taxes on it while retaining ownership of the building, at least until the state
assumes it.

Consultants recommend two modifications to the state's battery of financing
methods. One is to continue the practice of using capital outlay to fund the plans and
drawing phases of a project. The other is really a collection of short-range techniques to
lower the cost of financing during the period of construction.

Private financing means that a taxable party, usually a developer (who pays federal,
state and local taxes) is the owner of a building and provides his own equity and/or
borrows in the taxable market to finance its construction. Once constructed, the developer
negotiates with the state for use of the office space. The types of agreements the developer
and the state may negotiate include leasing and lease-purchase arrangements.

Public financing implies public ownership and the use of tax-exempt borrowing
and/or capital outlay funds to finance office construction.

Capital Outlay funds have traditionally funded the planning, design and
construction of state office buildings. However, the availability of these funds for office

4a. State of California, Financing Alternatives State and Consumer Services Agency, Department of
General Services, task Force on Alternative Financing, November, 1983,

b. Sacramento Facilities Plan, Eighth Supplement, July, 1988.

c. Deloitte, Haskins and Sells, State Property Management Demonstration Project, May, 1988.

d. Capitol Area Plan Progress Report, Office of Facilities Planning and Development, December, 1989.

e. Department of General Services, Five-Year Capital Outlay Program, September, 1989.
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construction has dramatically diminished because of Proposition 13, reduced tideland oil
sales, and restriction of the use of Capital Outlay funds for the state's prison construction
program and toxic waste cleanups. Because of this, Capital Outlay funds need to be used
as efficiently as possible. Consultants recommend that capital outlay be used to fund all
planning activities up until the time the legislature approves construction of a building. At
this point other financing techniques can take over to finance working drawings (if this
phase occurs after approval) and construction.

The state can use bonds/notes to fund the construction period, as a permanent loan,
or for both construction and permanent financing for its office buildings. It typically uses
one bond issue for construction and permanent financing, as was the case with the Ronald
Reagan building in Los Angeles. However, financing options exist to split construction
financing from permanent financing. In this case it has three ways to borrow money: from
the Pooled Money Investment Board (PMIB), the Public Employees Retirement System
(PERS), or with a short-term tax-exempt borrowing.

Borrowing from PMIB for construction and repaying the pool when it issues tax-
exempt bonds, or borrowing from PERS are very costly approaches. The PMIB rate is a
taxable money market rate that is 1.5 percent to 3.0 percent higher than a short-term tax-
exempt rate. In addition, over 50 percent of the interest payments DGS makes on the
PMIB loan benefits non-state municipal entities.

Borrowing in the short-term tax-exempt market could result in substantial savings
over the construction period. The state can use either fixed or variable rate short-term
borrowing to reduce construction costs. A fixed rate short-term borrowing would probably
be at least 2.0 percent to 3.0 percent lower than the PMIB borrowing rate. The drawback
of short-term financing is the risk of an increase in long-term rates at the time of the bond
refinancing that could nullify any savings realized by the note borrowing.

A variable rate approach to short-term financing is a Commercial Paper Program.
Commercial paper is a short-term tax-exempt borrowing instrument. It has a maturity of 1
to 270 days that can be structured to minimize interest expense. However, because of its
short maturity the state would be exposed to a greater interest rate risk with commercial
paper than with fixed rate short-term notes. Although this risk can be mitigated if the state
is a frequent revenue bond borrower and expects to issue long-term bonds for construction
projects on a regular basis, office buildings are built infrequently. A viable commercial
paper program would most likely be established statewide and only if debt management
policy allowed for variable interest rate risk.
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The state can use general obligation bonds and lease-supported debt, either
Certificates of Participation (COPS) or lease revenue bonds for construction and permanent
financing. Given the current level of voter-authorized but unissued volume of general
obligation debt, approximately $12 billion, the legislature may not allow general obligation
issues for office buildings to be placed on the ballot.

This leaves the lease-supported debt option. Certificates of participation and lease
revenue bonds are the two most common forms of lease-backed municipal securities. In a
COPS financing, investors purchase a share (participate in) of an underlying lease revenue
stream paid by a municipal lessee to either a public, private or not-for profit lessor. Lease
revenue bonds are similar to COPS, in that the underlying security for debt service
payments are the lease payments by the public lessee. The selection of a COP or lease
revenue bond legal structure depends on the statutory, institutional, political, economic and
financial circumstances of the assets being financed.

Two financing techniques associated with lease-supported debt transactions are
Capitalized Interest and Asset Substitution. In the capitalized interest approach, the state
issues a single long-term lease revenue bond or COP, whose procéeds include an amount
sufficient to pay interest on the bonds during the construction period. Lease payments
cannot begin until construction is completed because the lease requires that the lessee have
the beneficial use and occupancy of the facility. By capitalizing interest the state obviates
the need for separate construction financing. But capitalizing interest is a costly way of
constructing office buildings. Asset substitution can reduce or eliminate the need to
capitalize interest.

Asset substitution is the replacement of a facility described in a lease that has not
been built with the lease of a facility that has already been constructed. Bonds supported
by lease payments on a constructed facility are sold, and the proceeds from the bond sale
are used to build the proposed facility. The lessee can begin lease payments at the bond
closing, rather than after the facility is constructed because it has the beneficial use and
occupancy of the facility. Asset substitution also is known as an "equity strip". The state's
financing of the Avenal Prison is an example of an asset substitution.>

5The 1988 Sacramento Facilities Plan describes an asset substitution for building rehabilitation projects (p.
34, #5). This concept can be expanded to include new buildings.
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The State Public Works Board (PWB) issued $104,000,000 of lease revenue bonds
in 1985 to construct Avenal Prison. However, the lease supporting the transaction was not
for the Avenal Prison, but the Southern Maximum Security Complex. The reason for the
substitution was not to save capitalized interest expense, but because of a legal problem
affecting the construction of the Avenal Prison. To affect the substitution the Southern
Maximum Security Prison was effectively sold by the Department of Corrections for
$104,000,000 to the Public Works Board.® The PWB sold lease revenue bonds to
investors to pay for the purchase. The Department of Corrections leased the Complex back
from the PWB and makes annual base rental payments equivalent to the debt service
payments on the bonds. The proceeds from the bond sale were then used to construct the
new Avenal Prison.

The substitution of the Maximum Security Complex in the lease for the unbuilt
Avenal Prison saves the state money in two ways. First, the state does not pay capitalized
interest, reducing bond size and annual debt service payments. Second, the state does not
have construction completion risk for the leased facility. The Department of Corrections
has the beneficial use and occupancy of the Southern Maximum Complex. Bondholders do
not have to consider the risk of the facility not being completed on time so that lease
payments can begin.

Asset substitution assumes that the appraised value of the building securing the
lease is at least equivalent to the dollar amount of bond proceeds needed for constructing
the new facility. If the state were to consider asset substitution for office and other lease-
supported projects, then it should have a comprehensive list of unencumbered assets that
can be used for substitution in lease financings.

Consultants recommend that the state should add to the Proactive Asset
Management data base fields that includes the availability of the state assets for substitution
in lease-revenue transactions. Depending on the state's policy regarding substitution, the
data base should identify the unencumbered asset, its priority for substitution within the
same department, and its availability for substitution with other departments.

6This is a general discussion of the legal structure. For a complete review of the legal structural aspects of
the transaction, see the following bond documents: Bond Resolution; the Facility Lease Structural: and the
Site Lease, $104,000,000 State of Public Works Board of the State of California, Lease Revenue Bonds
(Department of Corrections) 1985 Series A (Southern Maximum Security Complex).
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CHAPTER 35
POLICY ANALYSIS: CONSOLIDATION AND
LOCATION ISSUES

INTRODUCTION AND DEFINITIONS

Both the Sacramento Facilities Plan and the CAP deal extensively with the policies
of consolidation and location. These policies are not identical, but they overlap and interact
substantially. For this reason they are often combined: the central concept of the Capitol
Area Plan is the consolidation of state office space, locating it in the core area. These two
issues also interact significantly with the ownership or leasing of a space.

Consolidation and location are for the most part discussed here together, but it is
helpful to first separately define them as they will be distinguished at some points.

"Location" is simply where facilities are put in the Sacramento area. The terms
"capitol area," "core area,” "central city" and "metropolitan area" have specific meanings in
the plan. The term "metropolitan area" will be used to indicate only parts of the Sacramento
area outside of the capitol and core areas (which are bounded by 5th, G, 17th, and R
Streets).

"Consolidation" is the process of bringing together agencies or departments into a
single geographical planning area. (Dispersion is the opposite, defined as "scattered
locations of agencies throughout the metropolitan area without regard to the interaction
needs." This condition describes many of the state's agencies and offices today.)

The term "consolidation" has slightly different meanings in various contexts. While
it always refers to the physical bringing together of previously separated units, it can be
used at any level of organization and can be based on organizational or functional criteria.
It can be the bringing together of departmental subdivisions that had become scattered
through piecemeal leasing. It can bring together organizationally unrelated groups which
have a high degree of interaction with each other; it can even refer to the placing together of
noninteracting units which are too small to have an entire facility devoted to them.

An agency or department can be consolidated at two separate sites, say in the core
area and in the metropolitan area. Finally, the degree of consolidation can vary: units may
be placed in direct contact, on different floors, or in adjacent buildings. As the degree of
consolidation decreases the advantages of consolidation decrease likewise.

If the only increase of office space were to be in the capitol area, then consolidation,
location, and ownership would nearly coincide. The central theme of the Sacramento
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Facilities Plan is to consolidate agencies into state-owned facilities located in the capitol
area. Consolidation and location in the core will automatically occur when agencies move
into these facilities.

Consolidation need not be in the core area. Agencies or departments can be
consolidated in satellite campus-like office facilities in the central city or metropolitan
Sacramento. The Division of Law Enforcement (DOJ), for example, consolidated several
scattered units into a single large facility (4949 Broadway) outside of the central city. The
Department of Motor Vehicles and the California Highway Patrol plan to share facilities at a
number of locations statewide.

It is even possible to consolidate in leased space, especially if an entire building can
be secured through a master lease. The Department of Corrections will be consolidated
from several downtown locations into Benvenuti Plaza on R Street. But this is an
exception to the general tendency that leasing increases dispersion and places the tenant
agencies at less central locations.

CONSOLIDATION POLICIES

The Sacramento Facilities Plan was developed in order to determine who should
locate downtown, who should remain in suburban locations, and the priority with which a
department's needs are to be met. (CAP Office Element, pg. 12)

The following statements from the CAP, the CAP Office Element and the
Sacramento Facilities Plan express the general intentions of the plan concerning
consolidation. These policy statements present the overall intent and scope of the original
plan, and provide a yardstick in measuring plan implementation.

"Consolidate state offices which are currently scattered throughout the metropolitan
Sacramento by relocating those agencies that need to be downtown within a radius
convenient to the capitol. This radius makes it logical to locate state-owned office
space north of L Street, and about 1/3 of the new space will be located there. This
consolidation will permit an improvement in the efficiency of operations now
dispersed.” ("Concept,” Capitol Area Plan, pg. 4)"

The specific policies developed in support of rational, cost-effective office space
were:

1. Reduction in the proportion of leased space to 10 percent

2. Location of new facilities within a ten-minute walking distance of the capitol.

3. Locating some state offices downtown north of "L."
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4. "Develop a program to meet projected needs for state office space in the core
area in a cost-efficient manner, including new construction of state-owned
offices and rehabilitation of existing structures to office use."

5. Rehabilitating existing state office buildings to provide more efficient use of
space. (p. 32.)
Policies promoting governmental consolidation are also reflected in state law:
"Office operations housing more than 200 employees shall be within 1/4 mile of a public
transit corridor.” (Governmental Code 15808.1)

The Office Element of the CAP further specified consolidation criteria and an
analytical framework for allocation and location of space. (p. 12-14.)

LOCATION POLICIES

The location policy in the 1977 Sacramento Facilities Plan was formulated to
counter the impacts of dispersion of agencies and units in spatial and functional terms.
This trend had developed as result of state population growth and attendant expansion in
the size of state government, and a political preference in the prior administration for
leasing office space rather than new construction. '

The practice of leasing had the effect of dispersing governmental units throughout
the metropolitan area since leasable space was found at various locations. This was
magnified by the fact that the small floor plates of existing office stock could not
accommodate the increasing size of most agencies; expansion led to further division.

The Sacramento Facilities Plan included the following criteria to use in deciding
where to locate state agencies - either in the core area, or in the central city or metropolitan
Sacramento.

Offices to be located in the core area include:
» Agencies with statewide functions;

» Agencies with functional and organizational relationships that require frequent
face-to-face or mail communication;

» Agencies having organizational relationships with cabinet secretaries,
constitutional officers, the governor, or the legislature, all of whom are in or
near the capitol.

Offices to be located in the central city or metropolitan Sacramento are:

» Agencies with intensive space needs;

» Agencies whose functions relate to regional offices or field units;

» Agencies that serve clientele in specific geographic locations.
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UNEXAMINED IMPLICATIONS OF THESE CRITERIA

Space in the core area is limited and valuable, and the block size is rather small.
There is not room for all agencies meeting the core area locational criteria. Criterion
number two says to locate "agencies with functional and organizational relationships with
other entities that require frequent face-to-face or mail communication.” It certainly makes
sense to consolidate agencies with a high degree of interaction, but it does not necessarily
follow that this needs to occur in the core area. It may be that agencies can be consolidated
more easily elsewhere in the metropolitan area, and the advantages of consolidation can still
be obtained.

Criterion number three is to locate in the core those agencies needing access to the
governor or the legislature; the implication underlying it is that the agency as a whole needs
such access. However, it may turn out that only the agency heads need to be downtown,
and that the bulk of the employees could function just as well in a suburban location. The
management may not even need to be near the capitol all the time. If this should be true it
might suggest that alternate facilities might be built downtown for a small number of key
staff - an "executive tower" - which could serve as a permanent, but part-time, second
office for top personnel.

BENEFITS AND IMPACTS OF CONSOLIDATION AND LOCATION

Both the Sacramento Facilities Plan and the Capitol Area Plan discuss the benefits
of consolidation. Consolidation of units that require contact with each other increases
efficiency since interaction becomes easier. Consolidation allows sharing of facilities such
as eating and break areas, conference rooms, lobbies, and reproduction. Energy
conservation can be achieved through heating and cooling plan efficiencies.

A high density of employees can result in more use of mass transit or pooled
transportation modes. Consolidation will also reduce interagency travel, which both saves
staff time and reduces congestion and air pollution. If a new building is built for
consolidation, financing costs can be reduced and special needs can be incorporated rather
than being added on later at extra cost.

Dispersing state offices will have the opposite effects. Operating efficiency
decreases; support facilities will be duplicated; automobile use rises and degrades air
quality.

The effects of office locational decisions can be categorized into environmental
impacts, traffic and transportation impacts, economic impacts, and social impacts.
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Environmental and transportation impacts are closely linked, and the chief effect is on air
quality. Other transportation impacts include traffic flow and congestion, parking, and the
distribution of transportation among the various travel modes.

There is always a negative air and transportation impact at the location of a new
building because there is always a local increase in traffic. However, this can be mitigated
by careful design. More importantly, an increase in traffic at one location should decrease
it at other locations. Severe bottlenecks may be broken up. Locating an agency near
housing, as proposed in the CAP, will allow some employees to walk or bicycle to work
and reduce total travel demand. The net effect of consolidation and strategic location on the
traffic and air quality of the entire region should be positive if the transportation plan is
well-conceived.

Large offices induce local economic growth; small (dispersed) offices have much
less of an effect. If the new market is large enough, small businesses evolve to sell food,
office supplies, and other retail products. The demand for local housing may increase.
Then local property values and rents rise; this may force some existing tenants to relocate.
When the state leases office space, the city of Sacramento realizes property tax revenues
that would vanish if the buildings were state-owned; here the state and the city have
opposing interests.

Not all agencies benefit in the same way from consolidation, or from locating in the
core area. Special purpose facilities such as laboratories, rehabilitation centers, and
correctional liaison centers tend to be incompatible with general office buildings because of
the hazardous nature of their programs or the need for their clients to maintain a degree of

anonymity.
Other factors opposing consolidation may include the necessity for an agency to

serve a specific geographic area, a high level of public use which creates congestion
problems, or a need to be identified with the community rather than with state government.

IMPLEMENTATION OF THE POLICIES

Since adoption of the plan in 1977 the amount of state office space in Sacramento
has increased by 3.7 million NSF (net square feet). The projected demand over the next
years is an additional 1.5 million NSF of office space.

Of this, a total of 1.7 million NSF in new state-owned construction was developed
between 1977 and the early 1980s. The new buildings included four built within the core
area and two in the metropolitan area. These buildings are:
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Core Area

Gregory Bateson

Water Resources Control Board (Paul R. Bonderson)
Energy Commission

Employment Development Department

Metropolitan Area

» Department of Justice (4949 Broadway)
» Franchise Tax Board, Phase I (9645 Butterfield Way)

The last building to be constructed was the Franchise Tax Board, which was
occupied in 1986. The FTB I project is part of a three-phase plan to consolidate this
agency outside the core. Phase II is now in detailed design following a several year period
where funds for drawings were denied.

Since adoption of the plan, the amount of leased office space has increased by more
than 100 percent from 2.1 million NSF in 1977 to 4.2 million in 1988. About 1.3 million
NSF was added in the period from 1980-1988. (Eighth Supplement p.13.). During this
period leasing costs rose to their current level of $55.5 million per-year or $4.6 million per
month.

Seven years have elapsed since the state has begun construction of any new state-
owned office facility. Since 1980 plans have been prepared for six buildings in
Sacramento, but only the Franchise Tax Board Phase I was constructed. FTB Phase II and
the State Archives project are now in the construction document phase and are slated for
construction in 1991-1993.

The state has not carried out the location and consolidation study which
systematically considers all the state agencies as proposed in the CAP Office Element. This
kind of study would generate a matrix of agencies to be located and consolidated in specific
planning areas.

ACTUAL OR EFFECTIVE POLICY ON CONSOLIDATION.

The real policy concerning consolidation is best understood by examining what has
taken place since the plan was adopted. Plan implementation was a priority in the previous
administration and a number of new buildings were built. In contrast, the state's need for
office space since 1984 has been met through leasing. This practice has been followed
despite numerous studies which demonstrate that new construction is, in most cases, the
most cost effective Jong-term method to meet the demand for office space.
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Decisions concerning office space and state construction are necessarily made in a
political environment. The construction of large well-designed office buildings in the core
area may invoke the image of wasteful big government and a leadership providing
luxurious accommodations for pampered bureaucrats at taxpayer expense. Conversely, a
policy based on no new construction and leasing private sector space may appear to be the
essence of fiscal responsibility. This appearance masks the fact that leasing is not the most
cost-effective long-term mechanism to meet office space needs, but results in a substantial
additional annual cost to the taxpayers.

IMPACTS OF ACTUAL POLICY

Though there are some examples to the contrary, Consultants find that leasing has
generally resulted in the continuing dispersion of agencies and offices throughout the
metropolitan area. Consolidation of government offices in the core area may not be
realizable through a policy largely dependent on leasing since the locations of large private
sector buildings are based upon broader market considerations and may not be congruent
with the CAP.

Continued primary dependence upon leasing will increase the dispersion of state
agencies and offices. If lease rates within the core area accelerate beyond allowable state
limits for Sacramento, the state can continue to raise its limits and thus its operating costs,
or it can locate office space in smaller buildings in the metropolitan area. In the latter case,
short term rental costs will again be minimized at the expense of long-term savings and the
functional efficiencies associated with consolidation.

CHANGED / NEW CONDITIONS AND ASSUMPTIONS

Certain specific issues relevant to location and consolidation have arisen since the
plans were written. One is the goal of constructing large office buildings in the area north
of L Street. The purpose of this was not so much to meet the state's needs as to give an
economic impetus to a stagnating section of the city. Since then--indeed, by 1983--private
developers have constructed a number of large office buildings in this area. Whereas in
1977 it seemed that the decrease in tax revenues would be offset by the effect of new
construction, this is no longer the case. Construction has occurred without the state's
intervention and a revitalization program is no longer needed.

The plan called for development in the capitol area on quarter-block lots. This has
proven to be an impractically small footprint, especially for parking structures. Providing
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offices and housing on adjacent full blocks is suggested in order to preserve the spirit of the
24-hour mixed use concept.

In the last few years private developers have also begun to construct large buildings
along the south side of R Street. This area, which had been an industrial and warehouse
district, appears to be becoming a new locus of leasable office space. The plan did not
anticipate these developments, but should now take note of them. In this area, however,
there is a real need for improved communication between the city and the state as R Street
developments will negatively impact the stable residential district just to the south.

The executive summary of the telecommuting pilot project, just completed for DGS,
was made available for this study even though it has not yet been formally released. The
study finds that professionals and even some managers can work at home, on personal
computers, or (presumably) in satellite offices, as productively as if they came to work.
Here is a potential for major savings: building size and cost; commuting time, gasoline, and
stress; reduction in turnover (as with new mothers or those with mobility problems).
However, the results are preliminary: setting up a workable large-scale telecommuting
program entails careful planning and control which have not yet been carried out. Yet if
telecommuting fulfills this early promise it deserves inclusion in future plans.

CONSOLIDATION CRITERIA

A methodology for analyzing consolidation needs was outlined in the Office
Element of the Capitol Area Plan (April 1977, pp 12-14). This framework considered
agencies and their interrelationships, zonal location, and allocation of new space to meet the
objectives of consolidation and was to be used to determine which agencies should be
consolidated in the core area. Although the Sacramento Facilities Plan provided this
consolidation study, it may be worthwhile to examine these issues again, in a new
consolidation study.

The revised consolidation study would serve as a guide to assure consistency in
individual agency location decisions. In the absence of a guidance mechanism, short-term
needs predominate and long-term needs and benefits are diminished or ignored.
Incremental location decisions leave the state government without direction and the
enduring perspective embodied in the Capitol Area Plan.

Another reason for a consolidation study is the fact that the core area is a bounded,
scarce resource. An analysis in the Eighth Supplement demonstrates that it is not possible
to meet all projected office demand in the core even if all new facilities on the sites
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designated for offices are six stories in height (p. 29). Location within the area should be
based on rational criteria rather than on agency preference or historical placement.
Saturation of the core area will either cut off further expansion or require degradation of the
CAP's density and mixed-use limitations.

When OPDM performs a study for a new facility it does so at the request of a given
department. In the absence of a unified consolidation plan, it is limited to reacting to
agency initiatives rather than proactively considering the overall evolution of the CAP. As
DGS provides location assistance (either for leased space or for new buildings) the search
will be focused only on the areas that have been identified as sites for the requesting
agencies. If a systemwide study is used as a guide the state will examine all areas that are
appropriate for consolidating state agencies.

This incremental approach represents a policy of random individual decisions
which, in many cases, is further constrained by lease market conditions. It is a policy
lacking in long-term vision and it inhibits the ability of DGS to provide office space which
will "reduce expenditures and increase effectiveness."

Factors which should be considered in deciding whether an agency's operations
should be consolidated or decentralized in Sacramento are discussed below. It is rare that
any one of these factors will be decisive; their relative importance and impacts need to be
weighed before the decision is made.

1. Organizational Structure of Agencies

Functional relationships within the department would be improved by consolidation
because contact is facilitated.

2. Demand for Consolidation

Consolidation of state agencies into multi-tenant state-owned office buildings from
dispersed leased facilities would result in substantial program savings, transportation cost
savings, energy savings, and facility financing cost savings.

3. i Executive or Legislati iviti

Agencies that need to interact with the governor or legislature should be located near
the capitol and legislative office facilities. A comprehensive survey of agency interaction
patterns would permit the most rational setting of priorities on agency location in the core
area. Some agencies which are now in the core area may no longer require location there.
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4.  Degree of Interaction among Agencies

Agencies with a high degree of interaction should be located close to each other.
One example is the co-location of the Treasurer, the Controller and the Board of
Equalization within the core area. Another example is the current location of the
headquarters of the Highway Patrol and the Department of Motor Vehicles on the same site

in the metropolitan zone.

5. ncy Siz j rowth

The efficiency of current space usage, evaluated in terms of staff and building size,
storage, requirements for data processing, and other uses, and projected space allocation
plans for five and ten years will indicate whether an agency should remain in its present
location. Factors influencing the public demand for the agency's services should be taken
into account. Space usage greatly at variance with space needs requires reevaluation.

6.  Adequacy and Quality of Space

Standards for spatial requirements, environmental conditions and building systems
efficiency should be used to assess the adequacy and quality of both state-owned buildings
and leased facilities, in particular the older state-owned office buildings. The need for new
buildings increases where the existing facilities are substandard and it is not economically
feasible to refurbish them.

7.  Economic Benefits & Costs
Each proposed consolidation scheme should be studied to determine savings in
program costs, transportation, energy, and financing costs.

8. Population

Agencies having a high degree of direct interaction with the public should be located
to facilitate access. If a local clientele is served the responsible unit should be in a
convenient location. It may be found that the management and central administration of an
agency should be located in the core and that units serving the Sacramento area only are
best placed in the periphery, especially when the central and local units do not require daily
contact.

9. Transportation

Consolidation to readily accessible centrally located, consolidated office buildings
meets the transportation goals of the state by reducing the total vehicle miles traveled by
consolidating from many locations into one location, encourages the use of public transit by
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locating the facilities on public transit routes, and encourages carpools by limiting the on-
site parking.

10.  Availability of Sites

Are there sites that are readily available to the state for office development? In those
proposed office building areas where the state either owns building sites or sites are readily
available, staging of an office building project can be implemented within a shorter time

frame.

11. ilability of I
Is there enough space in the private sector to permit growth and expansion? Are
those facilities adequate? Do they otherwise conform to the CAP requirements?

12.  Benefits to the Local Community

It would seem reasonable for the state to locate its office buildings in those areas
where the greatest socioeconomic benefits will result to the local community. Although
choosing to consolidate in state-owned buildings may adversely impact local real estate
developers when they lose their tenants, it will benefit local construction companies who
build the new state office buildings. In the long term, the service industries of a
neighborhood are enhanced by the relocation of state employees into the area.

13.  Compatibility with State and Local Planning

Although the state plans primarily for its own benefit, it is important that it work
with local government in the selection of sites for state office buildings. The state should
recommend office building sites which are consistent with local planning goals and land
use.

RECOMMENDATIONS

The state should conduct a systemwide location and consolidation study including
all state agencies that will become the basis of all future location decisions.

The plan for consolidation and location should be based on the overall benefit to the
state, not merely agency preference. Included in this should be agencies currently housed
in the core as well as those in leased space or housed in the metropolitan area.

The state should develop a leasing policy which fits the results of the consolidation
study. This suggests that the short-run leasing activities of the state should as much as
possible conform with the locations identified as prime sites for future consolidation.
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The state should consider locating and consolidating compatible agencies with
complementary functions and a high degree of interaction in a master planned campus-like
office setting in metropolitan Sacramento.
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CHAPTER 6
POLICY ANALYSIS: PUBLIC BENEFIT ISSUES

This chapter discusses the public benefits resulting from state actions and decisions.
These public benefits should be measured in terms of positive and negative impact to the
citizens of the state of California overall, and to the Sacramento area.

One of the most important public benefits is simply the cost savings derived from
specific actions or decisions. The determination of the relative costs of building versus
leasing office space, and of the most beneficial method of financing, was discussed in
detail in Chapter Four. As discussed there, Consultants believe that Public Benefit must
consider the long-term cost to the state, and that building is preferable to leasing.

Another policy area with substantial impact on the financial benefits is rehabilitation
of existing structure. A more complete discussion will be presented in Chapter 7.

Another major public benefit is based on how location and consolidation issues
negatively and positively impact on the Sacramento area. While the issues of consolidation
were discussed in some detail in Chapter Five, specific impacts of those policies are
explored in more detail in this chapter. These include impact on the environment, parking
and transportation issues, infrastructure, child care.

TRANSPORTATION IMPACTS

Quarter Block Concept

The application of the quarter-block concept, which is based on the policy that new
state office buildings would be a quarter block in size and scale, provides a significant
constraint on the ability to provide adequate parking facilities. The concept limits flexibility
in garage design, restricts the location of garage access points, and often creates operational
deficiencies. This can result in higher garage costs and impacts on adjacent downtown
streets.

