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STATE OF ALASKA
1997 LEGISLATIVE SESSION

F IS C A L  N O T E
BILL NO. HB 236

Revision Date: _ _ _ _ ____________________________________  Department Affected: Administration
Title: “An Act giving notice of and approving . . .  a lease_______  BRU: General Services_____________
purchase agreement for an Anchoraae office building."________  Component: Leasing_______________
Sponsor: fH) Finance Committee____________________________ ______________________________________
Requestor________________________________________________ COMPONENT/SERIAL MO. .81_____

EXPENDITURES/REVENUES:__________   (Thousands of Dollars)
OPERATING EXPENDITURES FY 98 FY 99 FY 00 FV 01 FY 02 FY 03
PERSONAL SERVICES

TRAVEL
CONTRACTUAL

SUPPLIES
EQUIPMENT
LAND & STRUCTURES
GRANTS, CLAIMS
MISCELLANEOUS

(914.6) (1,182.9) (2,419.7) (5,313.4) (6,161.3) (6,247.6)

TOTAL OPERATING (914.6) (1,182.9) (2,419.7) (5,313.4) (6,161.3) (6,247.6)

CAPITAL EXPENDITURES

CHANGE IN REVENUES ( ) |

FUND SOURCE: (Thousands of Dollars)

1002 Federal Receipts
1003 GF Match
1004 GF

1005 GF/Program Receipts 
1037 GF/Mental Health 
OTHER (Inter Agency Receipts)

—

(668.6) (937.0) (2,042.9) (4,471.7) (5,263.4) (5,349.6)

(245.9) (245.9) (376.9) (841.7) (896.0) (898.0)

TOTAL (914.6) (1,182.9) (2,419.7) (5,313.4) (6,161.3) (6,247.6)

Estimate of any current year (FY 97) cost: $_Q. 
POSITIONS:
FULL-TIME
PART-TIME
TEMPORARY

ANALYSIS:
•This bill would authorize the lease purchase of the Bank of America building in Anchorage. The total project cost shall 
be less than $38,950,000, the annual cost shall be less than $4,070,000 and the total lease paym ents shall be less than 
$81,400,000. Lease payments are shown in the Department of Revenue fiscal note. Costs and revenues fo r the 
maintenance and operation of the building are shown in the fiscal note for a new budget com ponent created specifically 
for that purpose.
(see continuation page)_________________________________ ________________________________________________________

Prepared by: 
Division:

Dugan Petty. Director

Approved by Commissioner: Mark B ove^-^ -.
Agency: Department of Administration

- I  Vi________________ Phone: 465-2250
'  ^  Date: __________________

f f i W M  Date: 4 / W ^

.L  DISTRIBUTION C O P lW rO  GOVERNOR'S LEGISLATIVE OF

Rev 01/96

PREPARER TO PROVIDE ALL DISTRIBUTION C O P lE & fO  GOVERNOR'S LEGISLATIVE OFFICE
For further distribution information, call the Governor's Legislative Office
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FISCAL NOTE 
STATE OF ALASKA 

1997 LEGISLATIVE SESSION
BILL NO. HB 236

ANALYSIS: (continued)

Leasing Component
A Baseline (continue leasing assumption)

B Lease cost under purchase

C Change in annual lease costs (A-B)

D Leasing budget transfers to agencies for building 
operation costs

E Net change in annual leasing cost (C lass D)

FY 98 FY 99 FYOO FY 01 FY 02 FY 03

GF 5,045.6 5,304.0 5,390.8 5,478.8 5,568.1 5,658.6
I/A 898.0 898.0 898.0 S98.0 898.0 898.0

5,943.6 6,201.9 6,288.8 6,376.8 6,466.1 6,556.6

GF 4,298.4 4,367 3,044 535 305 309
!/A _ 652.0 652.0 521.1 56.3 0.0 0.0

4,950.4 5,019.0 3,564.7

(993.2)

78.6

F Net change In current year
GF
I/A

(914.6)

(668.6) 

(245.9)

(937.0) 
(245.9) 

(1,182.9)

0.0

(937.0) 
(245.9) 

(1,182.9)

(268.4)
0.0

(2,347.2) 
(376.9) 

(2,724.1)

304.3

(2,042.9) 
1376^ 

(2,419.7)

(1,787.1)
(131.0)

591.8

(4,943.4) 
(841.7) 

(5,785.0)

471.6

(4.471.7)
(841.7) 

(5,313.4)

(1.747.7)
(464.8)

304.8

(5,263.4)
(898.0)

0.0

(5,263.4) 
(898.0) 

(6,161.3)

(791.6) 
(56.3)

(914.6) (268.4) (1,918.0) (2,212.4) (847.9)

309.0

(5,349.6)
(898.0)

(6,161.3) (6,247.6)

0.0

(5.349.6) 
(898.0)

(6.247.6)

(86.3) 
0.0

(86.3)

Assumptions:
1. Future lease costs will increase based upon the standard lease language which applies a CPI adjustment to 35% of 

the lease cost (base lease cost x 35%  x CPI).
2. CPI is assum ed to be 4% per year.
3. Tenant agency’s wili pay a proportionate share of the BofA building operating costs. These “rents” w ill go to a 

separate budget component. The leasing budget will pay any difference between the BofA rent and the current tenant 
agency RSA for their current lease in the year that the tenant agency moves in to the BofA building. This amount will 
be transferred to the tenant agency in the  subsequent year. The tenant agency w ill be responsible for all future year 
rent payments to the BofA building com ponent.

Attachments:
1) BofA Fiscal Note Narrative - 6 pages
2) Kincaid & R iley April 10,1997 report
3) BofA Spreadsheet (BofA15.xls)
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B o f  A F is c a l N o te  N a r ra t iv e

FY98
1 Lease Costs
Lease #2012, Dept, of Revenue (DOR) is located in BofA building. Rent for this lease 
would not be due under state ownership of the building thus eliminating the projected 
FY98 payment of $933,190. That cost is paid from two sources as follows:

$747,264 GF in the Leasing Budget 
$245.925 I/A receipts from the Dept, of Revenue 
$993,189 Total FY98 lease cost

2 BofA Operating Costs
Dept, of Revenue will be charged their proportionate share of BofA operating cost 
based on their Useable Square Foot (USF) of occupancy as follows:
53,255 usf @ $0.51 /usf / month ($1,735,000 total building operating cost / 251,786 
total building usf) =$324,550

The current Dept, of Revenue RSA for Lease #2012 is $245,925, this amount will be 
applied to their share of the operating cost, the balance, $78,625 will be paid from the 
leasing budget (and transferred to DOR in the following fiscal year).
Leasing budget transfer 78,625
Agency budget paym ent 2245^25

324,550

3 Net Leasing Budget Reduction
The GF savings to the leasing budget will be the current GF lease amount less the 
amount used to pay the balance of the DOR operating cost (rent):
The total reduction to the Leasing Component will be the GF savings plus the current 
RSA amount which the DOR will instead pay to the new building component for a total 
reduction of:

Lease 2012 Rent

$ / S q F t /  # of Total this
Sq. Ft. month m onths______year
53,255 0.51 12 324,550

Total

Lease savings 
Leasing transfer 

Net savings

Funds________ GF_______ I/A
993,190 747,264 245,925

78,625 78,625 0
914,565 668,640 245,925

FN narrative W3.doc / 04/22/97 12:40 PM Page 1 of 6



B o f  A F is c a l N o te  N a r ra t iv e

1 Lease Costs
No existing leases move into the BofA Building during this year. The net lease savings 
for this year are due to the prior elimination of Lease #2012 in FY98. Savings this year 
are based on the assumption in the “continued leasing" scenario, that without a building 
purchase Lease #2012 would have been replaced upon its expiration (9/30/98) at a 
market rate of $1.98 / sq/ft. / month. Under the baseline “continued leasing" 
assumption, all leases increase in cost due to CPI adjustments.
a) The continued cost of leasing without a building purchase is as follows:

Total Funds________ GF_______ I/A
Lease 2011 Rent 3,606,568 3,292,248 314,320
Lease 2096 Rent 1,004,009 666,013 337,723
Lease 2012 Rent 1,182,923 936,997 245,925
O ther Lease
Total C ost 6,201,943 5,303,701 897,969

b) The cost of leasing with a building purchase would be as follows:
Total Funds________GF_______ I/A

Continued Lease 2011 3,606,568 3,292,248 314,320
Continued Lease 2096 1,004,009 666,013 337,723
Continued Lease 2012 0 0 0
Continued 'o the r lease" 408,443 408,443 0
Total Cost 5,019,020 4,366,704 652,043

c) The lease savings in FY99 is therefore:
Total Funds________ GF_______ I/A

a) m inus b) 1,182,923 936,997 245,925

2 BofA Operating Costs
DOR’s share of BofA operating cost is entirely in DOR’s budget. No additional leasing 
budget transfers take place in this year.

3 Net Leasing Budget Reduction
The net leasing budget reduction is the savings calculated in #1 above.

FY 99

FN narrative K3.doc / 04/22/97 12:40 PM Page 2 of 6



B o f  A F is c a l N o te  N a r ra t iv e

FYOO
1 Lease Costs
Lease #2011 expires on 1/31/2000 and is assumed to move into the BofA Building 
thereafter.
a) The cost of leasing without a building purchase includes the following:

Total Funds GF I/A
Lease 2011 Rent 3,606,568 3,292,248 314,320
Lease 2096 Rent 1,004,009 666,013 337,723
Lease 2012 Rent 1,182,923 936,997 245,925
O ther Lease 408,443 408,443 0

Total Cost 6,201,943 5,303,701 897,969

b) The cost o f  leasing with a building purchase include
Total Funds GF I/A

Continued Lease 2011 3,606,568 3,292,248 314,320
Continued Lease 2096 1,004,009 666,013 337,723
Continued Lease 2012 0 0 0
Continued "other lease" 408,443 408,443 0

Total Cost 5,019,020 4,366,704 652,043
Total Funds GF I/A

a) m inus b) 1,182,923 936,997 245,925

2 BofA Operating Costs
Lease #2011 will pay 5 months of their proportionate cost of the BofA operating 
expense. That lease is 135,922 sq. ft. The cost of building operations is estimated to 
be $0.62 per sq. ft. per month. The cost will be funded from current agency lease 
payments ($314,320 per year) and leasing budget payments to make up the difference.

$ / S q F t /  Total this
 Sq. Ft. month tf of months year

Lease #2011 135,922 0.55 5 373,307

Leasing budget transfer 304,330
Agency budget payment 68,977

373,307

3 Net Leasing Budget Reduction
The net savings to the leasing budget is the lease savings in 1c above less the leasing 
budget payment for building operations cost in 2 above.

Total Funds________ GF__________ I/A

Lease savings 2,724,073 2,347,181 376,892
Leasing transfer (304,330)__ (304,330)___________0_
Net savings 2,419,743 2,042,851 376,892

FN narrative »3.doc / 04/22/97 12:40 PM Page 3 of 6



B o f  A F is c a l N o te  N a r ra t iv e

FY01
1 Lease Costs
a) The cost of leasing without a building purchase is as follows:

Total Funds G F I/A
Lease 2011 Rent 3,657,060 3,342,740 314,320
Lease 2096 Rent 1,018,065 679,602 337,723
Lease 2012 Rent 1,199,484 953,558 245,925
Other Lease 414,161 414,161 0

Total Cost 6,288,770 5,390,061 897,969

b) Under the assumption of a purchase, Lease #2096 would expire on January 31, 
2000 and is assumed to move into the BofA Building thereafter.

Total Funds G F I/A
Continued Lease 2011 2,132,470 1,949,117 183,353
Continued Lease 2096 1,018,065 679,602 337,723
Continued Lease 2012 0 0 0
Continued 'o ther lease ' _ = t 4 1 4 J 6 ^ = _ ^ ^ ;1 6 1 _ ^
Total Cost 3,564,696 3,042,880 521,077

c) a m inus b 2,724,073 2,347,181 376,892

2 BofA Operating Costs
Lease #2011 is assumed to have moved into the BofA Building for the last five months 
of FYOO. Because only five months of leasing budget funds were used in FY00 for 
lease #2011, an additional seven months are required to be used in FY01 in order to 
hold harmless those agencies occupying lease #2011.
Lease #2096 would pay a proportionate cost of the BofA Building operating cost for 10 
months in FY01.

Leasing
Transfer to Agency Rent Total BofA

Lease tt Agency Payment_______Rent
2011 458,930 472,845 931,775
2096 12,694 217,133 229,827

471,623 689,978 1,161,602

3 Net Leasing Budget Reduction
The net leasing budget reduction is the lease savings from #1 above less the amount 
transferred to the tenant agencies for BofA operating costs.

Total Funds_________ GF_______ I/A

Lease savings 5,785,034 4,943,352 841,682
Leasing transfer _ _ i4 7 1 J 5 2 3 ]^ aJ 4 7 1 ^ 6 2 3 2 _ _ ^
Net savings 5,313,411 4,471,729 841,682

FN narrative 43.doc / 04/22/97 12:40 PM Page 4 of 6



B o f  A F is c a l N o te  N a r ra t iv e

FY02
1 Lease Costs
No moves take place during this fiscal year, 
a) The cost of leasing without a building purchase

Total Funds GF I/A
Lease 2011 Rent 
Lease 2096 Rent 
Lease 2012 Rent 
Other Lease

3,708,259
1,032,318
1,216,276

419,960

3,393,939
694,595
970,351
419,960

314,320
337,723
245,925

0

Total Cost 6,376,813 5,478,844 897,969

b) The cost of leasing with a building purchase.
Continued Lease 2011 0 0 
Continued Lease 2096 171,819 115,532 56,287 
Continued Lease 2012 0 0 0 
Continued "other lease ' 419,960 419,960 0

Total Cost 591,779 535,492 56,287

c) a m inus b 5,785,034 4,943,352 841,682

2 BofA Operating Costs
There are no additional leasing budget dollars transferred to agencies in this year.

3 Net Leasing Budget Reduction
The leasing savings in #1 above are the net reductions in this year.

FN narrative #3.doc / 04/22/97 12:40 PM Page 5 of 6



B o f  A F is c a l N o te  N a r ra t iv e

1 Lease Costs
No moves take place during this fiscal year.

FY03

a) The cost of leasing without a building purchase
Total Funds GF I/A

Lease 2011 Rent 3,760,174 3,445,854 314,320
Lease 2096 Rent 1,046,770 709,047 337,723
Lease 2012 Rent 1,233,304 987,379 245,925
O ther Lease 425,839 425,839 0

Total Cost 6,466,088 5,568,119 897,969

b) The cost of leasing with a building purchase
Total Funds GF I/A

Continued Lease 2011 0 0 0
Continued Lease 2096 0 0 0
Continued Lease 2012 0 0 0
Continued "other lease" 304,755 304,755 0

Total Cost 304,755 304,755 0

c) a m inus b 6,161,333 5,263,364 897,969

2 BofA Operating Costs
There are no additional leasing budget dollars transferred to agencies in this year.

3 Net Leasing Budget Reduction
The leasing savings in #1 above are the net reductions in this year.

FN narrative #3.doc / 04/22/97 12:40 PM Page 6 of 6



Bank of Am erica 
Executive Summary

Purchase Price 25,950,000
Cost of moves, tenant improvments and 
lease buyouts 8,450,900
Cost of financing
Total financing 38,065,900

CONTINUED LEASING
Low Case 
Market Rates

PURCHASE BofA
Current Leases
Rent Collected From Non-State Tenants
Operating Expenses
Maintenance /  Reserves

Capital Reserves

Property Tax
Business Improvement D istrict 

Debt Service

PROJECTED SAVINGS
Low Case 
Market Rates

NET PRESENT VALUE OF SAVINGS /
Low Case 
Market Rates

First 20 Years

139,874,701
154,008,649

15,316,684
(34,165,000)
35,154,441
11,613,451

2,382,246

698,336
65,442

61,542,198

~92,607,797

47,266,903
61,400,852

18,438,802
24,257,353

First 40 Years

324,816,107
405,002,545

15,316,684
(34,165,000)
112,457,965

37,059,951

7,602,041

698,336
65,442

65,046,741

204,082,160

120,733,946
200,920,385

36,645,857
54,164,006

bofa15.xls-Execulive Summary-4/22/97-2:12 PM Page 1



Bank of America 
Spreadsheet Assumptions

Notes to 'Savings Summary' worksheet

t.a.1 - Assumes the continuation of lease 2011 located In the Frontier Building housing DNR (101,685 usl). Commerce (16,390 usl), DOA (8,565 usf), Governor's Office (6,582 usf), H&SS (1,200 
usl) and Revenue (1,500 usf) at the FY 97 rato of $ 2.151 adjusted by a 4% increase In CPI each year that acts on 35% of the lease base rale per terms of the lease. Total Net Usable Sq. Ft. is 
135,922.

1.a.2 - Assumes Ihe continuation of lease 2096 located In Ihe Frontier Building housing H&SS (38,009 usl), DOA (1,226 usf), and Governor's Office (996 usf) af Ihe FY 97 rale of $2.0290 adjusted 
by a 4% increase in CPI each year that acts on 35% ol the lease base rate per terms of the lease. Total Net Usable Sq. Ft. is 40,231.

1.a.3 - Assumes the continuation of lease 2012 located in Ihe Bank of America Building housing Ihe Department of Revenue (53,280 usl) and Ihe Alaska Municipal Bond Bank Authority (1,572 usl). 
The lease expires in 9/30/98 without options to extend. At that time a market adjustment to $1.95 Is assumed. [Follett and Associates Appraisal, "Summary of Tenant Lease Inlormalion", p 10, Stale 
ol Alaska (Market Rale $1.70 rentable X 1.1478 load factor = $1.951 usl)].

1.a.4 - Assumes other rents lhat would be saved as leases move Into the B of A center with a current average lease cosl of $ 1.50 nusf. Approximately 22,378 usf Is expected to round out the leases 
to fully fill the building. This rate is adjusted annually by a 4% CPI increase to 35% of Ihe base rent. The $1.50 usf rale Is based on the assumption that Ihe higher cost leases will be replaced from 
Ihe remaining 538,900 s.f.

2a - Under the purchase scenario the lease payments for DNR and others In lease 2011 continues to be paid at the current rate ($2,151 1997) with a 4% CPI adjustment acting annually upon 35% ol 
the base rent until January of 2000 when the lease expires. At that time the 135,920 usf moves into the B of A building and lease payments for 2011 cease.

2b - Under (he purchase scenario Ihe lease payments for H&SS and others In lease 2096 continues to be paid al the rate set out in the continuation line until 2001 when the lease expires. Under this 
assumption the last 2 year option In the lease Is exercised. At that time the 40,231 usf moves Into the B of A building and lease payments for 2096 cease.

2c - Lease 2012 in B of A stop at the closing of the lease purchase agreement saving $993,190. A portion of the savings accrues to the leasing budget. The $245,9251A from Revenue to DOA will 
now go towards the operating and maintenance cost of Ihe facility. If the building Is purchased It Is anticipated that state agencies will pay for their pro rata share of Ihe annual operating and 
maintenance expenses. Revenue's current IA amount Is lease than their anticipated pro rata share of the O&M costs. The difference will be taken from the savings In the leasing budget In the move 
in year.

2d - This line demonstrates the anticipated lease payments lor other leases that will be moved Into the Bank of America Building as space becomes available. In 1998 other leases total 22,378 usf 
and are estimated at a rental rate of $1.50 per usf In 1998. The rente are adjusted annually by applying a 4% CPI adjustment to 35% ol the base. In 2006 the last of these leases are moved into the 
B ol A building. The rental rate ol $1.50 usl Is assumed to be an average rate of leases that would be moved into the building as space becomes available from an inventory of approximately 
538,900 s.f..

2e • Rents collected from non state tenants. This figure Is the sum of the rents from the seller's rent rolls and the fees received for parking. The figure declines until 2002. In Increase al lhal lime as 
a result for a charge (or parking estimated at $45 per space.

2f - Operating expenses are based on projections provided by Follett and Associates in Ihe March 3 1997 appraisal of Ihe property. Insurance projects were reduced lo rolled charges anticipated 
by the Division ol Risk Management. Repairs and Maintenance was reduced to place snow removal in a separate category. The management fee has been adjusted based on recommendations of 
Ken Kincaid of Kincaid and Rlely to reflect more realistic costs under state ownership. f

21 - Property tax is show as an expense based on Ihe percent ol trie building area lhat Is occupied by non-government tenants in each liscal year. Properly lax Is based on the 1997 property tax 
projection by the Municipality of Anchorage of $496,146.

2] - Downtown Business Improvement District. This is a voluntary assessment of $21,814 has been agreed to by the owner of ttie Bank America Building. This volunlary program will be evaluated 
at the end of the three years. If the assessment is extended the state will participate.

2k - Debt service demonstrates the anticipated annual cost to pay back the Certificates of Participation which will finance the purchase. This Includes all issuance tees, and approximately 
$5,484,291 in capitalized interest. Includes in Ihe debt service line are $7,450,900 to complete tenant Improvements to the building and negoliale early termination ol leasos.

