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Mr. Rodney Anderson 
Administrator 
State Building Division 
Lincoln, Nebraska 
 
 
We were engaged to perform an assessment of the State Building Division’s Owned and Leased Property 
Program.  We have reviewed certain procedures and processes at the State Building Division (“SBD”).    
 
This report presents our observations regarding existing operations in effect at the last day of our visit, 
January 24, 2014, and our resulting comments and recommendations for improvement.  The scope of our 
work was limited as described in Attachment A of our contract with the Department of Administrative 
Services (see Exhibit 1 to this report).  Our assessment consisted primarily of employee interviews and 
examining select documentation you provided to us, as well as conducting certain market research and 
financial analysis. 
 
The assessment we have performed does not constitute an audit and, accordingly, we are not expressing 
an opinion on the State of Nebraska or any department’s financial statements or financial condition. 
 
This engagement would not necessarily disclose all weaknesses, potential fraud, errors or all opportunities 
for improvement.     
 
This report is solely for the information and use of the State of Nebraska and is not intended to be and 
should not be used by any other party for any purpose without our approval.  This report is the property of 
BKD, LLP.  If any party intends to publish or otherwise reproduce this report and make reference to our 
firm name in any manner in connection herewith, BKD must be provided with the printer’s proofs or 
masters for our review and approval before printing or other reproduction and provided with a copy of the 
final reproduced material for our approval before it is distributed, including posting our report on any 
website. 
 
During our assessment, State of Nebraska employees were helpful, courteous and responded 
professionally to our requests. 
 
Should you have any questions or require additional information or assistance, please contact us. 
 

 
 
March 1, 2014 
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Introduction and Executive Summary 
  
We were engaged to perform an assessment of the Owned and Leased Property Program of the State of 
Nebraska.  The Owned and Leased Property Program is contained within the Department of 
Administrative Services State Building Division (SBD).  The scope of work we were engaged to perform 
is documented in our contract with the Department of Administrative Services (DAS) dated January 10, 
2014.  The contract is attached to this report as Exhibit 1. 
 
In compiling our observations contained in this report, we have relied primarily on interviews with SBD 
employees and a review of selected documents provided to us by SBD management, as well as 
performing certain market research and financial analysis.   Our approach was structured as follows: 
 

• Meet on-site DAS and SBD staff to review in detail process and procedures; 
• Review and analyze pertinent reports, policies, manuals, guidelines, leases and planning 

documents; 
• Research other state and private enterprise best practices and trends for managing commercial 

real estate portfolios; 
• Provide recommendations for efficiencies and potential real estate cost savings; 
• Submit a written report  

 
This report is divided into two primary sections – organization of the SBD and a section containing 
several recommendations for improving certain aspects of the Owned and Leased Property Program.  
Below is an executive summary of our findings: 
 

Recommendation 1:  The State of Nebraska could likely benefit from the use of real estate 
brokers in lease negotiation for commercial leases with sophisticated lessors in Lincoln and 
Omaha, Nebraska.  While this represents only a very small portion of property managed by the 
SBD, it is an important part.  It is also the most likely place where involvement by a broker could 
provide the most value. 
 
Recommendation 2:  Over time the PMG should consider utilizing specific broker expertise 
outside Omaha and Lincoln when it will provide the most value. 

 
Recommendation 3:  The SBD should consider adding one additional full-time employee to the 
Property Management Group (PMG), preferably someone with commercial real estate leasing 
experience.  This additional FTE will help free up time of the Property Program Manager to focus 
on proactive strategic planning. 

 
Recommendation 4:  The PMG should work more closely with space planning personnel to 
enforce space guidelines and ensure maximum utilization of State-owned space. 

 
Recommendation 5:  The State of Nebraska could likely benefit from involvement of outside 
expertise to assist with Vacant Building and Excess Land (VEBL) planning & resolution on a 
case-by-case basis.  A more focused approach could be taken to effectively prioritize and 
reposition such properties. 
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Recommendation 6:  For outside broker or other real estate expertise, we recommend choosing 
the best firm/person in the geographic market for the particular property at issue – not a master 
contract that goes to a single firm.  In addition, the State should utilize appropriate bidding 
practices and a simplified RFP/RFQ process to gather qualifications and bids. 
 
Recommendation 7:  Ensure, to the extent it has not been completed as of the date of this study, 
that the vacant position responsible for handing parking is filled. 
 
Recommendation 8:  Ensure that the transition and migration of data to ProLease is completed 
and that all PMG employees are adequately trained and proficient with the software. 
 
Recommendation 9:  Create accurate KPIs to manage progress and measure success.  These KPIs 
should be detailed, specific and comprehendible and should be backed up with clear and concise 
data.  A PMG dashboard with all KPIs should be created. 

 
Impetus for SBD Performance Assessment 
 
On March 14, 2013, Bennett Ginsberg of CBRE MEGA testified at a meeting of the Appropriations 
Committee of the State of Nebraska.  CBRE MEGA is a real estate broker and real estate management 
firm located in Omaha, Nebraska.  Mr. Ginsberg is the President of CBRE MEGA, and he proposed to the 
appropriations committee that the appropriations “committee request that DAS support a comprehensive 
audit of all the state’s owned and leased real estate holdings.  We anticipate this cost not to exceed 
$250,000.”  The complete transcript of Mr. Ginsberg’s testimony on March 14, 2013, is attached as 
Exhibit 2. 
 
Subsequent to testimony by Mr. Ginsberg, the 103rd Nebraska State Legislature, 1st Session, enacted LB 
195 Section 200, provided at Exhibit 3, which states as follows: 

The Department of Administrative Services shall undertake a comprehensive audit of the 
management, administration, and operation of all owned and leased real estate that is 
subject to the authority of the State Building Division of the Department of 
Administrative Services.  The objective of such audit shall be to identify and recommend 
prospective measures that may be implemented to more efficiently and effectively 
manage, administer, and operate such real estate.  Upon completion of the audit, a report 
of its findings and recommendations thereon shall be submitted to the Governor and 
Legislature on or before March 1, 2014.  There is included in the appropriation to the 
program for FY2013-14 not less than $75,000 Revolving Funds to accommodate 
expenses associated with such audit.  The report required to be submitted to the 
Legislature by this section shall be electronically. 

 
DAS Seeks a Balanced Approach to Assessment 
 
DAS contacted BKD to perform the required assessment.  BKD sought to staff the assessment with an 
appropriate balance of professionals who are knowledgeable regarding the core operational and real estate 
issues.  BKD possess experience with real estate operations from working with our clients in the real 
estate industry.  In addition, we subcontracted with Zimmer Real Estate Services (Zimmer) out of Kansas 
City to provide an appropriate balance of real estate professional expertise on the project team.  We 
believe the result is a balanced assessment, which includes the perspective of a real estate professional but 
is not overly slanted in favor of that type of report. 
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Subsequent to conducting fieldwork at the offices of SBD, we learned that Senator Mello had challenged 
the decision of DAS in engaging BKD to perform this assessment and provided to DAS certain marketing 
materials of CBRE MEGA.  Those materials are attached as Exhibit 4 to this report. 

We would caution the State of Nebraska against permitting any party to perform an assessment and make 
recommendation where the recommending party stands to gain through a future contract with the State of 
Nebraska based on their own recommendations. 

Discussion with Senator Mello 
 
Angela Morelock of BKD discussed this assessment with Senator Mello on February 26, 2014.  Our 
purpose for reaching out to Senator Mello was to determine if there were any particular concerns or issues 
that he was attempting to address by advocating for an assessment of the SBD and whether there was any 
information or input that he would like to provide and have considered as part of the assessment.  Based 
on our discussion with Senator Mello, he would like to explore opportunities to reduce costs to the State 
of Nebraska related to real estate assets – whatever form such cost saving strategies might take (i.e. sale-
leaseback arrangements, energy studies, public-private partnerships, etc.). 
 
CBRE Report Regarding State of Florida 

Senator Mello mentioned a particular assessment conducted by CBRE for the State of Florida.  That study 
is a public document that can be downloaded from the State of Florida’s web site.  The study is very 
comprehensive and provides estimates of potential estimated cost savings of various strategies 
recommended by CBRE.  However, we would not recommend that the State of Nebraska conduct such a 
comprehensive study, which would likely cost a minimum of $250,000.  The State of Nebraska has a 
much different scenario than the State of Florida (which didn’t even have centralized management of real 
estate at the time of the study).  Each of the recommendations in the State of Florida report by CBRE also 
has significant up-front investment that would have to be made to derive the projected estimated benefits 
in the study.  Plus, there are many factors that could negatively impact the cost savings goals associated 
with the recommendations, and as is the case with anything new, the devil is in the details – 
implementation of recommendations resulting from such a study would be costly, resource intensive, time 
consuming and could take years to occur.  It is our assessment that such a study is not the best approach 
for the State of Nebraska, but that instead narrowly identified, strategic use of outside expertise in areas 
likely to add the most value with the State of Nebraska realizing immediate benefit would be a better 
approach. 
 
