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SUBJECT: CITY-STATE OFFICE BUILDING PARTNERSHIP - REQUEST TO 
INITIATE DISCUSSIONS WITH THE STATE OF CALIFORNIA 

SUMMARY 

City staff would like authorization from the City Council to pursue discussions with the State 
of California on a possible office building partnership. This prospective partnership would 
involve the joint development of an office building on Lot B adjacent to City Hall. 

Staff is requesting authorization to make formal presentations to staff at the State General 
Services Department, and members of the Capitol Area Planning Committee and the 
Sacramento legislative delegation. The objective of these discussions and presentations will 
be to produce a proposal that the City Council can formally submit to the State. 

LOCATION  

Council District 1, Central Business District. 

RECOMMENDATION 

Recommend that City Council adopt the accompanying resolution authorizing the City 
Manager to enter into formal discussions with the State of California to prepare a proposal 
for a joint office project, and to make presentations to Legislative representatives and the 
Capitol area Planning Committee. 

April 2, 1992 



BACKGROUND 

State Office Needs 

The State of California is the largest tenant and owner of office space in the Downtown 
area occupying 5.2 million square feet. This is equivalent to approximately eight buildings 
the size of the new Wells Fargo building on Capitol Mall. 

During the next five years approximately 1.2 million square feet of State Office leases will 
be up for renewal. During this same period it is anticipated that the State will require 
another 800,000 square feet of new office space just to meet increases in numbers of 
employees. 

Many of these large Downtown State leases are coming up for renewal in the next few years. 
The Attorney General, Controller, Social Services, and Education are the State Departments 
with the largest leases up for renewal. 

City Office Space Needs 

The City of Sacramento currently leases about 150,000 square feet of office space from the 
private sector. In addition, the City has identified the need to acquire an additional 700,000 
square feet of office space during the next 30 years. This new space is planned to be built 
on Lot B and the parking lot behind City Hall. The current plan projects the need for two 
buildings - each in the range of 300,000 to 400,000 square feet. 

Possible Partnership between the City and the State 

The possibility of entering a partnership with the State was developed initially by the City's 
asset management consultant. Details on this proposal are included in Exhibit A. 

In addition to meeting office space needs, there are several policy objectives for both 
entities that could be achieved through development of a joint office building. These are 
listed below: 

State - Partnership Objectives 

o Meet a portion of future office needs 
o Meet Capitol Area Plan objective of developing office space north of "L" Street 
o Proximity to Light Rail would help meet environmental considerations 
o Control of configuration of floor sizes and design 
o Participate in ownership of facility 

City - Partnership Objectives 

o Meet Civic Center Master Plan Space Planning objectives 
o Retain State Employees next to downtown retail and cultural districts 



o 	Control building design for a major State office building 
o 	Initiate City Asset Management Program 

The process for developing the concept into a formal proposal by City Council 

Staff has had informal discussions with State representatives on the concept of a joint 
venture. To this point of the discussions, State representatives have been able to provide 
limited information to the City. 

In order to collect enough information to complete a proposal for consideration by the City 
Council, staff must conduct a series of meetings with State representatives to refine the work 
initiated by the City's asset management consultant. State representatives have asked us to 
indicate that there is City Council support for the project, before they become active in the 
discussions. 

Once the project concept is refined, City and State staff can review the joint project concept 
with the members of the Capitol Area Plan Committee, and the Sacramento legislative 
delegation. 

Based on information collected from the State, and comments received from members of 
the Capitol Area Planning Committee and Sacramento legislative delegation, staff will 
prepare a proposal for City Council to submit to the State. 

Response to informational requests by Council from last meeting 

At the Transportation and Community Development Committee meeting of January 30, 
1992, Council members requested additional information on the concept of a joint office 
building with the State of California. This information is provided below. 

What property tax revenue would be lost to City as a result of a public-public partnership? 

