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COMMITEE

3/25/04

Administration
L eases

C om ponent L eases
S ponso r
R eq u este r

R ules
G overnor

Expenditures/Revenues
Note: A m ounts do not include inflation un less o therw ise noted below.

C om ponent No. 

(Thousands of Dollars)
81

OPERATING EXPENDITURES FY 2005 FY 2006 FY 2007 FY 2008 FY 2009 FY 2010
P ersonal Serv ices 
Travel 
C ontractual 
Supplies 
E quipm ent 
Land & S tructures 
G ran ts & Claim s 
M iscellaneous

TOTAL OPERATING 0.0 0.0 0.0 0.0 0.0 0.0

CAPITAL EXPENDITURES

CHANGE IN REVENUES (

1002 Federal R eceip ts
1003 GF Match
1004 GF
1005 G F/Program  R eceip ts 
1037 GF/M ental Health 
Various in all s ta te  agencies

TOTAL 0.0 0.0 0.0 0.0 0.0 0.0

E s tim a te  o f an y  c u rre n t y e a r  (FY2004) c o s t: 0.0
M ark th is  b o x  (X) if fu n d in g  fo r th is  bill is in c lu d ed  in th e  G o v e rn o r 's  FY 2005 b u d g e t p ro p o s a l: 

POSITIONS
Full-time
Part-tim e
Tem porary

ANALYSIS: (Attach a separata 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 five percent below' market rates on the rent due under the lease 
are achieved; or a contract for goods or services for up lo a maximum extension of five years if a minimum 
cost savings of at least five percent may be achieved on the price established in the contract. The bill also 
exempts real properly leases from disibility related preferences. While the bill allows for greater flexibility 
and greater potential savings, it is not possible to quantify them. No additional funds will be necessary' as a 
result of this bill.

P rep ared  by: Vern Jo n e s , Chief Procurem ent Officer  P hone  465-5684
Division G eneral S ervices D ate/Tim e 2/25/04 9:19 AM

A pproved by: Mike Miller, C om m issioner_____________________________________  D ate 2/25/2004__________
A gency Administration_________________________________________________
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FRANK H. MURKOWSKI, GOVERNOR

D IV IS IO N  O F  GENERAL SERVICES

D E P A R T M E N T  O F A D M IN IS T R A T IO N

/

P.O. BOX 110210 
JUNEAU. ALASKA 99611-0210 
PHONE: (907) 465-2250
FAX: (907) 465-2189

A p r i l  3 0 , 2 0 0 4

T h e  H o n o ra b le  G a ry  W i lk e n  

C o -C h a ir ,  S ena te  F in a n c e  C o m m it te e  

A la s k a  S ta te  S e n a te  

S ta te  C a p ito l

J u n e a u , A la s k a  9 9 8 0 1 -1 1 8 2  

D e a r S e n a to r W i lk e n :

T h is  le t te r  is  to  re q u e s t th a t y o u  s c h e d u le  H B  5 4 5 , re la t in g  to  T im e  E x te n s io n s  lo r  R ea l P ro p e r ty  

L e a se s  Tor a c o m m it te e  h e a r in g  as s o o n  as p o s s ib le .

Y o u r  fa v o ra b le  c o n s id e ra t io n  o f  th is  re q u e s t w i l l  be g re a t ly  a p p re c ia te d .

A tta c h m e n ts

c c : K e v in  J a rd c l l,  D e p u ty  C o m m is s io n e r

D e p a r tm e n t o f  A d m in is t r a t io n

f V e rn  Jones 

C h ie f  P ro c u re m e n t O f f ic e r

printed on locydod papai



Additional Information - HB 545

Lease extensions under the current law (AS 36.30.083) require a minimum 10% - 
15% discount from the cu rren t lease rate. HB 545 would require a minimum 
1 0% discount from the cu rren t market rate.

In the past, Department of Administration (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 (Tl) 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 Tl 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 Tl costs. A net present value calculation is applied to ensure the state 
considers the time value of money when awarding leases.