Uola15.xl5-Assumplions-4/22/97-2;12 PM Page 2
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Savings Summary

TOTAL Fiscal Years:
FY 1995-2Q3Z i m .1333 2333 2331 2002 2003 2004 2005 2005

CONTINUE LEASING:
a Current Lease Rates

1. Lease 2011 188,988,939 3,557,473 3,606,568 3,657,060 3,708,259 3,760,174 3,812,817 3,866,196 3,920,323 3,975,208
2. Lease 2096 Rent 52,611,193 990,147 1,004,009 1,018,065 1,032,318 1,046,770 1,061,425 1,076,285 1,091,353 1,106,632
3. Lease 2012 Rent 61,813,086 993,190 1,182,923 1,199,484 1,216,276 1,233,304 1,250,571 1,268,079 1,285,832 1,303,833
4. Rent lor 'other leases' 21,402.808 402,804 408,443 414.161 419,960 425,839 431,801 437,846 443,976 450,192

Total Cost 324,816,107 5,943,614 6,201,943 t  '98,770 6,376,813 6,466,088 6,556,613 6,648,406 6,741,484 6,835,864
$1.97 $2.05 $2.08 $2.11 $2.14 $2.17 $2.20 $2.23 $2.26

b Adjusted Market Rates
1. Lease 2011 235,619,082 3,557,473 3,606,568 3,657,060 3.708,259 3,760,174 3,812,817 3,866,196 3,920,323 3,975,208
2. Lease 2096 Rent 65,592,285 990,147 1,004,009 1,018,065 1,032,318 1,046,770 1,061,425 1,076,285 1,091,353 1,106,632
3. Lease 2012 Rent 77,107,394 993,190 1,182,923 1,199,484 1,216,276 1,233,304 1,250,571 1,268,079 1,285,832 1,303,833
4. Rent (or 'other leases' 26,683,784 402,804 408,443 414,161 419,960 425,839 431,801 437,846 443,976 450,192

Total Cost 405,002,545 5,943,614 6,201,943 6,288,770 6,376,813 6,466,088 6,556,613 6,648,406 6,741,484 6,835,864
$1.97 $2.05 $2.08 $2.11 $2.14 $2.17 $2,20 $2.23 $2.26

PURCHASE BOA BUILDING:
a Continued Lease 2011 Rent Expense 9,296,511 3,557,473 3,606,568 2,132,470 0 0 0 0 0 0
b Continued Lease 2096 Rent Expense 3,184,039 990,147 1,004,009 1,018,065 171,819 0 0 0 0 0
c Continued Lease 2012 Rent Expense 0 0 0 0 0 0 0 0 0 0
d Continued 'other lease' Rent Expense 2,836,133 402,804 408,443 414,161 419,960 304,755 309,022 313,348 130,903 132,736
e Rent Collected From Non-State Tenants (34,165,000) (3,829,231) (3,596,157) (944,804) (437,736) (719,750) (740,345) (761,764) (504,135) (491,417)
1 Operating Expenses 112,457,965 1,144,450 1,190,228 1,237,837 1,332,711 1,386,019 1,441,460 1,499,118 1,559,083 1,621,446

g Maintenance 37,059,951 390,000 405,600 421,824 438,697 456,245 474,495 493,474 513,213 533,742
h Capital Reserves 7,602,041 80,000 83,200 86,528 89,989 93,589 97,332 101,226 105,275 109,486
I Properly Tax 698,336 266,702 255,066 84,949 28,752 21,622 21,622 21,622 0 0

J Business Improvement District 65,442 21,814 21,814 21,814 0 0 0 0 0 0
k Debt Service 65,046,741 0 0 1,213,322 3,578,713 3,497,506 3,571,855 3,569,704 3,567,609 3,565,288

Total Cost 

PROJECTED SAVINGS 

Current Lease Rates 

Adjusted Market Rates

204,082,160

120,733,946

200,920,385

3,024,159
$1.00

3,378,771
$1.12

5,686,166
$1.88

5,620,904
$1.86

5,039,986
$1.67

5,175,441
$1.71

5,236,728
$1.73

5,371,948
$1.78

5,471,280
$1.81

2.919.455 2,823,171 602,604 755.909 1,426,102 1,381,172 1,411,678 1,369,536 1,364,584
I

2.919.455 2,823,171 602,604 755,909 1,426,102 1,381,172 1,411,678 1,369,536 1,364,584

File Nani o' bofalS *ls
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Savings Summary

1 CONTINUE LEASING:

1. Lease 2011
2. Lease 2096 Rent
3. Lease 2012 Rent
4. Rent for "other leases' 

Total Cost

2Q2Z

4,030,861
1,122,125
1,322,087

456,494

2QQ8

4,087,293
1,137,835
1,340,596

462,885

2009

4,144,515
1,153,764
1,359,364

469,366

2010

4,202,538
1,169,917
1,378,396

475,937

2011

4,261,373
1,186,296
1,397,693

482,600

2012

4,321,033
1,202,904
1,417,261

489,356

2013

4,381,527
1,219,745
1,437,102

496,207

2014

4,442,868
1,236,821
1,457,222

503,154

2015

4,505,069
1,254,136
1,477,623

510,198

2016

4,568,140
1,271,694
1,498,310

517,341
6,931,567

$2.29
7,028,608

$2.33
7,127,009

$2.36
7,226,787

$2.39
7,327,962

$2.43
7,430,554

$2.46
7,534,581

$2.49
7,640,065

$2.53
7,747,026

$2.56
7,855,485

$2.60

b Adjusted Market Rates
1. Lease 2011
2. Lease 2096 Rent
3. Lease 2012 Rent
4. Rent for 'other leases' 

Total Cost

4,030,861 4,087,293
1,122,125 1,137,835
1,322,087 1,340,596

456,494____462,885

4,144,515 
1,153,764 
1,359,364 

469,366 *■!•?,

5.180,644 j  5,253,173 
j  .442^9$ J 1.462,397 

£ p $ 2 Q 7 j  1.722,995 
!.(S8fi:70a 594,922

5,326,718 5,401,292 5,476,910 5,553,587 5,631,337
1,482,871 1,503,631 1,524,682 1,546,027 1,567,672
1,747,117 1,771,577 1,796,379 1,821,528 1,047,030

603,251 611,696 620,260 628,944 637,749
6,931,567

$2.29
7,028,608

$2.33
7.127,009

$2.36
8,908,785

$2.95
9,033,488

$2.99
9,159,957

$3.03
9,288,196

$3.07
9,418,231

$3.12
9,550,086

$3.16
9,683,787

$3.21

! PURCHASE BOA BUILDING:
a Continued Lease 2011 Rent Expense 0 0 0 0 0 0
b Continued Lease 2096 Rent Expense 0 0 0 0 0 0
c Continued Lease 2012 Rent Expense 0 0 0 0 0 0
d Continued 'other lease' Rent Expense 0 0 0 0 0 0
e Rent Collected From Non-State Tenants (373,172) (388,099) (403,623) (419,767) (436,558) (454,021)
t Operating Expenses 1,686,304 1,753,756 1,823,906 1,896,863 1,972,737 2,051,647
g Maintenance 555,092 577,295 600,387 624,403 649,379 675,354
tl Capital Reserves 113,865 118,420 123,156 128,083 133,206 138,534
I Property Tax 0 0 0 0
j Business Improvement District 0 0 0 0 0 0
k Debt Service 3,562,458 3,558,836 3,554,141 3,552,949 3,549,835 3,544,518

0
0
0
0

(472.181)
2,133,713

702,368
144,075

0
0
0
0

(491,069)
2,219,061

730,463
149,838

0
0
0
0

(510,711)
2,307,824

759,681
155,832

0
0
0
0

(531,140)
2,400,137

790,068
162,065

0 0 0 0
3,541,573 3,535,576 3,531,105 3,527,594

Total Cost 

PROJECTED SAVINGS 

Current Lease Rates 

Adjusted Market Rates

5,544,546 5,620,209 5,697,969 5,782,529 5,868,599 5,956,032 6,049,547 6,143,870 6,243,730 6,348,724
$1.84 $1.86 $1.89 $1.91 $1.94 $1.97 $2.00 $2.03 $2.07 $2.10

1.387.020 1,408,400 1,429,040 1,444,258 1,459,363 1,474,522 1,485,034 1,496,196 1,503,296 1,506,761I
1.387.020 1,408,400 1,429,040 3,126,236 3,164,889 3,203,925 3,238,649 3,274,361 3,306,356 3,335,063

Filo Name; botal5.xls
Worfcshool tab: Savings Summary
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Savings Summary

CONTINUE LEASING:
Current Lease Rates

1. Lease 2011
2. Lease 2096 Rent
3. Lease 2012 Rent
4. Rent lor ’ other leases* 

Total Cost

2017

4,632,094
1,289,498
1,519,286

524.584
7,965,462

$2.64

4,696,943
1,307,551
1,540,556

531,928

2019

4,762,700
1,325,857
1,562,124

539,375

2020

4,829,378
1,344,419
1,583,994

546,926

2021

4,896,989
1,363,241
1,606,170

554,583

2022

4,965,547
1,382,326
1,628,656

562,347

2023

5,035,065
1,401,679
1,651,457

570,220

2024

5,105,556
1,421,302
1,674,577

578,203
8,076,978

$2.67
8,190,056

$2.71
8,304,716

$2.75
8,420,982

$2.79
8,538,876

$2.83
8,658,421

$2.87
8,779,638

$2.91

2025

5,177,033
1,441,200
1,698,022

586,298
8,902,553

$2.95

Adjusted Market Rates
1. Lease 2011
2. Lease 2096 Rent
3. Lease 2012 Rent
4. Rent lor 'other leases' 

Total Cost

5,710,176
1,589,619
1,872,888

646,677
9,819,360

$3.25

5,790,118
1,611,874
1,899,109

655,731

5,871,180
1,634,440
1,925,696

664,911

5,953,376
1,657,322
1,952,656

674,220

6,036,723
1,680,525
1,979,993

683,659

6,121,238
1,704,052
2,007,713

693,230

6,206,935
1,727,909
2,035,821

702,935

6,293,832
1,752,099
2,064,323

712,777

6,381,946
1,776,629
2,093,223

722,755
9,956,831

$3.30
10,096,227

$3.34
10,237,574

$3.39
10,380,900

$3.44
10,526,233

$3.48
10,673,600

$3.53
10,823,031

$3.58
10,974,553

$3.63

! PURCHASE BOA BUILDING:
a Continued Lease 2011 Rent Expense 0 0 0 0 0 0 0 0 0
b Continued Lease 2096 Rent Expense 0 0 0 0 0 0 0 0 0
c Continued Lease 2012 Rent Expense 0 0 0 0 0 0 0 0 0
d Continued "other lease" Rent Exnense 0 0 0 0 0 0 0 0 0
e Rent Collected From Non-State Tenants (552,385) (574,481) (597,460) (621,358) (646,213) (672,061) (698,944) (726,901) (755,978)
I Operating Expenses 2,496,142 2,595,988 2,699,827 2,807,820 2,920,133 3,036,938 3,158,416 3,284,753 3,416,143
g Maintenance 821,671 854,533 888,720 924,268 061,239 999,689 1,039,676 1,081,263 1,124,514
h Capital Reserves 168,548 175,290 182,301 189,594 197,177 205,064 213,267 221,798 230,669
I Properly Tax
| Business Improvement District 0 0 0 0 0 0 0 0 0
k Debt Service 3,519,619 3,504,543__________ 0__________ 0__________ 0__________ 0___________ 0__________ 0__________ 0

Total Cost 

PROJECTED SAVINGS 

Current Lease Ratos 

Adjusted Market Rates

6,453,594
$2.14

6,555,878
$2.17

3,173,388
$1.05

3,300,324
$1.09

3,432,337
$1.14

3,569,630
$1.18

3,712,415
$1.23

3,860,912
$1.28

4,015,348
$1.33

1,511,867 1,521,100 5,016,668 5,004,393 4,988,646 4,969,246 4,946,005 4,918,727 4,887,205
I

3,365,766 3,400,953 6,922,839 6,937,251 6,948,564 6,956,603 6,961,185 6,962,119 6,959,205

Fito Namo. bolal5
VVoiKshoot lab: Savings Summary
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Revision Date: ___________________________________________ Department Affected: Administration __________________
Title: “An Act g iving notice o f and approving . . .  a lease  B R U : General Services____________________________
purchase agreement for an Anchorage office building.'’________  Component:Anchoraqe Office Building Component
Sponsor: IS) Finance Committee____________________________ _____________________________________________________
Requestor: (S) Fin_________________________________________  COMPONENT SERIAL NO. 8J_________________________

FISCAL NOTE
STATE OF ALASKA BILL NO. HB 236
1997 LEGISLATIVE SESSION

EXPENDITURES/REVENUES:__________   (Thousands of Dollars)
OPERATING EXPENDITURES FY 98 FY 99 FY 00 FY 01 FY 02 FY 03

PERSONAL SERVICES
TRAVEL
CONTRACTUAL

SUPPLIES
EQUIPMENT
LAND & STRUCTURES

GRANTS, CLAIMS
MISCELLANEOUS

1,534.5 1,595.8 1,659.7 1,726.0 1,795.1 1,866.9

TOTAL OPERATING 1,534.5 1,595.8 1,659.7 1,726.0 1,795.1 1,866.9

CAPITAL EXPENDITURES

CHANGE IN REVENUES ( ) 3,829.2 3,596.2 944.8 437.7 I 719.8 740.3

FUND SOURCE: (Thousands of Dollars)

1002 Federal Receipts

1003 GF Match .___

1004 GF
1005 GF/Program Receipts 1,209.9 1,258.3 935.3 199.4 159.5 165.9

1037 GF/Mental Health

OTHER (I/A) 324.5 337.5 724.3 1,526.7 1,635.5 1,701.0

TOTAL 1,534.5 1,595.8 1,659.7 1,726.0 1,795.1 1,866.9

Estimate of any current year (FY 97) cost: $_0
POSITIONS:
FULL-TIME
PART-TIME
TEMPORARY

ANALYSIS: (Attach a separate page if necessary.)
This bill would authorize the lease purchase of the Bank of Am erica building in Anchorage. The total project cost shall 
be less than $38,950,000, the annual cost shall be less than $4,070,000 and the total lease payments shall be less than 
$81,400,000. Lease paym ents are shown in the Department of Revenue fiscal note. This fiscal note represents the 
costs to operate and maintain the facility. Leasing budget reductions are shown in a separate fiscal note.

Prepared by: 
Division:

Dugan Petty. Director Phone:
Date:

465-2250

Approved by Commissioner:
Agency: Department of Administration Date:

Rev 01/96

PREPARER TO PROVIDE ALL DISTRIBUTION COPIES TO GOVERNOR'S LEGISLATIVE OFFICE
For further distribution information, call the Governor's Legislative Office

Page. 1 of 2



FISCAL NOTE 
STATE OF ALASKA 

1997 LEGISLATIVE SESSION
BILL NO. HB 236

ANALYSIS: (continued)

This new budget com ponent is se t up specifically to account fo r the costs and revenues o f the Bank of Am erica building. 
During the years of the fiscal note, income from  non-state tenants exceeds that needed to fu lly fund the projected cost of 
building operations. In later years all building operating costs will be borne by state tenants.

B of A Component FY 98 FY 99 FY 00 FY 01 FY 02 FY 031
Cost of Operations 1,534.5 1,595.8 1,659.7 1,726.0 1,795.1 1,866.9

Agency Rents I/A
Leasing budget payments towards agency rent

245.9
78.6

337.5
0.0

420.0
304.3

1,055.1
471.6

1,635.5
0.0

1,701.0
0.0

Total I/A Revenue 324.5 337.5 724.3 1,526.7 1,635.5 1,701.0

Non-state tenant revenue 1.209.9 1,258.3 935.3 199.4 159.5 165.9

Total Revenue to Building Component 1,534.5 1,595.8 1,659.7 1,726.0 1,795.1 1,866.9

Total non-state tenant rent 3,829.2 3,596.2 944.8 437.7 719.8 740.3

Non-state tenant rent used for building operations 1,209.9 1,258.3 935.3 199.4 159.5 165.9

Balance available to general fund 2,619.3 2,337.9 9.5 238.4 .560.2 574.4

Assumptions:
1. The BofA building w ill be managed under a property m anagem ent contract by a third party contractor sim ilar to the 

m anner in which the building is managed by its current owner.
2. Building operating costs are assum ed to increase by 4%  per year due to inflation.
3. Tenant agencies will pay a proportionate share of the BofA building operating costs. The leasing budget will pay any 

difference between the BofA rent and the current tenant agency RSA fo r the ir current lease in the year that the tenant 
agency moves in to the BofA building. This amount will be transferred to the tenant a g in c y  in the subsequent year. 
The tenant agency w ill be responsible fo r all future year rent paym ents to the BofA building component.

F N S B  178 N e w  C o m p 2 . d o c  / 0 4 / 2 2 / 9 7  1 2 : 3 9  PM
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Savings Summary

CONTINUE LEASING:

1. Lease 2011
2. Lease 2096 Rent
3. Lease 2012 Rent
4. Rent (or ‘ other leases"

2026

5,249,512
1,461,377
1,721,794

594,506

2027

5,323,005
1,481,836
1,745,899

602,829

2028

5,397,527
1,502,582
1,770,342

611,269

2023

5,473,092
1,523,618
1,795,126

619,827

2030

5,549,716
1,544,949
1,820,258

628,504

2031

5,627,412
1,566,578
1,845,742

637,303

2032

5,706,195
1,588,510
1,871,582

646,226

2033

5,786,082
1,610,749
1,897,784

655,273

2094

5,867,087
1,633,300
1,924,353

664,447

Total Cost 9,027,189 9,153,570 9,281,720 9,411,664 9,543,427 9,677,035 9,812,514 9,949,889 10,089,187
$2.99 $3.03 $3.07 $3.11 $3.16 $3.20 $3.25 $3.29 $3.34

Adlusled Market Rates
1. Lease 2011 6,471,293 6,561,891 6,653,757 6,746,910 1 8,433,639 8,551,710 8,671,433 8,792,834 8,915,933
2. Lease 2096 Rent 1,801,502 1,826,723 1,852,297 1,878,229 . 2,347,787 2,380,656 2,413,985 2,447,781 2,482,050
3. Lease 2012 Rent 2,122,526 2,152,244 2,162,375 2,212,928 i 

764.088 !■'.
2:766,161
•■955,111

2,804,888 2,844,156 2,883,974 2,924,350
4. Rent (or "other leases" 732,874 743,134 753,538 968,482 982,041 995,789 1,009,730

Total Cost 11,128,197 11,283,991 11,441,967 11,602,155 14,502,698 14,705,735 14,911,616 15,120,378 15,332,064
$3.68 $3.73 $3.79 $3.64 $4.80 $4.87 $4.94 $5.00 $5.07

PURCHASE BOA BUILDING:
Continued Lease 2011 Rent Expense 0 0 0 0 0 0 0 0 0
Continued Lease 2096 Rent Expense 0 0 0 0 0 0 0 0 0
Continued Lease 2012 Rent Expense 0 0 0 0 0 0 0 0 0
Continued "other lease* Rent Expense 0 0 0 0 0 0 0 0 0
Rent Collected From Non-State Tenants (786,217) (817,665) (850,372) (884,387) (919,762) (956,553) (994,815) (1,034,607) (1,075,992)
Operating Expenses 3,552,788 3,694,900 3,842,696 3,996,404 4,156,260 4,322,510 4,495,411 4,675,227 4,862,236
Maintenance 1,169,494 1,216,274 1,264,925 1,315,522 1,366,143 1,422,869 1,479,783 1,538,975 1,600,534
Capital Reserves 239,896 249,492 259,472 269,851 280,645 291,870 303,545 315,687 328,315
Property Tax
Business Improvement District 0 0 0 0 0 0 0 0 0
Debt Service 0 0 0 0 0 0 0 0 0

Total Cost 4,175,962 4,343,001 4,516,721 4,697,390 4,885,285 5,080,697 5,283,924 5,495,281 5,715,093
$1.36 $1.44 $1.49 $1.55 $1.62 $1.68 $1.75 $1.82 $1.89

PROJECTED SAVINGS

Current Lease Rates 4,851,227 4,810,569 4,764,999
1

6,925,247

4,714,274 4,658,142 4,596,338 4,528,589 4,454,607 4,374,094

Adjusted Market Rates 6,952,234 6,940,991 6,904,765 9,617,412 9,625,039 9,627,691 9,625,097 9,616,971

Ftlu Namo: bolalS xis
Worttshooi tab: Savings Summary
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Savings Summary

1 CONTINUE LEASING:
a Current Lease Hates

1. Lease 2011
2. Lease 2096 Rent
3. Lease 2012 Rent
4. Rent (or ’other leases” 

Total Cost

b Adjusted Market Rates
1. Lease 2011
2. Lease 2096 Rent
3. Lease 2012 Rent
4. Ren* (o r’ other leases” 

Total Cost

2 PURCHASE BOA BUILDING:
a Continued Lease 2011 Rent Expense
b Continued Lease 2096 Rent Expense
c Continued Lease 2012 Rent Expense
d Continued ’ other lease’ Rent Expense 
e Rent Collected From Non-State Tenants 
f Operating Expenses 
g Maintenance 
h Capital Reserves 
I Property Tax
j Business Improvement District 
k Debt Service 

Total Cost

PROJECTED SAVINGS

Current Lease Rates

Adjusted Market Rates

2035 2036 2037

5,949,227
1,656,166
1,951,294

673,749

6,032,516
1,679,352
1,978,612

683,181

6,116,971
1,702,863
2,006,313

692,746
10,230,436

$3.39
10,373,662

$3.43
10,518,893

$3.48

9,040,756
2,516,799
2,965,291
1,023,867

9,167,327
2,552,034
3,006,805
1,038,201

9,295,669
2,587,762
3,048,900
1,052,736

15,546.712
$5.15

15,764,366
$5.22

15,985,068
$5.29

0
0
0
0

(1.119,031)
5,056,726
1,664,555

341,447

0
0
0
0

(1,163,793)
5,258,995
1,731,137

355,105

0
0
0
0

(1,210,344)
5,469,354
1,800,383

369,309

0
0

0
0

0
0

5,943,696
$1.97

6,181,444
$2.05

6,428,702
$2.13

4,286,739 4,192,218 4,090,191
I

3,556,3659,603,016 9,582,922

FUo Name: botjl5 *ls
WorViheei tab Savings Summary
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BofA Projected Operating Costs

Operating Expenses 
Insurance

PY98 FY99 FY00 FY01 FY02 FY03 FY04 FY05 FY06 FY07
4.450 4,628 4,813 5,006 5,206 5,414 5,631 5,856 6,090 6,334

Management 150,000 156,000 162,240 168,730 175,479 182,498 189,798 197,390 205,285 213,497
Janitorial 276,000 287,040 298,522 310,462 322,881 335,796 349,228 363,197 377,725 392,834
Windows 22,000 22,880 23,795 24,747 25,737 26,766 27,837 28,950 30,109 31,313
Electric 435,000 452,400 470,496 489,316 508,888 529,244 550,414 572,430 595,328 619,141
Gas 55,000 57,200 59,488 61,868 64,342 66,916 69,593 72,376 75,271 78,282
Water/Sewer/Refuse 43,000 44,720 46,509 48,369 50.304 52,316 54,409 56,585 58,848 61,202
Landscaping 24,000 24,960 25,958 26,997 28,077 29,200 30,368 31,582 32,846 34,159
Snow Removal 40,000 41,600 43,264 44,995 46,794 48,666 50,613 52,637 54,743 56,932
Security 90,000 93,600 97,344 101,238 105,287 109,499 113,879 118,434 123,171 128,098
Additional Parking 45,360 47,174 49,061 51,024 53,065 55,187 57,395
Miscellaneous 5,000 5,200 5,408 5,624 5,849 6,083 6,327 6,580 6,843 7,117

1,144,450 1,190,228 1,237,837 1,332,711 1,386,019 1,441,460 1,499,118 1,559,083 1,621,446 1,686,304

Real Estate Taxes 266,702 255,066 84,949 26,752 21,622 21,622 21,622
Business Improvement District 21,814 21,814 21,814
Maintenance 390,000 405,600 421,824 438,697 456,245 474,495 493,474 513,213 533,742 555,092
Capital Reserves 80,000 83,200 86,528 89,989 93,589 97,332 101,226 105,275 109,486 113,865