The use of the quarter-block concept limits the number of garage design options that
are available based on the small area of the resulting parcel. For example, the effective size
of a quarter block in the downtown area is typically 160 feet by 160 feet or less. The
sloping floor garage design is generally the most efficient as the floors serve both as aisles
and parking bays. It is difficult to design a garage with sloping floors on a quarter-block
parcel, however, due to limits in floor grades on which vehicles may be parked. As a
result, the garages may require a separate ramp System to provide access to each parking
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level. This reduces the total amount of structured area available for parking bays, resulting
in greater construction costs per stall.

The location of a garage driveway affects the need for queuing space (e.g., the
stacking of vehicles waiting to exit or enter) both within the garage and on the adjacent
public street. The quarter block concept limits the location of the garage access to the mid-
block end of the garage to avoid congestion at the adjacent intersection. The placement of
the garage access at the edge of the garage further limits the design options and can create a
circulation bottleneck if not carefully controlled.

The potential impact of telecommuting on parking demand in the downtown area is
difficult to define as there is limited data available on this concept. In addition, the effect of
telecommuting on office needs and parking demand varies substantially depending on
whether work is performed at home or in satellite offices.

As the state is currently involved in a pilot program for telecommuting that involves
approximately 200 employees, additional information should be gathered on the results of
the program and applicability of telecommuting for state employees in the downtown area.

If telecommuting were achieved through the implementation of satellite offices, it
would represent in effect a decentralization of state office into the suburban areas. Since
the demand for office space is based on the estimated number of employees for each
agency, decentralization would require that an equivalent level of office space be leased or
constructed by the state. The following issues should be addressed in any assessment of
decentralization.

» If a significant level of office space were constructed in the suburbs, transit
service would have to be expanded to provide inter-suburb commuter service.

» The development of suburb office space typically results in a higher demand for
parking due to the limited transit service and lower land costs.

» The development of suburb office space would result in localized traffic impacts
that may be significant.

o Telecommuting could result in a reduction in the demand for future office space
if work was performed in home offices. Further study is necessary, however,
to indicate what proportion of state office workers are candidates for
telecommuting, what effect it would have on management techniques, and
whether a part-time presence by employees at a primary office would be
required.
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Public Transit Goals

Surveys of state employees conducted in 1988 indicated that approximately 23
percent traveled to work by public transit. This included 12 percent by light rail, six
percent by standard buses, and five percent by shuttle buses. This is slightly lower than
the level of transit ridership experienced in 1975, when 27 percent of state employees
traveled to work by bus. These levels of transit use are substantially lower than the goal
established for the year 2000, when 50 percent of state employees are projected to travel by
public transit.

The year 2000 goals for reducing the number of automobiles traveling to the capitol
area will be very difficult to achieve without significant changes in travel patterns.
Currently, approximately 71 percent of state employees travel to the downtown area by
automobile. This is one-half the goal of 35 percent established for the year 2000.

A review of travel characteristics of downtown employees in San Francisco, Los
Angeles, and San Diego indicate that the travel goals for downtown Sacramento in the year
2000 would result in lower proportions of single-occupant automobiles than these other
three metropolitan areas. This does not appear to be a likely scenario based on current
trends in downtown Sacramento. Table 1 shows a comparison of existing travel mode
splits for the four cities listed above.

The transportation impacts of not meeting the commute goals that have been
established for state employees in the downtown area are increased congestion and a greater
demand for parking. The 1977 Capitol Area Plan calls for the development of 12,020
parking spaces by the year 2000 to accommodate state office employees and visitors, based
on the commute goals. If the current commute trends continue and the projection of 32,900
employees is accurate, the state would experience a shortfall of approximately 8,900
parking spaces by the year 2000. A 30 percent reduction in the current level of automobile
ridership would result in a shortfall of approximately 3,400 parking spaces.
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Table 1
Employee Commute Patterns
Sacramento

Sacramento Yr 2000
Commute Method  San Francisco Los Angeles San Diego Now Goal
Drive Alone 10.5% 60% 51% 41% 5%
Carpool Driver 4.2% 3% 17% 14% 11%
Auto Passenger 6.3% 14% 25% 16% 19%
Bus/Rail 73% 21% 7% 24% 50%
Walk 4.1% 2% - 1% 5%
Motorcycle 0.6% - - 1% 4%
Bike - - - 3% 6%
Peripheral Parking Faciliti

The shuttle buses provided for peripheral parking lots are currently used by
approximately five percent of state employees. This is much lower than the goal of 23
percent that has been established for the year 2000. The lower demand for peripheral
parking has also been documented through surveys of the lots that indicate they are
underutilized in comparison to parking facilities in the core area. As the desired demand
levels for a parking garage should not exceed 90 percent of the supply, the occupancy rate
of 77 percent experienced in the peripheral lots indicates that there is sufficient capacity to
accommodate an additional 200 vehicles.

Additional parking facilities will be necessary to accommodate the desired increase
in demand for peripheral lots. As stated above, the current supply of 1,469 spaces
provides a reserve of approximately 200 stalls. The year 2000 goal for the downtown area
is the provision of 5,300 parking stalls in peripheral lots. This would require the
construction of an additional 2,831 stalls over the next ten years.

Several factors affect the relative use of these peripheral lots. The monthly fees for
these parking facilities are only slightly lower than those of core area garages. In addition,
there is a need to transfer beyond a reasonable walking distance. As such, the development
of an incentive program is recommended to ensure the utilization of additional peripheral
lots as further construction occurs in the core area. This would include the provision of
economic incentives (i.e., subsidized parking fees) and a highly visible shuttle service.
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ENVIRONMENTAL IMPACTS

The complex process of building or renovating state office space in the capitol area
is further complicated by the California Environmental Quality Act (CEQA) requirements.’
CEQA guidelines call for an environmental impact report (EIR) to be written when a
construction project may involve impacts on the surrounding environment. Most, if not all,
such projects in the capitol area would require an EIR. '

After the CAP was written in 1977, the 1977 Capitol Area Plan Final
Environmental Impact Report (CAP FEIR) was published. The CAP FEIR's principal
objective was to inform public decision makers and the general public about the possible
environmental effects of the policies contained within the CAP. Because the CAP is a
master plan and thus a policy document, the CAP FEIR is deliberately general and
primarily limited to policy considerations as they may affect the environment. It was
intended that subsequent environmental documents would address incremental planning
efforts for projects pursuant to CEQA guidelines.8

Since its publication in 1977, the CAP FEIR has not been revised. The actual
environmental conditions of the capitol and adjacent areas have changed, making much of
the information contained in the CAP FEIR outdated.

DGS does not plan to update the CAP FEIR until 1) there is more information
regarding local government plans; 2) the state is able to identify a reasonable target for
ownership versus leased office space; and 3) outstanding questions in the CAP supplement
are addressed.

Project-specific environmental impact reports (EIR) continue to occur, however.
The EIR process has sometimes hampered the process of construction. One problem is that
because of the length of time that it often takes to get a project finalized, environmental
changes, particularly cumulative ones, may have occurred which may outdate some areas
addressed in the project EIR. Other problems involve the assessment of cumulative effects
and mitigation measures. Assessment of mitigation fees has the potential for being an
ongoing problem. One approach to this problem is legislation that establishes an account in
the State Treasurer’s office. This account would be made up of accrued revenues for fees
for mitigation monitoring and costs.

TConsultants do not mean to imply that adhering to CEQA requirements is undesirable. In fact,
Consultants are in favor of careful environmental analysis.

8California Department of General Services. Capitol Area Plan Environmental Impact Report, 1977, p. 1-
2.
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CHILD CARE IMPACTS

Government Code Section 4560 mandates that all newly constructed state-owned
buildings, or those altered more than 25 percent which can accommodate 700 or more state
employees must designate space for child care facilities.

OPDM has interpreted this to include buildings funded by sale of revenue bonds or
certificates of participation under lease purchase agreements. If either of these
accommodate more than 700 employees, child care facilities are required.

While space for child care facilities is mandated, further assistance from the state in
getting child care facilities started is quite limited. As this is a new program, data is quite
limited in terms of the effectiveness of the spaces, and the criteria and guidelines that
should be followed. Further information is required that will address feasibility and
benefits of various sizes of facilities and their location. Considerable follow-up
information will have to be gathered to address these issues.

One additional planning issue concerns the impact of child care on the tax-exempt
status of bonds. If greater than ten percent of space in a state-owned building benefits
private parties, the bonds may not be considered as public purpose, tax-exempt bonds. If
cafeterias, concessions and child care facilities in the building are privately occupied, the
square footage occupied and the cost of building the facility for private purposes need to be
carefully explored.

ENERGY EFFICIENCY IMPACTS

The Sacramento Facilities Plan includes a policy to address the energy resources
used by the state. This policy directed the state to, "Set into action a prompt and serious
commitment to the efficient use of energy, including immediate development of renewable
energy resources in the Sacramento area.”

Specific actions that were recommended, including energy audits, recycling
programs, alternative sources of energy, design criteria, minimizing energy expended in
transportation and alternative transit modes. The actions that deal directly with
transportation have been discussed earlier in the transportation section of this chapter.
Consultants did not conduct an extensive policy review of other suggested actions. Need
for considering these issues is relevant primarily when construction or rehabilitation
occurs. However, as in other areas, Consultants believe that implementation is hampered
by a lack of data.
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Buildings that were constructed using alternative energy have not been analyzed for
effectiveness. Such an analysis should take into account not only energy savings, but
long- and short-term cost effectiveness. Assessment should also take into account how
successful these buildings are in providing spaces that are conducive to efficient office
workers.

This information should be included as the state makes decisions on future design
of new buildings and rehabilitation of older ones.
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CHAPTER 7
POLICY ANALYSIS: OLDER OFFICE BUILDING
RESTORATION ISSUES

This chapter analyzes state policies, procedures and actions relative to older state
office buildings in Sacramento. Issues raised in the Eighth Supplement (restoration
feasibility, asbestos abatement, special repairs and historic preservation) are discussed, and
are followed by recommendations.

This issue is important because the state currently owns 3.2 million net square feet
(NSF) of office space in Sacramento over twenty years old. These facilities, primarily
located in the core area, comprise 62 percent of current state-owned office stock (5.26
million NSF) in the capitol area (eighteen office buildings in the core area and four in the
metropolitan area). Thirteen buildings within the core area are over 40,000 net square feet
in area. Among this group, seven structures (55% of state-owned offices) were
constructed before 1940.

Table 2
State Owned Office Buildings in Sacramento Over Twenty Years Old
40,000 NSF or larger

Year Built NSF
Core Area
Capitol Mall(Unruh) 1925 110,484
914 Capitol Mall (Lib & Cts) 1928 74,660
1020N/1021 O (Consumer Affairs) 1937 190,000
1120 N (Caltrans) 1936 300,650
1220 N/1215 O (Food & Ag) 1936 147,000
1025 P (Franchise Tax) 1927 94,287
1227 O (Vets Affairs) 1957 110,000
1020 O (Archives) 1922 42,555
1416-9th(Resources) 1965 488,642
7141744 P (Health Services) 1969 407,770
721 Capitol Mall( Education) 1953 103,745
800 Capitol Mall(EDD) 1955 345,900
801 Capitol Mall (SPB) 1955 54,450
Metropolitan Area
2415-1st/2570-24th(DMV) 1964 607,838
2490-1st/2555-1st (CHP) n/a 78,355

(Source: Sacramento Facilities Plan Eighth Supplement, 1988, p. 31.)

The older state office buildings above represent a valuable governmental resource.
Replacement cost of these buildings in 1990 dollars would be at least $440 million,
assuming 20 percent grossing increment (for circulation and mechanics, etc.) at a current
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office construction cost of $115 per square foot, and land and project development costs
would add significantly to this figure.

STATE POLICIES ON OLDER OFFICE BUILDINGS IN SACRAMENTO

The importance of maintaining and upgrading the state's older Sacramento facilities
has been recognized in policy statements since the inception of the CAP in 1977, and
updates have continued to emphasize the need for improving conditions in these buildings.
Policies and recommendations that are especially relevant to the remodeling issue include:

» "Develop a program to meet projected needs for state office space in the core
area in a cost-efficient manner, including new construction of state-owned
offices and rehabilitation of existing structures to office use." (1977 CAP Office
Element, Policy 4)

» "Rehabilitate existing office buildings to provide more efficient use of space,
with attention to energy use, safety, aesthetics, employee work environment,
and access for the handicapped." (1977 CAP Office Element, Policy 5)

» "Existing state-owned office buildings are a resource which need funding for
adequate maintenance, and in some cases extensive rehabilitation to provide
more efficient, safe, productive and pleasant workplaces. Making the best use
of these existing resources should be made a first priority of the state's building
program, ahead of the construction of new buildings." (A recommendation in
CAP Progress Report, Dec. 1989, p. 47)

The Eighth Supplement affirmed the original CAP policies but raised significant issues
which would prevent plan implementation. The specific implementation issues are:

» What is the economic feasibility of restoring older office buildings in light of
costs for correction of hazards and upgrading?

» Why have special building repairs been only partially funded?
« What potential cost does asbestos abatement represent?
» As historical resources, what additional restrictions are older buildings
containing asbestos subject to?
Since 1977 only one of the twenty-two older state office buildings in Sacramento
has proceeded with a major rehabilitation project.

None of the twenty-two older state-owned buildings in Sacramento has undergone
major renovation since development of the Capitol Area Plan in 1977; the Veteran's Affairs
Building is scheduled for upgrade.

The most recent DGS Five Year Capital Outlay Program includes requests for
twenty-four projects. The first five projects are for major renovation (seismic safety,
economics, fire/life safety) of state office buildings which were damaged in the October,
1989 earthquake. There are no requests for Sacramento's older state office space.
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Consultants believe that reasons for this lack of implementation are basically the
same as with construction of buildings. In addition, responsibility for planning and
carrying out rehabilitation is shared by OPDM, OREDS, OSA and the Office of Buildings
and Grounds. Tenant agencies also contribute to the decision-making process.

There is a need to streamline the major projects' budget and planning process with
respect to older state office buildings. Maintenance and office modernization are central
components in implementing the state's policy to "Rehabilitate existing office buildings to
provide more efficient use of space, with attention to energy use, safety, aesthetics,
employee work environment, and access for the handicapped.” Lack of capital outlay
funds has resulted in minimal upgrading of the existing older office stock.

ECONOMIC FEASIBILITY OF RESTORATION

The feasibility of restoring buildings must be determined on a case-by-case basis.
The process is singularly dependent upon critical analyses of structure, fire and life safety,
and other factors. Restoration feasibility is idiosyncratic, and it is extremely difficult to
estimate costs and to model or generalize costs from one project to another.

Only two buildings in the core area have been studied at a level of detail to
determine the feasibility of restoration. These buildings, the Franchise Tax Building (1025
P) and the Archives (1020 O), were evaluated for their reuse potential as part of the
Secretary of State and Archives project. The studies concluded that these older facilities
(1922, 1927) should be demolished to permit efficient and cost-effective development of
the new project (Site 7).

OSA has also prepared detailed "infrastructure studies" of the State Office Building
in Oakland, and the three state-owned facilities in San Francisco. These studies, which
were prepared before the October, 1989 Loma Prieta earthquake, provided a detailed
comprehensive assessment of each building and served as the basis for the first priority
requests in the most recent DGS Five Year Capital Outlay Plan. Each "infrastructure
study" is a complete review of the conditions within an existing building. Elements include
structural analyses, fire and life safety analyses, evaluations of mechanical systems, and
functional and environmental conditions. Handicapped accessibility and historical
preservation issues were also studied.

However, completed studies have been driven by the demand from tenant agencies,
rather than part of a strategic approach to these building resources. Neither OPDM nor
OSA has sufficient data to make a systematic determination as to the cost or feasibility of
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restoring all of the older office buildings in the capitol area. In the absence of a detailed
study of each of the state's older office buildings it is not possible to comprehensively
determine the feasibility of restoration of the older state-owned office buildings. Questions
pertaining to asbestos, for example, cannot be considered in isolation; they must be
evaluated in light of a range of concerns including seismic resistance, fire and life safety,
function, environment, site size and location.

Detailed "infrastructure studies” are needed to make rational, cost-effective
decisions relative to restoration feasibility and to plan for the core area in a more holistic
manner. (It should be noted that the DGS proposed a detailed study of the Unruh Building
for cost of $150,000. This request was denied by the legislature.)

Consultants conducted a case study comparing the current Veteran's Affairs
Building rehabilitation project with a theoretical example of replacement on a new site. The
case study is set forth below and illustrates the need to study every building in detail as part
of the feasibility process. It also illustrates that, in some cases, rehabilitation is a viable
alternative to replacement.

The planning and design process for the Veteran's Affairs Building has taken four
years and has involved staff from Veteran's Affairs, OPDM, OREDS, and OSA, as well as
a consultant team including architects and engineers. (One project representative observed
that the project has taken only four years because funds are derived from legislation
pertaining to veterans, not general fund outlays, resulting in fewer legally mandated budget
reviews.)

The building is a six story structure with 110,000 net square feet. The project

"includes renovation of the existing tenant improvements on the first, second, third
and sixth floors and public spaces on the fourth and fifth. Demolition includes
removal of asbestos throughout the building and removal of an obsolete cooling
tower on the roof. Improvements include a new roof and handicap [accessibility]
upgrades. Renovated areas equal 85,000 square feet." (Source: OPDM Capital
Outlay Cost Estimate, March, 1990)

The total construction cost for the work is estimated at $5.02 million. The total
project cost is $7.38 million, including a substantial amount for modular office systems.
Asbestos removal is estimated at $310,000.

On a first cost basis (considering only construction cost) the construction of a
replacement facility elsewhere in Sacramento appears to be substantially more than the
planned renovation. At $115 per square foot, a new office building of about 120,000
gross square feet would have a construction cost of nearly $14 million, exclusive of land
costs, parking, and project costs ($115 /square foot x 120,000 GSF). The square foot cost
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of $115 is based upon $75/sf for structure, shell and core and $40/sf for tenant
improvements. These figures are based upon discussions with Hanscomb Associates’ cost
consultants about recent projects in the area and the level of quality expected in a state office
structure. This figure is comparable to current square foot figures used in the OPDM cost
model.

If a project to construction cost ratio of 1:1.15 is used, the total project cost for a
replacement facility would be about $16 million. However, the scope of work for these
projects is not completely comparable since the renovation does not involve significant
work to the fourth and fifth floors, and other work on this older building may be necessary
in the future.

Conceptually, leasing an equivalent office space also appears to be a far more
expensive alternative to remodelling in the case of Veteran's Affairs. A 110,000 net square
foot area would generate a gross rent of $1,430,000 per year at a rate of $1.11/sf/month
which is the current average lease cost for state occupied space. Thus the gross rent for a
leased project would be equivalent to the construction cost for the Veteran's Affairs
remodel after only three years, and would match or exceed the project cost after four and
one half years.

PARTIAL FUNDING OF SPECIAL BUILDING REPAIRS

The DGS Office of Buildings and Grounds prepares an annual request for a five
year funding for special building repairs which are classified into six priorities. The
priorities, as outlined in the Eighth Supplement, are:

Priority 1:  Health & welfare of building occupants

Priority 2: Compliance with fire and life safety, seismic safety, and handicapped
accessibility codes

Priority 3:  Building Security

Priority 4:  Efficient operation of building systems

Priority 5: Building environment conducive to comfort & productivity of
employees.

Priority 6:  Visual aesthetics & preservation of state property

As DGS' most recent Five Year Plan for Special Repairs notes, "First priority
projects are those necessary to prevent harm to the building's users or to avoid damage to
state property.” However, even these first priority projects are not always funded in a
timely manner. For example, the Office of Buildings & Grounds submitted a request for a
new roof for the Resources Building, a seventeen-story structure with over 550,000 square
feet of space, for five consecutive years before funding was approved.

TILPP/AG.3/AG.FINAL REPORT/8/10/90 page 75



Facilities Planning Review for the Office of the Auditor General

Lack of funding for "Special Repairs” budget requests limits DGS' abilities to meet
its mandate to "protect the health and welfare of building occupants and to preserve the
state's investment in buildings and grounds."

POTENTIAL ADDITIONAL COST OF ASBESTOS ABATEMENT

Asbestos abatement is still the topic of an intense national debate, and there are
significant disputes on the extent of the health hazard to building occupants exposed to
different types of asbestos. Some sources estimate the total national cost to remove all
asbestos from older buildings at over $100 billion. In some instances, replacement of older
buildings may be preferable to extensive asbestos abatement, particularly if the building is
small, old and has other rehabilitation needs.

In 1986, OSA conducted an extensive survey of the presence of asbestos in 12,000
state-owned buildings. In the survey, buildings were classified into three priorities
depending on level of health risk based on a model developed by the Environmental
Protection Agency.

Priority One included high-risk facilities where abatement should be carried out
immediately. Priority Two facilities required abatement in the "short term" and Priority
Three projects were considered low risk. The OSA study was a "passive" survey. While
identifying exposed asbestos, no destructive testing was done.

The data from the OSA survey is a valuable element in assessing the feasibility of
restoring older state buildings,. However, asbestos data must be considered in concert
with other information on building condition and functional needs. Without detailed data
for each building, determining whether replacing a building is more cost-effective than
performing extensive abatement is not possible.

Significant abatement projects have been undertaken at 1120 N Street (the CalTrans
Building) and the Resources Building at 1416-9th Street. Costs for abatement can vary
significantly ($3-30/sf); the current project for the Veteran's Affairs building at 1227 O
Street includes the removal of asbestos from the entire facility which is estimated at
$310,000 or $3 -$4 per square foot for the entire structure.

Another component of the asbestos abatement program involves asbestos removal
as part of tenant agency office modernization programs, regardless of the nature of the
hazard. An example is an office modernization project for the Water Resources Agency,
the principal tenant of the Resources Building at 1416-9th Street. Two floors were
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remodeled to provide modern open office environments. The total cost of the two projects
was over $280,000, including asbestos abatement.

Additionally, OSA staff have noted that the presence of asbestos in leased office
space has not been ascertained (the state asbestos survey did not include the older leased
office buildings). Currently, building owners are required to certify that facilities they lease
to the state are free from the hazards of asbestos. However, in a recent case, a fire in a
state-leased building in Los Angeles resulted in the discovery of asbestos despite the
owner's certification. The lack of definitive, verifiable data on the presence of asbestos in
office buildings leased by the state suggests the need to develop mechanisms to sample the
leased office stock for asbestos, and also for other infrastructure conditions such as seismic
stability.

ADDITIONAL RESTRICTIONS FOR HISTORICAL BUILDINGS

Eight of the twenty-two buildings in the capitol area are fifty years or older. The
oldest structures comprise only 28% of the stock, including three structures listed on the
National Historic Register: Unruh, Supreme Court & Library and the Blue Anchor
Buildings. Two of the remaining five will be demolished for the Site 7 State Archives
project. The three remaining buildings (Consumer Affairs, Caltrans, Food & Agriculture),
which have a total of about 640,000 NSF were constructed in 1936-37.

Historic preservation regulations apply only to a small number of the state's older
office buildings in Sacramento. The three buildings currently on the National Register not
only have symbolic value, but also enjoy strong constituent support; it is fair to say they
will continue to be maintained as state office buildings. The three contiguous office
structures on N Street represent the remaining buildings which are potentially affected by
preservation concerns. Restoration and modernization of the remaining seventeen
buildings is not adversely affected by historic preservation concerns.

RECOMMENDATIONS

The state should prepare detailed, systematic assessments of all older state-owned
office building stock in Sacramento. A model for these assessments would be the OSA
infrastructure studies of the state's San Francisco Bay area office facilities and aggregation
of data from existing studies. The principal elements of typical infrastructure studies are
outlined below.
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Fi Life Safi

Maintaining the health and safety of state building occupants and protecting the state's
property are two central DGS objectives. Fire & life safety studies are necessary to
document existing conditions for comparison with codes. Typically these studies
include a careful review of exiting, fire detection, alarm and suppression systems,
fireproofing, and materials.

S USeismic Saf

Seismic safety has become a high priority for structures in the coastal regions since the
October, 1989 Loma Prieta earthquake, but it is also an important consideration in
assessing long-term use in office buildings in Sacramento. The governor's recent
executive order and the passage of Proposition 122 affirm the importance of seismic
evaluations in state facilities.

Structural framing systems must also be evaluated for their potential to accept different
uses with heavier loading and to permit implementation of open office schemes.

Asbestos Study

Though an asbestos survey has been completed on these facilities, it is often necessary
to complete more detailed analysis in developing the optimal, long-term abatement
strategy. (More detailed destructive testing will continue to be necessary before
remodeling can occur on "suspect” buildings.)

Buildin ms and Ener n ion

Assessments of plumbing, electrical, mechanical system condition, efficiency, and
retrofit potential are critical to a comprehensive study of a building’s physical life since
they represent a substantial element of both construction and life cycle costs.

Handi I Accessibil

Handicapped accessibility has been provided in many of the state's older office
buildings according to the CAP Progress Report of 1983. However, documentation of
improvements and identification of additional needs should be part of all building
assessments.

Envi 1 Condii

Employee productivity, retention, and absenteeism can be affected by the quality of the
work environment. Modern office designs include provision for daylighting and glare
control, efficient, energy-conscious artificial lighting, and acoustical control. Existing
office environments must be evaluated on the basis of current standards and the
potential to modernize or upgrade those spaces.

nction ndition

Functional obsolescence has rendered many older buildings obsolete although their
structure and mechanical systems are sound. Open office design and increasing use of
personal computers have changed the way office spaces are organized. Some buildings
readily permit extensive modification, while others are limited by the presence of
numerous load-bearing walls. A related concern is the ability of an office floor to accept
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computer raceways and additions or changes to lighting, electrical, and mechanical
systems. These conditions are even a problem in newer state buildings such as 4949
Broadway where there is an increasing need to add computer capacity to this seven-
year-old facility.

Increases in the size and organizational complexity of a government agency has created
a demand for larger floor plate areas to assure reasonable staff efficiency. In the case of
Sacramento's older state office facilities, there may be a mismatch between floor plate
size and the operational efficiency of tenant agencies, particularly in the smaller
buildings. Smaller buildings may also limit the potential for agency consolidation. For
example, the original tenant agency (Education) of 721 Capitol Mall has grown
significantly since occupying the building in the mid 1950's. Identification of any
mismatch between facilities and long-term needs of current tenants is an important part
of a functional analysis.

Historic Preservation

Concern for historic preservation is a legally mandated requirement in planning for
buildings which are least 50 years old. Preservation studies will be important in five or
six of the older buildings. The three buildings listed on the National Register have been
studied extensively (Unruh, Supreme Court and Library, and the Blue Anchor
Building). Priority should be given to assessing the historic potential of the N Street
buildings (Consumer Affairs, CalTrans and Food and Agriculture).

habilitati v Phasin

Conceptually, each restoration project could be modelled to have several levels of
restoration based upon need, condition, and available funding. Priorities could be
assigned according to the Office of Buildings & Grounds system or a similar system,
which ranges from health & safety concerns to exterior aesthetics.

Each assessment should include comparative economic analysis of renovation and new
construction based upon the OPDM Economic Forecasting Model.

ion ntial / Site P ial

Many architectural programming studies lack an adequate emphasis on the need to
accommodate change and expansion. For existing buildings it is important to assess the
nature and extent of potential expansion. Related considerations are site coverage and
land-use intensity. Studies of land-use intensity are used to determine if expansion or
replacement with new buildings would yield a more efficient and economically
beneficial use of the land.

Interim Housing

Each study should address options, costs and benefits of housing tenant agencies
during the renovation period. Outlining these options early in the process will make
overall planning more rational.

Prioriti

A brief conceptual study of the planning for the state's older office facilities cannot
pretend to identify all of the priorities in terms of upgrading the existing stock.
However, several priorities have emerged as logical points of focus.
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In terms of seismic safety, priority should be given to a detailed analysis of the high-
rise buildings: the Resources Building at 1416-9th Street and the Health Services
Buildings at 714 -744 P Street, since taller buildings may be affected by long wave
shock from coastal earthquakes.

Another priority should be detailed studies of the Consumer Affairs, the Caltrans, and
the Food & Agriculture buildings along N Street, since these facilities are quite large
and are potentially eligible for the National Historic Register.

The state should formulate an existing facilities master plan element to establish
priorities and phasing for a restoration/modernization program. This element flows from
the detailed infrastructure studies outlined above and is integrated with the office element of
the CAP.

The state should streamline the process for planning and budgeting for all major
projects. If state capital outlay funding is not available, the state should explore other
means to finance rehabilitation through sale leaseback to private developers or public
agencies, as outlined in the Eighth Supplement.

