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crfonnallce standards for the usc of

§ 2.2-11 J 1.1 of the Code uf Virginia was enacted in the 2004 Session of the General
Assembly. In general the statute anticipates the development of performance standards
involving the slale's use of real property assets, and it provides fur an annual report on
progress in Ihe area. Specifically the section reads as follows:

§ 22-1131.1. &tablishmenJ ofperformance standllrosfor the lIse ofproperly.

A. The Divisioll -Iholl eSlablish performance -Ilandord-l for Ihe acq,,~,'j/ion. lease m,d
disposilion ofproperty alldfor Ihe managemenl alld UliliZI11iOIl ofsuch property I1llhe
illdividual agency and Slalewide levels 10 maximize Ihe use ofprOJX'rlY for which II is
held. For Ihe purposes of Ihis seClion "property" "'leans II", same as Ihal lerlll is
definedln.9 2,2-1/47.

B. The head ofeach Slale agency or Institution shall ellsure Ihat properly asselS held
by Ihe agency 011 belwlf of Ihe Commonweallh are managed 111 accordam:e wilh Ihe
standards .lei by Ihe Divisioll. Stale puhlic IllSlllallo/ls of higher educollO/l Ihw ha"e
delegated al,lhorily 10 mUilage ospecl-l oflhelr real properly usage and hal'C siglled a
memorandum of anderstallding wilh lire Seaelary ofAdminiSlralion relaled 10 such
delegaled all/horlly shal! be deemed ill complialJce wllh Ihe swndards .lei by Ihe
Division as 10llg as Ihey abide by Ihe lerms of Ihe memora/ldum of umlerstandirlg.
Slandards eSlablished in occord"nce wllh Ihe memorandum ofumkrsltmdlng shall b"
reporled 10 Ihe Division by OClober I ofeach )'wr.



C. The Division may take appropriate aclions, hle/uding msuring compliance with
the stalftwrds set /)y Ihe Division and elflering ifllo leming arrangemen/S or other
contract)'. to ensure Ihal assel usage by each state agency is proper and COSI effecJive,

D. By December I. 2004, the Di,is/on shall submit a report to rhe Governor and the
General Assembly on rhe performance standards established pursualfl /(J subsection
A. Thereafter. Jhe Division shall prepare. no later Ihan November 30 of each year,
reports to the Governor and the General Assembly on the implemefllat/on WJd
effecJiveness ofrhis program,

Background

In 2002, the Governor's Commission on Efficiency and Effectiveness recommended
that the Commonwealth undenake bcner management of rcal propcny, Subsequently,
the Department of General Services, through a competitive solicitation, engaged the
consulting serviees of industry experts to provide advice on prevailing real estate trends
and best practices. The Governor issued Executive Order 75 (2004), which calls for the
establishment of a comprehensive ponfolio management program, including both leased
and owned facilities. The four primary areas of this initiative include: developing a
ponfolio managcmcnt stratcgy, rcstructuring the organir.3tion, redesigning the business
process and data integration and creation ofan MIS strategy.

The following values form the foundation of this new ponfolio management system:

• Customer service
• Collaboration, facilitation and joint problem-solving
• Perfomlllllee standards and measures
• Cost savings and efficiencies

A comprehensive ponfolio management systcm for real estate will generate many
improvements, including economies of scale and market leverage in leasing and
contracts, fewer redundant suppan areas, beller space utilization, more productive use of
stafT, more consistent and higher quality facilities, and beller environments for teamwork,
communication and collaboration. Additional bencfits include better citizen access, more
real estate cxpenise incorporated into operations, greater flexibility to respond to business
changes, cnhanced collaboration among agency programs, and a more efficient and less
confusing process for private landlords and owners.



2005 Activities

To implement this initiative. in January 2005. an organi~.ational restructuring was
undertaken within the Department ofGeneral Services wherehy the Division of Real
Eslllte Services (DRES) was created and the Bureau of Real Property Managemeot, a
former hureau within DGS's Division of Engincering and Buildings, was eliminated.

DRES completed the first phase of its organization n.mp-up in 2005 and now has a
staff complement of 12.5 full staff equivalents (which includes three new positions and
the transfer of existing positions from the former Bureau of Real Propeny Management).

The establisrunem of an ill1egrated real estate portfolio management system for leased
and owned property is being designed to be customer-oriented and husiness-hased,
including strategic planning, transaction management. and space management in the short
term and in the long-term, could include an expansion ofservices to projcetlconslruetion
management, lease administration. and facilities management. The new portfolio
management system takes an enterprise-wide perspective, hut does not include all ofthe
State's real estate holdings. The initial focus is concentrnted on leased office space,
which affords the greatest opportunities for savings. The consuhant's study estimated the
net present value of potential savings that could be achieved through beuer portfolio
management at 568 million over a ten year period. While DRES's real estate expertise is
available to all State agencies in a consulling mode, spt:cialized facilities such as prisons.
mental hospitals, real estate on campuses of our universities, those purely ofT-campus
facilities devoted solely 10 academic c1assroolll5, and retail-oriemed programs such as the
ABC outlets are not within the primary scope oflhe initiative. Purehasing/selling
functions as they relate to puhlic monies spent for projects will continue to he evaluated
for taxpayer value.

