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CALIFORNIA STATE BOARD OF EQUALIZATION 
 

ANALYSIS OF THE BOARD OF EQUALIZATION 
HEADQUARTERS:  SUMMARY OF FINDINGS 

 

EXECUTIVE SUMMARY 
 
 
 
 

Introduction and Purpose 

 
In February 2010, the California State Board of Equalization (BOE) retained University 
Enterprises, Inc. (UEI), who in turn contracted with two professors from California State 
University, Sacramento and one from University of California, Irvine, to conduct an 
independent analysis to determine the net fiscal impact to the State of California (State) 
and make recommendations on the best fiscal course of action in regards to the State-
owned building located at 450 N Street, Sacramento (Headquarters).    
 
Based on the assessments made, BOE requested that UEI provide answers to the 
following questions relative to the fiscal impact to the State: 
 

� Given current and projected staffing levels and space needs, should BOE remain 
at 450 N Street?   

� Should the State continue its ownership of the 450 N Street building, or should it 
sell the building? 

Options for 450 N Street 

 
Given the conditions in the Sacramento marketplace, the appraisal of the Headquarters, 
and consideration of possible adverse valuation impact factors, three options exist:  1) 
Move BOE out permanently and sell the building, 2) Move BOE out permanently and 
backfill the space with another State tenant(s), and 3) Maintain the status quo. 

Option One:  Move BOE Out Permanently / Sell 

 
Move all BOE 450 N Street and annex staff into a new location on a permanent basis and 
sell the building to a private company.  This option would transfer ownership from the 
State to a new investor.   
 

� Allows BOE to move its operations and staff into a new site and location to better 
meet BOE business needs. 
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� No further obligation or liability for the State with either ownership or occupancy, 
including no further bond debt of approximately $7.1 million for twenty to 
twenty-five years. 

� Costs:  Total one-time cost of $24.35 million (i.e., $23.8 million to move BOE 
plus the $550,000 difference between the net selling price of $90.25 million, 
assuming a $2.0 million cost to sell, and the loan of $90.80 million), and ongoing 
rent marginal cost increase for BOE starting at $3.3 million in year one and 
growing to $16.4 million in year twenty and totaling $98.6 million net present 
value (NPV) over a twenty year period (i.e., marginal cost of new space after 
offsetting cost of existing spaces including Headquarters and annex locations).  
The $98.6 million NPV reflects the projected total cost of new construction and 
operating expenses over a twenty year period using figures provided by the 
Department of Finance (DOF) to calculate a $318.8 million NPV, offset by 
$220.2 million NPV of rent for 450 N Street and its multiple annex locations.  

Option Two:  Move BOE Out Permanently / Backfill Space  

 
Move all BOE 450 N Street and annex staff into a new location on a permanent basis and 
backfill the empty building with another State tenant(s) that needs more suitable space 
(e.g., consolidate from multiple locations, downsize).   
 

� Keeps the ownership of the building with the State, but allows BOE to move its 
staff and operations to a new site and location that better meets its business needs.  

� State would identify a new tenant(s) whose business needs would be better met 
with the 450 N Street building. 

� The State would incur deferred maintenance repairs/tenant improvements and 
costs of moving the new tenant into 450 N Street. 

� Costs:  Total one-time costs of $63.3 million (i.e., $39.5 million in new tenant 
improvements and moving costs plus one-time moving costs for BOE of $23.8 
million).  Ongoing rent marginal cost increase totals $98.6 million NPV for BOE 
over a twenty year period, plus the ongoing rent marginal cost increase for a new 
tenant starting at $1.3 million in year one and growing to $1.6 million in year 
twenty and totaling $17.6 million NPV over a twenty year period.  The $98.6 
million NPV reflects the projected total cost of new construction and operating 
expenses over a twenty year period using figures provided by DOF to calculate a 
$318.8 million NPV, offset by $220.2 million NPV of rent for 450 N Street and 
its multiple annex locations. 

Option Three:  Status Quo 

 
BOE continues to occupy 450 N Street and maintains a decentralized operation including 
its annex locations.   
 

�  Ongoing deferred maintenance repairs would be performed in the occupied 
building which may result in additional expenses, personnel relocations, 
disruption of work, and potential loss of revenue.   
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� BOE would continue to operate at less that optimum efficiency due to being in 
multiple locations. 

� Costs:  Total one-time costs to the State of at least $10.0 million, plus the 
unknown costs of operating inefficiencies. A new bond issue to pay off the 
outstanding PMIB loan is likely to increase ongoing rent for BOE and the cost to 
the State.  The precise amounts and terms are unknown at this time.    

Conclusions 

 
There is a total of $5.98 million in remediation work remaining to be completed in the 
next seven months.  Of this amount, the Department of General Services (DGS) indicated 
costs of $4.5 million, and BOE indicated costs of $1.48 million.  The building is also 
undergoing maintenance as the remediation is taking place.  The current appraised value 
of the building is $92.25 million upon completion of the remediation.   
 
BOE has outgrown the 450 N Street facility, evidenced by its employee growth rate and 
staffing levels needed to support Legislatively-mandated programs. BOE now utilizes 
three different annex locations, and a fourth location will be added in December 2010.  
Operating from multiple sites creates many sources of inefficiencies that ultimately cost 
the State and thereby affects its net revenue stream.  According to BOE, the following are 
some examples of the effects of having annex locations: 
 

� BOE mail is received by the Mail Services Unit (MSU) and is distributed by MIC 
code. Once mail arrives at the destination, it is opened by the respective unit. 
When checks are found in the mail of annexed BOE locations, special procedures 
and safeguards must be implemented. The checks must be sent back to BOE 
Headquarters to the Cashier Section via a special courier, which delays deposits 
for one to three days.  BOE Units receive approximately $7.4 million each month. 

� The delivery time of mail has increased as well as that for picking up the mail. 
� Staff from the annexed locations is required to attend meetings at 450 N Street, 

thus losing productive time for traveling.  
 
If BOE were to move to a new and larger location, it may address BOE’s business needs 
for more space and what it believes to be greater efficiency and cost savings resulting 
from consolidating operations.   
 
DGS should explore in detail whether it is beneficial to sell or keep the building.  Data 
currently available from DGS suggests that selling the building after moving BOE out 
would save the State at least $49.5 million, which is the sum of tenant improvement costs 
to backfill the space ($39.5 million) and at least $10 million for the maintenance and 
repair costs and issues that go along with ownership of a building. If the building is sold, 
it also would avoid having to backfill the space and the ongoing marginal rent increase 
for the new State tenant of $1.3 million in the first year and growing to $1.6 million in 
year twenty, totaling $17.6 million NPV over a twenty year period. Regardless of 
whether the State sells or keeps the building, if BOE were to move out the total cost to 
the State for new construction and operating expenses over a twenty year period was 
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estimated by DOF to be $318.8 million NPV, offset by $220.2 million NPV of rent for 
450 N Street and its multiple annex locations. 
 
However, there may be significant cost savings to the State if it can backfill the space 
with a State tenant(s) whose business needs are better met by moving to 450 N Street.  
Since 44.5% of all State tenants in Sacramento are in privately-owned properties, there 
should be opportunities to backfill the building at 450 N Street.  The precise cost savings 
are unknown at this time because possible tenants need to be identified, and their current 
leases, costs of moving, and other factors must be analyzed. 

Overall Recommendations 

  
It is clear that BOE needs a more suitable facility.  This is based on the employee growth 
rate and staffing levels necessary to support Legislatively-mandated programs.  BOE now 
utilizes three annex locations and will be adding a fourth in 2010.  BOE should initiate an 
analysis of the extent to which it could enhance efficiencies and better serve its mission 
by consolidating operations into one location.  If this analysis in conjunction with either 
Option One or Two shows a net benefit to the State relative to the costs incurred, it is 
recommended that BOE move out of 450 N Street permanently and into one location that 
consolidates its Headquarters operations.  BOE and DGS should work together to fully 
define BOE needs in a way that achieves efficiencies and plan accordingly to move BOE 
into such a facility.   
 
As to whether the building at 450 N Street should be sold (Option One) or backfilled with 
another State tenant(s) (Option Two), it is recommended that DGS be directed to 
determine what would to be the most cost-effective option for the State.  The State must 
make that determination only after considering the potential benefits from the sale of the 
building as compared with the potential benefits of meeting the needs of other possible 
State tenants.  This would require an analysis of possible State tenants’ current lease 
arrangements and other relevant data which was not available to make such an 
assessment as part of this study.   
 
With respect to the questions Legislators asked of BOE: 
 
� Given current and projected staffing levels and space needs, should BOE remain at 

450 N Street?   

 
o BOE should move its staff and operations from its current location at 450 N 

Street and annex locations as soon as suitable new space can be found if by 
doing so efficiencies to be gained by BOE and/or possibly other State tenants 
provide a net benefit to the State.  It is recognized that a move may take some 
time, given the size of the staff and the issues associated with moving 
approximately 3,000 staff and the important role BOE plays in California’s 
economy as a State agency.  Staff that is located in the three annex locations 
should be moved into the new site to consolidate for operating efficiency.  An 
example of such consolidation is the California Franchise Tax Board.  
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The State should incur the one-time cost of $23.8 million for moving BOE to 
its new location.  After offsetting the current rent expense incurred by BOE in 
its multiple locations, the marginal increase in annual rent will be $3.3 million 
in the first year and growing to $16.4 million in year twenty, totaling $98.6 
million NPV over twenty years for its suggested new space requirements. 

 
o BOE and DGS should engage in discussions regarding what would be the best 

location and facility format to ensure BOE’s operating effectiveness and 
efficiency. 

 
� Should the State continue its ownership of the 450 N Street building, or should it sell 

the building? 

 
o The State should direct DGS to study whether it is best to sell the building or 

backfill it with another State tenant(s).  The timing will need to be considered 
in relationship to how soon BOE could be relocated. 

 
o If the State sells the building, it should be able to pay off most if not all of the 

loan amounting to $90.80 million through the sale proceeds.  If the building is 
sold at its current estimated value of $92.25 million after remediation, and 
incurs what DGS estimates to be selling fees of $2.0 million, the State will 
have to absorb the difference in the loan payoff of $550,000.  

 
o If the State retains the building and backfills it with another State tenant(s), it 

must be in the best interests of the State to do so.  Data to make a definitive 
assessment was not made available.  However, DGS estimates the ongoing 
rent marginal cost increase for the new tenant is $1.3 million in the first year 
and growing to $1.6 million in year twenty to total $17.6 million NPV over 
twenty years.  The State will also incur one-time tenant improvement and 
moving costs of $39.5 million to relocate the new tenant. 
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CALIFORNIA STATE BOARD OF EQUALIZATION 
 
 

ANALYSIS OF THE BOARD OF EQUALIZATION 
HEADQUARTERS:  SUMMARY OF FINDINGS 

 
 
 
 
 
 
 

INTRODUCTION 
 
 
In February 2010, the California State Board of Equalization (BOE) retained University 
Enterprises, Inc. (UEI), who in turn contracted with two faculty from California State 
University, Sacramento and one from University of California, Irvine, to conduct an 
independent analysis to determine the net fiscal impact to the State of California from 
two possible alternatives: 
 

� BOE remains in the current building where its headquarters is located at 450 N 
Street, Sacramento, CA 95814 (hereafter Headquarters), or 

 
� BOE relocates its Headquarters into another facility. 

 
The goals of this study were to evaluate the costs and possible benefits if BOE were to 
relocate to another facility, and determine the best course of action for the State in regard 
to selling or backfilling the 450 N Street building.   
 
The BOE plays a major role in California, with its Mission being to serve the public 
through fair, effective, and efficient tax administration. Programs administered by the 
Board of Equalization produced $53.1 billion in revenue in 2007-08. The State’s portion 
of approximately $35 billion contributed about 32% of all State revenue for the fiscal 
year.   
 
The BOE supports California’s State and local governmental finance system by providing 
revenue for the State’s cities, counties, and special tax districts. BOE-administered 
programs yielded $9.6 billion for local governments from local and district sales and use 
taxes in 2007-08.  BOE-administered revenues support hundreds of State and local 
government programs and services, including schools and colleges, hospitals and health 
care services, criminal justice, correctional, and social welfare programs, law 
enforcement, consumer services, natural resource management, and transportation and 
housing programs. 
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According to studies of the 450 N Street building, its Headquarters building has 
experienced significant water intrusion and internal water leaks giving rise to water 
damage and actual or potential mold growth.  Highlights of these issues are presented in 
the Background.  These issues have resulted in the disruption to workflow as remediation 
is being performed and other factors that make consideration of relocation critically 
important.  According to BOE, its Headquarters space also is no longer adequate to meet 
current and future business needs.  BOE has had to relocate over 600 staff to annex 
locations in the greater Sacramento area.  BOE considers the use of three locations, with 
a fourth location starting in December 2010, to be inefficient and costly. 
 
This study was conducted by Dr. Sanjay B. Varshney and Dr. Dennis H. Tootelian of 
California State University, Sacramento. Additional consultation and review was 
provided by Dr. Kerry Vandell of University of California, Irvine.  Descriptions of their 
qualifications, and those of other experts used in this study are presented in Appendix A. 
 

Issues Addressed in the Study 

 
Specific issues addressed in this study include: 
 

� What are the costs associated with: 
 

o BOE’s relocation to another facility, including expenses to move and 
utilize space at that facility instead of the current Headquarters? 

o The State’s completing the remediation and either selling or leasing the 
building to another State tenant(s)?  

o BOE’s remaining in its current Headquarters after completing the 
remediation? 

 
� What is the value of the current Headquarters: 

 
o At times when remediation would be complete (i.e., January 2011)? 
o Are there possible adverse valuation impact factors associated with a 

facility that has experienced water intrusion and internal water leaks 
giving rise to water damage and actual or potential mold growth, even 
though the remediation has been completed? 

 
Based on these and other assessments, BOE requested that UEI answer the following 
questions based on the fiscal impact to the State: 
 

� Given current and projected staffing levels and space needs, should BOE remain 
at 450 N Street?   
 