As part of the master plan process, the state should study selected privately-owned
office space in or near the core area to determine the economic feasibility for purchasing
existing buildings for conversion to state office uses. In order to meet the need for
increased office space the state should study the feasibility of buying selected office
buildings in the central city. In some cases, if infrastructure studies show that state
requirements are met, then it may be cheaper and faster to purchase existing privately-
owned office buildings.
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CHAPTER 8
RECOMMENDATIONS

This chapter presents Consultants' recommendations for improving implementation
of the Sacramento Facilities Plan. Consultants believe the Sacramento Facilities Plan is
fundamentally sound and that, with a few specific exceptions discussed below,
implementation of the policies set forth in the plan will provide maximum public benefit to
the citizens of the state. In the following discussion, Consultants present a number of
improvements that can be made in the planning process itself. However, none of the
specific problems that these recommendations address will automatically result in plan
implementation.

The reasons the plan has not been implemented are discussed in detail in this report.
However, before starting on specific recommendations, Consultants summarize the basic
causes of lack of implementation.

» No one is exercising the leadership necessary to implement the plan.

» The existing planning structure is complex, with fragmented responsibilities
and limited authority given to the various actors.

» Some of the assumptions and conditions in the plan are no longer valid, and
no attempt is being made to meet the goals associated with them.

» Capital outlay funds are no longer available.

» Despite the lack of capital outlay funds, the state is not making good use of
alternative financing methods.

» The funding process is lengthy and uncertain.

» Contrasted to the capital outlay funding process, the alternative of leasing is
much easier and faster.

Consultants stress that the basic recommendation addresses the lack of leadership.

The state of California, including the new administration and the
legislature, must decide if it still wishes to implement the
Capitol Area Plan and the Sacramento Facilities Plan. If it does
(or has only minor modifications), a clear commitment to do so
is required.
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The following recommendations, which should be viewed in light of the reasons
for the failure to date, address both specific procedures and general issues. These include
the state's planning structure, the original plans, financing methods, and planning policies
and processes. Full discussion of the issues supporting each of the recommendations is
presented throughout the report.

PLANNING STRUCTURE

The state should examine and revise the existing planning structure to enable better
implementation of the policies.

» The state should establish a high-level policy-making body, composed of
representatives of both the Executive and Legislative Branches, to set
development priorities for the planning office, and to decide among the
proposed alternatives. Consultants do not specify the composition or
structure of this body except to say that its membership must be at a level
where it will clearly have the authority to implement its decisions.

» The planning functions directed towards construction, rehabilitation, or
leasing - now divided among OPDM, OREDS, and OSA - should be
reorganized to eliminate current confusion and inefficiencies. This office
should utilize a comprehensive computerized data base for planning and
tracking progress of both the overall plan and individual components.

 This office should have substantial input into, and oversight of, planning of
all facilities in the Sacramento area, including projects being developed by
the legislature and departments now exempt from DGS control.

REVIEW OF PLAN ASSUMPTIONS

The Sacramento Facilities Plan and the Capitol Area Plan should be reviewed and
the goals modified when warranted by changing conditions or flawed assumptions. With
the éxception of these modifications, the original goals of the plans should be maintained
and supported. Specific areas that should be reviewed are listed below.

» Development north of L Street should no longer be a goal.

» It is not necessary to adhere rigidly to the quarter-block development
concept, particularly for parking structures. The spirit of the plan can be
maintained by promoting mixed-use development on adjacent blocks.

» The goal of reducing the proportion of single-occupant vehicles to five
percent by 2000 is unattainable; this figure should be raised to a realistic
level.

» The reduction of leased space remains highly desirable, but leasing should
be used for short-term needs and whenever else it is truly advantageous.
The fraction of leased space will change with conditions and should not be
forced into an arbitrary fixed value of ten percent, which is probably
unrealistic.
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FINANCING METHODS

The state should seek long- rather than short-term economic benefits in space
acquisition. Even though capital outlay would be the cheapest way to build, the funds are
not available. Alternative financing, generally by lease-revenue bonds, should be the first
choice in most development proposals.

» The state should continue to actively review and evaluate alternative
financing routes.

» The state should explore the feasibility of purchasing existing buildings,
especially those it presently occupies.

ight Leasing vs. Lease Purchase (Bond Financin

» The state should own the buildings required for office space rather than use
a straight lease to accommodate this need. Ownership applies to existing
and future buildings. Tax-exempt bonds and/or notes should be used to
buy existing buildings or raise money for new buildings.

*  Whenever the state negotiates a straight lease, it should always negotiate an
option to purchase the building.

* In most circumstances, the state should not use private installment sale
financing to take ownership of a building at the end of the rental payment
period unless it is not able to finance ownership with tax-exempt bonds.

The Master Space Planning Process

» The State Treasurer's office should provide DGS with an annual amount of
bonding (lease revenue bonds and/or certificates of participation) that it
believes the state's general fund can support for the department's Five Year
Capital Planning Process.

» The Master Space Planning Process would establish policies and criteria to
allocate the available annual bond volume between new office construction
for DGS' Five Year Capital Plan and the purchase of existing buildings.

Financing Techniques and the Economic Forecasting Model

» The state should include asset substitution and short-term note financing
alternatives in the Economic Forecasting Model (EFM).

* When selecting an "average coupon yield," the state should determine
whether the rate used already incorporates the underwriter discount fee and
other costs of issuance. ;
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If the proceeds of a bond issue (except the debt service reserve fund) can be
spent in two years according to the following schedule:

10 percent spent within 6 months
45 percent spent within 12 months
75 percent spent within 18 months
100 percent spent within 24 months

the state should use the earning's rate from the Pooled Money Investment
Board as the earning's rate in the EFM bond's construction and capitalized
interest fund. If the construction period is greater than two years, then the
state should use the arbitrage yield of the bonds as the earnings rate for the
construction, capitalized interest and debt service reserve funds.

For each asset in the Proactive Asset Management data base, the state
should indicate whether it is available to use as collateral in a lease revenue
bond financing.

When planning a bond issue for office construction, the state should
identify assets in the Proactive Asset Management data base that can be
leased as a substitute for the lease on the proposed new building. The state
should use the asset as a substitute whenever possible to eliminate
capitalized interest expenses.

When planning a bond issue, the state should evaluate the use of short-term
tax-exempt financing during the construction period.

The effect on the tax-exempt status of bonds issued for a state-owned
building that has space for "non-public” purposes, such as cafeterias,
concessions, and child care, needs to be further explored.

THE CAPITAL OUTLAY FUNDING PROCESS

Unless capital outlay funds once again become plentiful, they should be used only

for the preconstruction stages of a project and for major repairs. Construction of a building
should not be dependent on the availability of capital outlay funds.

The funding process should be streamlined, when possible, to reduce
substantially the time required to construct new facilities.

After a building project is initially approved, it should not be subject to
cancellation or long delays, except in the most extreme and unusual
circumstances.

The state should consider establishing an independent authority (or
empowering CADA) to develop projects free from annual political review
once those projects are approved by the governor and the legislature.
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PLANNING POLICIES AND PROCESS

Updating and maintenance of the CAP and the Sacramento Facilities Plan
should include more detailed annual agency surveys. Employee
transportation patterns should be sampled every two years.

The location and consolidation study addressed in the Sacramento Facilities
Plan should be updated. It should provide a systematic and rational guide to
locating agencies in the core area. This analysis should be made part of the
state's ongoing planning activities.

The consolidation and locational criteria should include multidepartmental
consolidation and should recognize proximity to the capitol as a scarce
resource.

A detailed systematic assessment of the condition and rehabilitation status of
all older buildings in Sacramento should be made.

The Statewide Property Inventory should be the data base supporting the
planning. The planning office may find it necessary to augment data from
the SPI with information of its own, but it should not set up a separate and
perhaps inconsistent data base.

A leasing policy consistent with the consolidation and location goals of the
CAP should be developed and instituted.

The state should evaluate the success of the specially-designed and
experimental buildings constructed in the early 1980s and incorporate the
results into the plans for future facilities.

Other factors in addition to department heads' predictions should be used to
forecast staffing and space needs. Overall Sacramento area staffing as well
as individual agency requirements should be examined.

The sizes of core area and peripheral parking facilities should be reexamined
in light of the revised transportation mode split goals.

If peripheral parking is to be retained, incentives such as subsidizing the
parking fees and shortening the shuttle bus transit times will need to be
developed.

Provision for telecommuting and child care should be explicitly included in
the revised plans.

The planning office should prepare an introductory guide to the planning
and financing process for use by department administrators, legislative
staff, and other involved parties. It should also maintain a concise history
of the progress of projects under its jurisdiction.
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APPENDIX A
SUMMARY OF SURVEY ON OTHER STATES' FACILITIES
PLANNING APPROACHES

As part of assessing the goals, objectives and policies for the planning and financing of
new and remodelled office space for California state agencies, Consultants conducted a
survey of progressive states for comparison.

Eleven states and the Province of British Columbia were contacted, specifically, the agency
responsible for planning and financing office space. The states surveyed were Delaware,
Hawaii, Illinois, Louisiana, Maryland, Michigan, Minnesota, Missouri, New York, Ohio
and Washington.

The survey revealed that few states had comprehensive facilities master plans in place. A
few states were in the process of developing such a plan (Delaware, Louisiana, Missouri).
The states which did not have master plans indicated that their systems were driven by the
political arena. For these states, the allocation of funds to projects was dependent in large
part upon the willingness of the legislature to respond to a particular agency. The fiscal
year cycle, with yearly appropriations, required some states surveyed to undergo a new
request process every year (like California's process).

States which appear to have comprehensive facilities master plans in place include New
York, Maryland, Illinois and Washington, and the province of British Columbia. New
York has a centralized process that is highly administrative rather than legislative. This
enables the state's Bureau of Space Planning and Allocation to submit assessments
systematically, with future needs projected.

Of states with master plans, the most unique was the province of British Columbia which
in 1978, established the Building Corporation, a private corporation, to handle all of the
planning, building and leasing for governmental agencies. The corporation is autonomous
and free to determine its policies and make decisions independent of the legislature. With
this system, the province can establish comprehensive and far-sighted plans.

Most of the surveyed states had several projects in the planning or construction phase. The
length of time to complete these projects ranged from two years to seven years, from initial
planning to occupation. The state with the least amount of leased space at nine percent was
Maryland. Michigan had the largest amount at 70 percent in the capitol area.

The policy towards leasing for most states is to avoid it if possible. Several states have
determined that leasing costs over an agency’s length of occupation are greater than
construction of new, state-owned space. The benefit of leasing some space is that it allows
flexibility to either expand or shrink with agency size fluctuations. British Columbia,
Delaware, Illinois, Louisiana, Maryland, Michigan, Minnesota, Ohio and Washington are
all attempting to decrease the amount of leased space either by consolidating agencies, or by
purchasing currently leased space.

Hawaii is in a unique position as the government is in the planning phase of a satellite city
development on the opposite side of the island in order to reduce congestion in Honolulu.
Until the satellite city is developed, the state must lease space. Once the new area is in
operation, it will include a Telecommunication Conference Center for video
communication.
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Although states are attempting to decrease the amount of leased space, most have
experienced an increase. The increase is due to greater demands for space and the
comparative ease of acquiring leased space to meet short-term needs (as opposed to
construction or other means of acquiring state-owned space). Only two states surveyed,
Delaware and Michigan, have experienced a decline in the amount of leased space. This
decline was the direct result of aggressive policies towards acquisition and consolidation.

Almost all of the states use bond financing to fund new office construction and
remodelling. The only exceptions were Washington, Maryland and New York, which
have developed various techniques to meet the concerns of their particular environment.
Few states have used any lease purchase agreements to fund their projects. Those who
have done so in the past are Delaware, Louisiana, Michigan, Missouri and New York. All
of these states have used lease purchase arrangements for less than ten percent of their total
projects. However, most states expressed an interest in using lease purchase, or increasing
its usage, as an option .

Half of the states surveyed had a needs assessment to upgrade older office buildings.
Some of the needs assessments are incorporated into the state’s facilities master plan; some
were in a separate document. For British Columbia, the needs assessment provides
projections for the province for the next ten years. For the states that do not have a data
base or inventory of facilities, there was generally an informal mechanism for assessing
needs.

Eight of the twelve states surveyed had a stated asbestos abatement policy. Those without
a formal policy indicated that abatement would occur if there was a clear danger, such as
when a building was remodelled (except Louisiana which was requesting proposals to
further determine which state-occupied buildings contain asbestos). All states except
Louisiana have conducted an asbestos survey for older state office buildings.

A table summarizes the findings of this survey. It is followed by survey findings for each
state contacted.
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Survey of Facilities Planning in Other States

State MP  |Out-|Length|% owned / [Lease Amt Funding |NA |Abatement
line | (yrs) % Isd (increasing/ Policy
decreasing)
BC. [YES |[ND 3 |75/25 INCREASING |BOND YES |YES
DE NO ND 2 NA DECREASING  |BOND NO |YES
Hi NO ND 5 75 / 25 INCREASING  |BOND NO |YES
IL YES |YES 25 |65/ 35 INCREASING* |BOND YES [ND
LA NO* IND 3 |68 /32 DECREASING _|BOND YES |[NO*
MD YES IND |2.5-10/91 /9 SAME * NO _INO*
MO N ND_[2.5-3.5 |30 / 70 DECREASING [BOND NO IND
MWN NO* [ND 6 143 / 57 INCREASING _ |BOND NO _IYES
MS NO* |YES 3 (60 /40 INCREASING NO_|YES
NY YES [YES 3144648 / 52 INCREASING _|VARIES"YES | YES
H NO* IND 2 10 4 [NA INCREASING _ |BOND YES |YES
WA |YES [N 4 to 7 {50 / 50 * VARIES* YES |YES
* indicates the reader should refer to the summary

All_numbers and percentages are estimated. For further information, refer to sum

For key to column headings, see Surve uestionnaire, |
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British Columbia

British Columbia (B.C.) has a private corporation, the Building Corporation, which is
responsible for handling all the planning, building and leasing for governmental agencies.
It is a "crown corporation” because the main shareholder is the government. However, the
corporation is free to control its operations and is an independent entity that makes its own
decisions. The Building Corporation was established in 1978, and was preferred over a
governmental ministry primarily because the existing ministry was inefficient and the
province was in a financially tight situation. It was felt that a corporation could more easily
control its internal process as well as obtain a good quality costing of programs and
agencies. Additionally, the staff of the existing corporation is less than half of the staffing
under the ministry.

B.C. has a comprehensive needs assessment which is a "driving force" in their operations.
All information is computerized in a data base, and the province has projections for the next
five years. It has computerized the spaces of all of the governmental agencies (over 20
million sq. ft..). The system is comprehensive with a master plan for key cities that is
updated often. In Victoria, where available space is tight and careful and timely planning is
required, the master plan is updated every six months. In Vancouver, where there is an
active lease market, it is updated every two years. The plan does not include all three
functions (legislative, judicial, executive), since the corporation charges individual
ministries (their "clients") for the cost and the clients in turn request funding from the
legislature.

B.C. does not have a written outline of the process used to plan and build new space, as it
generally doesn't construct buildings unless they are needed for a special purpose. The
corporation leases space more often than it purchases space. It has a complex process that
goes through the Board of Directors, Treasury, and "casually” through the government for
approval before building. Every project varies as does the process for each.

The corporation is in the process of leasing 80,000 sq. ft. of office space, which led to the
need for construction of a new building. A 130,000 sq. ft. building is to be constructed,
and the province plans to lease for a ten-year period. Another 130,000 sq. ft. building is
being constructed by the corporation itself in Victoria. The Corporation is building rather
than leasing in this case because the agency that will occupy the space has special
requirements and it is projected that it will occupy the facility for several years.

The length of time from initial planning to occupancy varies. If the corporation constructs a
building on its own, in which case the requesting agency goes to the legislature for
funding, three years can elapse for new construction. The leasing process is less time-
consuming. If there is a renovation, the time to complete a project increases. B.C. tries to
spend as little money as possible until the "go" phase.

Of all governmental office space, 25 percent is leased. In Victoria, the aim is to own 70
percent of the space, but the reality is 60-65 percent owned. In Vancouver, it doesn’t
matter how much space is leased; the percentage can be high, unless the cost is high, in
which case the province attempts to own. The province’s average goal is a 50-50 or 60-40
split. At this writing, the leasing of space had been increasing in the province.

During the 1980s, the corporation was increasing the amount of leased space. It is now
pulling back from this policy and considering the "residual value." However, in spite of
this, it is finding that the long-term costs of leasing are higher than other options. B.C. has
found that with a lease proposal in Vancouver it can get competitive bids. The bidders
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acquire low-rate financing from mortgage banks which see little risk in an operation
guaranteed by the government.

The Corporation borrows funds to finance projects. The agency requesting the space goes
to the legislature and asks for an approval of the rent as determined by the Corporation.
The Ministry of Finance is responsible for all funding at a preferential rate; it requests
funding from the legislature. The financing is the equivalent of bond financing. Itis a
lump sum allocation, however; that is, individual projects are not individually funded.
Instead, a lump sum is earmarked for construction, and the number of facilities or projects
They do not use lease purchase, although it has been discussed as an option.

The corporation has a very aggressive asbestos abatement policy and has control programs.
All buildings have been surveyed.
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State of Delaware

The state of Delaware does not have a comprehensive master plan although it is developing
one for the Wilmington area. Planning is done on a case by case basis, and no standard
process is used to plan new space. Delaware consists of three counties; most state
functions occur in two of these. A space planning study is being conducted by a private
court specialist and an architectural planning firm for the City of Wilmington. It will
include the court fields and legislative functions and long-range staffing projections, and
will request funding for the next phase. Currently, the master plan is in the final draft
stage.

The next phase will suggest some creative financing options because the state does not
want to use bond financing. In Dover, the state capitol, the state is in the process of
consolidating the leased facilities into one state-owned facility. The total amount of square
footage is between 60,000 and 70,000 sq. ft.

The consolidation of leased facilities totaling 60,000 to 70,000 sq. ft. into state-owned land
in Dover will be financed by a bond bill of approximately $6 to $7 million. This
consolidation will house the administrative and some legislative functions, and those
agencies that have few clients. The debt service for this project must have negative or equal
impact to the current leasing policy. In fiscal years 1989-1990, the state undertook the first
real estate acquisition program. Statewide, five major buildings which were formerly
leased are being acquisitioned into state-owned space. Funding was provided by a
Certificate of Participation. The acquisition program represented a net savings of $5
million dollars to the state.

It takes approximately 18 months to 2 years to build new state office space for projects
under 100,000 sq. ft.

The state leases 450,000 sq. ft. statewide, 30 percent less than before the recent
consolidation. Since each department maintains its own inventory, there is no known total
amount of state-owned space. The state is actively decreasing the amount of leased space
currently.

Lease purchase is used for less than ten percent of construction projects. The majority of
projects are funded by bond financing.

While the state does not have a needs assessment, it does have a deferred maintenance
program.

The state has surveyed state-owned buildings for asbestos.
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State of Hawaii

Hawaii does not have a facilities master plan, but it is proposing the institution of
computer-aided design (CAD) of space so that data can be computerized. When CAD is
put into operation, it will include all functions (legislative, judicial, and executive) and will
be updated as information is added. The state does have an inventory of leased space with
the newly created leasing branch.

An agency requesting space must complete a Space Needs Computation Form which lists
all the agency’s requirements. This form is currently being reworked since it is not a
comprehensive listing. No written outline of the planning and construction process exists.
In the capitol area the state is moving towards short-term, lease-based occupation until
Kapolei (described below) is built up.

Current projects include construction of a new facility for the Archives Department The
project includes a site selection study, budget, etc. Also, because the capitol building needs
abatement and renovation, a new state office tower is being built. The legislature will
occupy the building for three years while the capitol work is done.

Generally, the process from initial planning to occupancy of state-built space takes
approximately five years. Each phase must be approved by the legislature (i.e., planning,
design, acquisition and construction). If necessary, funds from one phase of the project
may be requested for completion of another phase.

Currently, 1.2 million net sq. ft. is owned and approximately 300,000 is leased. The state
has increased the amount of leased space, but only in response to short-term need and
because it does not want to construct any new buildings in the capitol area. The state is
building a "second city" called Kapolei. Part of the plan for the city requires that
construction of all new buildings begin within the next ten years. The plan is an effort to
cut down on the traffic in Honolulu and will include a "telecommunication conference
center” where state agencies on opposite sides of the island, and on different islands, can
communicate with each other via live video. All buildings in the city will be state-owned.

To finance construction of office buildings, the state uses both the general fund and bond
financing. The state does not compile data regarding how much each of these methods is
used; however, staff noted that lease purchase is rarely used.

Hawaii does not have a current needs assessment. A series of studies have been conducted
and approximately every two years the state will "go in and know the basic game plan."
There is a project development report, and while it is being completed, funds from the
legislature are being requested.

The state has an asbestos abatement policy to remove asbestos whenever a remodel occurs.
Part of the reason that the capitol is being renovated is to remove asbestos. The state has
done a survey of the state buildings.
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State of Illinois

Illinois has a comprehensive facilities master plan that includes all three branches
(legislative, judicial, and executive). It was modified and adopted in 1975. In 1988, the
governor set up a panel to review the document, and since then it has been updated by the
Government Council of Planning twice per year.

A written outline of the process used to plan and build new state office space is included in
the master plan. A commission looks at current and future need, growth patterns,
testimony from different groups, etc. to determine its decisions.

There are several examples of recent projects. The total master plan calls for $150 million
over the next seven years.

1. Tourist Center - completed in 1989. $3.5 million with a 9,000 sq. ft. building,
5,000 sq. ft. auditorium, a picnic area, parking for 50 buses and hundreds of cars,
etc.

State Library - $40 million with approximately 100,000 sq. ft.

State Armory - rehabilitation of entire armory of 150,000 sq. ft.

State Police - planning for new headquarters. Approximately $35 million with
150,000 sq. ft.

Appellate Courts - 15,000 - 20,000 sq. ft. in the planning stage.

Day Care Center - for state employees; in the planning stage.

Parking Structures - two 700 car structures; in the planning stage.

Landscape Plan - working in conjunction with the City of Springfield to devise a
comprehensive plan for the entire capitol area.

9. Museum Addition - approximately 200,000 sq. ft.

I S WN

The length of time from initial planning to occupancy is approximately 2.5 years.

In the capitol area, approximately 65 percent of office space is owned and 35 percent is
leased. Farther out in the city, leased space increases. While the state recognizes the need
to have some leased space due to the fluctuating space needs of state agencies, it is trying to
convince the legislature to steer away from it. In the past five to eight years the amount of
leasing has increased. This was due to economic recession nine to ten years ago; budgets
were very tight, interest rates were high and it was easier to appropriate small amounts
towards yearly leases than large sums for purchase. Now, the state is attempting to
decrease the amount of leased space through the option to purchase and other methods.

Practically all construction of state buildings is bond-financed. Any major building that is
leased has a purchase option (usually after five years), but the state does not always utilize
it. The type of financing varies from building to building.

The state has a data base, and it is currently in the process of reviewing it. It also has a
fairly comprehensive needs assessment.

As long as there is no immediate danger, asbestos abatement is not done. If a building is
being remodelled, or it is found that the asbestos is not encapsulated, then abatement
occurs. All buildings have been surveyed and Illinois is currently reviewing a seven-
volume report.
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State of Louisiana

Louisiana has contracted to have a comprehensive master plan prepared that will be
completed in six months. It will cover all three branches of government except some
exempt legislative functions.

It does not have a written outline of the process used to plan and build new state office
space. All requests go through a capital request process:

1. Agency submits request with specifications to Facility Planning.
2. Facility Planning reviews it and submits it to the legislature.
3. Legislature then approves.

There are several examples of current projects. The state is currently acquiring state-leased
buildings. It is trying to purchase buildings using a corporation that is a non-state entity. It
has an agreement with this leasing corporation and will finance through bond sale.

For a typical (over 100,000 sq. ft.) administration building, the acquisition process takes
approximately three years.

In the capitol area, approximately 600,000 to 700,000 sq. ft. is leased and 1.5 million is
owned. Statewide, the total leased space is approximately 1.8 million and 2 million sq. ft.
owned.

The state is decreasing the amount of leased space through the consolidation of agencies
and through acquisition of currently leased space.

Funding of new and remodelled state office space is primarily through bond financing.
Lease purchase is rarely used.

Louisiana has a statewide inventory, but it isn't complete. Upgrades are conducted on a
case by case basis.

The state has an RFP out to determine which state-occupied buildings that have asbestos.
Once this is complete, it will conduct abatement.
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State of Maryland

A master plan was developed in 1967 for the Annapolis area. The plan has been updated
twice, and 17 out of the 20 master plan recommendations have been implemented. There is
no written outline of the process used to plan and build new state office space. Each
department submits its needs to the Office of Planning where it is reviewed and submitted
to the governor, and then to the General Assembly. A comprehensive program manual is
used to assess needs, which includes justifications for space requirements.

Currently the state is constructing a 122,000 sq. ft. building in the capitol area, at a cost of
about $15 million, to house the Department of Housing and Community Development and
the Department of Environmental Services. There are no other current projects because
state office buildings are rarely approved. The priority is to build prisons and universities.

Maryland maintains 51,654,290 sq. ft. in office and storage space. Of this, approximately
47,000,000 sq. ft. is state-owned. The remaining amount, 4,654,290 net square feet, is
leased at an annual cost of about $45,000,000. The above figures account for all state
offices and institutions, including prison facilities, hospitals, and state colleges and
universities.

The general policy concerning leasing is to lease only when necessary. When the state
finds that it is leasing a great deal of office space, it will attempt to either purchase or
construct a building to house agencies currently in leased space. The state is attempting to
increase owned space, and consequently decrease the need for leased space, through the
"District Court Multi-Service Center Building Program." Fifteen agencies have been
consolidated according to this program at a cost of $70 million.

For funding, the state uses general obligation bonds which are a state commitment and are
backed by state property tax revenue. Last year, $330 million was allotted as the new
issuance of debt, and this covered all state construction costs (including costs for prisons).

An agency called the Capital Debt Affordability Commission determines how much debt
can be authorized each year in accordance with sound financial practices. They are required
to review the size and condition of state debt on a continuing basis and the needs previously
identified by the Department of Budget and Fiscal Planning, as well as a variety of factors
related to the ability of the state to meet its projected debt service requirements and
marketability of state bonds.

The state is anticipating new asbestos abatement laws. Currently it has a unit that does
large scale removal. The limit is 160 linear feet per project, or 260 linear feet per year.
Every state building has been surveyed.

Three documents of special interest are: 1) The Maryland State Capital Budget Formulation
PJgg_Qs_s_ a papcr descnbmg the cap1tal budgctmg proccss, 2) lnsgrugg ions for the

prov1des detalled mstructnons for use by state agencies and depanments in prepanng their
annual capital budget requests; 3) “Capital Improvements Authorized by the General
Assembly, 1975 through 1989,” a publication updated annually that provides a running
fifteen year history of the state's capital budget.
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State of Michigan

Michigan does not have a comprehensive long-term plan because it can never get a plan
accepted by every state interest. The state must work within the directive of a past
governor to centralize space within the capitol area. To abide by the directive, the state is
obtaining vacant lots within Lansing. The directive was the result of a plan to create
"satellite” state agencies outside of Lansing. Several groups protested, and the governor
responded by directing state agencies to centralize within Lansing.

The state does not have a written process for planning and building new state office space.
Every year it assesses the needs of the agencies requesting space, then it processes these
needs through the Department of the Budget which determines what the state can afford.
Once this determination is made, a proposal is submitted to the governor and the
legislature. Since every year is different and is dependent upon the funds available, lobby
activity, etc., the state does not know how much will be allotted or to which agency. The
state has a "Capital Outlay Manual” which outlines some of the allocation processes.

There are several examples of current projects using this process:

1. All universities.

2. Library/Historical Center built in Lansing Capitol Complex area which is a
"showpiece" building that is approximately 300,00 sq. ft. and costs $42 million.

3. Olds Hotel - a project to renovate an historical hotel with ties to Oldsmobile. Itis
being purchased by the state and converted into office space. The total project cost
will be $25 million ($3.4 million for the building purchase) and will be
approximately 250,000 sq. ft.

For the library, the process from the time of approval to occupancy was approximately 28
months. For the Olds Hotel (not yet completed), approximately 18 months from the time
of approval to occupancy will be required. The time frame for initial approval: requests are
made in November and are finalized in February by the Department of the Budget, then the
Legislature sees them and final approval is given by October.

