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SCOPE, OBJECTIVES, AND METHODOLOGY 

This report presents the results of our evaluation of the Department of Corrections’ cost benefit analysis and 
determination as to whether a lease purchase of the administrative headquarters building of the Department of 
Corrections is in the best interest of the State.  In conducting our audit we discussed the lease purchase proposal 
with representatives of the owner of the building, the Department of Corrections, the Department of 
Management Services (which assisted the Department of Corrections in conducting the cost benefit analysis), and 
a consultant employed by the Department of Management Services to provide an analysis.  We reviewed all of the 
reports relied upon by the Department of Corrections in conducting the cost benefit analysis. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

To promote accountability and improvement in government operations, the Auditor General makes audits of 
programs, activities, and functions of governmental entities.  This audit was made in accordance with 
Government Auditing Standards issued by the Comptroller General of the United States.  This audit was 
coordinated and supervised by Walter L. Roche.  Please address inquiries regarding this report to James M. 
Dwyer, CPA, Audit Manager, via E-mail at jimdwyer@aud.state.fl.us or by telephone at (850) 487-9031. 
 
This report, as well as other reports prepared by the Auditor General, can be obtained on our Web site 
(http://www.state.fl.us/audgen); by telephone at (850) 487-9024; or by mail at G74 Claude Pepper Building, 
111 West Madison Street, Tallahassee, Florida 32399-1450. 

mailto:jimdwyer@aud.state.fl.us
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EXECUTIVE SUMMARY 

As required by proviso language for Specific Appropriation 633 in Chapter 2003-397, Laws of Florida, we have 
evaluated the cost benefit analysis provided by the Department of Corrections (DOC) regarding a lease purchase 
proposal made to DOC by the owner of the Blairstone Building where DOC’s administrative headquarters is 
currently located.  DOC’s evaluation was based on an analysis performed by the Department of Management 
Services’ leasing consultant, The Staubach Company.  DOC concluded that, in view of concerns with 
maintenance issues and the overall purchase price, the lease purchase of the Blairstone Building is not in the best 
interest of the State and recommends not accepting the lease purchase proposal. 

Based on the cost benefit analysis provided by DOC, and our review of the reports and other information 
provided with the analysis, we concur with DOC’s determination that the lease purchase agreement, as proposed, 
is not in the best interest of the State.  We believe that the proposal should be considered in the light of current 
rental market conditions, as well as other options available to DOC.  
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BACKGROUND 

The administrative functions of the Department of Corrections (DOC) are currently located in a leased facility on 
Blairstone Road in Tallahassee.  This facility consists of three interconnected buildings, collectively referred to as 
the “Blairstone Building.”  The first building was constructed in 1990 and the facility has been occupied by DOC 
since then.  DOC currently has two rental agreements with the owner, one for 211,979 square feet, expiring 
December 31, 2009, and the other for 41,545 square feet, expiring December 31, 2004.  Both leases have options 
to extend through December 31, 2014. 

On November 15, 2001, the owner of the Blairstone Building provided DOC with a proposal that the State enter 
into a lease purchase agreement with the owner to acquire the Building.  A revised proposal was provided to the 
DOC on July 15, 2003 (Exhibit A).   Under the revised proposal, the terms of the leases would be extended to 
December 31, 2023, and the State would have an option at the end of the 20-year lease term to purchase the 
building for $1.00.  The State would pay no rent for the first year of the agreement and the rent for the remaining 
years would be locked in at $17.39 per square foot.  The transaction would be funded through the issuance of 
certificates of participation (COP) issued by a non-profit entity created as an instrumentality of the State.  Moneys 
provided by the issuance of COPs would fund the acquisition of the Blairstone Building at $41.5 million, issuance 
costs of $863,502, a debt service reserve of $4.283 million, a capitalized interest fund of $2,586,750, and a $2.5 
million capital maintenance reserve.  The proposal also included a $.50 per square foot rental fee to provide an 
additional $2.52 million for the capital maintenance reserve.  Under the proposal, the capital maintenance reserve 
would fund building maintenance during the lease term. 

The 2003 General Appropriations Act (Chapter 2003-397) provided that:  

“From funds appropriated in Specific Appropriation 633, the Department of Corrections, in 
consultation with the Auditor General, shall conduct a cost benefit analysis and evaluate whether 
a lease purchase of the administrative headquarters building of the Department of Corrections in 
Tallahassee, Florida is in the best interests of the State.  The Auditor General shall report to the 
Joint Legislative Auditing Committee its evaluation by December 1, 2003.” 

DOC requested and received assistance from the Department of Management Services (DMS) in conducting the 
cost benefit analysis.  DMS utilized the services of its consultant, The Staubach Company, to provide the 
requested assistance.  The Staubach Company provided a report on the proposed lease purchase arrangement to 
DOC.  DOC’s cost benefit analysis and evaluation (Exhibit B), which included the report from The Staubach 
Company (Exhibit C), was provided to us on November 19, 2003.   

Cost Benefit Analysis Results 

Issues raised in the report provided to DOC by DMS consultant, and relied upon by DOC in evaluating the 
proposal, are summarized in the following paragraphs. 