� Should the State continue its ownership of the 450 N Street building, or should it 
sell the building? 
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Background of 450 N Street 

 
According to BOE documents, the building at 450 N Street has a history of water 
intrusion resulting from construction related deficiencies with windows and decks.  The 
building also has experienced water leaks from interior plumbing failures.  These events 
have caused damage to the building, and employee occupants have expressed health 
concerns about potential exposures to mold or other contaminants or hazardous 
substances in the building.   
 
Presented below is a sample of the construction-related problems and their timelines.  
This listing was obtained from documents provided by BOE and is not presented here as 
a complete history of problems with the Headquarters building. 
 

� 1991-1992: The Capitol Square Building (450 N Street) was under 
construction.  Dreyfuss Blackford (DBE) was the architect 
and Hensel Phelps (HP) was the general contractor. 

 
� 12/1/1992:  450 N Street was substantially completed. 

 
� 1994-1995:  During occupancy of building by BOE, CalPERS, HP, and  

DBE pursued efforts to resolve water intrusion problems. 
 

� 1998:   CalPERS retained Rosenberg McGinnis to conduct an 
investigation into possible causes of water intrusion from  
annual precipitation. 

 
� 6/1/1998:  CalPERS was unable to resolve water intrusion issues with  

HP or DBE. 
 

� 4/1999-2000:  Department of General Services (DGS) investigated leaks  
and negotiated repairs with HP and DBE. 
 

� 9/1/1999:  One spandrel panel fell from the 7th floor East. 
 

� 8/1/2001:  Glass breakage occurred on south side, between 7th and 8th  
floors. 

 
� Winter 2001-2002: BOE experienced water intrusion in the area below 23rd  

floor deck south and east. 
 

� 6/1/2004:  DGS/Environmental Safety Health and Operations Program  
(ESHOP) team directed to address indoor air quality (IAQ)  
issues.  ESHOP established air testing protocols for mold  
concerns/complaints. 
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� 1/1/2005:  One spandrel panel fell from south elevation between 7th  
and 8th floors. 
 

� 9/1/2005:  Spandrel panels cracked; shards of glass fell into garage  
deck.  Emergency pedestrian protection installed. 
 

� 5/1/2006:  DGS contracted with J. R. Roberts Construction Company  
to make repairs in three phases:  spandrel panel repair,  
vision panel repair, balcony deck repair. 
 

� 9/21/2007:  BOE facilities staff discovered wall discoloration; BPM  
ESHOP tape lifts and bulk samples positive for fungal 
growth. 
 

� 9/28/2007:  BOE staff relocated from 22nd and 23rd floors. 
 

� 10/8-9/2007:  BOE staff relocated from 24th floor reported to temporary  
work location. 
 

� 10/19/2007:  BOE reported stain in 1st floor mail room to DGS. 
 

� 2009:   9th floor flooded during flex hose repair done by DGS. 
 

� 10/2/09:  Suspected mold growth discovered on 3rd floor. 
 

� 10/12/09:  Storm caused additional water intrusion from the curtain  
    wall. 
 

� 10/09:   Additional visible mold growth (VMG) was found on 4th  
and 11th floors women’s restrooms’ ceiling and vestibule 
areas.  Wet ceiling tiles found on 10th and 11th floors due to  
a leaking channel.  Both LaCroix Davis (LCD) and  
Hygiene Tech (HTI) found additional, substantial VMG on  
1st floor that was not previously identified. 
 

� 12/2/09:  Mold growth found in three doorway areas of 1st floor. 
 

� 1/20/10:  23rd floor balcony doors leaked during storm in January.   
New leak in the curtain wall at the penthouse was found. 
 

� 2/10/10:  Rooms 18A and 18B were under containment due to water  
intrusion and staining due to adjacent Janitor Closet.  One  
interior column found with water staining and VMG. 
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METHODOLOGY FOR THE STUDY 
 
 
Financial and other statistics and projections reported in this study are Department of 

General Services (DGS) estimates as of June 2010, and based on current market 

conditions and the experience and expertise of its staff.  In addition, information and 

data were provided by BOE, DGS, and the Department of Finance (DOF) relative to 

the issues addressed.  The recommendations presented herein rely on the accuracy of 

the data provided by BOE, DGS, and DOF. 
 
This study consisted of several phases and involved the expertise individuals who 
conduct commercial property appraisals and undertake real estate transactions in the 
Sacramento marketplace. 
 
Initially, Seevers Jordan Ziegenmeyer (SJZ) was retained to conduct an independent 
appraisal of the Headquarters.  It was asked to appraise the building and provide a 
summary of the Sacramento marketplace.  This included a general description of the 
geographic area, a regional overview, a neighborhood overview, and an office market 
overview. 
 
Once SJZ completed its tasks, Grubb & Ellis reviewed and commented on the appraisal 
from the perspective of a commercial real estate company that is active in the Sacramento 
marketplace.  In addition, Grubb & Ellis provided its perspectives on possible adverse 
valuation impact factors for the building due to the water intrusion and internal water 
leaks giving rise to water damage and actual or potential mold growth issues that have 
become public, and other factors that may impact the ultimate market value of the 
property.  
 
Representatives of DGS and DOF reviewed a preliminary report and were asked to 
comment on both the methodology and data used in the study.  Several joint meetings 
were held with representatives of BOE, DGS, and DOF, and their comments and 
suggestions were then considered when making the recommendations. 
 
Based on all of this input, Drs. Varshney and Tootelian conducted an analysis relative to 
whether BOE should relocate and whether the State should retain or sell the building.  
They formulated options for the State to consider in terms of the future use of the 
building, and responses to the questions posed by BOE (see Introduction).  Their findings 
were reviewed by Dr. Vandell. 
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MATERIAL USED IN THE ANALYSES 
 
 
Presented below is a summary of selected material used to make the analyses and 
evaluate BOE options.   
 

Summary of Relevant Material Used in the Analyses     

449,138 Square footage of rental space BOE building.    

$57,893,463  
Total remediation and maintenance/repair cost, including $32,006,670 by 3/2/2010 
(sunk Cost) and $25,885,793 remaining. 

$4,500,000 
The amount DGS and DOF indicated the actual costs remaining for remediation, no 
including BOE’s costs. 

$1,480,000 The amount BOE estimated to be its costs for remediation . 

7 months 
The amount of time DGS estimates is remaining to complete remediation work on 450 
N Street. 

30 years DGS estimate of the extension of life of building with Stantec repairs. 

$90,763,037  
Total loan outstanding on 11/20/09, including $81,010,600 principal & $9,761,437 
accrued interest. 

$7,091,000 Estimated annual bond debt payment for 450 N Street. 

$19,000,000 One-time cost to move BOE out of 450 N Street. 

$3,800,000 One-time cost to consolidate staff from annex. 

$1,000,000 Reduced rent to BOE from Headquarters being vacant for one year if BOE vacates. 

$23.8 million Total one-time cost to move out of 450 N Street (sum of the three above figures). 

$3.00 /sf Estimated cost of rent in a new building for BOE. 

$18,300,000 Estimated rent for BOE with space for 3,000 employees with 4% annual escalation. 

$23,000,000 Tenant improvements for new tenant and one-time cost at 450 N Street. 

$16,500,000 One-time cost to move a new State tenant into 450 N Street. 

$39,500,000 Total new tenant one-time costs (sum of the two above figures). 

$10,500,000 Current rent to BOE for 450 N Street (includes annual bond debt payment) 

$4,500,000 Current rent for BOE annexed locations for (1% escalation per year). 

$15,000,000 Total current rent paid by BOE (sum of the two above figures). 

$2.00/sf Approximate cost for new tenant in its existing location. 

$11,000,000 Current rent paid by State tenants which would move into 450 N Street. 

$12,300,000  Annual operating costs of 450 N St. building including lease/rent & bond debt. 

 
According to DOF, the bond debt may change if the building is backfilled with another 
State tenant.  This depends on how the current loan is paid off and a new one taken out. 
The total cost of remediation and modernization and maintenance (hereafter, 
maintenance, renovation) to date and ongoing is more than $57.9 million.  DGS and DOF 
estimate the remaining remediation cost alone is approximately $4.5 million plus BOE’s 
costs of $1.48 million.  BOE, DGS, and DOF also agree that the remaining costs cited in 
the Stantec Infrastructure Report (Stantec) and the Elevator Modernization are repairs 
and system replacements that are normal maintenance and necessary to extend the 
building’s useful life and should not be considered as part of the remediation. 
 
As of November 11, 2009, the total outstanding Pooled Money Investment Board (PMIB) 
loan on the BOE building was $90.8 million, including accrued interest.  According to 
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BOE, the operating expenses for the BOE building average $12.3 million annually.  This 
includes costs for rent, utilities, other operating and maintenance expenses, and $7.091 
million in bond debt payment. 
 
DGS estimates that the costs to move BOE out of the building would be approximately 
$23.8 million and would require three to five years to effectuate.  This includes the costs 
of continued rent while a new tenant was located and consolidating staff from the annex 
locations.  The cost of relocating the replacement tenant and completing building tenant 
improvements are estimated to be approximately $39.5 million and will take one year. 
 
In order to distribute the costs over multiple years, BOE proposes moving out of its 
current Headquarters in six phases based on a multi-year effort to add space, build, etc., 
possibly over the course of as many as five fiscal years.  This would allow BOE 
employees currently assigned to the 450 N Street building to be moved; then the BOE 
employees currently assigned to annex locations would be moved into the new building.  
According to BOE, lease terms of the annex locations have been negotiated to allow for 
this longer term move.  The nature of the phases and their respective costs were 
developed by BOE and presented in its Budget Change Proposal (BCP) #2.  The specific 
costs in total and by phase will change based on the timing of such a move and the site(s) 
to which BOE would relocate. 
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 FINDINGS OF THE APPRAISALS 
 
 
A review of the Sacramento marketplace was conducted as part of the process of 
developing an appraisal of the BOE Headquarters.    This was important because it helped 
define what options there are with the utilization of the current BOE Headquarters and 
what opportunities there are to find or build suitable facilities for BOE in the future.  The 
findings of the analysis of the Sacramento marketplace are presented in Appendix B. 
 
As previously indicated, two firms were retained to address issues of the value of the 
BOE Headquarters. SJZ was charged with developing an appraisal of the fair market 
value of the property upon completion of remediation work.  SJZ did not address the 
possible adverse valuation impact factors for the building due to the water intrusion and 
internal water leaks giving rise to water damage and actual or potential mold growth and 
other issues. 
 
Grubb & Ellis, in its capacity of dealing with commercial real estate in the Sacramento 
marketplace, conducted a review of that appraisal relative to the Sacramento marketplace 
and provided an opinion as to possible adverse valuation impact factors relative to the 
market value of the Headquarters.  
 
As is the case with any building, numerous unknown possible situations could arise in the 
future that could not be taken into consideration for this study.   
 

Summary of Appraisal Report by Seevers Jordan Ziegenmeyer 

 
Presented below are edited summary excerpts of the appraisal report by SJZ.  The full 

report is available as a separate document and labeled Supplement A.  No material 

changes from the full report were made in this summary.  It is important to note that 

the SJZ study was conducted at a point in time, and that the numbers used in its 

analysis could change over time. 
 
SJZ prepared a Self-Contained Appraisal Report pertaining to the fee simple interest in 
the property located at 450 N Street, Sacramento, California. SJZ indicated its report is 
written in conformance with the requirements set forth under Standards Rule 2-2(a) of the 
Uniform Standards of Professional Appraisal Practice (USPAP). 
 
The subject property represents a high-rise Class A professional office building, located 
along the south line of N Street, east of 4th Street and west of 5th Street. The building 
contains approximately 449,138 square feet of rentable area and is situated within the 
confines of a single assessor’s parcel identified as 006-0193-030, which encompasses 
about 2.50 acres of land area. Additionally, there is a three-story parking structure on the 
south side of the property with 711 spaces. The building is 100% owner-occupied by the 
California State Board of Equalization. 
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Over the past several years, the building has had issues with window system leaks, deck 
leaks, and burst-pipe floods, all of which lead to mold growth in affected parts of the 
building. Additionally, the building is in need of maintenance, repair and renovation in 
order to comply with current building codes. The remediation/renovation project is 
underway and is expected to be completed by February 2011, with elevator repair to be 
completed by April 2012. 
 
SJZ estimated the prospective market value of the subject property upon completion of 
remediation and required maintenance and developed an opinion of market value for the 
subject as of the date of inspection in March 2010.  

Methodology Synopsis 

 
SJZ began the valuation by employing two of the three traditional approaches to value, 
the sales comparison and income capitalization approaches, to estimate the prospective 
market value of the subject property upon completion of remediation/renovation. The 
third approach, the cost approach, was not considered reliable to produce a credible 
estimate of value. Market participants (e.g., buyers, sellers, brokers) put little, if any, 
reliance on the cost approach when assessing properties that are not of new or proposed 
construction. They typically rely more heavily on the sales comparison and income 
capitalization approaches. Due to the significant and ongoing contraction in the market, 
many improved properties are selling for less than replacement cost in the current market 
environment.  
 
Sales Comparison Approach.  Using the sales comparison approach, the prospective 
market value of the subject property upon completion of remediation/renovation was 
estimated by a comparison to similar properties that have recently sold, are listed for sale, 
or are under contract. The underlying premise of the sales comparison approach is the 
market value of a property is directly related to the price of comparable, competitive 
properties in the marketplace. 
 
This approach is based on the economic principle of substitution. According to The 
Appraisal of Real Estate, 13th Edition (Chicago: Appraisal Institute, 2008), “The principle 

of substitution holds that the value of property tends to be set by the price that would be 

paid to acquire a substitute property of similar utility and desirability within a 

reasonable amount of time. The principle implies that the reliability of the sales 

comparison approach is diminished if substitute properties are not available in the 

market.” 
 
The proper application of this approach requires obtaining sale data for comparison with 
the subject property. In order to assemble the comparable sales, SJZ searched public 
records and other data sources for leads, and then confirmed the raw data obtained with 
parties directly related to the transactions (i.e., primarily brokers, buyers and sellers). 
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Building 
Sale 
Date Sale Price 

Rentable 
S.F. Price / S.F. 