In the capitol area, approximately 30 percent of state office space is owned. When an
agency requests space, the state attempts to first place the agency in state-owned space. If
it cannot obtain owned space, it leases space. A separate division performs the leasing
function. The state tries to construct buildings without using developers. When the leases
a space, it generally is responsible for the maintenance; this is another reason that the state
generally avoids leasing. The amount of leased space has declined due to efforts to
decrease space needs in the capitol area.

Almost no lease-purchase (one to two percent) is used to finance state buildings (except
prisons). Only one building has been a lease purchase. Since 1983 the state has used bond
financing almost exclusively, including for universities and community civic areas. A
separate entity called the state Building Authority sells the bonds. The cap is
$1,350,000,000 and all of this has been used. Some of the bonds are currently being paid
off.

No needs assessment exists for upgrading older office buildings in the capitol area. The
state keeps track of the progress of authorized projects. It has an outdated list of all
buildings, but it is incomplete and is currently being updated. The state does not have a
general asbestos abatement policy. It is reluctant to get involved in abatement, although it
has surveyed all buildings and will do abatement on a case by case basis.
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State of Minnesota

About ten years ago Minnesota conducted a master plan study, but never took any action.
Currently a state task force is compiling information for a study of space and financing
issues regarding state offices. It has conducted many studies and provided literature to the
task force. The state has a 1988 policy considerations report called "State Office Space:
Options and Cost," which explains the policy, costing assumptions, the automated
prospectus system usage, etc.

The state does not have a written outline of the process used to plan and build new state
office space. Generally, the Real Estate Management Division handles it by making the
leasing arrangements, programming the needs, etc. The Division cannot authorize
construction, but must go to the Legislature to request funds. The process generally is to
obtain approval for each phase of the process from planning to construction.

The last major construction of a state building was done in 1967. Currently the state is
building a new judicial center to house a courtroom and other administrative functions; it
will be completed in late summer of 1990. Generally, the process to build takes
approximately six years. In the capitol complex area, the state must undergo "design
competition” which lengthens the process.

Currently, the state owns 1.5 million sq. ft. of space and leases 2.0 million sq. ft.
Although the amount of leased space has been increasing, the Real Estate Management
Division is trying to convince the legislature to increase the amount of owned space. Since
1984, it has been consolidating agencies to become more efficient. However, the amount
of leased space continues to increase.

For new or remodelled office construction, the Real Estate Management Division uses
straight appropriation that is 100 percent bond financed by the legislature. The state would
like to start using lease purchase, in accordance with the draft report recommendations.

Minnesota has a list of all state buildings, but it does not provide a basis for determining
needs, or maintaining records about needs. The state formulates space plans as needs

Minnesota has a policy to remove asbestos from older buildings that are being remodelled
and from any building where the presence of asbestos is a clear danger. It does not have a
policy to remove asbestos from all buildings. The state has done a couple of surveys in the
past and are in the process of updating them.
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State of Missouri

Missouri is currently working with a consultant on a facilities master plan. In the past, the
state has had problems with agencies unwilling to accept the decisions of the Leasing
Department. The master plan will determine the exact requirements of every department; it
will be completed in late 1990 or early 1991 and has been in progress for the last year. The
judicial and legislative functions will not be included in the plan, but according to the state,
the executive branch represents "99 percent” of the problem. Missouri is also in the
process of updating their state regulations.

Missouri has a written outline of the process used to plan new office space for leasing. The
agency must fill out a form which justifies space needs, personnel and other requirements.
Then the Leasing Department holds a competitive bid for a one year lease. At the end of the
year, the bid process is repeated.

The last new state office building was completed in 1983 (the Truman Building). In 1987
the state remodelled one building. Presently it is constructing a State Records Center,
which will cost approximately $18 million. The length required for new construction from
initial planning to actual occupancy is approximately five years. For leased space, the
process takes approximately three years, and because of this, space needs have been met
through leasing.

Approximately 40 percent of the state office space is leased. The state has been leasing on
a competitive bid basis and have a one-year lease limit with five- to ten-year renewable
options to purchase. Usually the state does not choose to purchase, but a renewable option
is needed so the state can determine the property’s worth. Leasing has been expanding, but
the rate of expansion has been steady. All leases begin July 1 and end June 30.

All agencies must go to the General Assembly for funding. Only one state building has
been lease purchased. There is opposition to lease purchase because it is incurring state
debt without taxpayer approval.

Missouri does not have a master list of facilities.

It is the state’s policy to not occupy buildings with asbestos. Also, the state has strict
handicap and life safety codes which bidders must meet as well as restrictions with regard
to ventilation and HVAC. Bidders must submit two bonds:

1. Bid Bond - which is placed when they bid. Full architectural drawings must be
produced 45 days after the project begins. If a bidder fails to do so, the state keeps
the bid bond. The drawings are reviewed by a state engineer to ensure that they
meet the stringent codes.

2. Performance Bond - before occupancy, the state will send an engineer to inspect the
building. If the building doesn't meet the design specificities, the state keeps the
performance bond.

The state implemented this strict process in the last year. It required increased staffing, but
ensures that contractors perform duties as specified in their contracts.
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State of New York

New York has a facilities master plan for state office space and a centralized space planning
approach compared to other states. The Department of Space Planning in New York has
30 persons. The Lease Office handles leased space and lease purchase and is Space
Planning's "sister office." The master plan is annually updated through funds from the
current fiscal year. The department has a data base with an inventory of all state-owned
space.

Those requesting space changes must complete a standardized form which asks for
information such as a list of personnel, furniture, or other space requirements. They have
on computerized file the space requirements of all of its client agencies. This includes
almost all agencies, except the Department of Education. A fiscal inventory is conducted to
determine if agency requirements match those submitted in the request form.

Requests for space are submitted to the Department of Space Planning which establishes
square foot requirements. Initially, it is determined if the needs can be handled in existing
state-owned space. If not, contact is made with the Lease Office which prepares
alternatives. Space Planning processes the space plan and approves it, but does not have
direct fiscal control. This is handled by the Division of the Budget which prepares the
budget for the legislature. Fiscal approval is more administrative than legislative.

There are a number of projects currently underway: a 100,000 sq. ft. building that is a
rehabilitation of an old factory; a "turnkey" project which will take two years from request
to occupancy; and a 450,000 sq. ft. lease purchase agreement for an Environmental
Conservation building which will take three years from request to occupancy. Generally, it
takes two to four years from approval to occupation, depending on the location. (For
example, in New York City, the process four years. In upstate New York, it takes less
time.)

Currently the state has a total of 23 million sq. ft. of space. Of that, 12 million is owned,
and 11 million is leased. The state has been increasing the amount of leased office space
due to the growth of governmental agencies, as the table below shows (in million of sq ft):
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At the same time, the amount of owned space has not changed substantially.

Most construction projects are financed by the county where the building will be located.
The state then makes payments to the county until it the balance owed is paid in full. Last
year, the legislature approved 25-year lease purchase agreements. The state pays higher
amounts for the 25 years but it can eventually own the building, saving money in the long
run. The state wants to do more lease purchase agreements. Since approval, four projects
have been authorized with such an agreement.

There is a state policy for asbestos abatement; older buildings have been surveyed and are
abatement criteria established by the Health and Safety Office are being followed.
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State of Ohio

There are a number of agencies responsible for planning for state office space, but there is
not a single comprehensive master plan in the state of Ohio. The Ohio Building Authority
(OBA), which is a quasi-governmental agency, has a 20-year plan, including building
needs assessments, that is updated every two years to include information on the buildings
that were constructed in the interim. Thus far, a total of five buildings have been
constructed statewide, two in Columbus.

To obtain space, the requesting agency must first go to the Department of Administrative
Services, and then to the legislature for approval. If the project is approved, then it is given
to the OBA to fund. This sequence takes approximately four years, but can be longer if a
" building’s design and function are special or unique.

The state does not have any agency that determines the proportion of leased versus owned
space. The general policy is to avoid leasing space and to place agencies within state-
owned space. However, the amount of leased space has been increasing.

The OBA uses only tax-exempt bond financing for all projects.

Because most of the state office space is newer, there are few problems with asbestos.
However, the general policy is to abate whenever asbestos is found. The James A. Rhodes
State Office Tower, a 41-story, 1.1 million sq. ft. building constructed in 1974, was abated
in 1986. All buildings have been surveyed.
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State of Washington

Washington has a facilities master plan that was written in 1982 and is currently being
updated. This is the first update, and it is being supplemented with Thurston County's
master plan. It includes all functions.

The state does not have a written outline of the process that is used to plan and build new
state office space. The Thurston County master plan, however, does. Currently the state
is involved in a four building program that began the planning phase in August of 1988.
This program includes:

Three Natural Resources agencies, $73 million (will be located in capitol campus)
Department of Labor, $63 million (will be located in Tamwater, near Olympia)
Department of Ecology, $53 million (will be located in Lacey, near Olympia)
State Patrol, $60 million approximately, still in the planning phase

:th'—-

The length of time it takes from initial planning to occupancy varies since it is dependent
upon funds and legislature approval (e.g., in the mid-70s planning was done for Natural
Resources building, but funding was never approved, so it was never built). The current
program for the first two buildings started in 1988 and completion of construction is
scheduled as follows:

1.  Natural Resources and Department of Labor 1992
2.  Department of Ecology 1993
3.  State Patrol 1994

Programming can take anywhere from four to seven years. The current program is handled
by a Design/Build Procurement, in which the private contractor is responsible for both
design and construction.

Currently, about 50 percent of state office space is owned and 50 percent is leased. State
ownership of space is favored. General Administration has recently convinced the
legislature that it is cheaper to own than to lease, based on life-cycle planning. The
decision to lease office space depends upon the growth of the governmental agencies.

For the Department of Ecology, Certificates of Participation were used to fund the project.
For the State Patrol, gas tax money was used. The state’s key concern is to not dip into the
general fund because the legislature does not want to take away any money from higher
education or prison construction. The state agencies must devise other ways to obtain
funds.

The state has a needs assessment for upgrading older office space. Upgrading is done on a
case by case basis. The state has a policy to survey and remove asbestos; surveys have
been conducted, but not all asbestos has been removed.
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APPENDIX B
OPDM PLANNING PROCESS

The current methodology that OPDM uses for deciding the location of state offices is a
four-step process that includes a survey of existing conditions, a forecast of staffing and
facility needs, a derivation of alternatives, and recommendations. After an agency or
department has completed an internal planning process to identify needs, the department
prepares a conceptual plan. The department may do this plan internally, may approach
OPDM for assistance (although this is not required), or hire a consultant for this phase. If
OPDM assists in the Facility Master Plan and Concepts phase, location will be one factor
considered in a conceptual plan. The following describes the process as performed by
OPDM.

1. Survey of Existing Conditions

The survey of existing conditions includes a description of the existing facility location
detailing age, condition and size of the facility. This provides the square footage of the
floor area and other configurations useful for determining space needs of a given
department. Square footage for special space needs is also described for space currently
used for other than regular office space; for example, public reception area, conference
rooms, records and files, copy area, mail equipment and counter area, unit equipment (e.g.
microfilm viewers, etc.), computer room. These will vary from agency to agency.

The tenure of the agency in the existing space is documented, noting whether the office
space is owned or leased as in a lease-purchase agreement. This information is important
for determining the alternatives open to the requesting agency and for developing financing
options available to the agency.

The survey of existing conditions also describes current transportation, parking, and access
requirements for visitors, clients and staff, and the average number and variation of visitors
per day are estimated from historical records. A comparison of the need for parking and
the availability of parking is based on an estimate of visitors and a description of the
number of parking spaces available. The commute modes of the employees are examined
to determine whether the current location is accessible to public transit. The survey of
existing employee commute modes provides important transportation information in
determining the location of state office space.

The description of the program and its responsibilities are fully detailed, including the
number of units, functions, organizational chart and staff allocation (full-time, part-time
shifts). This information provides planners with a realistic view of the space being
requested and how it is to be utilized.

2. OPDM's Current Forecast Staffing and Facility Needs Methodology

An analysis of the effectiveness of OPDM's methodology is presented in the body of the
report. This discussion is intended to briefly summarize the process. The forecast of
staffing and facility needs is a quantification of current staff and square footage of the
facility currently in use. Itis a five and ten year projection of staffing and a calculation of
corresponding total space demand given special space needs of the requesting agency.
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The assumptions used in estimating the staffing demand are clearly stated. For example, is
staffing demand expected to remain constant in the next two years or is it expected to grow
or decline? If growth or decline is expected, by what proportion? What is expected to
happen in five years and what can be projected for ten years? The changes in dynamics of
the internal operations of the requesting department, which is the driving force behind the
staffing demand, is detailed. This provides the clue as to the source of the demand for
space.

At this stage of the planning process, basic space demand is usually calculated using a
standard of 150 net square feet per employee. Calculations for special space needs unique
to the requesting agency are added to this minimum amount to determine the total facility
space demand. This calculation establishes a base which is refined later to prepare a more
specific space program. It is the later space planning program which ultimately will
conform to the guidelines in the State Administrative Manual. (Section 1402).

Finally, to determine the final size of the required facility, given staffing demand for
corresponding years (five, ten years], 25 percent of the space demand is added to the total.
This proportion is allocated to building circulation, major hallway, elevators, and
stairways. Restrooms, mechanical, electrical and telephone equipment rooms are added as
tare.

3. Generation of Alternatives

The generation of alternatives usually will consider "do nothing," "relocate,” "lease," and
"acquire"” and perhaps variations of. The following criteria are used to determine the
viability of a given alternative: program needs; location needs; financing and cost; existing
plans; building size requirements; consolidated or split operations; access, parking, and
transportation issues; environmental issues and required documents; external political and
economic factors; and timing and scheduling of procedural steps.

" n

The ranking of the alternatives based on the rating scheme is subjective, given the fact that
only one of the criteria (cost in dollars) lends itself to a unit of measurement. The others
are nominal factors which raise all the old issues of who decides what the ranking should
be and how the decision should be made. For example, using the accessibility criteria, it is
understood that ideal is more desirable than good and good more desirable than fair. What
is not known is whether the desirability expressed between ideal and good is the same
distance as that between good and fair. To complicate matters, is accessibility more
important that location needs and vice versa?

Although it is not clear how this ranking is done, at least the criteria and the rating scheme -
are presented in the alternatives section to show how each alternative is rated. It is
plausible that the particular planner responsible for a given study is the one who decides on
the importance of the criteria and the ranking of the rating scheme subject to review. This
leads to the conclusion of a non-standardized method for generating alternatives.

4. Recommendations and Actions

The recommendation and actions present a description of the preferred action; that is, what
to do -- build, buy, lease, or other and where. A recommendation on how to finance the
preferred action is also provided. The justification for the preferred alternative is detailed,
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giving the rationales for that choice. Finally a description of the second choice strategy is
presented for comparative reasons and as a fall-back position.

OPDM, in the context just discussed, considers appropriate criteria for deciding where a
department should be located. However, the current method and process described for
locating state office space in Sacramento by OPDM is done only within the framework of a
feasibility study, usually for the purpose of choosing between specified alternatives. The
process is a "piecemeal" approach which deals with one case at a time in isolation. That is,
OPDM responds to the location needs of a requesting agency as a service agency.

Consultants recommend that the state should develop a systematic planning process for
locating state office space in Sacramento. This implies placing authority of the planning
function within an agency whose role will be to see that the objectives of the CAP are
achieved.
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APPENDIX C
CAPITAL OUTLAY PROCESS COMPONENTS & TIME LINE

I. Concepts and Documentation Phase (Facilities Planning)

(2-5 months)

A. Project Initiation, Concept Development by State Agency

B. Preparation of Facilities Plan and Supporting Data

1. Planning Assumptions

a. Desired Location (e.g. remain in Sacramento)
b. Ownership (e.g. own its facility)
c. Funding (e.g. purchase through C.O. Process)
d. Availability of funds (e.g. funds are available)

2. Survey of Existing Conditions
a. Program of Agency
b Facilities Inventory
c. Employee Population
d Employee Travel Characteristics
e Visitor and Parking Demands
3. Forecast Employee Population and Space Demand
4. Financing Options
a. Leasing
b. Lease with Option to Purchase
c. Lease/Purchase
d. Ownership
S. Alternatives, Analysis and Evaluation
6. Recommendations and Actions

oo

Approval of Facilities Plan by DGS and client state agency, if appropriate
Preparation of Five Year Program and Capital Outlay Budget Change
Proposal(s) (COBCP's) by state agency.

1.

Five Year Program

a. List of projects planned, with estimated costs in priority
order

b. List of criteria used to determine project priority

c. Discussion on how each project meets these criteria

d. Discussion of alternatives for financing plan

e. Recommendation for financing the plan, based on one or
more of the alternatives.

2. COBCP's

E. Summary Sheet listing all proposed projects in departmental preliminary
priority order

I1. Budget Package (BP) Phase (17 months)
A. COPBCP sent to Department of Finance (DOF) and OPDM
B. DOF and OPDM review of COBCP for budgetary implications, clarity of
scope definition, technical feasibility of the proposal, appropriateness of
cost estimates, discussion on alternatives
1. If DOF approves, go to "C"
2. If DOF rejects, COPBCP returned to Agency for either rejection,
rewrite, revisions, or additional information
DOF asks OPDM for fee to do BP
OPDM requires fee proposals to do BP from:
1. OSA, or if workload, time restraints, or complexity require

oo

page 106 ' ILPP/AG 3/AG FINAL APPENDICES/8/10/90



Facilities Planning Review for the Auditor General

III.

IV.

= om

o]

2. Outside private consultant

OPDM receives fee proposal, informs DOF of amount and requests
approval from DOF to proceed with BP preparation

If DOF approves, OPDM authorizes preparation of BP

BP is prepared including scope, pre-schematic drawings, cost estimate,
outline specifications, schedule

OPDM reviews BP for general consistency

1. If not acceptable, returned for revisions, or corrections

2. If acceptable, sent to DOF

DOF conducts scope meetings and budget hearings with client agency,
OPDM, LAO

Governor's Budget is prepared by DOF using data in BP; Legislative
Review/Hearings are held during the Spring

Land Acquisition Phase (0-12 months)

A.
B.

mon

Pre
A.
B

on

E.

Department and OREDS begin site selection process

After site is identified, report is prepared for Finance by OREDS

1. Description of property (e.g. acres, assessor's parcel numbers)

2. Specific location including vicinity map, Scnatc/Assembly district

numbers, parcel numbers, "Zone of Interest Map" showing

proposed and currently acquired areas.

Purpose of acquisition

Potential use of existing facilities

Factors influencing site selection

Approximate value of each parcel

a. Basis of appraisal

b. Proposed funding source

7. Funding history, priority of project compared with department's
Five Year Plan

PWB approves site selection

OREDS acquires property

PWB approves settlement price

AN bW

liminary Plans (PP) Phase (3-12 months)

Consultant Selection Process (see Appendix)
Prepare PP's (which can include initially Schematics and then moving onto
Design Developments (DD) Documents or just DD's)

1. Plans

2. Specifications
3. Estimate
Review PP's

Public Works Board (PWB) approval of PP's and authorization to proceed
with Working Drawings; request due to PWB 20 days before scheduled
meeting unless legislative notification is required; then, 25 days before
scheduled meeting

Department submits Forms 14D and 22 to DOF to encumber funds for
Working Drawings.

Working Drawings (WD) Phase (3-12 months)

A.
B.

C.

Consultant Selection Process, if required (see Appendix)

Prepare Plans, Specs., Estimates (PS&E) (which can include 50, 75, and
90 percent completed documcnts)

Review of PS&E

1. Plans and Specifications
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J.

a. Review by OPDM and other state Reviewing Agencies (e.g.
State Fire Marshal, Structural Safety Section of OSA, Office
of Statewide Health Planning and Development (OSHPD),
where required

VI.  Bidding Phase (3-6 months)
A.

b. Make revisions, final checks and final review
c. Certify OSHPD, if necessary
2. Estimate
a. Review by OPDM
b. Update if necessary
c. Prepare final estimate
d. Request Accounting to certify availability of funds
e. Combine and submit SAM 6722 data to client agency
i. Complete and dated set of ED's, specs and final cost
estimate
il Form 14D, "Request for Approval to Proceed or
Encumber Funds"
iii. Updated project schedule
iv.  Certification that the scope of the project is the same
as the legislatively approved scope
f. Submission of data (per SAM 6722) by client agency to
DOF
g. Review of data by DOF
h. DOF approves notice to proceed (Form 14d) to bid the
project
Notifications
1. Assembly members of project's district
2. Senators of project's district
3. Board of Supervisors/City Council of project area
Advertising
1. Prepare advertisement
2. Prepare advertisement schedule; submit to OSA Specification
Section and after reviewed, to Contracts Section; submit ad to trade
and general circulation papers and State Contracts Register
3. Specifications submitted to Spec. Sect., reviewed, print specs
4. Stamp plans "Released to Bid," submit to OSA, coordinate plans
and specs, print and assemble plans
5. Issue plans and specifications to interested parties, builders
exchanges and minority plan rooms
6. Verify contractors pre-qualifications
7. Issue bid proposals
8. Answer various bid questions
9. Answer and resolve requests for clarifications from contractors
10.  Conduct pre-bid conferences
11.  Perform Minority Woman-owned Business Enterprise MWBE
outreach
12.  Issue addenda, as necessary
Award of Contract
1. Receive bids
2. Analyze bids
a. Check licenses

b. Check Small Business Preferences
c. Check pre-qualifications
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VIL

VIIL

IX.

Distribute bid tabulations

Prepare financial statement

Resolution of any errors in bid

If bid is over appropriation for construction, augmentation will be

required. PWB can authorize augmentation up to 20 percent. Any

single augmentation or aggregate augmentations that exceed 10

percent of the funds appropriated require a 20 day notification to the

Joint Legislative Budget Committee

7. Approve to award (14D)

8. Certification of SMWBE Goals or Good Faith Effort

9. Transfer of funds

10.  Obtaining signatures including bonds and insurance

11.  Issue Notice to Proceed

12.  Obtain any substitution of subcontractors

13.  Certify payroll requests from unions and Dept. of Industrial
Relations '

14.  Prepare and submit necessary quarterly reports

AN W

Construction Phase (3-36 months)

A.
B.

mon

e

T Q

Kickoff meetings

Construct project

1. Monitor construction progress

2. Monitor schedule

Progress payments

Process Change Orders (a change to contract)

Close out contract

1. Final inspection

2. Punch list

3. Warrantees and guarantees

4, Keys and manuals

5. Acceptance of contract

Resolution of contract time and assessment of liquidated damages (if
appropriate)

Notice of Completion or Cessation filed with County Recorder
Proposed final payment

Claims and Close-out Phase

vOwy»

E.
F.

Contractor files claims

Resolution of claims

Arbitration

Final payment

1. Existing funds

2. Augmentation

3. Board of Control

Return balance of funds

Close contract and project number per G.C. 14959

Environmental Review Process Phase (must be completed before PP’s are
completed and state agency goes to PWB) (4-24 months)

A.
B.
C.
D.

Project Initiation
Project Description
Initial Study

Notice of Preparation
1. Preparation
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2. Review Period

3. Scoping Meeting(s)

Draft Environmental Impact Report (DEIR)

1. Preparation

2 Administrative DEIR (ADEIR) production

3. Initial internal review of ADEIR

4. Incorporation of internal review comments

5 DEIR production

6. Public review of DEIR

Final Environmental Impact Report (FEIR)

1. Scoping of comments

2 Preparation of responses to comments

3. Preparation of Administrative FEIR (AFEIR)

4. Initial internal review of AFEIR

5 Incorporation of internal review comments

6. FEIR production

Statement of Findings, Certification, Notice of Determination, Statement of

Overriding Consideration

1. Preparation of Statement of Findings (SOF)

2 Preparation of Certification (CERT)

3. Preparation of Notice of Determination (NOD)

4. Preparation of Statement of Overriding Consideration (SOC) (if
required)

5 Review of SOF, CERT, NOD and SOC (if required)

6 Signing of SOF, CERT, NOD, and SOC (if required)

7. Filing of NOD

Litigation Period

I. Consultant Selection Process

ARECZQEOmMOO Wy

Define scope of project for advertisement in State Contracts Register (SCR)
Place ad in SCR and professional publications for Statements of
Qualifications

Review Statements of Qualifications

Determine SMWBE Goals met or good faith effort performed

Determine short list of qualified consultants

Notify short listed consultants of interviews

Conduct interviews, including scheduling and notification

Make selection of consultant and notify

Request proposed fee schedule from consultants

Prepare estimate of value of services (EVS)

Agreement on scope and then fees with consultant

II. Contracting Process

MY oWy

Prepare agreement

Send to consultant for signature

Obtain necessary approvals

Issue Notice to Proceed to consultant
Prepare and submit required quarterly reports
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APPENDIX D
PROJECTIONS

A. CURRENT PROJECTION METHODOLOGY
1. OPDM'’s Projection Methodology

A facilities plan must answer the difficult question of how large each facility must be
several years into the future. Because space is a function of staff size, planners generally
project staffing levels first and then translate these into square footages.

At the level of the Facilities Plan, OPDM conducts an annual survey of the department
heads or business services officers and uses their expectations of 5- and 10-year growth for
its staffing forecasts. If an estimate does not exceed a "normal” rate of growth it is
accepted without modification; otherwise the planner goes back to the agency to discuss the
reasons for the rapid increase. The final figure is agreed upon by both parties; OPDM does
not dictate the answer.

This very simple procedure may be the most practical technique for a preliminary estimate
of the growth of a large number of agencies when only a very small planning staff is
available. But how well does it work? Since the first survey was conducted in 1977 it is
possible to compare the early predictions with the actual staffing in later years. To put this
into context, general trends in state employment and the data available to evaluate the
forecasts are discussed first.

2. Trends in State Employment

The growth of public agencies is affected by a host of external factors. Other things being
equal, staffing grows along with state population, perhaps slightly more slowly because of
increasing efficiency in agency operations. But shifts in public demands and
socioeconomic conditions can substantially modify these growth patterns by adding new
responsibilities or curtailing old programs. The California tax revolt, and specifically the
provisions of the Gann Amendment, have attempted to place limitations on overall growth,
though there was a hint in the June 1990 primaries that this may be relaxed somewhat in the
mid-term future.

The current study, however, is concerned primarily with those employees in Sacramento
rather than statewide. Sacramento employees will not necessarily follow the same growth
pattern as the total. There has been strong growth in some programs in the capitol,
particularly prison construction and toxic waste management, which has caused
corresponding increases in Sacramento employees. Proposition 13 caused a shift in
responsibilities from the local to the state level, and it has been suggested that this may also
have contributed to the growth of state employment in Sacramento. Developments of this
sort will have important consequences for the Sacramento Facilities Plan.

3. Data from OPDM and Other Sources

Aggregate data are available for historical and current state population, total state
employment, and office population in the Sacramento area. The first two of these come
from the 1990-91 Governor's Budget. Appendix Figure 1 below shows the growth of
total state government employment, and Appendix Figure 2 shows this figure per 1,000
state residents since 1958. Total employment has increased nearly every year, but per
capita employment hit its peak in 1977 and declined steadily until 1988.
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Figure 1
California State Employees
Statewide, Total
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California State Employees
Statewide, Per Capita
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OPDM (and its predecessor, OFPD) made current and predicted staffing surveys for 1978
through 1982, calculated Sacramento-area totals for 1984 and 1985, and conducted another
full survey in 1988. The five- and ten-year predictions for the earlier period can be
compared with the actual staffing in the later years. Table 3 shows the total staffing for
1977 to 1988 (data for the starred years are Consultants' interpolations), as reported in the
8th Supplement to the Sacramento Facilities Plan.

Table 3: OPDM Space Data!