Proposed Cost Savings 

The owner has identified savings in rent payments of $26 million over the term of the lease; however, it is unlikely 
that such savings would be realized, as the $26 million savings estimate: 

 May not provide for adequate funding of the costs assumed by DOC under the proposal, which provides 
that DOC will assume all operating expenses and building maintenance costs.  The proposal provides for 
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a $2.5 million capital maintenance reserve and a $.50 per square foot rental fee to be paid into the reserve 
to provide for the payment of maintenance expenses, with no increase to provide for rising costs as the 
building ages.  The adequacy of this reserve, which totals approximately $5 million, is questionable (see 
the discussion under Building Design, below). 

 Presumes that, if the lease purchase agreement were not consummated, DOC would remain as tenants 
through 2023 at rental rates that continue to rise as provided for in the rental escalation clauses in the 
existing leases and options periods, which expire in 2014, and then remain level through 2023. 

Based on prevailing rental rates in Tallahassee, it is probable that DOC could negotiate rates more favorable to 
DOC upon the expiration of the current leases.  The leases on the Blairstone Building are currently at $15.50 and 
$16.40 per square foot, with scheduled annual increases of 2 to 3 percent through the end of the lease periods.  
According to the Department of Management Services, the current average non-full service lease rate for 
governmental leases in privately owned buildings in Leon County is $12.70 per square foot.  DMS notified the 
owner of the disparity between this rate and the Blairstone Building lease rates on May 1, 2003.  The owner 
responded with the initial lease purchase proposal, which has been amended twice.  As indicated previously, the 
current leases expire in 2004 and 2009; however, when the prevailing rates drop below the contracted lease rate, 
the State customarily seeks adjustment of the rate by the lessor.  The Blairstone Building lease agreements provide 
that the State can terminate the leases with a six months notice in the event a State owned building becomes 
available and that the State’s performance under the lease agreement is contingent on an annual appropriation by 
the Legislature.  

The consultant concluded that because the State dominates the market in Tallahassee for the lease of commercial 
office buildings, the market value of the Blairstone Building would be diminished if DOC did not continue to 
occupy it and the State is in a position to negotiate more favorable terms than is presented in the lease purchase 
proposal. 

Building Design 

The Blairstone Building has design issues that limit its desirability as a location for DOC administrative 
headquarters beyond the end of the current lease terms.  For example, the current heating, ventilating, and air 
conditioning (HVAC) system is comprised of over 263 individual residential units, as opposed to a central chiller 
system, which is commonly used in newer buildings.  Each unit requires periodic maintenance which under the 
proposal would be the responsibility of DOC.  The consultant estimated the cost to convert the building to a 
central chiller system at $8 million. 

Other Available Facilities and Financing Options 

While the consultant acknowledged that a lease purchase contract is an acceptable method of reducing costs for 
the State when the purchase price is consistent with market conditions, there are options available to DOC for the 
future housing of its administrative headquarters that would be more cost effective and provide newer and more 
efficient facilities that are more compatible with DOC’s needs.  These options include other available office rental 
space in Tallahassee and the construction of facilities under the auspices of DMS. 

Using an 8 percent discount rate, the consultant established the present value of the lease purchase proposal at 
$57,812,828.  Based on a construction cost per square foot estimate of $125, provided by DMS, and a 
restructuring fee of $5 per square foot, the consultant estimated a current replacement cost of $32,958,120 for a 
prototype building of the same size as the Blairstone Building, considering construction methodologies currently 
used by DMS.  Using the same discount rate for comparison purposes and a 4 percent cost of capital (bond 
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financing rate), the consultant calculated the following present values under various assumptions for the 
construction of a facility suited to the needs of DOC: 

 

Assumption Present Value 
Savings (as % of Lease 

Purchase Proposal 
Present Value) 

Owner’s Lease Purchase Proposal $ 57,812,828 ----- 

Build to Suit after 2 Years at 4% Cost of Capital 44,737,262 22.6% 

Build to Suit at Lease Expiration at 4% Cost of Capital 51,141,443 11.5% 

  

The consultant reported that the recently constructed facilities at Southwood in Tallahassee, with efficient 
mechanical systems and enhanced infrastructures is less expensive ($130 per square foot) than the proposed lease 
purchase price ($164 per square foot).  The bond financing rate utilized by the consultant appears reasonable in 
view of rates of recent State bond issues.  The consultant concluded that the State can build a higher quality, more 
efficient building with the savings identified in the above schedule. 

Department of Corrections Conclusion 

DOC concludes that, in view of concerns with maintenance issues and the overall purchase price, the lease 
purchase of the Blairstone Building is not in the best interest of the State and recommends not accepting the lease 
purchase proposal (Exhibit B). 

Conclusion 

Based on the cost benefit analysis provided by DOC, and our review of the reports and other information 
provided with the analysis, we concur with DOC’s determination that the lease purchase agreement, as proposed, 
is not in the best interest of the State.  We believe that, at a minimum, the proposal should be considered in the 
light of current rental market conditions and renegotiated to provide for terms more favorable to DOC; however, 
prior to entering into any lease purchase agreement for the Blairstone Building, DOC should consider other 
available options, including renegotiating the current leases, renting other currently available facilities in 
Tallahassee and seeking construction of a facility specifically to meet DOC’s current and future needs.  
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RESPONSE 
CAPITAL REALTY & INVESTMENT COMPANY 
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Exhibit A 

The Blairstone Building Lease Purchase Proposal 
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Exhibit B 

Department of  Corrections Analysis 
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Exhibit C 

Analysis of  Blairstone Building Lease Purchase 

Proposal by The Staubach Company 
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