Since real eslate information has been widely dispersed across stale agencies, an
accurate consolidated real estate database is under dcvelopmentto support analysis and
strategic recommendations. All state agencies and institutions Ihat lease or own office
space have been surveyed. including their facility needs. The new data requires
additional verification and refinement, which is ongoing. It is coll1cmplated that
technology upgrades will be required to realize savings and efficiency improvements
with the new portfolio management program. Thus, a stmtegy to upgrade and
eonsolidatc databases and other information systems continues to be developed, with
VITA's consultation, including alternative systems, costs, financing and phasing options.
As a first phase of this technology upgrade. the current system, PLATS, is being
upgraded to the current release. In addition, a lease scanning project has b<;:(:n completed
and the ele<:tronic lease images Me in the process ofbeing integrated into the PLAT5
system to allow for a more efficient access.

This real estate initiative is a multi-year process that has gained momentum in
2005 with DRES's formation and organizational ramp up. While
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the initial roll out period comes with the usual upfront investments and challenges
of a new and innovative program, tangible results have already been achieved as
further described below and the long-tenn benefit is tremendous.

Through Novcmber 2005, active portfolio management of leased office space needs
statewide, including undertaking competitive lease negotiations using tenant brokers,
implementation ofncw office space standards. and improved leveraging of owned real
estate, has resulted in total cost savings and cost avoidance of approximately $14.932
million on specific leasing transactions. These cost savings and avoidances will be
realized over the new terms of various leases and will average $2.311 million annually.
In addition, the disposal of surplus properties has been accelerated by ORES and as of
November 2005, 24 properties have closed or are undcr contract, which will generate
total proceeds ofapproximately $2g.916 million.

Implenlentation of the real estate initiative is continuing, and will include funher
development ofa body of specific pcrfonnance standards, but already includes several
significant achicvcmcnts consistent with §2.2-1131.I, as follows:

• PORTFOLIO MANAGEMENT: A principal objective of the
current initiative is to manage real estate as a single enterprise. By
consolidating overall portfolio management within ORES, savings
have already been achieved through better leveraging currently owed
and leased real estate. ORES has been able to match "e"cess supply"
of space to "new demand" on several occasions by arranging for
agencies to transfer space amongst each other in lieu of leasing new
space to meet new demands. in one situation alone, cost avoidance
totaling $1.608 million over four and one half yean; was achieved
when ORES arranged for one agency with cxcess space to make it
available to another agency th31 had a new space need.

• IMPROVED LEASE TERMS; As existing leases expire, we are
actively conducting market analysis to identify opportunities for
beller and more flexible lease terms, using expert tenant brokers to
represent the Commonwealth's interests. Pro-active negotiations
with landlords have resulted in more favorable lease terms, including
cost savings in lease payments and/or landlord contributions to tenant
improvements. Increased competition on lease renewals have
resulted in "incumbent landlords" beroming more aggressive in their
attempt not to lose the Commonwealth as a tenant. In one completed
transaction alone, an incumbent landlord becoming more aggressive
on a lease renewal proposal that will re~ult in cost savings totaling
$3.287 million over the new seven year lease tenn.



• SPACE STANDARDS; We have adopted a ncw space standard for
s!llte office facilities, with a goal of averaging 210 usable square feet
per employee, which is down from the previous standard of 250
usablc square feet per person. Thc new standard is more in line with
national trends and is expected to produce cost savings of 15% or
more over time. The space standard in being actively implemented
for new space requests as wcll as in "reconfiguration" studies on
existing space, In one situation alone, an agency's downsizing to the
new 210lFTE standards that is currently in process will result in over
$400,000 of savings over a new ten year lease tenn.

• CO-LOCATIONS: We have identified several opportunities for co­
locating state agencies and are actively evaluating co-location
strategies in the major markets of the state, In addition, we have
completed the negotiation of a major "umbrella" lease agreement in
Richmond whcre an ad hoc co-location of stale agencies in the same
office park exiSled. This agreement alone will result in tolal cost
savings of$1.781 million over the new ten year lease tenn. Similar
negotiations of ''Umbrella'' lease agreements are in process with at
least three additional landlords in other areas of the state.

• STRATEGIC PLANNING: We have collected infonnation on the
current cost and utilization of owned and leased office facilities.
With this infonnation, that includes staffing levels, we are able to
apply the new space standards, detennine where excess space exists
and focus efforts on the most productive areas. In one situation
alone, DRES's challenging of an agency on the amount of new space
they requested resulted in a 50"10 reduction from their initial request
and cost avoidance of$I.451 million over a new five year lease tenn.

• FlT-UP STANDARDS: New standards have been developed for
interior fixtures, finishes and equipment that will provide effective
and productive facilities at reasonable cost for owned and leased
facilities. Revicw and negotiation of landlord tenant improvement
cost estimates have already resulted in tangible cost savings for
several transactions.

The goal of all of these efforts is to take maximum advantage of the
Commonwealth's considerable buying power working across the enterprise, while
providing lower costs and greater flexibility. The actions set forth above. and
those under development as part of the Governor's real estate initialive will make
a significant difference in the cost and quality of the many facilities needed by
Virginia agencies and institutions to carryout their public missions.

We will be pleased to discuss these issues with you, or to provide any
additional infonnation that may be needed.

c: The Honorable Sandra D. Bowen