NSF Employees

Agency Year Office Other Now Syears 10 years
EDD ' 1978 284,848 55,130 2,286 2,489 2,665
1980 623,860 55,130 4,010 4514 4,907
1982 630,180 67,850 3,949 4,151 4403
1988 713,201 NA 4479 4,552 4,629
DMV 1978 623,256 68,763 4,219 8,749 9,567
1980 624,160 68,760 3,859 3,901 4,001
1982 624,200 72,400 3,543 3951 4,001
1988 608,154 NA 3,079 3420 3,762
CALTRANS 1978 367,158 195,316 2,265 2,491 2,591
1980 328,280 241,310 2,640 3,004 3,004
1982 366,850 241,700 2,745 3,057 3,057
1988 591,981 NA 2,864 3,125 3,327
FRANCHISE 1978 371,243 51,598 1,872 2,193 2,454
TAX 1980 371,230 112,600 2,726 3,456 3,901
1982 516,610 NA 3,667 4,124 4,746
1988 624,714 NA 2,714 4,256 4,872
HEALTH 1978 NA NA 1,525 1,708 1,872
SERVICES 1980 294,760 51,400 2,170 2,392 2,622
1982 291,068 51,400 2,466 2,703 2978
1988 420,296 NA 2497 2,788 2,968
GENERAL 1978 241,504 488,741 1,624 1,780 1,880
SERVICES 1980 242,000 626,460 2,110 2,284 2,515
1982 397,720 605,351 2,126 2,200 2,229
1988 464,110 NA 2,043 2,163 2,274
SOCIAL 1978 403,490 16,379 3,058 1,312 1410
SERVICES 1980 260,740 23,210 1,638 1,937 2,165
1982 277,340 70,800 1,861 1,982 2,028
1988 337,974 NA 1,827 1,971 2,150
TOTAL, 1978 4,160,300 1,315,430 28,754 34,382 37,051
22 largest 1980 4,746,810 1,991,710 32,049 35,867 38,770
agencies 1982 5,206,820 1,765,701 33,684 36,424 38,762

1988 6,803,328 34,883 38,965 41,494

less Lottery 1988 6,685,190 34,189 38,271 40,800
TOTAL, 1978 6,083,700 NA 37,600 44,100 48,800
all agencies 1980 6,500,000 NA 41,640 46,342 50,390
1982 7,139,100 NA 43,590 47,170 50,185
1988 9,161,267 NA 45815 51,421 55,244

11n 1978 a major reorganization transferred some 1,100 employees from Social Services to EDD and
another 550 from Social Services to Health. These changes were reflected in the 5-year outlook for Social
Services only. The absolute growth in these three departments combined (1978 to 1988) has been 1934 new
employees in the Sacramento area.
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Sacramento area employment (for which the earliest data came from the original 1960 Plan
and may not be comparable) shows growth similar to that of state employment overall, but
the drop in per capita employment does not begin until 1982 (Appendix Figures 3, 4). In
particular, it rose sharply for five years (1977 - 82) when statewide per capita employment
was falling. The percentage of total state employees in Sacramento continued to increase
until 1985 (Appendix Figure 5). This trend also may have reversed itself, though that will
not become clear for a few more years.

Figure 3
California State Employees
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4, mparison of For with 1 fin

Most of the 5-year forecasts for total Sacramento employment (excluding the one made for
1986) were quite accurate, and even the ten-year forecast is only a little high, equaling
perhaps what the staffing will be in 1990. In terms of overall demand, the rather simple
methodology described above gives accurate results.

When individual departments are examined, however, it appears that this agreement
between prediction and actuality may be fortuitous. Table 3 also shows the same figures
for the seven largest departments, most of which have well over 2,000 employees in the
Sacramento area. EDD and DMV show spectacular, and opposite, inaccuracies in their
1977 estimates. (They did, however, approach reality in the succeeding years.) CalTrans
and FTB, on the other hand, did fairly well with their 10-year forecasts. Farther down the
list of large departments (not shown) there are two even greater errors: the Departments of
Corrections and Housing & Community Development underestimated their ten-year growth
by 165 percent and 130 percent, respectively; and of course in 1978 there was no
projection at all for the 700 employees of the State Lottery Commission which was
established later.

It might be asked why the overall forecast is so accurate while those for individual
departments are often in error. There are two reasons for this. The first is that the errors
are not systematic: some estimates are too high and some are too low, so they average out.
Second, it is probably the case that funding of state employment overall is rather rigidly
constrained. The competition for funding among agencies becomes a zero-sum game
where an increase in one department's staffing implies a corresponding decrease in the
staffing of others. Since the Sacramento Facilities Plan is used to project space needs for
individual departments as well as the overall demand, it would appear that the procedure
needs to be modified when working at the individual project level of specificity.

5. Discussion of OPDM's Methodology

Forecasting is an art, not a science. Because of the great number of uncertainties and
unpredictabilities in the factors affecting staff growth, planners must assemble as much
relevant data as possible, from a variety of sources, and ultimately use their judgment in
arriving at a final figure. Precise mathematical techniques for extrapolating historical data
are available, but they assume that the future will continue to be like the past which is not a
bad assumption in the short run in most cases, but increasingly inaccurate as time proceeds.
Since state employment is fueled, ultimately, by state population growth, any projection of
a rate which differs sharply from that growth must be suspect. (The principal exception
would be of a program or activity which is being gradually phased out, never to reappear.)

OPDM's technique involves the planner's judgement rather than formal criteria at several
points, for example, the decision as to whether the agency's forecast is to be taken at face
value. For the maximum "normal” growth rate a range of two percent to five percent
annually is used, with the planner's experience deciding exactly when the projection needs
further review; and even then the final value is arrived at only after discussion and
agreement with the subject agency.

Since OPDM uses agency management's expectations for staffing, it relies upon the
forecasting techniques used by those managers. It is not known what those techniques are,
nor at what level of sophistication the estimates are made, especially with smaller agencies.
Some agencies prepare much more careful and reliable forecasts than others. When an
agency predicts growth of some round number (say 10 or 100) for each 5-year period it
appears that the estimate may be no more than an offhand guess.
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Using managers' forecasts also runs the risk of incorporating their desires rather than an
assessment of what is actually going to occur given fiscal and political realities. Program
administrators are generally convinced of the need for their services and are aware of the
funding shortfall; under these circumstances it is easy to slide over into the realm of
predicting what would be needed to do the job properly, or even to exaggerating these
needs in order to improve the chances for future staffing. Consultants do not mean to
imply that this is occurring, only that, without an in-depth study of the particular agencies,
it is impossible to be certain that it is not.

Despite the limitation mentioned above, historical staffing records are of use in making
forecasts since they provide a counterpoint to managers' aspirations. If the funding
process is seen as a contest between agency management, which wishes to expand, and the
guardians of the resources (Department of Finance and the Legislature) which are trying to
restrict expenditures, the historical staffing record may be interpreted as a measure of the
agency's likelihood of success in actually obtaining its requested funding. As long as the
personalities, issues, and strategies remain the same, the outcome of the struggle is not
likely to be much different. (However a change in either the agency administration or the
Governor or legislative leadership can render this indicator obsolete.)

Another technique which is used by OPDM to confirm their estimates, is the ratio of
Sacramento area staffing to total state population. In the original Capitol Area Plan this
ratio was assumed to be a constant 1.7 office staff per 1,000 residents. In the 8th
Supplement this ratio was updated to 1.8 per 1,000. However, Appendix Figure 4 shows
that this value was attained only in 1981; by 1988 the ratio had fallen to 1.72 and appeared
to be on a steady path downward. The proportion of state employees in Sacramento has
also begun to fall (Appendix Figure 5). Given the overall drop in per capita state
employment it appears that future Sacramento employment may not be quite as high as 1.8
per thousand.

(Note that there are different sets of state population figures for making the per capita
calculations; using a different series will give different ratios. Appendix Figure 4 was
constructed using the staffing figures from the 8th Supplement and population figures from
Report 88 P-4 (Department of Finance, Population Research Unit, February 1988). This
will be the last set of population projections until the 1990 Census figures become
available. The tail end of the curve in Appendix Figure 4 also shows staffing ratios
calculated according to the "Governor's" population figures; these figures are taken from
Schedule 5 of the appendix to the 1990-90 Governor's Budget, and represent later
estimates by DOF. They are in close agreement with the "DOF" figures through 1985 but
then become somewhat larger. The "DOF" population estimate for 1988 is 27,847,200; the
"Governor's" is 28,323,000. However, only the DOF series extends beyond 1988, so it is
used for the projections even though it may not be as accurate. Since Appendix Figure 4
uses a single set of population and staffing figures, it will at least be internally consistent
even if the exact values differ from those in the Supplement.)

OPDM attributes the growth in the per capita ratio primarily to increases for corrections and
toxic wastes. While these have indeed grown, several programs unconnected to them have
also grown much faster than population: examples are EDD, the Franchise Tax Board, the
Controller, Housing and Community Development, and the state Lottery, which was not
there at all in 1978. The increase is due to growth in a number of programs, not just in
toxics and corrections.
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6. Recommended Modifications to the Methodology

How should the state make population forecasts? As argued above, as many factors as
practical should be considered. These, unfortunately, require staff time. Given the
resources available to it, OPDM is employing reasonable procedures for staffing
projections. If more planning manpower were available, it would be useful for OPDM to
supplement these forecasts with a review of historical staffing records, both at the
departmental and the aggregate levels. Agency planning officers should be interviewed,
particularly with regard to the acquisition of new programs or responsibilities or the
phasing out of old ones, and changes of this sort should be included in the considerations.

Few responsible planners will claim a high degree of reliability for forecasts for ten or more
years in a dynamic situation such as California state government. Unfortunately, state-
owned buildings take nearly ten years from conception to occupancy. By the time they are
built the original plan is outdated. Even if the present cumbersome funding construction
process were to be appreciably shortened it would add only a few years to the usefulness of
the plan. This then becomes an argument for building flexibility: allow rearrangement of
interior space, make provision for addition to the building, and consider general-purpose
buildings suitable for several agencies.

B. CONSULTANTS' STAFFING ESTIMATE

Consultants have made an independent projection of total Sacramento area office staffing.
The model begins with the staffing as of 1988 (the latest year of the survey) and makes the
following assumptions:

The population of California will grow from 27,847,200 in 1988 to 30,116,600 in 1993
and 32,111,700 in 1998

Per capita staffing in Sacramento will continue to decrease for a few years, from 1.72 in
1988 to 1.71 in 1991, and then level off at that value for a few years under a somewhat less
fiscally conservative state administration. Since the per capita trend has been on a fairly
steady downward course for seven years, it looks as though this will continue. The
shortfall in the 1990-91 budget would seem to argue for the lower staffing levels at this
time.

The following values emerge:

Table 4
Comparison of OPDM and Consultants' Staffing Estimates
Year OPDM Consultants
1993 53,747 51,499
1998 57,812 54,911
2003 57,910

Using the DOF population projections, OPDM's forecasts correspond to a ratio of 1.78 in
1993 and 1.80 in 1998. These values are a little higher than the historical record of the last
few years. To put these projections in perspective, note that OPDM's staffing projection for
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1998 would be reached with a ratio of 1.71 in the year 2003. (Consultants are not
proposing to extend their projection that far into the future.)

Any forecast must be continually updated to take account of changing conditions. The
results of the 1990 survey should be inserted into this model as soon as they are available.

Making a projection for an individual agency requires an in depth understanding of that
agency's needs, the fiscal and political hurdles they need to overcome, and prospective
changes in both procedures and responsibilities. Obtaining such information is outside the
scope of the present contract; for this reason, Consultants have not made projections at the
agency level.

C. SPACE REQUIREMENTS

Translating staffing to space requirements can be straightforward or complex. In its overall

estimates, OPDM takes the present space and then uses a nominal figure of 150 net square

feet (sq. ft.) for each new person added. This is not a bad guess for a first approximation

for office workers, though it can be far off for blue-collar staff. Consultants find that

current average space use in the offices covered by the plan is 200 net sq. ft. per worker.

This includes not only personal work space but an allowance for common areas -
conference and break rooms, reproduction, libraries, reception, etc. The marginal figure of

150 sq. ft. takes into account, but does not increase, these common areas. For small staff

increases this will not be a bad guess, but if there is substantial growth then there must be

common space added as well.

When an agency's needs are examined in more detail, differences emerge. The amount of
space devoted to records storage varies. Some classes of personnel (attorneys, counselors)
need more privacy than others (clerks, analysts) and will thus require private offices rather
than open workspace. Some agencies have special needs (libraries, laboratories, large
computers). Nearly everyone would like more conference rooms and employee break
areas. These can be determined to some extent from an agency's present space usage.
However, existing configurations, especially in older buildings, may be determined by
inefficient layouts and indicate need for more space than would be necessary with a proper
design.

The use of a nominal 150 sq. ft. is useful for preliminary planning, but a detailed program
for a new facility must take into account the organization's specific operations. In
calculating the requirements for leased space, OREDS asks for a projection of the total
number of workers by state personnel classification, and then applies the space allowances
specified in the State Administrative Manual for each category, adding in common area as
“needed. This would be a better way to determine space requirements in the Facilities Plan
overall, but takes more staff time than is available for OPDM at present.

D. COMMENTS ON THE DATA REQUIREMENTS FOR PROJECTIONS

All projections, and indeed any intelligent application of the Sacramento Facilities Plan,
depends upon having a complete and accurate set of data from which to work. Some
inconsistencies in facility size in previous reports have led to embarrassing errors. (See
note to Table 2 in the Eighth Supplement.) In addition, the Sacramento employment
figures are derived from surveys, to which response is voluntary, and for which there have
been some inaccurate or incomplete responses. For example, the Legislature, which has
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exempted itself from its Plan, has given at most only partial responses to the surveys, and
has not been consistent in these from year to year; the resulting uncertainties appear to be
the largest source of error in the current staffing figures.

What must be known, at a minimum, is the number of facilities, their size, staffing, and
ownership status. Determining this is not a simple task as there is no existing compendium
of this information. The Statewide Property Inventory now being compiled by OREDS is
the closest approach to such a comprehensive data source. Consultants believe that this
effort should continue to be supported and that this inventory should be the basis on which
all facilities planning is carried out. The maintenance of a separate database can only lead to
confusion (as well as being a duplication of effort.)

Database owners generally guard their property jealously and resist allowing others to make
entries into it, lest it become corrupted. However, database users sometimes have access to
more accurate data, and frequently need to add some of their own information. Without
specifying here the exact organizational arrangement under which this should be done,
Consultants recommend that OPDM use only the Statewide Property Inventory (SPI) data
for their analyses and projections. This means that they must have continual read-only
access to the SPI and be able to transmit updated or additional information to the SPI
managers for input.
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APPENDIX E
REVIEW OF OPDM'S ECONOMIC FORECASTING MODEL

INTRODUCTION

This appendix reviews OPDM's Economic Forecasting Model (EFM) from a functional and
technical perspective. The functional review assesses how the model is currently being
used by OPDM and others in the office space decision-making process (both lease and
build). The technical review includes an evaluation of the way in which the model
variables interact, such as the calculation of 50-year bond financing costs. In addition to
general structural considerations is an evaluation of the parameters OPDM currently uses
for the model variables, such as bond interest rates and a discussion of how the accuracy of
the model may be improved by changing some of these parameters. Finally, the
recommended improvements of these parameters are related to the recommended financing
techniques discussed in Appendix G.

FUNCTIONAL REVIEW

The EFM is used as an analytical tool by OPDM to assist in office space financing
decisions. Broadly speaking there are two general types of financing approaches used by
OPDM to accommodate office needs that are incorporated in the EFM: private and public.
The private options include straight leasing of privately owned buildings and variations of
lease/own, such as lease with an option to purchase and installment sale. The public
financing approaches use either Capital Outlay Funds or a form of tax-exempt financing,
such as lease revenue bonds or certificates of participation to raise money for constructing
an office building.

The EFM can evaluate the financing parameters within a single technique, such as straight
leasing, or compare two different financing approaches, such as straight leasing vs. lease
revenue bonds. For example, it can evaluate two different base rent assumptions for a
lease OREDS is negotiating. For the same negotiations, OREDS may want to compare a
straight leasing approach with a lease-purchase option. Although it can be used to assist in
leasing negotiations, the model is primarily used for OPDM planning purposes.

The model must be flexible in order to analyze, at different levels of detail, the economic
trade-offs of private vs. public financing options at different points along the space
planning process continuum. This means that it must contain a sufficient number of
variables that can interact to provide results at all stages of the Capital Outlay Process; i.e.,
from conceptual planning and budget preparation through working drawings and the
bidding/construction phase.

Consultants found that the number and types of variables included in the model were
sufficient to carry out this mandate. The following list of the types of variables contained
in a hypothetical straight lease vs. build comparison evaluation illustrates the
comprehensiveness of the EFM .

Straight Leasing Variables
+ Building life
» Estimated annual operating and maintenance (O&M) costs
» Date of O&M estimate
* Annual rate of increase in O&M
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» Estimated net square footage
» Annual rate of increase of base rent
» Annual rental increase with nine rental changes during the building's economic life

Bulld Variables (with Bond Financing)

Net square feet

Date construction starts

Date construction ends

Estimated land value

Annual rate of increase in land through mid-construction
Land purchased in a lump sum?

Estimated construction costs

Annual rate of increase of construction costs

Estimated annual operating and maintenance (O&M) costs
Annual rate of increase in O&M costs

Construction loan interest rate

Estimated cost of preliminary plans

Estimated cost of working drawings

Construction loan, preliminary plans and working drawings paid in one lump sum?
Estimated gross square footage

Average Coupon Yield

Bond life in years

Earning rate for Debt Service Reserve

Earning rate for capitalized interest

Earning rate for construction fund

Underwriter's discount rate

Underwriter's fee rate

Insurance fee

Other costs

Debt Service Reserve requirement

® O &6 6 o &6 ¢ & & O O O o o6 O o O o6 o o o o o o

Each of the different types of public and private financing approaches analyzed by the EFM
contain this level of detail.

TECHNICAL REVIEW

Consultants find that the structure of the model (i.e., the way it uses variables to determine
the cost of private and public financing methods) is appropriate for the analyses it is
intended to perform. However, like all other models, results are only as good as the input
assumptions used by the analyst. The input assumptions for the build option using tax-
exempt financing are reviewed. Other input assumptions, such as operating and
maintenance costs, construction costs and schedule, lease rates, etc., are beyond the scope
of this study and are not reviewed.

Bond Fi ing P .
The EFM has a bond sizing component that provides annual debt service payments. Debt
service payments, combined with the costs of operating and maintaining state buildings,

determines the annual costs of owning a building. (The general process used in the EFM is
similar to that discussed in a following section regarding the lease vs. build issue.)
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Of the bond sizing variables reviewed, the list below indicates the ones that may need
clarification when used in the EFM. Following the list, each variable is described in detail.

Average Coupon Yield

Earning rate for Debt Service Reserve
Earning rate for capitalized interest
Earning rate for construction fund
Underwriter's discount rate
Underwriter's fee rate

Other costs

e & o o o o o

Average Coupon Yield

The model amortizes the net construction requirement over the bond life at the "average
coupon yield" to determine annual debt service payments. This is a relatively standard
approach to bond sizing. However, the definition of the term "average coupon yield" and
the rate chosen for the model are not clear.

Generally speaking, a "coupon” in bond financing is the semi-annual rate of interest paid
on the par (face value) amount of a bond. In most of the state's lease revenue bond issues,
a bond sale contains several bonds, e.g., serial and term bonds. The 1988 Los Angeles
State Building Authority Lease Revenue Bonds had 15 serial bonds and one term bond,
each with its own coupon, or interest rate.

Coupons do not take into consideration the "discount” or "commission" paid to the
underwriters, other costs of issuance incurred by the issuer, or discounts/premiums at
which the bonds are sold to the public. Yield, on the other hand, may have several
definitions. From the state or borrower's perspective, yield refers to the cost, expressed
as an internal rate of return, of the capital it raises from investors in exchange for interest
payments it makes to them. The cost of capital includes the underwriter discount, the
state's cost of issuance, and discounts or premiums paid by the investors. This cost is
often referred to as the true interest cost (TIC). What is unclear in the EFM is the rate the
"average coupon yield expresses; i.e., is it a coupon rate (if so for which bond maturity) or
yield? If a yield, does it include underwriter's discount in addition to the price paid by
investors and the coupon rate?

The OPDM analyst using the EFM calls the State Treasurer and requests an "average
coupon yield." This is probably the TIC. Since the EFM uses a single rate, the State
Treasurer probably supplies the TIC, although this would have to be verified. If it is the
TIC, then the model is making the debt service payments higher than they should be
because it double-counts for underwriter discount, underwriter fee rate (in and of
themselves a possible double counting) and other costs which may be included in the TIC.
If the "average coupon yield" does not include underwriter discount and issuer's expenses,
i.e., the non-arbitrage yield (see the discussion of earnings rate for the construction,
capitalized interest and debt service reserve funds), then it is not double counting. The
OPDM analyst needs to clarify with the State Treasurer the elements included in the
"average coupon yield" and use the appropriate rate in conjunction with the underwriter
discount and issuer's expense variables.
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Earning Rate for Debt Service Reserve italized Interest and Construction Funds

The 1986 tax reform law requires issuers to rebate any excess income earned in the Debt
Service Reserve (DSR), Capitalized Interest and Construction Funds above the publicly
offered bond TIC to the federal government. For calculation purposes, the publicly offered
bond TIC does not include underwriter's discount or cost of issuance.

The EFM allows the analyst to enter any earnings rate for the DSR, capitalized interest, and
construction funds. The rate the analyst enters should not exceed the arbitrage yield of the
bonds for these funds. If the "average coupon yield" definition includes the underwriter
discount and issuers expenses, then the yield is too high. If the "average coupon yield" is
the arbitrage yield, then it is correct.

Complicating the issue of the appropriate earnings rate for the debt service reserve,
capitalized interest and debt service reserve funds is a change to the rebate requirements
passed in the 1989 Tax Reconciliation Act. The act allows issuers to select the rebate or
penalty method in regards to excess earnings. The rebate method is the same as described
above. The penalty method allows the issuer to invest the gross proceeds of the issue
(except the debt service reserve fund) if they are spent within two years according to the
following schedule:

a. 10 percent spent within 6 months

b. 45 percent spent within 12 months

c. 75 percent spent within 18 months

d. 100 percent spent within 24 months (with a reasonable retainage of up to 5 percent
until the end of 36 months to allow for contingencies)

If the proceeds are not spent according to the schedule above, the issuer must pay a
penalty.

For purposes of the EFM, the arbitrage bond yield should be used for the debt-serviced
reserve, capitalized interest and construction fund for those projects with construction
periods exceeding two years. If the project is certain to be built within two years, then a
higher earnings rate could be used. For consistency purposes, the Pooled Money
Investment Board's rate is reccommended. This rate is used for the cost of a construction
loan (see construction variables, below) and the discount rate for comparing two alternative
financing methods.

The underwriter discount rate often refers to the "spread” the investment banks receive for
purchasing the bonds and reoffering them to the investing public. The "spread"” consists of
the "takedown," underwriter risk, management fee and expenses. Takedown is the "sales
commission” the underwriter receives for buying the bonds and reselling them to the
public. It is usually the largest component of the "spread”. Underwriter risk is the fee paid
to the underwriter for buying the bonds and risking the firm's capital if the underwriter
resells the bonds at a loss (or if he is not able to place all the bonds with investors). The
management fee is only charged in a negotiated sale and represents the charge for
developing the legal and credit aspects of the bond structure. The final element of the
underwriter "spread" are out-of-pocket expenses. These charges represent cost of travel,
use of computers and the like for structuring the transaction. They also only accompany a
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negotiated sale. In addition to these underwriting expenses, the issuer also incurs other
costs such as bond counsel, printing expenses, underwriter's counsel, etc.

Whether the EFM should include these costs depends on what is contained in the "average
coupon yield." If underwriter's spread and issuer's costs are already calculated in the TIC
that is used as the "average coupon yield," then it is not necessary to add the Underwriter's
Discount Rate, Underwriter's Fee Rate and other cost amounts to the bond sizing. If the
"average coupon yield" does not include these costs, then they should be taken into
consideration during bond sizing.

If underwriter discount rate, underwriter fee rate and other costs are used, then they should
vary between one percent and two percent of the size of the issue. This is a general rule, as
the issue size will determine the actual costs. For the five lease transactions reviewed
between 1985 and 1989, the average cost was 1.74 percent of the par amount of bonds (see
Table 5, below).

TABLE 5
Underwriter Discount and Issuer Costs
of Issuance for Five State of California
Lease Financing Bond Sales

Underwriter

Issue Amount Discount(%) Issuer Costs(%) Total(%)
1. 1988LA 187,130,000 2,580,523(1.4%) 115,000 (.06%) 2,695,523 (1.44%)
2. 1985 PWBSM 104,400,000 1,944,972(1.86%) 203,206 (.19%) 2,148,178 (2.06%)
3. 1987 PWBHF 17,390,000 265,893(1.53%) 111,662 (.64%) 377,555 (2.17%)
4. 1986 PWBAP 163,090,000 2,711,000(1.66%) 845,000 (.5%) 3,556,000 (2.18%)
5. 1989 FTBR 36,870,000 351,513.84(.95%) 86,504.86 (.235%) 438,018.87 (1.188%)
1. LA = Los Angeles Building Authority
2. PWBSM = Public Works Board Southern Maximum Security Prison
3. PWBHF = Public Works Board Hi-Tech Facility, University of California
4, PWBAP = Public Works Board Amador Prison
5. FTBR = Franchise Tax Board Refunding

f EFE inancing Techni i ffi

Requirements

The EFM can evaluate a multitude of financing options for space requirements. These
include private financing techniques such as straight leasing, lease purchase option,
installment sale and public techniques including lease revenue bonds and capital outlay
funding. Most of the DGS's office space needs are met by straight leasing or new
construction. New construction funding was historically provided with capital outlay
funds, but because of the scarcity of these funds, if new buildings are constructed they are
usually funded with lease revenue bonds. The EFM model is used to determine the cost of
financing new buildings with this technique. There appears to be a variation to this funding
method that is not currently being evaluated in the EFM that can reduce the costs of bond
financing. The variations include a reduction or elimination of capitalized interest in lease
revenue bonds and initiation of a Commercial Paper Program to reduce borrowing costs
during construction.

ILPP/AG.3/AG.FINAL APPENDICES/3/10/90 page 125



Facilities Planning Review for the Auditor General

Capitalized Interest and Construction Financing

The typical office building has three basic stages that require funding; conceptual
development and preliminary plans, working drawings, and construction. The EFM can
accommodate different funding sources for these three stages. In the evaluation of bond
financing for state office building construction, OPDM currently uses Capital Outlay
monies or a loan from the Pooled Money Investment Board (PMIB) for preliminary plans
and construction and pays off the construction loan with bond proceeds at the end of the
construction period, i.e., capitalized interest. Another approach is to issue bonds to raise
construction dollars. This requires the bond size to be increased to make interest payments
during the construction period.

OPDM should include two different approaches to construction loans and capitalized
interest funding to evaluate the cost of bond financing.

Construction Loan

If the DGS borrows from the PMIB it pays the interest rate the PMIB earns on its
investments. To determine the construction loan interest rate, the EFM analyst uses an
average PMIB rate over the previous five years. However, if DGS actually borrows from
PMIB, it would have to pay the rate earned in the PMIB at the time of the borrowing. The
average rate currently used in the EFM is 8.363 percent. On June 1, 1990, the PMIB rate
was 8.537 percent. These are taxable interest rates and are significantly higher than short-
term tax-exempt rates. On June 1, tax-exempt notes were trading at about 6.05 percent
(Bond Buyer, June 4, 1990, page 1). This is 248 basis points (2.48 percent) lower than
the PMIB rate. The state can substantially lower its construction loan costs by borrowing
in the tax-exempt markets rather than the PMIB. This borrowing can be done with a Tax-
Exempt Commercial Paper Program, described in Financing Techniques.

If the PMIB earnings were returned entirely to the state's Fund, then the additional "cost"
of DGS borrowing from this fund would be cancelled by the additional "benefit" of
earnings for the state's General Fund. However, the majority of the earnings in the PMIB
accrue to the Local Agency Investment Fund (LAIF) whose members are municipal entities
throughout the state. In the 1985-86 PMIB report over 63 percent of the PMIB earnings
were returned to LATF.

Capitalized Interest

Traditionally, bond financings for state office buildings have included capitalized interest
payments during the construction period. Capitalized interest is required in lease financings
because the lessee cannot begin rental payments supporting debt service until it has the
beneficial use of the facility. Beneficial use does not begin until the building is occupied.
Consequently, the amount of money raised in bond proceeds includes the funds necessary
to make interest-only payments during construction. The increased size of the bond issue
increases the annual debt service payments and cost of financing.