Yr. 
Built 

      

980 9th Street & 1010 8th Street Dec-09 $97,000,000 454,914 $213.23 1992 

915 L Street Dec-09 $40,000,000 163,425 $244.76 1988 

2450 Venture Oaks Way Nov-08 $20,600,000 101,500 $202.96 1988 

9838 Old Placerville Road Sep-08 $27,000,000 139,500 $193.55 1986 

801 K Street Dec-07 $87,500,000 336,104 $260.34 1989 

Average  $54,420,000 239,089 $222.97 1989 

      

BOE at 450 N Street n/a $92,250,000 449,138 $205.39 1991 

 
In order to estimate the prospective market value of the subject property upon completion 
of remediation/renovation, the comparable transactions are adjusted to the subject with 
regard to categories that affect value. If a comparable has an attribute that is considered 
superior to that of the subject, it is adjusted downward to negate the effect the item has on 
the price of the comparable. The opposite is true of categories considered inferior to the 
subject. To isolate and quantify the adjustments on the comparable sales data, it is 
considered appropriate to use percent adjustments. At a minimum, the appraiser considers 
adjustments for the following items: 
 

� Property rights conveyed 
� Financing terms 
� Conditions of sale (motivation) 
� Expenditures after sale 
� Market conditions 
� Physical features 

 
The market data set involves five sales of office properties throughout the region that are 
deemed reasonable indicators of prospective market value for the subject property. Prior 
to adjusting for differences between the comparables and the subject property, the data 
set reflects an unadjusted range of $193.55 to $260.34 per square foot of rentable 
building area. Adjustments were required to most of the sales for differing characteristics, 
and the application of adjustments resulted in a narrowing in the range of data. 
 
In analyzing the data set, no individual sale is considered to give the best indication of 
market value.  Based on the indication of the data set, and after the application of 
adjustments, a market value estimate of $205 per square foot is concluded. Applying this 
unit indicator to the subject’s rentable area results in the following estimate of 
prospective market value upon completion of remediation/renovation: 
 

450 N Street:  449,138 square feet x $205 per square foot = $92,073,290 
 
Income Capitalization Approach.  For income-producing real estate, the future earning 
power of the property is widely regarded as the single most critical element affecting its 
value. Hence, the income capitalization approach is often deemed the most meaningful 
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indication of value. SJZ applied the direct capitalization method of the income 
capitalization approach. 
 
Direct capitalization converts an estimate of a single year’s net operating income into an 
indication of value in one direct step. This step is accomplished either by dividing the 
income estimate by the relevant income rate (i.e., an overall capitalization rate), or by 
multiplying the income estimate by a proper factor (e.g., a gross, effective gross or net 
income multiplier). In the subject’s market area, buyers and sellers of properties like the 
subject typically handle direct capitalization by using an overall rate as opposed to a 
multiplier. Therefore, this method of direct capitalization was employed in this analysis. 
 
The components of the direct capitalization method are tabulated as follows: 
 

� Potential Gross Income 
� Vacancy and Collection Loss 
� Operating Expenses 
� Overall Capitalization Rate 

 
The survey of comparable office properties indicates an unadjusted rental rate range of 
$1.90 to $2.70 per square foot per month. Factors considered when adjusting the 
comparables consist of lease type, lease conditions, market conditions, location, 
visibility/accessibility, rentable area, overall quality and effective age/condition. In 
equating the comparables to the subject, all are considered reasonable indicators of 
market rent.  
 
After comparing the market data to the subject property, and considering the differing 
property characteristics, the indicated market rent is greater than $2.10 per square foot 
per month but less than $2.34 per square foot per month. Based on a survey of brokers in 
the area, rental rates have continued to decline over the past year. Additionally, most 
brokers are noting that concessions are increasing as demand tightens and the market 
continues to contract.  
 
The general consensus is that most recently signed leases include some concessions, 
whether it is a free rent period, a tenant improvement allowance, or a combination of 
both. Thus, while the adjusted rental range is $2.10 to $2.34 per square foot per month, 
the effective rental range is somewhat lower when considering concessions. An effective 
rental rate of $2.15 per square foot per month is concluded for the subject property.  
 
To provide an estimate of market value for the subject property via the direct 
capitalization method of the income capitalization approach, an overall rate must be 
derived. The overall capitalization rate is the ratio between the net operating income as of 
the date of value and a property’s cash equivalent sales price. The overall rate is a 
reflection of the present value of anticipated future benefits. As with the sales comparison 
approach, this method also relies upon the similarity between comparable sales and the 
subject property. 
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In SJZ’s derivation of the appropriate capitalization rate, three sources were considered: 
1) market sales, 2) a band of investment analysis and 3) national surveys. In the Sales 

Comparison Approach, SJZ analyzed five sales of office properties.  It was only able to 
confirm capitalization rate information for two of the transactions. To supplement the 
data set, SJZ compiled capitalization rate information for two other office properties in 
the region that were leased at the time of sale. This information is presented below. 
 

Market Sales.  One method of determining an overall capitalization rate is to 
build a rate based on current financing requirements through band of investment. 
Since most income-producing properties are purchased with debt and equity 
capital, the overall capitalization rate must satisfy the market return requirements 
of both investment positions. Lenders must anticipate receiving a competitive 
interest rate commensurate with the perceived risk of the investment or they will 
not make funds available.  Similarly, equity investors must anticipate receiving a 
competitive equity cash return commensurate with the perceived risk, or they will 
invest their funds elsewhere. 
 

Building 
Sale 
Date Sale Price 

Rentable 
S.F. Cap. Rate 

     

9800 Goethe Road Dec-09 $15,085,000 110,500 8.90% 

2450 Venture Oaks Way Nov-08 $20,600,000 101,500 7.75% 

9838 Old Placerville Road Sep-08 $27,000,000 139,500 7.75% 

100 Howe Avenue Jul-08 $23,850,000 129,846 7.20% 

 
Band of Investment.  Based on a database compiled for commercial properties 
throughout the region, financing parameters from recent loans generally indicate 
loan-to-value ratios between 65% to 75%, beginning interest rates from 6.00% to 
7.50%, and amortization periods from twenty to forty years with a tendency 
towards twenty-five to thirty years.  In the analysis of the subject property, a loan-
to-value ratio of 65%, a mortgage interest rate of 6.75%, and a loan amortization 
period of 25 years, is concluded. 
 
Based on the financing and equity conclusions cited above, the band of 
investment analysis is presented in the following table. This analysis indicates a 
reasonable range of overall capitalization rates for the subject property. 
 

Mortgage Interest Rate:                  6.75% 
Amortization Period (Years):                    25 
Loan-to-Value Ratio:           65% 
Mortgage Constant:                    0.08291 
Equity Dividend Rate:     8.00% to 9.00% 
 
                                          Minimum:   Maximum: 
Mortgage Requirement: 65% x 0.08291 = 5.39%   65% x 0.08291 = 5.39% 
Equity Requirement: 35% x 0.08000 = 2.80%   35% x 0.09000 = 3.15% 
                                       100%                     8.19%              100%                      8.54% 
 
Indicated Overall Cap Rate: (Min.) 8.19% (Max.) 8.54% 
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National Surveys.  An overall rate also can be determined by employing surveys 
of investors, such as the Korpacz Real Estate Investor Survey, published by 
PricewaterhouseCoopers. The capitalization rates for a variety of investment 
properties are summarized in the following table.  
 

Property Type Low High Average 

    

Regional Mall 5.00% 11.00% 7.98% 

Power Center  7.50% 10.00% 8.63% 

Strip Shopping Center  7.50% 11.00% 8.41% 

CBD Office  5.00% 11.00% 8.11% 

Suburban Office  7.00% 12.00% 8.72% 

Flex / R&D  7.00% 11.50% 8.77% 

Warehouse 6.50% 12.00% 8.46% 

Apartment  5.75% 10.00% 7.84% 

Net Lease 7.00% 10.00% 8.90% 

 
The subject property is identified as a Central Business District (CBD) office type 
investment property. The survey for this property type supports an overall 
capitalization rate in the range of 5.00% to 11.00%, with an average of 8.11%. 
Limited emphasis is placed on the analysis of the survey since the figures reported 
represent national averages. 

 
The following summarizes the capitalization rates derived via the various sources: 
 

� Comparable Sales:       7.20% to   8.90% 
� Band of Investment:                  8.19% to   8.54% 
� National Survey (Korpacz):        5.00% to 11.00% 

Range 

The following table summarizes SJZ’s opinion of the strengths and weaknesses of the 
Headquarters building and its competitive position in the local market area. 
Risk Factor Effect on Overall Rate 

� Location:           ↓ 
� General Market Conditions:     ↑↑ 
� Competitive Market Position:    ↔ 
� Contract Income Characteristics:     ↓ 
� Age / Condition of Improvements:   ↔ 
� Mid- to Long-term Upside Potential:       ↓ 
� Overall Impact on Applicable Overall Rate:    ↓ 

 
Considering the attributes of the subject property and the current state of the local 
economy, a capitalization rate of 8.00% was estimated for the subject property. 
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Overall Findings 

 
As a result of SJZ’s analysis, its opinion of the value for the property, in accordance with 
the definitions, certifications, assumptions and limiting conditions set forth in the 
attached document, are shown below.   
 
Summary of Market Value.  The estimates of value are without regard to possible 
adverse valuation impact factors, if any. Additionally, the value estimates take into 
consideration the fact that the subject is operating at stabilized occupancy. 
 

� Prospective Market Value Upon Completion of 
Remediation/Maintenance April 1, 2012:    $92,250,000 

 
Remediation and Maintenance Cost Offsets.  The analysis considered the subject 
property in its prospective condition upon completion of remediation and required 
maintenance, which is underway and is expected to be completed by February 2011, 
except for the elevator repair. According to the figures reported by the BOE at the time of 
the appraisal, the costs incurred thus far for water damage and remediation, exterior 
curtain wall maintenance, and interior tenant improvements (i.e., carpet and paint) are 
$32,006,670. The remaining water damage and remediation costs and additional costs 
associated with building maintenance, repair and renovation are projected to be 
$25,885,793.    
 
As previously indicated and not part of the SJZ report, DGS estimates that its remaining 
remediation costs are approximately $4.5 million.  BOE estimates its remaining costs of 
remediation to be $1.48 million.   
 
The following table details the expended and projected remediation and maintenance 
costs by category, as reported by the BOE: 

 
Expended Costs 
DGS Remediation to Date:   $10,500,000 
BOE Remediation FY 2007-2009:      5,762,512 
Curtain Wall Project:      15,500,000 
Carpet and Paint:           244,158 
Total Costs to Date:    $32,006,670 
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Projected Remaining Costs 
DGS Remediation Costs:     $7,269,570 
BOE Remediation Costs FY 2009-2011:     3,754,700 
Carpet and Paint Remediation:      2,532,023 
Stantec Repairs Hard Costs:       7,829,500 
Stantec Repairs Estimated Soft Costs:     2,200,000 
Elevator Modernization:       2,100,000 
Elevator Infrastructure:          200,000 
Total Remaining Costs:   $25,885,793 
 

Although not part of the SJZ report, BOE, DGS, and DOF agree that remediation costs 
represent new costs to the State.  Maintenance costs that modernize the building are to be 
expected and are extraneous to this analysis. 
 
However, any significant variations from the cost projections could have an impact on the 
values concluded in SJZ’s report. If, at some future date, the actual remediation or 
maintenance costs are reported to be different from the projected costs utilized in the 
analysis, this could affect SJZ’s value opinion(s). 
 
The subject property is operating at stabilized occupancy; thus, deductions for lease-up 
costs were not applied. However, if the BOE vacated the building and the subject 
property was marketed without a tenant in place, this would result in a reduction in value 
in order to account for lease-up costs (i.e., rent loss, concessions, tenant improvements, 
commissions, and entrepreneurial incentive). 
 

Comments Regarding Possible Adverse Valuation Impact 
Factors by Grubb & Ellis 

 
The current slump in the real estate market makes it difficult to predict how commercial 
real estate property values will change.  Accordingly, comments were solicited from 
Grubb & Ellis relative to the desirability of the current BOE Headquarters and the 
appraised value established by SJZ.  In addition, Grubb & Ellis provided an opinion as to 
possible adverse valuation impact factors due to the water intrusion and internal water 
leaks giving rise to water damage and actual or potential mold growth problems 
associated with the Headquarters building. 
 
It is recognized that any estimate of possible adverse valuation impact factors relative to 
the value of a building will be subjective in nature.  As is the case in nearly all real estate 
matters, “value” is dependent on the individual piece of property and market conditions at 
a particular point in time.  The ultimate value is what someone is willing to pay.  
Accordingly possible adverse valuation impact factors may be more or less significant 
depending on a prospective buyer(s) or tenant(s) concern about the history of the building 
relative to water intrusion and internal water leaks and the steps taken to remediate these 
issues.   
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The concept of possible adverse valuation impact factors associated with the building 
following mold remediation was discussed at length among Grubb & Ellis staff. The 
general consensus was that possible adverse valuation impact factors would be minimal 
and have little or no impact on a sales price of the subject property, provided that 
remediation is complete prior to sale.   
 
The rationale for this opinion is that there is some offsetting value to having newer 
systems installed as part of the remediation that would improve efficiencies and thereby 
increase the life span of the building.   
 
Based on the comments above, it appears that possible adverse valuation impact factors 
should be expected to be minimal to non-existent.  Assuming that the remediation 
resolves the water intrusion and internal water leaks that gave rise to water damage and 
actual or potential mold growth, whatever possible adverse valuation impact factors there 
may be, if any, will probably have a minimal impact on the value of the building.   
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VALUE ANALYSIS AND POSSIBLE OPTIONS FOR 
CONSIDERATION 

 
This section presents considerations relative to the appraised value of the Headquarters, 
consideration of the suitability of the Headquarters for BOE, and provides selected 
options for the State as they pertain to the future of the Headquarters.  
 

Computation of Adjusted Appraised Value 

 
According to SJZ, the market value appraised for the Headquarters building is $92.25 
million with the understanding that approximately $4.5 million in remediation work will 
be incurred in the next several months.   
 
Based on the comments from Grubb & Ellis, DGS, and DOF, there do not appear to be 
significant adverse valuation impact factors value due to the water intrusion and internal 
water leaks that gave rise to water damage and actual or potential mold growth.  It is 
believed that the ongoing remediation and maintenance will resolve most concerns 
associated with the building’s history.    
 