Given this change, and considering the rising real estate costs in Alaska, the 
state can not expect to gain significant savings in the future under the current 
statutory restrictions. For example:

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 10% -15% reduction to a lease rate of $0.98/sf 
when the market rate for the space is $2 .2 0 /sf.

As more and more older leases are replaced by those with the new cost model, 
the requirement of a minimum reduction of 1 0% -15% below the current lease 
rate will effectively prevent the state from achieving any negotiated savings.



Frank H. Murkowski
G o v e r n o r

P.O. b o x  1 1 0 0 0 1  
J u n e a u .  A la s k a  9981  1-0001 

(907) 4 6 5 * 3 5 0 0  
FAX (907) 4 6 5 -3 5 3 2  

WWW.GOV.STATE.AK.US
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S t a t e  o f A l a s k a
O f f i c e  o f  t h e  g o v e r n o r  

J u n e a u

M a r c h  2 4 ,  2 0 0 4

T h e  H o n o r a b l e  P e t e  K o t t  

S p e a k e r  o f  t h e  H o u s e  

A l a s k a  S t a t e  L e g i s l a t u r e  

S t a t e  C a p i t o l ,  R o o m  2 0 8  

J u n e a u ,  A K  9 9 8 0 1 - 1 1 8 2

D e a r  S p e a k e r  K o t t :

U n d e r  t h e  a u t h o r i t y  o f  a r t i c l e  I I I ,  s e c t i o n  1 8  o f  t h e  A l a s k a  C o n s t i t u t i o n ,  I  

a m  t r a n s m i t t i n g  a  b i l l  r e l a t i n g  t o  t h e  e x t e n s i o n  o f  t e r m s  f o r  l e a s e s  a n d  t e r m s  

f o r  c o n t r a c t s  f o r  g o o d s  a n d  s e n d e e s  u n d e r  t h e  S t a t e  P r o c u r e m e n t  C o d e .

T h i s  b i l l  w o u l d  m a k e  s e v e r a l  c h a n g e s  t o  t h e  S t a t e  P r o c u r e m e n t  C o d e .  

S e c t i o n  o n e  o f  t h e  b i l l  w o u l d  a u t h o r i z e  t h e  s t a t e  t o  n e g o t i a t e  l e a s e  r a t e  

r e d u c t i o n s  o n  e x i s t i n g  l e a s e s  i n  e x c h a n g e  f o r  c e r t a i n  t e r m  e x t e n s i o n s  w h e n  

f a v o r a b l e  l e a s e  r a t e s  a r e  a v a i l a b l e .  T h e  c u r r e n t  p r o c e s s  o n l y  a u t h o r i z e s  l e a s e  

e x t e n s i o n s  i f  t h e  p r o p e r t y  o w n e r  a g r e e s  t o  e i t h e r  ( 1 )  r e d u c e  t h e  l e a s e  r a t e  b y  t e n  

p e r c e n t  a n d  p e r f o r m  m o d i f i c a t i o n s  t o  b r i n g  t h e  p r o p e r t y  i n t o  A m e r i c a n s  w i t h  

D i s a b i l i t i e s  A c t  c o m p l i a n c e ,  o r  ( 2 )  r e d u c e  t h e  l e a s e  r a t e  b y  1 5  p e r c e n t .  T h e  

p r o b l e m  i s ,  t h e  c u r r e n t  p r o c e s s  d o e s  n o t  t a k e  i n t o  a c c o u n t  w h e t h e r  t h e  c u r r e n t  

l e a s e  r a t e  i s  a l r e a d y  b e l o w  m a r k e t .  D u e  t o  m a r k e t  c o n d i t i o n s  a n d  c u r r e n t  l e a s e  

r a t e s ,  t h i s  h i g h  d i s c o u n t  i s  o f t e n  n o t  a c c e p t a b l e  t o  p r o p e r t y  o w n e r s .