The EFM analyst routinely uses capitalized interest in evaluating the cost of bond financing.
However, asset substitution is recommended as an alternate approach. This financing
alternative eliminates the need for capitalized interest. Asset substitution is described in
more detail in the section on Financing Techniques.
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APPENDIX F
COMPARISON OF STRAIGHT LEASE
VS. LEASE PURCHASE FINANCING MODELS

INTRODUCTION

One purpose of this study is to determine whether it is cheaper to lease or build office
space. A methodology to address this issue was developed after meeting with
representatives from the Office of Project Development and Management (OPDM), the
Office of Real Estate and Design Services (OREDS), and the Office of Asset Management.
The method stresses the conceptual nature of the analysis. There was no attempt to
quantify the cost of lease vs. own/build for all the office space the state currently rents and
plans to rent or build in the future, as this is a major effort well beyond the scope of this
study. However, an analytical approach to ascertain lease vs. build costs is provided. In
the analysis, the lease approach assumes the state signs a straight lease with a developer for
a renewable fixed lease term. The build approach assumes the state will issue tax-exempt
bonds, either Lease Revenue Bonds or Certificates of Participation. This appendix
describes the approach and results of the analysis.

The appendix is comprised of four parts. The first is a summary of the lease vs. build
conceptual analyses. The second describes the methodology and the third provides
additional information about the costs and benefits of leasing vs. constructing office
buildings. The fourth sets forth conclusions regarding the question of whether it is cheaper
to build than lease.

SUMMARY OF CONCLUSIONS

Two examples are used to compare the costs of straight leasing vs. constructing office
buildings with tax-exempt lease financing: a historical and a hypothetical current analysis.
The historical analysis used the Justice Department Complex built in the late 1970s to
determine the cost of financing the building jf the state had used lease revenue bonds for its
construction (it was built with Capital Outlay Funds). Since the Justice Department
Complex was built with Capital Outlay Funds, a lease is needed to compare it to the bond
financing option. A lease agreement the state had with a developer to accommodate the
office space needs of the Employment Development Department (EDD) was used. A
further description of the historical example method and assumptions is discussed below in
Methodology.

To develop the hypothetical analysis a hypothetical building was used with the same square
footage as the Justice Department Complex for both the bond financing and straight leasing
comparison. This approach allowed a better comparison between the costs of straight
leasing vs. building over time for the same type of building. To ascertain straight lease
costs, two different lease rates were compared against the bond financing example. These
rates reflect leases OREDS has recently negotiated. (Details about the assumptions of the
cost of the building that determined the bond size and the cost of the straight lease are
discussed in the Methodology section.)
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The conceptual nature of the lease vs. build question is emphasized because of the many
variables and assumptions that must be included to properly address the issue. The
response to the question, "Is it cheaper to lease or build?" depends on the assumptions used
for these variables. The following list identifies only some of these variables.

The variables and assumptions that are necessary to determine the parameters of the lease
vs. build issue are divided in three basic categories; factors that determine straight lease
costs, bond financing factors and those factors common to both.

Straight Lease Factors

+ How tenant improvements are incorporated into the lease
Developer financial status
General Sacramento area economic conditions
General Sacramento area real estate market conditions
Sacramento area office space supply/demand
Sacramento vacancy rate: central, core, metro
Length of time developer owns the land
Escalation of base rent assumptions
Operating and maintenance costs
Operating and maintenance cost escalation rate
Developer incentives (e.g., free rent for certain specific periods)

® & o ¢ o ¢ o o o o

Bond Financing Factors (Build Alternative)

State contracting procedures

Labor requirements

Capital Outlay Process

State construction management procedures

Tax-exempt bond amortization period, interest rates, costs of issuance, debt service
reserve fund, capitalized interest period

Tax-exempt market conditions

» State's lease financing credit rating

e o o o

Common Factors and Assumptions

Type of building

Type of construction

Construction schedule

Quality of construction

State-mandated requirements (e.g., handicap access)

® o o o

These are some of the factors that will influence the outcome of the lease vs. build analysis.
Assumptions about some of these factors, such as operating and maintenance cost
escalation rates, bond interest rates, and construction costs, are described in the
methodology section and reflected in the results below.

RESULTS SUMMARY

a. In both the historical and hypothetical examples, over a 50-year building life, the
cost to own a building is significantly less than straight leasing. The range of the
savings, on a present value basis, for a 307,305 net square foot (NSF) building
is from $17.5 to 39.1 million. This is about $0.35 to $0.8 million per ycar or
about $1.17 to $2.60 per net square foot per year.
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b. If the state converted its currently leased space in the Sacramento area
(4,164,061 net square feet, 1988 Sacramento Facilities Plan, p. vii) into owned
space the savings (on a present value basis), over a 50-year period, would range
from $4.7 to $10.8 million per year.

c. The cost of straight leasing is lower than the cost of lease financing for the first
15 years in the historical example and ranges from 15 to 17 in the hypothetical
example.

d  If the state were to lease rather than construct the buildings in the Department of
General Services' 1989 Five Year Capital Plan, it would cost an additional $3 to
$6.8 million per year, based on the conceptual analysis provided below.

The figures provided in the results are intended to give the reader a sense of the order of
magnitude of the costs associated with the lease vs. build question based on the conceptual
analysis. They provide a basis for discussion of the issue, not an answer to the question.
A much more detailed review of each existing state lease and potential leases the state may
enter into combined with specific cost information about new buildings is necessary to
begin to answer the build vs. lease question.

METHODOLOGY

The summary above described the general approach to addressing the question "Is it
cheaper to lease or build?" It also provided a list of variables and assumptions that effect
the analysis. This section presents a more detailed discussion of the method, the variables
used in the analysis and their definition.

The general approach was to develop annual costs for the lease vs. build options over a 50-
year life of a "typical" Sacramento area building. The annual costs were evaluated at three
points in time; the entire 50-year period, the first five years of occupancy and the point at
which the cost of leasing equaled the cost of building using tax-exempt bond financing (the
break-even point). The present value of the difference for the build option was compared,
using lease revenue bond financing, minus the straight lease options. A negative result
means that it is cheaper to build within the given time period. A positive result indicates
that it is less costly to enter into a straight lease for the specific time period. The break-even
point reflects the number of years it takes for the cost of straight leasing to equal the cost of
building, on a present value basis. The attached schedules illustrate the results of the
analysis. The variables used in the analysis are defined before discussing the results.

STRAIGHT LEASE VARIABLES

Total net square footage leased

Cost per net square foot

Initial base rent cost

Base rental portion of total rent

Operating and maintenance portion of total rent
Base rent inflation rate

Operating and maintenance inflation rate

® & & o o o o
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The initial lease base rent is the annual rent the state agrees to pay upon signing a straight
lease agreement. In the historical example, the state signed a 15 year firm lease term with a
developer for 42,405 useable square feet (net square feet) for $29,259 per month or
$351,108 per year for office space required by the Employment Development Department.
This is equivalent to 69 cents per square foot per month. Since the analysis compares this
lease with the net square foot equivalent of the Justice Department Complex, an annual cost
of leasing an equivalent Justice Department building is derived by multiplying the 69 cents
(cost per square foot) times the square footage of the Justice Department Complex
(307,305 NSF, the total NSF leased) times 12 (months). The result is $2,544,485 ($0.69
X 307,305 X 12 = $2,544,485) shown under the lease assumption column in Schedule 1.

In the hypothetical analysis, OREDS was asked for a lease the state had recently entered
into for a building similar to the Justice Department Building. This request was in some
ways more difficult to comply with than the historical example. In today's Sacramento
market there appears to be a sufficient supply of office space, forcing some developers to
offer free rent for a short period of time (less than a year). However, the free rent is
available for certain types of buildings that do not necessarily conform to the specifications
of the Justice Department Building. Another factor complicating the analysis is building
location. In selecting the Justice Department Complex, an attempt was made to use a
"typical" office building that is representative of the Sacramento area lease rental market
(and construction market for the build scenario). However, this building is not necessarily
representative of buildings the state leases in areas outside of Sacramento. Lease rates are
much higher in Los Angeles and the San Francisco Bay area. They are lower in Fresno,
Redding and other smaller metropolitan communities. Some of these factors are annotated
to stress the fact that the results of the "quantitative” evaluation are conceptual in nature and
are not to be construed as representing actual costs. A more detailed study of lease and
building costs of each proposed state building would have to be done to answer the specific
question of whether it is cheaper for the state to rent or own its office buildings.

It was found that a single lease rate for the Sacramento area would not be representative of
the wide range of leasing costs and therefore two rates were selected: $1.15 and $1.35 per
square foot per month. These rates are within the general limits the state is currently
negotiating for office space.

Base Ren ratin Maintenance Rate Portions of Total Rent Payments and
Base Rental Inflation Rate

Lease rental payments consist of two components; the base rental rate and the operating and
maintenance rate. OREDS uses the Building Office Managers Association percentage of
total rent for California office space, about 39 percent, as the portion of the total rent that is
assigned to operating and maintenance costs to negotiate its operating and maintenance
escalation rate. The remaining 61 percent is the base rent.

The rental increase rate per year for the base rent depends on the terms and conditions of
the lease. In most cases the lease has a fixed term agreement, for example five years,
where the base rent remains the same for the duration of the lease. After five years the
terms of the lease are renegotiated and the base rent is increased in most cases.

Schedules I and I show how the base rental is estimated and how the annual rental increase
is calculated. The total rent payment was divided into base rent and operating and
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maintenance costs according to the OREDS convention of 61 percent and 39 percent
respectively. For the base rent the term of the lease was assumed to be five years and at the
end of each five-year period the base rent was escalated at five percent (the escalation rate
currently being used in OPDM's Economic Forecasting Model). This provided the
escalated base rent portion for the next five year lease term. This approach can be applied
to both the historical and hypothetical examples.

Operating and Maintenance Annual Inflation Rate

The 39 percent of total rent is escalated annually at five percent to reflect operating and
maintenance cost inflation. The five percent figure is the same rate OPDM uses in its
Economic Forecasting Model.

BOND FINANCING VARIABLES

» Construction Cost

» Construction Expenditure Schedule

e Operating and Maintenance Costs

» Operating and Maintenance Inflation Rate

+ Bond Financing Parameters; amortization period, interest rates, costs of issuance
(including underwriter discount), debt service reserve, capitalized interest period

Construction Cost and Construction Expenditure Schedule

In the Justice Department Complex example, OPDM provided the actual cost of the land,
planning, working drawings and construction for the buildings: $32,919,500. In addition
to total cost, the expenditure schedule of the Capital Outlay Funds was needed for bond
sizing purposes. However, this was not readily available from OPDM. OPDM did
provide the summary of expenditures, by fiscal year, which was used in the analysis.

For the hypothetical building cost, the cost of building construction in the Sacramento area
for a "typical" state building was discussed with the consulting team's architect and an
estimator in the Department of General Services. They independently provided a figure of
$115 per square foot for construction only (excluding land, planning, working drawings
and construction management costs). As a conservative measure, 20 percent of the
construction cost was added for planning, design and construction management, increasing
the total cost to $138 per square foot. To derive land costs it was assumed that the land
cost was in the same proportion to construction as the Justice Department Building, i.e.,
8.5 percent. It was also assumed that the expenditure schedule for the hypothetical
building would be in the same annual percentages as the Justice Department Building;
approximately 10.8 percent, 18.2 percent and 71 percent in years one through three.

Operating and Maintenance Costs and Inflation Rate

Operating and maintenance costs are charged to the executive departments occupying state-
owned buildings through the Building Rental Account. The Department of General
Services establishes an operating and maintenance cost and bills each department based on
the useable square feet the department occupies. In fiscal year 1989-90, the cost of
maintaining the state’s buildings was approximately $4.76/year, on a gross square foot
basis. Consultants converted this figure to a net square foot basis by dividing by 1.25 to
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arrive at the annual operating and maintenance cost in the hypothetical example, $3.81, and
escalated at five percent per year.

In the historical building analysis, Consultants did not have information about the state’s
1978 operating and maintenance costs. Consequently, the $3.81 was deflated at five
percent per year to the first year of the lease, 1978, to derive the operating and maintenance
costs in this example. This rate was then escalated at five percent per year, lower than the
general inflation rate in the early 1980s, but consistent with inflation since 1983 and for the
remaining 45 years of the analysis.

Bond Financing Parameters
a. Amortization Period

The amortization period is the time it takes to pay the principal on the bonds and is
often referred to as the bond term. The longer the amortization period the more
interest the issuer pays throughout the term of the bonds, but the lower the annual
debt service payments. The amortization period chosen to size the bonds for the
build alternative was twenty years. Five official statements from previous lease
financings, which had an average amortization for the final bond maturity of about
seventeen years, were reviewed. Consistent with the conservative stance of the
analysis (i.e., increase the cost of the bond financing alternative), twenty years was
chosen as the final maturity for the bonds. The amortization structure is shown on
Schedule III, Debt Service Schedule for both the Justice Department Complex and
the hypothetical office construction examples.

b. Interest Rates

For the Justice Department Complex, the intent was to recreate the cost of tax-
exempt financing for these buildings; therefore, historical interest rates are used.
The lease agreement for EDD began in 1978, which would be the beginning of
base rental payments in the bond financing scenario. However, a three year
capitalized interest period was included, which is the time it takes to build the
building in the bond financing options. This is a conservative assumption in that
capitalized interest increases the bond size and debt service payments. One method
by which the state can avoid capitalized interest costs in its future bond financings is
using "asset substitution.”" Asset substitution is discussed in the financing
techniques section.

To compare the financing option to the straight lease, rental payments cannot begin
until the lessee has beneficial use of the facility. Therefore, the beginning of the
Lease Purchase Payments, as shown on Schedule I, starts in 1978, but the sale of
the bonds would have been three years earlier to account for the capitalized interest
period. The amortization period appears to be only seventeen years in Schedule I,
but is actually twenty if you take into consideration the three-year capitalized interest
period.

The bonds should have been sold in 1975. However, maintaining the conservative
approach, 1978 interest rates were used as they were generally higher than 1975
rates. There was also a need to be consistent with the time of signing of the 1978
EDD lease. The next assumption was to choose the specific date of issuance, since
interest rates change on a daily basis. It was assumed that the bonds were sold on
June 1 and used the rates for a AA bond sold on that date for ten-year serial bond
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maturities and the twenty-year term bond maturity (see Schedule II). The Delphis
Hanover Index was used. It is a national service that provides interest rates for
bonds with credit ratings ranging from AAA to BBB+. The AA rating was the
implied state's rating for lease-supported debt. Following general credit rating
convention, the rating on lease revenue bonds is usually one step lower than an
entity's general obligation rating, which, in this case was AAA in 1978. The scale
of interest rates is shown in the bond sizing on Schedule III, titled Debt Service
Schedule. The rates run from 4.8 percent for a four-year serial bond to 5.95
percent for the twenty-year term bond.

The interest rates for the hypothetical example were not as difficult to choose.
Again, the Delphis Hanover Index was used for a AA credit for a bond issued
today. The state currently has a AAA rating and its lease revenue bonds would be
most likely rated AA, depending on the other legal and credit characteristics of a
specific lease financing. These interest rates are shown on Schedule I1I, titled
Hypothetical Office Construction Debt Service Schedule.

c. Costs of Issuance

Costs of issuance include underwriter's discount (their "commission" in selling the
bonds) and issuer’s expenses, such as bond counsel, trustee, appraisal reports,
printing, etc. To determine these costs, five official statements were reviewed from
previous state lease revenue bond issues between 1985 and 1989 provided by the
State Treasurer and underwriters. The average cost for these five issues was 1.74
percent of the par amount (face value) of bonds and was the percentage used in the
analysis.

d. Debt Service Reserve

To determine the deposit to the Debt Service Reserve Fund, the five official
statements were used again. The range of debt service reserve requirements was 0
percent, 50 percent, and 100 percent of the maximum annual debt service. The
credit, details of the legal structure and general market conditions for a specific
transaction would determine the debt service reserve requirements. For our
hypothetical example we used a 50 percent requirement as it is consistent with the
documents reviewed and is currently being used in OPDM's Economic Forecasting
Model.

e. Capitalized Interest Period

The capitalized interest period reflects the construction period for the building and a
period of reserve to allow for unanticipated delays in the project which would
prevent the lessee from occupying the facility and beginning its base rental
payments. The construction period for the Justice Department Complex was two
years, with an additional year for planning. Maintaining the conservative approach,
a three-year capitalized interest period was used; about a 2.5 year working drawing
and construction period and 0.5 year contingency period.

ILPP/AG.3/AG.FINAL APPENDICES/8/10/90 page 133



(£L¥'05€'9)
(e9g'862'9)
(926'044'S)
(£59'€90'S)
(6£9'810'S)
(g92'S.6'Y)
(2£6'vE6'Y)
(5¥5'#00'v)
(805°296'€)
(sez'eee'e)
(L1g'6¥E)
(900'71E)
G85'2Ly
VEE' YRy

sie'ves
sv9'56

ERVEYEIT]
JuswAed jenuuy

L91'81€'2

- 29k'206°

. z8g'ers’

9.0'veEV'e

811'202'2
9v9'201'2
025'200'2

SPE‘9L8'L
2s8'6eL' L
8LV LYYt
£20'695' L
9£9'€10'S

¥£9'S06'y

v89' 83 |

(1) uswAeg

jenuuy [elot

9.0'vev'e

©291'81E'S

824'202'2

. gve'zol'e.

025'200'2

. 29L'206'}

20'69S' L
:m.,v?;
SLESK' L
¥8€'GSE" L
2¥8'062' 1
ﬁm.mﬁ;

Sjuswiked

WN®?0

 00'SZE'6YS'E

05°2v9'2sS'e
00°052'0SS'€

om.nwmumm

¢

€

05-L66°255°E

0S'LLV'6VS'E
SjuswAeg

aseyding asea

. 1gg'919'8

o posteal'L

| 126'288'9

£55'v8L'8
SOL'8LE'L
091'120'L

L12'1SL'9
LBE'VEL'S
986'v19'S
1292°105'S
¥56'26€'S
1208'682'S

0S0°€6V'v

102'9v9'2

SjuowAeq osea|
wbrens jenuuy

TEeOA

[68999588°S aley unoosiq 9c1'2sS‘t uoilod uay
%00°S uonelu| W80 6¥€'266 uoiuod WBO

(105'962'0€9) "SIA 0G JoNV| €2°2$ "JAJASNNS0D WBO| 005'616°2ES 150D €101 [%00°S "JAJOSB8I0U| [elusY
¥2 JedA luiod uaa3 yesig| 195'¥89% "IANS0D WBO 82'8$ (1) IA/4SNASOD
ISL'0EY' LS "SIA G J8Yv| S0€‘L0E ‘14°bS 19N| 00S'61£'0€$ uononIIsuoD| Soe‘L0¢ (1)14 ‘bs1eN
(eses| - aseyoind)| gze'LLe ‘14°bs ss019| 000°009°2$ uosinboy pue| s8v'¥r5‘es 1S0D |enuuy [el0L

:90Ud13j)IQ 9NjeA Judsaid ”m:o_a_.::mm< mc_v__:m 2JS0DH UoNONIISUOD}—- "w:o_uac._:wm< osean

ﬁm B .- . ,m__w_m& ‘_vu_zuw.cow "sisA[euy xo|dwoo Juswedaq 9onsnp

jeJauan Joupny
BIUIO[RD JO BleIS




‘Buipping 2o1sN[ 8yl Jo 1ey) jenba 0) paseasoul sem abelooy asenbs ay)
Buipjing Q@3 du1 10} 8SE3| 8261 B WOJ) UdNE) SI SN Jad 150D ByL (1)

(085'180°'862$) mG.__So.,mowa mmm.m%_oma ~ reloL  866'2LL') Sma [eloL
(Liv'zos'zy).  12E'9L Lo L 000 S eel'eslive
(Lwe'LyL'LL) _ 819'L92've
(v68'v66'9L) L 00

(202'6v8'91)
(eev'1i29L)
(608'09S'EL)
(16€'SEV'EL). - g . 000 = . LeEPIO6L
(sve'sie'el) e 282'ELe's 00°  lze'ee9'st
(981'202°€1) 6920905 . . 000 e
(s¥8'€60'EL) €0E'618'Y €0E'618'% 000 - wﬁm_m.t.
(6v2'sz9'0L). €18'685't |

(086'925'0L) 0SZ'LLE'Y.

(1ec‘cer'ol)
(852'7YE'0L)
(oLg‘652'01)
(191'see’s)
(vo1'sve's) 1686'12
(ses'vLi's) 68' 192" , vmwsm..m
(£66'701'8) - 996'901! ,
(ssv'se0‘s) 7£9°€ vmm.wmo 2
(186'225'9) L0182 :
(€59'29%'9) 95'€89’ mwm_mmo u
(£61's0v'9) . ‘G8g"

:,.rcwlsxm " SluewAeg  SjuswiAeq _ Eogm.n_....mm. To7 JEOX

sousIoNa
WswAed jenuuy jenuuy [eloL W20 9sSeyoInd asea] wybrens jenuuy

%8999588°S aley unoosig 9e1°'2SS'L uotlod uay
[%00°S uonepul WgO 6¥£'266 uoisod W20

(105962 '0€9) ‘SIA 0S 19YY| €2°¢$ "JA/ASNASOD WRO| 005°616'2ES 1s09 |B10L1%00°S ‘1A/esedidu| [ejusy
1 ZRLETN juI0d uaA3 yeaig| 195'v89$ *JIAAS0D NBO 82'8$ (1) 3A/4SNASOD

ISL'0EY'LS "SIA G JoyV| S0E'L0E ‘14'bS 19N| 00S'61E°0E$ uononasuo)| soe'20e (1)14 "bsieN

(eses) - aseyoind)| sze'LLE 14'bg sso1o| 000°009°2¢ uonisinboy pue| s8y‘viS‘es 1S0D |enuuy [el0L

:30UBIdYIQ SNJeA Juasald :suondwinssy Buipjing :1S09 UOIONAISUOD :suondwnssy asea]

(¢ B. Z _umo& | c_.:.ua,:.om., ‘sisAjeuy xajdwo) yuswuedag oo_am:__.
Jelauay) Joupny

Blulojiep jJo alelg




10z

21 - 8002

0 - £002
20 - 8661
16 - 8661
26 - 8861

28 - 861

@)+(1) ) (1)
Sjuay eseq aseq juay aseg NW?0 pouad
reloL 1edk g 1esk g ek g

%00°S “uoneyu| W30

%00°S uoneyu| Jusy
9€L'ess't uoilod usy

6v£'266 uoisod WB0

_ _ﬁm J0 ¢ abed)| a|nPayos ‘suonenoje) aseasou| asea’
sisAjeuy xajdwo) Juswuedaq aonsne
[eJouan Joupny

ejuiojijeDd jo aeis




226'0V9'vL £102 92

(928'2L¥'01) 960'€9L'V , I v
o seg'o9e'yt 9oz ST

(zeo'96E'0l) . €58'¥96

(16L'12v'8) - 050'9LL'E ¥8'261'C) SL02 ve
(Lo9'zve'8) B8EZ'96S'E 6€8'EV6'LL  vIOCZ - €2
(vv6'9L2'8) 686'vev'E €€6'10L L1 g0z e
(159'602'8) 'S SLLpLL o goe ke
(e95'sy1'8)

82€'28S’

(v69'86 104 £33
LLE'BSE'6

608‘0ve'Yy 1661 0
sduaepIa (1uswieq Sjuswiied SjuswAied SjuewAeg osee| IJeoA

juswiAed jenuuy jenuuy |eloj W20 aseyoind asea]

[p0L0veLe L aley unoodsig , £68'985°C co_tom Eo.m,_

[600°S uoneyu| W0 916'€59'L uosod WRO

(v6€'015'L1LS) "SIA 0S J9YY| 18°€$ "JIA/ASNASOD WRO| 2.8'961'9S$ 1509 €101 [9%00°S Aleseaiou) [ejusy
¥€ Je9A 10d uaA3 yeaig| 2€8'0L1 LS "JIANS0D W80 08'cL$ "IA/ASNASOD
019'25¥'91$ "SIA G JoYy| S0€'L0€E 14'bs 19N| 058°020'2S$ uononisuod| S0e‘Z0€ 4 ‘bs1eN
(esean - aseyoind)| sge'Le€ "14'bg sso1n| 220'92r'vS uoiisinboy pue| 608'0ve‘'y$  1SOD [enuuy [el0L

:90UdI9}IQ ANfeA uasald :suondwnssy Buipjing 1150 uoRONIISU0D :suondwinssy asean

¢

¥~ 1| @Inpayods ‘sisAjeuy 8dy0 [eonaylodAy
[eijauan) Joupny

elulojeD Jo dlelg

(¢ J0 | ebed) yyuow/G| |§ BuUILINSSe



aov.vohw\.v@ 1££'882'9€8$
(bzr'61S'82) 1022'90¢
(6€6'292'82)
(699'820'82

ﬁmm 88¢ va

feioL

.68 80
(8v9'z8L'1e
88_« 8. 12)

aom_.mmv.m y)

SjuowiAeg SIUSWAEg 95807 JIEOA
aseyoing oseo]

‘SjuowiAeq
W20

. 1LE :
(1) uswAed

[enuuy je10L

CATEIETT
juswAeg [enuuy

[6010¥2L2°L aley unoosiq £68'985'2 uoilod lusy
[0600°S uoneju| W20 916'€59'lL uomnsod WO

(v6e'01S'LL9) "SIA 0G Jo}V| 18°E$ "JIAJASNASOD WRO| 2.8'961°'9S$ 1509 |€101 [0600°S A/esealou| [elusy
V€ JBOA ul0d UaA3 yeaig| 2€8'0LL LS "JIANS0D RO 08°€L$ “JIAJASNASOD
019'2S¥'91$ "SIA G JoyV| S0E‘L0E 14'bs 19N| 058'02025$ uononisuo)| soe'L0e 14 ‘bg 18N
(aseen - aseyoind)| sze'Lee ‘14°bg ss019| 220'9ey'v$ uonisinboy pue| 608‘'0¥2‘'¥$  1S0D |enuuy [el0L

:90UdIBYI ANBA Judsald :suondwnssy Buipjing :1S0) uoNdNISU0) :suondwinssy asea]

(£ J0 ¢ 8BeA)UIUOW,G| | § BuILNSSE ‘v-I| OINPBYDS ‘SISAfeuy 8O [eoneylodAH
[eJoUDL) Joupny

BILIO}I[RD JO DIEIS



00-966}

£68'985‘2 916'€S9'L G6 - 1661
(@»+(1) @ . (1)
sjuay aseg aseg juay aseg W0 pouad
relol 1edk g Jesk g 1eakg
ok g

%00°S uonepu] W0

%00°S uonepu uay
£68'985‘c uonIod uay

916'€59°L uotuod WB0

(£ Jo ¢ abed)yuowsg| | ¢ Bulwnsse ‘g- || 8|NPaydS ‘suonejnofe) asealou| Awwmw.._
sisAjeuy 80440 reonayiodAH
[esauan) Joypny

eluiojije jo aels




(€£0'v20'EL) 960'€9L'Y ~ 960'E9}'V 691°281'LL 92
(££5'c68'21) £S8'V96'E . €S8'P96'E 0E¥'858'91 T4
(ssi'evs'ol) 0S0°'9.L'€ . ‘9LL' S0z'61E'VE ve
(062'v2¥'0l) 8€2'96S'€ _ ” . 620'120'7L €2
(e90'2IE'0L) 686'veY'E 1S0°'LEL'E}

(zos'v02'01)  v68'L92'E
(ssv'zot'ol)
(8£8'092'8)
(960891 wv

/88"’

[25'%02'6
819'v60'6
992'686'8

8LL'ELy
£26'987
80v'98S
.wwmwmm 19
mNm. mww

gsz
¥90°
99’

cl8

-P

om.BN.Bm.o

v26

6662

266"

¢ ‘

LyE'8L6'Y
ELIVEY T (1) uswikeq SjuowiAed Siuswiked SjuowAeg osea] JeaA

juowAeq jenuuy [enuuy [e1oL W30 aseyoing oseo|

oLoveLe L aley Junodsiq 88/'9€0'C uoniod way
1%600°S uoneyu] N®O €GS'1¥6'L uoisod WB0

(901‘'051'6€9) "SIA 0G J19Yyv| 18°€$ "JAJASNASOD WBO| 228'961'9S$ 150D |e101[%00°S AJoseaiou| [ejusy
G2 JedA i0d uaA3 yeaig| 2e8'0LL LS "JARSOO W80 02'91$ "JAJASNASOD
619'VLL'ELS "SIA G JoYV| S0E'L0E 14°bS 1oN| 058'020°'25$ uononnsuo)| soe'L0g ‘I4 ‘bs 18N
(asean - aseyaind)| gze'/e€ ‘14'bg ssoip| 22o'gey'ys  uonisinboy pue| LyE'8L6'¥$  1SOQ |enuuy [eloL

:90uUdIdjJIQ ON|EA Judsaid ”m:o_unE:wm< m:__u__:m 1S0D uondNASU0) ﬁcow&E:mm( asea

(< 0 | 9B80) (juow/GE | § BUILINSSE 'G-11 ©NPBYDS ‘SISATEUY SO0 IBoNaUI0dAH
[eJ8UdD) JoNpNY

ejuIoHeD JO SlelS



(8v8'SyL'vg98) 1£6'89'L9ES mmn.mmm.oew» €61'090°L11$ [eloL 08L'62.'186$  IElOL
(vog'zos'se)  Lv0'/8L'2L : : Li6'68Y'8Y O
(ov0'20€'se) OvL'8LL'2l 084'08Y'LY

wwm 8y’ 9
mmm m_.m 0

(86¥'012'vE)
aﬁ Em .&

fm.omm,,@,. | mrm,ﬂso.m 18v'8vv'
(€11/920'22) | ,
(028'08'92)

(19v'8 “6_.%,

,m.mpmoa , 9

85..@ 12" _.&v

(889'621'21)

(58€'229'91
.?863 o:.