Furthermore, it is believed that other possible devaluation factors with regard to the 
Headquarters building would be insignificant.   Once renovated, and with the remediation 
complete, the benefits of a remodeled structure would likely offset other factors that 
might reduce the value of the building. 
 

Suitability of 450 N Street to Meet BOE’s Business Needs 

 
In reviewing the documents supplied by BOE, and in discussions with both DGS and 
DOF, consideration was given to whether the Headquarters currently and in the future 
will meet BOE’s business needs. As a major revenue-producer for the State, it is 
important that BOE operate as effectively and efficiently as possible. 
 
According to the BOE Budget Change Proposal, the 450 N Street building was built to 
hold a maximum of 2,200 employees.  To address overcrowding issues, BOE 
permanently relocated 49 employees and over one million taxpayer records to a location 
in West Sacramento and temporarily relocated approximately 206 Legal Department 
employees to the Franchise Tax Board.  In addition, BOE plans to move the 206 Legal 
Department employees and approximately 427 additional employees to permanent 
quarters once appropriate approvals are provided and an appropriate site is obtained. 
 
As shown below, the occupancy of the BOE as of 2007 was 2,500 staff, and BOE 
estimates that the staff will grow to 2,708 through June 30, 2011.   Furthermore, based on 
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data from the last ten years, BOE estimates that its staff will grow by approximately 96 
positions each year for the next five years due to its business needs in meeting State 
mandates.   
 

Estimated Headquarter Position Growth 
(Prepared September 2008, Source:  BOE) 

 
      Estimated Space Needs through 6/30/2011 

Headquarters Occupancy estimate as of 6/27/2007*       2,500≈ 
New Headquarters Positions from the 2007/08 Budget 21 

New Headquarters Positions from the 2008/09 Budget 125 

Estimated new HQ Positions from 2009/10 BCPs  94 

TOTAL estimated Headquarter Occupancy as of 6/30/2011** 2,708≈ 

Recommended Headquarter Occupancy*** 1,900 to 2,200 

Estimated Number of Headquarter Employees to relocate 508 to 808≈ 

 
      Estimated Space Needs through 6/30/2016 

Estimated Headquarter Positions in 6/30/2011****                2,650≈ 

Estimated Growth 6/30/2011 through 6/30/2016 
(Based on 5 and 10 year growth trends) 

   
       175 to 350≈ 

Estimated population as of 6/30/2016  2,883 to 3,058≈ 
       *Represents the number of positions assigned to the Headquarters building. 
       **Includes contractors, retired annuitants, student interns and permanent intermittent staff. 
       ***Source- 1997 Space Optimization Study conducted by Dreyfuss & Blackford Architects. 
       **** Does not include contractors, retired annuitants, student interns and permanent intermittent staff. 

 
BOE has had to house some of its employees in annex locations.  As previously 
indicated, there are three such locations currently, with a fourth being planned for 
occupancy in December 2010.   
 
According to BOE, Legislative mandates have resulted in a need to increase staffing over 
the years.  A sample of BCPs for staffing increases arising from legislatively-mandated 
programs since 2006 is presented below.  This clearly indicates that there is a need for 
space to be able to respond to the programs given to it for administration. 
 

Year and Program No. of Staff 

  

2006-07  

BCP# 2c AG Inspection Tax Leads                     16.0  

BCP# 2d  Enforcement  of Tobacco Products from O/S Sellers                     20.0  

BCP# 2e Retail Licensing Enforcement                     14.5  

BCP# 4 IFTA / NAFTA Interim Program                     11.5  

U.S. Custom Program                       4.0  

Total                     66.0  
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Year and Program No. of Staff 

  

2007-08  

BCP #2 U. S. Customs Program Augmentation                     12.5  

BCP #4 Alcoholic Beverage Tax Program Workload                       2.0  

BCP #6 E-Waste Recycling Fee Workload Adj. Continuation                       6.0  

BCP #7 IFTA Workload Growth                     11.0  

BCP #8 Underground Storage Main. Fee Workload Increase                       7.5  

BCP #10 Fuel Tax Compliance Projects                       2.0  

BCP #11 MVF Audit Staff Augmentation                       5.0  

BCP #12 AB 1803 Expand Workload Environmental Fee                       4.0  

BCP #13 E-Filing Infrastructure Project                       3.0  

Total                     53.0  

  

2008-09  

2008-09 BCP #1 E-Services                        8.0  

2008-09 BCP #2 Tax Gap                    252.0  

2008-09 BCP#3 Statewide Compliance                    148.0  

2008-09 BCP #4 Cig. & Tob. Prod. Tax Recovery                     33.3  

2008-09 BCP #5 Ag. Insp. Tax Leads                     16.0  

Total                   457.3  

  

2009-10  

BCP 1 Facilities -  HQ                       6.0  

BCP 2 Emergency Telephone Surcharge                       5.0  

BCP 3 Offer in Compromise                        2.0  

BCP 5 Refund Litigation                       3.0  

BCP 6 Admin. Appeals                     10.0  

BCP 7 Cig & Tobacco Licensing & Tax                       3.0  

BCP 9 Out-of-State Auditors                     23.0  

BCP 11 Natural Gas                       2.0  

09-10 FL# 1 Special Taxing Jurisdictions                     11.0  

ABx4 18 Non-Registered Taxpayers                   123.5  

Total                   188.5  

  

Total                   764.8  

 
BOE has outgrown the 450 N Street facility, evidenced by its employee growth rate and 
staffing levels needed to support Legislatively-mandated programs. BOE now utilizes 
three different annex locations, and a fourth location will be added in December 2010.  
Operating from multiple sites creates many sources of inefficiencies that ultimately cost 
the State and thereby affects its net revenue stream.  According to BOE, the following are 
some examples of the effects of having annex locations: 
 

� BOE mail is received by the Mail Services Unit (MSU) and is distributed by MIC 
code. Once mail arrives at the destination, it is opened by the respective unit. 
When checks are found in the mail of annexed BOE locations, special procedures 
and safeguards must be implemented. The checks must be sent back to BOE 
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Headquarters to the Cashier Section via a special courier, which delays deposits 
for one to three days.  BOE Units receive approximately $7.4 million each month 

� The delivery time of mail has increased as well as that for picking up the mail. 
� Staff from the annexed locations is required to attend meetings at 450 N Street, 

thus losing productive time for traveling.  
 

Estimated Costs of BOE Relocation 

 
DOF and DGS estimate that the rent for BOE in a newly constructed building of 
approximately 750,000 square feet will be $18.3 million, and will escalate 4% per year 
for twenty years.  BOE currently incurs $10.5 million in rent at Headquarters and $4.5 
million in its annex locations, both of which are estimated to escalate by 1% over twenty 
years.   
 
Accordingly, DOF and DGS estimate that the marginal rent increase for BOE if it were to 
move out into a new headquarters building would be $3.3 million in the first year.  DOF 
prepared the estimated ongoing rent marginal increase over a twenty year period as 
shown in Appendix C. 
 
DOF, DGS, and BOE also agree that 5% is a reasonable discount factor that should be 
applied to the marginal rent increases over the twenty years to estimate the net present 
value (NPV) of the total fiscal impact to the State.  Upon discounting the marginal rent 
increases, the total cost is approximately $98.6 million NPV over twenty years.  This is 
the net cost to the State from the marginal change in rent after considering the total cost 
of new construction for BOE and the resulting annual lease payments by BOE over 
twenty years, and the savings from not having to incur lease payments at the annex 
locations and at 450 N Street for twenty years. This cost does not include the $550,000 
the State would have to absorb as a result of the difference between the sale of the 
building and paying off the PMIB loan. 
   
Similarly, DOF and DGS estimate that the marginal increase in rent for a new tenant if it 
were to relocate into 450 N Street to backfill would be $1.3 million in the first year.  
Taking the NPV of this marginal rent increase over twenty years using 5% as a discount 
factor, the approximate total cost to the State is $17.6 million.   
 

Possible Scenarios and Options 

 
Given the conditions in the Sacramento marketplace, the appraisal of the Headquarters, 
and consideration of the possible adverse valuation impact factors, three options were 
developed for the State’s consideration.   
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Option One:  Move BOE Out Permanently / Sell 

 
Move all BOE staff into a new location on a permanent basis and sell the building to a 
private company.  This option would transfer ownership from the State to a new investor.  
It also will allow BOE to move its operations and staff into a new site that better meets its 
business needs and eliminate inefficiencies of supporting multiple annex locations.  There 
will be no further obligation or liability for the State with either ownership or occupancy 
of this building. BOE and DGS provided the following estimates: 
 
Total one-time cost:      $24.35 million   
   One-time costs to move:    $23.80 million 
   Estimated gross selling price:  $92.25 million 
   Cost to sell the building:  $  2.00 million 
   Estimate net sell:    $90.25 million 
   Estimated loan pay off:  $90.80 million 
   Estimated difference:  $550,000 
 
Ongoing rent increase: $98.6 million NPV over twenty 

years, starting at $3.3 million in year 
one and growing to $16.4 million in 
year twenty 

 

Pros/Advantages: 
 

� There is a potential opportunity to have new building systems that will be more 
energy efficient, which would lower BOE’s long-term operating costs. 

� There would be cost avoidance (unspecified) arising from BOE staff not having to 
make additional moves or operating out of multiple locations. 

� There would be cost avoidance (unspecified) by eliminating costs to support three 
or four annex locations and solving BOE’s space needs to conduct its business for 
the State. 

� BOE staff would have only one move and not be faced with additional moves to 
accommodate building repairs, all of which would increase efficiencies and save 
costs. 

� BOE Headquarters staff would be located on one campus instead of four or more, 
thereby increasing efficiencies of revenue generating operations.  

� BOE would be better able to expand for new legislative tax programs without 
undue delay.  

� This would eliminate BOE employee psychological concerns given the building’s 
history. 

� The sale would relieve the State of the possible liability of dealing with future 
issues in this building, and the potential costs of future remediation and 
preventative maintenance. 

� The State may not have to fund the estimated $10 million in deferred maintenance 
repairs (Stantec).   
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Cons/Challenges:  

 
� DGS and BOE will have to identify and locate a new facility of a suitable size and 

at a reasonable rate for long-term occupancy that meets BOE’s business needs. 
� Costs associated with BOE staff moving to a new facility would be $23.8 million. 
� Considering the total cost of new construction and current rent offsets, BOE 

would need to incur marginal increased rent due to increased space of $98.6 
million NPV over twenty years.  This reflects the projected total cost of new 
construction and operating expenses over a twenty year period using figures 
provided by DOF to calculate a $318.8 million NPV, offset by $220.2 million 
NPV of rent for 450 N Street and its multiple annex locations. 

� There could be some disruption to work flow involved with a move. 
� Finding a buyer in a depressed market could present a challenge. 
� If the net sales price of the building is less than the loan payoff amount, the State 

would have to absorb the difference, estimated at $550,000. 
� There are existing loan and accrued interest considerations. 

Option Two:  Move BOE Out Permanently / Backfill Space  

 
Move all BOE staff into a new location on a permanent basis and backfill the empty 
building with another State tenant(s) that is looking to find more suitable space (e.g., 
consolidate from multiple locations where it is currently renting space from the private 
sector, downsize).  This option will keep the ownership of the building with the State, but 
will allow BOE to move its staff and operations to a new site and location that better 
meets its business needs. The State would need to identify a new tenant whose business 
needs would be met with the 450 N Street building. 
 
According to DGS, it would not be difficult to backfill a State tenant(s) into 450 N Street.  
It reports that of the 18.4 million square feet of space used by State government tenants in 
Sacramento, 8.2 million (44.6%) is in privately-owned properties.  Therefore, moving 
State tenants from privately-owned properties to State-owned properties could be 
accomplished over some reasonable time period. 
 
BOE and DGS provided the following estimates: 
 
Total one-time costs to the State:   $63.3 million 
 
Ongoing rent increase:    $17.6 million NPV over twenty years, starting at  
     $1.3 million in year one and growing to $1.6 

 million in year twenty 
 
Pros/Advantages: 

 
� There is a potential opportunity to have new building systems that will be more 

energy efficient, which would lower BOE’s long-term operating costs. 
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� There would be cost avoidance (unspecified) arising from BOE staff not having to 
make additional moves or operating out of multiple locations. 

� There would be cost avoidance (unspecified) by eliminating costs to support three 
or four annex locations and solving BOE’s space needs to conduct its business for 
the State. 

� BOE staff would have only one move and not be faced with additional moves to 
accommodate building repairs, all of which would increase efficiencies and save 
costs. 

� BOE Headquarters staff would be located on one campus instead of four or more, 
thereby increasing efficiencies of revenue generating operations.  

� BOE would be better able to expand for new legislative tax programs without 
undue delay.  

� This would eliminate BOE employee psychological concerns given the building’s 
history. 

� Another State tenant(s) which needs more suitable space (e.g., consolidate from 
multiple locations, downsize) could move into this building once the remediation 
and maintenance are completed.  This may allow the State to consolidate several 
agencies into one State-owned building from privately leased buildings, which 
might lower long-term leasing costs.  This could also provide cost savings 
(unspecified) due to greater efficiency or reduced rent for those agencies, and 
address the State’s need to backfill tenants.  

� Maintenance and the new tenant improvements could be conducted in tandem in 
an unoccupied building which could help control overall costs. 

� Tenant improvements and completion of deferred maintenance would prolong the 
life of the building up to 30 years.  

 
Cons/Challenges:  

 
� DGS and BOE will have to identify and locate a new facility of a suitable size and 

at a reasonable rate for long-term occupancy that meets the BOE business needs. 
� Costs associated with BOE staff moving to a new facility would be $23.8 million. 
� Considering the total cost of new construction and current rent offsets, BOE 

would need to incur marginal increased rent due to increased space of $98.6 
million NPV over twenty years.  This reflects the projected total cost of new 
construction and operating expenses over a twenty year period using figures 
provided by DOF to calculate a $318.8 million NPV, offset by $220.2 million 
NPV of rent for 450 N Street and its multiple annex locations. 

� BOE would need to incur marginal increased rent due to increased space ($98.6 
million NPV over twenty years). 

