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THE LEGISLATIVE POST Audit Committee and
its audit agency, the Legislative Division of Post
Audit, are the audit arm of Kansas government.
The programs and activities of State government
now cost about $11 billion a year. As legislators
and administrators try increasingly to allocate tax
dollars effectively and make government work more
efficiently, they need information to evaluate the
work of governmental agencies. The audit work
performed by Legislative Post Audit helps provide
that information.

We conduct our audit work in accordance
with applicable government auditing standards
set forth by the U.S. Government Accountability
Office. These standards pertain to the auditor’s
professional qualifications, the quality of the audit
work, and the characteristics of professional and
meaningful reports. The standards also have been
endorsed by the American Institute of Certified
Public Accountants and adopted by the Legislative
Post Audit Committee.

The Legislative Post Audit Committee is a
bipartisan committee comprising five senators and
five representatives. Of the Senate members, three
are appointed by the President of the Senate and
two are appointed by the Senate Minority Leader.
Of the Representatives, three are appointed by the
Speaker of the House and two are appointed by the
Minority Leader.

Audits are performed at the direction of
the Legislative Post Audit Committee. Legislators

or committees should make their requests for
performance audits through the Chairman or any
other member of the Committee. Copies of all
completed performance audits are available from
the Division’s office.
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To:  Members, Legislative Post Audit Committee

Representative Peggy Mast, Chair ~ Senator Nick Jordan, Vice-Chair

Representative Tom Burroughs Senator Les Donovan
Representative John Grange Senator Anthony Hensley
Representative Virgil Peck Senator Derek Schmidt
Representative Tom Sawyer Senator Chris Steineger

This report contains the findings, conclusions, and recommendations from our
completed performance audit, Department of Wildlife and Parks: Reviewing Its Lease of
the Campus House for Its Northeast Regional Olffice (Limited-scope audit).

The report includes one recommendation for the Department of Wildlife and
Parks to determine whether another agency could sublease a portion of the unused
space in the northeast regional office to ensure that the lease is more cost-effective. We
also made two recommendations for the Department of Administration’s Division of
Facilities Management to adopt procedural changes that would make the terms of future
lease-purchase agreements more specific.

We would be happy to discuss these recommendations or any other items in the
report with any legislative committees, individual legislators, or other State officials.

Barbara J. Hinton
Legislative Post Auditor



Get the Big Picture

Read these Sections and Features:

1. Executive Summary - an overview of the questions we
asked and the answers we found.

2. Conclusion and Recommendations - are referenced in
the Executive Summary and appear in a box after each
question in the report.

3. Agency Response - also referenced in the Executive
Summary and is the last Appendix.

Helpful Tools for Getting to the Detail &~

= In most cases, an “At a Glance” description of the agency or
department appears within the first few pages of the main report.

= Side Headings point out key issues and findings.
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= Charts/Tables may be found throughout the report, and help provide
a picture of what we found.

= Narrative text boxes can highlight interesting information, or
provide detailed examples of problems we found.

= Appendices may include additional supporting documentation, along
with the audit Scope Statement and Agency Response(s).

Legislative Division of Post Audit
800 SW Jackson Street, Suite 1200, Topeka, KS 66612-2212
Phone: 785-296-3792  E-Mail: Ipa@]lpa.state.ks.us
Web: www .kslegislature.org/postaudit




EXECUTIVE SUMMARY

LecisLATIVE DivisioN oF PosTt AubpIT

Overview of the Department of Wildlife and Parks’ Lease of
The Campus House for Its Northeast Regional Office

In Spring 2003, the Department was approached about leasing
the Campus House for its main office. The Menninger Foundation was
moving to Houston and selling its campus in northwest Topeka—where the
Campus House was located—to private interests. A real estate consultant
for Menninger contacted the Department to see if it wanted to move its
headquarters from downtown to the Campus House facility. The Secretary
turned down the offer.