Total of All Expenses 1,902,966 1,955,908 1,852,952 1,888,148 1,957,475 2,034,909 2,115,440 2,177,571 2,264,674 2,355,261

Nfilesi
1 All costs are per 1997 appraisal's with the 

following adjustments:
a) Property Taxes - Private tenant leases pay a 
proportionate share
b) Insurance - Per Div. of Risk Management
c) Property Management - Based on third party 
private contract

2 The total of Maintenance and Capital Reserves is 
computed at $1.50/GSF / year

3 Assumed Inflation =4% per year
4 Business Improvement District cost would 

continue if assessment is extended
5 Additional parking is a contingency to acquire 59 

added parking spaces to maintain a 1:357 ration. 
Additional 25 spaces added for state vehicles. 
Total =84 spaces @$45/month

bota15.xls-Op Cosls-4/22/97-2:12 PM Page 9



BolA Projected Operating Costs

Operating Expenses FY08 FY09 FY10 FY11 FY12 FY13 FY14 FY15 FY16 FY17
Insurance 6,587 6,851 7,125 7,410 7,706 8,014 8,335 8,668 9,015 9,375
Management 222,037 230,918 240,155 249,761 259,751 270,142 280,947 292,185 303,872 316,027
Janitorial 408,547 424,889 441,885 459,560 477,943 497,060 516,943 537,621 559,125 581,490
Windows 32,565 33,868 35,223 36,632 38,097 39,621 41,206 42,854 44,568 46,351
Electric 643,906 669,663 696,449 724,307 753,279 783,410 814,747 847,337 881,230 916,479
Gas 81,413 84,670 88,057 91,579 95,242 99,052 103,014 107,135 111,420 115,877
Water/Sewer/Refuse 63,651 66,197 68,844 71,598 74,462 77,441 80,538 83,760 87,110 90,595
Landscaping 35,526 36,947 38,425 39,962 41,560 43,223 44,952 46,750 48,620 50,564
Snow Removal 59,210 61,578 64,041 66,603 69,267 72,038 74,919 77,916 81,033 84,274
Security 133,222 138,551 144,093 149,857 155,851 162,085 168,568 175,311 182,323 189,616
Additional Parking 59,691 62,078 64,561 67,144 69,830 72,623 75,528 78,549 81,691 84,958
Miscellaneous 7,401 7,697 8,005 8,325 8,658 9,005 9,365 9,740 10,129 10,534

1,753,756 1,623,906 1,896,863 1,972,737 2,051,647 2,133,713 2,219,061 2,307,824 2,400,137 2,496,142

Real Estate Taxes
Business Improvement District
Maintenance 577,295 600,387 624,403 649,379 675,354 702,368 730,463 759,601 790,068 821,671
Capital Reserves 118,420 123,156 128,083 133,206 138,534 144,075 149,838 155,832 162,065 168,548

Total of All Expenses 2,449,471 2,547,450 2,649,348 2,755,322 2,865,535 2,980,156 3,099,362 3,223,337 3,352,270 3,486,361

Mfilesi
1 All costs are per 1997 appraisal's with the 

following adjustments:
a) Property Taxes - Private tenant leases pay a 
proportionate share
b) Insurance - Per Div. of Risk Management
c) Property Management - Based on third party 
private contract

2 The total of Maintenance and Capital Reserves is 
computed at $1.50/GSF /  year

3 Assumed Inflation =4% per year
4 Business Improvement District cost would I 

continue if assessment is extended
5 Additional parking is a contingency to acquire 59 

added parking spaces to maintain a 1:357 ration.
Additional 25 spaces added for state vehicles.
Total =84 spaces @$45/month
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BofA Projected Operating Costs

Operating Expenses FY18 FY19 FY20 FY21 FY22 FY23 FY24 FY25 FY26 FY27
Insurance 9,750 10,141 10,546 10,968 11,407 11,863 12,337 12,831 13,344 13,878
Management 328,660 341,815 355,488 369,707 384,496 399,875 415,870 432,505 419,805 467,798
Janitorial 604,750 628,940 654,098 680,261 707,472 735,771 765,202 795,810 827,642 860,748
Windows 48,205 50,133 52,138 54,224 56,393 58,648 60,994 63,434 65,971 68,610
Electric 953,139 991,264 1,030,915 1,072,151 1,115,037 1,159,639 1,206,024 1,254,265 1,304,436 1,356,613
Gas 120,512 125,332 130,346 135,559 140,982 146,621 152,486 158,585 164,929 171,526
Water/Sewer/Refuse 94,218 97,987 101,907 105,983 110,222 114,631 119,216 123,985 128,944 134,102
Landscaping 52,587 54,690 56,878 59,153 61,519 63,980 66,539 69,201 71,969 74,848
Snow Removal 87,645 91,151 94,797 98,589 102,532 106,633 110,899 115,335 119,948 124,746
Security 197,201 205,089 213,293 221,824 230,697 239,925 249,522 259,503 269,883 280,679
Additional Parking 88,357 91,891 95,567 99,389 103,365 107,500 111,799 116,271 120,922 125,759
Miscellaneous 10,956 11,394 11,850 12,324 12,817 13,329 13,862 14,417 14.994 15,593

2,595,988 2,699,827 2,807,820 2,920,133 3,036,938 3,158,416 3,284,753 3,416,143 3,552,788 3,694,900

Real Estate Taxes
Business Improvement District
Maintenance 854,538 888,720 924,268 961,239 999,689 1,039,676 1,081,263 1,124,514 1,169,494 1,216,274
Capital Reserves 175,290 182,301 189,594 197,177 205,064 213,267 221,798 230,669 239,896 249,492

Total of All Expenses 3,625,816 3,770,B48 3,921,682 4,078,549 4,241,691 4,411,359 4,587,813 4,771,326 4,962,179 5,160,666

Notes;
1 All costs are per 1997 appraisal's with the 

following adjustments:
a) Property Taxes - Private tenant leases pay a 
proportionate share
b) Insurance - Per Div. of Risk Management
c) Property Management - Based on third party 
private contract

2 The total of Maintenance and Capital Reserves is 
computed at $1 .50 /G S F /yea r

3 Assumed Inflation =4% per year
4 Business Improvement District cost would 

continue if assessment is extended
5 Additional parking is a contingency to acquire 59 

added parking spaces to maintain a 1:357 ration. 
Additional 25 spaces added for state vehicles. 
Total =84 spaces @$45/month

bola15 xls-Op Cosls-4/22/97-2;12 PM Page 11



BofA Projected Operating Costs

Operating Expenses FY28 FY29 FY30 FY31 FY32 FY33 FY34 FY35 FY36 FY37
Insurance 14,433 15,010 15,611 16,235 16,885 17,560 18,262 18,993 19,753 20,543
Management 486,510 505,970 526,209 547,257 569,147 591,913 615,590 640,213 665,822 692,455
Janitorial 895,178 930,985 968,224 1,006,953 1,047,231 1,089,121 1,132,685 1,177,993 1,225,113 1,274,117
Windows 71,355 74,209 77,177 80,264 83,475 86,814 90,287 93,898 97,654 101,560
Electric 1,410,878 1,467,313 1,526,006 1,587,046 1,650,528 1,716,549 1,785,211 1,856,619 1,930,884 2,008,119
Gas 178,387 185,522 192,943 200,661 208,687 217,035 225,716 224,745 244,135 253,900
Water/Sewer/Refuse 139,466 145,045 150,847 156,880 163,156 169,682 176,469 183,528 190,869 198,504
Landscaping 77,842 80,955 84,193 87,561 91,064 94,706 98,494 102,434 106,532 110,793
Snow Removal 129,736 134,925 140,322 145,935 151,773 157,844 164,157 170,724 177,553 184,655
Security 291,906 303,582 315,725 328,354 341,488 355,148 369,354 384,128 399,493 415,473
Additional Parking 130,790 136,021 141,462 147,121 153,005 159,126 165,491 172,110 178,995 186,154
Miscellaneous 16,217 16,866 17,540 10,242 18,972 19,730 20,520 21,340 22,194 23,082

3,842,696 3,996,404 4,156,260 4,322,510 4,495,411 4,675,227 4,862,236 5,056,726 5,25B,995 5,469,354

Real Estate Taxes
Business Improvement District
Maintenance 1,264,925 1,315,522 1,368,143 1,422,869 1,479,783 1,538,975 1,600,534 1,664,555 1,731,137 1,800,383
Capital Reserves 259,472 269,851 280,645 291,870 303,545 315,687 328,315 341,447 355,105 369,309

Total ot All Expenses 5,367,093 5,581,776 5,805,047 6,037,249 6,278,739 6,529,889 6,791,084 7,062,728 7,345,237 7,639,046

MfilfiSI
1 All costs are per 1997 appraisal's with the 

following adjustments:
a) Property Taxes - Private tenant leases pay a 
proportionate share
b) Insurance - Per Div. of Risk Management
c) Property Management - Based on third party 
private contract

2 The total of Maintenance and Capital Reserves is 
computed at $1.50/GSF / year

3 Assumed Inflation =4% per year
4 Business Improvement District cost would 

continue if assessment is extended
5 Additional parking is a contingency to acquire 59 

added parking spaces to maintain a 1:357 ration. 
Additional 25 spaces added for state vehicles. 
Total =84 spaces @$45/month

t)ola15.xls-Op Cosls-4/22/97-2:12 PM Page 12



Summary Cos! per USF

1. Purchase BankAmerica Building

2. Continue Leasing( Current Rates Fixed)

3. Continue Leasing (Market Rates)

All yearly valuos above are 
expressed in terms which are 
comparable to Rent per USF (Usable 
Square Foot) per monlh, Including 
operating costs.

A more detailed listing ol 
assumptions Is contained In the 
supporting worksheets.

1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011
:;pv

36,645,857 $1.00 $1.12 $1.88 $1.86 $1.67 $1.71 $1.73 $1.78 $1.81 $1.84 $1.86 $1.89 $1.91 $1.94

93,150,155 $1.97 $2.05 $2.08 $2.11 $2.14 $2.17 $2.20 $2.23 $2.26 $2.29 $2.33 $2.36 $2.39 $2.43

101,763,366 $1.97 $2.05 $2.08 $2.11 $2.14 $2.17 $2.20 $2.23 $2.26 $2.29 $2.33 $2.36 $2.95 $2.99

Scenario Descriptions

1. Purchase BankAmertca: Bankamerica Building Is purchased and (lllod 
with Stale agencies as soon as possible. Assumes all private tenants would 
slay for a period, generally equal to their lease terms, and then be replaced 
with State tenants. Assumes a 5.55% discount rate for NPV calculations, and 
a 18 year loan payoff.

2. Continue Leasing (Current Rates): Assumes current rates are only 
adjusted to reflect Increases in owner operating costs.

3. Continue Leasing (Market Ratea): Assumes Lhat rental rates rebound to 
market rales at 20 year intervals.

I
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2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 2026 2027

Summary Cost per USF

1. Purchase BankAmerica Building

2. Continue Leasing( Current Rates Fixed)

3. Continue Leasing (Market Rates)

$1.97 $2.00 $2.03 $2.07 $2.10 $2.14 $2.17 $1.05

$2.46 $2.49 $2.53 $2.56 $2.60 $2.64 $2.67 $2.71

$3.03 $3.07 $3.12 $3.16 $3.21 $3.25 $3.30 $3.34

$1.09 $1.14 $1.18 $1.23 $1.28 $1.33 $1.38 $1.44

$2.75 $2.79 $2.83 $2.87 $2.91 $2.95 $2.99 $3.03

$3.39 $3.44 $3.48 $3.53 $3.58 $3.63 $3.68 $3.73

All yearly values above are 
oxpressed In terms which aro 
comparable to Rent per USF (Usable 
Square Foot) per month, including 
operating costs.

A more detailed listing ol 
assumptions is contained in the 
supporting worksheets.

Kilo namo: bo la l5  xls
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1. Purchase BankAmerica Building

2. Continue Leasing( Current Rates Fixed)

3. Continue Leasing (Market Rates)

■ "

Summary Cost per USF

2028 2029 2030 2031 2032 2033 2034 2035 2036 2037

$1.49 $1.55 $1.62 $1.68 $1.75 $1.82 $1.89 $1.97 $2.05 $2.13

$3.07 $3.11 $3.16 $3.20 $3.25 $3.29 $3.34 $3.39 $3.43 $3.48

$3.79 $3.84 $4.80 $4.87 $4.94 $5.00 $5.07 $5.15 $5.22 $5.29

r.;-- •

All yearly values above are 
oxpressed in terms which are 
comparable to Rent per USF (Usablo 
Square Foot) per month, including 
operating costs.

A more detailed listing ol 
assumptions Is contained in Ihe 
supporting worksheets.

Filo namo: bolalS.xls
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1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 200S
Poiconl Riso in CPI Per Year 
Slalo equivalent rent per usf/mo. 
Slato base rent per usl per yr. 
Exponses
Expenses per usl per yr. 
Exponsos per usf per month 
Building total usable s/f (est.) 
Other tenants per yr rent

4.00%
(50.64)
(57.65) 

1,735,000
56.89
50.57

251,786
3,829,231

(50.54)
(56.51)

1,804,400
57.17
50.60

3.596,157

50.70
58.43

1,876,576
57.45
50.62

944,804

$1.66
519.97

1,951,639
57.75
50.65

437,736

51.57
$18.81

2,029,705
58.06
50.67

719,750

51.61
519.33

2,110,893
$8.38
50.70

740,345

$1.63
519.55

2,195,328
58.72
50.73

761,764

$1.73
520.82

2,283,142
$9.07
50.76

504,135

$1.77
$21.20

2,374,467
$9.43
$0.79

491,417

$1.84
$22.02

2,469,446
$9.81
$0.82

373,172

$1.86
$22.32

2,568,224
$10.20

$0.85

388,099

$1.89
$22.63

2,670,953
510.61
50.88

403,623

Slato of Alaska 
Olhor tenants

Occupies all of BankAmerlca Building In stages.
Other tenants are incorporated and leave In stages as buy-outs and lease expirations occur.

Cost Summary
1996 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009

State of Alaska 
Oilier tenants

0
3,829,231

0
3,596,157

0
944,804

0
437,736

0
719,750

0
740,345

0
761,764

0
504,135

0
491,417

0
373,172

0
388,099

0
403,623

Gross Rental Income 
Operating Expenses

3,829,231
1,902,966

3,596,157
1,955,908

944,804
1,852,952

437,736
1,888,148

719,750
1,957,475

740,345
2,034,909

761,764
2,115,440

504,135
2,177,571

491,417
2,264,674

373,172
2,355,261

388,099
2,449,471

403,623
2,547,450

Not Operating Income 
Debt Service

1,926,265 1,640,249 (908,148)
(1,213,322)

(1,450,412)
(3,578,713)

(1,237,725)
(3,497.506)

(1,294,564)
(3,571,855)

(1,353,676)
(3,569,704)

(1,673,436)
(3,567,609)

(1,773,257)
(3,565,288)

(1,982,089)
(3,562.458)

(2,061,372)
(3,558,836)

(2,143,827)
(3,554,141)

Cash Flow 1,926,265 1,640,249 (2,121,470) (5,029,125) (4,735,231) (4,866,419) (4,923,380) (5,241,044) (5,338,544) (5,544,546) (5,620,209) (5,697,969)

Total Debt Service (65,046.741)

1st round 
finance

2nd round 
finance

Sales price ol Bankamerica 25,950,OCX) 0
SF of Tl's 190,000 0
$ per SF of Tl's 15 0
Cost ol Tl's to move in 2,850.000 0
Data wiring (incl. phono wiring) 520,000 0
Router and Line-In 45,000 0
ADA Upgrades 107,000
Code Compliance 570,000
Project Management 73,900 0
Move 285,000 0
Contlnglncy fund 500,000 0
SF ol leases to buy out •175,000 0
$ per SF per year to buy out 20 0
Cost of buying out existing leases 3,500,000 0
Project costs 34,400,900 0
Previous debt balance 0 38,420,000
Underwriter's discount 114,195 280,650
Other costs of Issuance 165,000 1,524,000
Capitalized Interest 4,488,639 0
Less Interest earned on Const. $$ (1,107,053) 0
Financing Conlinglncy 4,219 4,950
Total amount of debt 38,065,900 40,229,600

Ront Irom othor tenants 1998 1999
Aggregated Annual ront 3,649,691 3,416,817
Rent income Irom parking 179,340 179,340

Parking Income resumption*:
Total number of spaces - 646
FY 1098 • Uses appraisers Income figures.

FY 1999 • Uses appraisers Income ligures, with no escalation, as many 
tenants will be leaving the building.

FY 2000 - Uses only the the parking Income, without escalation, from the 
two tenants lhat will most likely remain In the building after the period of 
remodeling and buildout construction Is over In FY 2C01.

FY 2001 • Same assumptions as FY 2000.

FY 2002 through FY 2022 • All parking 6paces are tilled at Ihe rale of 545 
per space per month, with escalation beginning In FY 2002 at the annual 
CPI rata. Seventy-five spaces will be 6et aside for guest and State vehicle 
parking, and therefore will be deducted from the Income stream.

2000
931,004

13,800

2001
<23,936

13,800

2002
413,030
306,720

2003
421,356
318,989

2004
430,016
331,748

2005
159,117
345,018

2006
132,598
358,819

2007
0

373,172

2008
0

388,099

2009
0

403,623
Total Ront income from tenants 3,629,231 3,596,157 944,804 437,736 719,750 740,345 761,764 504,135 491,417 373,172 388,099 403,623
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2010 2011 2012 2013 2014 2015 2016 2017 201.9 2019 2020 2021 2022 2023 2024 2025

$1.91 $1.94 $1.97 $2.00 $2.03 $2.07 $2.10 $2.14 J2.17 $1.05 $1.09 $1.14 $1.18 $1.23 $1.28 $1.33
$22.97 $23.31 $23.66 $24.03 $24.40 $24.80 $25.21 $25.63 $26.04 $12.60 $13.11 $13.63 $14.18 $14.74 $15.33 $15.95

2,777,791 2,888,903 3,004,459 3,124,637 3,249,622 3,379,607 3,514,792 3,655,383 3,801,599 3,953,663 4,111,809 4,276,281 4,447,333 4,625,226 4,810,235 5,002,644
$11.03 $11.47 $11.93 $12.41 $12.91 $13.42 $13.96 $14.52 $15.10 $15.70 $16.33 $16.98 $17.66 $18.37 $19.10 $19.87
$0.92 $0.96 ?- • 99 $1.03 $1.08 $1.12 $1.16 $1.21 $1.26 $1.31 $1.36 $1.42 $1.47 $1.53 $1.59 $1.66

419.767 43G.558 454.021 472,181 491.069 510,711 531,140 552,385 574,481 597,460 621,358 646,213 672.061 698,944 726,901 755,978

2010
0

419.767
419.767 

2,649,348 
(2,229,580) 
(3,552,949) 
(5,782,529)

2011
0

436.558
436.558 

2,755,322 
(2,318.764) 
(3,549,835) 
(5,868,599)

2012
0

454.021
454.021 

2,865,535

2013
0

472,181

2014
0

491,069

2015
0

510,711

2016
0

531,140

2017
0

552,385

2018
0

574,481

2019
0

597,460

2020
0

621,358

2021
0

646,213
472,181

2,980,156
491,069

3,099,362
510,711

3,223,337
531,140

3,352,270
552,385

3,486,361
574,481

3,625,816
597,460

3,770,848
621,358

3,921,682
646,213

4,078,549

2022
0

672.061
672.061 

4,241,691

2023
0

698.944
698.944 

4,411.359

2024
0

726,901

2025
0

755,978
726,901

4,587,813
755,978

4,771,326
(2,411,514) (2,507,975) (2,608,294) (2,712,625) (2,821,130) (2,933,976) (3,051,335) (3,173,388) (3,300,324) (3,432,337) (3,569,630) (3,712,415) (3,860,912) (4,015,348)
(3,544.518) (3,541,573) (3,535,576) (3,531,I'M ) (3,527,594) (3,519,619) (3,504.543) 0 0 0 0 0 0 0
(5,956,032) (6,049,547) (6,143,870) (6,243.730) (6,348,724) (6,453,594) (6,555,878) (3,173,388) (3,300,324) (3,432,337) (3,569,630) (3,712,415) (3,860,912) (4,015,348)

I

2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022
0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0

419.767 436.558 454,021 472,181 491,069 510,711 531,140 552,365 574,481 597,460 621,358 646,213 672,061 698,944 726,901 755,978
419.767 436,558 454,021 472,181 491,069 510,711 531,140 552,385 574,481 597,460 621,358 646,213 672,061 698,944 726,901 755,978
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2026 2027 2028 2029 2030 2031 2032 2033 2034 2035 2036 2037

$1.38 $1.44 $1.49 $1.55 $1.62 $1.68 $1.75 $1.82 $1.89 $1.07 $2.05 $2.13
$16.59 $17.25 $17.94 $18.66 $19.40 $20.18 $20.99 $21.83 $22.70 $23.61 $24.55 $25.53

5,202,750 5,410,860 5,627,295 5,852,386 6,086,482 6,329,941 6,583,139 6,846,464 7,120,323 7,405,136 7,701,341 8,009,395
$20.66 $21,49 $22.35 $23.24 $24.17 $25.14 $26.15 $27.19 $28.28 $29.41 $30.59 $31.81

$1.72 $1.79 $1.86 $1.94 $2.01 $2.10 $2.18 $2.27 $2.36 $2.45 $2.55 $2.65

786,217 817,665 850,372 884,387 919,762 956,553 994,815 1,034,607 1,075,992 1,119,031 1,163,793 1,210,344

2026 2027 2020______ 2029______ 2030______ 2031______ 2032______ 2033______ 2034_______2035______ 2036______ 2037
0

786,217
0

817,665
0

850,372
0

884,387
0

919,762
0

956,553
0

994,815
0

1,034,607
0

1,075,992
0

1,119,031
0

1,163,793
0

1,210,344
786,217

4,962,179
817,665

5,160,666
850,372

5,367,093
884,387

5,581,776
919,762

5,805,047
956,553

6,037,249
994,815

6,278,739
1,034,607
6,529,889

1,075,992
6,791,084

1,119,031
7,062,728

1,163,793
7,345,237

1,210,344
7,639,046

(4,175,962) (4,343,001) (4,516,721) (4,697,390) (4,885,285) (5,080,697) (5,283,924) 
0 0 0 0 0 0 0

(5,495,281)
0

(5,715,093)
0

(5,843,696)
0

(6,181,444)
0

(6,428,702)
0

(4,175.962) 14,343,001) (4,516,721) (4,697,390) (4,865,265) (5,080,697) (5,283,924) (5,495,281) (5,715,093) (5,943,696) (6,181,444) (6,428,702)

I

0
786,217

0
817,665

0
850,372

0
884,387

0
919,762

0
936,553

0
994,815

0
1,034,607

0
1,075,992

0
1,119,031

0
1,163,793

0
1,210,344

786,217 817,665 850,372 884,387 919,762 956,553 994,815 1,034,607 1,075,992 1,119,031 1,163,793 1,210,344
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#
STATE OF ALASKA 
1997 LEGISLATIVE SESSION

Revision Date: April 22.1997

FISCAL NOTE

Dept Affected: Revenue

BILL NO: HB 236

Title: Anchorage Office Building BRU: Revenue Operations

Component: Treasury

Sponsor (H)FIN

Requestor (H) FIN COMPONENT SERIAL NO. 121

Expenditures/Revenues: (Thousands of Dollars)

OPERATING EXPENDITURES FY 98 FY 99 FY00 FY 01 FY 02 FY03

PERSONAL SERVICES

TRAVEL

CONTRACTUAL

SUPPLIES

EQUIPMENT

LAND & STRUCTURES

GRANTS, CLAIMS

MISCELLANEOUS - LEASE PAYMENTS 0.0 0.0 1,213.3 3,570.7 3,497.5 3,5719

TOTAL OPERATING 0.0 0.0 1,213J 3,578.7 3,4973 3,5713

CAPITAL EXPENDITURES

CHANGE IN REVENUES ( )

FUND SOURCE (Thousands of Dollars

1002 Federal Receipts

1003 GF Match

1004 GF 0.0 0.0 1,213.3 3.578.7 3.497.5 3,5713

1005 GF/Program Receipts

1037 GF/Mental Health

Other

TOTAL 0.0 0.0 1,2133 3,578.) 3,4973 3,5719

Estimate ot any current year (FY97) cost $ 

POSm ONS:

0.0

FULL-TIME

PART-TIME

TEMPORARY

ANALYSIS: (Attach a separate page If necessary)

Tlte bill authorizes lease-purchase financing of less than $38.9 million to purchase the Bank of America building in Anchorage, with annual lease 
payments of less than $4.07 million and total lease payments of less than $81.4 million.