� There could be some disruption to work flow involved with moves. 
� The building will have to be modified for a new tenant(s), tenant improvements, 

completion of deferred maintenance, and the one-time moving costs for the new 
tenant will be incurred ($39.5 million total). 

� The State would have to identify and analyze the remaining terms and other lease 
implications of the State agencies that need more suitable space (e.g., consolidate 
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locations, downsize), and coordinate accordingly.  The marginal increased rent for 
the new tenant is estimated by DGS to be $17.6 million NPV over twenty years. 

Option Three:  Status Quo   

 
BOE continues to occupy 450 N Street and maintains a decentralized operation including 
its annex locations.   
 
BOE and DGS provided the following estimates: 
 
One-time costs of deferred maintenance to the State:   $10.0 million 
 
Ongoing bond debt service increase:    $1.0 million per year 
 
Pros/Advantages: 

 
� There would be no need to identify a new location for BOE. 
� There would be cost avoidance from not relocating to new building ($23.8 

million). 
� There would be cost avoidance from rent increases at a new site ($98.6 million 

NPV over twenty years). 
� There would be cost avoidance from not having to perform tenant improvements 

and move a new tenant(s) to 450 N St. ($39.5 million). 
� There would be cost avoidance from not having to incur new tenant increased rent 

($17.6 million NPV over twenty years). 
 
Cons/Challenges:  

 
� The 450 N Street building does not meet BOE’s business needs.  BOE requires 

space for 3,000 employees and 450 N Street holds a maximum of 2,200 
employees.1 

� BOE will continue to incur losses of efficiencies coupled with added costs by 
operating in four or more decentralized locations and annexes. 

� BOE will be constrained in its ability to expand program operations in response to 
legislative mandates.  New revenue proposals cannot be addressed quickly with 
staff resources at the current space at Headquarters, and annexes already are 
operating at maximum staffing levels.  It takes upwards of 12 months for a site 
search and relocation/location of staff when the need for additional physical space 
is identified.  

� The State would still have to fund the estimated $10.0 million in deferred 
maintenance repair.  These repairs may require additional moves of BOE staff, 
which will result in disruption to work flow and potential lost revenues to the 
State. 

                                                 
1 The employee count does not include staff such as contractors, retired annuitants, student interns, student assistants 

and permanent intermittents. 
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� The State would have to issue new bonds to pay off the PMIB loan.  A new bond 
issue to pay off the outstanding PMIB loan is likely to increase ongoing rent for 
BOE and the cost to the State.  The precise amounts and terms are unknown at 
this time.   

Cost Summary of Options 

 
Presented below is a summary of the one-time and ongoing known marginal increase in 
costs of each option. Following that is a more detailed list of costs and savings outlined 
for each option.  
 

Costs 

Option 1: 
Move BOE out /Sell* 

Option 2:  
Move BOE out/Backfill* 

Option 3: 
Status Quo 

One-time Total Cost $24,350,000  $63,300,000  $10,000,000  

Ongoing Total Cost  $98,600,000 NPV $116,200,000 NPV $1,000,000**  

*Using figures provided by DOF, the total cost of new construction and operating expenses over a twenty 
year period was calculated to be $318.8 million NPV, offset by $220.2 million NPV of rent for 450 N 
Street and its multiple annex locations. 
** A new bond issue to pay off the outstanding PMIB loan is likely to increase ongoing rent for BOE and 
the cost to the State.  The precise amounts and terms are unknown at this time. 
 
 

OPTION ONE:  MOVE BOE OUT PERMANENTLY / SELL  
  

One-Time Costs  

Difference between sale receipts and loan payoff $550,000 

One-time cost to move BOE $23,800,000 

Total $24,350,000 

  

Ongoing Costs  

Marginal increased rent for new facility for BOE over 20 years $98,600,000 NPV 

Total cost of new construction and operating expenses over 20 years $318,800,000 NPV 

Offset to total cost of new construction and operating expenses over 20 years $220,200,000 NPV 

  

Unknown Costs  

Lost BOE productivity during move Unknown dollars 

  

Financial Benefits  

Future possible costs for building remediation Unknown dollars 

Future possible costs for building repairs and maintenance Unknown dollars 

Increased efficiency by centralizing to one location Unknown dollars 

Reduced costs by centralizing to one location Unknown dollars 

Savings in repairs and maintenance for additional locations Unknown dollars 
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OPTION TWO:  MOVE BOE OUT PERMANENTLY / BACKFILL  

  

One-Time Costs  

    One-time cost to move BOE $23,800,000 

    New tenant improvements and routine maintenance $39,500,000 

    Total $63,300,000 

  

Ongoing Costs  

Marginal increased rent for new facility for BOE over 20 years $98,600,000 NPV 

    Marginal increased rent for new tenant over 20 years $17,600,000 NPV 

    Total marginal increased rent for BOE and new tenant over 20 years $116,200,000 NPV 

Total cost of new construction and operating expenses over 20 years $318,800,000 NPV 

Offset to total cost of new construction and operating expenses over 20 years $220,200,000 NPV 

 
Unknown Costs  

Lost BOE productivity during move Unknown dollars 

Lost productivity during move for other tenant(s) Unknown dollars 

Future possible costs for building remediation Unknown dollars 

  

Financial Benefits  

Increased efficiency for BOE by centralizing to one location Unknown dollars 

Reduced costs for BOE by centralizing to one location Unknown dollars 

Savings in BOE repairs and maintenance for additional locations Unknown dollars 

Increased efficiency for new tenant by centralizing to one location Unknown dollars 

Reduced costs for new tenant by centralizing to one location Unknown dollars 

Savings in new tenant repairs and maintenance for additional locations Unknown dollars 

  

OPTION THREE:  STATUS QUO  

  

One-Time Costs  

Costs of renovation $10,000,000 

  

Ongoing Costs  

Increased bond debt service  $1,000,000 

Impact of new bond issue to pay off PMIB loan Unknown dollars 

Total $1,000,000 

  

Unknown Costs  

Lost BOE productivity during remediation moves  Unknown dollars 

Lost efficiency for BOE being in four to five locations Unknown dollars 

Possible additional remediation issues with building Unknown dollars 

Lost BOE revenues from remediation Unknown dollars 

Lost BOE revenues from inefficiencies of being in four to five locations Unknown dollars 

Lost efficiency for other tenant by not centralizing to one location Unknown dollars 

Increased costs for other tenant by not centralizing to one location Unknown dollars 
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Financial Benefits  

No need to move for BOE to move to new facility $23,800,000 

No construction or operating expenses for new facility over 20 years $318,800,000 NPV 

No marginal increase in rent for BOE at 450 N Street over 20 years $98,600,000 NPV 

No cost to move other tenant to 450 N Street $39,500,000 

No marginal increase in rent for other tenant over 20 years $17,600,000 NPV 

Future appreciation of 450 N Street building Unknown dollars 
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CONCLUSIONS AND RECOMMENDATIONS 
 
 
Based on the analyses conducted, the following conclusions and recommendations were 
developed. 
 

Conclusions 

 
The costs to address water intrusion and internal water leak issues at 450 N Street, and 
the inconveniences and disruption to work flow that may have resulted from ongoing 
remediation, constitute sunk costs.  As such, they are not relevant to the decision as to 
whether the State should sell the building to a private investor, keep the building with a 
new tenant, or keep the building with BOE as its tenant. Of specific relevance are costs 
on the margin that the State will incur under each of the options, and the advantages and 
disadvantages of each. 
 
State Sells the Building, Moves BOE Out 
 
There is a total of $5.98 million in remediation work remaining to be completed in the 
next seven months.  Of this amount, DGS and BOE indicated their costs were $4.5 
million and $1.48 million respectively.  The building is also undergoing maintenance as 
the remediation is taking place.  These costs, whether borne by BOE or DGS, ultimately 
are a cost to the State.   
 
The current appraised value of the building is $92.25 million.  The current outstanding 
PMIB loan with accrued interest is $90.8 million, and DGS estimates the cost to sell the 
building would be $2 million.  Therefore, the State may have to absorb the difference 
between the net sales price and the loan payoff, estimated at $550,000.  If the building is 
sold, the State would incur the one-time moving costs for BOE of $23.8 million and the 
marginal rent increase for BOE in its new larger space starting at $3.3 million in the first 
year and growing to $16.4 million in year twenty, totaling $98.6 million NPV over 
twenty years. This will relieve the State of trying to finance the outstanding PMIB loan 
on which the accrued interest keeps growing or to pay the bond debt service obligations 
on Headquarters.  The $98.6 million NPV reflects the projected total cost of new 
construction and operating expenses over a twenty year period using figures provided by 
DOF to calculate a $318.8 million NPV, offset by $220.2 million NPV of rent for 450 N 
Street and its multiple annex locations. 
 
A sale of the building also would save the State the costs associated with backfilling the 
building with another State tenant.  This totals at least $39.5 million in one-time moving 
and tenant improvement costs plus ongoing rent increase marginal cost of $1.3 million in 
year one and growing to $1.6 million in year twenty, and thereby totaling $17.6 million 
NPV over 20 years.  If the building is sold, the State will also free itself of future 
potential problems associated with a building that has a long history of troubles.  And, 
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finally, the State will not incur the ongoing maintenance and repair issues associated with 
this high-rise building.   
 
According to BOE and DGS, it is anticipated that BOE would need at least four years to 
move out of the building.  While the current real estate market is depressed, it is likely 
that by the time the State acts to sell the building, the market will have improved 
considerably and the State will receive a value higher than what the appraisal suggests.   
 
State Retains Building, Moves BOE Out, Backfills with New Tenant 
 
If the building is retained and a State tenant(s) relocates into the building, the State would 
incur $63.3 million in one-time costs plus marginal rent increases of $98.6 million NPV 
for BOE and $17.6 million NPV for the new tenant over 20 years. The $63.3 million is 
the total of one-time moving costs for BOE ($23.8 million) plus the deferred maintenance 
repairs, tenant improvements, and costs of moving the new tenant into 450 N Street 
($39.5 million).  The $98.6 million NPV reflects the projected total cost of new 
construction and operating expenses over a twenty year period using figures provided by 
DOF to calculate a $318.8 million NPV, offset by $220.2 million NPV of rent for 450 N 
Street and its multiple annex locations. 
 
There are, however, substantial benefits associated with such an action.  If BOE were to 
move to a new and larger location, BOE’s business needs for more space would be 
clearly addressed.  It could bring greater efficiency and some cost savings resulting from 
consolidating BOE operations.  This is important since BOE is a major revenue producer 
for the State.  Such a move may also serve to address the space and business needs for 
another State tenant(s) and result in cost savings and efficiencies to that tenant(s) and 
thereby the State. Given that 44.5% of the space occupied by State government in 
Sacramento is in privately-owned properties, a relocation of one or more of those tenants 
into a State-owned property could be advantageous. 
 
State Retains Building, Keeps BOE as Tenant 
 
If the State decides to retain the building and keep BOE as its tenant at 450 N Street, it 
will avoid the estimated tenant improvements and one-time moving costs of $63.3 
million plus the rent increases of $98.6 million NPV for BOE and $17.6 million NPV for 
new tenant. It will also avoid the additional estimated $550,000 cost differential between 
the sale of the building and payoff of the PMIB loan.  However, the State will need to 
address the outstanding PMIB loan.  A new bond issue to pay off the outstanding PMIB 
loan is likely to increase ongoing rent for BOE and the cost to the State.  The precise 
amounts and terms are unknown at this time.   Furthermore, BOE will be operating from 
at least four different locations, and likely losing efficiencies and facing disruption to 
work flow as a result.  BOE, and ultimately the State, will continue to incur the costs of 
inefficiencies of having BOE operate from this many locations.   
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Overall Recommendations 

 
It is clear that BOE needs a more suitable facility.  This is based on the employee growth 
rate and staffing levels necessary to support Legislatively-mandated programs.  BOE now 
utilizes three annex locations and will be adding a fourth in 2010.  BOE should initiate a 
full analysis of the extent to which it could enhance efficiencies and better serve its 
mission by consolidating operations into one location.  If this analysis in conjunction with 
either Option One or Two shows a net benefit to the State, it is recommended that BOE 
move out of 450 N Street permanently and into one location that consolidates its 
Headquarters operations.  BOE and DGS should work together to fully define BOE needs 
in a way that achieves efficiencies and plan accordingly to move BOE into such a facility.   
 
According to BOE, the following are some examples of the effects of having annex 
locations: 
 

� BOE mail is received by the Mail Services Unit (MSU) and is distributed by MIC 
code. Once mail arrives at the destination, it is opened by the respective unit. 
When checks are found in the mail of annexed BOE locations, special procedures 
and safeguards must be implemented. The checks must be sent back to BOE 
Headquarters to the Cashier Section via a special courier, which delays deposits 
for one to three days.  BOE Units receive approximately $7.4 million each month. 

� The delivery time of mail has increased as well as that for picking up the mail. 
� Staff from the annexed locations is required to attend meetings at 450 N Street, 

thus losing productive time for traveling.  
 
As to whether the building at 450 N Street should be sold (Option One) or backfilled with 
another State tenant(s) (Option Two), it is recommended that DGS be directed to 
determine what would to be the most cost-effective option for the State.  The State must 
make that determination only after considering the potential benefits from the sale of the 
building as compared with the potential benefits of meeting the needs of other possible 
State tenants.  This would require an analysis of possible State tenants’ current lease 
arrangements and other relevant data which was not made available.   
 
With respect to the questions Legislators asked of BOE: 
 
� Given current and projected staffing levels and space needs, should BOE remain at 

450 N Street?   

 
o BOE should move its staff and operations from its current location at 450 N 

Street and annex locations as soon as suitable new space can be found if by 
doing so efficiencies to be gained by BOE and/or possibly other State tenants 
provide a net benefit to the State.  It is recognized that a move may take some 
time, given the size of the staff and the issues associated with moving 
approximately 3,000 staff and the important role BOE plays in California’s 
economy as a State agency.  Staff that is located in the three annex locations 
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should be moved into the new site to consolidate for operating efficiency.  An 
example of such consolidation is the California Franchise Tax Board.  