Reports of Other Consultants 
 
In 2012, DAS engaged The PFM Group, a financial advisory company focused on government and non-
profit entities, to perform a “Real Estate Property Management Privatization Study” for the SBD.  Their 
report, dated June 29, 2012, is provided in its entirety as Exhibit 5.  The PFM Group study made 
numerous recommendations regarding the operations and processes of the SBD.  The PFM Group report 
also included benchmarking and best practices related to Colorado, Iowa, Missouri and Utah. In addition 
to the three benchmarking states (CO, IA, MO), the real estate management practices for the states of 
Kansas and Oklahoma were also reviewed. 
 
During our assessment, we noted that the SBD has made significant progress toward implementing the 
recommendations made by The PFM Group in 2012 including digitizing property records and 
implementing a new real estate management system (ProLease) to allow SBD to move away from using 
an Access database that has been cumbersome and unreliable. 
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Department of Administrative Services – State Building Division Overview 
 
Staffing 
 
The Property Management Group (PMG) within SBD is responsible for the management of 
approximately 3 million square feet of State-owned property, consisting of more than 278 buildings, 
along with approximately 1 million square feet of commercially leased properties consisting of more than 
350 leases. Commercial leasing spend is approximately $13.6 million annually. The group consists of 3 
full time employees and 1 vacant full time employee position related to coordination parking. 
 
 Administrative Services 
 State Building Division1 

 
 
The PMG works to serve the State as its leasing administrator for all facilities that are used by the State, 
whether owned by the State or by third-party property owners. The PMG ensures all State buildings are 
occupied and that vacant properties are tracked and managed. The Group manages the entire third-party 
leasing process, gathering and verifying agency requirements, conducting site visits, managing the 
Request For Proposal (“RFP”) bid process, leading lease negotiations, construction (tenant improvement) 
management and providing lease administration to move coordination services. Annually, the Group 
provides a report to the State Legislature’s Appropriations Committee and the Committee on Building 
Maintenance regarding the amount of property leased by the State and the current vacancy rate of State-
owned property.  
 

                                                 
1 Organizational chart recreated in part from DAS/SBD internal document 
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Specifically, the PMG’s responsibilities2 can be categorized as follows:  
 
Administrative Support: 
 

• Information Management (Contracts/Records) 
• Coordinate legal review 
• Maintain a centralized file of all contracts by type 
• Continuously monitor existing service contracts for re-bidding or renewal as required 
• Develop required service and repair contracts and insure proper execution 
• Coordinate contract approval 
• Match invoices to contract for payment processing 
• Conference room and meeting coordination 
• Coordinate voice/data requirements in each facility through the office of the CIO 
• Provide SBD/other agency requirements to the offices of the CIO for design and installation. 
• Assist Office of the CIO with systems installation 
• Monitor operational costs 

 
State-Owned Leases: 
 

• Manage corporate/SBD lease agreement 
• Manage SBD/Agency lease agreement 
• Manage payment process 
• Manage remodeling, space planning, move assistance 
• Contract management 
• Develop lease language 
• Manage renewals 
• Manage 309 Taskforce  
• Manage Vacant Building Excess Land (“VBEL”) process 

 
Third-Party Commercial Leases: 
 

• Manage Agency requests 
• Validate Agency approval to acquire outside lease 
• Conduct site inspections 
• Manage Lease negotiations: 

o Manage bidding process 
o Review proposals 
o Develop counter offers 
o Negotiate terms 

 

                                                 
2 Sourced from internal DAS/SBD documents 
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• Manage Customer relations 
• Manage Construction Meetings 
• Manage Tenant Improvements 
• Setup rental payment/billing system with AS/Central-Finance 
• Lease recording 
• Lease filing 
• Manage extensions/renewals 
• Investigate claims/Recommend action 
• Develop specifications 
• Develop evaluation tools 

 
Parking: 
 

• Administer and monitor the parking program 
• Review the maintenance requirements of all systems and equipment 
• Manage parking facility maintenance requirements to insure completion 

o Lot repairs 
o Lot policing 
o Parking fee collection 
o Parking privilege management 
o Parking turnover 
o Parking resource management 

• Review structural stability of parking facilities 
• Review maintenance 
• Meet as required with the Parking Advisory Committee 
• Maintain waiting lists 
• Assign parking 
• Initiate payment through NIS 
• Monitor usage 
• Planning of supply versus demand 
• Policy Development 
• Rate Setting 
• System development/upgrade 
• Janitorial oversight 

 
Specific roles and responsibilities3 of PMG are as follows: 
 

                                                 
3 Sourced from DAS/SBD internal documents and staff interviews on January 20-23, 2014 
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Administrative Manager. The PMG reports into the Administrative Manager, Dennis Summers. Mr. 
Summers is a 42 year employee of the State of Nebraska and has responsibility for managing the group, 
overseeing all State leasing matters and maintenance of State-owned property files. 
 
Property Program Manager. The Property Program Manager is currently staffed by Paula Sedlacek.  
Ms. Sedlacek has been an employee for the State for 4.5 years and has been the Property Program 
Manager for 2.5 years. As Property Program Manager, Ms. Sedlacek assists in developing and executing 
strategic plans while managing operations and staff in the functional area of statewide property 
management for SBD. Ms. Sedlacek is tasked to ensure optimal utilization of existing state owned and 
leased facilities in accordance with statute. In this single position class, work is performed under 
guidelines established by the division administrator and the policies and procedures of the agency. She 
performs related work as assigned. Ms. Sedlacek manages the Administrative Assistant II and both Staff 
Assistant II positions (one of which is currently vacant). 
 
Examples of work include:  
 
Develops, implements, coordinates and evaluates programs, policies and goals regarding utilization of 
state owned and leased property. Researches, analyzes, develops, recommends and implements new 
policies, procedures, processes and/or initiatives, working towards continuous improvement of the 
property management program ensuring optimal utilization, operational, and economic efficiencies. 
 
Conduct research and analysis to recommend potential construction of new facilities and/or potential 
facility/land acquisitions. 
 
Coordinates state agencies’ leasing needs to maximize efficiencies, obtains leased space for state 
agencies, ensures agencies are billed appropriately for space and enforces policies to ensure compliance 
with state statute and lease agreements. Establishes and maintains positive business relationships with 
property program customers and resolves customer or vendor issues concerning billings, payments, and 
space utilization. 
 
Develop and manage RFP process, bid review/analysis, selection and bid award process for obtaining 
required lease space; negotiates terms, conditions, and costs for the development of the initial lease(s) and 
any renewal options, sets lease rates for agencies. 
 
Implements policies and procedures for the VBEL Act. Coordinates disposal of vacant buildings and 
excess land through sale/lease/demolition of any property as directed by the VBEL Committee. 
 
Maintains state owned and leased land inventory; assists the Division of Risk Management to ensure 
replacement values are developed in conjunction with the building insurance program, develops 
legislative proposals affecting the State Property Program, presents and defends property program during 
budgetary and legislative processes. 
 
Provides fiscal oversight and management for the Division including but not limited to; preparing 
Building Renewal Assessment Rates, biennial budget development process, monitoring expenditures, 
revenues, cash and invoices of division; prepares, reviews, and approves financial documents to be sent or 
transmitted to the agency’s central finance office. 
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Assigns, reviews and coordinates work of assigned staff including but not limited to training, hiring, 
conducting performance evaluations, handling disciplinary action and approving time sheets. 
 
Administrative Assistant II. The Administrative Assistant II position is currently staffed by Laurie 
Keiser. Ms. Keiser has been in this role for 1.5 years and is responsible for managing all of the third-party 
commercial leases or lease renewals entered into on behalf of the State. Under limited supervision, she 
serves as a coordinator or specialist with an agency’s program-administrative function or unit and 
provides advice and technical assistance to agency management and employees and others concerning the 
operations and activities overseen or directed. She develops and implements program-administrative 
directives, standards, and processes for PMG and performs related work as assigned. 
 