A financing plan has been structured for the State to acquire the property within the above guidelines. It includes the use of taxable certificates of 
participation for four (4) years, followed by the use of tax-exempt certificates of participation for 16 years, for a total term of twenty years. The 
financing plan defers lease payments for two years and gives the State flexibility on converting to tax-exempt financing depending on future 
operational events in the building a. id on future interest rates. Above, and on the attached schedules, are projected lease-purchase payments 
based on current interest rates.
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Dated: 9/1/97 
Delivered: 9/1/97

~ Sizing Debt Services Schedule 
ANCHORAGE OFFICE 
CURRENT TAXABLE

1

Fiscal Coupon Zar Cpn Maturing 
Yr M YY  Data Cpn Rato Principal

Parlodlc
Intarost

Gross SomP Cap DabtSvcRsv CntgncyFnd NatSomP 
AnnlDbtSvc Int IntSPrln Int&Prln AnnlDbtSvc

Nat Fiscal 
DbtSvc

9 98 3/1/98 
3 99 9/1/98

1 9 99 3/1/99 
3 0 9/1/99

2 9 0 3/1/00
3 1 9/1/00 N

3 9 1 3/1/01
3 2 9/1A31 N

6.375 1,190,000.00

6.375 1,265,000.00

1.213.321.88
1.213.321.88
1.213.321.88
1.213.321.88
1.213.321.88
1.213.321.88
1.175.390.63
1.175.390.63

1.213.321.88 1,213,321.88
1.213.321.88 1,213,321.88
1.213.321.88 1,213,321.88
1.213.321.88 1,213,321.88
1.213.321.88
2.403.321.88
1.175.390.63
2.440.390.63

1.213.321.88
2.403.321.88
1.175.390.63
2.440.390.63

1,213,321.88

3,578,712.50

( p v *  a  3 )



Dated: 9/1/01
Delivered: 9/1/01

Sizing Debt Services Schedule 
ANCHORAGE OFFICE 

TAX-EXEMPT

Fiscal Coupon Zer Cpn Maturing 
Yr M Y Y  Date Cpn Rate Principal

Periodic
Interest

Gross Setnf- 
Ann1 Dbt Svc

Cap
Int

DebtSvcRsv Cntgncyfnd NetSemP 
Int&Prin Ini&Prin AnnlDbtSvc

Net Fiscal 
Dbt Svc

9 2 3/1/02 1,057,115.00 1,057,115.00 1,057,115.00 1,057,115.00
3 3 9/1/02 N 5.650 1.500,000.00 1,057,115.00 2,557,115.00 2,557,115.00

1 9 3 3/1/3? 1,014,740.00 1,014,740.00 1,014,740.00 3,571,855.00
3 4 9/1 03 N 5.650 1,585,000.00 1,014,740.00 2,599,740.00 2,599,740.00

2 9 4 3/1/04 969,963.75 969,963.75 969,963.75 3,569,703.75
3 5 (V 1 N 5.650 1,675,000.00 969,963.75 2,644,963.75 2,644,963.75

3 9 5 922,645.00 922,645.00 922,645.00 3,567,608.75
3 6 f  .-OS N 5.650 1,770,000.00 922,645.00 2,692,645.00 2,692,645.00

4 9 6 ' OS 872,642.50 872,642.50 872,642.50 3,565,287.50
3 7 L  06 N 5.650 1.870,000.00 872,642.50 2,742,642.50 2,742,642.50

5 9 7 3/1/07 819,815.00 819,815.00 819,815.00 3,562,457.50
3 8 I//1/07 N 5.650 1,975,000.00 819,815.00 2,794,815.00 2,794,815.00

6 9 8 3V1/08 764,021.25 764,021.25 764,021.25 3,558,836.25
3 9 9/1/03 N 5.650 2,085,000.00 764,021.25 2,849,021.25 2,849,021.25

7 9 9 3/1/09 705,120.00 705,120.00 705,120.00 3,554,141.25
3 10 9/1/09 N 5.650 2,205,000.00 705,120.00 2,910,120.00 2,910,120.00

8 9 10 3/1/10 642,828.75 642,828.75 642,828.75 3,552,948.75
3 11 9/1/10 N 5.650 2,330,000.00 642,828.75 ' 2,972,828.75 2,972,828.75

9 9 11 3/1/11 577,006.25 577,006.25 577,006.25 3,549,835.00
3 12 9/1/11 N 5.650 2,460,000.00 577,006.25 3,037,006.25 3,037,006.25

10 9 12 3/1/12 507,511.25 507,511.25 507,511.25 3,544,517.50
3 13 9/1/12 N 5.650 2,600,000.00 507,511.25 3,107,511.25 3,107,511.25

11 9 13 3/1/13 434,061.25 434,061.25 434,061.25 3.541,572.50
3 14 9/1/13 N 5.650 2,745,000.00 434,061.25 3,179,061.25 3,179,061.25

12 9 14 3/1/14 356,515.00 356,515.00 356,515.00 3,535,576.25
3 15 9/1/14 N 5.650 2,900,000.00 356,515.00 3,256,515.00 3,256,515.00

13 9 15 3/1/15 274,590.00 274,590.00 274,590.00 3,531,105.00
3 16 9/1/15 N 5.650 3,065,000.00 274,590.00 3,339,590.00 3,339,590.00

14 9 16 3/1/16 188,003.75 188,003.75 188,003.75 3,527,593.75
3 17 9/1/16 N 5.650 3,235,000.00 188,003.75 3,423,003.75 3,423,003.75

15 9 17 3/1/17 96,615.00 96,615.00 96,615.00 3,519,618.75
3 18 9/1/17 N 5.650 3,420,000.00 96,615.00 3,516,615.00 12,071.58 3,504,543.42

Prepared bv: FORREST BROWNE, DOR - TREASUR Y
Prepared on: 4 22/97 11:45 8.20 Rpt 14
R ecordlD : OFFJCE-2001-BI M U N ID B

(PV« * .F *)



(907) 465-3867 or 465-2450 
FAX (907) 465-2029 
Mail Stop 3101

LEGAL SERVICES
DIVISION OF LEG AL A N D  RESEARCH SERVICES  

LEG ISLA TIVE AFFAIRS A G ENCY  
STATE OF ALASKA

130 Seward Street, Suite 409 
Juneau, Alas'ta 99801-2105

M E M O R A N D U M April 18, 1997

SU B JEC T:

T O :

FR O M :

Amendment to HB 236 and municipal property tax considerations 
(Work Order No. 20-LS079l\B .l)

Representative Norman Rokcberg

Theresa Bannister 
Legislative Counsel

This memo accompanies the amendment described above.

Under this amendment, the state is required to pass on to the municipality the taxes 
attributable to the private tenants in the building. Under AS 29.45.030(a)(1)(A), even if the 
state owns the building, the municipality may tax private leaseholds in the building. This 
amendment is drafted to apply when the state is considered under the lease purchase 
agreement to have title to the building.

However, I do not know when this will be. To determine the municipal property tax 
ramifications o f  the agreement, it would be helpful to ascertain the specific arrangements 
made by the agreement and whether the state will be considered to hold title to the property 
under these specific arrangements. For example, if  this is a trusteeship arrangement with 
certificates o f participation, will the state be considered to hold title during the term o f the 
lease purchase agreement? If the state does not receive title at the outset o f the agreement, 
and if  the present owner is a private entity, then the entire building may be subject to 
municipal property taxes after the lease purchase agreement is entered into.

If the state does not receive title, or is not considered to be the owner for tax purposes, at the 
outset o f  the agreement, the introductory clause beginning with "when" and ending with 
"AS 29.45.030(a)(1)," and "under AS 29.45.030(a)(1)" in the amendment should be deleted. 
I f  I may be of further assistance, please advise.

TLB:jdr
97-279.jdr

Enclosure
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A M E N D M E N T  \

0-LS079IVB.1'
Bannister

4/18/97

OFFERED IN THE HOUSE BY REPRESENTATIVE ROKEBERG

TO: HB 236

Page 1, line 3, following "agreement;":

Insert "relating to the municipal taxation of certain lease interests in the 
building;"

Page 1, line 13, following "term.":

Insert "When the building is state property exempt under AS 29.45.030(a)(1), the state 

shall pay to the municipality under AS 29.45.030(a)(1)(A) the property taxes attributable to 

the private tenants in the office building."
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631 M u n ic ip a l  T a x a t io n § 29.45.030

PUBLIC SCHOOL FOUNDATION PROGRAM ASSIS­
TANCE (AS 14.17) $

STATE AID FOR RETIREMENT OF SCHOOL CON­
STRUCTION DEBT (AS 14.11.100) $

MUNICIPAL TAX RESOURCE EQUALIZATION AS­
SISTANCE (AS 29.60.010 — 29.60.080) $

STATE AID FOR MISCELLANEOUS MUNICIPAL 
SERVICES (AS 29.60.100 — 29.60.180) $

TOTAL AID $
The millage equivalent of this state aid, bared on the dollar value of a mill in the 
municipality during the current assessment year and for the preceding assessment 
year, is;

MILLAGE EQUIVALENT 
PREVIOUS YEAR THIS YEAR

PUBLIC SCHOOL FOUNDATION PRO­
GRAM ASSISTANCE 

STATE AID FOR RETIREMENT OF 
SCHOOL CONSTRUCTION DEBT 

MUNICIPAL TAX RESOURCE EQUAL­
IZATION ASSISTANCE 

STATE AID FOR MISCELLANEOUS MU­
NICIPAL SERVICES 

TOTAL MILLAGE EQUIVALENT

. .  .MILLS

. .  .MILLS

. .  .MILLS

. . .MILLS 

. .  .MILLS

. . .  .MILLS

. . .  .MILLS

. . .  .MILLS

. . .  .MILLS 

. . .  .MILLS'

Notice shall be provided
(1) by furnishing a copy of the notice with tax statem ents mailed for the fiscal year for 

which aid is received; or
(2) by publishing in a newspaper of general circulation in the municipality a copy of 

the notice once each week for a period of three successive weeks, with publication to occur 
not later than 45 days after the final adoption of the municipality's budget.

(b) Compliance with the provisions of this section is a prerequisite to receipt of 
municipal tax resource equalization assistance under AS 29.60.010 — 29.60.080 and 
state aid for miscellaneous municipal services under AS 29.60.100 — 29.60.180. The 
department shall withhold annual allocations under those sections until municipal 
officials demonstrate tha t the requirements of this section have been met. (§ 12 ch 74 
SLA 1985)

Sec. 29.45.030. R eq u ired  exem ptions, (a) The following property is exempt from 
general taxation:

(1) municipal property, including property held by a public corporation of a munici­
pality, or sta te  property, or land that is in the tru st established by the Alaska Mental 
Health Enabling Act of 1956, P.L. 84-830, 70 Stat. 709, except th a t

(A) a private leasehold, contract, or other interest in the property is taxable to the 
extent of the interest;

(B) notwithstanding any other provision of law, property acquired by an agency, 
corporation, or other entity of the state through foreclosure or deed in lieu of foreclosure 
and retained as an investment of a state entity is taxable; this subparagraph does not 
apply to federal land granted to the University of Alaska under AS 14.40.380 or 
14.40.390, or to other land granted to the university by the state to replace land th a t had 
been granted under AS 14.40.380 or 14.40.390;

(C) an ownership interest of a municipality in real property located outside the 
municipality acquired after December 31, 1990, is taxable by another municipality; 
however, a borough may not tax an interest in real property located in the borough and 
owned by a city in tha t borough;
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Municipality
of

A nchorage

I'.n. [Jux I'JMnO 
AiiiMinruuc. Alaska DOoHMiiino 
Telephone: (1)07) A4A-44AA

R ick  Mi/strum. Muyur

February 20, 1997
n n ; it  !•: o f  m i :  m i a k  i i *m . m w u i i  n

R epresentative N orm  Rokeberg 
A laska S tate Legislature 
State C apitol 
Juneau, A K  99801

Dear R epresentative Rokeberg:

Per our discussion earlier this week, I am enclosing inform ation regarding the 
assessm ent history o f  the Equitable Life Properties the State is negotiating to 
purchase.

The attached spread sheet breaks down the assessed value by land and 
im provem ents for years 1996 and 1997. For com parison purposes, total 
assessm ent for 1986 is also shown. 1986 is the year for w hich the property had 
the h ighest assessed value.

As is noted, the tax assessm ent for 1996 was nearly $500,000. The mill rate for 
1997 is yet to be set, bu t based on 1996’s rate, the taxes for 1997 would be 
$496,146. If  this property  was rem oved from  the tax rolls, it w ould am ount to 
about $4.00 per $100,000 for the other property owners in Anchorage.

If you w ish any additional inform ation about this m atter, please don’t hesitate to 
contact me.

Sincerely,

cc: D ugan Petty, D ire c to r , D ivision o f General Services

enclosure



ASSESSM ENT/PROPERTY TAX  C O M P A R IS O N  
EQUITABLE LIFE DOW NTO W N PROPERTIES

Description 

Block 79 

Block 80 

B lock 102

1996 1997 1986
Land Improvements Total Land Improvements Total Total

$1,175 ,700  $ 22,401,400 $23,577,100 $1 ,119 ,700  $ 22,421,800 $23,541,500 $37,111,800

$1 ,638 ,000  $ 52,800 $ 1,690,800 $ 1 ,680 ,000  $ 49,200 $ 1,729,200 $ 4,476,200

$1 ,260 ,500  $  45,500 $ 1,306,000 $1 ,120 ,400  $ 41,800 $ 1,162,200 $ 3,725,500

Total $4 ,074 ,200  $ 22,499,700 $26,573,900 $3 ,920 ,100  $ 22,512,800 $26,432,900 $45 ,313 ,500
Mill Rate (1996) 0.01877 0.01877
Properly Tax $ 498,792 $ 496,146



LEGISLATIVE BUDGET AND AUDIT COMMITTEE 
Division of Legislative Audit

P.O. Box 113300 
Juneau. AK 99811-3300 

(907)465-3830 
FAX (907) 465-2347

M E M O R A N D  U  M  Internet e-mail address:
legaudit@ legis.state.ak.us

T O : The Honorable Gene Therriault
The Honorable Mark Hanley 
Co-Chairs, House Finance Committee

F R O M : Randy S. W elker
Legislative

D ATE: April 23, 1997

RE: Anchorage Office Building

For over a  month, vve have been reviewing information on the proposed acquisition o f  an 
office building in Anchorage. We have worked closely with the Division o f  General Services 
and their consultants in discussing and modifying the financial analysis o f  the deal.

On M arch 24, 1997, we distributed a financial analysis and cover mem o to all members o f 
the Legislature in which we characterized the proposal as overly optim istic and a best case 
scenario. Our primary concern was with the time line envisioned for having the current 
tenants out o f the building and moving the state agencies currently occupying the Frontier 
building into the new facility.

Since that time, we have further analyzed the financial information and changes that have 
been made to the underlying assumptions and spreadsheets sum m arizing the deal. We now 
believe that the significant issues that we initially had concerns over have been adequately 
addressed. In fact, we are in close enough agreement with the analysis o f  the deal that we see 
no need to generate our own spreadsheet analysis. Ours would be, in all material respects, the 
same as that presented by the Department o f  Administration.

We will identify any other items for you in testimony before the Committee. However, we 
believe the analysis by the Department o f Administration is a realistic scenario that 
adequately takes into consideration all relevant and significant issues that should be 
addressed.

Therefore, we agree with that analysis and believe that the acquisition o f  the proposed office 
building is in the State’s best interest.

ALASKA STATU LEGISLATUKU DIVISION OF LEGISLATIVE AUDIT

mailto:legaudit@legis.state.ak.us


ALASKA STATE LEGISLATURE
LEGISLATIVE BUDGET AND AUDIT COMMITTEE

Division of Legislative Audit

P.O. Box 113300 
Juneau, AK 99811-3300 

(907)465-3830 
FAX (907) 465-2347 

Internet e-mail address: 
legaudittfulegis.state.ak.us

M E M O R A N D U M

TO : M em bers o f  the A laska  State Legislature

FR O M : Randy S. W elker
Legislative A uditor

DATE: M arch 24, 1997

R E: A nchorage O ffice Building Acquisition Analysis

A t the request o f  several legislators and with the concurrence o f  the Chairman o f the 
Legislative Budget and A udit Committee, the Division o f Legislative Audit has reviewed the 
Department o f  A dm inistration’s proposal to purchase an office building in downtown 
Anchorage, com m only referred to as the Bank o f  America building. This memo and 
accompanying schedules contain our analysis.

This type o f  analysis is a challenge for an auditor! We are accustomed to dealing in 
documented facts; in reality, there are more assumptions and projections in the departm ent’s 
proposal than facts. H ow ever, that is the nature o f this type o f  decision process.

The analysis prepared by the departm ent looks at three scenarios, but actually boils down to a 
decision o f w hether to continuing leasing or to buy an office building. The scenario presented 
as the buy option is, in our opinion, an overly optimistic best case view and is likely 
understated. U nfortunately, we cannot quantify -ihe degree o f  understatem ent because o f the 
nature o f the underlying assumptions.

The key concern we have w ith the analysis is the time line envisioned for moving out o f  the 
Frontier building and, correspondingly, the need to make space available in the subject 
property. The departm ent’s analysis assumes that none o f the current non-state tenants o f  the 
building will exercise exclusive options and stay in the building. There are many leases with 
such options. The difficulty lies in trying to determine w hether the exercise o f  an option is 
truly an intent to stay in the building or simply posturing for lease buy-out purposes.

ALASKA STATE LEGISLATURE DIVISION OF LEGISLATIVE AUDIT



M em bers o f  the A laska State L egislature - 2 - M arch  24, 1997

This determination is further com pounded by the lack o f com parable Class A space in 
downtown Anchorage to accom m odate the current lessees who, by the nature o f  their 
business, have a vital interest in rem aining downtown. Simply put, there are lim ited options 
available to them. The strategy o f the State in dealing with this concern w ill drive the bottom 
line in the cost analysis.

The financing proposal for purchasing the building envisions taxable financing for three 
years followed by a refinancing to tax-exempt status. The ability to issue tax exem pt 
financing is generally driven by the requirement o f the State to occupy 90%  o f  the facility at 
the time o f  refinancing. Again, because o f the optimistic tim eline m entioned above, the 
change to tax exempt financing may not transpire as quickly as planned.

We are also concerned that the scenarios presented were not fully explored for options. The 
financing proposal was developed by the Department o f Revenue’s T reasury D ivision and as 
far as we are aware, the issuance o f Certificates o f  Participation (CO Ps) was the only 
financing option considered.

The Alaska Housing Finance Corporation (AHFC) has the authority  to issue general 
obligation bonds for public facilities. No one has had meaningful discussions w ith AHFC in 
this regard.

Likewise, we see no indication that a cash purchase was considered. E ither a General Fund, 
Constitutional Budget Reserve Fund, Permanent Fund Earnings Reserve, or AHFC cash 
purch ase are all options that should be part o f  the public debate.

On the other hand, while all this discussion indicates that the estim ated costs m ay be 
understated, the benefits o f  ultim ately owning a Class A facility should not be overlooked. 
Depending on the length o f  time you use in an analysis, eventually, buying this facility 
should make sense. At the time o f acquisition, the State will have title to a facility that would 
cost in excess o f  $50 million to construct and is considered one o f  the best Class A  facilities 
in Anchorage.

The departm ent has indicated that they will show their analysis over approxim ately a 25-year 
peviod. We have prepared ours over a 19-year period coinciding w ith the proposed debt 
service. We have added one “non-add” year to show the impact on costs once the facility is 
debt free.

The attached analysis is not intended to be comprehensive or conclusive, but a vehicle for 
constructive public discussion. We will be available at your convenience to further discuss 
the information presented.