Potential losses in property taxes in a joint venture with the State are more than offset by 
revenues from a land lease. However, the probability of  any loss of property tax is unlikely. 

The proposed site for a joint City-State project is parking Lot B. This site is not currently 
on the tax role. Current City plans call for this site to be the location of the future Civic 
Center. This would also be a public building that is not subject to property tax. 

If the State is a partner in a joint project with the City, the property will remain as is - with 
no payment of property taxes. 

Kosmont and Associates prepared an analysis of potential property tax loss (Exhibit B). The 
analysis is predicated on several assumptions. For purposes of the analysis it is assumed that 
the State, as an alternative to a joint City-State project, would lease a privately-owned 
200,000 square foot building within the City limits (if the State were to construct their own 
building, or if the private building were in the County, there would be no property tax loss). 



The analysis indicates that land lease payments under the City-State joint venture, less 
foregone (lost) property revenue, would generate $14 million over a thirty year period. The 
land lease revenue is projected at $18 million. The foregone property tax revenue is $4 
million. 

How does the projected City office space needs relate to the proposed building? 

This question can only be answered in very general terms at this time. The project concept 
has not been developed to a point where specific square footage is assigned to the City and 
the State. 

Under the conceptual proposal presented by Kosmont and Associates, a 400,000 square foot 
office project was identified for discussion purposes. Half of the building (200,000 square 
feet) would be occupied by the City. 

At the current time, the City leases 150,000 square feet of private office space in various 
buildings downtown. The rent for these leases is approximately $2.3 million each year. The 
City employees currently in this private office space would probably be the initial tenants 
of a joint project. The balance of the 50,000 square feet could be used to relieve 
overcrowding in public safety buildings, or for increases in staff (both General Fund and 
Enterprise Fund positions). 

The Asset Management Report prepared by Kosmont and Associates included a thorough 
discussion of City office needs. They projected future surplus and deficits of office space 
based on the Civic Center Master Plan prepared by Kaplan-McLaughlin-Diaz (KMD). KMD 
projected the need for two new office buildings in the next 10 years. The first building would 
be built in 1993 and provide 401,300 square feet. The second building would be built in 2003 
and provide 428,900 square feet. Based on the construction of these two buildings, Kosmont 
and Associates projected a deficit of office space -  in the year 2003 of 62,000 square feet, and 
a surplus of 41,000 square feet in the year 2025. 

Since the current version of a partnership with the State would reduce the City's share of 
the first building by 200,000 square feet, the surplus and deficits would initially be adjusted 
by this amount. As the State left the building for other space, the City's deficit would be 
eased. 

POLICY CONSIDERATIONS 

Staff is recommending that Council approve formal discussions with the State on 
development of a joint office project. This project would address policy objectives of the City 
and the State as outlined above. If Council does not want to see a proposal developed for 
further consideration, staff should be directed to stop this effort. 

FINANCIAL DATA 

No appropriations are requested at this time. All costs associated with developing a proposal 



Approved for Committee Information: 

Robert P. Thomas 
Deputy City Manager 

For Committee Meeting of: 
April 9, 1992 

Contact Person: Bill Farley, 264-7730 

on a joint office project will be absorbed within current operating budgets. At the time a 
proposal is presented for approval by Council, a planning budget will be recommended. 

MBE/WBE  

Respectfully Submitted, 

Bfll Farley 
Sr. Management Analyst 

Betty M Luoka 
Director of Finance 



ADOPTED BY THE SACRAMENTO CITY COUNCIL 

ON DATE OF 	  

RESOLUTION AUTHORIZING THE CITY MANAGER TO DEVELOP A 
PROPOSAL FOR A JOINT CITY-STATE OFFICE PROJECT 

Be it resolved by Council of the City of Sacramento: 

That the City Manager is authorized and directed to: 

1. Enter formal discussions with the State of California to develop a proposal for a 
joint City-State office building. 

2. Review the concept of a joint City-State Project with the Capitol Area Planning 
Committee and Sacramento's State legislative delegation. 