Examples of work include: 
 
Works with landlords and tenant agencies to procure and maintain space outside of State-owned facilities, 
while adhering to the laws and rules and regulations of the State. 

 
Conducts site visits during Requests for Approval and renewals, as needed. While out on the road, 
conduct spontaneous visits to other sites to ensure the space is being maintained, safe, used appropriately 
and to converse with the staff regarding the leased space. 

 
Develops and circulates leasing documents for execution in a timely manner, using the cover sheet 
checklist to ensure all reviewers are included. Reviews the returned document for comments or edits and 
forwards the approved signed lease to landlord for execution. 
 
Initiates lease renewal process by reviewing existing lease documents. Reviews the Agency’s comments 
on Request for Renewal form and communicates with agency and Landlord throughout the process 
regarding any changes proposed by either landlord or tenant agency to draft the addendum/amendment. 
 
Maintains contract files with updated documents and correspondence by printing and placing in the Lease 
file: critical emails and mail pieces when received. Updates the pending review report with specific 
details throughout the lease renewal and enters data in the database that refers to billing or termination 
changes. 
 
Continues to develop the lease process based on the best use of staff resources to efficiently complete 
leases and renewals in a timely manner. Works with Staff Assistant and Property Manager. 
 
Staff Assistant II. The Staff Assistant II position is currently staffed by Rita Schwabe who has been in 
the role for 1.5 years. Ms. Schwabe is responsible for recommendation to central finance of payment of 
bills for State-owned properties and rent for third-party commercial leases. She inputs and updates lease 
renewals, and is the back-up to the Parking Coordinator position. Under limited supervision, Ms. 
Schwabe handles a single administrative or program operation, function, or activity in a contributory 
capacity with the immediate supervisor or manager and performs varied administrative, technical, and/or 
program support work. Ms. Schwabe performs related work as assigned. 
 
Staff Assistant II. This position is currently vacant but will be responsible for managing the Parking 
responsibilities for the State. 
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PMG staff is tasked with a significant amount of administrative and process driven tasks that are mostly 
tracked and/or reported via Microsoft Access and Excel spreadsheets. Most of the processes are labor 
intensive and generally inefficient. The staff expressed frustration at what it felt was a lack of resources 
and it noted that while roles are clearly defined, everyone must “pitch in” to cover for those resources or 
functions not available.  
 
Progress is evident in administrative and staffing areas. ProLease lease software has been purchased to 
replace its Microsoft Access database and aid in the management/administration of all leases and to 
streamline the reporting process. Further, interviews for the Staff Assistant II vacancy were being 
conducted during on-site visits.  
 
Conclusions Regarding Staffing 
 
Other than Mr. Summer’s tenure with the State, most of the staff is relatively new with less than 3 years 
of experience in their current position. Those interacting with third party property owners in the 
negotiation of commercial leases did not have previous industry knowledge and only tangential previous 
work experience. None of the employees in the PMG have prior experience in real estate brokerage or 
commercial property leases.  Turnover appears to be an on-going problem for PMG and will likely remain 
a problem in the future. 
 
Given the volume of administrative duties and square footage of State-owned and leased property 
managed by the Group, the program is highly cost efficient.  However, understaffing and turnover have 
resulted in the team having little time to be proactive or think strategically about the State’s real estate 
assets and leases.  Salary and benefit costs for the three full-time employees are currently $15,987.  There 
is no doubt that the State of Nebraska is deriving significant value from the three employees that manage 
the State’s property at minimal cost.  We recommend adding one additional full-time employee to the 
group, preferably someone with some level of commercial real estate brokerage or leasing experience.  
One additional FTE would allow the Property Program Manager to delegate more administrative tasks 
and free up time for more strategic thinking and proactive planning, elements that is currently 
significantly missing. 
 
Owned - Excess and Obsolete Real Estate – Process & Procedures 
 
The Vacant Building and Excess Land (VBEL) Committee is tasked with meeting to determine and direct 
the future of excess and obsolete buildings and land. The committee is made up of the following: 
 

• Director of DAS 
• Administrator of SBD 
• Administrator of the Task Force for Building Renewal4 

 
The committee meets quarterly to review buildings and land at the request of State agencies and creates a 
plan for the property, taking into consideration highest and best alternative uses; be it selling, repurposing, 
“mothballing”5 or demolishing.  

                                                 
4 The Task Force for Building Renewal is a separate DAS division that was created by the Deferred Building 
Renewal Act (LB309). 
5 The preservation of a facility without using it for any particular function. The facility is kept in working order such 
that it can again become operational. 
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Real Estate Leases – Process & Procedures 
 
The property management activities of the SBD principally fall into two categories: State Owned Property 
and Commercial Leases. 
 
State Owned Property 
 
State owned property consists of buildings owned by the State.  Space in these buildings is principally 
leased to other State agencies, though some space is leased to 3rd parties.  State-owned property accounts 
for about 75% of the square footage managed by the SBD.  
 
Each State-owned facility is budgeted to operate on a breakeven basis. Operating expenses are calculated 
for each of the 278 buildings and every 2 years agency leases are renewed, coinciding with the State’s 
biennium budget cycle. Lease rates are checked against market but neither term nor rate is negotiated. The 
process, while burdensome, is administrative in nature. Because the majority of State-owned space is 
leased to other agencies at essentially “cost to operate”, there is little advantage to be gained by involving 
a real estate broker in the leasing process for this space. 
 
Prior to the expiration of a lease, PMG determines whether an agency would like to remain in the current 
space or look for new space. In the majority of cases, an agency chooses to remain in place. While SBD 
has final decision-making authority to determine where agencies are located, the agencies have significant 
input in the decision making process. In most cases, leases carry two to three 2-year options.  
 
The PMG has developed a facility use manual to aid agencies under lease in State-owned buildings. The 
manual sets forth rules and regulations for agencies and ranges from use of space heaters to space 
alterations to signage. Further, the Group conducts audits on agency leased space and tracks vacancy of 
State-owned buildings; the latter of which is used as a Key Performance Indicator (KPI) in PMG’s 
reporting. 
 
Commercial Leases 
 
Commercial leases are comprised of space leased by State agencies from third party lessors.  Commercial 
leases account for about 25% of the space managed by the SBD. 
 
There are currently 351 commercial leases with State agencies as tenants. These leases comprise over 1 
million square feet. In the event a State-owned building does not have the vacancy for an agency or a 
State-owned building is not otherwise an appropriate facility for such agency, PMG aids in securing a 
lease for such agency. The SBD charges each agency 1% of the lease cost on commercial leases to offset 
administrative costs for providing such services.  
 
While the pure number of commercial leases is on its face voluminous, a break down by type reveals only 
100 of the leases are with true third-party commercial landlords. The largest number of commercial leases 
are “no charge” leases that are provided by local municipalities or counties (ex. Department of Motor 
Vehicles – Hayes County provides space at Hayes County Courthouse at no cost to the State), followed 
by a significant number of leases with other government or quasi-government entities (ex. Department of 
Labor lease with the City of Lincoln).  
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The 351 commercial leases can be categorized as follows: 
 

Storage Only Leases 31
Parking Only Leases 2
Other-No Office Space 5
Govt. or Quasi Govt. Space (Not State Owned) 76
County (Free Space) 137
Third Party Commercial Lessors 100
Total 351

Commercial Leases

 
 
Unlike leases for State-owned buildings, commercial leases are generally secured for a longer term. These 
leases are secured on the State’s standard lease form and terms range from 3 to 20 years with most in the 
5 to 10 year range. Lease rate escalation also varies per lease but most leases escalate under a fixed 
escalation of between 2.0%-3.5% annually. The PMG has made an effort to eliminate Consumer Price 
Index (“CPI”) or Cost of Living Adjustments (“COLA”) formulas from the lease terms to ease the 
administrative burden of calculating such adjustments to the lease rate. 
 
While lease terms and rate escalations vary, all of the commercial leases include a no-fault non-
appropriation clause that provides the State the ability to terminate the lease in the event the agency is not 
granted adequate funding from the Legislature. Some leases also carry a pure no-fault termination, 
allowing the State to terminate the lease for “any or no reason.”  In the event the landlord has funded 
tenant improvements on behalf of the State, some leases allow for the re-payment of unamortized tenant 
improvement dollars in the event of a termination prior to the end of the natural expiration term. 
 