In late Summer and Fall of 2003, the Department began looking ... ... ... ... page 3
for new space for its northeast regional office. The northeast regional
office had been located on 29th Street in southwest Topeka. Officials told
us they wanted to move to a larger location with better public access. The
Department advertised for 3,500—-4,000 square feet of office space and
received three responses, one of which was for the Campus House.

The real estate consultant again contacted the Secretary and told
him developers who were purchasing the Menninger property planned
to donate a parcel of land for a State Park. Department officials then
considered the Campus House a viable option for the northeast regional
office and a potential State Park office.

Menninger finalized the sale of the Campus House property to
River Ridge Estates, LLC, on March 15, 2004. River Ridge Estates was
incorporated on March 12, 2004. The Department signed a two-year lease
for the Campus House with these owners on March 17, 2004. The State
Park was deeded to the State in December 2005.

Did the Department of Wildlife and Parks Follow State Law and Policies
When It Leased Space for Its Northeast Regional Office, and Does the
Lease/Purchase Arrangement Appear To Be Financially Reasonable?

The Department followed most requirements for leasing
space for its regional office, but it substantially exceeded official
State space standards. The Secretary of Administration is responsible
for approving real estate leases, and has adopted leasing guidelines for
State agencies to follow through its Division of Facilities Management.
We evaluated the Department of Wildlife and Parks’ actions in leasing the
Campus House against those guidelines.

We also compared the lease to office space standards the
Governor adopted in April 2003 to more efficiently use State-owned and
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leased office space. There is an overall standard of 210 to 250 square feet
per employee, including common areas, and also individual standards for
workstations or offices.

The Department generally adhered to most of the Division of
Facilities Management’s leasing guidelines. However, the lease exceeded
the Governor’s space guidelines by more than three times.

Because the lease was for less than 10,000 square feet, the
Secretary of Administration wasn'’t required to consult with the Joint
Committee on State Building Construction before approving the lease. The
Department has briefed the Joint Committee several times since the start of
the lease about its actions related to the Campus House.

The Department chose the Campus House because of its
location next to the proposed new State Park. The Department originally
had advertised for about 4,000 square feet of office space for 10 employees,
or about 400 square feet per employee. In leasing the Campus House,
the Department acquired 9,800 square feet of space for 10 employees—
more than twice the size it had advertised for. Two other buildings offered
were closer in size to the amount of office space the Department needed.
Department officials indicated that, because the Campus House was
adjacent to the land that was promised as a State Park, they felt the building
was in a good location for their needs.

Currently the office has 980 square feet per employee. If two park
employees are added in the future, the building will provide about 800
square feet per employee. This is significantly larger than the Governor’s
space standards, and much larger than is typical for other regional or park
offices. The Department has not considered subleasing unused portions
of the building because of concerns about the security of law enforcement
records and evidence stored there.

The Department decided to lease the Campus House even
though the facility was more than twice the size it had advertised
for. The Department originally had advertised for about 4,000 square feet
of office space for 10 employees, or about 400 square feet per employee.
However, Department officials told us that once they knew the property
adjacent to the building would be donated for a State Park, it changed the
way they thought about the building as a viable location for their needs.

They said they saw the opportunity to use the first floor as a regional
office housing 10 employees, and the lower part of the building as a park
office housing 2-3 additional employees. They also said they saw the
potential to use other areas in the building for educational and community
meeting space, and the building and property fit in well with a master plan to
eventually link the new State Park, the Governor’s mansion, and the State
Historical Museum.

In addition, Department officials told us that, with the likelihood of
the park land being donated, they thought it would be prudent to secure the
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location. They said they were concerned that, if the building were leased
fo someone else after the park was donated, they might not be able to find
space that was as suitable for a park office.