 
The State should incur the one-time cost of $23.8 million for moving BOE to 
its new location.  After offsetting the current rent expense incurred by BOE in 
its multiple locations, the marginal increase in rent will be $3.3 million in the 
year one and grow to $16.4 million in year twenty for a total $98.6 million 
NPV over 20 years for its suggested new space requirements. This reflects the 
projected total cost of new construction and operating expenses over a twenty 
year period using figures provided by DOF to calculate a $318.8 million NPV, 
offset by $220.2 million NPV of rent for 450 N Street and its multiple annex 
locations. 

 
o BOE and DGS should engage in discussions regarding what would be the best 

location and facility format to ensure BOE’s operating effectiveness and 
efficiency 

 
� Should the State continue its ownership of the 450 N Street building, or should it sell 

the building? 

 
o The State should direct DGS to study whether it is best to sell the building or 

backfill it with another State tenant(s).  The timing will need to be considered 
in relationship to how soon BOE could be relocated. 

 
o If the State sells the building, it should be able to pay off most if not all of the 

loan amounting to $90.80 million through the sale proceeds.  If the building is 
sold at its current estimated value of $92.25 million after remediation, and 
incurs what DGS estimates to be selling fees of $2.0 million, the State will 
have to absorb the difference in the loan payoff of $550,000.  

 
o If the State retains the building and backfills it with another State tenant(s), it 

must be in the best interests of the State to do so.  Data to make this 
assessment was not made available.  DGS estimates the ongoing rent marginal 
cost increase for the new tenant is $1.3 million in the first year and growing to 
$1.6 million in year twenty to total $17.6 million NPV over 20 years.  The 
State will also incur one time tenant improvement and moving costs of $39.5 
million to relocate the new tenant. 
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APPENDIX A:  EXPERTS FOR THIS STUDY 
 
 
The principal experts/analysts for this study were Dr. Sanjay B. Varshney and Dr. Dennis 
H. Tootelian. Dr. Varshney is the Dean of the College of Business Administration at 
California State University, Sacramento.  He earned an undergraduate degree in 
Accounting and Financial Management from Bombay University, a Master’s degree in 
Economics from the University of Cincinnati and a doctorate in Finance from Louisiana 
State University in Baton Rouge.  He also holds the Chartered Financial Analyst (CFA) 
designation.  In addition to his finance background, Dr. Varshney has extensive training 
in statistics, econometrics, and research methodology. 
 
Dr. Dennis H. Tootelian is a Professor of Marketing and Director of the Center for Small 
Business in the College of Business at California State University, Sacramento.  He 
received his Ph.D. in Marketing from Arizona State University, with minor fields in 
Accounting and Management.  He has published approximately one hundred articles 
dealing with all facets of business, and has co-authored six texts on marketing and small 
business management.  In addition to his marketing background, Dr. Tootelian has 
extensive training in accounting, economics, and research methodology.  
 
Assisting Drs. Varshney and Tootelian is Dr. Kerry Vandell.  Dr. Vandell is a Professor 
in the Paul Merage School at University of California, Irvine.  He has written or co-
authored more than 80 papers which have appeared in such publications as the Journal of 
Finance, the Quarterly Journal of Economics, Real Estate Economics, the Journal of Real 
Estate Finance and Economics, and the Wharton Real Estate Review. He is currently a 
member of the Counselors of Real Estate and the Urban Land Institute and is a past 
president of the American Real Estate and Urban Economics Association (AREUEA). 
Prior to obtaining his PhD from MIT at the MIT-Harvard Joint Center for Urban Studies, 
Professor Vandell received his bachelor’s and master’s degrees in engineering at Rice 
University, and a master’s in city and regional planning at Harvard University.  Dr. 
Vandell provided recommendations concerning the methodology and reviews of the 
results of the analyses contained in this study. 
 
Through UEI, Drs. Varshney and Tootelian also retained the services of several outside 
experts to assist in phases of this study: 
 

� Seevers Jordan Ziegenmeyer (SJZ):  SJZ is a commercial real estate appraisal 
and consultation firm.  Its primary areas of service include the valuation of 
commercial properties, subdivisions, assessment districts and community 
facilities districts. It has experience with vacant land, existing buildings, new 
construction, renovations, and additions and conversions. SJZ’s appraisal services 
range from the most basic properties, such as owner-user office buildings, to 
complex assignments involving multi-million dollar class-A properties, portfolios 
and public facilities districts. Its services are performed in accordance with the 
Uniform Standards of Professional Appraisal Practice, as well as the Appraisal 
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Institute’s Code of Professional Ethics and Standards of Professional Appraisal 
Practice. SJZ’s senior partner, P. Richard Seevers has over 25 years of real estate 
appraisal and consulting experience, and is a Member of the Appraisal Institute, 
holding both the MAI and SRA designations specializes in conducting appraisals.  
Its client base includes financial institutions, government agencies, and 
developers and investors.  SJZ conducted the formal appraisal of the 
Headquarters. 

 
� Grubb & Ellis Company:  Grubb & Ellis Company is one of the largest 

commercial real estate services and investment companies in the world. Its 6,000 
professionals in more than 130 company-owned and affiliate offices draw from its 
real estate services, practice groups and investment products. Over fifty Northern 
California specialists in the Sacramento, Roseville, and Stockton offices handle 
the sale, leasing and management of commercial and industrial properties in the 
Greater Sacramento Area.  The services of Matt Cologna were used in this study.  
Mr. Cologna is a Senior Vice President with Grubb & Ellis' Sacramento office 
and facilitates owner/user and investment sales, provides landlord and tenant 
representation services and handles land assemblage. He has represented clients 
on a local, regional and national basis. This real estate firm, and specifically Mr. 
Cologna, was retained to help prepare an overall assessment of the Sacramento 
commercial marketplace, and to review and comment on various other aspects of 
this study.   
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APPENDIX B:  SACRAMENTO MARKET OVERVIEW 
 

 

Presented below are edited excerpts from the Market Area portion of the appraisal 

report prepared by Seevers Jordan Ziegenmeyer (SJZ).  No material changes from the 

full report were made in this summary.  The full report is available from BOE as a 

separate document (Supplement A). 

 

Sacramento Metropolitan Area Regional Overview 

 
The Sacramento Area is comprised of the six counties of Sacramento, Placer, El Dorado, 
Yolo, Yuba and Sutter. Located in the north-central part of the State of California, the 
Sacramento Area has proven to be one of the fastest-growing markets among major 
metropolitan areas in the United States.  
 
The six-county region encompasses approximately 6,561 square miles, from the 
Sacramento River Delta in the west to the Sierra Nevada mountain range in the east. At 
the center of the region is Sacramento County, which encompasses approximately 996 
square miles near the middle of the Central Valley.  
 
The region has relatively stable seismic conditions, especially compared to the San 
Francisco Bay Area and Southern California. Sacramento and adjoining cities rank 
among the lowest in the State for the probability of a major earthquake. Most of the 
region is not located within an Alquist-Priolo Earthquake Fault Zone. Yolo County is the 
only county with an Earthquake Fault Zone, located in a small portion of the northwest 
part of the county known as Jericho Valley. The Dunnigan Hills fault, located 19 miles 
northwest of the City of Sacramento, is the closest known active fault mapped by the 
California Division of Mines and Geology. The closest branches of the seismically active 
San Andreas Fault system are the Antioch fault (42 miles southwest) and the Green 
Valley/Concord fault (45 miles southwest). 

Population 

 
 The Sacramento Area is among the fastest-growing metropolitan areas in the United 
States, with growth of 20% between 1990 and 2000. The following table shows recent 
population growth in the six-county region. 
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POPULATION TRENDS

County 2004 2005 2006 2007 2008 2009 %/Yr

Sacramento 1,345,646 1,368,333 1,386,185 1,402,728 1,418,763 1,433,187 1.3%

Placer 296,735 307,987 318,026 326,107 333,766 339,577 2.9%

El Dorado 169,926 172,987 175,530 177,379 178,860 180,185 1.2%

Yolo 185,266 188,207 191,072 194,864 198,326 200,709 1.7%

Yuba 65,122 67,165 69,260 70,555 71,803 72,900 2.4%

Sutter 86,407 88,762 91,316 93,687 95,306 96,554 2.3%

Total 2,149,102 2,193,441 2,231,389 2,265,320 2,296,824 2,323,112 1.6%

Source: California Department of Finance  
 
The region’s population grew at an average annual rate of 1.6% between 2004 and 2009. 
Placer County led the region with growth of 2.9% per year. Most of this growth occurred 
in the cities of Roseville, Rocklin and Lincoln. Much of the region’s growth is attributed 
to in-migration of residents from other areas of California and the United States.  
 
The population in the region is expected to continue growing. According to the California 
Department of Finance, the population in the Sacramento Area is projected to increase to 
about 3 million people by 2020. The region’s growth is expected to outpace the growth of 
nearly all other metropolitan areas in California, as well as the State as a whole. 

Employment Growth   

 
Historically, the Sacramento Area has been one of the more stable employment centers in 
California, with a significant number of jobs in State government. However, employment 
has declined over the past couple of years in both the private and public sectors. The 
following chart exhibits annual employment changes in the region over the past several 
years. 
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Job growth in the region was relatively steady in the years 2001 through 2006, with 
slower growth seen in 2007. In 2008 and 2009, the region experienced a net loss in the 
number of jobs. The current weak performance is being driven by declines in housing-
related sectors (e.g., construction, finance and insurance), retail trade and State 
government. Nearly every major sector, with the exception of educational and health 
services, saw a reduction in jobs in 2009.  
 
The unemployment rate in the six-county Sacramento region was 12.8% in November 
2009, compared to 12.3% for the State of California and 10.0% for the nation. Most areas 
within the State and nation, including Sacramento, saw rising unemployment rates in 
2001 and 2002, stabilization in 2003, declines in 2004 through 2006, and increases in 
2007 through 2009.  Sutter and Yuba Counties have relatively high unemployment rates 
of 19.4% and 17.9%, respectively.  
 
The Center for Strategic Economic Research publishes the Sacramento Region Business 
Forecast on a quarterly basis. The forecast for Third Quarter 2009 predicts the six-county 
region’s rate of job losses will begin to improve over the next twelve months. The Center 
forecasts total job loss of about 39,000 jobs for the twelve months ending in September 
2010. However, “the recovery back to positive growth on a consistent basis will likely be 
lengthy,” according to the forecast. 

Employment by Industry   

 
The local economy has transitioned from a government and agricultural center to a more 
diverse economy, where the business services and trade sectors comprise nearly half of 
regional employment. Growing industries in the region include healthcare, technology, 
clean energy and life sciences. In 2005, Sacramento was one of the few places considered 
for a statewide stem cell research center. The region is also a western hub for data 
processing, customer call centers and other corporate back office support activities.  
 
The following chart compares the region’s employment by industry in 2004 and 2009. 
During this five-year period, only a few sectors showed positive job growth: agriculture 
(+32.8%), educational and health services (+21.6%), government (+5.9%) and other 
services (+1.1%). The largest decline was in construction, with a 42.6% decline in 
employment. 
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Government continues to be a significant employer in the Sacramento region. In fact, 
government entities, including universities and school districts, account for about 28% of 
total employment in the region, down only slightly from 30% in 1990. The largest 
government employers are the State of California and Sacramento County. The region’s 
largest non-government employers are listed in the following table.  
 

TOP 10 PRIVATE EMPLOYERS

Company Industry Year Est. in Area Employees

Kaiser Permanente Healthcare 1965 10,081

Mercy/Catholic Healthcare West Healthcare 1896 8,279

Sutter Health Sacramento Sierra Healthcare 1923 7,314

Intel Corp. Semiconductors 1984 6,000

Wells Fargo & Co. Financial Services 1852 3,690

Raley’s Retail grocery 1935 3,401

PRIDE Industries Manuf. and logistics 1966 2,841

Health Net of California Healthcare 1978 2,512

Cache Creek Casino Resort Casino resort 1985 2,460

Hewlett-Packard Co. Computer hardware 1979 2,000-3,000

Source: Sacramento Business Journal, Book of Lists 2009  
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Personal Income 

 
The following chart shows per capita personal income trends by county for the six 
counties within the Sacramento region, as well as the State of California. Year 2007 data 
is the most recent available as of early 2010. 
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As indicated in the chart above, El Dorado and Placer Counties exhibit the highest 
personal income levels in the region. This is attributed in part to the large degree of high-
tech employment in those areas, and a significant amount of in-migration of high-income 
households from the Bay Area. Personal incomes in these counties trail those in only four 
other counties in the State: Marin, San Mateo, Contra Costa and Santa Clara. Sutter and 
Yuba Counties have the lowest incomes in the Sacramento region, primarily due to 
significant agricultural employment. 

Transportation 

 
Traffic congestion has intensified throughout the region in recent years along with 
population growth and the development of new suburban communities. Funding has been 
a challenge on both the State and Federal levels; however, several projects are proposed 
in the coming years. One major project completed in 2005 involved improving and 
reconfiguring the Douglas Boulevard/Sunrise Avenue interchange on Interstate 80 in 
Roseville. Another project in the planning pipeline is the 15-mile Placer Parkway, which 
would provide a new east-west route between State Highway 99/70 in Sutter County and 
State Highway 65 in Roseville. A bypass of State Highway 65 around the city of Lincoln 
is also planned. 
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The main public transit system in the Sacramento Area is operated by Sacramento 
Regional Transit (RT), with additional service provided by other local public and private 
transit operators. Regional Transit covers a 418-square mile service area that is serviced 
by 258 buses and 76 light rail vehicles, transporting over 27 million passengers annually. 
Light Rail began operation in 1987 along a two-pronged route linking Downtown 
Sacramento with populous suburbs to the east and north. In 2003 and 2004, RT 
completed extensions to the Meadowview area in South Sacramento and Sunrise 
Boulevard in Rancho Cordova to the east. In 2005, an eastward extension to the city of 
Folsom was completed. This route added seven new light rail stations and four park-and-
ride lots, providing a viable transportation alternative for commuters on the Highway 50 
corridor. During the next 20 years, RT plans to extend toward Elk Grove to the south, 
Natomas and the Sacramento International Airport to the north, Roseville to the east and 
Davis to the west.  