3. Prepare a detailed proposal on a joint City-State Project that can be considered 
by City Council. 

MAYOR 

ATTEST: 

CITY CLERK 

FOR CITY CLERK USE ONLY 

RESOLUTION NO.: 	 

DATE ADOPTED: 



Exhibit A 

APPENDIX III 

JOINT CITY OF SACRAMENTO/STATE OF CALIFORNIA 

. OFFICE BUILDING PROJECT 

The following summarizes the background work done by the Consultant Team to 

identify and define the opportunity for the City to jointly develop an office building with 

the State of California. This appendix outlines the project concept and proposed deal 

structure. 

I. PROJECT CONCEPT 

State of California Need for Additional Leased Office Space  

The State of California is the largest tenant and owner of office space in the Downtown 

Sacramento area occupying 5.2 million square feet. This is equivalent to eight buildings 

the size of the new Wells Fargo building on Capital Mall. During the next five years 

approximately 1.2 million square feet of State office leases will be up for renewal. 

During this same period it is anticipated that the State will require an additional 800,000 

square feet of office space to accommodate new employees. Recently, the State has 

started to relocate offices to outlying suburbs. If this trend continues, public investment 

of nearly $200 million (over the past seven years) in the Downtown area could be 

jeopardized. 

Master Plan City Space Requirements  

The 1990 Master Plan projected a City Administrative Facility space need for about 430, 

000 gross sq. ft. by the year 2025, and a Public Safety Facility space need for about 

356,000 gross sq. ft. Interim space needs for these two facilities were projected at about 

343,000 gross sq. ft. for Administration and about 191,000 gross sq. ft. for Public Safety. 

To meet these projections, the Master Plan proposed construction of .a new Public 

Safety/Administration Building of about 401,000 gross sq. ft. in a mid-1990's time frame, 

with a second Administration Building of about 429,000 gross sq. ft. to be constructed 

in 2003. 

1 



Advantages of Joint City/State Project  

Below is a brief discussion of the advantages and disadvantages of pursuing a 

partnership with the State. 

1. Signing the State to a large office lease would help to keep the State downtown 

and to achieve the City's land use and transportation objectives. Maintaining the 

focus of major office market activity within Downtown Sacramento would 

prevent the loss of important direct and indirect public revenues to another 

jurisdiction. 

2. Depending upon the specific "deal structure" utilized, the City could utilize tax 

exempt financing for the project. Tax exempt financing is significantly less 

expensive than available conventional financing. Tax exempt borrowing would 

lower debt service carrying costs of the building, and allow the City and State to 

benefit from the savings. 

3. Ownership of the structure would confer benefits upon both of the 

tenant/owners. Occupancy costs would need to rise only enough to pay for 

increased operating expenses. Over time, such cost increases are likely to trail 

rent increases in privately-owned buildings, in which total occupancy costs are 

subject to market and inflationary pressures. Furthermore, ownership would 

iesult in an increasing equity position as debt is amortized, leaving the 

tenant/owners with a significant residual asset value. 

/- 
City Management Team  

To have an effective chance at securing State leases, it will be important to have a group 

capable of making decisions on behalf of the City that can respond to the State's needs. 

The make-up of this team and the roles and responsibilities need to be thoroughly 

evaluated and understood at the outset. There are a number of issues involved in 

structuring the players, roles, and terms involved in any submittal to the State. 

2 



               

               

               

               

              

               

       

It will be important to ensure that the City's offer is competitive from the State point-of-

view while providing an acceptable return for the City, and assuring that any building 

which the City proposes to build works for both State and City purposes from a space 

planning perspective. 