The lease provisions don’t address recouping any remodeling
costs, and don’t specify an eventual purchase price. The Department
spent over $113,000 to remodel the Campus House to make the space
functional and usable. We question whether the Department needed to
convert a bathroom complex into a conference room before the State owned
the building. There are other unoccupied spaces in the building that could
be used to accommodate meetings. Given that the State was intending to
purchase the Campus House in the short-run, and that the improvements
were likely to affect the value of the building, it would have been prudent to
draft the lease to give the Department a credit for improvements against the
eventual purchase price. page xx

The lease doesn’t specify a future purchase price for the Campus
House property. The Department has an exclusive right to purchase at a
“‘mutually agreed price” during the lease agreement. Documentation we
reviewed showed that attorneys in the Department of Administration thought
the original lease-purchase language was vague, and were concerned
the owners of the Campus House could avoid the sale. Other documents
indicated the lease administrator in the Division of Facilities Management
suggested incorporating a purchase price for the property in the agreement.
Additionally, the Joint Committee on State Building Construction expressed
concerns that past decisions had put the State in a vulnerable position.

Recent appraisals of the Campus House building and property
are nearly triple the 2004 appraised value. In 2004, the property sold for
$275,000 to River Ridge Estates and was appraised for that amount by the
Shawnee County Appraiser. Since that time, the Department has obtained
two private appraisals, with the most recent one in February 2006 giving
an appraisal of $700,000. The Department doesn’t expect to negotiate a
final sales price until fiscal year 2008, after it sells another 17-acre parcel of
property to generate money to purchase the Campus House.

Conclusion
Recommendations

APPENDIX A: Scope Statement

APPENDIX B: Kansas Regional and Park Offices:
Size and Number of Employees
APPENDIX C: Agency Response

This audit was conducted by Melissa Doeblin. Leo Hafner was the audit manager. If you need any
additional information about the audit’s findings, please contact Melissa at the Division’s offices. Our
address is: Legislative Division of Post Audit, 800 SW Jackson Street, Suite 1200, Topeka, Kansas
66612. You also may call us at (785) 296-3792, or contact us via the Internet at LPA@Ipa.state.ks.us.
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Department of Wildlife and Parks:

Reviewing Its Lease of the Campus House for Its

Northeast Regional Office

The Kansas Department of Wildlife and Parks entered into a two-
year lease for office space for its northeast region, headquartered
in Topeka, effective July 1, 2004. The lease provides for 9,800
square feet of space at an annual cost of about $§92,000. In
addition, the Department spent about $113,000 to remodel the
facility. The Department has extended the lease through June 30,
2007, and has an option to renew it for an additional year on the
same terms.

The current agreement allows the Department to purchase the
property at a “mutually agreed price” during the term of the
agreement. Department officials said their intent is to purchase
the property to serve as a regional office and park office for a new
State Park. The valuation of the property has risen significantly:
from $275,000 in 2004 to $700,000 in early 2006.

Legislators recently have raised questions about the lease.
Specifically, they have asked whether the Department followed
normal State policies when it leased the building, whether the lease
arrangement is financially reasonable for the State, and whether the
costs the State incurred to renovate the building would be credited
against the purchase price.

This limited-scope audit addresses the following questions.

1. Did the Department follow State law and policies when it
leased space for its northeast regional office?

2. Does the lease/purchase arrangement appear to be
financially reasonable for the State?

To answer these questions, we reviewed State statutes and leasing
guidelines for State agencies developed by the Department of
Administration’s Division of Facilities Management. We reviewed
records at the Department of Wildlife and Parks and the Division
of Facilities Management to identify what actions the Department
had taken to identify office space, and we compared those actions
to State requirements, guidelines, and best practices. We examined
the lease documents to determine what provisions had been
included regarding the purchase of the building and recouping any
remodeling costs paid by the State.
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We also reviewed the Shawnee County Appraiser’s records to
determine the value that had been placed on the building during
the past few years, and we discussed the reasons for changes in the
value with officials from that office. In addition, we reviewed two
private appraisals of the property the Department of Wildlife and
Parks had contracted for. Finally, we viewed the property to assess
its reasonableness for use as a regional and park office, and we
considered other options for providing office space near the site.