.E Elm.mﬂal Suowkeg STUSWA amlmm.mw._ oA

lenuuy [ejol W?0

SluowAeq
aseyding osea]

8:29:_0
JuowAeq jenuuy

%01L0veLe L aley unoosig 88.'9€0'C uolIod juay
1900°S uonepul W20 €65 LY6'L uoiuod WBO

(901051 6€9) "SIA 0S J8yv| 18°E$ "JA/4SNASOD WBO| 2.8'96¥'9S$ 150D [10119600°S AJeseaiou| [ejusy
GC 1Ba\ ul0d UBA3 Yeaig| 2€8°0LL LS *JIANS0D WBO 029l$ *IAJ4SNASOD
619'VLL'ELS "SJA G 194V| S0€'L0€ 14'bg 19N| 058°020°2S$ uonoNNISuUoD| S0e‘20€ ‘4 ‘bs 18N
(esea - aseyaind)| sge’'Le€ ‘14°'bg ssoin| 22o'9ey'ys  uowisinboy pue| LyE'8.6'¥$ 10D [enuuy [el0L

:80UdIBYIQ BNJBA Judsald :suondwinssy buipjing :1S0D UORONNSUOD :suondwnssy asean

(¢ Joz abed) yuow/Ss'L$ Buiwinsse ‘g- Il 8INPayds ‘sisAfeuy 8dujO [eoN8YI0dAH
jesauan Joupny

elulojife) Jo alels




Ev Lv0'SE

LVE'8L6'Y 887'980'C £55°1Y6'L S6 - 1661

(@)+(1) () (1)
sjuay aseg asegq juay aseg W30 pouad
relot Jedh g Jeak g Jeahk g
Iedh g
%00°S uoneyu] W0
%00°'S uonejuj Jusy
88.°9€0°C uolod Juay

€6S'LY6'L uoniod WR0O

{(cio¢g mmo&:EoE\mn.; buiwnsse ‘g-ll 8INPaYOS ‘suonenoje) aseasou| 88.,.
sisAjeuy 2030 reonaylodAH
[e1auan) Jopny

elulojie jo alelg




SCHEDULE III
(Part 1)

Justice Department Complex
37,935,000 Lease Revenue Bonds
Series 1978

DEBT SERVICE SCHEDULE

60171998

3.350.000.00

199,325.00

DATE PRINCIPAL COUPON INTEREST DEBT SERVICE
670171978 - - - -
6/01/1979 - - 2,119,477.50 2,119,477.50
6/01/1980 - - 2,119,477.50 2,119,477.50
6/01/1981 - - 2, 2N

5 6/01/1982 1,430,000, 00 ; 3,549,477.50 "
6/01/1983 1,500,000.00 3, 550 837.50
6/01/1984 1,575,000.00 5.000% 1,977,337.50 3,552,337.50
6/01/1985 1,655,000.00 5.100% 1,898,587.50 3,553,587.50
6/01/1986 1,735,000.00 5.200% 1,814, 182.50 3, 549 182. 50

L 6/01/1987:1,830,000.00: 250K ,962.50:7::03, o
6/01/1988  1,925,000.00 5.300%  1,627,887.50 3,552,887.50
6/01/1989  2,025,000.00 5.400%  1,525,862.50 3,550,862.50
6/01/1990 2,135,000.00 5.500% 1,6416,512.50 3,551,512.50
6/01/1991 2,255,000.00 5.550% 1,299,087.50 3,554,087.50

5640171992 ..°2,380,000.00 - -..:5.600% . 1,173,935,00 .. 3,553;935,00
6/01/1993 2,510,000.00 5.950% 1,040,655.00 3, 550 655.00
6/01/1994 2,660,000.00 5.950% 891,310.00 3,551,310.00
6/01/1995 2,820,000.00 5.950% 733,040.00 3,553,040.00
6/01/1996 2,985,000.00 5.950% 565,250.00 3,550,250.00

B 3,165,000,00: ]387 642.5! ’3v$52 642,50

3.549.325.00

TOTAL

37,935,000.00 - 28,803,325.00

66,738,325.00

YIELD STATISTICS

Accrued Interest from 06/01/1978 to 06/01/1978...
Average Life...ccceceeceececensoccnsascnasnscccnns
Bond Years.....cc.cu.. tessessessesesesascssssrsnnnas
Average COUPON....ccecceccccaccsccccccacaccscnnans

Net Interest Cost (NIC)...cceeececcceccccccenncnann
Bond Yield for Arbitrage PurposeS....ccceecsecccns
True Interest Cost (TIC).cecvececevecnnccnaccnanns
Effective Interest Cost (EIC)...c.cccvevercccncancen

13.270 YEARS
$503,400.00
5.7217571%

5.8528792%
5.6889850%
5.8856668%
5.8856668%




SCHEDULE III
(Part 2)

Hypothetical Office Construction
$66,825,000 Lease Revenue Bonds
Series 1991

DEBT SERVICE SCHEDULE

DATE PRINCIPAL  COUPON INTEREST ~ DEBT SERVICE
6/01/1991 - - - -
6/01/1992 - - 4,682,325.00 682,325.00
6/01/1993 - - 4,682,325.00 682,325.00
6/01/199% - - 4,682,325.00 682,325.00

161917 ; 682,325.01 6,887,325.00

2,3 ,540,102.50 885,102.50
2,5

00, 000.00 6.650%  4.386.505.00

6/01/1997
6/01/1998 2,665,000.00 6.700%  4,220,255.00

,505.00

4,041,700.00
3,849,662.50::

EEEE

2,845,000.00
o ;

" 6/01/2001

: B 207, C b
3,240,000.00 3,643,282.50 6,883,282.50
670172002 3,465,000.00 6.900% 3,421,342.50 6,886,342.50
6/01/2003 3,705,000.00 6.950% 3,182,257.50 6,887,257.50
6/01/2004 3,960,000.00 7.000% 2,924,760.00 6,884,760.00
'''''''' 6/01/2005 (240,000.00. "+ 647,560, 887,560.01
6/01/2006 ,535,000.0 . 6,88 .
6/01/2007 4,865,000.00 7.200% 2,022,120.00 6,887,120.00
6/01/2008 5,215,000.00 7.200% 1,671,840.00 6,886,840.00
6/01/2009 5,590,000.00 7.200% 1,296,360.00 6,886,360.00
©76/0172010. . °5,999,000,00 . 7.200% -~ 893,880.00. ..6,883,880.00
6/01/2011 6,425,000.00 7.200% 462,600.00 6,887,600.00

TOTAL 66,825,000.00 - 64,282,167.50 131,107,167.50

YIELD STATISTICS

Accrued Interest from 06/01/1991 to 06/01/1991... -
Average Life...cieceeecnscnsoecscassccnccccncacens 13.581 YEARS

BONd YEArS..eeeeeecooessacasscccscsancsssscenssnns $907,540.00

Average COUPON....cceecsccccccscnccsascsccscncnnns 7.0831222%
Net Interest Cost (NIC)..ceeeesnecceccecencacannne 7.2112439%
Bond Yield for Arbitrage PUrposeS......cecescenscecs 7.0612483%
True Interest Cost (TIC).c.ucceeeccccncccccccncacns 7.2724016%

Effective Interest Cost (EIC)....ceecvecncaccccces 7.2724016%
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RESULTS

Schedules I, II and III illustrate the results of the analysis. Schedule I compares the cost of
lease vs. build for the historical Justice Department Complex example. Schedule II
provides this information for the hypothetical office analysis. Schedule III shows the
annual debt service payments for the build options in both the historical and hypothetical
examples.

a. Justice Department Complex

If the state had used lease revenue bonds to finance the Justice Department Complex
rather than enter into a straight lease, it would save about $30.7 million, on a
present value basis, over a 50-year life of the building. The break-even point, or
the amount of time it takes for the straight lease payments to equal the lease-
purchase payments, is about 24 years. During the first five years of the lease, i.e.
1978 through 1982, the straight lease option is less costly by approximately $7.4
million present value dollars.

b. Hypothetical Building Analysis - Straight Lease Rate $1.15 Per Square Foot Per
Month

For the hypothetical building, the 50-year present value savings is $17.5 million
with a straight lease rate of $1.15 per square foot per month; the break-even point is
at 34 years and the first five years straight lease benefit is $16.4 million.

c. Hypothetical Building Analysis - Straight Lease Rate $1.35 Per Square Foot Per
Month

In the $1.35 per month rent example, the 50-year present value savings is much
greater, approximately $39.1 million, reflecting the high degree of sensitivity lease
rates have on the lease vs. build decision. For example, for the cost of leasing vs. a
lease-purchase bond financing to be equal over a 50-year period, lease rates would
have to be $0.74. This is an exceptionally low office space rate and probably not
available in the Sacramento area for the type of building and the location the state
would rent.

The break-even point in the $1.35 example is 25 years with the benefits of the
straight lease after five years amounting to almost $13.1 million.

RESIDUAL VALUE

Another important factor not included in the quantitative analysis is residual value of the
asset. Residual value of an asset is its market value after a given point in time. In lease
transactions, a schedule of residual value is determined by pricing the market value of the
asset over its life. This is an important consideration for developers in determining their
anticipated return on capital after specific periods of time. Estimating residual value is
difficult in specific situations and is believed not to be practical in the foregoing analysis.
However, including residual value in the analysis would favor the build option in the
historical and "hypothetical" examples for the three time periods analyzed; 50 and five years
and the break-even point.
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Figure 3

Cumulative Lease versus Purchase Costs
Historical Model
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In comparing the cost of the lease vs. build options, the residual value of the building and
the amount of equity the state would have in the building should be included as added
benefits in the lease-purchase alternative. This is especially important in the five-year and
break-even time periods. Including residual value for these time periods would increase the
benefits of ownership using lease revenue bonds.

CONCLUSIONS

Levels of Lease-Supported Debt

What level of lease revenue bond issuance can the state afford? To address this question,
the general fund security for lease revenue bonds is briefly reviewed and then an integrated
debt management process, that would assist policy makers to determine the level of lease
revenue bonds the state may consider for funding office construction, is recommended.

In most state lease-supported debt structures, the underlying security for payment of debt
service is the state's general fund. Lease payments are made from a department’s annual
general fund budget appropriation. The general fund, and a pledge of the state's full faith
and credit, also secures the state's general obligation bonds. The level of lease-supported
bond issuance, therefore, is dependent on the issuance level of general obligation bonds,
given the assumption that the state's policy is to maintain its AAA/AAA rating (a lower
rating will result in higher financing costs reducing the ability to support additional debt).

The guiding factors in determining the appropriate levels of general fund-supported debt
(general obligation and lease supported) are the economic, financial, and administrative
criteria rating agencies use to rate municipal debt. These factors should be used in
developing an integrated debt-management model that assesses the impact of different
proportions of additional general obligation and lease revenue bonds on the state's credit.

Clearly, the overwhelming effect on the state's credit is the pace at which it sells its
authorized general obligation bonds. It is important to note that the state currently has
approximately $12 billion of unissued general obligation bonds. Lease revenue bonds for
new building construction will have a much smaller effect on certain rating agency criteria,
such as net-debt per capita, but will become increasingly important in the ratio that
measures lease-supported debt to gross-bonded debt.

How can this information be used by DGS in its facilities planning process? The State
Treasurer is responsible for managing the state's debt. It analyzes the impact of proposed
state borrowing, for all purposes and types of bonds, on the state's credit. As part of an
integrated office facility planning process, the State Treasurer's office can provide DGS
with maximum annual lease revenue bonding levels for its Five Year Capital Plan (and
beyond) given the anticipated rate of general obligation bond issuance. DGS, in turn,
would develop a priority process to allocate among its projects the allowable level of annual
lease revenue bond proceeds determined by the State Treasurer.

Not enough information about the State Treasurer debt management process is available to
recommend how the information link between DGS and the Treasurer can be established.
The institutional framework for this link should be considered, along with the other
recommendations regarding the overall DGS office facility planning process.
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"Is Building Cheaper Than Leasing?"

Considering a 50-year building life span, using lease revenue bonds to construct state
office buildings is cheaper than leasing. Looking at a historical example and current
conditions, the range of savings is in the magnitude of $17.5 to 39.1 million dollars over
50 years. This is a savings of $1.14 per square foot per year for the 307,305 NSF
"hypothetical" building. Applying the $1.14 savings to future construction in the
Department of General Service's 1989 Five Year Capital Outlay Program, 2,599,723 NSF
(converting the 3,209,535 gross square feet (GSF) in the plan to NSF using the same ratio
of NSF/GSF as the Justice Complex, i.e., 81 percent), the annual saving is about $3.0
million dollars per year. However, the outlook changes in the short-term view.

The smallest savings, attributed to straight leasing after five years, of the three examples is
about $7.4 million in the historical example, or $4.84 per net square foot per year
($7,400,000/5/307,305). Leasing the space scheduled for construction in the Five Year
Capital Outlay Program would result in an $12.6 million annual savings. But this savings
does not consider the equity contributed by the state in the lease purchase option which is
about $6.6 million on a present value basis.

Clearly the answer to the query "Is it cheaper to lease or build" depends not only on the
myriad variables contained in the analysis, but on one's time perspective. With a short-
time horizon, it is cheaper to lease, not considering residual value. However, the state will
have continuing needs for office facilities and should adopt the long-term perspective. The
payoff in owning its buildings would start to accrue to the state after eighteen years or
more, as shown in our historical example, but this does not take into consideration the
equity the state accumulates in offices it builds with lease revenue bond financing. Based
on conceptual review, it appears that it is cheaper for the state to build and own its faculties.
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APPENDIX G
FINANCING TECHNIQUES

INTRODUCTION

This appendix first describes financing techniques available to the state to fund its office
space needs, and then recommends two financing methods related to tax-exempt borrowing
the state could use to reduce its cost of financing office buildings. The recommended
techniques are: 1) asset substitution to reduce capitalized interest costs and provide greater
security to investors in lease revenue bond transactions, and 2) a short-term borrowing
program to reduce the cost of construction financing.

DESCRIPTION OF FINANCING TECHNIQUES

The Department of General Services (DGS) and its consultants have produced several
documents explaining the financing techniques available for funding state office buildings.2
These techniques are organized into a flow chart and and are briefly reviewed.

The chart has two basic financing categories, public and private. Private financing means
that a taxable party, usually a developer (who pays federal, state and local taxes) is the
owner of a building and provides his own equity and/or borrows in the taxable market to
finance its construction. Once constructed, the developer negotiates with the state for use
of the office space. The types of agreements the developer and the state may negotiate
include leasing and lease-purchase arrangements.

Public financing implies public ownership and the use of tax-exempt borrowing and/or
capital outlay funds to finance office construction.

Private Techniques: Leasing
a. Build to Suit
" The state contracts with a developer to construct a building based on the state's

required specifications. The developer owns and operates the building and leases it
to the state.

b. Straight Leasing

This is the most common form of a lease entered into by the state. OREDS
negotiates lease terms and conditions with the developer/owner of an existing
building. The terms include the duration of the lease, base rent and operating and
maintenance rental components, escalation rate for operating and maintenance costs,

23, State of California, Financing Alternatives State and Consumer Services Agency, Department of
General Services, task Force on Alternative Financing, November, 1983,

b. Sacramento Facilities Plan, Eighth Supplement, July, 1988.

c. Deloitte, Haskins and Sells, State Property Management Demonstration Project, May, 1988.

d. Capitol Area Plan Progress Report, Office of Facilities Planning and Development, December, 1989.

e. Department of General services, Five-Year Capital Outlay Program, September, 1989.
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type of tenant improvements and other factors that determine the annual rent the
state pays for the office space.

c. Master Lease

This technique was described in the 1988 Deloitte, Haskins and Sells State Property
Management Project Report (p. D-12). It is basically the same as the straight lease,
except the state would combine multiple leases with its largest landlords into one
master agreement with standard terms and conditions. The intent of the master
lease is to lower lease rates because of the volume of space occupied.

Private Techniques: Lease Purchase
a. Option to Buy

One of the terms and conditions of a straight lease may be an option to purchase the
building after a specified period of time. At the option date, the state may purchase
the building at the price indicated upon the signing of the lease agreement. OREDS
has entered into several lease-purchase agreements and has exercised its option and
bought buildings. However, the price of the building will reflect the developer's
taxable cost of capital and rate of return, making it more expensive to buy than if the
state had originally constructed the building with tax-exempt financing.
Nevertheless, as long as the state continues to lease buildings from private parties,
it should always include an option to purchase the building. The Economic
Forecasting Model (EFM) can be used to help OREDS negotiate the option price
and compare the cost of the lease-purchase with the straight lease over the economic
life of the building.

b. Installment Sale

In this method the developer owns and constructs the building and negotiates
annual installment payments with the state. At the end of the installment period title
of the building is transferred to the state. This method is also more costly than state
funding with tax-exempt bonds for office building construction because of the
developer's taxable borrowing costs and required rate of return on his capital.

c. Leveraged Sale-Leaseback

This technique was used much more frequently before the 1986 Tax Reform Law
changed depreciation and other tax benefits associated with real estate and limited
the use of tax-exempt bonds in private transactions. The leveraged sale-leaseback
involves the sale of a public facility to private investors and the leasing of the
facility back to the public agency. The "leveraged" portion relates to the equity
contribution made by a private owner over a five-year period, up to 20 percent of
the purchase price, in exchange for the tax benefits received by the private owner.
The tax benefits have to be equal to or greater than the return the private party
expects to receive on its capital if they did not enter into the sale-leaseback
transaction. Since the 1986 tax reform act eliminated most of the tax benefits
associated with this type of transaction it is rarely used today. For more details
about this financing technique, see "State of California Financing Alternatives," pp.
23-24.
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1i hnigues: i 1

Capital outlay funds have traditionally funded the planning, design and construction of state
office buildings. However, the availability of these funds for office construction has
dramatically diminished because of Proposition 13, which reduced tideland oil sales, and
restricted the use of capital outlay funds for the state's prison construction program and

toxic waste cleanups (Capitol Area Plan Progress Report, December, 1989, p. 25.)

Reduced capital outlay funding means that the state rarely funds all of the stages of office
building (preliminary planning, working drawings, land purchase and construction) with
Capital Outlay funds. Because of the long capital outlay planning process, capital outlay
funds are often available only for preliminary planning and perhaps working drawings.
They have not been used for funding construction recently.

Because of its scarcity, Capital Outlay Funds need to be used as efficiently as possible.
Consultants recommend that capital outlay be used to fund all planning activities up until
the time the legislature approves construction of a building. At this point other financing
techniques can take over to finance working drawings (if this phase occurs after approval)
and construction.

Public Techniques: Bond Financing

The state can use bonds/notes to fund the construction period, as a permanent loan, or for
both construction and permanent financing for its office buildings. It typically uses one
bond issue for construction and permanent financing, as was the case with the Ronald
Reagan Building in Los Angeles. However, financing options exist to split construction
financing from permanent financing. In this case it has three ways to borrow money:
from the Pooled Money Investment Board (PMIB), the Public Employees Retirement
System (PERS), or with a short-term tax-exempt borrowing.

a. Pooled Money Investment/PERS

As discussed in the review of the Economic Forecasting Model, the state can
borrow from PMIB for construction and repay the pool when it issues tax-exempt
bonds. It can also borrow from PERS. However, these approaches are very
costly, as the DGS would have to borrow at the PMIB or PERS earnings rates.
The PMIB rate is a taxable money market rate that is 1.5 percent to 3.0 percent
higher than a short-term tax-exempt rate. In addition, over 50 percent of the interest
payments DGS makes on the PMIB loan benefits non-state municipal entities. If
the state were to use this borrowing method, its General Fund (which pays debt
service on the bonds issued to take out the PMIB loan) would subsidize other local
governments' general funds. The PERS rate is even higher in that the retirement
system's investments are much broader (stocks, bonds, real estate, money market
instruments) and would usually have a higher earnings rate than the PMIB. In this
case the state General Fund would subsidize state employees if DGS were to
borrow from PERS. Another approach is to borrow in the short-term tax-exempt
market.

b. Short Term Notes

Short-term notes in municipal finance are used for several purposes: to remove
timing discrepancies between government expenditures and receipt of taxes and
revenues (Tax and Revenue Anticipation Notes), as temporary financing until
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long-term bonds are issued or grants received (Bond and Grant Anticipation Notes
or "bridge financing").

Historically, the spread between short-term and long-term tax-exempt borrowing
rates has varied from 200 to 300 basis points (2.0 percent to 3.0 percent). Even
though the Treasury yield curve was inverted several times during the 1980s (i.e.,
short-term rates were higher than long-term rates), the municipal yield curve did not
invert. The spread between long-term and short-term tax-exempt rates has only
fallen under 200 basis points in 1980, late 1987 and recently (Standard and Poors,
Credit Review, Municipal Short Term Debt, May 8, 1989, pp. 1-2) .

To illustrate the potential savings of a short-term note borrowing, we will use the
Hypothetical Office Building example discussed earlier. In this example, the state
used lease revenue bonds to borrow $66,825,000. The interest rate on the bonds
ranged from 6.45 percent for the 1995 serial bond to 7.2 percent for the 2011 term
bond based on the June 15 Delphis Hanover Index for AA bonds. The Bond Buyer
Tax-Exempt Note rate for the same day (June 15, 1990) was 5.85 percent. Using
the 7.2 percent rate for the fixed rate bonds, the difference between the short-term
and long-term rates was approximately 135 basis points (1.35 percent). This is
almost a one million dollar annual savings (.0135 X $66,825,000 = $902,138) in
interest expense, or about $2.7 million over the three-year construction period.

In the context of financing office buildings, the state can use either fixed or variable
rate short-term borrowing to reduce construction costs. A fixed rate short-term
borrowing could be in the form of a Bond Anticipation Note (BAN). The state
would issue a BAN whose maturity would extend to the end of the office building
construction period. At that time, the state would refinance the note with a long-
term lease revenue bond or certificate of participation. This approach is the same as
the PMIB borrowing and repayment described in the review of the Economic
Forecast Model except the cost of the construction loan (i.e. the Bond Anticipation
Note), would probably be at least two percent to three percent lower than the PMIB
borrowing rate. It would also be lower than the fixed rate for long-term bonds as
discussed above. The drawback of short-term financing is the risk of an increase in
long-term rates at the time of the bond refinancing that could nullify any savings
realized by the note borrowing.

A variable rate approach to short-term financing is a commercial paper program.
Commercial paper is a short-term tax-exempt borrowing instrument. It has a
maturity of one to 270 days that can be structured to minimize interest expense.
However, because of its short maturity the state would be exposed to a greater
interest rate risk with commercial paper than with fixed rate short-term notes. This
risk can be mitigated to some degree if the state is a frequent revenue bond
borrower and expects to issue long-term bonds for construction projects on a
regular basis. This is not the case with office buildings, as they are built
infrequently. A viable commercial paper program would most likely be established
state wide and only if debt management policy allowed for variable interest rate
risk.

The state should use short-term note borrowing as a financial technique to reduce
the cost of construction financing.
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c. General Obligation and Lease-Supported Bonds

General obligation bonds and lease supported debt, either Certificates of
Participation (COPS) or lease revenue bonds, are the borrowing techniques the state
can use for construction and permanent financing. Although general obligation
bonds are the least costly method of financing, to our knowledge they have not
been used by the state to finance office buildings. To raise funds with general
obligation bonds, the DGS would need an initial legislative ballot authorization,
voter approval and legislative authorization for specific bond issues. Given the
current level of voter-authorized but unissued volume of general obligation debt,
approximately $12 billion, it is highly unlikely that the legislature will allow general
obligation issues for office buildings to be placed on the ballot. This leaves the
lease-supported debt option.

Certificates of participation and lease revenue bonds are the two most common
forms of lease-backed municipal securities. In a COPS financing, investors
purchase a share (participate in) of an underlying lease revenue stream paid by a
municipal lessee to either a public, private or not-for profit lessor. Lease revenue
bonds are similar, in that the underlying security for debt service payments are the
lease payments by the public lessee. The selection of a COP or lease revenue bond
legal structure depends on the statutory, institutional, political, economic and
financial circumstances of the assets being financed.

Several legal structural options exist in a COPS or lease revenue bond. The
principal parties involved include a public lessor (or private and non-profit
organization with COPS) as the issuing entity; a public agency lessee (who makes
lease payments contingent on the beneficial use and occupancy of the facility); a
trustee or fiscal agent; and investors. The assets involved in the transaction are real
property (land and improvements) and/or equipment. The types of legal
arrangements for COPS and lease-revenue transactions are shown on the flow
chart, which includes a 2-by-2 matrix to indicate the potential level of complexity of
lease transactions. These legal arrangements may take the form of a sale -
saleback; sale-leaseback; lease-sale back and lease leaseback. The type of legal
structure depends on the current ownership of land, improvements (if any) and the
proposed changes to current ownership through the various sale or lease
arrangements among the parties involved in the transaction.

The flow chart also shows two financing techniques associated with lease-
supported debt transactions; capitalized interest and asset substitution. In the
capitalized interest approach, the state issues a single long-term lease revenue bond
or COP, whose proceeds include an amount sufficient to pay interest on the bonds
during the construction period. Lease payments cannot begin until construction is
completed because the lease requires that the lessee have the beneficial use and
occupancy of the facility. By capitalizing interest the state obviates the need for
separate construction financing. But capitalizing interest is a costly way of
constructing office buildings. Since the construction financing is combined with
permanent financing, the interest rate during the construction period is a long-term
tax-exempt rate. By including the interest payments during the construction period
the bond size is increased and debt service payments are greater if capitalized
interest is excluded. For example, the present value savings of eliminating
capitalized interest in our hypothetical building example is about $12 million over
the life of the bonds.

Asset substitution can reduce or eliminate the need to capitalize interest. Asset
substitution is the replacement of a facility described in a lease that has not been
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built with the lease of a facility that has already been constructed. An issuer would
sell bonds supported by lease payments on a constructed facility and use the
proceeds from the bond sale to build the proposed facility. With asset substitution
the lessee can begin lease payments at the bond closing rather than after the facility
is constructed because it has the beneficial use and occupancy of the facility. Asset
substitution also is known as an "equity strip.” The state's financing of the Avenal
Prison is an example of an asset substitution.3

The State Public Works Board (PWB) issued $104,000,000 of lease revenue bonds
in 1985 to construct Avenal Prison. However, the lease supporting the transaction
was not for the Avenal Prison, but the Southern Maximum Security Complex. The
reason for the substitution was not to save capitalized interest expense, but because
of a legal problem affecting the construction of the Avenal Prison. To affect the
substitution the Southern Maximum Security Prison was effectively sold by the
Department of Corrections for $104,000,000 to PWB.4 The PWB sold lease
revenue bonds to investors to pay for the purchase. The Department of Corrections
leased the Complex back from the PWB and makes annual base rental payments
equivalent to the debt service payments on the bonds. The proceeds from the bond
sale were then used to construct the new Avenal Prison.

The substitution of the Maximum Security Complex in the lease for the unbuilt
Avenal Prison saves the state money in two ways. First, the state does not pay
capitalized interest, thereby reducing the bond size and annual debt service
payments. Second, the state does not have construction completion risk for the
leased facility. The Department of Corrections has the beneficial use and occupancy
of the Southern Maximum Complex. Bondholders do not have to consider the risk
of the facility not being completed on time so that lease payments can begin. They
should be willing to receive a slightly lower yield for avoiding this risk, although it
is very difficult to quantify this potential savings.

