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FROM: WILLIAM H, MATTHE
ASSISTANT COMMISSIONER - PV

SUBJECT. Pricing Policy Modification #13
Application of the Tenant Improvemeanm Allowances

The aftached pricing policy maodificalion addresses application of the lenant
improvement allowances. The policy medification was initiated based on regional
reques! to clanly the methods available to set the tenanl improvement allowances and
1o incorparate the revised OME Circular A-11, Appendix B rule thal requires special
features ar anhancements unique 1o the Government be funded up-front by the
Customer Agancy rather than financed through the lease.

The policy modification was drafied in coordination with the Regional Pricing Points of
Contact (POC's) and the Pricing Network. A copy of this policy medification s being
provided to the Regional Pricing POC's for dissemination within each Region.

If you have questions regarding this policy medificalion, piease contact the Maticnal
Pricing Points of Cantact, Kevin Rothmier at 816-826-1100 or Steve Pelers at
215-445-4670,
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PRES Pricing Network

Purpuse. Policy Modification #13 on Apphcation of Tenant Improvement Allowances.
Delele Desk Gude Secnons 2.3.3 and 23,5 in their enurery. Replace with the
lollowing policy modificanon. The palicy modification incorporates and
replaves prnung policy clunficotion #9 on Office Hoteling Leases.

Effecuive Date. Auvgust 16, 2004

233 Application of the Tenanl Improvement Allowances

For ncw occupancies. either leased or federally owncd, PBS will amange 1o amortize 1n
Rent (subject 1w avarlabahiy of funds in federully owned space ) the lenant improvement
ullowance. The section below on “Changing or Appealing an Agency Customization
Tier” discusses how and when the allowance may be modified to provide functional
space. The section below on " Appheation of OMB Circular A-11. Appendia B”
disvusses the limits un wenam-specific security-related tenant improvements that may be
amonized in leased space for low enforcement agencies.

The renam elects how the space is to be fimished and thus controls the costs of the build-
out, [f less than the allowance bimil is used, the resulting penodic payment will be lower,
While the wenum allowance is comprised of two components, PBS makes the sum of the
twor components available for any build-out expense. PBS does not monitor the use of
the allowances to ensure that the general componen is used only for office-type finishes
and the customization component anly for specialty work. The dollar sum of the two
components represents a funding source for whatever build-out the customer agency
elects, as long as the space is finished, functional, and compliamt with all applicable
buslding codes.

The wenani allvwance {general and customization componenis) can only be used to pay
for itemns that are resl property, or which become real property when attached or alfixed
tw the building. The tenant allowianee is not avalable w fund personal property, such as
furmiture and artwork, personal compwiers, phone handsets, ur physical relocation
expenses of personal propeny. PBS lucks the suthuority 1o use budget activities that fund
the tenant improvement allowances for persunal propeny purchases.

Temporary “Office Hoteling” leases are 1he éxceplion 1o the above staled critena.
“Office Howeling™ space is lcased “as i5™; therefore, a 1enam improvement allowance 15
not provided. Fumiture, anwork. phone equipment and personal computers provided by
the Lessor in temporary “Office Hoteling™ type lcases are not considered personal
property, 1t s customary Tor this type of space 1o include these amenilies. Temporary



“Office Hotehing™ leases may not exceed 18 months, The furnilure, anwork, phuone
equipment and personal computers will remain with the propeny when the lease
terminates. In addition, it is customary for phone service and Iniemet access 1o be
provided by the Lessor in “Office Hoteling” space. The “Office Hoteling™ amenilics muy
be included as purt of buse shell rent ur operating rent in 4 temporary “Ofice Hoeling”
lease according to the standard practice of the “Office Hoteling™ vendor.

In the case of conunuing occupancy, whether in owned or leased space, where PBS or
the fessor provides o tenant improvement allowance, all sofl costs (spuce planning.
design. and construction management ) us well as hard costs (labor, materials, general
conditions, overhewd, and profit for the general contractor snd subcontracions ) are
chorged aguinst the ienant allowances. In the case of inital occupancy, whether in owned
or lensed space. space planming services through design development and services
provided by construction management lirms hired for design development review are not
1 he spplied 1o 1he allowances. These services are provided by PBS as pan of the PBS
fee. Design Trorm construchion documients forward @5 charged aguinst the tenamt
allowunces (Sece 3.2.10 PBS Fee, Spuce Planning for further information. )

Tenani-dnven enhancements to the building shell are. by definition. tenant
improvemenls, they are not shell elements. If & enant wants to enhance the building
shell, such os upprading the HV AC, wdding an elevaior. increasing floor hoads. or using
specialty lighting in tenant areas instead of the building stondurd NMixtures, these costs are
chargeable o the enant’s allowance. Using the tensm allow ance to enhance or modify
b bdimg shell 15 not a violation of the "fire wall” discussed previously.