A copy of the scope statement for this audit approved by the
Legislative Post Audit Committee is included in Appendix A. For
reporting purposes, we’ve combined the two questions from the
scope statement into one.

In conducting this audit, we followed all applicable government
auditing standards set forth by the U.S. General Accounting Office.
Our findings begin on page 6, following a brief overview.
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Overview of the Department of Wildlife and Parks’ Lease of

The Campus House for Its Northeast Regional Office

In Spring 2003, the
Department Was
Approached About
Leasing the Campus
House For Its

Main Office

The Campus House property was part of land owned by the former
Menninger Clinic, a nationally known psychiatric and behavioral
hospital that operated a campus on a large tract of land between
[-70 and the Kansas River in northwest Topeka. In Spring 2003,
the Menninger Foundation moved its clinical and other operations
to Houston. In conjunction with that move, the Foundation began
selling off parts of its campus—which included large tracts of
undeveloped land and a number of clinical, office, and dormitory
buildings—to private interests.

The Campus House property currently consists of about 6.8 acres
and a building that is slightly less than 10,000 square feet. The
building originally had been constructed in the mid-1990s as a
residence dormitory for patients at the Clinic. As constructed, the
building contained 13 bedrooms and 12 bathrooms, along with
several large common areas, a dining hall, and a large kitchen
facility.

Department records show that in July 2003, a real estate consultant
for the Menninger Foundation contacted the Department to see if
it had any interest in moving its main office in downtown Topeka
from its current location at 1020 S. Kansas Ave. to the Campus
House facility. At that time, the Secretary of Wildlife and Parks
turned down the offer.

In Late Summer and
Fall of 2003, the
Department Began
Looking for New Space
For Its Northeast
Regional Office

For about 15 years, the Department had been renting
approximately 3,300 square feet of office space for its northeast
regional office in a building on 29th Street in southwest Topeka.
Department officials told us their reasons for seeking new office
space were that the 29th Street location was too small, lacked
sufficient parking for good public access, and had potential safety
issues because of criminal activity in the area.

In July 2003, the Department renewed its lease at that location
on a month-to-month basis with a 30-day termination provision.
Shortly thereafter, the Department began its search for new space
for that regional office.

The Campus House once again came to the Department’s
attention in December 2003, when it advertised for office space.
The Department enlisted the Division of Facilities Management’s
help and began to look for available properties during Fall 2003.

In December 2003, it ran an advertisement in the Topeka Capital-
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Journal soliciting proposals for 3,500 to 4,000 square feet of
office space. In response to that advertisement, it received three
responses, one of which was for the Campus House.

At about that same time, the real estate consultant for Menninger’s
again contacted the Secretary, and told him the Campus House
property was being sold to developers who would donate a parcel
of land adjacent to it for a State Park. That land encompasses
approximately 77 acres of hills and timber sloping downward to
the Kansas River.

With the possibility of land being donated for a State Park,
Department officials told us they considered the Campus House
to be a more viable option for its northeast regional office.
Department officials acknowledged the building was larger than
they needed for just the northeast regional office, but said with the
likelihood of a State Park being established adjacent to it, their
needs would increase beyond the 3,500 to 4,000 square feet they
had advertised for. They indicated they also would need to house
a park office and some community meeting space at that location.

Figure OV-1 on the next page shows a photo of the Campus
House, as well as an aerial view of the building and its proximity to
the State Park land.

The Menninger Foundation finalized the sale of land—
including the Campus House property—to private developers
two days before the Department signed a lease for the building.
The developers were incorporated on March 12, 2004, under

the name River Ridge Estates, LLC. That company consisted

of Dennis Eskie, Kevin Krentz, L.J. Leatherman, Jerry Palmer,
Theron Sims, and Gary White.

The sale of the property was completed March 15, 2004. The
Department signed the lease on March 17, 2004. The lease was
for 9,800 square feet of space at $9.42 a square foot, plus utilities.
Almost two years later, in December 2005, the owners of the
Campus House officially deeded the promised park land to the
State through another company they owned called 21st Century Ad
Astra, LLC.
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Figure OV-1
Photograph of Building from the East

Source: Photograph taken by Legislative Post Audit staff, January 5, 2007.

