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F I S C A L  N O T E

STATE OF ALASKA Fiscal Note Number: j _______
2004 LEGISLATIVE SESSION Bill Version: HB545

() Publish Date: 3/25/2004

Revision Date/Time (Note if correction):_________________ Dept. Affected________ Administration
Title A bill relating to the State Procurement Code RDU Leases

lease and contract extensions... Component Leases
Sponsor Rules
Requester Governor Component No. 81

Expenditures/Revenues (Thousands of Dollars)
Note: Amounts do not include inflation unless otherwise noted below.
OPERATING EXPENDITURES FY 2005 FY 2006 FY 2007 FY 2008 FY 2009 FY 2010
Personal Services
Travel
Contractual
Supplies
Equinment
Land & Structures
Grants & Claims
Miscellaneous

TOTAL OPERATING 0.0 0.0 0.0 0.0 0.0 0.0

CAPITAL EXPENDITURES | I

CHANGE IN REVENUES ( ) |

FUND SOURCE (Thousands of Dollars)
1002 Federal Receipts
1003 GF Match
1004 GF
1005 GF/Program Receipts
1037 GF/Mental Health
Various in ell state agencies

TOTAL 0.0 0.0 0.0 0.0 0.0 0.0

Estimate of any current year (FY2004) cost: 0.0
Mark this box (X) if funding for this bill is included in the Governor's FY 2005 budget proposal:

POSITIONS
Full-time
Part-time
Temporary I

ANALYSIS: (Attach a separate page if necessary)

This bill would provide lease and contract extensions for real property up to a maximum extension of 10 
years if a minimum cost saving of at least ten percent below market rates on the rent due under the lease 
are achieved. No additional funds will be necessary as a result of this bill.

Prepared by: Vern Jones, Chief Procurement Officer  Phone 465-5684______
Division General Services________________________________________  Date/Time 4/21/04 9:05 AM

Approved by: Kevin Jardell, Deputy Commissioner_______________________  Date 4/21/2004_____
Agency Administration__________________________________________

(Roused 0/2003 OMB) Page 1 of 1



P .O .  B O X  1  1 0 0 0 1  
J u n e a u .  A l a s k a  9 9 8 1 1 - 0 0 0 1  

( 9 0 7 )  4 6 5 - 3 5 0 0  

F a x  ( 9 0 7 )  4 5 5 - 3 5 3 2  
W W W .G O V .S T A T E .A K  . U S

M arch  2 4 , 2 0 0 4

T h e  H o n o ra b le  P e te  K ott 
S p e a k e r  o f th e  H o u s e  
A la sk a  S ta te  L e g is la tu re  
S ta te  C a p ito l, R o o m  2 0 8  
J u n e a u ,  AK 9 9 8 0 1 -1 1 8 2

D e a r  S p e a k e r  K ott:

U n d e r  th e  a u th o r i ty  o f a r tic le  III, s e c t io n  18 o f  th e  A la sk a  C o n s t i tu t io n ,  I 
a m  t r a n s m i t t in g  a  b ill r e la t in g  to  th e  e x te n s io n  o f te r m s  fo r le a s e s  a n d  te r m s  
fo r c o n tr a c ts  fo r g o o d s  a n d  se rv ic e s  u n d e r  th e  S ta te  P ro c u re m e n t  C ode .

T h is  b ill w o u ld  m a k e  se v e ra l c h a n g e s  to  th e  S ta te  P ro c u re m e n t  C ode . 
S e c tio n  o n e  o f  th e  b ill w o u ld  a u th o r iz e  th e  s t a te  to  n e g o tia te  le a s e  r a te  
r e d u c t io n s  o n  e x is t in g  le a s e s  in  e x c h a n g e  fo r c e r ta in  te rm  e x te n s io n s  w h e n  
fav o ra b le  le a s e  r a t e s  a re  av a ilab le . T h e  c u r r e n t  p ro c e s s  o n ly  a u th o r iz e s  le a s e  
e x te n s io n s  if th e  p r o p e r ty  o w n e r  a g re e s  to  e i th e r  (1) r e d u c e  th e  le a s e  r a t e  b y  te n  
p e rc e n t  a n d  p e rfo rm  m o d if ic a tio n s  to  b r in g  th e  p ro p e r ty  in to  A m e r ic a n s  w ith  
D isa b ilitie s  A ct c o m p lia n c e , o r  (2) re d u c e  th e  le a s e  r a te  by  15 p e rc e n t .  T h e  
p ro b le m  is , th e  c u r r e n t  p ro c e s s  d o es  n o t  ta k e  in to  a c c o u n t  w h e th e r  th e  c u r r e n t  
le a se  r a te  is  a l r e a d y  be low  m a rk e t.  D u e  to  m a r k e t  c o n d it io n s  a n d  c u r r e n t  le a s e  
r a te s ,  th is  h ig h  d is c o u n t  is  o ften  n o t  a c c e p ta b le  to  p ro p e r ty  o w n e rs .