Attachm ent

ALASKA STATE LEGISLATURE DIVISION OF LEGISLATIVE AUDfT
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A nchorage Office Options

— 1. Purchase BankAm erica Building —A— 2. Deconsolidate as soon as possible 3. Continue Leasing

File Name:bofapu 14.xls 
Worksheet tab: Chart Bankamerica 
Date: 4/18/97 - Time: 12:01 PM Page 1
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A nchorage O ffice Options  
Including No-B uyout Option

-Monthly Cost /USF to Continue Leasing Frontier - A - Monthly Cost /USF to Deconsolidate From Frontier

- Monthly Cost /USF to Purchase B of A Center and Continue Lease 2011 ■ U Monthly Cost /USF to Purchase B of A Center

Page 1



1

(PACE ONE)

C O M PA R ISO N  O F C O N T IN U IN G  LEASING 251,786sf 
VERSUS PU R C H A SIN G  BANK O F AM ERICA BUILDING

1 PURCHASE BANK OF AMERICA BUILDING
N Usable Rent ©
J| Location Area USP/MO. 1998 1999 2(!;H> 2001 2002 2003 2004 2005 2006 2007
I  Lease 2011 © Frontier 135,922 sf $2.20 
{] Lease 2096 © Frontier 40,231 sf $2.06 fj Lease 2012® Dank Of America 53,255 sf $0.00 
H Rent From "Other State Leases" 22,378 sf $1.50 
fj Revenue From Existing B of A Tenants 
8 B of A Operating Costs 
p Debt Service on Bonds 
|  Equity Build-up From Bond Amortization

$3,587,917 $3,637,012 
$993,110 $1,007,014 

$0 $0 
$402,804 $108,443 

($3,829,231) ($3,596,157) 
$1,735,000 $1,804,400 

$0 $0 
$0 $0

$2,148,523
$1,021,112

$0
$414,161

($944,804)
$1,876,576
$1,462,192

$0

$0
$172,313

$0
$419,960

($437,736)
$1,951,639
$2,924,384

$0

$0 $0 $0 $0 $0 $0 \ 
$0 $0 $0 $0 $U $0 
$0 $0 $0 $0 $0 $0 , 

$304,755 $309,022 $313,348 $130,903 $132,736 $0 1 
($719,750) ($740,345) ($761,764) ($504,135) ($491,417) ($373,172) 

$2,029,705 $2,110,893 $2,195,328 $2,283,142 $2,374,467 $2,469,446 
$3,860,102 $3,863,662 $3,860,062 $3,859,972 $3,862,682 $3,862,437 

($1,820,000) ($1,91’.),000) ($1,980,000) ($2,070,000) ($2,170,000) ($2,275,000)

1  Total Expense From This Analysis (1998 - 2007) $2,889,600 $3,260,712 $5,977,760 $5,030,560
♦

$3,654,812 $3,643,232 $3,626,975 $3,699,882 $3,708,468 $3,683,711 $

I  Monthly Coet/USF lo Purdiase B of A Center
1998

$0.96
1999

$1.08
2000

$1.98
2001

$1.66
2002 2003 2004 

$1.21 $1.21 $1.20
2005

$1.22
2006

$1.23
2ML
$122

]| Location 
Jj Revenue From Existing B of A Tenants 
! B of A Operating Costs 

Debt Service on Bonds 
Equity Build-up From Bond Amortization

2008 
($388,099) 

$2,568,224 
$3,863,687 

($2,390,(KM))

2tM)9 2010 2011 2012 2013 2014 2015 2016 
($403,623) ($419,768) ($436,558) ($454,021) ($472,182) ($491,069) ($510,712) ($531,140) 

$2,670,953 $2,777,791 $2,888,903 $3,(K)4,459 $3,124,637 $3,249,622 $3,379,607 $3,514,792 
$3,861,797 $3,861,277 $3,861,357 $3,861,237 $3,860,087 $3,862,047 $3,865,942 $3,864,896 

($2,510,(MM)) ($2,640,(MM)) ($2,780,000) ($2,930,000) ($3,090,000) ($3,265,1)00) ($3,455,0(M)) ($3,660,000)

2017
($552,386) 

$3,655,383 j 
$0 
$0

Total Expense From This Analysis (2008 - 2017) $3,653,812 $3,619,127 $3,579,300 $3,533,701 $3,481,675 $3,422,542 $3,355,601 $3,279,838 $3,188,548 $3,102,998 .

Monthly Cost/USF to Purdiase D of A Center
2008

$1.21
2009

$1.20
2010

$1.18
2011

$1.17
2012 2013 2014 

$1.15 $1.13 $1.11
2015

$1.09
2m

$1.06
2017

$1.03

Source: Harry Jackson, D iv ision  o f G eneral S erv ices U01:A I’l)12  xls. UufASnm K en 60 ^



(PA G E TW O )

C O M PA RISO N  O F C O N T IN U IN G  LEASING 251,736sf 1
VERSUS PU RCH A SIN G  BANK O F A M ERICA  BUILDING

| CONTINUE LEASING FRONTTER BUILDING
E Usable Rent © 
jjj Location Area USF/MO. 1998 1999 2000 2001 2002 2LQ1 2m 2005 2006 2007
|  Lease 2011 © Frontier 135,922 sf $2.20 
1 Lease 2096 © Frontier 40,231 sf $2.06 
1 Lease 2012 @ Dank Of America 53,255 sf $1.55 
li Rent From "Other State Lenses" 22,378 sf $1.50

$3,587,917
$993,110
$993,190
$402,804

$3,637,012
$1,007,014
$1,197,302

$408,443

$3,687,930
$1,021,112
$1,214,064

$414,161

$3,739,561
$1,035,407
$1,231,061

$419,960

$3,791,915
$1,049,903
$1,248,296

$425,839

$3,845,002
$1,064,602
$1,265,772

$431,801

$3,898,832
$1,079,506
$1,283,493

$437,846

$3,953,416
$1,094,619
$1,301,462

$443,976

$4,008,763
$1,109,944
$1,319,682

$450,192

$4,064,886
$1,125,483
$1,338,158

$456,494

|  Total Expense From 'Hus Analysis (1998 - 2007) $5,977,021 $6,249,771 $6,337,268 $6,425,989 $6,515,953 $6,6(7,177 $6,699,677 $6,793,472 $6,888,581 $6,985,021

K Monthly Cost/USF to Continue Leasing Frontier
1228

$1.98
1222

$2.07
2000

$2.10
2001

$2.13
2002

$2.16
2CQ3

$2.19
2004

$2.22
2005

$2.25
2006

$2.28
2QQZ 

$2.31 I

|  Location 
Lease 2011 ©Frontier 

1 Lease 7.096 © Frontier 
I Lease 2012 © Dank Of America 
1 Rent From "Other State Leases"

2008
$4,121,794
$1,141,240
$1,356,892

$462,885

2009
$4,179,500
$1,157,217
$1,375,889

$469,366

2010
$4,238,013
$1,173,418
$1,395,151

$475,937

M l
$4,297,345
$1,189,846
$1,414,683

$482,600

2012
$4,357,508
$1,206,504
$1,434,489

$489,356

2013
$4,418,513
$1,22.1,395
$1,45-1,572

$496,207

2014
$4,480,372
$1,240,522
$1,474,936

$503,154

2015
$4,543,097
$1,257,890
$1,495,585

$510,198

2016
$4,606,700
$1,275,500
$1,516,523

$517,341

2017
$4,671,194
$1,293,357
$1,537,754

$524,584

1 Total Expense From This Analysis (2008-2017) $7,082,812 $7,181,971 $7,282,518 $7,384,474 $7,487,856 $7,592,686 $7,698,984 $7,806,770 $7,916,065 $8,026,889

Monthly Cost/USF to Continue Leasing Frontier
2008

$2.34
2009

$2.38
2010

$2.41
20U

$2.44
2012

$2.48
2013

52.51
2014

$2.55
2015

$2.58
2015

$2.62
2017 j 

$2.66 f.

Source. Harry Jackson, D ivision  of General Services UOI'A1’UI2 aIs Uo/ASmn Ken 60



(PAGF. THREE)
CO M PA R ISO N  O F C O N T IN U iN G  LEASING 251,786sf 

VERSUS PU R C H A SIN G  BANK OF AM ERICA BUILDING

DECONSOLIDATE FROM FRONTIER
Usable Kent 0

Location Area USF/MO. urn 2000 200) 2002 2003 2004 2005 2006 2007

Lease 2011 & 2096 ® Frontier 176,151 sf $2.17 
Lease "Other State Leases" 75,635 sf $1.50 
Replacement Space After Deconsolidation 
Deconsolidation Remodel/Relocation Expense 
Deconsolidation Inefficiency

$4,581,027
$1,361,430

$0
$0
$0

$4,644,026
$1,380,490

$0
$0
$0

$3,169,635
$816,560

$1,636,609
$551,489
$440,331

$172,313
$0

$3,881,277
$551,489
$457,944

$0
$0

$4,061,608
$551,489
$457,944

$0
$0

$4,137,521
$551,489
$476,262

$0
$0

$4,215,258
$551,489
$495,312

$0
$0

$4,294,877
$551,489
$515,125

$0
$0

$4,376,434
$551,489
$535,730

$0
$0

$4,459,991
$551,489
$557,159

Total Expense From This Analysis (1998 - 2007) $5,942,457 $6,024,516 $6,614,624 $5,063,023 $5,071,041 $5,165,272 $5,262,060 $5,361,491 $5,463,653 $5,568,639

1998 vm 2000 2001 2002 2003 200Ji 2005 2006 2007
Monthly Coat/USF to DeconsoLidate From Frontier $1.97 $1.99 $2.19 $1.68 $1.68 $1.71 $1.74 $1.77 $1.81 $1.84

Location 2008 2009 2010 2011 2012 2013 2014 2015 2010 2Q1Z
Replacement Space After Deconsolidation $4,545,609 $4,609,247 $4,745,148 $4,837,652 $4,932,494 $5,029,748 $5,129,492 $5,231,805 $5,336,771 $5,444,475
Deconsolidation Remodel/Relocation Expense $551,489 $784,949 $784,949 $784,949 $784,949 $784,919 $784,945 $784,949 $784,949 $784,949
Deconsolidation Inefficiency $579,446 $602,623 $626,728 $651,797 $677,869 $704,984 $733,183 $762,511 $793,011 $824,732

Total Expense From This Analysis (2008 - 2017) $5,676,544 $5,996,819 $6,156,825 $6,274,398 $6,395,312 $6,519,681 $6,647,624 $6,779,265 $6,914,731 $7,054,156

2000 2009 2010 2011 2012 2013 2014 2015 2016 2017
Monlliiy Cost/USF to Deconsolidate From Frontier $1.88 $1.98 $2.04 $2.08 $2.12 $2.16 $200 $2.7.4 $2.29 $233

S ource  H arry Jackson, D ivision  of  G eneral Services U O l'A I'U12.xls. UofASum  K en 60



Savings Summary
SUMMARY OF COST SAVINGS 
BANK OF AMERICA BUILDING

. . - —  -

TOTAL Fiscal Years
2001

CONTINUE LEASING:
FY 1998-2022 lias 1999 2000 2002 2003

Lease 2011 Rent (FY 98: $2.20 /  USF /  Mo.) $106,484,699 $3,587,917 $3,637,012 $3,739,561'$3,607,930 $3,791,915 $3,845,002
Lease 2096 Rent (FY 98: $2.06 /  USF /  Mo.) 

'Lease 2012 Rent (FY 98: $1.55 /  U S F )''
$29,483,108 $993,110 $1,007,014 $1,021,112 $1,035,407 $1,049,903 $1,064,602
$34,866,743 $993,190 $1,197,302 $1,214,064 $1,231,061 $1,248,296 $1,265,772

Rent for "other leases" (FY 98: $1.50/USF) $11,958,305 $402,804 $408,443 $414,161 $419,960 $425,339 $431,801
Total Cost $182,792,855 $5,977,021 $6,249,771 $6,337,268 $6,425,990 $6,515,953 $6,607,177

- ~ —  ------ -------- ------
PURCHASE BOA BUILDING:

$9,373,452Continued Lease 2011 Rent Expense $3,587,917
$993,110

$3,637,012 $2,148,523 $0 $0 $0
Continued Lease 2096 Rent Expense $3,193,549 $1,007,014 $1,021,112 $172,313 $0 $0
Continued Lease 2012 Rent Expense $0 $0 $0 $0 $0 $0 $0
Continued “other lease" Rent Expense $2,836,133 $402,804 $408,443 $414,161 $419,960 $304,755 $309,022
Rent Collected From Non-State Tenants ($20,169,639) ($3,829,231) ($3,596,157) ($944,804) ($437,736)

$1,951,639
($719,750) ($740,345) 

' $2,110,893'Operating Expenses $72,255,651 $1,735,000 $1,804,400 $1,876,576 $2,029,705
Debt Service $62,317,820 $0 $0 $1,462,192 $2,924,384 $3,860,102 $3,863,662
Equity buildup ($38,935,000) $0 $0 $0 $0 ($1,820,000) ($1,900,000)

$0
Total Cost $90,871,966 $2,889,600 $3,260,712 $5,977,760 $5,030,560 $3,654,812 $3,643,232

PROJECTED SAVINGS $91,920,889 $3,087,421 $2,989,059 $359,508 $1,395,430 $2,861,142 $2,963,945

SUMMARY:
NPV Savings with Financing $44,168,485

File Name: bofapu14.xls 
Worksheet tab: Savings Summary 
Date: 4/11/97
Time: 3:56 PM Page 1



Savings Summary

2004 2005 2006 2007 2008 2009 2010 2011 2012 2013

$3,893,832 $3,953,416 $4,008,763 $4,064,886 $4,121,795 $4,179,500 $4,238,013 $4,297,345 $4,357,508 $4,418,513
$1,079,506 $1,094,619 $1,109,944 $1,125,483 $1,141,240 $1,157,217 $1,173,418 $1,189,846 $1,206,504. $1,223,395
$1,283,493 $1,301,462 $1,319,682 $1,338,158 $1,356,892 $1,375,889 $1,395,151 $1,414,683 $1,434,489 $1,454,572

$437,846 $443,976 $450,192 $456,494 $462,885 $469,366 $475,937 $482,600 $489,356 $496,207
$6,699,677 $6,793,473 $6,888,581 $6,985,022 $7,082,812 $7,181,971 $7,282,519 $7,384,474 $7,487,857 $7,592,687

$0 $0 $0 $0

oee-II| $0 $0 $0 $0 $0
$0 $0 $0 $0 $0 $0 $0 $0 $0 $0
$0 $0 $0 $0 $0 $0 $0 $0 $0 $0

$313,348 $130,903 $132,736 $0 $0
($388,099)

$0 $0 $0 $0 $0
($761,764) ($504,135) ($491,417) ($373,172) ($403,623) ($419,767) ($436,558) ($454,021) ($472,181)

$2,195,328 $2,283,142 $2,374,467 $2,469,446 $2,568,224 $2,670,953 $2,777,791 $2,888,903 $3,004,459 $3,124,637
$3,860,062 $3,859,972 $3,862,682 $3,862,437 $3,863,687 $3,861,797 $3,861,277 $3,861,357 $3,861,237 $3,860,087

($1,980,000) ($2,070,000) ($2,170,000) ($2,275,000) ($2,390,000) ($2,510,000) ($2,640,000) ($2,780,000) ($2,930,000) ($3,090,000)

$3,626,974 $3,699,882 $3,708,468 $3,683,711 $3,653,812 $3,619,127 $3,579,300 $3,533,701 $3,481,675 $3,422,543

$3,072,703 $3,093,591 $3,180,113 $3,301,310 $3,429,000 $3,562,844 $3,703,218 $3,850,773 $4,006,182 $4,170,144, --------- ....... ............... ... ........... —  •

File Name: bofapu14.xls 
Worksheet tab: Savings Summary 
Date: 4/11/97
Time: 3:56 PM Page 2



Savings Sum m ary

-  • ------------  -------- ------ * —--- -------------

2014 2015 2016 WXl g m a 2019 2020 2021 2022

$4,480,372
$ li240 '523

$4,543,097 $4,606,701 $4,671,194 $4,736,591 $4,802,903 $4,870,144 $4,938,326 $5,007,463
$1,257,890 $1,275,500 $1,293,357 $1,311,464 $1,329,825 $1,348,443 $1,367,321 $1,386,463

$1,474,936 $1,495,585 $1,516,523 $1,537,754 $1,559,283 $1,581,113 $1,603,248 $1,625,694 $1,648,453
$503,154 $510,198 $517,341 $524,584 $531,928 $539,375 $546,926 $554,583 $562,347

$7,698,984 $7,806,770 $7,916,065 $8,026,890 $8,139,266 $8,253,216 $8,368,761 $8,485,924 $8,604,727

$0 $0 $0 $0 $0 $0 $0 $0 $0
$0 $0 $0 $0 $0 $0 $0 $0 $0
$0 $0 $0 $0 $0 $0 $0 $0 $0
$0

O69- $0 $0 $0 $0 $0 $0 $0
($491,069) ($510,711) ($531,140) ($552,385) ($574,481) ($597,460) ($621,358) ($646,213) ($672,061)

$3,249,622 $3,379,607 $3,514,792 $3,655,383 $3,801,599 $3,953,663 $4,111,809 $4,276,281 $4,447,333
$3,862,047 $3,865,942 $3,864,896 $0 $0 $0 $0 $0 $0

($3,265,000) ($3,455,000) ($3,660,000) $0 $0 $0 $0 $0 $0

$3,355,601 $3,279,838 $3,188,548 $3,102,998 $3,227,118 $3,356,203 $3,490,451 $3,630,069 $3,775,271

$4,343,383 $4,526,932 $4,727,517 $4,923,892 $4,912,148 $4,897,013 $4,878,310 $4,055,855 $4,829,455

.................... .............. -

File Na.ne: bofapu14.xls 
Worksheet tab: Savings Summary 
Date: 4/11/97
Time: 3:56 PM Page 3



R eview  of the Departm ent of Adm inistration 's Analysis o f a Lease or Buy Decision

Continue Existing Leases 

Continue Leasing with Deconsolidation Move 

Buy Subject Building

Total Cost Net Present
FY 1998-2016 Value

$124,949,856 $74,742,001

$124,257,887 $74,140,326

$118,614,850 $68,181,349

The summary numbers above represent the compilation of nineteen years of projected activity from both a leasing 
perspective and under a scenario that contemplates the purchase of an office building. There are a multitude of 
assumptions proposed by the Department of Administration that significantly impact the "bottom lines" shown above. The 
Division of Legislative Audit reviewed the assumptions used by the department and for those where we agreed, we used 
the same assumption. For those assumptions with which we could not agree, we modified the assumption to what we 
believe to be a conservative approach.

However, many assumptions are speculation or "best guesses" which we were unable to verify or to develop a reasonable 
basis for changing the assumptions. In those instances we have used the department's assumptions but have added 
descriptions or cautions to the accompanying narrative for the reader.

The following pages provide the detail behind the total numbers presented above.

Page 1 Prepared by the D ivision o f  Legislative A udit 3/24/97



Condensed Analysis of Continued Leasing vs. Buying the Subject Building

(Description
Sq.
Feet F Y 1998 FY 1999 FY 2000 FY 2001 FY 2002 FY 2003 FY 2004 FY2005 FY 2006 |

Continue Existing Leases (See page 4 )

Total Frontier Lease #2011
Total Frontier Lease #2096
Total Revenue Lease #2012 in subject bldg.
Other leases for equal sq. ft. comparison

135,922
40,231
53,280
22,353

3,559,399
990,938
993,190
402,354

3,608,942
1,004,652

994,349
407,987

3,658,484
1,018,365

995,507
413,620

3,708,027
1,032,078

996,666
419,253

3,757,570
1,045,791

997,825
424,886

3,807,112
1,059,504

998,983
430,519

3,856,655
1,073,217
1,000,142

436,152

3,906,197
1,086,930
1,001,301

441,785

3,955,740
1,100,644
1,002,460

447,418

Total Costs of Continuing Existing Leases 251,786 5,945,881 6,015,929 6,085,976 6,156,024 6,226,071 6,296,119 6,366,166 6,436,213 6,506,261

Continue Leasing with Deconsolidation Move to "Class B" Space (See page 6)

Frontier Lease #2011 to expiration
Frontier Lease #2096 to expiration plus 2 year option

3,559,399
990,938

3,608,942
1,004,652

2,122,074
1,018,365

0
170,108

0
0

0
0

0
0

0
0

0
0

Total cost of Frontier leases to expiration
Other State leased space to be moved
State "replacement" space at reduced lease cost

4,550,338
1,361,394

0

4,613,593
1,380,454

0

3,140,439
816,383

1,370,115

170,108
0

3,862,711

0
0

4,020,197

0
0

4,073,495

0
0

4,126,793

0
0

4,180,091

0
0

4,233,389

Total Lease Costs 
Deconsolidate one time expenses 
DNR "ongoing deconsolidate" expense

5,911,732
0
0

5,994,047
*•
0

5,326,936
5,514,891

440,331

4,032,819
0

457,944

4,020,197
0

476,262

4,073,495
0

495,313

4,126,793
0

515,125

4,180,091
p

535,730

4,233,389 

557,159 j
Total Costs of Deconsolidating Existing Leases 5,911,732 5,994,047 11,282,158 4,490,763 4,496,459 4,568,808 4,641,918 4,715,821

1
4,790,548 J1

Buy Building (See page 14)

Total Frontier Lease #2011 130,922 3,559,399 3,608,942 2,122,074 0 0 0 0 0 0

Total Frontier Lease #2096 40,231 990,938 1,004,652 1,018,365 170,108 0 0 0 0 0
Total Revenue Lease #2012 in subject hldg. 53,280 0 0 0 0 0 0 0 0 0
Other leases for equal sq. ft. comparison 22,353 402,354 407,987 413,620 419,253 424,886 430,519 436,152 441,785 447,418

Total 251,786 4,952,692 5,021,580 3,554,059 589,361 424,886 430,519 436,152 441,785 447,418

Rental income from non-state tenants. (3,799,468) (3,543,718) (988,724) (501,952) (434,395) (421,356) (430,116) (159,120) (132,600)
Building operating expenses 1,540,000 1,601,600 1,665,664 1,732,291 1,801,582 1,873,645 1,948,591 2,026,535 2,107,596
Debt service expenses 0 0 1,462,192 2,924,384 3,860,102 3,863,662 3,860,062 3,859,972 3,862,602
Reserve for Renewal/Replacement 0 0 0 313,060 320,887 328,909 337,131 345,560 354,199

2,693,224 3,079,462 5,693,191 5,057,144 5,973,062 6,075,379 6,151,820 6,514,731 6,639,295



Condensed A nalysis of Continued Leasing vs. Buying the Subject Building

|  FY 2007 FY 2008 FY 2009 FY 2010 FY 2011 FY 2012 FY 2013 FY 2014 FY 2015 FY 2016
Non-Add 
FY 2017

Total
FY 1998-2016

Net Present 1 
Value j

4,005,283
1,114,357
1,003,618

453,051

4,054,825
1,128,070
1,004,777

458,684

4,104,368
1,141,783
1,005,936

464,317

4,153,910
1,155,496
1,007,094

469,949

4,203,453
1,169,209
1,008,253

475,582

4,252,995
1,182,923
1,009,412

481,215

4,302,538
1,196,636
1,010,571

486,848

4,352,081
1,210,349
1,011,729

492,481

4,401,623
1,224,062
1,012,888

498,114

4,451,166
1,237,775
1,014,047

503,747

4,500,708
1,251,488
1,015,206

509,380

76,100,368
21,172,779
19,068,748
8,607,961

6,576,308 6,646,356 6,716,403 6,786,450 6,856,498 6,926,545 6,996,593 7,066,640 7,136,688 7,206,735 7,276,782 124,949,856 74,742,001