Aerial View of State Park and Campus House Building

State Park

State Park

-

Campus HouseBuilding
N\ /. .

Source: Google Earth.
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Did the Department of Wildlife and Parks Follow State Law and Policies
When It Leased Space for Its Northeast Regional Office, and Does the Lease/
Purchase Arrangement Appear To Be Financially Reasonable?

ANSWER IN BRIEF:

The Department generally followed State requirements and

best practices for soliciting potential properties to lease for its
northeast regional office. The Campus House is conveniently
located next to the State Park. However, the Department ended
up leasing a building that was much larger than it needs, there
are no provisions in the lease for the Department to recover any
of the costs of remodeling the facility, and the lease/purchase
agreement doesn t specify the cost at which the building and
property can be purchased. The Department doesn t intend

to finalize the purchase until fiscal year 2008. Ultimately,

the amount paid for the building and property it sits on will
determine whether this transaction is financially beneficial to the
State; current Department appraisals put its potential value at
8700,000. These and related findings are discussed in more detail
in the sections that follow.

The Department Followed
Most Requirements for
Leasing Space for Its
Regional Office, But It
Substantially Exceeded
Official State Space
Standards

State law makes the Secretary of Administration responsible for
approving real estate leases. K.S.A. 75-3739(1) says:

“Except as otherwise specifically provided by law, no State agency
shall enter into any lease of real property without the prior approval
of the Secretary of Administration. A State agency shall submit

to the Secretary of Administration such information relating to any
proposed lease of real property as the Secretary may require.

The Secretary of Administration shall either approve, modify and
approve or reject any such proposed lease.”

In addition, current law requires the Secretary of Administration
to advise and consult with the Joint Committee on State Building
Construction before entering into or approving leases involving
more than 10,000 net assignable square feet or a term longer than
24 months.

The Secretary of Administration, through the Division of
Facilities Management, has adopted guidelines for State
agencies to follow when leasing office space. At the time the
Campus House was leased, the Division’s guidelines listed two
options State agencies could follow. One option was to simply
issue a request for proposals for office space.

We evaluated the Department of Wildlife and Parks against
the second option, which required the Department to do the
following:
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® Complete a proposed space needs form and submit it to the Division
of Facilities Management approximately one year before the end of
the lease

Do a market analysis and shop the market for rental property
Prepare a comparison of each proposed site

Submit the following documents to the Division for approval:

» Documentation of the process the agency used to determine that
the proposed lease is in the best interest of the State

» The real estate agreement executed by the lessor and lessee
(DA-46)

» Areal estate agreement cover sheet (DA-47)

» An Americans with Disabilities Checklist (if not already on file)

» An occupancy expense worksheet

We chose this option in evaluating the Department’s actions
because completing this process also would fulfill the major best
practices we identified for leasing office space.

In addition to the guidelines cited above, in April 2003 the
Governor imposed standards for State agencies to follow when
leasing office space. Those standards were imposed to more
efficiently use State-owned and leased office space while providing
adequate and appropriate work space for State agency personnel.
The office space standards have two components, both of which
are to be followed:

® an overall standard of 210 to 250 square feet per employee, which
Division of Facilities Management officials told us is designed to
include common areas such as bathrooms and conference rooms.

@ individual office-size standards that range from 45 square feet for a
workstation for a data-entry person to 400 square feet for a private

office for a cabinet-level secretary.

The Department of Wildlife and Parks generally adhered
to Division of Facilities Management’s guidelines and
requirements for identifying properties and getting lease
approvals. The primary steps the Department took are
summarized in the following paragraphs.

