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Summary . L ! .
The gtate's laws and procasses far identifying and selling underusad and :s.urpIL.s
state properties are inefiactive. The state's laws chould be amended and its
Drocesses ctreamlined to increase property salas and revenue 0 the state.

Background . ) . .

The state's real property holdings are aubstantial. According to the Slatewide
Praperty Inventery mainizined by the Department of General Services (DG, the
state owns over 2,000 properiies ancompassing 2.5 rrillion acres of land and 183
million square fest of huildings. [1]

State process for identifying surplus property :

Most stale agencies are raquired by statute to annually review their real propery
heoldings o determing what, if any, are surplus. underatifized. ar in excess of
foresesable needs. This infarmalion is raquired to be reported to DES. [2] There ars
a number of exceptions to this law, however, inclyding land transferred to the state
as 5 rasult of unpaid tax dekts, land negesszary 1o build or maintain highways, lzand
administered by the State Lands Commission, land which has transfarred 10 the
state by operation of law or which has been distriputed to the stats by court decree
in estates af deceased parsons, and Jands under the jurisdiction of the State Coasfal
Conservancy. (3] 1f any of the properties gxempl from this law are ne longar neaded
by the state, the properies are idantified and sold under separate authority. [4]

Upan recaiving & raport from an sgency that identifies surplus or underutilized
property, DGS will notify all sther slate agencias to determing if thera is an
allernative state need far the property. It & stale nesd exisis, the property %
iransferred. If there is no state need, DG5S compiles these properties irta an znnual
report to the Legisialure requ gsting authorization to sell it of gtherwise dispose of it
[5] There is no aversight of each agency's use af jts real property of s decisions ta
rerain it, OGS is often mistakenly perceivad as having autharity over the state's real
praperty. The dapariment, nowaver, aclually controls very htlle of the state’s
property Raldings. Seventy-seven departments other than OGS own facilfies. For
every structure owned by DG3 there are 130 additienal struciures in the state’s
inventary 2nd for every acre of land controlled by DGS there are an additional 7,200
acres of state-ownad land. []

in & 1285 report mandated by the Legislature, DES independently identifisd 123
curalus or underysed propertias controlled by 17 differant agenciss, Tha
department, however, did not kave awthority lo submit the identified prepertizs to ihe
Legislature for authorization to sell or dispase of themn because the properties were
not under its jurisdiction. [7] Qnly the individual 3gensies had the authority o submit
the proparties to the Legislature for autharization to sell or dispose of them. Although
the 12 agencies have been required by statute to review their praperty koldings
annually for underutiiized and surplus properties sinca 1948, the 123 properfies had
mot been identified as surplus or undenssed. =

Qwly a few of the 123 praperiies identified in OGS 1995 repor have suUDseque nily
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heen dentified by the individusi agencies in their annual surplus property reporis
and tfew propertiss averzll have bean seld. (0 2000, three propertics with a total
ostimated value of 3622,000 were identified in reperts to DGS as surplus. 9] In
2004, four proparties with an estimatad value of $20 million wers ientified. [19] In
ap02. and again in 2003, thera were e surpius properties identfied. [11]

in o 2001 study by the California Stata Auditor, eight state agencies with large land
hoidings in 15 designated high-cost caunties were questioned to determineg whether
{hey annually review their properlies o detarmine if any were surplus or
underutiized and if 5o, wh sther thay had writtan policies for doing 6. The State
Lands Commizsion is axempt fram the law requiring review of it holdings and said
that it does nol review its holdings lo dete rrinie if 30y are sU rplus or und eruzed, Two
agencies, the Department of the Military and the Dapartment of water Resources,
eaid that they do nok review their property fer potential surplus because they have
lifle or na surplus praperty. The other five agencies said they pe rfarm annual
reviews of their proparty, but nona of these agencies had writien procedures for
svaluating potential surplus or underitilized properties and none could groduce any
detailed evidence of oast reviews, [121

* Examples of underutilized ar surplus property

Fallgwing is a&n example highlighting the inadegquacies inharant in the state's procass

for idantifying underused state property. Orange County i3 now Califarnia‘'s secand
most populous county with three million inhabitants, it is alsc ona of Galifornia’s
most urban codnlies. The county's growth has crealed a shortage of affo rdahle
housing. Accarding 1o fhe Califarnia Association of Resitors ifarch 2004 Housing
Affardapiity Index, only 14 percent of Orange County housenolds can afford to
purchase 2 madian-priced hams, San Erancisco is the only one of Califarnia's SR
counties that is waorse, at 12 percent. i3]