M an y  o f o u r  c u r r e n t  le a se  r a te s  a re  a l r e a d y  be low  m a r k e t  a n d  lea v e  th e  
le s s o r  u n w illin g  to  m e e t  th e  10 o r  15 p e r c e n t  r e d u c t io n  to  e x te n d  th e  le a s e . In  
fac t, o n ly  a  sm a ll  p e rc e n ta g e  of le a se  e x te n s io n s  h a v e  b e e n  n e g o tia te d  u n d e r  
th e  e x is t in g  p ro v is io n s . T h e  o n ly  o p tio n  le f t fo r th e  s t a te  is  to  i s s u e  a  n e w  
r e q u e s t  fo r p ro p o s a ls .  O ften  th is  r e s u l t s  in  a d d it io n a l  m o v in g  c o s ts  a n d  m a r k e t  
r a te s ,  w h ic h  c a n  r e p r e s e n t  a  s u b s ta n t ia l  in c r e a s e  in  c o s ts  to  th e  s ta te .

T h e  m e th o d  p ro p o s e d  in  th is  bill w o u ld  e n s u r e  th a t  th e  s t a te  re c e iv e s  th e  
b e s t  v a lu e  fo r i t s  le a s in g  d o lla rs . L ease  e x te n s io n s  w o u ld  o n ly  be  a u th o r iz e d  
w h e re  the. r a t e s  a re  a  m in im u m  o f five p e r c e n t  be low  m a rk e t .  T h is  w Id a llo w  
th e  s ta te  to  m a in ta in  i ts  p re s e n c e  in  le a s e s  w h ic h  a re  a lr e a d y  w ell be iow  
m a rk e t  r a te s .  A d d itio n a l s a v in g s  b e y o n d  th e  five p e rc e n t  w o u ld  b e  n e g o tia te d  
d e p e n d in g  o n  a  n u m b e r  o f fa c to rs  s u c h  a s  lo c a tio n , c u r r e n t  m a rk e t  v a lu e , 
e x is tin g  v a c a n c ie s , a n d  m a rk e t  tre n d s .

F r a n k  H. M u r k o w s k i  
G o v e rn o r

G O V E R N O R @ G O V .S T A T E .A K . U S
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T h e bill a ls o  w o u ld  a u th o r iz e  te r ra  e x te n s io n s  fo r u p  to  five y e a r s  fo r 
c o n tr a c ts  fo r g o o d s  a n d  s e rv ic e s  p ro v id ed  a  m in im u m  c o s t  s a v in g s  o f a t  le a s t  
five p e rc e n t  c o u ld  b e  a c h ie v e d  o n  th e  p r ic e  o f  th e  g o o d s  o r  s e rv ic e s  a s  s e t  in  th e  
c u r r e n t  c o n tra c t .  U n d e r  p r e s e n t  law , a t  th e  e n d  o f th e  c o n t r a c t  te rm , c o n t r a c ts  
fo r g o o d s  o r  s e rv ic e s  m u s t  b e  re s o lic ite d  th r o u g h  a  c o m p e titiv e  p r o c e s s  o r  a  
n e w  c o n tr a c t  a w a rd e d  b a s e d  u p o n  a l te rn a t iv e  p r o c u r e m e n t  m e th o d s  r e g a rd le s s  
o f p r ice  re d u c t io n s  t h a t  m a y  b e  o ffered  b y  th e  c o n t r a c to r  if th e  c o n t r a c t  w e re  
e x te n d e d .

I u rg e  y o u r  p r o m p t  a n d  fa v o ra b le  a c t io n  o n  th is  m e a s u re .

S in c e re ly  y o u r s ,

-F fan k  H. M u rk o w sk i 
G o v e rn o r

E n c lo su re



Memorandum Department of Administration
O ffice o f  the C om m issioner

To: Representative Tom Anderson Date: April 13, 2003
Attention: Josh Applebee

From: Kevin Jardell Phone: 465-2200
Assistant Commissioner 
Department of Administration

Subject: Lease Negotiations

Lease extensions under the current law (AS 36.30.083) require a minimum 15% discount from 
the current lease rate. DOA’s proposed change would require a minimum 5% discount from a 
market rate.

In the past, DOA leases consisted of a constant rental rate throughout the life of the lease. This 
was unduly costly for the state, since initial construction and tenant improvements (TT) of office 
buildings are generally financed and amortized only over the initial lease period, not the optional 
renewal periods. The state was effectively paying multiple times for one-time costs.

Several years ago, DOA changed this practice by requiring lessors to identify up front 
construction and TI costs from ongoing rental rates and bid them separately. This generally 
results in declining costs in the option periods, because the rates for option periods no longer 
include amortized construction and TI costs. A net present value calculation is applied to ensure 
the state considers the time value of money when awarding leases.

Given this change, we can not expect to gain significant savings in the future under AS 
36.30.083. For eAampie:

A lease could be established at a market rate of $2.20/sf (Class A, downtown Anchorage) 
for the initial 9 year period of a lease, dropping to $0.98/sf for each of the two, five year 
renewal periods. It would be impossible to negotiate a 15% reduction to a lease rate of 
$0.98/sf when the market rate for the space is $2.20/sf.

As more and more older leases are replaced by those with the new cost model, the requirement 
of a minimum reduction of 15% below the current lease rate will effectively prevent us from 
achieving any negotiated savings.

KJ/aw