0 0 0 0 0 0 0 0 0 0 0 9,290,415 I
0 0 0 0 0 0 0 0 0 0 0 3,184,063

0 0 0 0 0 0 0 0 0 0 0 12,474,478
0 0 0 0 0 0 0 0 0 0 0 3,558,230

4,286,687 5,710,506 5,790,454 5,670,401 5,950,348 6,030,295 6,110,242 6,190,189 6,270,136 6,350,083 6,430,030 84,426,130

4,286,687 5,710,506 5,790,454 5,870,401 5,950,348 6,030,295 6,110,242 6,190,189 6,270,136 6,350,083 6,430,030 100,458,838
0 0 7,849,409 0 0 0 0 0 0 0 0 13,364,300

579,446 602,623 626,728 651,797 677,869 704,984 733,184 762,511 793,011 824,732 857,721 10,434,749

4,866,133 6,313,129 14,266,591 6,522,198 6,628,217 6,735,279 6,843,426 6.952,700 7,063,147 7,174,815 7,287,751 124,257,887 74,140,326

0 0 0 0 0 0 0 0 0 0 0 9,290,415 I0 0 0 0 0 n 0 0 0 0 0 3,184,063
0 0 0 0 0 0 0 0 0 0 0 0

453,051 0 0 0 0 0 0 0 0 0 0 4,277,023

453,051 0 0 0 0 0 0 0 0 0 0 16,751,501

0 0 0 0 0 0 0 0 0 0 0 (10,411,449)
2,191,900 2,279,576 2,370,759 2,465,590 2,564,213 2,666,782 2,773,453 2,884,391 2,999,767 3,119,757 3,244,548 42,613,693
3,862,437 3,863,687 3,861,797 3,861,277 3,861,357 3,861,237 3,860,087 3,862,047 3,865,942 3,864,896 0 62,317,820

363,054 372,130 381,433 390,969 600,518 615,531 630,920 646,693 662,860 679,431 696,417 7,343,285

6,870,441 6,515,393 6,613,990 6,717,836 7,026,089 7,143,550 7,264,460 7,393,131 7,528,569 7,664,085 3,940,965 118,614,850 68,181,349

Page 3



Detail Schedule of Continuing Existing Leases

|  Lease # Sq. Feet
Lease
Expires

Cost/ 
Sq. Ft. FY 1998 FY 1999 FY 2000 FY 2001 FY 2002 FY 2003 FY 2004 FY 2005 FY 2006 |

Total Lease #2011 135,922 1/31/00 2.1696 3,559,399 3,608,942 3,658,484 3,708,027 3,757,570 3,807,112 3,856,655 3,906,197 3,955,740

Frontier #2096ABE 
Frontier #2096DF

28,044
12,187

8/31/98
8/31/98

1.9678
2.1696

669,946
320,993

679,217
325,435

688,488
329,877

697,759
334,319

707,030
338,761

716,301
343,203

725,572
347,645

734,843
352,087

744,114
356,529

Total Lease #209G 990,938 1,004,652 1,018,365 1,032,078 1,045,791 1,059,504 1,073,217 1,086,930 1,100,644

Total Lease #2012 53,280 9/30/98 1.5534 993,190 994,349 995,507 996,666 997,825 998,983 1,000,142 1,001,301 1,002,460

Total Other Leases 22,353 1.5000 402,354 407,987 413,620 419,253 424,886 430,519 436,152 441,785 447,418

Total Lease Space 251,786 5,945,881 6,015,929 6,085,976 6,156,024 6,226,071 6,296,119 6,366,166 6,436,213 6,506,261

This schedule presents a hypothetical scenario where the existing leases in the Frontier Building and other State lease space in Anchorage would continue to be 
leased simply through the extension of the existing lease terms. Each of the leases are adjusted for inflation according to the State's customary inflation adjustment 
formula: [Base Rent X 35% X 4% added to the prior year's payments].

Frontier Lease #2011 is referred to as the DNR lease as it is primarily made of Department of Natural Resources agencies. The lease is for 135,922 usable square 
feet at the current rate of $2.1696. The lease expires on January 31, 2000.

Frontier Lease #2096 is a composite of several executive branch agencies in five subparts. Subparts A, B, and E total 28,044 usable square feet at a rate of $1.9678. 
Subparts D and F total 12,187 square feet at a rate of $2.1696. The current lease expires on August 31,1998 but has one two-year extension that the State intends 
to renew.

Lease #2012 is the Department of Revenue lease in the subject property. It consists of -53,280 usable square feet at a rate of $1.5534. Various agencies of the 
Department of Revenue occupy the second through the fifth floor of the building. Also included in this lease is 1,572 square feet on the thirteenth floor of the building 
occupied by the Alaska Municipal Bond Bank Authority.

The "Other Leases" line of this schedule is the amount of other state leased space in Anchorage that would possibly be relocated to the subject property if the State 
made the purchase. This space is included to make the square footage comparisons equal between continuing leasing and ihe space available in the subject 
property.

Caution: This scenario is extremely simplistic and is only presented for a basic picture of what would happen if the State did nothing but continue to 
extend the existing terms of the current leases. This is not realistic. The Department of Administration has not presented information of the potential 
costs of renegotiating a long term lease in currently occupied facilities.
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Detail Schedule of Continuing Existing Leases

FY 2007 FY 2008 FY 2009 FY 2010 FY 2011 FY 2012 FY 2013 FY 2014 FY 2015 FY 2016
Non-Add 

FY 2017
Tr>TAL 

rY  98-16

4,005,283 4,054,825 4,104,368 4,153,910 4,203,453 4,252,995 4,302,538 4,352,081 4,401,623 4,451,166 4,500,708 76,100,368

753,385
360,971

762,656
365,413

771,928
369,856

781,199
374,298

790,470
378,740

799,741
383,182

809,012
387,624

818,283
392,066

827,554
396,508

836,825
400,950

846,096
405,392

14,314,322
6,858,456

1,114,357 1,128,070 1,141,783 1,155,496 1,169,209 1,182,923 1,196,636 1,210,349 1,224,062 1,237,775 1,251,488 21,172,779

1,003,618 1,004,777 1,005,936 1,007,094 1,008,253 1,009,412 1,010,571 1,011,729 1,012,888 1,014,047 1,015,206 19,068,748

453,051 458,684 464,317 469,949 475,582 481,215 486,848 492,481 498,114 503,747 509,380 8,607,961

6,576,308 6,646,356 6,716,403 6,786,450 6,856,498 6,926,545 6,996,593 7,066,640 7,136,688 7,206,735 7,276,782 124,949,856

NPV 74,742,001

The FV 2017 column is presented as a non-add column throughout our analysis. It is presented to show, in certain buy scenarios, the difference between the FY 
2017 costs and the previous years which all have debt service costs in them. The total column is the amount over the life of the proposed financing of the building 
acquisition.

The net present value (NPV) amount enables a comparison of the various scenarios in terms of today's dollars.



Detail Schedule of Continued Leasing with Deconsolidation Move

(Description FY 1998 FY 1299 FY 2000 FY 2001 FY 2002 FY 2003 FY 2004 FY 2005 FY 2006 |

Frontier Lease #2011 to expiration (See page 8) 3,559,399 3,608,942 2,122,074 0 0 0 0 0 0

Frontier Lease #2096 to expiration plus 
plus exercising a two year option (See page 9) 990,938 1,004,652 1,018,365 170,108 0 0 0 0 0

Total cost of Frontier leases to expiration 4,550,338 4,613,593 3,140,439 170,108 0 0 0 0 0
Other State leased space to be moved (See page 10) 
"Replacement" space at reduced cost (See page 11)

1,361,394
0

1,380,454
0

816,383
1,370,115 3,862,711 4,020,197 4,073,495 4,126,793 4,180,091 4,233,389

Total Lease Costs 5,911,732 5,994,047 5,326,936 4,032,819 4,020,197 4,073,495 4,126,793 4,180,091 4,233,389
Deconsolidate one time expenses (See page 12) 0 0 5,514,891 0 0 0 0 0 0
DNR "ongoing deconsolidate" expense (Seepage 13) 0 0 440,331 457,944 476,262 495,313 515,125 535,730 557,159

Total Costs of Deconsolidating Existing Leases 5,911,732 5,994,047 11,282,158 4,490,763 4,496,459 4,568,808 4,641,918 4,715,821 4,790,548

Tota! Coots of Continuing Existing Leases 5,945,881 6,015,929 6,085,976 6,156,024 6,226,071 6,296,119 6,366,166 6,436,213 6,506,261

The scenario depicted on this schedule reflects the D epartm ent o f Adm inistration's intention to reduce the cost o f leasing through what is termed a 
"deconsolidation" o f space currently occupied in the Frontier Building. As opposed to the previous continue leasing scenario, and in the absence o f a 
dram atic change to the departm ent's approach to long-term  leasing, this scenario is perhaps the m ost realistic as to fu ture costs. It envisions a rebidding 
o f space needs every nine years with an accom panying move to new space.

The various lines in this schedule are referenced to subsequent pages so that you can see a m ore detailed discussion o f each line item. W e w ere unable 
to reach a conclusion as to the reasonableness o f the one-tim e items (move related costs) and the ongoing expenses envisioned by the Departm ent o f 
Natural R esources resulting from  deconsolidating from  one centra l location to perhaps three d ifferent locations. These costs are further d iscussed and 

detailed on pages 12 and 13.

For com parison purposes, we have shown the total cos t of continuing existing leases from pages 4 and 5. As you can see the total cost o f deconsolidation 
and moving to new space every nine years actually d iffers very little from  the continue leasing scenario. W hile  the deconsolidation would result in lower 
lease rates, the added cost o f moving and the unidentified cost o f disruption o f service to accom plish a move o ffset any lease savings.
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Detail Schedule of Continued Leasing with Deconsolidation Move

|  FY 2007 FY 2008 FY 2009 FY 2010 FY 2011 FY 2012 FY 2013 FY 2014 FY 2015 FY 2016
Non-Add 
FY 2017

Total jl 
FY 1998-20161

0 0 0 0 0 0 0 0 0 0 0 9,290,415

0 0 0 0 0 0 0 0 0 0 0 3,184,063
0

4,286,687

0

5,710,506

0

5,790,454

0

5,870,401

0

5,950,348

0

6,030,295

0

6,110,242

0

6,190,189

0

6,270,136

0

6,350,083

0

6,430,030

12,474,478
3,558,230

84,426,130
4,286,687

0
579,446

5,710,506
0

602,623

5,790,454
7,849,409

626,728

5,870,401
0

651,797

5,950.348
0

677,869

6,030,295
0

704,984

6,110,242
0

733,184

6,190,189
0

762,511

6,270,136
0

793,011

6,350,083
0

824,732

6,430,030
0

857,721

100,458,838
13,364,300
10,434,749

4,866,133 6,313,129 14,266,591 6,522,198 6,628,217 6,735,279 6,843,426 6,952,700 7,063,147 7,174,815 7,287,751 124,257,887

NPV 74,140,326

6,576,308 6,646,356 6,716,403 6,786,450 6,856,498 6,926,545 6,996,593 7,066,640 7,136,688 7,206,735 7,276,782 124,949,856



Frontier Lease #2011 to Expiration

Total Total
Fiscal Year Non-Add Fiscal Year 

FY 1998 FY 1999 FY 2000 FY 2001 FY 2002 FY 2003 FY 2004 2005-2016 FY 2017 1998-2016

Frontier Lease #2011 3,559,399 3,608,942 2,122,074 - - -  -___________ 9,290,415

Lease 2011 at the Frontier Building consists of 135,922 square feet which houses the Departments of Natural Resources, Commerce and 
Economic Development, Administration, Health and Social Services, Revenue and the Office of the Governor. The largest lease holder is the 
Department of Natural Resources which occupies 101,685 square feet. Lease 2011 expires on January 31, 2000 and there are no renewal 
options remaining.

According to Department of Administration records the current cost under lease 2011 is $2.1696 (base) per square foot. The lease rate is 
adjusted annually for 35% of the base rate, capped at a 4% CPI. Our analysis of the lease costs above included the CPI adjustment factor 
which is calculated as follows:

(Base per square foot cost x 35%) x 4% plus prior year square foot cost = adjusted per square foot cost

Our calculation of fiscal year lease costs for lease 2011 took into consideration the fact that the lease rate adjustment does not take effect until 
February 1. Based on that, we calculated lease costs for lease 2011 by applying the "base" rate to the first seven months of the fiscal year 
July - January) and then applying the new adjusted rate to the remainder of the fiscal year (February - June).

Both fiscal years 1998 and 1999 represent lease costs for the full fiscal year. Lease costs reported in fiscal year 2000 represent lease costs 
for only the first seven months of that fiscal year as the lease expires January 31, 2000 and under the deconsolidated scenario the space will 
be vacated.
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Frontier Lease #2U96 to Expiration plus Exercising a Two-Year Option

Total Total
Fiscal Year Non-Add Fiscal Year 

FY 1998 FY 1999 FY2000 FY2001 FY 2002 FY 2003 2004-2016 FY 2017 1998-2016

Frontier Lease #2096 990,938 1,004,652 1,018,365 170,108  -___________-___________  3,184,063

Lease 2096 at the Frontier Building consists of 40,231 square feet which houses the Departments of Administration (DOA), Health and 
Social Services and the Office of the Governor. Lease 2096 expires on August 31,1998 with one two-year renewal option remaining. It is 
the intention of DOA to exercise that renewal option, extending the lease through August 31, 2000,

According to DOA the current cost of lease 2096 consists of two different per square foot rates. The Departments of Health and Social 
Services, Administration and the Office of the Governor has a per square foot rate of $1.9678. The Department of Health and Social 
Services also has leased space at the rate of $2.1696 (base) per square foot. The lease rate is adjusted annually for 35% of the base 
rate, capped at a 4% CPI. Our analysis of the lease costs above included the CPI adjustment factor which is calculated as follows:

(Base per square foot cost x 35%) x 4% plus prior year per square foot cost = adjusted per square foot cost.

Our calculation of fiscal year lease costs for lease 2096 took into consideration that the date of the lease rate adjustment is effective on 
September 1, thereby creating two rates: the lease rate for the months of July and August, and the CPI adjusted rate for the remainder of 
the fiscal year.
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O ther State Leased Space to be Moved

Total Total
Fiscal Year Non-Add Fiscal Year 

FY 1998 FY 1999 FY 2000 FY 2001 FY 2002 F Y 2 00 3  FY 2004 2005-2016 F Y 2 0 1 7  1998-2016

Other State leased space 1,361,394 1,380,454 816,383__________ 0__________0__________0________ 0____________0____________0 3,558,230

Other State leased space represents a concept rather than identifiable, currently occupied leased space.

According to the Department of Administration (DOA), the Bank of America building has 251,786 usable square feet. The Frontier building leases 
No. 2011 and 2096 comprise 176,153 square feet, a difference of 75,633 square feet. In their presentation under the Deconsolidate Scenario, DOA 
has tried to keep an"apples to apples" comparison when comparina Durchasing and occupying 251,786 square feet at the Bank of America building 
versus soliciting and leasing 251,786 square feet of office space elsewhere in the Anchorage market.

After calculating the cost of the actually occupied 176,153 square feet at the Frontier building, and to maintain the "apples to apples" comparison, it 
is necessary to calculate the cost of the difference (75,633 square feet) under the assumption that 'f the Bank of America building is not purchased 
and its capacity of 251,786 square feet is not utilized, then a similar amount of leased space will be required elsewhere.

DOA has estimated that within the Anchorage market it could obtain satisfactory lease space (with the landlord responsible for build-outs) at a cost 
of $1.50 per square foot. This additional space (to balance Bank of America available space with currently occupied Frontier building and "other" 
space) would cost $1,361,394 in FY 98 (75,633 square feet @ $1.50/sf). FY 99 cost of the "other" space is estimated at $1,380,454 (adjusted for 
CPI allowances).

The FY 2000 cost of $816,383 for "other'' space was calculated by adjusting the rate for the CPI allowance and assuming this "other" space would 
be required for only seven months (through January 31, 2000) to coincide with the expiration of lease 2011 at the Frontier building.
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Replacem ent Space at Reduced Cost

Total Total
Fiscal Year Non-Add Fiscal Year

FY 1998 FY 1999 FY 2000 FY 2001 FY 2002 FY 2003 FY 2004 2005-2016 FY 2017 1998-2016

State "replacement" space _________0 0 1,370,115 3,862,711 4,020,197 4,073,495 4,126,793 66,972,820 6,430,030 84,426,130

"State Replacement Space" represents the cost of all space requirements after expiration of the current Frontier building leases and the 
Department of Natural Resources is deconsolidated and other agencies in the Frontier building are moved to other space. It also represents 
the cost of the existing leased space in the Bank of America building that would presumably be moved also under this scenario.

As discussed in greater detail under the "Line 10" analysis, the Department of Administration (DOA) in its "replacement" space analysis has 
estimated that it would require 251,786 square feet of space on the Anchorage market should the Bank of America building not be purchased. 
DOA has assumed FY 1998 rate of $1.26 per square foot, At this assumed rate, the state as tenant would be responsible for all build-outs and 
leasehold improvements.

The FY 2000 costs represent the cost of 211,555 square feet (251,786 square foot requirement less Frontier lease 2096 which expires August 
31, 2000) at the FY 2000 CPI adjusted per square foot rate of $1,295, for five months (which relates to the January 31, 2000 expiration of DNR 
lease 2011 at the Frontier building).

The FY 2001costs represent the FY 2001 CPI adjusted per square foot rate of $1,313 for twelve months of all space requirements except for 
lease 2096, which represents that space for ten months, to coincide with the expiration of lease 2096 on August 31, 2000.

FY 2002-2007 costs represent annually CPI adjusted rates for all 251,786 square feet.

FY 2008-2017 costs represent a per square foot increase of 50% of the 1998 base rate to reflect assumed market conditions of a tighter market 
for available space. DOA assumes the 1998 rate of $1.26 per square foot represents a "soft" or "renters" market and that market conditions will 
increase lease rates over time. In FY 2008, the base rate is assumed to be $1.89 per square foot (FY 1998 rate X 150%). FY 2009-2017 rates 
are the FY 2008 base rate, adjusted for CPI increases.

Page 11



Deconsolidate O ne-Tim e Expenses

Total Total Total
Fiscal Year Fiscal Year Non-Add Fiscal Year

FY 1998 FY 1999 FY 2000 FY 2001 FY 2002 2003-200B FY 2009 2010-2016 FY 2017 1998-2016

Deconsolidate one time expenses ______ 0_______ 0 5,514,891___________0__________0_____________ 0 7,849,410______________ 0___________0_____ 13,364,301

"Deconsolidate one time expenses" represent the Department of Administration (DOA) 
estimated costs of deconsolidating the Department of Natural Resources (DNR) and 
other offices currently consolidated at the Frontier building and then once again moving 
those offices ten years later under the assumption that competitive bidding at the end 
of a lease term would result in a new location.

Under the Deconsolidate Scenario, currently occupied space at the Frontier building 
would be deconsolidated and housed in three different locations within the Anchorage 
area. This is based upon the assumption that other than the Frontier building (or 
purchasing or constructing a building) there is no comparable space on the Anchorage 
market that would permit the housing of a consolidated DNR, which currently occupies 
135,922 square feet at the Frontier building.

DOA estimates "one time" costs occurring in FY 2000 and FY 2009 under the 
Deconsolidate Scenario. These costs were determined by a combination of updating 
FY 94 costs (and adjusted for an assumed annual 4% CPI rate) identified by DNR and . 
DOA under a "move plan" under consideration at that time as well as current 
undocumented estimates for moving Department of Health and Social Services office s 
from the Frontier building. These "one time" costs include the cost for new systems 
furniture, telephone and computer connectivity for the three DNR locations and the 
establishment of multiple DNR public information center offices, as well as unverified 
costs DOA estimates it wiil incur.

The basis of these costs have not been verified.

C o st  Description FV 2000— 'FV2B03 - '
DNR:
Systems Furniture 316,330 450,236
Telephone Connectivity 379,596 540,283
Com puter Network 678,211 965,306
Radio's 63,266 90,047
Multiple PIC Offices 75,919 108,057

subtotal DNR 1,513,322 2,153,629

DOA:
"Move related" 354,289 504,264
Planning 94,899 135,071
Project Administration 55,674 79,242
Telephones 885,723 1,260,660
Com puter Cabling 474,495 675,354
Contingency 97,430 138,673

subtotal DOA 1 ,yb2,51 U 2,/93,264

HSS - estimated, no breakout 1,040,000 1,480,244

"O ther agencies":
Cost to move "other agencies"

from Frontier Building 285,445 406,278
Telephone for "other agencies" 713,614 1,015,695

subtotal "other agencies" 999,059 1,421,973

Total One Time Costs 5,514,891 7,849,410
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DNR Ongoing Deconsolitation Expenses

Total Total
Fiscal Year Non-Add Fiscal Year

FY 1998 FY 1999 FY2000 FY 2001 FY 2002 FY 2003 2004-2016 FY 2017 1998-2016

DNR "ongoing deconsolidate" e x p e n s e _______ -__________ _̂_____440,332 457,944 476,262 495,313 8,564,899 857,721 10,434,750

Under the Department of Natural Resources (DNR) Deconsolidated Scenario, three separate offices would replace 
the consolidated DNR office currently at the Frontier building. These Department of Administration estimated costs 
are those associated with separate offices such as for courier and mail distribution, recurring charges for computer 
and telephone connectivity, and recurring charges for multiple public information centers. These costs were 
determined by updating FY 94 costs (and adjusted for an assumed annual 4% CPI rate) identified by DNR and 
DOA under "move plan" under consideration at that time. j

The basis o f these costs have not been verified.

dost description

Mail courier services 50,613
Computer support 253,064
Public Information Centers 126,532
Courier/vehicles - Parks 10,123

Total "On Going Costs" 440,332
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Buy Subject Property with Financing

Description
Sq.
Feet FY 1998 FY 1999 FY 2000 FY 2001 FY 2002 FY 2003 FY 2004 FY 2005 FY 2006 |

Total Frontier L ease  #2011 135,922 3,559,399 3,608,942 2,122,074 0 0 0 0 0 0

Total Frontier L ease  #2096 40,231 990,938 1,004,652 1,018,365 170,108 0 0 0 0 0

Total R evenue L ease  #2012  in subject bldg. 53,280 0 0 0 0 0 0 0 0 0

O ther le a se s  for equal sq . ft. com parison 22,353 402,354 407,987 413,620 419,253 424,886 430,519 436,152 441,785 447,418

Total 251,786 4,952,692 5,021,580 3,554,059 589,361 424,886 430,519 436,152 441,785 447,418

Rental income from non-state  tenants 
Building operating ex p e n se s  (S ee  Page 17) 
Debt service ex p e n se s  (See Page 18) 
R eserve for renew al/replacem ent

(3,799,468)
1,540,000

0
0

(3,543,718)
1,601,600

0
0

(988,724)
1,665,664
1,462,192

0

(501,952)
1,732,291
2,924,384

313,060

(434,395)
1,801,582
3,860,102

320,887

(421,356)
1,873,645
3,863,662

328,909

(430,116)
1,948,591
3,860,062

337,131

(159,120)
2,026,535
3,859,972

345,560

(132,600)
2 ,107,596
3,862,682

354,199

Total Cost to Buy Subject Property with Financing 2,693,224 3,079,4bZ 5,693,191 5,057,144 5,973,062 6,075,379 6,151,820 o ,a i4 , / j  I 6 ,639,293

Non-Add other item s for consideration:
Cost difference betw een taxable and tax exem pt 0 0 1,462,192 2,924,384 211,740 203,717 204,570 198,929 191,906

Municipal Tax Exemption (local impact)(lnflated a t 1%) 495,289 500,242 505,244 510,297 515,400 520,554 525,759 531,017 536,327

This schedu le  show s the cost of buying the subject property. The Frontier le a se s  a re  show n a s  being term inated at their expiration, so  there a re  le a se  costs until a  move 
out of the Frontier building. The D epartm ent of R evenue leased  sp a c e  in the building becom es "rent free" once the S ta te  ow ns the  building. The "other leased  space" line 
reflects an assum ption that it may take a s  m any a s  ten years to fully utilize the rem aining available sp a ce  in the building after the  Frontier le a se s  move in.