The state owns 190 asres in the Ciy of Casta Masa, located in Orange County. The
land is used io hald the annual Orange County Fair, 2 summertima agricultural fafr.
Fraliminary discuesions with local brokers and appraisers aclive in the Crange
County area indicate that s highest and besi use would be for housing. They
aefimate the property would ba worth 527-530per square foot, or about 3220
millian, if it were properly zoned, approved for development, znd clear of all
hazardous materials and existing improvements. {14] If the jand were developed lo
accommadate four to s singls family detached homes per acre, it wiould allow
gbaut 1,000 hemes to be built. Higher densities of mare than four 10 six HeLsing
units per acre aleng with other development inclyding retail, aparments and =ffice
space. for examgle, are possible with the cooperation of peal government in the
zoning and development process. |

The Department of Foed and Agriculture, which is responsibla for this property, has
never identified the property a5 being unused of ynderused, [16] From the
perspective of the Department of Food and Agricyfture, the praperty is heing fully
used to deliver a state program. It is not underused of surplus. A property's value is
rarsly considerad by state agensias when svalualing apra perty fur consideration as
surplus o undenisad, Only the current and planned future usage of the property is
consigerad, (10
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Another example of the state’s underutiization of state-owned property is the state’s
property in dewnfawn San Diego, where the stale oW ns two full city klacks. On one
hlock is 3 s stary, 174,000 square foot, state office building built in 1952 Qn _th.e
sther Block s a single stery parking garage, 2 wacant 14,000 sguare fcutlbmldi_ng_
=nd about 150 surface parking Spaces. The state plang 1o remove all af the existing
structyres, build 8 new 415,000 square foot puilding on ana sie and a surfacs
parking lot on the ather. (18]

Althaugh the state plans 10 constrict only 315,000 square feet, the current zo ming on
these parcels, hoWever, would allaw about 1 milion squars feet_nf building area. [13]
Development density iz an important issus for the City of 3an Diego. The city'=s
communily plan updats, which is currantiy in ProCcEss, prajects the number of
dawntown residents will qu adrugle from 18,000 t2 75,000 and the current downtawn
smployment poputation will mors than double from 75,000 to 175,000, sleng with
cubstantial increases in civic and cultural activities. [20]1n 2002, San Diego Mayor,
Diick Murghy, wrote to then Governor Davis expressing his ecncerns that the stale's
plens are mot effectivaly wilizing the property. The City af Aan Diego encoUrages
maximurm density develapment dowrtown and the Mayor asked the Governor 12
ansure that the praject achieve the same minimum density reguiremshts of & private
developer, (211 The stale, however, has not changed its devalopment plans far its
downtown properties, [22]

Siate's process for selling and giving away its property is lengthy

Once a slate property is identified as surplus, it takes years to sell it, For the 26
propetties sold by OGS inthe last 10 years it ook from cne ta 10 yesrs o dispose of
the property, with just over half taking seven yeals of more, Or ayeraga, propary
sald by DES remains on the surplus list for 6.7 y=ars pefore it ie sold, [23] One
impartant factor contributing to the iengthy sales process is the reguiremsant that
losal governments and nonprofit corperations receive first right of refusal te
purchase stale sUrpius property, [24]

Cne example of the defays resulting from the first fight of refusal provisian inlaw is
the sale of the surplus Richmond Employment Development Department (EDO)
offica. |m 1997, EDD identified the property as surpius, Thal sams year the City of
Richmaond exprassed inferestin acquiring property. The Legislature declarad the
property surplus in 1383. While exercising fts first right of refusal and effectively
stopping the state from marketing the property to another tuyer, the City began
lohbying its cengressional renrasentative and state-elected afficialz to purchasa the
property at no cost. Thres years laterin 2001, legislalion was passed transferring
the proparty to the Ciby fer free, Tha City is now in the procass of aptaining funds to
redevelop the propanty and expects to cefl it in the surmrmer of 2004, (28]