 

           

           

           

               

       

Evaluation Methodology  

This analysis projects the development and occupancy costs for an office building with 

400,000 gross sq. ft. of floor area that the City and State could jointly develop. The 

analysis compares occupancy costs over a period of 30 years to occupancy costs that 

would be incurred by leasing space in privately owned buildings. In addition to 

ongoing occupancy costs, the benefits of ownership of an residual asset value are 

included in the analysis. Initially, joint occupancy by both the City and State of 50% of 

the building each is envisioned, with a joint powers authority undertaking development 

and ownership of the structure. During the course of the 30-year term, either the City 

or State could exercise options to increase its portion of building occupancy and acquire 

direct ownership as well. Lot B, totalling approximately 108,000 sq. ft., has been 

identified as the most appropriate site for this joint project. 

    

           

           

           

           

        

       

Project Assumptions 

The attached spreadsheets indicates detailed assumptions used in this analysis, including 

design characteristics, construction and bond costs, and income and expense factors. The 

assumptions are based upon a building with 400,000 gross sq. ft., 360,000 net rentable 

sq. ft., and 1,080 parking spaces. Construction costs will total $58.3 million. With 

issuance costs, capitalized interest and a debt reserve, the tax-exempt bond issue would 

total $70.9 million with an average interest rate of 6.5%. The bond term would extend 

25 years, including 23 years of amortization during building operations following up to 

two years of construction. 
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The proposed deal structure includes land lease payments to the City from project cash 

flow. A lease rate of $1.85 per month per rentable sq. ft. and $50 per month per parking 

space is paid by both the City and State. Assessed costs are increased only to the extent 

operating expenses increase. Should the project generate excess cash flow after payment 

of operating expenses, debt service and land lease payments, such proceeds would 

accrue to the City and State. 

The analysis compares occupancy costs under the above project assumptions with 

occupancy costs which might be obtained in privately-owned buildings. The assumed 

lease rates for the jointly developed building are acceptable for higher-quality space in 

Downtown Sacramento. However, in the past the State has negotiated highly 

competitive lease terms based on its large usage requirements and soft market 

conditions. The likelihood that either the State or City could obtain such lease terms in 

the future is uncertain, but for the purposes of ensuring that this analysis is conservative, 

very favorable lease terms are assumed for the alternative occupancy costs in privately-

owned buildings. The terms include starting rents of $1.65 per month per rentable sq. 

ft., and annual rent increases of 2% during the 10-year lease terms without expenses 

pass-throughs. 

Cost Savings From Occupancy/Ownership of Joint Development 

The joint development would deliver savings over privately-leased space totalling $246.0 

million in cumulative dollars, of which $123.0 million would accrue to the City and the 

State each. In present value terms, the total savings is $35.4 million, or $17.7 million 

each for the City and the State. Table A below presents these figures. 

Approximately $114 million of the savings in undiscounted dollars and $13 million in 

present value represents the residual value of the building_at the end of the 30-year 

analysis period. The remainder represents savings during the course of the initial 30 

years. TM residual value could be proceeds from a sale, or a proxy for continued low-

cost occupancy by the City and \or State or rental to the private sector. 
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The occupancy savings during the initial 30-year term accrue during Years 11 to 30, with 

the first 10-year increment costing slightly more in the joint development than in private-

sector space. However, it is worth restating that the private-sector lease terms assumed 

are highly favorable to the City and State. Less favorable terms would reduce or 

eliminate the initial savings of private-sector space. Furthermore, the total value to the 

City, including land lease income, is positive. 

Land Lease Income 

A joint development would also allow the City to realize the asset value represented by 

Lot B. Table B shows that land lease payments, together with a residual land value at 

the end of the 30-year term, would generate $46.6 million in cumulative dollars to the 

City and $10.4 million in present value. 

Total Value to City  

Table C shows that the total value of the joint development to the City, including both 

occupancy/ownership and return on its land, would be ,$169.9 million in cumulative 

dollars and $28.1 million in present value. 

The attached financial analysis indicates that both the City and State could share in 

significant reduced long-term occupancy costs from jointly developing an office building. 