In the past, many of the commercial leases were “triple net” or “NNN” leases, where the lease rate was 
net of taxes, insurance and common area maintenance. Further, with net leases many of the agencies were 
responsible for establishing and paying electrical, utilities, janitorial and property maintenance (the latter 
in the case of single occupier buildings). Commencing in 2011, PMG began shifting new and renewed 
leases to a “full service gross” lease format and placing the responsibility of property management and 
utilities upon the landlord, thus providing the State with the highest level of certainty regarding 
occupancy cost and simplifying the administrative process and allowing State agencies to make only one 
monthly payment. While full service gross leases are commonplace in office settings, a negative 
component of such structure is that any annual lease escalation increases the overall lease rate regardless 
of any actual increases the landlord incurs in its operating expenses. 
 
Further, on new, relocating or renewing commercial leases, PMG, via a formal or informal RFP process, 
requires all landlords to fund the tenant improvement costs and directly contract for the performance of 
such work on behalf of the State agency. Such costs are amortized over the term of the lease and are 
included in the cost of the lease rate negotiated with the landlord.  
 
Commercial Leases are currently managed via a Microsoft Access database and lease renewal “ticklers” 
are handled on employees’ Microsoft Outlook “tasks” or “calendars”. It was noted that PMG recently 
purchased ProLease software allowing for the administration of leases to be more effective. It will allow 
PMG to organize and manage leases in one integrated system.  
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As a result of staffing shortfalls, overall workload, and delays in notices from agencies, many leases are 
not being renewed in a timely manner. While PMG has a goal to begin the renewal process 12 months 
prior to lease expirations, many leases, some of notable size, are not being renewed until a few months 
before the expiration date. With delays in renewals, it may inhibit PMG’s ability to negotiate to market 
rates and landlords may use the loss of the State’s leverage to their advantage. 
 
While there is a consciousness among PMG staff to work to reduce or keep flat commercial lease costs, 
there appears to be a limited tool kit to achieve these objectives. In interviews with staff, very few leases 
over the last 5 years had been successfully restructured to achieve real estate cost savings for the State.  
 
Key Performance Indicators (“KPIs”) 
 
The SBD tracks four KPIs on a quarterly basis. Two of the four KPIs are directly attributable to PMG’s 
work with both State-owned leases and third-party commercial leases. 
 

1. The first KPI measures the percent of commercial leases with rental rates below industry 
averages.  
 
PMG uses a subscription based, industry standard service, CoStar, to obtain its industry average 
market information. CoStar is an independently researched real estate database that, according to 
its website, “…is the number one provider of commercial real estate research and information 
services for property investors and professionals in the United States…”6 Specifically, PMG uses 
CoStar’s quarterly office market reports for both Omaha and Lincoln as benchmarks. The office 
market report looks at average lease rates per office building class (Class A7, Class B8 and Class 
C9) as well as across all office buildings classes (A, B and C) within the targeted submarket 
(Omaha or Lincoln). Its report further lists average office lease rates per city submarket (ex. 
Downtown Lincoln, East Lincoln, Far South Lincoln, North Central Lincoln) and provides an 
average weighted lease rate for all submarkets; the latter of which PMG uses for its KPI 
benchmark (see table insert below).  
 

                                                 
6 www.costar.com 
7  CoStar Definition – “A classification used to describe buildings that generally qualify as extremely desirable 
investment-grade properties and command the highest rents or sale prices compared to other buildings in the same 
market. Such buildings are well located and provide efficient tenant layouts as well as high quality and in some 
buildings one-of-a-kind floor plans. They can be architectural or historical landmarks designed by prominent 
architects. These buildings contain modern mechanical systems and have above-average maintenance and 
management as well as the best quality materials and workmanship in their trim and interior fittings. They are 
generally the most attractive and eagerly sought by investors willing to pay a premium for quality.” 
8 CoStar Definition – “A classification used to describe buildings that generally qualify as a more speculative 
investment, and as such, command lower rents or sale prices compared to Class A properties. Such buildings offer 
utilitarian space without special attractions and have ordinary design, if new or fairly new; good to excellent design 
if an older non-landmark building. These buildings typically have average to good maintenance, management and 
tenants. They are less appealing to tenants than Class A properties and may be deficient in a number of respects 
including floor plans condition and facilities. They lack prestige and must depend chiefly on lower price to attract 
tenants and investors.” 
9 CoStar Definition – “A classification used to describe buildings that generally qualify as no-frills, older buildings 
that offer basic space and command lower rents or sale prices compared to other buildings in the same market. Such 
buildings typically have below-average maintenance and management and could have mixed or low tenant prestige, 
inferior elevators, and/or mechanical/electrical systems. These buildings lack prestige and must depend chiefly on a 
lower price to attract tenants and investors” 
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CoStar’s office market reports convert rental rates to a full service gross equivalent rental rate to 
apply an “apples to apples” comparison across office buildings. While CoStar makes no 
guarantees to the quality, accuracy, timeliness or completeness of its data10, it is a widely used 
reporting tool within commercial real estate industry in major (tier 1 and 2) cities in the United 
States. 
 
A PMG KPI dated April 15, 2013, reports the following: 

 
“% of Commercial Leases with Rental Rates below Industry Averages – Lincoln/Omaha have 
106 commercial leases, Industry average rate for Omaha is $16.62 per square foot. SBD average 
lease rate is $15.23 and Lincoln Industry average is $13.90 per square foot and the SBD average 
rate is $12.86 which means 100% of the leases are below the Industry average rate.” 

 
In looking at the veracity of the data for the commercial leases with rental rates below industry averages, 
it appears there are some errors in the reporting. In reviewing the approximately 100 commercial leases in 
Lincoln and Omaha, it appears roughly 20% of these are storage leases, 10% are County leases with no 
charges, 22% are Government or quasi-government landlord space with limited lease negotiations and 2% 
are parking leases. This leaves approximately 44% of the leases as office leases with traditional third-
party commercial landlords. Therefore, to compare all State agency leases against a weighted average 
office lease rate across submarkets would be inaccurate. Further, there are a number of leases that have a 
rate per square foot above either $16.62/SF or $15.23/SF for Omaha and Lincoln, respectively, and thus 
the statement that “100% of the leases are below the Industry average rate” is also not accurate.  
 
When isolating commercial office leases in the Lincoln Downtown submarket, it appears the State is in 
fact leasing more than 500,000 SF at an average office lease rate of $14.17/SF or 11% over downtown 
Lincoln quoted rates of $12.60/SF, based on CoStar’s Q32014 market report. Alternatively, NAI FMA 
Realty’s Second Half 2013 Market Report shows that downtown Lincoln’s Central Business District 
(“CBD”) office lease rate averages $15.85/SF or 12% more than the State is paying.  Similar results were 
found when looking at the more than 50,000 square feet of third-party commercial office space in Omaha 
market and its adjacent submarkets. It should be noted that CoStar’s market report includes government 
building leases while NAI FMA’s market report excludes government building leases due to difficulty in 
verifying data.11 While market reports are helpful, it could be misleading to use them as an absolute 
benchmark for a KPI.  
 
It is also important to note that the State’s leases may include tenant improvement dollars that have been 
funded by landlords and amortized into the lease rate and that leases reported to CoStar and other 
brokerage firms may not include landlord incentives, such as free rent, that would keep the lease rate to 
the market higher than the actual effective rate being paid. While CoStar and local commercial real estate 
market reports are one of the best sources for real estate industry data by property type and submarket, 
they are not 100% accurate and subject to interpretation by the reporting sources. Further, not all real 
estate agencies choose to report data to CoStar, which can dilute data integrity. Therefore, the information 
contained in these reports should be cross-checked and is most useful when tracking real estate trends 
within markets by property type. 