Transfaring surplus state praperty for free requires specific legislatian, but selling
surplus property for less {han fair market value is permitted and often occurs. State
jaw allows state property 12 be sald to losal governments and nonprofit entities for
l2ss than fair market valus if the property is to ke used for housing, open space,
pars or educational purpdSes. [26] During Fiszal Year 200 1-2002. the mast recenl
year for which sales dala zra gvailable, three of six properiies were, pursuznt to
legislative autharization, sold for less than fair market value, resutting in aboub $1.8
million in lost revenus. [27] i
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Tha Califarnia Depariment of Transportation (Caitrans) administers a surplus
property sales pragram separate from that of OGS for praperies azquired with State
Higrway Trust Funds that ar2 na langer needed for ransportation purposes (28]
Caltrans' surplus properties are required o be offered to other public agencias prisr
to public sate. [29] Calirans' surpius property sales program recently sold resiZential
properfies located in the Cifes of Pasadena, Scuth Pasadena, and Los Angeles, The
praperfy was designated 1o be sold for low and maderate inceme houzing, 35
required by Government Cade Seclion 54235 Adequate low and modearate incomes
housing is an important goal far the state, but the cost of maeting that goal thrsugh
Calirans’ surpius nropery sales program is high.

For example, as required by iaw, Caltrans recently sold 11 surpius propertias in
Pazadena and South Pasadena to low and moderate incame tenants for less than
market value. The combined market value of these praperties was about 33 millizn.
The properties were sold for & eempined total of about $500.000, Each propenty.
tnarefore, was sold for about $151,000 less ihan its markst value. There are an
additional 455 propertias siill owned by the slate if areas that were originally
acguired for the 710 fresway project. The project nas been delayed indefinitely due
t5 envircnmental concerne. If the project is afficially cancelied, the remaining 435
properties will be s0ld subject to Govermment Code Seclion 54225, In a 2004
legisiative prapesal, Caltrans estimated that if these properties are sold without a
change in law, the state will scll the proparty far about 5143 millicn belaw market
walua, [30]

Promising practices

Despile these restrictions, the siate has had some success selling its high-valus
surplus urban propery- [n 1958, the Mational Asseciation of Direciors of
sdministration snd General Services awarded DGS Asset Enhancament Fregram
an award of distinchion for tha innovative sale of three key pieces of the state’s
surplus reaf property. Thase saies created 18,000 new jobs, generated more than
24 pillicr in new construction and returned more than 350 acres of valuakle land 1o
tha tax rolls. The properiss have also provided sHordabie housing. & n2w
subsidized day care center, new facilitizs 2t an pxisling state development cenfer,
addifiorial franspontation infrastructure, histaric preservation, numerols putlic
amenities, and wildlife habitat, while still creating remarkahle financial returns to the
sfate's taxpayers. [311

The DGS Aszet Enhancement Program demonstrates DES has the necessary
expertise to work effectivaly with land use consultarts and siate agencies io
determine optimal use of large urban property. [t 2lso demanstrates LGS aiility ta
idertify possiile surplus property by assisting age neies in cansolidating or relocafing
state operations located on high-valuad propefy.

The DGS Asset Enhancement Pragram uses an asset enhancement model to
evaluate a variety af factors prior lo a property being deemed surplus. Far example,
the madel /s used to determine a property’s highest and bestuse and its
infrastruciure capacity, It includes compaonents that take into consideralion hasic
environmental assessments and cancepiual land plarning in addifion ta site-specific
issues such as historic resources, demolitien, tfraffic and potential restrictions on the
lgnd's tse. The model alsa calls for intervewing local officials, addressing
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community 2nd neighborhacd sancerms and foreseszble envirenmental i=sles. (321

Inadequate funding and the ctate's cumbersome and lengthy progess for
sontracting, hewever, imit the sUCCess of DGS Asset Enhancemeani Program. The
sssat enhancement models used by the program are intended to identfy stale-
swned property that could be =old and put to better use. This often requires funding
and contracting with consultants prier 10 3 property being identificd as surplus.
Linforiunately, the state's process for funding projests o sell state property typically
begins only after a sile has bean dasignated as surpius and the funding must be
requasted as Jong a3 18 months in advance—at a lima when the fotal amaount
neaded often cannot be accurately estimated. [33]