The reduced costs will be derived from tax-exempt financing and from ownership 

benefits. In addition, the City would realize asset value from the underutilized Lot B 

and bolster its Downtown land use and transportation objectives. 

Table A, on the following page, summarizes the potential financial impact of a joint 

development on the City and State. Table B summarizes the value to the City of land 

lease income. Table C shows total savings to the City. Tables D and E, at the end of 

this appendix, present detailed project assumptions and annual financial projections. 
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SACRAMENTO CITY/STATE JOINT OFFICE BUILDING 
FINANCIAL ANALYSIS OF OCCUPANCY 

Years 	Years 	Years 
1.:111 	11 - 2Q 	21 - 30 	Total 

Actual Dollars (Undiscounted)  

Land Lease Payments 	 $6,048,000 	$6,048,000 	$6,048,000 $18,144,000 

Plus Land Residual Value   $28.551.88$ $28.551.888 

Total 	 $6,048,000 	$6,048,000 $34,599,888 $46,695,888 

1993 Present Value (Discounted 75%) 

Land Lease Payments 	 $4,151,396 	$2,014,232 	$977,293 	$7,142,922 

Plus Land Residual Value* 	 $3.261226 	53.261 .226 

Total 	 $4,151,396 	$2,014,232 	$4,238,519 	$10,404,148 

• Building value assumed at 80% of total residual, land value at 20% 

Proofed by KOSA4ONT & ASSOCIATES. INC 810 N. Hollywood Way. Suits 350. &Amu*. CA 91505 (918) 840-8586 	 2118192 SAC-1.X18 
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II. DEAL STRUCTURE 

The following is a recommended "deal structure" to be pursued in future discussions 

with the State, based on the following assumptions. 

1. The State is willing to work with the City to develop an office building for joint 

occupancy by the City and State. Nominally, the building would provide 400,000 

square feet of gross building area and would be 50% occupied the State (i.e., 

200,000 square feet) and 50% occupied by the City. 

2. The State is seeking equity participation at an amount appropriate to its level of . 

tenancy and contribution to the project. 

3. A joint powers mechanism is the desired means for accomplishing the project. 

A chart is attached which illustrates the proposed deal structure. There are two assets 

created: 1) is the underlying land owned in fee by the City and, 2) is a new building 

which would be owned and operated by a joint powers authority. The joint powers 

authority would issue debt in the form of certificates of participation (or some other 

appropriate debt instrument) in order to raise funds to construct a building. The 

building would be tenanted by both the State and the City and each would pay a fair 

market rent in exchange for its occupancy. Total rent payments would be split into two 

cash streams. One cash stream would go to the joint powers authority to service the 

debt on the certificates of participation and the other cash stream would go to the City 

of Sacramento as a ground lease payment of 7% of gross lease revenue. To the extent 

that there is "profit" beyond these two amounts, it could go into a trust account 

administered by the City as described below or it could be taken in the form of lower 

rent payments. 

• 
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!PROJECT COST ASSUMPTIONS 

SACRAMENTO C1TYISTATE JOINT OFFICE BUILDING 
FINANCIAL ANALYSIS OF OCCUPANCY 

TABLED: PROJECT ASSUMPTIONS 

!PROJECT DESIGN ASSUMPTIONS  
Per S.F. 

Percent 
of Total 

Died Construction Costs 
Core & Shell 
Parking (per cf. of parking area) 
Tenant Improvements 
Site Wont & Landscape (per s.L site area) 
Contigency 
Subtotal 

400,000 id 
90% 

108,000 sl 
3.0 

1,080 op 
335 of 

18 

$70.00 
$25.00 
$28.00 

$5.00 
5.00% 	$5.96  

$125.12 

$28,000,000 
$9,045,000 

$10,080,000 
$540,000 

$2.383,250  
$50,048,250 

Gross Building Area 
Leasable Area Ratio 
Estimated Site Size 
Parking Ratio (per 1,000 LIU) 
Panting Spaces 
Average S.F. Per Parking Space 
Construction Period (months) 