                                                 
10 The CoStar Office Report, Third Quarter 2013 Lincoln Office Market 
11 Conversation with NAI FMA staff on Monday February 17, 2014 regarding calculation of market reports 
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Quoted Office Lease Rates by Submarket 
 
CoStar Market Report – Lincoln, NE12 
 

 
 
NAI FMA Realty Market Report – Lincoln, NE13 
 

 
 

                                                 
12 The CoStar Office Report, Third Quarter 2013 Lincoln Office Market 
13 NAI FMA Realty – Second Half 2013 – Central Business District (“CBD”) Lincoln, NE 
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Quoted Office Lease Rates by Submarket 
 
CoStar Market Reports – Omaha, NE14 
 

 
 
Investors Realty Inc. Office Market Report – Omaha, NE15 
 

 

                                                 
14 The CoStar Office Report, Third Quarter 2013 Omaha Office Market  
15 Investors Realty Inc. – Office Market Report – Summer 2013 
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In further isolating Lincoln Downtown commercial office leases, some specific downtown State-leased 
properties were evaluated against recent landlord asking rates: 
 

Address Office Building Location Agency Square Feet (SF) Lease Rate/SF Asking Rate/SF Lease Expiration
1200 N ST Atrium Bldg. Lincoln, NE Abstracters Board of Examiners 255 $13.22 $13.00 6/30/2016

1200 N ST Atrium Bldg. Lincoln, NE
Department of Environmental 
Quality 52,590 $14.78 $13.00 9/7/2018

1200 N ST Atrium Bldg. Lincoln, NE Library Commission 40,697 $13.82 $13.00 11/30/2017
1200 N ST Atrium Bldg. Lincoln, NE Nebraska Real Estate Commission 3,328 $13.61 $13.00 6/30/2016
1200 N ST Atrium Bldg. Lincoln, NE Public Service Commission 14,800 $14.51 $13.00 9/30/2017  
 

Address Office Building Location Agency Square Feet (SF) Lease Rate/SF Asking Rate/SF Lease Expiration
1033 O St. Gold's Bldg. Lincoln, NE Dept. of Health and Human Svs. 94,692 $14.45 $11.00-$11.75 3/31/2016
1034 O St. Gold's Bldg. Lincoln, NE Dept. of Labor 6,076 $13.07 $11.00-$11.75 12/31/2014  
 
Currently State agencies lease approximately 111,670 SF of space at an average weighted lease rate of 
$14.36 per square foot on a full service gross basis in the 1200 N Street “Atrium Building” and 
approximately 100,768 square feet in the 1033 O Street “Gold’s Building” at an average weighted lease 
rate of $14.37 per square foot on a full service gross basis. Since 2007, historical asking lease rates for the 
Atrium Building have been $13.00/SF16 and recently asking rates for the Gold’s Building have been 
between $11.00- $11.75/SF17. All of the State’s leases at these buildings have annual escalation provision 
of between 3% and 6% annually with an annual weighted average of 3.8%. While office escalations vary 
by market, a general average in Lincoln is 3%. Both of these buildings have different Landlord names, 
however, a public profile indicates they are owned by the same related entity, Security National 
Properties, and PMG records show the property manager and leasing agent for both buildings work for 
Security National Properties.  
 
The Atrium Building is generally classified as a Class B building while the Gold’s Building is classified 
as a Class C building. 
 
Inquiring with a local commercial real estate agent in the Lincoln area that specializes in the investment 
and office market, it was conveyed that the owner of the Atrium Building, Sequoia Investments XVIII, 
LLC entered into chapter 11 bankruptcy proceedings in 2011 and emerged early to mid-2013. The 
building has a general history of maintenance issues. While lease rates vary with each specific deal, a 
typical 25,000 square foot office user with good credit could expect to reach a deal around $10.00 per 
square foot with 2.5-3% annual escalations, some free rent and limited tenant improvement dollars 
included. Such a lease rate would include payment of commissions to respective leasing agents.18  
 
While the State leases approximately 212,438 square feet from the same landlord under 7 different leases 
for 7 different agencies and while 75% of the leases expire within 35 months of each other only, 2 leases 
comprising 3,583 square feet are co-terminus. Understanding that each agency has its own unique 
requirement, it appears there may be some opportunity to leverage these leases. 

                                                 
16 Loopnet commercial real estate listings and research May 2007-April 2012 
17 Loopnet commercial real estate listings and research 
18 Conversation with NAI FMA commercial agent in Lincoln, NE based on general market knowledge and 
representative of leases secured in the building. 
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Tenant Improvements & Effective Rate 
 
As mentioned earlier, it is common in commercial leasing of office space for some amount of tenant 
improvement dollars to be included within the advertised lease rate. This amount, usually calculated in a 
dollar per square foot number is negotiated along with the lease rate, free rent and other concessions. 
Typically, any tenant improvement dollar amount in excess of the amount included within the lease rate 
or otherwise negotiated is amortized by the Landlord or paid “out of pocket” by the tenant. 
 
For example, after negotiation on a 10,000 SF space for a 5 year lease, the terms are as follows: 
 
 Lease Rate:     $10.00/SF 
 Tenant Improvement Allowance:  $5.00/SF or $50,000.00 
 Actual Cost of Tenant Improvements:  $75,000.00 
 Landlord Amortization:    $25,000.00 
 Amortization Rate:    8% 
 Effective Lease Rate:    $10.61/SF 
 
Data was unavailable to ascertain how much money the owner of the Atrium building originally or 
subsequently (through lease renewals) invested in the form of tenant improvements on behalf of state 
agencies, how long such investments were amortized and/or at what rate the investment was amortized. 
This information could validate the lease rate State agencies are paying or may show that the State is 
overpaying for its leases in the Atrium Building. At the end of the current lease terms, the agencies with 
leases in the Atrium Building will have been tenants at the building for at least 23 years, with one agency 
a Tenant for 30 years. Generally, tenant improvements become fully amortized at the lesser of the tenant 
improvement’s useful life or the lease term.19 Therefore, with a 5 year lease, any money amortized into 
the lease rate at the commencement of the lease would likely be extinguished at the end of the lease rate. 
 
From discussions with PMG staff it appears that each agency determines what tenant improvements it 
would like in a space and those improvements are included in discussion or via a formal or informal RFP 
to the Landlord. The Landlord prices the cost of such improvements and calculates a lease rate to PMG. 
Once a lease rate and ancillary terms are agreed upon, PMG requires the Landlord to fund and manage the 
construction of the improvements and deliver the space to the tenant “turn-key” or “move-in” ready. 
While this approach makes it much easier for PMG, with limited resources, to manage the commercial 
leases, the cost of construction, construction management, mark-up etc., is typically not revealed by the 
landlord and “baked” into the lease rate. Unlike the example above, PMG would not know the actual cost 
of such improvements, only the final full service lease rate the agency would pay. 
 
Free Rent & Effective Rate 
 
It is also common in commercial office leasing to negotiate a free rent into a lease. This is done for a 
number of reasons, which could include institutional lender restrictions placed upon a landlord. Free rent 
or other similar incentives essentially allow the landlord to keep its reported lease rate per square foot 
higher while effectively meeting the demands of the marketplace. In accounting for such free rent, 
typically the amount of total free rent obtained during lease negotiations is amortized evenly over the term 
of the lease on a straight-line basis. 

                                                 
19 FASB.org 
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For example, after negotiation on a 10,000 SF space for a 5 year lease, the terms are as follows: 
 
 Lease Rate:     $10.00/SF 
 Annual Lease Amount:    $100,000.00 
  

Free Rent:     6 months 
 Value of Free Rent:    $50,000.00 
 Amortized Evenly Over Lease Term:  $10,000.00 per year 
  
 Effective Annual Lease Amount:  $90,000.00 
 Effective Lease Rate:    $9.00/SF 
 
From interviews with PMG staff, free rent is not currently being negotiated with landlords when entering 
into new leases or negotiating lease renewals.  
 
KPIs (continued): 
 

2. The second KPI PMG report is the vacancy rate of State-owned office space.  
 
A PMG KPI report on July 8, 2013, reports the following: 
 
“Vacancy Rate of State Owned Office Space – There are now 3 office buildings with 756,825 
total gross square foot of space with 745,826 square foot used for a vacancy rate of 1.5%” 

 
In reviewing the data on the vacancy rate of State-owned office space, it appears this is an accurate 
reflection of the total gross square feet leased by State agencies against the total number of square feet 
available in State-owned buildings. This calculation type is in-line with industry standards for 
determining vacancy rates (see table insert below).  
 

Building 
Gross 

SF 
Leased 

SF 
Percent 

Occupied
Vacancy 

Rate 
Nebraska State Office Building 486,341 484,637 99.6% 0.4% 
Craft State Office Building 40,825 40,489 99.2% 0.8% 
Omaha State Office Building 229,659 220,700 96.1% 3.9% 
Total 756,825 745,826 98.5% 1.5% 

 
 
PMG reports gross square feet as “rentable square feet” or the amount of space available for agencies to 
lease. It was not evident that PMG tracks the “useable square feet” of buildings which contemplates the 
rentable square feet less elevators cores, mechanical ducts, structural columns, etc. While it is important 
to understand useable square feet, it would not affect the integrity of PMGs KPI when evaluating vacancy 
rates. 
 
What the vacancy rate of State-owned office space KPI does not address is the efficiency of such leased 
space. The SBD has developed the following space standards for both State-owned and commercial 
leases.  