The sfaciveness of DGS Asset Enhancement Program alse is fmited by the state
contrachng process. |t is typical far a siata contract io take a year or longer ko
process, This does nat adequately meet tha needs of the pragram because the
scope of analysis necessary far determining the best use of a praperty can and does
frequantly change, For examale, taxic malerals discovered on a site will expand the
scope of environmertal analysis reguired. Conversely, some projects may be
rancelled basad on changes in market eonditions or strong lozal cppositian.

in ather instances, Ihe anaiysis of a property may be camplated, but development of
selling of the property may be delayed due to lack of funding, market conditions,
lecal oppasitien, o other factors. If the ohstacles are overcome 2nd the project is to
confinue, the siate’s contract with its consuitarts for the project will likely have
expired, Due to state contracting reg sirements, the state must start over again with
its procass to contract with consultants. Thig can result in the state contracting with a
diffarent consuitant, rather than using the consultant who completed the initial
analysis of the property, This slows down projects and preciudes the state from
leveraging the prior consuitant's existing ¥nowledgs and project-specific sxperise,
resulting in increased costs to the state. (34]

B.

.

Recammendations

The following recammendations are consistent with Governar
Schwarzenegaer's May 11, 2004, Executive Qrder [5-1 (-04) directing
improvement of the state's real estate asset and property management,
implementation of these recommendations will result in more surplus
properties being identified and sold, a faster cycle time from
identification to sale, higher sales procesds for the slate, and a more
streamlined process.

Tha Gavernar should work with the Legislature fo empower the State and
Consumer Services Agency, of its successor, to declare state assets
surplus and direct their sals.

The Gavernor should work with the Lagislature to amend state [aw to
require the sale of state property at fair market value.

The Governer should work with the Legisiature to amend state law to
sliminiate the right of first refusal for surplus property fo any non-state
agericy.
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D, The State and Consumer Sepvices Agency, of IS sUccessan should be
appropriated continuous funding to evaluate and sell surplus property.

E. The State and Consumer Services Agancy, oF s SuccRssar, sh_nuld be
permitted to enter master service contracts for consulting servicas
required to study and se¢ll surplus property:

Figcal Impact _ ; o i
The state owns over 2.5 million acres of land and 195 million square feet of

buildings. [35] Previous reviews of the state's holdings have identified numeraus
potentially surplus and underutilized properties that have not yet bean sold. The
rombined value of these surplus and underuliized properties is estimated o bein
the high hundreds of millions af dofiars. .

The May Revision to the FY 2004-2005 budget includes $50 millien in increased
revenue from surplus property sales and £2.8 million in funding from the Property
Acquisition Law account to pay far added staff and cansulting costs to achieve these
sales, [36] Depending on which properties are eventually selected for sale, and
restrictions in statute on the use of the proceeds resulting from dispasal, the
procesds will be agplad 1o sither Genera! Fund or special fund revenue, In the ipitial
yaars of the implementaticn of these reeommendations. the assumplion is that
etorts will be made to 1argat praperties that will have 2 direct impact on the Gengral
Fund.

Staff and consulting costs have historically averaged about 8 percent of surplus
sales proceeds, Therefore, based on an annual funding level of about $2.5 million,
=n sztimated 350 millizn in annual property s3es could be genaratad. Assuming that
the recommendations contained in this paper are implemented, doubling the funding
for stalt and consulting costs to $5 million annually could resut in $100 miflionin
annual property sales.

Irmmediate cales are expected, byt bocause of the camplexity of most of these sales
transacions, it is anticipatad that greater sales procesds will be achieved in yeals
thres through five. Most of the state’s undarutiized and surplds properties are naw
used to deliver state programs. Uniess these slale programs are dizcontinued,
calacation will be necessary. In the few instances where rafocalion is unnacessany
3nd thare i little increased properly value to be gained by securing development
entitlements priar to disposal, the sales could be caompleted in one fo two years, [n
othef mars complex sales requiring both pragram reigcation and the state 1o sacure
1he development entittements, sales could take three to five years.

General Fund
{dollara In thousands)

Fis_éé.i ﬂ Sales Cosgl MNet Savings H i‘:hz:gein I
Year | Proceeds | {Costs) 1 PYs i
2004-05 | $50.000 |s2.800f  $47.200 4
| 200505 | 50,000 [s2800]  $47.200 e
1 T |
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pata: The dollars and FY's for each yaar in tha sbove chart refiect the tolal change
Tor that yaar from 2003=04 expendiiures, revenues and Frs.
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