!OPERATING INCOME ASSUMPTIONS 5.00% 
1.50% 
5.00% 
1.00% 
2_00% 
2_00% 

Indirect Construction Costs 
Architecture a Engineering 
Legal Fees 
Proiect Management Fee 
Insurance 
Permits & Fees 
Miscellaneous 
Subtotal 

Total Construction Costs 
11.25% 

	

$6. 26 	$2.502,413 
$1. 	$750,724 

	

$6-26 	$2,502,413 

	

$1.25 	$500,483 

	

$2.50 	$1,000,965 

	

$2.50 	$1.030,965 

	

$20.64 	$8,257,961 
$145.77 $58,306,211 

Bond Costs 
Costs of Issuance 
Capitalized Interest 
Reserve Fund 
Subtotal 

$1.85/51 
$.45/51 

$50.00/sp 
$10.00/sp 

2.00% 
0.00% 
4.00% 
7.00% 

First Year Lease Rate (monthly) 
First Year Operating Expenses (monthly) 
First Year Parking Rate (monthly) 
First Year Parking Expenses (monthly) 
Capital Reseve Fund (percent of revenue) 
Rent Inflation Rate 
Expense a Parking Inflation Rate 
Land Lease Payment (percent of revenue) 

	

$5.34 	$2,134,1 

	

$14.71 	$5,8413,648 

	

$17.72 	$7,089,000  
$37.77 $15,106,837 	20.58% !DEBT SERVICE ASSUMPTIONS 

$183.53 	$73,413,048 	100.00% 
(2,523.048)  
$70,890,000 

Bond Issue 
Nominal Interest Rate 
Interest Rate Constant 
Amortization (years) 

Gross Debt Service 
Reserve Fund Income 
Net Debt Service 

$70,890,000 
6.530% 
8.496% 

($6,022,870) 
$460,785  
($5,562,085) 

Prepared by KOSMONT S ASSOCIATES, INC 810 N. Hollywood Way, Suke 350, Burbank, CA 91505 (818)840-8505 



Pipand KOSMONT ASSOCIATES. INC 61 Way. Suese 360, bufbark CA 41603 bib 040-8353 

Years 1140 
Year 12 Year 13 Year 14 Year 15 Year IS Teen? Year 11 Year 19 Yu s20 Yea 11 

2034 2005 2006 2037 2008 2009 2010 2011 2012 2013 

3994000 1996000 3,996,000 1996000 3.996030 3,994000 1961003 3,996,000 3,906,000 3,996,000 
3,906,000 1996,000 1996,000 3,996,000 3,996,000 3,996,000 3,996,003 3,996,000 3,996,000 1996,000 

648,000 648,000 648,000 648,000 648,000 648,000 648,000 648,000 648 , 000 648,000 

8,646,030 11,646, 8,640000 6,646,000 8,640000 8,640003 8.646,010 1644000 8846,000 8.644000 

(3,197.328) (3,324221) . (1458,230) (1596.559) (1744421) (1890,038) (4.045,639) (4207,465) (4,373764) (4.550,794) 
(191,640) (199,513) (207,494) (215,794) ç124,425) (233,402) (242,738) (252,448) (262.546) (273,048) 

1,099,567 1.235,134 1,376,123 • 1,522,752 1,675,248 1833,840 1,994778 2,170313 2,340709 2,534.242 
(172.800) (172.800) (172.800) (172.800) (172.500) (*72.800) 1172,800) (172.803) (172800) (172,600) 

(2,462.400) (2.462,400) (1461400) (2.462.400) (2.462.400) R462,400) (2.462.400) (2.461400) (2.462.400) (2.462.400) 

81 71,600 1177,600 1177,600.  6,171,600 8177,600 6,177,603 6177,600 8,177,600 8,177.600 6,177,600 