                                                                                  
______________________________________________________________________________ 

______________________________________________________________________________ 
 

 Page 22  

 
Classification SF/Per Person

Officials and Administrators 120-300
Professionals 100-180
Para-Professionals 64-156
Technicians 50-100
Skilled Craft Workers
Administrative Support 40-80
Service-Maintenance
Protective Service Workers 25-60  
 
While there are standards in place and while agencies appear to work with space planners in the layout of 
floor plans, during interviews with PMG staff, it appears that acceptance of the application of the 
standards vary by agency and much of the determination of the amount of space a particular agency 
requires is left up to the agency itself. As long as the request is processed by the PMG and validated and 
approved at various levels within the SBD and the State, there appears to be minimal oversight, and to the 
extent possible by PMG, enforcement of space qualifications and standards. 
 
Commercial Real Estate Advisors/Brokers 
 
Traditionally PMG has not used commercial real estate advisors or brokers (collectively “Brokers”) to aid 
in evaluating leased space with third-party commercial landlords. PMG instead uses such industry 
resources such as subscription web-based LoopNet (limited market information provided for free) and 
CoStar (PMG has one subscription for the office that covers the Lincoln and Omaha markets and 
surrounding sub-markets). 
 
Pilot With CBRE MEGA 
 
In 2012, PMG authorized real estate provider CB Richard Ellis’ Omaha affiliate, CBRE MEGA, to handle 
approximately four to six commercial lease renewals as a pilot program, under which CBRE MEGA 
would recover its fee, if any, through a commission paid by the Landlord; a traditional approach in tenant 
representation by Brokers.  
 
CBRE MEGA was involved in several new lease and renewal transactions in North Platte, Broken Bow, 
Kearney and Norfolk. The transactions ranged from several hundred to several thousand square feet. The 
results of the pilot appear inconclusive, though it is clear PMG did not feel CBRE MEGA added value to 
the process. Below is PMG’s summary Performance Evaluation of CBRE (a complete copy of PMG’s 
evaluation is included in Exhibit 6): 
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One of the primary concerns of PMG is whether CBRE MEGA’s fees charged to a landlord, which are 
typically 6% but were not charged during the pilot, would ultimately get passed through to the State of 
Nebraska resulting in increased cost.  In reviewing data, correspondence and from interviews with staff, 
PMG felt CBRE MEGA’s involvement was not only subpar but would also increase the cost of the lease 
to the State. Since completion of the pilot study, PMG has reverted to completing all commercial lease 
transactions “in-house.” 
 
In interviews with CBRE MEGA20 about the pilot study, it felt that PMG staff was more tactical than 
strategic in its approach to handling the State’s real estate and that while there were opportunities to 
create and add value it would take the cooperation of PMG, the State agency, as well as CBRE MEGA to 
ensure success. The CBRE MEGA employees felt that PMG did not trust their advice.  CBRE MEGA did 
not earn any fees as a result of its work with SBD. 
 
While CBRE MEGA presented it assessment (see Exhibit 7) of the pilot to the State Appropriations 
Committee demonstrating approximately $39,000 was saved as a result of CBRE MEGA’s involvement 
in renewal of three leases, this presentation may be somewhat misleading in that CBRE MEGA doesn’t 
set forth the fees that would normally be charged for its services and assumes that the SBD could not have 
negotiated similar arrangements with these lessors. 

                                                 
20 Discussions with CBRE MEGA staff on Tuesday, February 18, 2014 
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On the other hand, the leases included in the pilot for negotiation by CBRE MEGA were not likely the 
best ones to allow testing of what might be the benefits of CBRE MEGA’s services.  Some of the leases 
in the pilot were in remote locations of the state, when CBRE MEGA is most likely to provide value in 
Omaha. 
 
Our assessment of the pilot with CBRE MEGA is that the pilot was not a fair test in which the parties 
cooperated fully creating the best circumstances for success. 
 
In the future, should the State wish to use brokerage firm(s) it is of note that State Statute 73-203 
regarding contingent fees may further limit the ability of brokerage firms to earn future contingent fees 
over $25,000 unless involvement from the Governor and public notification. The Statute states:  
 
“Any contingent fee contract of any kind whatsoever reasonably anticipated to result in the payment of a 
contingent fee or fees in excess of twenty-five thousand dollars per annum executed by the state or by any 
person on behalf of the state after September 9, 1995, is void unless executed by the Governor upon thirty 
days' notice to the public at large.”21 
 
Industry Benchmarking  
 
When considering benchmarking opportunities, it is important to evaluate the real estate management 
practices of those Midwestern states in the heartland near the State of Nebraska. For purposes of this 
analysis the states of Colorado, Iowa, Kansas, Missouri and Oklahoma were reviewed. 
 
The State, currently with three full-time employees, handles approximately 1.3 million square feet of 
owned and leased properties per employee.  The State of Iowa compares the closest with an average of 
977,339 square feet per employee.  The states of Colorado, Missouri and Oklahoma average 2,322,195; 
2,430,000; and 14,337,208 square feet per employee respectively. 
 
Benchmark states primarily use Microsoft Access or Microsoft Excel to track inventories of properties.  
The State of Missouri utilizes Archibus, a real estate specific application.  As previously mentioned the 
State of Nebraska uses Microsoft Access and has recently purchased ProLease, a lease administration 
software. 
 
Both the states of Colorado and Missouri have outsourced at least one activity/function of real estate 
management.  The states of Iowa, Kansas and Oklahoma conduct all real estate activities within the in-
house real estate department. 
 
The State of Missouri currently outsources excess property sales to a third-party commercial real estate 
(CRE) provider, Jones Lang LaSalle (JLL).  The contract was awarded to JLL in January 2011.   
 
The State of Colorado currently outsources all sales and leasing activities to two third-party CRE 
providers, JLL and Quantum Commercial Group Inc.  Based upon the geographical location of the 
property, either JLL or Quantum will handle the requirement.  The contracts were awarded in July 2009. 

                                                 
21 Laws 1995, LB 519 §2 
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Comparative Table22 

Nebraska Colorado Iowa Kansas Missouri Oklahoma 

Organization 

Department of 
Administrative 
Services, State 
Building Division 
(Property 
Management 
Group) 

Office of the 
State Architect, 
Real Estate 
Programs 

Department of 
Administrative 
Services. General 
Services 
Enterprise 

Department of 
Administration, 
Office of Facilities 
& Property 
Management (Real 
Estate & Leasing) 

Office of 
Administration, 
Real Estate 
Services 

Office of 
Management 
and Enterprise 
Services, 
Division of 
Capital Assets 
Management 

FTEs 323 2 3 1 1024 6 

Where is 
Inventory 
Maintained 

Access Database; 
ProLease 

Access or other 
database 

Access or other 
database 

Access Database Archibus Excel Database 

Do Agencies "Pay 
Rent" for State-
Owned Property 

Yes Yes Yes Yes Yes Yes 

Rent/Fee Detail 
Rate per sq. ft. 
and 1% 
assessment fee 

Fees to cover 
utility expenses 
for the capital 
complex property 

Association fee 
per sq. ft. 

Flat fee per sq. ft. 
plus monumental 
surcharge fee 
when applicable 

Rent based on 
prior year 
annual cost of 
operations 

Usually flat rate 
per sq. ft., with 
exceptions  

Responsible for 
Determining Use 
of State-Owned 
Property 

State Building 
Division 

Agency that 
holds title 

Department of 
Administrative 
Services. 