Summary 

 
Between 2004 and 2006, the local economy expanded with large gains in the housing 
market and relatively strong job growth. However, the housing market began a rapid 
decline in late 2005, and most sectors of the commercial real estate market began to 
deteriorate in 2007. Like most metropolitan areas in the State and nation, the Sacramento 
region has been severely affected by the recent recession and financial crisis. Job losses 
were significant in 2009 and the region’s unemployment rate was estimated at 12.8% at 
the end of the year. Employment is expected to decline further in 2010, although the rate 
of decline is expected to slow. 
 

Neighborhood Overview 
 

This section of the report provides an analysis of the observable data that indicate 
patterns of growth, structure and/or change that may enhance or detract from property 
values. For the purpose of this analysis, a neighborhood is defined as “a group of 
complementary land uses; a congruous grouping of inhabitants, buildings or business 
enterprises.”2 

Neighborhood Boundaries 

 
The boundaries of a neighborhood identify the physical area that influences the value of 
the subject property. These boundaries may coincide with observable changes in 
prevailing land use or occupant characteristics. Physical features such as the type of 
development, street patterns, terrain, vegetation and parcel size tend to identify 
neighborhoods. Roadways, waterways and changing elevations can also create 
neighborhood boundaries. 
 

                                                 
2 The Dictionary of Real Estate Appraisal, 5th ed. (Chicago: Appraisal Institute, 2010), 133. 
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The subject property is located in the Central Business District (CBD) of the City of 
Sacramento. This area, which encompasses about seven square miles, is bounded by the 
American River to the north, the Capital City Freeway to the east, Broadway to the south 
and the Sacramento River to the west. 

Demographics 

 
The population in the 95814 zip code is 10,121 persons, with a median age of approximately 
41 years. Over the past few years, this area’s population has transitioned into primarily 
single persons, with less than 20% of the residents in the area currently being married. There 
are approximately 1.4 persons per household, which is much lower compared to suburban 
areas, where the average household size is typically between 2 and 3 persons. The average 
household income in the subject’s neighborhood is $36,066. Of the 6,445 housing units in 
the neighborhood, approximately 5.4% are owner-occupied, 79.0% are renter-occupied and 
the remainder is vacant. 

Transportation 

 
The neighborhood has good access to all the major freeways serving the Sacramento 
Metropolitan Area. The Capital City Freeway borders the CBD on the east, Interstate 5 on 
the west, and Business 80/U.S. Highway 50 on the south. Within the neighborhood, the 
major surface streets are Highway 160, 15th Street, 16th Street, J Street, H Street, L Street 
and Capitol Mall.  
 

The CBD is served by Sacramento Regional Transit (RT) bus and light rail systems.  Light 
Rail links Downtown Sacramento with populous suburbs to the north, east and south. The 
main light rail route is located on K Street, between 7th and 12th Streets. In addition to public 
transit, a Greyhound bus station is located on L Street, between 7th and 8th Streets, and an 
Amtrak train station is located at I Street and Interstate 5.  

Land Uses 

 
Land uses within the CBD include office, retail, single- and multifamily residential, lodging, 
some service/light industrial, and community uses. Adjacent uses include office 
development to the north, south and east, and multifamily residential development to the 
west. The neighborhood is home to the State Capitol and numerous mid- and high-rise 
office buildings that are occupied by government agencies and private businesses. The 
Sacramento Convention Center is located northeast of the subject property, at J Street and 
15th Street.  The table presented below summarizes some of the land use characteristics of 
the subject neighborhood.  
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Neighborhood Life Cycle Stage Stability

Real Estate Cycle Recession

Land Uses Residential/Office/Retail

Predominate Land Use Office/Retail

Age Range of R/E Improvements 0-100 years

General Quality & Condition of Improvements Average

Percentage Developed (approximate) 95%

Infrastructure / Land Planning Good  

Office Development 

 
The addition of several new high-rise office buildings has substantially changed the 
Sacramento skyline over the past two decades, such as the recently constructed building at 
500 Capitol Mall (Bank of the West Building) and the U.S. Bank Tower at 621 Capitol 
Mall. Other developments of note include Meridian Plaza (240,000 square feet), the State’s 
East End project, Wells Fargo Center (493,000 SF), One Capitol Mall (210,000 square feet), 
and the Renaissance Tower (325,000 square feet). Renaissance Tower was built in 1989, 
and the Wells Fargo Center was constructed in 1992. Meridian Plaza represents a relatively 
new significant Class-A office development in Downtown Sacramento. This twelve-story 
project is located across from Capitol Park and has attracted many law firm and lobbyist 
tenants.  
 

Meridian Plaza complements the State of California’s East End project, which is situated 
between N and L Streets, east of 15th Street. This project includes five buildings 
encompassing about 1.5 million square feet of office space. The East End Project was 
undertaken to consolidate the Headquarters of the Departments of Health Services and 
Education, which in the past occupied several facilities located throughout Sacramento. The 
project’s capacity is approximately 6,000 employees and totals 1.47 million gross square 
feet (1.18 million usable square feet). The buildings range from four to seven stories.  
 

Other projects include the Sacramento County Courthouse at the southwest corner of 5th and 
H Streets, adjacent to the Federal Courthouse. The City of Sacramento’s City Hall was 
completed in 2005, as was an expansion of the CalPERS Headquarters on R Street.  

Community Uses 

 
Notable community uses in the Downtown area include State Capitol Park, containing the 
California Vietnam Veterans Memorial; the Sacramento Convention Center; and the 
Sacramento Memorial Auditorium. The Convention Center was renovated and expanded a 
few years ago, and now hosts trade shows, business conferences and other events on a 
regular basis.  
 

Popular tourist attractions in the CBD include Old Sacramento, the State Capitol, Sutter’s 
Fort, the Railroad Museum, Crocker Art Museum, and the Historic Governor’s Mansion. 
Old Sacramento is situated just west of Interstate 5 from the Downtown area, and is 
recognized nationally as being one of the most successful restoration projects in the country. 
This 28-block area is a National Registered Historic Landmark and has been recreated by 
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restoring or reconstructing historical buildings on their original sites. The area is home to 
restaurants, retail shops, bars/night clubs, some offices, and the Railroad Museum. 
 

Other community uses in the neighborhood include schools, churches, hospitals and 
recreational and cultural facilities. At the east end of the CBD are Sutter General Hospital 
and Sutter Cancer Center. Further east of the neighborhood, in Midtown Sacramento, are 
Sutter Memorial Hospital and Mercy General Hospital. The UC Davis Medical Center is 
located southeast of the neighborhood near Stockton Boulevard and Broadway. 

Retail Development 

 
The main retail development in the neighborhood is Westfield Downtown Plaza, a two-
story, multi-tenant shopping mall with over 1,200 subterranean parking spaces. The mall is 
anchored by two Macy’s department stores and Century Theatres. Several restaurants are 
situated in and around the mall, including Morton’s Steakhouse. 
 
The K Street corridor between 7th and 13th Streets represents an outdoor mall with several 
shops and restaurants. The Downtown area has seen several new restaurants and nightclubs 
open in recent years, including P.F. Chang’s, Mikuni, Lucca Bar & Grill, Hukilau, Zocalo, 
Empire Club, and Icon. A new Safeway retail center was completed at 19th and R Streets. 
Additional retail development is scattered throughout the neighborhood, with many shops 
along J and K Streets.  

Residential Development 

 
Most existing residences in Downtown Sacramento are multi-family units. Regarding 
single-family residential development, it was reported that only 5.4% of all single-family 
homes are owner-occupied. Thus, the majority of downtown residents are renters. Most 
residential properties in the neighborhood were built more than 20 years ago, with many 
historic properties built in the early 20th century.  
 
Several new housing projects have been developed in the Downtown area in recent years. 
The central city housing surge can be traced back to 1998 when Metro Square was 
developed by Regis Homes in midtown Sacramento; the 45-home project sold out in one 
week. In 2003, the first phase of the East End Lofts was completed at 16th and J Streets. 
This project includes ground-floor restaurants and lofts on the top floors. Additionally, 
several loft-style and condo projects were completed between 2004 and 2006.  
 
However, some projects are being delayed or withdrawn due to escalating construction costs 
and a slowdown in the regional housing market. The Towers at Capitol Mall condominium 
project, construction on which began and was subsequently halted, has been taken over by 
CIM & CalPERS. 
 
With regard to recent residential construction in the Downtown market area, 312 housing 
units for sale and rentals were completed in 2008, with 355 units under construction.  
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It is estimated that 16,402 housing units, both rental and for sale, are proposed for the 
Downtown area. Some of these projects have been in the planning stage for some time 
and are not expected to come online until after 2011. The most significant portion of this 
estimate is 11,085 units proposed for the Railyards project, which is expected to be 
completed by 2022.  It is expected 1,700 housing units will come online by 2011.  
 
The current trend of new construction and renovation projects in Downtown Sacramento is 
helping to create an attractive business environment for the public and private sectors, as 
well as an alluring housing submarket for new residents. Many market participants describe 
the current market as a “renaissance” due to the number and type of projects under way and 
proposed.  

Conclusion 

 
In summary, the subject property is located in the Central Business District of Sacramento. 
The neighborhood represents an established neighborhood that is mostly built-out with a 
mix of commercial and residential development, with supporting community uses. Over 
the past decade all property types experienced an increase in demand due to the 
strengthening national and local economies.  
 
This trend has subsided due to the recent economic recession fueled by housing and the 
credit market downturns. A new trend has emerged involving new residential development 
and conversion of warehouses to multi-family housing. The growth and redevelopment 
projects taking place are positive attributes for the area.  
 
However, declining macroeconomic conditions, as well as contracting conditions in the 
residential real estate market have resulted in a number of projects being delayed or 
cancelled. The neighborhood balance of uses and current activity indicate long-term 
growth and future property appreciation.  For the short-term, however, market trends are 
projected to be contracting through at least the next twelve months. 
 

Office Market Overview 

 
The Sacramento office market experienced contraction in the years 2008 and 2009 as 
high unemployment and tight credit conditions were coupled with a large inventory of 
new office buildings. These factors contributed to a regional vacancy rate in the range of 
about 15-16% throughout 2009. In the fourth quarter vacancy was 15.8%, compared to 
15.9% in the previous quarter and 14.1% a year prior.  
 
Net absorption in the region was slightly positive at 122,380 square feet during the fourth 
quarter, after net absorption had been negative for the four previous quarters. In 2009 the 
strongest absorption levels were seen in the submarkets of Downtown and Folsom, while 
most other suburban areas showed a net loss of occupied space over the year. The data 
presented here is based on quarterly surveys published by Colliers International, which 
tracks all buildings over 5,000 square feet except government-owned properties. 
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Many housing-related sectors have experienced severe job losses over the past couple 
years, including construction, financing, insurance and other related industries. These 
losses have been somewhat tempered by employment in healthcare, education and 
government.  However, there are many uncertainties regarding future government 
employment due to the State’s budget difficulties. The State, which represents the largest 
regional user of office space by far, has already implemented staff reductions and 
furloughs, and it is possible more significant layoffs could be necessary in the coming 
years. 

Vacancy & Absorption 

 
The following charts summarize vacancy and net absorption in the region over the past 
several years. 
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Office vacancy in the region rose from 2000 through 2004, declined in 2005, and has 
been rising for about four years. In terms of annual net absorption, 2005 was a very 
strong year, while most other years in the recent past have seen relatively consistent net 
absorption in the range of about 500,000 to 1.1 million square feet per year. However, a 
sharp decline was seen in the year 2009 when net absorption was barely positive at 
123,343 square feet.  
 
Roseville/Rocklin led the region in net absorption in the years 2005 and 2006. However, 
absorption levels dropped considerably in this submarket in 2007-2009 as market demand 
dropped.  
 
In the fourth quarter of 2009, net absorption in the region was slightly positive at 122,380 
square feet, after net absorption had been negative for the four previous quarters. Most of 
the region’s submarkets had slightly positive net absorption in the fourth quarter, while 
Roseville/Rocklin’s net figure was slightly negative. 
 
The following table shows recent vacancy and absorption by submarket and also by 
class/quality. 
 

Total Inventory 3Q 2009 4Q 2009 Year 2009

Submarket (Million SF) Vacancy Rate Vacancy Rate Net Absorption

Suburban Areas

Roseville/Rocklin 11.1 25.8% 26.6% (121,909)

Highway 50 Corridor 16.0 16.2% 15.5% (420,359)

Folsom 4.6 15.9% 14.6% 91,342 

South Natomas 3.5 24.4% 23.5% (30,675)

Other Suburban 35.5 15.8% 16.1% 34,389 

Suburban Subtotal 70.6 17.9% 17.9% (447,212)

Downtown 18.5 8.2% 7.8% 570,555 

Market Total 89.1 15.9% 15.8% 123,343 

Class A 25.2 18.3% 18.9% 296,427 

Class B 38.6 17.9% 17.5% (220,257)

Class C 25.3 10.4% 10.2% 47,173 

Market Total 89.1 15.9% 15.8% 123,343 
 

 
Office vacancy is particularly high in Roseville/Rocklin, South Natomas and Elk Grove, 
all of which represent areas that experienced significant new construction during the 
boom years of roughly 2002 through 2006. Colliers does not report vacancy figures for 
Elk Grove, but according to surveys by other local brokerages, the office vacancy rate in 
this submarket is estimated to be over 30%. 
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Lease Rates 

 
For most types of buildings and locations, rental rates for new leases have been declining 
in recent quarters. According to surveys by Colliers International, the average asking 
lease rate for office space in the region was about $1.92 per square foot per month in the 
fourth quarter of 2009, down from $1.94 in the previous quarter and $2.04 in the fourth 
quarter of 2008. While asking rates have fallen slightly, effective rental rates have been 
falling to a greater degree as property owners have been offering longer periods of free 
rent and higher tenant improvement allowances. Many brokers report that free rent of one 
month for each year of the lease term is typical (e.g., five months free for a five-year 
lease). Another trend is towards shorter lease terms of less than five years. 

New Construction 

 
In 2009, about 1.9 million square feet of new office space was added to the region’s 
inventory. Previously in the year 2008, new deliveries totaled about 1.5 million square 
feet. As of the fourth quarter of 2009, about 530,000 square feet of new space was under 
construction.  