(604,800) (604,800) (604.800) (604,600) (604.800) (604,600) (604,600) (604,800) (604.800) (604,600) 
(5 562 085) (5,562,085) (5.562.065) (5,562,085) (5.562,085) (5,562,065) (5.562,085) (5,562.085) (5.562.085) (5,562.085) 

10.715 10,715 10.715 10,715 10,715 10.715 10.715 10,715 10,715 10.715 

(7,992.000) (7.992.000) (7.991000) (7.992.000) (7.991000) (7,992,000) (7.992,000) (7,992,000) (7.992,000) (7.992.000) 
(648,000) (646,000) (648,000) (648.000) (648,000) (648,000) (648,000) (648.000) (648.000) (648,000) 

(1.099,567) (1,235,134) (1,376.123) (1,522.752) (1.675.246) (1.833,840) (1,998.778) (11 70,313) (1348.709) (1534,242) 
10.715 10,715 10.715 10,715 *0.715 10.715 10.715 10,715 10.715 10.715 

(9,728,852) (9,864,419) (10,005.408) (10.152,037) (10,304,531) (10,463,125) (10.628,063) (10,799,598) (10,977.994) (11,163,527) 

$2.49 $2.54 $2.59 $2.64 $2.70 $2.75 $2.81 $2.86 $2.92 $3.62 
(10,762,205) (10,977.449) (1 1.1 96.998) (11.421938) (1 1,649,357) (11,882,344) (11119,991) (12,362,391) (12.609,638) (11611326) 

(959,198) (997,566) (1,037,469) (1.0 78.968) (1.122.126) (1.1 6 7,01 1) (1.213,692) (1,262.240) (1.312.729) (1,365.238) 
0 0 0 0 0 0 0 0 0 0 

(11,721.401) (11.975.013) (12,234,464) (12,499.903) (12,771,480) (13,049,352) (13,331680) (13,624.627) (13.922,365) (16,981560) 

1,992,549 2,1 10.594 2,229,056 2.347.866 2,466,949 2,586,227 2.705.617 1825,029 1944.370 5.820,034 

SACRAMENTO CITY/STATE JOINT OFFICE BUII.D0 
FINANCIAL ANALYSIS OF OCtCUPANCY 

TABLE E 

PROECTED OPERAIING SCRUMS).  
City Rent Payments 	 50% 
Stab Rani Payments 	 50% 
Pulling Fees 	

, 

Gross Income 

Biking OpersIng Expenses 
Parkina Opens* 
Expense Paaellutughs 
Capital Reserve 

Taal ()parsing Egaarbas 

Na4 Operating Income 

Land Lease Payments 
Debt &bake Payments 

Buikling Cash now 

PROJECTED SAVINGS/COST 
With Chy/State JoInt Office Devedopmant 
Rent Payments 
Parking Fees 
Expense Pass-Throughs 
Cash Flow 

Total 

With La...ad Spec. I:Rowboat 
Projected Lease Cost per S.F. 
Rent Payments 
Parking Fees 
Expense Pese-lbroughs 

Tots/ 

Annual Savings (Cosy 
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MEMORANDUM 

Exhibit B 

DATE: 	February 19, 1992 

TO: 	Bill Farley, Senior Management Analyst 
City of Sacramento 

FROM: 	Frank Taplin, Vice President 
Charles Loveman, Principal  

RE: 	City/State Joint Office Development -- Analysis of Potential 
Property Tax Loss 

During our preliminary presentation to the City Council regarding the 
proposed City/State joint office development, one Councilperson voiced his 
concern that a public office d&elopment might reduce the City's property tax 
revenue when compared to a situation where the State occupied space in a 
privately-owned building. 

Whether the City would actually realize such a property tax loss is 
unpredictable. A loss would occur if a privately-owned office building located 
within the City limits were only built for State occupancy. A revenue loss 
wouldn't occur if a private office building were constructed regardless of 
whether the State rented space in it, or if the State leased space outside the City. 
For this analysis we assume that the City does experience a revenue loss. 