M a n y  o f  o u r  c u r r e n t  l e a s e  r a t e s  a r e  a l r e a d y  b e l o w  m a r k e t  a n d  l e a v e  t h e  

l e s s o r  u n w i l l i n g  t o  m e e t  t h e  1 0  o r  1 5  p e r c e n t  r e d u c t i o n  t o  e x t e n d  t h e  l e a s e .  I n  

f a c t ,  o n l y  a  s m a l l  p e r c e n t a g e  o f  l e a s e  e x t e n s i o n s  h a v e  b e e n  n e g o t i a t e d  u n d e r  

t h e  e x i s t i n g  p r o v i s i o n s .  T h e  o n l y  o p t i o n  l e f t  f o r  t h e  s t a t e  i s  t o  i s s u e  a  n e w  

r e q u e s t  f o r  p r o p o s a l s .  O f t e n  t h i s  r e s u l t s  i n  a d d i t i o n a l  m o v i n g  c o s t s  a n d  m a r k e t  

r a t e s ,  w h i c h  c a n  r e p r e s e n t  a  s u b s t a n t i a l  i n c r e a s e  i n  c o s t s  t o  t h e  s t a t e .

T h e  m e t h o d  p r o p o s e d  i n  t h i s  b i l l  w o u l d  e n s u r e  t h a t  t h e  s t a t e  r e c e i v e s  t h e  

b e s t  v a l u e  f o r  i t s  l e a s i n g  d o l l a r s .  L e a s e  e x t e n s i o n s  w o u l d  o n l y  b e  a u t h o r i z e d  

w h e r e  t h e  r a t e s  a r e  a  m i n i m u m  o f  f i v e  p e r c e n t  b e l o w  m a r k e t .  T h i s  w o u l d  a l l o w  

t h e  s t a t e  t o  m a i n t a i n  i t s  p r e s e n c e  i n  l e a s e s  w h i c h  a r e  a l r e a d y  w e l l  b e l o w  

m a r k e t  r a t e s .  A d d i t i o n a l  s a v i n g s  b e y o n d  t h e  f i v e  p e r c e n t  w o u l d  b e  n e g o t i a t e d  

d e p e n d i n g  o n  a  n u m b e r  o f  f a c t o r s  s u c h  a s  l o c a t i o n ,  c u r r e n t  m a r k e t  v a l u e ,  

e x i s t i n g  v a c a n c i e s ,  a n d  m a r k e t  t r e n d s .

http://WWW.GOV.STATE.AK.US


T h e  b i l l  a l s o  w o u l d  a u t h o r i z e  t e r m  e x t e n s i o n s  f o r  u p  t o  f i v e  y e a r s  f o r  

c o n t r a c t s  f o r  g o o d s  a n d  s e r v i c e s  p r o v i d e d  a  m i n i m u m  c o s t  s a v i n g s  o f  a t  l e a s t  

f i v e  p e r c e n t  c o u l d  b e  a c h i e v e d  o n  t h e  p r i c e  o f  t h e  g o o d s  o r  s e n d e e s  a s  s e t  i n  t h e  

c u r r e n t  c o n t r a c t .  U n d e r  p r e s e n t  l a w ,  a t  t h e  e n d  o f  t h e  c o n t r a c t  t e r m ,  c o n t r a c t s  

f o r  g o o d s  o r  s e r v i c e s  m u s t  b e  r e s o l i c i t e d  t h r o u g n  a  c o m p e t i t i v e  p r o c e s s  o r  a  

n e w  c o n t r a c t  a w a r d e d  b a s e d  u p o n  a l t e r n a t i v e  p r o c u r e m e n t  m e t h o d s  r e g a r d l e s s  

o f  p r i c e  r e d u c t i o n s  t h a t  m a y  b e  o f f e r e d  b y  t h e  c o n t r a c t o r  i f  t h e  c o n t r a c t  w e r e  

e x t e n d e d .

I  u r g e  y o u r  p r o m p t  a n d  f a v o r a b l e  a c t i o n  o n  t h i s  m e a s u r e .

The H onorable Pete Kott
M arch 2 4 , 2 0 0 4
Page 2

S i n c e r e l y  y o u r s ,

P f a n k  H .  M u r k o w s k i  

G o v e r n o r

E n c l o s u r e