The followimg summunees specific application of the T1 allowance to each space type:

o Initia] Qecupancies - Full T1 set in sccordance with Secoon 2.3.3

«  Continwng Federal Occupancies = As indicated in Section 4.2 Continuing
Occupancics. Tenant Improvements Dunng Continuing Oceupancies, page 4-3,
Custowmer ggencies may expect PBS to fund and amortize minor alterations andfor
carpet ane paini @t the beginning of u new OA term, previded funds ure availoble
within the BA 5 budger.

«  Mud Occupancy Reguest for T - PBS 15 under no obligation o provide o Cusiomer
apency a Tl allowance @ any ime dunng the occupancy term cutlingd i their OA.
Pending funds availability and with the spproval of the Regional Portfulio Director,
PBS may fully or partially fund and amormize an agency request for ienant
improvements.



Changing or Appealing an Agency Customization Tier

Given that PBS assigned each customer agency, at the bureau level. to a specific
cuslumizution et on the basis on an enlire bureaw’s space holdings with PBS (blended
together office with other types of usage) it stands 10 reason that for a new, predominately
spccial purpese use, 2 bureau’s cusiomization hier may not be adequate to provide
functional build-out. By the same 1oken. for o new, predeminately office space use, the
general and customization allowances may provide more funding than the agency necds
to fi-out the office space. PBS accepts that since the allowance ters were designed 10
fund an average blend of space 1ypes {average for each bureau) from time to time
individual requirements will arise for which the assigned customization tier is inadequate.
Regional Asset Managers have the authority, on a case-hy-case basis. (0 raise the tier or
otherwise increase the tenant improvement allowance when the unusual build-out needs
of u proposed occupancy so warrant

PBS paolicy is not 10 employ the general and customizanon allowances for projects in
which PBS has done bath |} extensive development of a space program of requirernents
(POR) for the lenant (5): and. 2) cost estimating, {using established national benchmarks
or other measures, that determine the value of functional tenant space based upon that
POR). For these projects, the tenant allowance 15 w be set in sccordance with the
benchmarks or cost estimates. Far instance, in the case of a new courthouse, PBS relies
upon 4 benchmarking process (o estimate the dollars necded to design and construct nol
only the building shell, but also the tenant spaces. So, for example. instead of assigning
the Administranve Office of the US. Counts (and other federal tenanis) (o a tenant
allowance consisting of the genéral plus their sssigned customization tier, it is
uppropnate to set the tenant allowance as the value of the benchmarks. This is also
apphicable when g particular block of space 15 not typical for a tenant and additional
bruild-out is required to meet the functional needs of that space 1ype. For exsmple. a
renovation and alteration project which invalves a cowrtroom or cellblock only, In the
case of non-prospectus projects, an extensive development of space program
requirements or benchmisrks are typically not available. PBS should, however, provide
the customer with functional space that meets therr operational needs, based on our cosi
eshmates to do so. This stll entails giving the customer agency a monetary allowance so
thit the customer can make choices between bulld-out elements, as long as the space is
finished, functional and compliant with ull apphcable building codes.

Faor uny specific spuce sction, whether PBS contemplates o revision 1o a tenant allowance
in accordance with benchmarks or & cost estimate to deliver functional space, or as a
consequence of an agency request, the standard for determining the tenant allowance is
not the ttal cost of tenant improvements. Rather, the standard is to ensure that the
revised allowance covers the cost of basic Tunctionality {operstional requirements) for
whatever the specific space usc is. There is a distinction 1o be made between
functionality and finish, fixiure and feature enhancement. PBS is not obhigated 1o ensure
that all aspects of an agency’s des:gn guide or design guidelines are incorperated into
their allowance, whether derved from a tier or POR/benchmarkfestimating process. An
agency’s design guide typicully provides for a wide degree of latitude in the selection



(und value) of finishes and fixtures for tenant space. PBS does not accept design guides

us a substitute for the benchmarking provess or the judgment of assel managers in sciling
uliowance levels.

It a client agency believes categoncally that the customization tier to which they have
been assigned is inadequate (o mest their fif-out needs. they may appeal their ter level
assignment to the Nutional Office of Real Property Asser Management. Tier level
appeals must demonstrate through an snalysis of several occupancies, that the agency’s
or bureau’s tier allowance 15 consistently and matenally less than what is required 1o
provide functional space. An appeul of an agency’s ber level assignment is not o Rent
appeal and does not follow the Renl appeal process,

Application of (OMB Clircular A-11, Appendix B to Specific Space Actions

The recent chunges (2003 ) w the OMB Circular A-1 1. Appendix B introduces the
requirement (o apply a specific set of rules and/or processes 10 each space or project type
[i.e lessed, vwned, prospecius and below prospecius) as it relates 1o the vialue of Features
and enhancements that are buift or added for the Government’s unigue needs or special
purposes, Each space type and 15 specifics are outhmed below .