Submarket Analysis 

 
In order to analyze the office market in the subject’s area, SJZ utilized demographic 
information provided by Site to Do Business (STDB), as well as market surveys 
published by Colliers International. In addition, it analyzed data provided by CoStar 
Property, a commercial real estate information service, in order to specifically examine 
existing office properties in proximity to the subject property.  
 
Demand for office space typically follows growth in population and/or employment. The 
Sacramento Metropolitan Statistical Area (MSA) has experienced stable population growth 
in recent years. During the five-year period of 2004 to 2009, the MSA’s population grew 
from 2,149,102 to 2,323,112 persons, which translates into a growth rate of 1.6% per year. 
During the same time period, the population in the City of Sacramento grew by 1.3% per 
year.  
 
The subject property’s neighborhood is mostly built-out, with limited undeveloped land 
available to support future growth. However, the suburban areas outside of the Central 
Business District are continuing to grow, albeit at a significantly slower pace relative the 
expansionary period experienced in the early 2000s.  
 
There are multiple active subdivisions located in master planned communities throughout 
Sacramento, Natomas, and West Sacramento. Combined, these areas are expected to 
account for the bulk of new residents in relative proximity to the subject. However, as the 
primary employment center for the region, workers in the CBD reside in several other 
surrounding counties, including Placer, El Dorado, Yolo, Yuba and Sutter Counties.  
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While population growth remains positive in the subject’s market area, employment 
conditions are not as encouraging. Regionally, job growth has been negative in the 
Sacramento area in recent quarters and the unemployment rate has been rising. According to 
the California Employment Development Department, total employment in the four-county 
region (i.e., El Dorado, Placer, Sacramento and Yolo) fell by 42,300 jobs, or -4.8%, in 2009. 
Unemployment in the four-county region neared 13% last year. The City of Sacramento had 
a slightly higher unemployment rate of 13.3% during the same period, and job growth is 
declining.   
 
Overall, demand for office space has declined in the Sacramento region in the past couple 
years. While some businesses have closed or downsized their office space usage, others 
(e.g., medical/dental office users and government offices) have opened new offices and 
expanded. SJZ spoke with office broker Tom Bacci of Grubb & Ellis, who indicated that 
sale transactions are still very scarce, but that office leasing activity has grown in the past 
few months, albeit at significantly lower rental rates when compared to the expansionary 
period during the earlier part of this decade. 
  
According to Colliers International, the overall office vacancy rate in the Downtown 
submarket was approximately 7.8% for the fourth quarter of 2009, which is significantly 
lower than the overall office vacancy rate of 15.8% for the Sacramento region according 
to Colliers International.  
 
With respect to absorption, the submarket experienced a positive net absorption of 
571,555 square feet.  Comparatively, numerous submarkets experienced negative net 
absorption as corporations have been downsizing or going out of business altogether. 
Overall, the submarket’s lower-than-average vacancy rate and positive absorption 
numbers indicate that demand remains stable for office properties in the subject’s 
immediate area. 
 
In addition to examining the market surveys published by Colliers International, SJZ 
searched CoStar Property for existing office properties within the Downtown submarket 
containing between 50,000 and 600,000 square feet of rentable area. This search revealed 
74 properties with a total rentable area of 14,005,188 square feet. As reported by CoStar 
Property, these projects exhibit a vacancy rate of 7.9%, and vacancy has been on a 
general downward trend in the past two years. The following chart details the vacancy 
rate for office properties in the Downtown submarket since 2007. 
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The numbers indicated by CoStar Property are consistent with the figures reported by 
Colliers International. The following broker survey details the state of the office sector in 
the region.  
 

� Yvette DeGuero – Cemo Commercial: There is substantial competition for 
tenants, especially as the market has softened. Owners have reduced rental rates 
over the past year in an effort to achieve stabilized occupancy at their projects. 
Additionally, landlords are giving concessions to attract tenants, which further 
decrease effective rental rates. It is not uncommon for prospective tenants to hire 
brokers to represent them in order to obtain the most competitive rental rate. 

 
� Ed Benoit – TRI Commercial: Land sales have gone silent over the past twelve to 

eighteen months for commercial parcels. There is no market for land in the 
current market except for users and bottom feeding investors willing to hold the 
land for a number of years. It would take deep discounts from historical pricing to 
get an investor interested. 

 
� Thomas Walcott – Grubb and Ellis: Properties are experiencing increasing 

vacancies, and owners are more willing to give concessions. Renegotiations are 
not uncommon, even if the leases are not nearing expiration. Finding sales 
comparables today is very difficult, with most comparables being dated. The lack 
of available credit is adversely affecting investors’ ability to close transactions. 

 
� Randy Getz – CB Richard Ellis: While the vacancy rate in the Sacramento CBD is 

lower than other submarkets, leasing activity for new tenants remains tepid. 
Buyers are generally separated into two segments: those looking to buy distressed 
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or REO properties with good value-added potential, and those looking to purchase 
properties with institutional tenants having long-term, secure leases. 
Capitalization rates are difficult to determine in the current market due to the 
limited amount of recent sales. Mr. Getz has properties listed with capitalization 
rates between 6.50% and 7.00% for buildings with long-term tenants in place. The 
majority of users demanding space of 50,000 square feet and greater typically 
constitute government entities. 

 
The general consensus among brokers is that business owners are in “hunker down” 
mode, and lack confidence in the current business environment to expand their businesses 
or take on additional debt. The market has slowed as owner-users are having difficulty 
obtaining financing, and many businesses in housing-related services have been largely 
unsuccessful in recent periods.  
 
However, the subject’s location in the Sacramento CBD mitigates some of the risk 
associated with office properties in the current market. Office properties in the CBD are 
experiencing comparatively higher occupancy rates due to their location proximate to the 
State Capitol and the number of government and government-related agencies in the area. 
Future growth in the local market will be dependent on employment in the region and the 
State budget. If the budget worsens and layoffs are implemented for State and county 
workers, this would have a disproportionately adverse impact on office properties in the 
subject’s immediate area.  
 
Overall, the subject’s Downtown location remains the most stable office submarket in the 
Sacramento region. However, like all of the submarkets in the region, activity has slowed 
over recent years and price points have declined due to worsening macroeconomic 
conditions. Additionally, brokers have reported properties are taking longer to lease up 
and landlords are offering longer free rent periods in order to finalize lease agreements. 
Fluctuations in the vacancy rate and absorption are expected in the short term. However, 
due to the desirability of the Downtown office market, improved performance is expected 
in the long term.  

Looking Ahead 

 
Over the course of the next year, most market participants expect the office market to 
continue contracting as more job losses are expected in the region. While demand is 
falling, supply will continue to increase as projects under construction come online. As a 
result, vacancy will likely increase, net absorption for 2010 is expected to be negative, 
and asking rental rates are projected to decline further.  
 
Significant concessions such as free rent and tenant improvement allowances will 
continue to be necessary to attract new tenants. The high-growth suburban submarkets 
will continue to see high vacancy due to their large amount of new construction over the 
recent past. In particular, vacancy is expected to remain very high in the areas of 
Roseville/Rocklin, Natomas and Elk Grove.  
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For much of the past year, there has been speculation among market participants that a 
wave of foreclosures among commercial properties would be coming much as it had in 
the residential sector. However, SJZ now sees signs that the commercial markets may not 
see an abrupt wave of foreclosures and plummeting values, but rather a much longer and 
slower correction. This is because of “pretend and extend” practices, an increase in note 
sales, the return of the commercial mortgage backed-securities market, and an increase in 
refinancing and loan workouts. Some troubled assets are likely to return to the 
marketplace, but on a more limited and gradual basis than was once expected. While 
commercial real estate values may see further declines, they should not be as significant 
as those already seen from 2007 through 2009. 
 

Concluding Comments on Key Sacramento Trends 

 
Presented below are concluding comments of Drs. Varshney and Tootelian relative to 

unemployment and the office commercial market in the Sacramento Region.  These 

are taken in part from the Sacramento Business Review
3
, the most comprehensive 

economic analysis for the Sacramento region. It is important to note that the 

Sacramento Business Review is produced jointly by the CSUS College of Business 

Administration and the Chartered Financial Analysts (CFA) Society of Sacramento. 

Sacramento Unemployment 

 
As of November 2009, the unemployment rate for the Sacramento region has steadily 
climbed to 12.4% with a loss of nearly 83,000 wage and salary jobs since June 2007 and 
a loss of 43,800 jobs over the last twelve months.   This is shown in the chart below.   
 

 
Furthermore, it is estimated that the “real” unemployment rate is closer to 20% because 
some of those who are unemployed have left the job market.  Sacramento and the State of 
California were hit particularly hard by the downturn due to the high real estate exposure 
and State budget issues, and although economists have already declared the official end 

                                                 
3 Sacramento Business Review, January 2010, Volume 2, Issue 1. 
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of the national recession, it is believed that the Sacramento region will lag behind the rest 
of the country in the recovery. 
 
Given the magnitude of the job losses, it is not expected that the number of jobs in 
Sacramento will return to pre-recession peak levels until at least 2013.  Businesses, and 
especially small and medium-sized firms that are so prevalent in the Sacramento Region, 
will be very cautious in increasing their costs through hiring.  This will lead to what 
many believe will be a prolonged U-shaped recovery for employment.  Several 
formidable headwinds will slow this local economic and employment expansion, 
including moderate corporate growth expectations, tight credit, excess capacity, an 
underemployment overhang, and consumers still looking to deleverage and rebuild 
wealth. 

Office Market Vacancy and Rents 

 
With the continued contraction in regional employment, the Sacramento office market 
experienced many casualties in 2009.   A few major developer/owners filed bankruptcy 
and a large locally based developer underwent a significant layoff.    
 
As shown in the chart below, regional vacancy jumped roughly 5% and remained over 
20% for most of the year, ending at 21.4%. This is significant because it is the first time 
the average vacancy rate exceeded 20%.   Projects that broke ground before the severity 
of the economic downturn was known contributed to the problem, bringing 1.5 million 
square feet of new office space, 1.2 million of which remains vacant.  Submarkets hit the 
hardest include Elk Grove and Roseville/Rocklin, with vacancy rates of 39% and 34% 
respectively. By comparison, the downtown Class A market remains relatively healthy 
with a vacancy rate of less than 13%, despite the additions of two major buildings on 
Capitol Mall in 2008 and 2009 
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Although asking lease rates experienced only a small drop in 2009, effective rents which 
take into account concessions fell much more significantly. This is shown in the chart 
below.  Concessions included free rent of as much as eighteen months on a five-year 
lease in some cases, generous tenant improvement packages, and favorable non-economic 
terms such as “right to cancel early clauses” and “expansion/contraction rights”.  
 

 
 
Although no increase in demand is anticipated, the lack of any real new construction and 
a moderating pace of job losses should allow vacancy to remain relatively flat.  Effective 
rental rates also will stay relatively flat, although with a continued downward bias. 
Aggressive incentive packages will continue to be abundant, particularly for the most 
desirable tenants. 
 
Finally, the capitalization rates for all types of property are shown below.   As is evident, 
they have risen dramatically since the latter part of 2008, with the Sacramento Region 
exceeding that of the average for the United States. 
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APPENDIX C:  CURRENT BOE COST STATISTICS 
 
 

20-Year Lease 
on Build-to-
Suit Facility 

Rental Cost at 
Proposed New 

Location* Escalation 

Existing Rent 
at Annex 
Locations Escalation 

Current Rent 
Charged for 

450 N Street**   

Net Rental 
Cost Increase 

(B-(F+D)) 

Year Millions of $s 1.04 Millions of $s 1.01 Millions of $s   Millions of $s 

1 18.3   4.5   10.5   3.3 

2 19.0   4.7   10.6   3.7 

3 19.8   4.9   10.7   4.2 

4 20.6   5.1   10.8   4.7 

5 21.4   5.3   10.9   5.2 

6 22.3   5.5   11.0   5.8 

7 23.2   5.7   11.1   6.3 

8 24.1   5.9   11.3   6.9 

9 25.0   6.2   11.4   7.5 

10 26.0   6.4   11.5   8.2 

11 27.1   6.7   11.6   8.8 

12 28.2   6.9   11.7   9.5 

13 29.3   7.2   11.8   10.3 

14 30.5   7.5   11.9   11.0 

15 31.7   7.8   12.1   11.8 

16 33.0   8.1   12.2   12.7 

17 34.3   8.4   12.3   13.5 

18 35.6   8.8   12.4   14.4 

19 37.1   9.1   12.6   15.4 

20 38.6   9.5   12.7   16.4 

*This was used to estimate the cost of new construction plus the operating costs of a new BOE facility. 
**The current rent charged for 450 N Street includes the projected debt service of the PWB issued bonds to  
reimburse the outstanding PMIB loan. 
 
 

Discount Rate 5.00%  Total with Add in Moving Costs 

Net Present Value over 20 years (millions of $s) $98.6   $122.4  

Nominal Cash Value over 20 years(millions of $s) $179.7   $203.5  

Net Present Value of new construction and 
operating expenses over 20 years (millions of $s)  $318.8   

Net Present Value of current rent 450 N Street and 
annex locations (millions of $) $220.2   

    

Cost to Move BOE Staff (millions of $s) $23.8   
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20 Year Lease For 
New Tenant 

Marginal Rent 
Increase ($ mill) Escalation 

Year Millions of $s 1.01 

1 1.3   

2 1.3   

3 1.3   

4 1.3   

5 1.4   

6 1.4   

7 1.4   

8 1.4   

9 1.4   

10 1.4   

11 1.4   

12 1.5   

13 1.5   

14 1.5   

15 1.5   

16 1.5   

17 1.5   

18 1.5   

19 1.6   

20 1.6   

 
 

Discount Rate 5.00% 

 

Total with Add in Moving Costs 

Net Present Value over 20 years (millions of $s)  $17.6   $57.1  

Nominal Cash Value over 20 years (millions of $s) $28.6   $68.1  

    

    

Cost to Move New Tenant (millions of $s) $39.5   
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SUPPLEMENT A:  SEEVERS JORDAN ZIEGENMEYER 
REPORT (SEPARATE DOCUMENT) 

 
 






















































































































































































































