Department of 
Administration 

Commissioner 
of Office of 
Administration 

Office of 
Management 
and Enterprise 
Services 

Square Footage 
Owned 

3,000,000 1,241,815 1,782,829 Not reported 21,000,000 79,278,300 

Square Footage 
Leased 

1,000,000 3,402,576 1,149,189 Not reported 3,300,000 6,744,947 

Average Length 
of Rental 
Contracts 

2 years with 
renewals (State 
Owned) or, 5-10 
years for larger 
spaces (3rd Party 
Commercial)25 

5 years 1-3 or 5 years Not reported 
1 year with four 
1 year renewals 

Not reported 

Aspects of Real 
Estate 
Management 
Privatized 

No Yes26 No No 
Yes / asset sales 
and other 
aspects 

No 

 

                                                 
22 Data for the states of Colorado, Iowa, Missouri and Nebraska are derived from The PFM Group report unless 
specifically noted. Data for the states of Kansas and Oklahoma are derived from the states’ website, budget, 
available state’s real property reports and surveys. 
23 An additional fourth FTE position is currently vacant (Staff Assistant II). 
24 Includes six State Leasing Coordinators as of Feb. 14, 2014, as provided by the Missouri Accountability Portal. 
25 Clarification from the PFM report – delineating between State owned and 3rd party commercial leases. 
26 Although the PFM report indicates that Colorado does not privatize any aspect of its real estate management, the 
State website indicates it uses CRE third-party brokers when leasing or purchasing real property. 
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Trends | Outsourcing of Commercial Real Estate Functions 
 
Outsourcing of select real estate management activities in both the public and private sectors continues to 
grow in popularity as top decision makers strategically plan for and understand the long-term financial 
impact of real estate assets.  As senior leadership continues to demand bottom-line cost savings, real 
estate departments are exploring the possibility of teaming with an outside commercial real estate (CRE) 
provider.  In fact, a 2013 study shows 92 percent of CRE executive respondents working for private 
sector companies containing at least 1,000 employees are practicing some form of real estate 
outsourcing27.  This indicates that CRE outsourcing is quickly catching up to other types of outsourced 
functions such as Information Technology, Human Resources and Finance.  
 
As real estate departments balance a variety of day-to-day activities with long-term strategic goals and 
demands, approximately three out of four CRE executives note increasing pressure to perform in the 
following three areas28: 
 

1 | Reducing direct real estate costs 
2 | Increasing utilization of existing buildings in portfolio 
3 | Reducing the operational costs of the real estate portfolio  

 
In addition, a 2013 study of 300 corporations ranked in order the critical factors that influenced their 
decision to outsource to a third-party CRE provider.  Lowering costs and increasing efficiency ranked 
first29: 
 

 

                                                 
27 Jones Lang LaSalle. “Risks Ahead – Global Corporate Real Estate Trends 2013.”  http://www.jll.com. Data accessed on Feb. 6, 2014. 
28 Jones Lang LaSalle. “Risks Ahead – Global Corporate Real Estate Trends 2013.”  http://www.jll.com. Data accessed on Feb. 6, 2014. 
29 Cushman & Wakefield. “Global Trends in Real Estate Outsourcing (2012-2013).”  http://www.cushmanwakefield.com. Data accessed on Feb. 6, 2014. 
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To address some of these demands, third-party CRE firms have been able to offer solutions for a variety of 
services including portfolio strategy, portfolio management, property management, project management, 
development management, transactional services (sale and leasing), energy and sustainability services, and 
lease administration.  While the majority of public entities and private sector firms still do not currently 
outsource all real estate functions and activities to a third-party CRE provider (90 percent), studies have 
shown that CRE outsourcing can provide 10 to 20 percent occupancy cost savings30.   
 
Augmented by the “Great Recession” of 2007 to 2009, many in-house real estate departments have turned 
to third-party CRE firms to fill skill gaps and produce results tied to projected KPIs.  However, despite the 
growth CRE outsourcing has experienced over the past seven years, a single preferred model for the amount 
of outsourced services, number of providers utilized, and overall dependence has not been determined31:   
 

 
 

 

                                                 
30 White, Chris. National Real Estate Investor. “CRE Outsourcing: An Upside to the Downturn?” Nov. 21, 2012. http://nreionline.com/blog/cre-outsourcing-upside-downturn.  Data accessed on Feb. 6, 2014 
31 Cushman & Wakefield. “Global Trends in Real Estate Outsourcing (2012-2013).”  http://www.cushmanwakefield.com. Data accessed on Feb. 6, 2014. 
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In addition, based upon a separate 2011 study, CRE managers most commonly report their department is 
working with two to four service providers (41.5%) versus only one (23.7%)32. Thus, data from both 
studies indicate that many clients are using a limited number of service providers to handle all their 
corporate real estate outsourcing needs.   
 

 
 
For real estate departments who are partnering and outsourcing services to CRE third-party firms, positive 
results must be provided and realized within a relatively short time frame to continue the relationship.  
Almost two-thirds of real estate departments (60.7%) have been working with the outsourcing partner 
who delivers the highest value to their firm for one to five years and another 19.3% six to ten years.  
 
As previously stated, outsourced services vary in complexity and range from transaction, lease and 
facilities management to strategy, portfolio and risk management.  Transaction management, a relatively 
common and less complex task, is most frequently outsourced to the service provider who delivers the 
highest value to the organization (70.4%), followed by lease negotiation (61.5%) and project management 
(44.4%).  Risk management, a complex and strategic task, is the least commonly outsourced function 
(5.2%), followed by client relationship management (14.8%) and workplace design (14.8%).  The 
majority of CRE departments surveyed (60.1%) outsource four or fewer tasks to their service provider 
delivering the highest value33. 
 
As real estate departments in both the public and private sectors continue to explore the ideal ways to both 
reduce costs and increase space efficiencies across their real estate portfolio, outsourcing models will 
evolve.  Those CRE third-party firms who can provide value-add services/processes in a timely manner 
which aligns with the goals and strategic vision of the in-house real estate department will be able to 
create and deliver the best bottom-line investment.  
 

                                                 
32 Julia Freybote & Karen M. Gibler (2011). “Trust in Corporate Real Estate Management Outsourcing Relationships.” Journal of Property Research, 28:4, 341-360, DOI.  http://dx.doi.org/10.1080/09599916.2011.592207.  
33 Julia Freybote & Karen M. Gibler (2011). “Trust in Corporate Real Estate Management Outsourcing Relationships.” Journal of Property Research, 28:4, 341-360, DOI.  http://dx.doi.org/10.1080/09599916.2011.592207. 
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Trends | Audits of Government Real Estate Management 
 
There have been multiple studies/audits performed to review the way government entities manage 
government owned and leased real estate.  From inefficiencies and inaccuracies in data and database 
management to unclear contract scopes of services, organizational conflicts of interest and a lack of 
follow-through and implementation of strategic visions, government at multiple levels is realizing and 
acting upon the importance of real estate management. 
 
The Government Accountability Office (GAO) and Congress have identified real property management 
as a high-risk area in agencies across the Federal Government stating “there is a trend in government for 
inefficiencies in this area and lack of implementation of plans/strategies agencies might have.”  
 
State of Illinois Management Audit34 
 
The State of Illinois’ Management Audit regarding the State’s space utilization program in 2004 indicated 
that the State had inefficiencies. 
 
The key findings of this audit were: 
 

- The Department of Central Management Services’ (CMS) does not maintain an accurate and 
complete inventory of real property owned by the State. For example 28% of state owned parcels 
on the sample were not included on the state property database; an automated system developed 
by the department to report on real property owned by the State contained inaccurate information 
and its use was discontinued; and agencies reported that there were 201 properties that were 
owned by the agencies but which were not included in the CMS master record or were assigned 
to the incorrect agency. 

- The CMS has no formal policies and procedures for ensuring that excess and surplus real 
property is reasonably considered when filling State agencies’ space request.  

 
Failure to properly monitor and identify excess building space results in the State leasing space when 
there may be other opportunities for dollar savings. Due to the inaccuracies found in monitoring real 
property and space utilization, a significant amount of excess space also exists at State-owned facilities. 
 
A coordinated approach to real property planning could assist the agencies in making better use of the 
land and buildings they own and allow for more cost efficiencies in State government. 

                                                 
34 State of Illinois - Office of the Auditor General. “Department of Central Management Services’ Administration of 
the State’s Space Utilization Program.” February 2004.  
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National Aeronautics and Space Administration (NASA) Audits35 
 
Although the PFM study listed NASA’s development of long-term plans for property as best practices, 
two follow up audits, in 2012 and 2013, showed that the agency has struggled to make significant 
headway in following through on its plans and meeting its own goals. 
 
The auditors concluded that previous efforts by NASA to reduce its underutilized facilities have been 
hindered by: 
 

1- Fluctuating and uncertain strategic requirements; 
2- Agency culture and business practices; 
3- Political pressure; 
4- Inadequate funding. 

 
These hindrances caused NASA to continue to have key infrastructure underutilized and unneeded for 
future missions. For example, the audit found that there were at least 33 facilities that were underutilized 
or for which NASA managers could not identify a future mission use. 
 
NASA has recently taken positive steps to manage its infrastructure, but sustained leadership and 
oversight will be required to overcome longstanding challenges. The following are NASA’s initiatives: 
 

1- Organizational structure changes; 
2- Facilities strategy and integrated agency-wide master planning; 
3- Corporate portfolio management; 
4- Improvement to real property data; 
5- Development of a strategic technical capabilities assessment. 