Asset substitution assumes that the appraised value of the building securing the
lease is at least equivalent to the dollar amount of bond proceeds needed for
constructing the new facility. In the example, the Department of Corrections had to
find a substitute asset equal in value to the Avenal Prison. This requires knowledge
of the state's unencumbered assets in general and prison assets in particular. If the
state were to consider asset substitution for office and other lease-supported
projects, then it should have a comprehensive list of unencumbered assets that can
be used for substitution in lease financings. It is recommended that the state should
add to the Proactive Asset Management data base a field(s) that includes the
availability of the state assets for substitution in lease-revenue transactions.
Depending on the state's policy regarding substitution, the data base should identify
the unencumbered asset, its priority for substitution within the same department,
and its availability for substitution with other departments.

The state should use asset substitution as a financing technique which reduces
capitalized interest costs and provides greater security to investors in lease revenue
bond transactions.

3The 1988 Sacramento Facilities Plan describes an asset substitution for building rehabilitation projects (p.
34, #5). This concept can be expanded to include new buildings.

4This is a general discussion of the legal structure. For a complete review of the legal structural aspects of
the transaction, see the following bond documents: Bond Resolution; the Facility Lease Structural: and the
Site Lease, $104,000,000 State of Public Works Board of the State of California, Lease Revenue Bonds
(Department of Corrections) 1985 Series A (Southern Maximum Security Complex).
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APPENDIX H

POLICIES, OBJECTIVES AND ACTIONS
FROM THE SACRAMENTO FACILITIES PLAN

This appendix presents the goals, policies and actions as set forth in the Sacramento

Facilities Plan.

Goal: Between the years 1977 and 2000, state government shall provide office
space in the state's capitol in a manner that will be consistent with the social,
economic and environmental interests of the People of California.

Policy 1:  State agencies and units thereof shall be consolidated in one of three
planning areas according to functional and organizational criteria.

Action:

(1)

(2)

(3)

Action:

(1)

(2)

(3)

(4)

(5)

(6)

Adopt the following as boundaries for the three planning
areas of state facilities in Sacramento.

core area/Capital Area Plan (CAP) -- that area within a ten-
minute walk of the state Capitol, including contiguous
properties.

Central city -- Bounded by American and Sacramento
Rivers, north and west respectively and by W-X and 29th-
30th Street freeway corridors, south and east respectively,
plus selected contiguous areas. Excludes Core area.

Metropolitan Sacramento -- All of metropolitan Sacramento
excluding the core and central city area described above.

Locate agencies and units thereof in the Core area if most of
the following criteria are met:

Has statewide functions and responsibilities;
Has expressed a desire to be in the Core area;

Has functional and organizational relationships with other
governmental entities that require frequent face-to-face or
mail communication;

Has an organizational relationship to other entities (agency's
secretaries, constitutional officers, legislature, Governor,
etc.);

Meets the above criteria and has a small local or regional
staff which can be served more efficiently by its parent unit's
office staff;

Has not already developed and/or occupied office facilities
specifically designed for that agency's particular unit (e.g.,
DMV, Justice);
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Policy 2:

(7)

Action:

(1)

(2)

(3)

Action:

Action:

Action:

Does not have special space intensive requirements
(warehouses, corporation yards, laboratories).

Locate agencies and units thereof in metropolitan Sacramento
or in areas contiguous to the central city if most of following
criteria are met:

Agency has a statewide function but has space intensive
needs in conjunction with office space (e.g., corporation
yards, laboratories, security, warehouses);

Has a function relating to administration and operation of
regional offices overseeing or regulating activities of field
units; and/or

Serves or conducts business with clientele in a specific
geographic location.

Develop and accelerate a state office building program to
accommodate existing and projected demand in Sacramento.

Adopt the proposed Capitol Area Plan building program.

Develop separate building and rehabilitation programs for the
central city and metropolitan Sacramento planning areas to
complement the Capitol Area Plan building construction
program.

Allocation of office space on a priority basis shall be based upon agency
needs and cost savings.

Action:

(1)
(2)

(3)

(4)

Action:

NOTE:

Allocate office space on a priority basis to those agencies
meeting all, or portions, of the following criteria:

Agency occupies space with 0-5 year lease terms.

Rents for leased space are higher than other comparable
space in the Sacramento area.

Agency expects employee expansion within the next 5-10
years that would require the leasing of office space in the
absence of vacant state-owned spaces.

Agency currently occupies poor quality space.

Based upon the Capitol Area Plan's building construction
program, allocate space to the agencies noted in the
following illustrations (Buildings Sites 1 through 7).

The following are the basic steps involved with allocating
and backfilling space. Each step is numbered to correspond
with illustrations for building sites 1 through 7. A legend
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and consolidation code is also included to explain the
symbols used in the illustrations.

Policy 3:  Set into action a prompt and serious commitment to the efficient use of
energy including immediate development of renewable energy resources in
the Sacramento area.

Action:

Action:

Action:

Action:

Action:

Action:

Action:

Action:

Action:

Action:

Action:

Action:

Action:

Perform energy-oriented audits on state buildings,
establishing technical baselines and energy conservation
programs for individual buildings.

Change systems of building operations and maintenance
methods to incorporate energy conservation practices.

Request funding for retrofit conservation projects, using life
cycle benefit/cost analysis for the alternatives to achieve the
greatest energy savings for dollars invested.

Install solar heating and water heating devices wherever
practical.

Institute an employee awareness campaign of energy
conservation methods and needs.

Incorporate energy conservation incentives for lease option
properties.

Develop energy performance as a major consideration in the
planning and design of all new state buildings in
metropolitan Sacramento area.

Establish minimum design criteria responsive to
Sacramento's climate characteristics.

Improve planning considerations in locating facilities to
minimize transportation energy used by commuting
employees, visitors, and inter-office travel.

Develop transportation patterns as a major consideration in
the planning of new state buildings and leasing of private
facilities.

Encourage alternatives to single occupant vehicles, such as
ride-sharing, bicycling, walking, mass transit.

Improve the energy efficiency of state-owned fleet and
mobile equipment through procurement practices and
operational methods.

Participate with local entities in promoting alternatives to
single occupant vehicles through development of park and
ride facilities, bike lanes, etc., for state facilities.
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Policy 4:

Policy 5:

Policy 6:

Action:

Action:

Action:

Action:

Action:

Action:

Action:

Locate state operations to encourage use of ride-sharing,
bicycling, walking and mass transit.

Develop the state's role in improving the overall-integrated
energy patterns of the Sacramento area.

Encourage cooperative efforts by state and local entities in
energy programs, including federal money for projects (e.g.,
waste heat utilization) in the Sacramento area.

Identify and correct institutional barriers to efficient use of
energy resources.

Participate in waste recycling programs and community
gardens in the Sacramento area.

Rehabilitate existing state facilities and design new buildings
to reduce peak load requirements on the Sacramento
Municipal Utility District network and the state's Central
Heating and Cooling Plant.

Improve the state's participation in the development of
alternative transportation corridors (e.g., bus stop
protection).

Consolidated and dispersed facilities shall be in areas where the general
public and the state's employees have easy access to public transport

facilities.

Action:

Coordinate site selection of proposed or existing owned or
leased facilities with the Sacramento Regional Transit District
to assure transit facilities serve or will be provided before a
site is acquired or leased.

Existing and future space requirements will be satisfied by leasing and
acquiring new structures and/or rehabilitating existing office structures.

Action:

Action:

Acquire approximately 90 percent and lease 10 percent of all
office space required.

Based upon total existing and projected demand, allocate
leased and acquired office space to agencies by planning
area.

Acquired or leased space shall be developed in areas where the presence of
state's facilities and activities can enhance the social, economic, and
environmental quality of a community.

Action:

Include in site selection activities an analysis and evaluation
of alternative sites that will address the social and economic
impacts of the state's activities and functions in the
neighborhood communities most directly affected.
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Policy 7:  Financing of new construction and rehabilitation of office facilities shall be
based upon the most economical means available.

Action: In addition to the capital outlay appropriations, other
financing options, including general obligation bonds, joint
powers authority, non-profit corporations, lease-purchase
from private corporations, lease-purchase from private
developer and lease with purchase options from a private
developer, shall be evaluated as to the most economic
method of financing.
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APPENDIX 1
DEFINITION OF THE PLANING AREAS
IN THE CAPITOL AREA PLANS

Core Area: That area within a ten-minute walk of the State Capitol, including contiguous
properties. This is the area bounded by ‘G’ Street on the North, ‘R’ Street on the South,
5th Street on the West and 17th Street on the EastS.

Central City: The area bounded by the American and Sacramento Rivers, North and
West respectively and by ‘W’ to ‘X’ and 29th to 30th Street freeway corridors, South and
East respectively, plus selected contiguous areas. Excludes the Core Area.

Metropolitan Sacramento: all of Metropolitan Sacramento excluding the Core and
Central City areas as described above.

Plan Boundaries: The boundaries of the area governed by the Capitol Area Plan are
shown on the following map, which is taken from the Capital Area Plan document.

[ [

aanE e nnanE

t ] - [ ] L v [ ] [ ] L ] (1] - - - - - ” ] - o0 -
* Plan Ares inciudes only those blocks containing Siste-owned property.

5The definitions are taken from the Sacramento facilities Plan, 1977-2000, Department of General Services
(DGS), Long Range Facilities Planning Office, Sacramento, April 1977; P. 37

6Specific boundaries of the Core Area taken from the Sacramento Facilities Plan, 8th Supplement:
Implementation Issues, DGS, Office of Project Development and Management (OPDM), Sacramento, July
1988,P.2& S
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State of California State and Consumer Services Agency

Memorandum

To- Kurt R. Sjoberg Date : August 10, 1990
Acting Auditor General
660 J Street, Suite 300
Sacramento, CA 95814

From: Office of the Secretary
(916) 323-9493
ATSS473-9493

Subject: RESPONSE TO AUDITOR GENERAL REPORT NO. C-972

Thank you for the opportunity to respond to your Report C-972 entitled "A Study of the
State’s Office Space Facilities Planning Goals, Policies and Recommendations". The
attached response from the Department of General Services addresses each of your
recommendations.

If you need further information or assistance on this issue, you may wish to have your staff
contact W. J. Anthony, Director, Department of General Services, at 445-3441.

Sincerely,

SHIRLEY K. CHILTON
Secretary of the Agency

SRC:mb

cc: W. J. Anthony, Director,
Department of General Services

Rick Gillam, Audit Coordinator
Department of General Services
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State of California State and Consumer Services Agency

MEMORANDUM
Date:  August 10, 1920 Flle No: C-972
To: Shirley R. Chilton, Secretary
State and Consumer Services Agency
915 Capitol Mall, Suite 200
Sacramento, CA 95814
From:  Department of General Services
Subject: RESPONSE TO AUDITOR GENERAL REPORT NO. C-972 -- A STUDY OF THE STATE'S OFFICE SPACE

FACILITIES PLANNING GOALS, POLICIES, AND RECOMMENDATIONS

Thank you for the opportunity to respond to Office of the Auditor General (0AG)
Report No. C-972. This report was prepared under contract for the 0AG by the
Institute for Law and Policy Planning (Consultants). At the request of the O0AG,
the Department of General Services (DGS) will only respond to issues directly
related to its operations. This request was made because the primary
recommendations in the report relate to State, defined as the administration and
the legislature, policy issues and not to DGS responsibilities.

In Chapter 8, the report addresses recommendations to DGS. The following
response addresses each of those recommendations. For the issues and
recommendations which do not directly apply to DGS, we have provided our
comments for informational purposes. This information is provided after the
words "DGS Comments". Recommendations related to DGS operations are responded
to after the words "DGS Response". Because of the length of the report, and the
extensive level of detail provided, the DGS will not attempt to respond to all
of the issues reported. However, DGS staff will study the feasibility of
addressing all of the issues. In addition, DGS staff will be available to
further discuss these matters with interested parties.

OVERVIEW OF REPORT

The DGS has reviewed the report prepared by the Consultants and has concluded
that it provides an excellent discussion paper for future planning activities
related to the Capitol Area and the Sacramento Facilities Plans. The
Consultant's study within DGS primarily involved analysis, evaluation, and
recommendations on the procedures and available resources of the Office of
Project Development and Management (OPDM), and the policies under which it
operates. Therefore, we are pleased that the Consultants find in the report's
Executive Summary "that OPDM's procedures are well-suited to perform the task
with which they have been charged."

The DGS appreciates the objectivity shown by the Consultants in preparing,
within a short timeframe, a thorough study of the Capitol Area and Sacramento
Facilities Plans. While further efforts are necessary to determine the
reasonableness of a number of recommended actions, overall, the report's
recommendations will be helpful in improving the State's planning process.
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REPORT CHAPTER 8 RECOMMENDATIONS
LEADERSHIP

RECOMMENDATION: "The State of California, including the new administration and
the legislature, must decide if it still wishes to implement the Capitol Area
Plan and the Sacramento Facilities Plan. If it does (or has only minor
modifications), a clear commitment to do so is required."

DGS COMMENTS: By December 31, 1990, the DGS will prepare a transition paper for
the new administration to advise it of the history of the problem, key issues,
alternative courses of action and the implications of those choices.

PLANNING STRUCTURE

RECOMMENDATION: "The state should examine and revise the existing planning
structure to enable better implementation of the policies."” This recommendation
provides for the establishment of a high-level policy making body, the
reorganization of the planning function to a single office, and the defining of
the responsibilities of this new office.

DGS COMMENTS: The DGS notes that it is important that the planning structure be
considered in the context of the entire capital facilities program. Changes
which improve programs examined in the Consultant's study may worsen conditions
for other programs; therefore, a thorough analysis is warranted before embrac1ng
these recommendations.

REVIEW OF PLAN ASSUMPTIONS

RECOMMENDATION: "The Sacramento Facilities Plan and the Capitol Area Plan should
be reviewed and the goals modified when warranted by changing conditions or
flawed assumptions. With the exception of these modifications, the original
goals of the plans should be maintained and supported. Specific areas that
should be reviewed are listed below.

Development north of L Street should no longer be a goal.

It is not necessary to adhere rigidly to the quarter-block development
concept, particularly for parking structures. The spirit of the plan
can be maintained by promoting mixed-use development on adjacent blocks.

The goal of reducing the proportion of single-occupant vehicles to five
percent by 2000 is unattainable; this figure should be raised to a
realistic level.

The reduction of leased space remains highly desirable, but leasing
should be used for short-term needs and whenever else it is truly
~advantageous. The fraction of leased space will change with conditions
and should not be forced into an arbitrary fixed value of ten percent,
which is probably unrealistic."
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DGS RESPONSE: While items such as these are periodically discussed before the
Capitol Area Plan Committee, the DGS will specifically put these matters on the
agenda of the next meeting of this Committee. At that meeting, which is planned
for September or October, OPDM staff will present background information and
request comments and direction regarding the changes. Unless Committee members
recommend against, we would anticipate that the adopted changes will be reported
in the 1990 Progress Report on the Capitol Area Plan.

FINANCING METHODS

RECOMMENDATION: "The state should seek long- rather than short-term economic
benefits in space acquisition. Even though capital outlay would be the cheapest
way to build, the funds are not available. Alternative financing, generally by
lease-revenue bonds, should be the first choice in most development proposals.

The state should continue to actively review and evaluate alternative
financing routes.

. The state should explore the feasibility of purchasing existing
buildings, especially those it presently occupies.”

DGS COMMENTS: For a number of years, the State has used lease-revenue bonds to
fund capital outlay projects. This fact is restated in DGS' September 1989
Capital Facilities Plan which established lease-revenue bonds as the first
choice for funding most major facilities.

In an ongoing effort to identify and understand the tools available for
financing projects, alternative financing methods for both general and specific
application will continue to be examined in consultation with the State
Treasurer's Office, State and local agency representatives, consultants, and the
private sector real estate community.

Purchase of existing buildings is a course the State has considered in the San
Francisco Bay Area in the effort to consolidate the Department of
Transportation's District 4 office operations. It has been found that issues
related to competitive bidding and building codes (local rather than Title 24)
can be troublesome but are not unresolvable. Further, a potential difficulty in
Sacramento with acquiring currently occupied facilities is that many are in
designated redevelopment areas. Redevelopment agencies rely upon tax increments
from privately-owned commercial office and retail property to pay taxes to fund
housing and other redevelopment activity. Therefore, public benefit may be
perceived differently by local and State decision makers.

Straight Leasing vs Lease Purchase (Bond Financing)
RECOMMENDATIONS: The following recommendations are provided in this area:
"The state should own the buildings required for office space rather
than use a straight lease to accommodate this need. Ownership applies

to existing and future buildings. =Tax-exempt bonds and/or notes should
be used to buy existing buildings or raise money for new buildings.
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Whenever the state negotiates a straight lease, it should always
negotiate an option to purchase the building.

In most circumstances, the state should not use private installment sale
financing to take ownership of a building at the end of the rental
payment period unless it is not able to finance ownership with tax-
exempt bonds."

DGS_COMMENTS: Upon appropriate economic evaluation, State ownership rather than
leasing of a building may be advantageous, and tax-exempt bonds and/or notes may
offer rates more favorable than conventional financing. However, we caution
that there are circumstances under which leasing is preferable, and the DGS has
advised client agencies accordingly. For example, because of the length of the
Capital Outlay Budget Process, agencies are better off in leased space than they
are in a State-owned facility if they have a need for frequent expansion or
alteration, have a specific locational requirement, or have a demand too small
to support development of a State-owned building.

We question whether a purchase option should always be negotiated when the State
executes a lease. There are circumstances under which the State must accept the
only space available, rather than space actually suitable for a particular
agency. We prefer that the recommendation be preceded by, "In most
circumstances," rather than, "Whenever". It also should be noted that as
provided in Government Code Section 14669 the Director of DGS is prevented from
entering into a lease-purchase agreement, or a lease with an option to purchase
with an initial option purchase price over two million dollars, either of which
involves office space, unless specifically authorized to do so by the
Legislature.

Because of changes in tax law, it is currently not feasible to use the private
installment sale financing method to acquire a building. If this financing
method becomes feasible at a later date, while not preferred, this will be
another method considered when analyzing funding alternatives.

The Master Space Planning Process
RECOMMENDATIONS: The following recommendations are provided in this area:

"The State Treasurer's office should provide DGS with an annual amount
of bonding (lease revenue bonds and/or certificates of participation)
that it believes the State's general fund can support for the
Department's Five Year Capital Planning Process.

The Master Space Planning Process would establish policies and criteria
to allocate the available annual bond volume between new office
construction for DGS' Five Year Capital Plan and the purchase of

~ existing buildings."

DGS COMMENTS: It should be noted that this finding implies that only the DGS has
a Five Year Capital Plan. In actuality, all State agencies have their own plan.
While the DGS has a long-standing, cooperative relationship with the State
Treasurer's Office, if these recommendations are implemented, we believe it
would be more appropriate that the annual amount be communicated to the
Department of Finance, where all Capital Plans can be evaluated, and the
respective shares for competing agencies can be allocated.
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Financing Techniques and thp Economic Forecasting Model
RECOMMENDATIONS: The following recommendations are provided in this area:

"The state should include asset substitution and short-term note
financing alternatives in the Economic Forecasting Model (EFM).

When selecting an "average coupon yield," the state should determine
whether the rate used already incorporates the underwriter discount fee
and other costs of issuance.

If the proceeds of a bond issue (except the debt service reserve fund)
can be spent in two years according to the following schedule:

10 percent spent within 6 months

45 percent spent within 12 months
75 percent spent within 18 months
100 percent spent within 24 months

the state should use the earning's rate from the Pooled Money Investment
Board as the earning's rate in the EFM bond's construction and
capitalized interest fund. If the construction period is greater than
two years, then the state should use the arbitrage yield of the bonds as
the earnings rate for the construction, capitalized interest and debt
service reserve funds.

. For each asset in the Proactive Asset Management data base, the state
should indicate whether it is available to use as collateral in a lease
revenue bond financing.

When planning a bond issue for office construction, the state should
identify assets in the Proactive Asset Management data base that can be
leased as a substitute for the lease on the proposed new building. The
state should use the asset as a substitute whenever possible to
eliminate capitalized interest expenses.

When planning a bond issue, the state should evaluate the use of short-
term tax-exempt financing during the construction period.

The effect on the tax-exempt status of bonds issued for a state-owned
building that has space for "non-public" purposes such as cafeterias,
concessions, and child care needs to be further explored."

DGS RESPONSE: OPDM will update the EFM during the 1990-91 fiscal year. The
feasibility of incorporating the recommended additions will be explored, and if
possible, the EFM will be modified. With respect to use of the Proactive Asset
Management data base, OPDM and the Office of the Real Estate and Design Services
(OREDS) will explore the implications and the feasibility of implementing the
recommendations. Consultation will also continue with parties outside DGS
(State Treasurer's Office, underwriters, bond counsel) to formulate a position
on the use of short-term issues during construction, and "non public" uses and
their implications for tax-exempt issues.
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It is anticipated that information with respect to these matters will be
reported in the 1990 Progress Report on the Capitol Area Plan.

THE CAPITAL OUTLAY FUNDING PROCESS

RECOMMENDATION: "Unless capital outlay funds once again become plentiful, they
should be used only for the preconstruction stages of a project and for major
repairs. Construction of a building should not be dependent on the availability
of capital outlay funds.

The funding process should be streamlined, when possible, to reduce
substantially the time required to construct new facilities.

After a building project is initially approved, it should not be subject
to cancellation or long delays, except in the most extreme and unusual
circumstances.

The state should consider establishing an independent authority (or
empowering CADA) to develop projects free from annual political review
once those projects are approved by the governor and the legislature."

DGS COMMENTS: Currently, the DGS has two major facilities (State Archives and
Franchise Tax Board - Phase II) under development which used funding from
capital outlay for preliminary planning and other funding alternatives from that
point forward. DGS' Five Year Capital Plan already recommends that once
projects are initiated, if capital outlay funds are not available, the project
should go forward by alternate means. The DGS is also currently testing the use
of CADA as a vehicle for developing a small building. The advantages and
disadvantages of this alternative will be assessed throughout the process. Upon
completion, the DGS will report its findings in the appropriate annual Capitol
Area Plan Progress Report.

PLANNING POLICIES AND PROCESS

Since most of the following recommendations apply to DGS responsibilities; a
separate response or comment is provided for each recommendation.

RECOMMENDATION: "Updating and maintenance of the CAP and the Sacramento
Facilities Plan should include more detailed annual agency surveys. Employee
transportation patterns should be sampled every two years."

DGS RESPONSE: The current in-progress agency survey requests additional details
from agency managers with respect to telecommuting, satellite office complexes,
and program locational needs. The results will be reported in the Ninth
Supplement to the Sacramento Facilities Plan which should be completed by
February 1991. ‘

For the last ten years, employee transportation patterns have been sampled every
two years by OPDM. OPDM is also currently processing a contract with Chico
State University which includes provisions for the sampling of travel patterns
on a regular basis. '
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RECOMMENDATION: "The location and consolidation study addressed in the
Sacramento Facilities Plan should be updated. It should provide a systematic
and rational guide to locating agencies in the core area. This analysis should
be made part of the State's ongoing planning activities."

DGS RESPONSE: An update of the location and consolidation study will be included
in the Ninth Supplement. In addition, the DGS will explore the feasibility of
extracting a portion of the information from the Proactive Asset Management data
base. - '

RECOMMENDATION: "The consolidation and locational criteria should include
multidepartmental consolidation and should recognize proximity to the capitol as
a scarce resource."

DGS RESPONSE: DGS expects that the agency survey now being conducted will
provide a sound basis for developing criteria for multidepartmental
consolidation. In addition, it is expected that the developed criteria will
assist the DGS in allocating space near the Capitol.

RECOMMENDATION: "A detailed systematic assessment of the condition and
rehabilitation status of all older buildings in Sacramento should be made."

DGS COMMENTS: Although we do not deny that the assessment would be helpful in an
overall analysis of what course of action may be appropriate, the DGS cautions
that there would be a substantial cost in assessing the buildings, and that the
results would still not address the related planning, environmental impact, or
overall real estate portfolio issues.

RECOMMENDATION: "The Statewide Property Inventory should be the data base
supporting the planning. The planning office may find it necessary to augment
data from the SPI with information of its own, but it should not set up a
separate and perhaps inconsistent data base."

DGS RESPONSE: OPDM has worked with OREDS to ensure that specific fields were
incorporated into the design of the SPI. 1In addition, it is anticipated that by
July 1991 OPDM's data on employees will be fully merged with SPI. It is not yet
clear whether it is feasible to use the SPI to calculate and report forecasts of
space needs, or if a separate system is more cost effective, but it is
anticipated that OPDM and OREDS will share the same data base.

RECOMMENDATION: "A leasing policy consistent with the consolidation and location
goals of the CAP should be developed and instituted."

DGS COMMENTS: Consolidation has long been a goal of leasing activities
undertaken by DGS. In the last three years, the DGS has accomplished
consolidation of major operations of the Board of Control and the following
departments: Transportation, Corrections, Personnel Administration, and Housing
and Community Development. Other activity is in progress to consolidate the
Department of Consumer Affairs, the Air Resources Board, the Integrated Waste
Management Board, the State Treasurer's Office, and the Board of Equalization.
A1l these actions are consistent with the Capitol Area Plan.
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RECOMMENDATION: "The state should evaluate the success of the specially-designed
and experimental buildings constructed in the early 1980s and incorporate the
results into the plans for future facilities."

DGS COMMENTS: The DGS anticipates that the recommended study would be conducted
if similar alternative methods are proposed in the future; however, these
methods are not currently being proposed. Buildings now in design and
development are not experimental in nature.

RECOMMENDATION: "Other factors in addition to department heads' predictions
should be used to forecast staffing and space needs. Overall Sacramento area
staffing as well as individual agency requirements should be examined."

DGS RESPONSE: As noted in Appendix D of the report, "OPDM is employing
reasonable procedures for staffing projections." DGS acknowledges that there is
value in considering as many factors as possible when developing projections.
While agency data will continue to be the primary source of projections, as
determined to be feasible, OPDM will validate this data.

RECOMMENDATION: "The sizes of core area and peripheral parking facilities should
be reexamined in light of the revised transportation mode split goals."

DGS RESPONSE: OPDM expects the results of its 1990 Travel Survey to be available
by mid-October. After receipt of the survey, the DGS expects to discuss the
matter of revision of the mode split goals with the Capitol Area Plan Committee.
Any ac%ion taken will be reported in the 1990 Progress Report on the Capitol
Area Plan.

RECOMMENDATION: "If peripheral parking is to be retained; incentives such as
subsidizing the parking fees and shortening the shuttle bus transit times will
need to be developed."

DGS COMMENTS: The DGS will continue to evaluate the peripheral parking lot
issue, but it has been our experience that demand for the spaces has risen as
parking rates near the Capitol area have gone up, residential parking permit
programs have been adopted, on-street parking meters have been added and rates
raised, and as surface lots have been developed. Peripheral parking has been an
integral part of the Plan since its adoption. ‘

RECOMMENDATION: "Provision for telecommuting and child care should be explicitly
included in the revised plans."

DGS RESPONSE: The Ninth Supplement of the Sacramento Facilities Plan will
incorporate telecommuting. In addition, child care issues will be addressed
once the DGS has adopted its Child Care Master Plan which is scheduled for
completion no later than July 1, 1991.
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RECOMMENDATION: "The planning office should prepare an introductory guide to the
planning and financing process for use by department administrators, legislative
staff, and other involved parties. It should also maintain a concise history of
the progress of projects under its jurisdiction."”

DGS COMMENTS: The DGS assumes that the planning office referred to under this
recommendation is the new office recommended for establishment under the
Planning Structure Section of Chapter No. 8. Currently, the DGS has basic
information packages available for those interested in planning and financing;
however, for planning activities, experience has shown that detailed information
packages must be tailored to the individual client.

Active projects within DGS are tracked through the Five Year Capital Plans.
Those Plans are submitted annually to the Department of Finance.

CONCLUSION
As part of its continuing efforts to improve policies and procedures, the DGS
will take appropriate actions to address the issues presented in this report.
We appreciate the constructive manner in which the study was conducted.

If you need further information or assistance on this issue, please call me.

ot Gt

W. J. ANTHONY, Directdr
Department of General Services

WJA:PH:RG:kg
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