I. Prospecius — |Leased

»  The wenant allowance is W be set in sccordance with the benchmarks or cosi
estimales (o provide functional space.

»  Totul full service Rent cunnot exceed the high-end market rent. High-end market
rent is determined at the Regonal level throwgh o review of comparable keases i
the vicirity of the proposed lease andfor review of published marker dats. OMB
must voncur with the Region’s determination

s Secunly related tenant build-oul umque 1o an agency such as holding cells,
sallypons and special shiclding to prevent elecironic eavesdroppang. which if
financed through the lease would result in o rental rate beyond markel. must be
funded lump sum via RWA, Additionally, if the cost of these ilems can be
finunced through the lease and remain under the high-end of the markel cap.
OMB reserves the nght 1o review and determune if these 1lems are considersd
umgue to the Government's needs or special purposes. I OMB delermines the
uems arc unigue to the Government’'s needs or special purposes lump sum
funding will be required from the cusiomer

= Building Specific Secunty countermeasures proposed 10 meel Inferagency
Securily Commitiee (1SC) Design Crilena need not, categonically, be funded lump
sum. However, 1f the OMB approved rental rute 15 not adequate 10 cover The cosl
of desired Bulding Specific Amonized Capatal Secunty countermeasure(s). the
countermeasurel 8) must be funded Jump sum.



1. Non-Prospectus — Leased

3

The ienant allowance is 10 be set in secordance with the agency’s tier or set based on
o cost estimate 0 prosvide funchonal space

Total full service Rent. excluding Building Speciiic Security countermensures
proposed to meel Interagency Security Committee (15C) Design Critena cannol
cxceed the high-end murket rent. High-end market rent is determined st the Regional
level through a review of comparable leases in the vicinity of the proposed lease
andior review of published market data. Documentation must be included in the leasc
file.

Building Specific Secunty countermeasures proposed to meet 15C Design Criteria
need not be funded lump sum. They can be funded through the leases as long us therr
mclusion does nol push the 1olul rent over the prospectus dollar imitation. The
coundermedsures must be clearly sepurated from the shell and T Thess items ure
hilled as Building Specinc Secunty - Amorized Capital,

Secunty-related tenant buikd-out unigue 10 an agency such as holding cells, sallypons
and special shielding w prevent electronic eavesdropping. may be funded through
rent as long as their inclusion does not result in o rental rate that exceeds the hgh-end
of the murket. In those cuses where therr inclusion pughes the rental rale beyond the
hugh-end of the murket they must be funded lump sum via RWA. The smount ul
lump sum reimbursement 15 the dollar value of the tenant improvements that, if
amomized, would push rent over the high-end markel bamer. PBS will give agencies
adequare ume o hudger for revmbursable expenditures for on goang lease
procurements. Theretore, this requirement will be implemented no luter than
10v1/2006.

Mole: An ugency may nol pay lump sum for shell and first generanion general 1enant
allowance elements (Chapter 6: Customer Rights and Opuons, Agency Lump Sum
Crpions for Tenant Improvemenis and Rent). Concurrently, if a cost estimate is used
L determine the allowance, PBS must deliver busic functional space without agency
lump sum paymenis, If basic funciional spuce cannot be delivered below the
prospecius dollar imitation - prospectus authomily must be sought.

Prospectus — Owned

e  The tenant allowance 15 1o be set in accordance with the benchmurks or cost
estimutes o provide Tunctional ipace,

+ The benchmark of cost estimate must include lenant specific secunty-relaied
build-out, such as holding cells, sallvports and special shielding 1o prevemt
electronic cavesdropping. necessary for the ienunt to function. The tenant’s rent
may exceed high-end market rend providing the improvements are within the
functional standard for the agency



4. Non-Prospectus - Owned

The tenum allowance is 1o be st in accondance with the agency s ter or set based on
i cost estimate 1o provide functional space. The enant should be accorded (within
PB5s abality to fund) the full complement of wnant allowances & initial ooccupancy,
The tenant allowance should include tenant speailic secunty-relsted build-oul, such
as holding cells, sullypons and special shielding o prevent elecironic eavesdropping.
necessary for the tenant o function. The tenant’s rent may exceed high-end markel
rent providing the improvements are within the functonal stundard for the agency,
Nowe: An agency may not pay lump sum for shell and first generation general tenant
allowance elements (Chapter 6 Customer Rights und Options, Agency Lump Sum
Options for Tenant Improvements and Rent). Concurrently, if 4 cost estimate is used
to determine the allowanoe, PBS must deliver basic functional space withaut agency
lump sum paymenis. T basic functional spece connid be delivered below the
prospectus dollir limitation - prospectus authaniy must be sought.



