MEMORANDUM

DATE: February 4, 1988
TO: Governor Steve Cowper
FROM: Lee Gorsuch, Director, ISER

SUBJECT: The Impacts of Constructing the Anchorage
‘ Courthouse Expansion

BACKGROUND

- The Alaska Court System (ACS) proposes to build a ma;or, 134,00.
sq.ft., addition to the existing Boney Building and a new, 222,000
sq.ft. east "wing"”. These proposed additions would expand the
250.00 sq.ft. of space ACS' Anchorage and its participating agencies
currently occupy to about 566,000 sq.ft.. To date, $143,000 has
been expended to acquire and clear the building site and an
additional $2-2.5m has been expended to date to conduct extensive
seismic research, to develop the program requirements, and to
prepare the construction design. Approximately $1.5m of direct
legislative appropriation is needed immediately if the construction
design work is to be completed and be "bid ready" by the end of this
Hay. Actual construction is planned to begin this September and run
30 months, with project completion scheduled for March, 1991. The
total cost of the project is estimated to be about $90m.

Currently ACS occupies 150,000 sq.ft. in the Boney Building, 60,000
sq.ft. in the old district courthouse, and leases 12,000 sq.ft. of
commercial office space. Under the proposed project, two other
state agencies who currently occupy about 31,000 sq.ft. of
commercial office space would vacate their leased office space to
become part of the reconfigured ACS complex.

The proposed project would have four major impacts. First, the
- project will impact the court system's performance by alleviating
current space deficiences, correcting operational inefficiences, and
providing for future expansion. Second, it would impact the local
economy by increasing employment during the 30 month construction
phase of the project and subsequently by adding to the local
workforce workers who will be required to operate and maintain the
new facility. Third, it would impact state government by adding to
the cost of the court system as a result of lease/bond costs, the
expense of operating and maintaining the new facility, and the costs
associated with expanded court services. And fourth, the project
would increase the supply of downtown Anchorage commercial office
space by eliminating the office space which ACS currently leases.
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ACS staff are currently: 1) revising their long term projections for
needed court related space, 2) preparing financial projections of
lease, o/m. and programmatic costs of the project, and 3) developing
options to proceding with the proposed project this year. This
information is not yet available. Until it is, only a very
preliminary assessment of the current proposal can be

prepared. Similarly, assessing the impact of alternative approaches
to meeting ACS space requirements, other than simply delaying
construction, can only be prepared after ACS has identified and
developed realistic space alternatives.

ANALYSIS

The Alaska Court System

The proposed project would have a major impact on the efficiency of
services provided by ACS. It would alleviate current overcrowding
and physical plant deficiences. It would Provide for sperate and
secure circulation systems fer prisoners and court officials. It
would expand the number of courtrooms and hearing rooms fro 28 to
40. It would provide for public waiting areas and assembling and
training areas for prospective jurors. And it would provide for the
currently projected needs of ACS over the next two decades.

The Anchorage Economy

The impact of the project on the Alaska economy is straight
forward. The project's construction costs are estimated to be $65m
of which about 40% is likely to go toward employment. Spreading
this amount over the 30 month duration of the project results in an
annual payroll of approximately $10.4m annually. Despite state
labor laws not all of this payroll will go to current Alaska
residents, but if we were to assume 80% of it would, then about
$8.3m would be added to the local payroll. Using an economice
multiplier of 1.4, the direct and indirect impact would then be
about 300 jobs annually and about $11.6 m of additional personal
income for the two and one half year construction period.. Some
additional value added will also result directly from project
construction. The additional permanent employment created by the
new facility is difficult to estimate without having the program
development plans of the agency. Nonetheless, jobs related to
building maintenance will increase as will jobs related to program
operations, however some job expansion within ACS would likely occur
independently of the new facility.

The State Budget

To achieve the above described economic impaet requires the
expenditure of state funds which could have been spent on other
projects or programs. Assuming the total cost of the project is
$90m and that it is financed by a lease/bond sale, the annual lease
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cost to the state would be approximately $9m for the balance of the
lease bond period (likely to be 30 years). This expense would be
partially offset by the $900,000 of current lease payments which
would be saved once the building is occupied. In addition, the
maintenance of the facility, including insurance, utilities,
janitorial services, etc..., could cost between 5-10% of the $65m
construction cost. Thus, an additional annual expenditures of
$3.5-6.5m would be required to maintain the proposed facility. A
third, and potentially substantial, budgetary impact could result
from programmatic services ACS is able to provide because the
facility is built which it could not provide without it. However,
to place an estimate on this would be conjectural.

Wwhat impact this additional expenditure of $11.5-14.5m will have on
the state budget is also conjectural. However, it is clear that the
state's revenue forecasts are showing declines rather than increases.
in state revenues. If these forecasts are reliable, all additional
state expenditures, including those associated with the ACS project,
will require either new revenue resources or a reallocation of state
spending priorities. 1In- either case, the $11.5-14.5m has a very
real opportunity cost. It could be spent on other state programs,
services, or facilities, some of which may have larger public
benefits or greater economic impacts than the ACS project.

The Anchorage Real Estate Market

The Anchorage commercial office space market is unstable due to a
serious excess supply. Realtors estimate downtown office vacancies
to be in excess of 500,000 sq.ft.. Class A office lease rates have
fallen from a high of about $2.40 per sq.ft. two years ago to about
$1.55 currently. Although most realtors do not expect Class A
office lease rates to fall much further, they do expect that the
total amount of vacant space could increase, but primarily in Class
B and C properties.

The ACS project would displace approxiamtely 45,000 sq.ft. of leased
office space as of March, 1991, Given the projected rate of
economic recovery for Anchorage, it is very unlikely the current
surplus of downtown office space will be reduced significantly by
1991, thus, this displacement will add to the already large surplus
of  vacant office space. However, because the ACS leased office
space represents a relatively small proportion of total downtown
office space, 1its price impacts will be relatively negligible.
Nonetheless, they will have a depressing impact on prices and add to
an already large surplus. Vacancy rates in the buildings currently
leased by ACS average an estimated 25% and would be directly
impacted by the displacemeat.
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THE COST OF POSTPONEMENT

Postponing the ACS project would:

*adversely impact the efficient operation of the court systenm.

*delay the economic impact on the Anchorage economy unless
equivalent money were spent in Anchorage by the state.

*not likely have an appreciable impact on the commercial office
space marxet.

*delay the impacts of an additional $11.5-14.5m on the state
budget.