 
Federal Real Property Audit36 
 
Based on a Government Accountability Office’s (GAO) report, federal real property management remains 
a high-risk area, in part because of long-standing problems including excess and underutilized property, 
reliance on leasing and challenges with security. 
 
GAO found in 2013 that data problems continue to hamper federal efforts. The auditors examined 
government real property data and identified inconsistencies and inaccuracies at 23 of the 26 locations 
visited in 2011 and 2012.  These inconsistencies in key data elements related to the management of excess 
and underutilized property, including utilization, condition, annual operating costs, and value of the 
buildings.    
 
Even though previous and present administrators have sought to generate cost savings associated with 
improving management of real property, some of the efforts have been discontinued and potential savings 
for others are unclear. 

                                                 
35 NASA – Office of Inspector General.  “NASA’s Infrastructure and Facilities: An Assessment of the Agency’s 
Real Property Leasing Practices.” August 9, 2012; NASA – Office of Inspector General. “NASA’s Efforts to 
Reduce Unneeded Infrastructure and Facilities.” February 12, 2013. 
36 United States Government Accountability Office. “Federal Real Property - Excess and Underutilized Property is 
an Ongoing Challenge.” April 25, 2013. 
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It is important to note that federal agencies have taken some actions to dispose of and better manage these 
properties, such as using excess and underutilized property to meet space needs, and consolidating offices 
and reducing employee workspace to use space more efficiently. However, the agencies still face 
challenges managing these properties. For example, property disposal costs can outweigh the financial 
benefits of property disposal   
 
GAO recommended that Government Services Administration (GSA) develop a plan to improve the 
government database of real property and that Office of Management and Budget (OMB) develop a 
national strategy for managing federal excess and underutilized real property. 
 
State of Tennessee Performance Audit37 
 
Based upon a Comptroller of the Treasury report released in November 2013 for the State of Tennessee, 
after reviewing the Statewide Facility Assessment, Master Planning and Facility Management Services 
Contract, the audit found that the Real Estate Asset Management (STREAM) Division entered into a 
contract with a CRE third-party firm, Jones Lang LaSalle (JLL), which was too broad in scope.  To 
ultimately accomplish the apparent specific goals that STREAM intended, STREAM used amendments to 
refine its intentions in its contract with JLL.  Ultimately, some of these amendments created an 
organizational conflict of interest whereby JLL can profit from its own planning and leasing 
recommendations. 
 
In October 2011, STREAM issued a Request for Proposal (RFP) to the vendor community seeking 
vendors to provide services to the state.  On January 23, 2012, the SBC approved a $1,000,000 Statewide 
Facility Assessment, Master Planning, and Facility Management Services Contract (the Master Planning 
Contract) to JLL.  As of July 31, 2013, STREAM management amended the original scope and contract 
dollar maximum with five amendments which increased the maximum contract liability to $7,650,000.   
 
The report also states that the first and second amendments placed JLL in a position to offer the state 
advice and then reap the benefits of its own recommendations, creating an organizational conflict of 
interest.  It continues stating, “Although Tennessee law, rules, and regulations are silent on the matter, it 
is presumed that a vendor who offers the state advice should not be permitted to bid and be awarded a 
contract which would allow the vendor to act on the advice it originally provided.” 
 
Observations 
 
In reviewing PMG processes and procedures in administering the State’s real estate and researching 
industry trends the following observations were made: 
 

1. The PMG department is dedicated and hardworking but understaffed. Generally, tenure and 
experience of the employees was low with many not having commercial real estate experience 
prior to joining SBD.  
 

2. The PMG group is highly cost effective for the State of Nebraska, managing all state owned and 
leased property with three full-time employees at total salary cost of approximately $117,000 
charged to the SBD. 

                                                 
37 State of Tennessee - Comptroller of the Treasury. “Department of General Services Performance Audit Report”. 
November 2013. 
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3. Much of the work by the PMG team is administrative in nature and employees manage large 

amounts of data with basic Microsoft Access and Excel software. Despite basic tools and general 
inefficiencies, process is followed and well documented. Building and lease files were readily 
accessible and well organized, the Access database was useful and functional, its reports 
generally accurate. Administrative duties were spread among the team in a logical manner. 
 

4. The Vacant Building Excess Land (VBEL) process appears to be followed administratively and 
in accordance with policy; meetings are set, attended and recorded, however, it appears a more 
focused approach could be taken to effectively prioritize and reposition such properties. 
 

5. Successful lease negotiation with third party landlords on commercial office leases seems to be 
limited. The PMG team does not appear to exhibit the experience or have the necessary skillset 
and/or tools to leverage the State’s size, stability and creditworthiness in leasing transactions.  

 
6. The PMG team’s analysis of data, specifically its KPIs, appeared overly broad in nature and at 

times inaccurate. Vacancy rates are accurately tracked against leases in State-owned buildings but 
space efficiency, actively tracked as a KPI, does not appear to be a priority of SBD nor PMG. It is 
unlikely that at current staffing levels PMG could make this a priority. 
 

7. The PMG team seems willing to accept change in the form of new tools such as ProLease 
software and CoStar subscriptions but less willing to accept change in the form of relationships 
with third party brokerage. There is a skepticism by PMG that outside expertise is of any value 
and a conclusion that landlord will either not work with outside brokers or pass thru costs of 
commissions to the State in the form of increased rent and/or escalations. 
 

8. The State of Nebraska DAS is managing the State’s real estate in manner consistent with other 
bordering states. In areas of lease management software, it is even more progressive that other 
Midwestern states. 
 

9. Commercial Real Estate (CRE) outsourcing trends continue to grow in the private sector with 
92% of CRE executives using some kind of outsourcing. With the exception of Colorado, which 
does outsource property sales and leasing, most states in the Midwest still retain real estate 
functions in house. 
 

10. To the extent it exists, it is important to maintain “checks and balances” with outsourcing and 
avoiding organization conflict. The role of the both the state real estate representative and 
outsource provider must be complimentary and not duplicative.  Furthermore, appropriate steps 
should be taken to avoid conflicts of interest and ensure appropriate bidding of significant 
contracts. 
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Recommendations 
 
Based on the review of PMG’s function within SBD and DAS, the following are recommended based on 
priority: 
 
Priority (High)38: 
 

1. Ensure, to the extent it has not been completed as of the date of this study, that the vacant position 
responsible for handing parking is filled.  
 

2. Ensure that the transition and migration of data to ProLease is completed and that all PMG 
employees are adequately trained and proficient with the software.  
 

3. Augment PMG team by utilizing outside brokerage firms for third-party commercial office leases 
with sophisticated lessors in Lincoln, NE and Omaha NE. The State will likely benefit from the 
expertise that outside brokerage firms can bring to these larger Nebraska markets. Between 
March 1, 2014 and December 31, 2017, approximately 30 commercial office leases comprising 
more than 380,000 square feet are expiring in these markets with a combined annual lease rate of 
$5.5 million dollars. Emphasis should be placed on brokers that have the most experience in 
office leasing in these markets, regardless of firm affiliation. 
 

4. Add one additional FTE to the PMG to free up time of the Program Property Manager to engage in 
more strategic thinking and proactive planning related to the State’s real estate assets and leases. 
 

Priority (Medium)39:  
 

5. Create accurate KPIs to manage progress and measure success. These KPIs should be detailed, 
specific and comprehendible and should be backed up with clear and concise data. A PMG 
dashboard with all KPIs should be created. 
 

6. Begin to measure space efficiency in State-owned buildings in addition to vacancy rates. Space 
standards should be used with practicality and in the best interest of the State taxpayers. Consideration 
should be given to utilizing an outside service provider to conduct space audits and “dark space” 
studies to help identify areas of opportunities. PMG should work more closely with space planners to 
enforce space efficiency standards and ensure optimal utilization of State-owned space. 

 
Priority (Low)40 
 

7. Create a robust strategic plan around VBEL; prioritizing properties and creating implementable 
plans to reposition or dispose. Look to partner with outside brokerage firms for strategic advice 
on, and aid in, disposition of assets. 
 

8. Broaden scope of outside brokerage relationships to strategic assets outside of Lincoln, NE and 
Omaha NE. Assets should be evaluated with respect to size (SF), annual lease rate, complexity 
and expiration date.  

                                                 
38 SBD should look to implement immediately 
39 SBD should look to implement within 6 months. 
40 SBD should look to implement within 12 months. 
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