The rental incom e from non-state tenan ts declines over the years a s  current le a se s  expire or a re  bought out. The detail of th e se  le a se s  a re  proprietary and cannot be 
disclosed. However, the scenario presented by the Department of Adm inistration should be considered a "best case scenario." It assumes that no existing 
tenants will exercise available exclusive options to renew  their lease. Som e leases have multiple extension terms. This assum ption is the critical factor in the 
departm ent's buy scenario . The timeline of expiring le a se s  in the Frontier building and  the n ee d  for com parable available sp a ce  in the sub ject property dramatically 
im pacts this scenario . If sp a ce  is not available in the new  building to accom m odate DNR on January  31, 2000, other le a se  sp a c e  would be required. This would be offset 
in part, however, by the revenue from tenan ts in the new  building. See page 16 for a graphic depiction of the availability o f space, in the best case and worst case 
scenario, In comparison to need . (Discussion continues on the next page.)
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Buy Subject Property with Financing

FY 2007 FY 2008 FY 2009 FY 2010 FY 2011 FY 2012 FY 2013 FY 2014 FY 2015- FY 2016
N on-A dd 
FY 2017

TOTAL 
FY 1998-2016

0 0 0 0 0 0 0 0 0 0 0 9,290,415

0 0 0 0 0 0 0 0 0 0 0 3,184,063

0 0 0 0 0 0 0 0 0 0 0 0

453,051 0 0 0 0 0 0 0 0 0 0 4,277,023

453,051 0 0 0 0 0 0 0 0 0 0 16,751,501

0
2,191,900
3.862,437

363,054

0
2 ,279,576
3,863,687

372,130

0
2,370,759
3,861,797

381,433

0
2,465,590
3,861,277

390,969

0
2,564,213
3,861,357

600,518

0
2,666,782
3,861,237

615,531

0
2 ,773,453
3,860,087

630,920

0
2,884,391
3,862,047

646,693

0
2,999,767
3,865,942

662,860

0
3,119,757
3,864,896

679,431

0
3,244,548

0
696,417

(10,411,449)
42,613,693
62,317,820

7,343,285

6,870,441 6 ,515,393 6,613,990 6,717,836 7,026,089 7,143,550 7,264,460 7,393,131 7,528,569 7,664,085 3,940,965 118,614,850

NPV 68,181,349

188,483 183,433 176,113 171,593 164,693 160,263 151,866 144,118 133,073 124,452 7,948,271 
See Note 1

14,943,796

541,690 547,107 552,578 558,104 563,685 569,322 575,015 580,765 586,573 592,439 598,363 10,905,767

The "R eserve for renew al/replacem ent" line reflects an annual recognition of capital n ee d s  in the future for major im provem ents and repairs. W hile it is 
uncertain a t this point w hether a  se p a ra te  fund will be establish to actually accum ulate th ese  reserves, it is a legitimate cost elem ent to consider in the 
operation of the facility. Therefore w e included it in our analysis. It a s su m e s  $175/ g ro ss  sq u a re  foot rep lacem ent cost inflated at 2.5%  a  year. T he annual 
reserve is ca lcu lated  at .5% for the first ten years and .75% for the next ten years.

The other "non-add item s of cost difference betw een taxable and tax-exem pt financing, and the tax avoidance are presen ted  for informational pu rp o ses 
only. To utilize tax exem pt financing, a s  a  general rule, the S tate  m ust occupy 90% of the building, The D epartm ent of Administrations assum ption  is to 
convert to tax exem pt financing in FY 02.

Note 1: The am ount show n in FY 2017 for the cost difference betw een taxable and  tax-exem pt financing rep resen ts two years of deb t serv ice for 
taxable financing. According to the D epartm ent of Revenue, the tax exem pt deb t is extinguished in FY 2016, however, taxable financing is not 
extinguished until FY 2018.
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Building Operating Expenses

Total F isca l Y ear Total
F iscal Y ear 2017 F isca l Y ear

FY 1998 FY 1999 FY 2000 FY 2001 FY 2002 FY 2003 2004-2016 Non-Add 1998-2016

Building Operating E xpenses 1 ,540,000 1,601,600 1,665,664 1,732,291 1,801,582 1,873,645 32,398,911 3,244,548 42,613,693

Bank of America building operating expenses have been estimated by estimated by the appraiser. Estimates are 
based upon historical operating costs, adjusted for certain expense modifications unique to state ownership such 
as insurance and property taxes. Estimated 1998 expenses have been adjusted annually assuming a 4% CPI 
adjustment.

FY 98 expenses are detailed below.
Insurance 10,000
Building Management 150,000
Janitorial 276,000
Windows 22,000
Electric 435,000
Gas 55,000
Water/Sewer/Refuse 43,000
Landscaping 24,000
Maintenace/jReserves 430,000
Security 90,000
Miscellaneous 5,000

1,540,000
.
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Debt Service Expenses
L

Total Fiscal Year Total
Fiscal Year 2017 Fiscal Year

FY 1998 FY 1999 FY 2000 FY2001 FY 2002 FY 2003 2004-2016 Non-Add 1998-2016

Debt Service E xpenses  -____________  1,462,192 2,924,384 3,860,102 3,863,662 50,207,480_________________  62,317,820

Debt Service E xpenses rep resen t the co s t of principal an d  interest to repay funds 
borrowed under "Certificates of Participation" (CO Ps), basically general 
obligations of the S tate  of Alaska. The D epartm ent of Administration and 
Department of R evenue have devised  a  plan which calls for two COP issues.
The first CO Ps would be issued a s  taxable instrum ents, which would com m and a 
higher interest rate. The taxable issu e  would rem ain until the s ta te  had achieved 
a 90% occupancy of the subject property, thereby  qualifying for the tax exem pt 
financing, which by its nature com m ands a lower in terest rate.

The Departm ent of R evenue 's first COP (taxable) issu e  is projected to be m ade in 
Septem ber 1997 in the am ount of $38,420,000. T he projections include a 20 
year term for the debt, with projected in terest coupon  ra te s  of 7.15% -7.7% . Total 
projected debt service under this scenario  is $68 ,902,775. However, once the 
sta te  h as  achieved 90% building occupancy  and  then  qualifies for tax exem pt 
financing, the s ta te  intends to issu e  tax exem pt refinancing C O Ps in March 2001 
in the am ount of $38,935,000. T h ese  tax exem pt funds would be u sed  to retire 
the taxable C O Ps issued  in 1997. The D epartm ent of R evenue projects coupon 
rates in the 4.2% -5.8%  range with a term of 15 y ea rs  and the C O Ps fully maturing 
in March 2016. Total projected deb t service under this scenario  is $57,931,252.

It is evident that in the event of a delay in the issu an ce  of the tax exem pt CO Ps 
(mainly due to inability to achieve 90% s ta te  occupancy  of the building), the 
taxable issue will run a longer life, with a  corresponding higher deb t service to the 
State.

The debt service ex p en ses  listed above reflect a  com bination of debt service for 
the original taxable issue and debt service for th e  su b seq u en t tax exem pt issue.

Application of Debt Proceeds:

Purchase of building 25,950,000
Build-outs/tenant improvements 2,850,000
Data/Phone wiring 361,500
Project management 64,000
Move related expenses 175,000
Project contingencies 4,000,000
Cost of issuance 314,760
Capitalized interest 5,484,291
Financing contingencies 3,373
Interest earned on build-out fund (782,924)

38,420,000
.
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Buy Subject Property with Cash

Description
Sq.
Feet FY 1998 FY 1999 FY 2000 FY 2001 FY 2002 FY 2003 FY 2004 FY 2005 FY 2006 j

Total Frontier L ease  #2011 135,922 3,559,399 3,608,942 2,122,074 0 0 0 0 0 0

Total Frontier L ease  #2096 40,231 990,938 1,004,652 1,018,365 170,108 0 0 0 0 0

Total R evenue L ease  #2012 in BOA bldg. 53,280 0 0 0 0 0 0 0 0 0

O ther le a se s  for equal sq . ft. com parison 22,353 402,354 407,987 413,620 419,253 424,886 430,519 436,152 441,785 447,418

Total 251,786 4,952,692 5,021,580 3,554,059 589,361 424,886 430,519 436,152 441,785 447,418

Rental incom e from non-state  tenants. 
Building operating ex p e n se s  
Capital E xpense
R eserv e  for R enew al/R eplacem ent

(3,799,468)
1,540,000

28,450,000
0

(3,543,718)
1,601,600
2,500,000

0

(988,724)
1,665,664
2,500,000

0

(501,952)
1,732,291

0
313,060

(434,395)
1,801,582

0
320,887

(421,356)
1,873,645

0
328,909

(430,116)
1,948,591

0
337,131

(159,120)
2,026,535

0
345,560

(132,600)
2,107,596

0
354,199

Total C ost to Buy Subject Property with C ash 31,143,224 5,579,462 6,730,999 2,132,760 2,112,960 2,211,717 2,291,758 2,654,759 2,776,613

Total C ost to Buy Subject Property with Financing 2,693,224 3,079,462 5,693,191 5,057,144 5,973,062 6,075,379 6,151,820 6,514,731 6,639,295

Annual S avings from C ash  Buy (28,450,000) (2,500,000) (1,037,808) 2,924,384 3,860,102 3,863,662 3,860,062 3,859,972 3,862,682



Buy Subject Property with Cash

| FY 2007 FY 2008 FY 2009 FY 2010 FY 2011 FY 2012 FY 2013 FY 2014 FY 2015 FY 2016
Non-Add 
FY 2017

TOTAL
FY 1998-2016

0 0 0 0 0 0 0 0 0 0 0 9,290,415

0 0 0 0 0 0 0 0 0 0 0 3,184,063

0 0 0 0 0 0 0 0 0 0 0 0

453.051 0 0 0 0 0 0 0 0 0 0 4,277,023

453,051 0 0 0 0 0 0 0 0 0 0 16,751,501

0
2,191,900

0
363,054

0
2,279,576

0
372,130

0
2,370,759

0
381,433

0
2,465,590

0
390,969

0
2,564,213

0
600,518

0
2,666,782

0
615,531

0
2,773,453

0
630,920

0
2,884,391

0
646,693

0
2,999,767

0
662,860

0
3,119,757

0
679,431

0
3,244,548

0
696,417

(10,411,449)
42,613,693
33,450,000

7,343,285

3,008,004 2,651,706 2,752,193 2,856,559 3,164,732 3,282,313 3,404,373 3,531,084 3,662,627 3,799,189 3,940,965 89,747,030

NPV 64,777,371

6,870,441 6,515,393 6,613,990 6,717,836 7,026,089 7,143,550 7,264,460 7,393,131 7,528,569 7,664,085 3,940,965 118,614,850

NPV 68,181,349

3,862,437 3,863,687 3,861,797 3,861,277 3,861,357 3,861,237 3,860,087 3,862,047 3,865,942 3,864,896 0
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B of A Building 
Private Tenant Property Tax

1) Property tax is calculated based on the percent of the building area that is occupied by non-government tenants 
in each fiscal year. Property tax is based on the 1996 actual property tax paid.
2) Non-government occupancy is based on the assumption that state leases will be moved into the building as 
current Frontier building leases expire.

1996 Property Tax $ 490,612
Total BofA Square Feet 251,786

1998 1999 2000 2001 2002 2003 2004 2005
Sq. Ft. of Private Tenants 135,347 129,442 43,110 13,576 10,973 10,973 10,973 0

% of Total Building Area 54% 51% 17% 5% 4% 4% 4% 0%

Private Tenant Property Tax $ 263,727 $ 252,221 $ 84,001 $ 26,453 $21,381 $21,381 $21,381

o
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Anchorage Office Building

prepared by
Division o f Legislative Audit



Primary Concerns

♦ Overly optimistic best case view
♦ Cost likely understated
♦ Timeline assumes no lease renewals
♦ Other financing options not explored 

-A H F C
-  Cash

♦ Tax exempt financing requires 90% 
state occupancy



Impacts of Ownership

Pros:
♦ Long term savings in leasing budget

-  Building M&O less than half future estimated 
lease costs

♦ Protection from uncertain leasing market 
changes

♦ Own asset with replacement value of over 
$50 million

♦ Permanent centralized services



Impact of Ownership

Cons:
♦ Property tax avoidance of approx. $500.0 

per year
♦ Further strain Class A space shortage in 

downtown Anchorage
♦ State possibly in landlord role for several 

years



DOA vs DLA - Purchase
♦ DOA total cost to Purchase: $90,872.0
♦ DOA uses 25 yrs; DLA 19 yrs: -20,582.1
♦ Equity Buildup is non-cash item: 38,935.0
♦ DLA shows capital renewal cost: 7,343.3
♦ DOA considers parking revenue: 6,527.9
♦ DOA uses higher M&O costs: -5,395.9
♦ DLA shows higher tenant income: -433.6
♦ DOA expiring lease costs lower: 1,348.3
♦ DLA total cost to Purchase: $118,614.9



Net Present Value

♦ After adjusting for equity buildup and 
capital reserve, DLA and DOA present 
value calculations over the life of the debt 
service (19 yrs.) show savings range from 
$6.3 million to $11.7 million.

♦ DOA’s savings NPV over 25 years, after 
adjustment, is $20.5 million.



KINCAID & RIELY
R E A L  E S T A T E  A P P R A IS E R S  &  C O N S U L T A N T S

310 K Street, Suite 402. Anchorage, Alaska 99501-2046

(907) 276-1851 
Fax (907|276-8403

April 10, 1997

Barry Jackson 
Contracting Manager
State of Alaska Department of Administration 
Division of General Services 
2400 Viking Drive 
Anchorage, Alaska 99501

RE: Analysis of the State of Alaska purchase of the Bank of America Center located in
Anchorage, Alaska, Our File Reference No. 9727.

Dear Mr. Jackson:

This letter represents a summation of my limited research and a presentation and review of 
Division of General Services (DGS) analysis of the costs and benefits associated with the State 
of Alaska (State) purchasing and ultimately owner-occupying the Bank of America Center located 
at 550 West 7th Avenue in Anchorage, Alaska. It is my understanding that the State has an option 
to purchase the Bank of America Center from the current owner for $25,950,000, with terms of 
cash to the seller. My research is limited to an inspection of the Bank of America Center, various 
conversations with managers, owners and leasing agents of competing Anchorage office 
properties, and a detailed review of the DGS cost benefits analysis of this project. The purposes 
and extent of my involvement in this project are enumerated below:

1. To provide a succinct summary description of the physical improvements 
known as the Bank of America Center.

2. To review and summarize the DGS analysis on the cost benefits of 
purchasing this property and present this information in an easily understood 
format.

3. Analyze the DGS assumptions and provide a ''test'' of reasonableness to 
identify inherent risks in the various models.

4. Provide an overview of the possible market impact from the State purchase of 
the Bank of America Building.

5. Plot the various DGS scenarios on a single graph to pictorially display the 
various models.

6. Summarize my observations based on my limited research and detailed 
review of the DGS information.

After reviewing the DGS analysis, it appears that most of the assumptions are either based on 
reliable third party estimates or have been made purposely conservative in an attempt to not over 
state the results of the analysis. One of the most important benefits of purchasing vs. leasing is 
the equity build-up as the debt is amortized. After considering the equity build-up, it is significantly 
less expensive to purchase the Bank of America building and owner occupy it over the next 20 
years than to continue leasing comparable office space. One of the strongest arguments in favor 
of owner-occupying a property is that the occi'oancy costs are more easily defined and predicted 
over a long period of time. This is because operational expenses are relatively easy to predict 
with inflationary factors and debt service in essence becomes a fixed renta. payment. Most



owner-users recognize the benefit of ownership of property so long as they have an identifiable 
need for such real estate over the long term. According to DGS, the State of Alaska leases over 
760,000sf of office space in the Anchorage area and it is virtually certain that they will continue to 
occupy a significant amount of space in Anchorage over the long term. Given this, it is quite 
reasonable to analyze the long term needs of the State of Alaska and it appears that ownership is 
a very viable and economical option for the State to consider. These ideas and concepts are 
more fully developed in the body of this report.

1) Summary of Physical Improvements
The subject of this analysis is the Bank of America building located at 550 West 7m Avenue in 
Downtown Anchorage, Alaska. The property includes not only the physical structure and parking 
qarage, but also nearly two and one half city blocks of Downtown Anchorage land. This is an 
important factor as the availability of convenient parking is critical to the successful operation of a 
downtown office building. The subject’s ample parking is considered a significant benefit to the 
property for either an investor or an owner-purchaser. I personally inspected the building on 
Friday, March 14, 1997, and found the property to be in remarkably good condition considering it 
is nearly 14 years old. Pictures of the interior and exterior of the improvements are included at the 
end of this letter. I have also included an aerial photograph which identifies the subject parcels as 
well as some of the other significant structures in Downtown Anchorage.

According to information I was provided, the subject's legal description is Lot 1A, 3, 4A, 11 and 12, 
Block 79, Lots 1 through 12, Block 80, and Lots 1A, 9. 10 and 11 A, Block 102, Original Townsite, 
Anchorage, Alaska. The combined land area of these parcels is 210,01,2sf and provides for the 
building and parking garage (79 spaces) footprint as well as 594 open surface parking spaces. 
The combined total of 673 parking spaces represents one parking space per 374sf of usable area 
which is an excellent parking ratio for a downtown property. By way of comparison, the Frontier 
Building has one garage parking space per 237sf of usable area and the downtown legislative 
affairs office building has one per 330sf of usable area. The improvements are 19 stories of office 
and nearly three stories of penthouse mechanical areas and represent a total gross building area 
of 313,257sf of office area, 18,980sf of mechanical area and 41,951sf of underground garage 
parking area. There is a grand total of 374,188sf of gross building area. According to provided 
information, the improvements have a usable area of 251,786sf and 288,901sf of rentable area. 
This represents a rentable/usable load factor of 1.1478. This is well in line with other Class A 
office buildings in the Anchorage area. A summary of the building areas is as follows:
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Bank America Center 
Summary of Building Areas

Usable Area Rentable Area Gross Area
Floors 1-19 251,786sf 288,901 sf 313,2 57sf
Mechanical Floors 20-22 ------- ------- 18,980sr
Garage Parking ------- ------- 41,951st
Total Area m 251,786sf 288,901 sf 374,188sf

‘"Summarized from State docum ents and Follett & Associates appraisal dated March 3, 1997

With respect to quality, the Bank of America Center is one of the nicest quality and best 
maintained privately owned office buildings in the entire Anchorage Bowl. By national standards, 
it is one of the few true Class A Anchorage office properties and to its credit, has been impeccably 
maintained. The owners have consistently provided liberal tenant improvement allowances in the 
tenant areas which further enhances its overall appeal as a premiere downtown office property. I 
found absolutely no evidence of deferred maintenance during my inspection of this property. 
Based on its quality and condition, it is not unreasonable to expect this property to provide office 
space for the State's needs for 40 to 50 more years. This of course assumes adequate 
maintenance over the life of the building.



2) State of Alaska Division of General Services (DGS) Projections
I have been provided with numerous Excel spreadsheets which were prepared by DGS and are 
labeled “Summary of Cost Savings Bank of America Building” and are identified as Excel file 
BOFAPU14.xls. This Excel file contains a total of 27 pages and includes numerous references 
and assumptions in regards to the costs and benefits of purchasing this building. For ease of 
presentation, I have taken portions of the DGS information and have summarized it into three 
spreadsheet exhibits which are labeled “Purchase Bank of America Building1’ (Page One), 
“Continue Leasing Frontier Building” (Page Two), and “Deconsolidate from Frontier" (Page Three). 
These spreadsheets are located at the end of this letter and represent the information contained 
on pages 1 through 3 and 22 through 24 of the DGS Excel file. I will focus my discussion on the 
total costs for each of these scenarios for FY 1998 through FY 2017 on a price per square foot of 
usable area. It is noted that in all the exhibits the assumption is an overall square footage of 
251,786sf and a blanket assumption for inflation of 4% annually. The purpose of these analyses 
is to indicate the total occupancy costs to the State of Alaska for occupying 251,786sf of total 
office space which is equivalent to the total usable area of the Bank of America Building.