To calculate the imputed loss for the City, we have projected property tax 
revenues which would be generated by development of a 200,000 square foot 
office building to be occupuied by the State. Property taxes are based upon a 
project cost of $31.7 million (drawn from the pro forma cost for the joint 
project plus a $2.5 million land allowance). The portion of property tax 
revenue accruing to the City is assumed to be 33/100ths of the 1% assessment 
for the initial year of occupancy, and is inflated at 2% annually thereafter for 30 
years. 

The attached table shows that the property tax loss would total $4.2 million in 
cumulative dollars and $1.5 million in today's dollars (i. e., present value). 
This potential loss would be an offset against the revenue realized by the City 
from the joint venture development of City-owned land. As the attached table 
shows, the imputed tax revenue loss is more than compensated for by the land 
lease and residual revenue that would accrue to the City from the proposed 
development. 
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Over the life of the joint City/State building project, the City is projected to 
earn $18.1 million (in cumulative dollars) from land lease revenues plus a 
future residual value for the building of $28.5 million. These cumulative 
revenues total $46.6 million, which more than offsets the potential property 
tax loss of $4.2 million. Likewise, expressed in present dollars, project-
generated revenues to the City are estimated to be $10.4 million, against a loss 
of property tax revenues of $1.5 million. [Please note that the attached table is . 
similar to Table B in Appendix III of the Asset Management report, with the 
addition of the imputed tax loss figures.] 

We hope this analysis addresses the City's concerns regarding property tax 
revenue. Whether such a loss occurs is uncertain, but it appears that the 
potential asset value that the City could realize from a joint venture 
development with the State will considerably exceed any property tax loss. 

Attachment 

CEL \ Sacramento \ Prop Tax Joint Project 
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• 
SACRAMENTO CITY/STATE JOINT OFFICE BUILDING 
FINANCIAL ANALYSIS OF OCCUPANCY 

CITY LAND LEASE INCOME WITH IMPUTED PROPERTY TAX LOSS 

Years 
1.1111 

Years 
11 - 20 

Years 
21 - 30 Total 

Actual Dollars (Undiscounted) 

Land Lease Payments $6,048,000 $6,048,000 	$6,048,000 $18,144,000 

Plus Land Residual Value* $28,551,888 $28,551,888 

Less Imputed "Lost" Property Tax** ($1.143.756) f$1,394.232) ($1.699.5611 ($4.237.5491 

Total $4,904,244 $4,653,768 $32,900,327 $42,458,339 

1993 Present Value (Discounted 0 7.5%) 

Land Lease Payments $4,151,396 $2,014,232 $977,293 $7,142,922 

Plus Land Residual Value* $3,261,226 $3,261,226 

Less Imputed "Lost" Property Tax** ($775.915) ($458.914) ($271.4241 ($1 a0E,253.1 

Total $3,375,481 $1,555,318 $3,967,095 $8,897,895 

• Building value assumed at 80% of total residual, land value at 20% 

"Lost property tax based on State occupancy 01 200,000 gross s.f. of privately owned space 

• 



ADOPTED BY THE SACRAMENTO CITY COUNCIL 

ON DATE OF 	  

RESOLUTION AUTHORIZING THE CITY MANAGER TO DEVELOP A 
PROPOSAL FOR A JOINT CITY-STATE OFFICE PROJECT 

Be it resolved by Council of the City of Sacramento: 

That the City Manager is authorized and directed to: 

1. Enter formal discussions with the State of California to develop a proposal for a 
joint City-State office building. 

2. Review the concept of a joint City-State Project with the Capitol Area Planning 
Committee and Sacramento's State legislative delegation. 

3. Prepare a detailed proposal on a joint City-State Project that can be considered 
by City Council. 

ATTEST: 

CITY CLERK 

FOR CITY CLERK USE ONLY 

RESOLUTION NO 

DATE ADOPTED: 