The “Purchase Brnk of America" spreadsheet includes as its major premise that the State of 
Alaska purchases the Bank of America Building for 525,950,000 and finances it with a taxable 
Certificate of Participation (COP) for the first several years and once the property reaches 90% 
State occupancy, it is refinanced with a tax exempt COP which will carry an amortization term of 
17 years. In order to reflect as accurate a portrayal as possible, the exhibit includes continuing 
leasing the Frontier Building (State Leases 2011 and 2096) for the remainder of their term as well 
as showing the rental income for existing Bank of America tenants which are not associated with 
the State of Alaska. It also includes the 22,378sf figure to match to the total usable area of the 
Bank of America Building of 251,786sf. The exhibit also includes the estimated Bank of America 
operating expenses, the projected debt service, as well as an allowance for the equity build-up 
based on an amortization of the debt over the holding period. It should be pointed out that 
revenue streams or equity build-up are shown as negative numbers to represent an offset to the 
overall expenses of the property.

In FY 1998, it can be seen that total expense for leasing the area within the Frontier Building and 
the other space to match overall square footages and adding Bank of America operating 
expenses and deducting Bank of America existing revenue, yields a total expense in the first fiscal 
year of $2,889,600. This equates to S0.96/sf of usable area in the first year. It is noted that this 
expense steadily climbs to $1.98/sf in the year 2000, which is a result of increased debt service, 
decreased revenue from existing Bank of America tenants and no allowance for equity build-up is 
contemplated in the first several years. As the Frontier leases are extinguished and equity build­
up becomes a factor, the total occupancy cost drops to S1.21/sf by FY 2002. It is noted in 2017 
that total occupancy costs for this space are $1,03/sf which represent a minor amount of 
continued revenue from the Bank of America Building and inflation adjusted operating expenses. 
Notice that debt service and equity build-up are zero as the COP indebtedness is completely paid 
at this point. After the year 2017, the only changes to overall occupancy expenses would be the 
projected inflationary increases in operating costs.

The “Continue Leasing Frontier Building" model includes the two State leases within the 
Frontier Building which total 176,151sf, the State lease within the Bank of America Building at 
53,255sf and the 22,378sf of other space. This other space is included to make the total equal 
the targeted 251,786sf. The premise of the “Continue Leasing Frontier Building” is that each of 
the State leases stay in place for the entire 20 year projection and that the lease rates are 
escalated at 35% of the base rent times the increase in CPI. The State's thought behind this type 
of escalation is that operating expenses are approximately 35% of the total rent and they are only 
willing to pay for increases in operating costs and not base rent. Considering the projected 4% 
annual inflation rate results in an applied increase in rent of only 1.4%/yr (4% X 35%). This 
escalation is consistent with the majority of State office leases. The “other space” is projected to
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lease at a rate of $1.50/sf which is DGS’s projection of market cost for this type of office space. 
As shown on this exhibit, the total cost to lease this combined space in FY 1998 is $5,977,021 or 
$1.98/usable sf/mo. This continues to escalate throughout the entire term to $8,026,889 in FY 
2017 or $2.66/sf of usable area.

For the “Deconsolidate from Frontier” exhibit, it shows the actual Frontier Building leases for FY 
1998, 1999, 2000 and 2001, and the “other space" which is necessary to bring the total square 
footage to 251,786sf at $1.50/sf for FY 1998, 1999 and 2000. The assumption here is that once 
the Frontier Building leases expire, the entire 251,786sf will be deconsolidated into various 
buildings of roughly 30,000sf each at an initial rate of $1.26/sf in 1997 dollars, escalated to FY 
2000 and once the leases are in place, they are escalated at the projected 1.4%/yr escalation 
factor. Notice that this exhibit also includes an annual allowance for the “deconsolidation, 
remodeling/relocation expense” and an allowance for “deconsolidation inefficiencies". These 
numbers are derived from 1994 estimates by the Department of Natural Resources (DNR) and a 
similar DGS estimate for Health and Social Services when they were contemplating moving from 
the Frontier Building. It is recognized that the 51.26/sf estimate of rent is based on the basic rent 
for the real estate and the remodel/relocation expense reflects the cost to make the space ready 
for DNR or other typical State agencies. It is understood that the actual cost to relocate and 
remodel would likely be reflected in one year, but in order to present a more meaningful graph 
line, I have simply taken the estimated expense, divided it over the entire lease term to reflect an 
annual offset for this allowance. Notice that the relocation intervals are projected at 10 years and 
occur in year 2000 and again in 2009. The “deconsolidation inefficiencies” are based on the lack 
of synergy and interaction of office personnel by forcing a large agency (like DNR) to have 
multiple locations. This also reflects the cost of potential redundancies necessary to maintain 
services which are equivalent to those located in the Frontier Building. In FY 1998, the total cost 
to lease the Frontier space and other space is $5,942,457 or 51.97/usable sf/mo. After the total 
area is fully deconsolidated in FY 2002, the overall occupancy costs are roughly 51.68/sf of 
usable area per month. After this time period, the occupancy costs escalate by the projected 
1.4%/yr escalation factor. Notice that by the year 2017, total occupancy costs are 52.33/sf of 
usable area per month.

3) “Test” of Reasonableness of Various DGS Assumptions in their Leasing Models
As a follow-up to our numerous conversations, you have asked if I can enumerate some of the 
strengths and weaknesses with the many assumptions utilized to model the various scenarios. It 
should be clearly understood that I have not completed any field research to validate or quantify 
the DGS assumptions utilized in these reports, but have rather tested their overall broad impact 
on the models to see of the overall results appear to fall in line with the general market.

I have spent considerable time analyzing the DGS spreadsheets in order to gain an understanding 
of the various assumptions and components which develop the preceding graph. As stated 
before, the “Continue to Lease Frontier Building" and “Deconsolidate from Frontier” scenarios 
assume that lease rates escalate at 1.4%/yr. This is a very conservative assumption in that it 
assumes a landlord is willing to lease at today’s rates for a fixed term of 20 years with the only 
increases for changes in operating expenses. I further recognize that the current office market is 
characterized wherein rental rates are well below the costs necessary to justify building a new 
office building. Said another way, at today's rent levels and those projected in these models, it 
would be difficult if not impossible for a landlord to profitably build a new office building to meet the 
State’s needs. As the overall demands for office space grow, it will eventually reach a point where 
rental rates have increased to a level near that necessary to justify new construction. While it may 
be impossible to predict precisely when new construction in the Anchorage area will be justified, it 
is quite probable that it will happen before the end of the next two decades. Given this prognosis, 
it is therefore also likely that sometime during this 20 year trendline the economy will spike upward 
and the State could be forced to pay significantly higher rents. It is noted that the cost to lease the 
Frontier space was $2.55/sf in 1985, increased to $2.59/sf in 1986 through 1990 and increased
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again to $3.09/sf from 1991 through 1994, peaking at $3.29/sf in 1994. The current Frontier rate 
for Lease 2011 is $2.17/sf. Considering the past decade, it is certainly possible that if the State 
continued to maintain occupancy in this building over the next 20 years, that it would again see 
rental rates that high. In the following paragraphs I will discuss the more prominent assumptions 
in the various models.

The “Purchase Bank of America Building" model utilizes actual contract rents for the Frontier 
Building and an estimated 51,50/sf for the “other State leases" which are necessary to balance out 
the total area of 251,786sf. I have not studied the revenue for existing Bank of America tenanis, 
but have been informed that it is the actual contract rental income for these tenants until their 
lease expires or their anticipated buy-out in order to make room for the Frontier leases to gain 
occupancy in the Bank of America Building. The Bank of America operating costs are based on 
those numbers utilized by an appraiser (Follett & Associates) who completed an in depth analysis 
of this property in February 1997. While I have not studied the individual projections, the overall 
expense projection appears reasonable and in line for a Class A building of this type. The 
allowance for debt service and equity build-up were provided by Mr. Forest Brown, State Debt 
Manager for the Division of Treasury within the Department of Revenue, and are reflective of the 
current costs of borrowing for the State of Alaska.

With the exception of the amount of space available for State occupancy, it appears that the vast 
majority of the assumptions under the "Purchase Bank of America Building" model are based on 
third party factual information and are therefore expected to be reasonable estimates. With 
regard to the amount of space available for State occupancy, it is noted that the building currently 
has some 40,000sf of vacant space and the model provides the State approximately two years to 
accumulate the space necessary to move the Department of Natural Resources into this building. 
It is reported that the remaining space could be approached on a “take it or leave it" basis wherein 
the State would in fact be financially enhanced if the existing non-State tenants continued to pay 
rental rates significantly above the State's operational costs and debt service. On the other hand, 
many of these tenants may recognize that the character and flavor of this building will change 
somewhat as it gains higher and higher State occupancies and they may find it desirous to utilize 
early-out options which the State will offer in order to relocate to other office space in the 
Downtown or Midtown area.

As will be discussed below, there is roughly 170,000sf of space expected to come on line in the 
next 12 months in the Downtown area which may provide enough options for the existing Bank of 
America tenants to move to other suitable quarters. This is not to say that all the existing non- 
State Bank of America tenants will move to these two choices, but that as this space comes on 
line, there will likely be a “churning" of Downtown tenants which will provide for a broader selection 
of office choices for the existing tenants. In summary, it appears that the only assumption in this 
model which deserves close scrutiny is the assumption that the State could obtain an adequate 
amount o f square footage to accommodate the Department of Natural Resources. Given the 
amount of current vacancy and the two year lead time, this does not appear to be an 
unreasonable assumption. While it is clearly recognized that some tenants will likely continue to 
occupy their space throughout the entire length of their term and perhaps option period, other 
tenants acting in their own financial best interest may opt for some of the State's inducements and 
move to other buildings.

The “Continue Leasing Frontier Building" model is fairly straight forward in that it assumes that 
the existing two State leases within the Frontier Building continue for the entire 20 year projection 
period at the current rental rates escalated at the above determined 1.4% annual increase. This 
model also includes continuing the Bank of America State office lease at what the Follett & 
Associates appraisal determined to be below market rents. Again this rate is escalated at 1.4% 
annually. In order to bring the total to 251,768sf, the model includes a hypothetical tenant which
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mirrors that of another State agency at $1.50/sf beginning the first year and escalating at the 
standard escalation factor of 1.4%/yr.

The question in my mind is whether a landlord would be willing to establish lease rates at today's 
level and leave them fixed for a 20 year period without any room for increased profits. That is to 
say, the 1.4% annual increase in essence reflects only those changes in operational expenses 
and does not include any increased cash flows over the 20 year period to the landlord. This is 
especially significant for the State’s Bank of America lease which is at a sub-market rate of 
$1.55/sf. In this model, the landlord would in essence be required to keep this lease payment at 
below market rates for a 20 year terms. The ‘ other State leases' would also be fixed at a rate of 
$1.50/sf over a 20 year term. In the current market, it is recognized that $1.55/sf is not adequate 
to justify new construction and therefore, over the long term, it may be unreasonable to expect 
that these rates will stay at their favorable levels. Considering this, I believe that this model may 
be considered somewhat conservative in that it does not adequately reflect upward inflationary 
pressures which will undoubtedly come to bear some time during the next 20 years.

The "Deconsolidate from Frontier" model is very similar to the “Continue Leasing Frontier 
Building” in that it assumes escalations of 1.4%/yr and includes the actual contract lease 
payments for the Frontier Building and the balance of the space needed to reach the total of 
251,786sf at $1.50/sf through the term of the Frontier leases. After the expiration of these leases, 
it is assumed that the entire 251,7Q6sf of space is deconsolidated to various office buildings 
throughout Anchorage at a rate of $1.26/sf of usable space in 1997 rent escalated at the 1.4%/yr. 
In addition, there is an allowance for deconsolidation remodel/relocation expense which is 
estimated by DNR and DGS at 1994 dollars and escalated at 4% annually to the year 2000. 
According to these estimates, the year 2000 costs for this one year expense would be 
$5,514,891. It is recognized that this expense is expected to occur in 10 year intervals and I have 
divided it by 10, indicating an annual allowance of $551,489. In terms of the one year expense, 
this is roughly $21.90/sf of usable area in the year 2000. While this appears to be a very high 
figure, it may in fact be necessary when considering all the improvements which are in place in 
the Frontier Building. Further, there is an allowance for the inefficiencies to DNR for a 
deconsolidated mode which is estimated at $440,331 in 2000, escalating at the same factor as all 
other expenses.

When looking at the “Deconsolidate from Frontier” model, it is clear that the initial projected rent of 
$1.26/sf is a very conservative estimate and is in fact roughly $0.12/sf below the actual blended 
lease rate of all State office leases in the Anchorage area. On the other hand, a 
remodel/relccation allowance of 521.90/sf is rather high in the market place and it is likely that this 
offsets most if not all of the low rent projections. Looking out at year 2001, it can be seen that the 
total cost per usable square foot of the deconsolidation is $1.68/sf including the inefficiencies 
allowance and the remodel/relocation allowance. When looking at the current market, a $1,68/sf 
rent estimate is not unreasonable given the amount of alterations necessary and the feet that this 
is projected to occur nearly four years in the future. The one issue which remains conservative 
throughout all the models is the expectation that this lease rate could be achieved for 20 years 
with the only increases attributed to inflation of operational costs. This is a common thread which 
has been conservatively estimated throughout all the leasing model's.

On balance, it appears that most of the projections made in these models are either based on 
reliable third party estimates or as you stated, have been made purposely conservative in an 
attempt to not overstate the results of the analysis. While is it difficult to quantify, it appears that it 
is probably more likely that the actual cost experienced under the ‘ Continue to Lease" or 
“Deconsolidate” models would be higher given a potential economic spike somewhere during the 
20 year term. Given this, I believe that the total assumptions produce a trend line which is 
generally conservative in nature and that the actual experience may be somewhat higher than 
these graph lines.

Mr. Barry Jackson
April 8, 1997
Page 6
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4) Impact of the State Purchase of the Bank of America Building
You have also asked me to consider what kind of impact the State of Alaska purchasing the Bank 
of America Building would have on the overall office market. As we have agreed, I have not 
completed an exhaustive detailed market survey, but have rather enumerated some of the 
potential impact a State purchase would have on the local market. I have talked with numerous 
real estate brokers and property owners to aid me in this analysis and most have concluded that 
the State purchase of the Bank of America Building would have limited long term impact as it 
would be simply shifting State occupancy from one large Class A building to another. They also 
felt that the length of time necessary to move the existing tenants from the Frontier Building would 
give them adequate time to secure tenants so as to not have leases expiring during that time 
frame. As with many issues with real estate, timing is a critical factor in measuring its overall 
impact. Two events which will help to mitigate impact of the State purchase of the Bank of 
America Building are the opening up of one of the ARCO Towers and a large portion of the First 
National Tower in Downtown. The ARCO Tower will offer 110.OOOsf of office space within one 
block of the Bank of America Building and according to the leasing agent, this space will be 
available when seismic upgrades are completed in Spring 1998. First National Bank of 
Anchorage is building a new headquarters building in Midtown and will be vacating approximately 
60,000sf in their Downtown office tower. This space will also be coming on line in late 1997 and 
early 1998. These two properties alone total 170,000sf, which is more than the amount of 
potentially displaced tenants in the Bank of America Building over the next two to three years.

Several people I surveyed mentioned that there may be more impact on the market if the State 
does not proceed with this purchase. Their thoughts are that if the State does not buy the 
building, it will most likely sell to a new private owner who will immediately begin competing with 
the 40,000sf of currently vacant space. This would be added competition to the ARCO and First 
National space coming on line in late 1997. Part of my respondents’ concern of a new private 
owner is that they perceive the sales price to be very competitive and it allows a new buyer to 
purchase the property at well below construction cost prices. The sales price of 525,950,000 is 
5103.06/sf of usable area including land. While I have not analyzed (or appraised) this property, it 
appears to be a very favorable price based on the sales comparisons I am aware of. This was 
also the consensus of most of the people I talked to. In the end, it is difficult to predict the precise 
impact on the market, but it is likely to be minimal in the short term and depending on various 
factors, may be limited to a few Midtown properties when State leases expire in the Frontier 
Building in 1999 and 2000.

5) Graph of the three DGS Cost Benefit Models
On the facing’ page is a graph of the DGS findings of the various monthly occupancy costs for the 
three scenarios discussed above. These graph lines in essence represent how much the State of 
Alaska would pay cn a monthly basis for 251,786sf of usable office space in the Anchorage area. 
As can be seen, the highest line is “Continue Leasing Frontier Building". Pictorially this says that 
the most expensive of the three choices would be to continue to lease office space within the 
Frontier Building. It is noted that “Deconsolidation from Frontier* represents nearly identical costs 
for the first two years peaking in Year 3 and dropping steeply in Year 4 as full deconsolidation 
from the Frontier Building takes place. From FY 2001 to FY 2009, the deconsolidate line has 
approximately the same slope as continuing to lease, but at a $0.45/sf lower basis. These lines 
grow closer together in FY 2010 as the deconsolidate has a step-up in the remodel/relocation 
expense in that year.

The lowest line, and therefore the least expensive option for the State of Alaska, is to purchase 
the Bank of America Center, and this is depicted as being near $1.00/sf for the first two years, 
spiking up to nearly $2.00/sf in the year 2000, and then dropping off drastically to as low as

i Facing Page: Graph o f Various Monthly Occupancy Costs for the Three Scenarios



$1.21/sf in 2002 and 2003. You will notice that the line is relatively fiat from 2002 through 2009 
and then decreases from 2010 through 2017. The decreasing slope of the expense line 
represents the added savings as the loan amortizes and in 2017, reaches a level where the 
building is free and clear and the only expenses are on-going operational costs for the building. 
This is a significant benefit as neither of the leasing scenarios include equity build-up and at the 
end of the 20 year term, the State of Alaska would be forced to continue to lease office space at 
whatever the market rents were at that time.

6) Summary of Recommendations and Observations
After reviewing the DGS spreadsheets and information, it appears there are numerous 
assumptions which can be judged differently as to the degree or magnitude, but in total they are 
not unreasonable. In fact, some of the continue leasing/deconsolidate rent projections appear to 
be conservative when considering they are in essence fixing today's competitive rents over the 
next 20 years. After considering equity build-up, it is also clear that it is significantly less 
expensive to purchase the Bank of America Building and occupy it over the next 20 years then it 
is to continue leasing either in the Frontier Building or deconsolidated to various office buildings 
throughout the Anchorage area, By the year 2017 (once the debt is paid off), there is a staggering 
$4,000,000 to S5,000,000 annual difference in expenses between owning the Bank of America 
Building and continuing to lease the equivalent amount of space. It is further evident that the 
State of Alaska is and will continue to be a large user of office space over the predictable future. 
Given this prognosis, it appears clear that if the State of Alaska's intent is to reduce overall 
occupancy costs, then it would be in their best interest to pursue the purchase of the Bank of 
America Building based on the assumptions predicated in the DGS report

This analysis is subject to the assumptions and limiting conditions contained herein. I hope this 
information has helped and will assist you in your decision making process. If I can answer any 
further questions, please do not hesitate to call.

Mr. Barry Jackson
April 8, 1997
Page 8

Cordially,

Ken E. Kincaid, MAI
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CERTIFICATION & LIMITING CONDITIONS
I Certify that to the best of our knowledge and belief:

1) I have r;o present interest in the property that is the subject of this report, and I have no personal interest or bias 
with respect to the parties involved.

2) The reported analyses, opinions, and conclusions arc limited only by the reported assumptions and limiting 
conditions, and are our personal, unbiased, professional analyses, opinions and conclusions.

3) The statements of fact contained in this report arc true and correct.
4) Our compensation is not contingent on an action or event resulting from the analyses, opinions, or conclusions in,

or the use of this report.
5) This report sets forth all of the limiting conditions (imposed by the terms of our assignment or by the 

undersigned) affecting the analyses, opinions and conclusions contained in this report.
6) Unless specifically stated in the body of this report our analyses, opinions, and conclusions were developed, and

this report has been prepared, in accordance with the standards and reporting requirements of the Financial 
Institutions Reform, Recovery and Enforcement Act (FIRREA) of 1989 and the Uniform Standards of Profes­
sional Appraisal Practice (USPAP) as promulgated by the Appraisal Standards Board of the Appraisal Foun­
dation.

7) This report has also been made in conformity with, and is subject to die requirements of die Code of Professional
Ethics and Standards of Professional Conduct of the Appraisal Institute.

8) I have made a personal inspection of the property that is the subject of this report, unless otherwise stated in the 
Letter of Transmittal.

9) No one provided significant professional assistance to the person signing this report, unless otherwise stated in the 
Letter of Transmittal.

10) The consultant has made no survey of the property and assumes no responsibility in connection with such matters. 
Any sketch or identified survey of the property included in this report is only for the purpose of assisting the 
reader to visualize the property.

11) It is assumed that there are no hidden or unapparent conditions of the property, subsoil, or structures (including 
asbestos, soil contamination, or unknown environmental factors) that render it more or less valuable. No re­
sponsibility is assumed for such conditions or for arranging the studies that may be required to discover them.

12) Responsible ownership and competent management are assumed.
13) No responsibility is assumed for the legal description or for matters including legal or title consideration.
14) The information identified in this report as being furnished by others is believed to be reliable, but no warranty is 

given for its accuracy.
15) The consultant is not required to give testimony or attendance in court by reason of this report unless ar­

rangements have previously been made therefor.
16) The allocation of total value to land, buildings, or any fractional part or interest as shown in this report, is in­

validated if used separately in conjunction with any other appraisal.
17) The consultant hereby certifies that this assignment was not based on a requested minimum valuation, a specific 

valuation, or approval of a loan, and that the consultant was competent and qualified to perform the assignment.
18) Unless otherwise stated in this report, the subject property is analyzed without a specific compliance survey 

having been conducted to determine if the property is or is not in conformance with the requirements of the 
Americans with Disabilities Act. The present of architectural and communications barriers that are structural in 
nature that would restrict access by disabled individuals may adversely affect the property's value, marketability 
or utility.

19) Ken E. Kincaid, MAI is currently certified by the State of Alaska, as a General Real Estate Appraiser through 
June 30, 1997 (Certificate No. AA-2).

20) The Appraisal Institute has a continuing education certification program which is either voluntary or mandatory 
depending on when the member was certified. Ken E. Kincaid, MAI is under the mandatory program and has met 
all the Appraisal Institute continuing education requirements through December 31,2001.

R E S T R IC T IO N  UPON D ISC LO SU R E  & USE
Disclosure o f the contents of this appraisal report is governed by the By-Laws & Regulations of the Appraisal Institute.

Neither all nor any part of the contents of this report (especially any conclusions as to value, the identity of the appraiser or the 
firm with which (s)he is connected, or any reference to the Appraisal Institute or to the MAI designation) shall be disseminated 
to the public through advertising media, public relations media, news media, sales media or any other public means of commu­
nication without the prior written consent and approval of the undersigned. No part of this report or any of the conclusions may 
be included in any offering statement, memorandum, prospectus or registration without the prior written consent of the appraiser.

Signature of Appraiser
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