® Analyzing Space Needs. In August 2003, nearly a year before its
existing lease expired, officials from the Department of Wildlife and
Parks submitted a space needs analysis to the Division of Facilities
Management showing the size of offices they thought they needed to
lease. Documents show that the Division of Facilities Management
questioned the size of some of the offices the Department was
proposing. The two agencies eventually agreed that about 3,500-
4,000 square feet would be the appropriate size office to look for.
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® Conducting a Market Analysis. During the Fall of 2003, the
Department worked with the Division of Facilities Management to find
available office space that would fit the Department’s needs. We saw
documentation indicating that the Division of Facilities Management
had reviewed flyers and other information about available office
space in Topeka that would fit the Department’s needs. In addition,
an advertisement was placed in the Topeka Capital-Journal on
Saturday, December 13 and Sunday, December 14, 2003, requesting
proposals for a 3-5-year lease of 3,500-4,000 square feet of ADA-
compliant office space with good public access, at least 35 parking
spaces, and storage with semi-trailer unloading capability. Written
proposals were to be submitted no later than January 5, 2004.

® Preparing a Comparison of Each Proposed Site. After receiving
proposals for three potential sites, the Department of Wildlife and
Parks prepared a summary sheet comparing those three proposals
to the space it required and its current location. In this comparison it
examined the square footage of each office, storage space, cost per
square foot, restrooms and parking, and additional costs associated
with the property. The comparison of alternative sites is shown in
Figure 1-1 on page 10.

® Submitting Required Documents to the Division for Approval.
All the required documents listed on the Division of Facilities
Management’s guidelines were submitted, except there was no
“documentation of the process the agency used to determine that the
proposed lease is in the best interest of the State,” as called for in the
guidelines. Division officials told us there’s no form or other formal
documentation used to record this process. They told us that, in this
case, after the three buildings proposed for the northeast regional
office were received, it was clear the Campus House seemed to be
in the best interest of the State given its location and proximity to the
new State Park.

® |Lease signatures and approvals. The lease was signed by the
Secretary of Wildlife and Parks, the managing member of River
Ridge Estates, the Director of Accounts and Reports, an attorney
with the Department of Administration, and the Director of Facilities
Management as the designee for the Secretary of Administration.

Because the lease was for less than 10,000 square feet, the
Secretary of Administration wasn’t required to consult with
the Joint Committee on State Building Construction before
approving the lease. For leases encompassing more than 10,000
square feet, the Secretary of Administration is required to consult
with the Joint Committee on State Building Construction before
approving the lease. However, Department of Wildlife and Parks
officials told us they’ve briefed the Joint Committee several times
about actions related to the Campus House, including in February
2006 when the Joint Committee concurred with their extension of
the lease.
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During this audit, we saw two sets of architectural drawings of the
building from when it was owned by the Menninger Foundation.
One set of drawings showed the building’s square footage totaled
10,317 square feet, the other showed a total of 9,288 square feet.

In leasing the building to the Department, River Ridge Estates
averaged the two numbers to arrive at 9,800 square feet. Because
current records in the Shawnee County Appraiser’s Office show
that the building encompasses 9,958 square feet on two levels, we
agreed that the Joint Committee did not need to be consulted.

The Department Chose
The Campus House
Because of Its Location
Next to the Proposed
New State Park

The Department received three bids for office space. One bid was
for a building located in north Topeka, and two for buildings in
northwest Topeka—including the Campus House. Figure 1-1 on
the next page provides some basic information about each of these
three buildings and a map of their locations.

As the figure shows, two of the buildings were close in size to the
amount of office space the Department had advertised for. The
Campus House was more than twice the size the Department was
seeking. The basic lease rate per square foot for one property was
lower than the rate for the Campus House, and one was higher.
However, the number of square feet in the Campus House made
the total annual lease cost for that property significantly higher
than either of the other two properties.

The Department decided to lease the Campus House even
though the facility was more than twice the size it had
advertised for. The Department originally had advertised for
about 4,000 square feet of office space for 10 employees, or about
400 square feet per employee. However, Department officials told
us that once they knew the property adjacent to the building would
be donated for a State Park, it changed the way they thought about
the building as a viable location for their needs.

They said they saw the opportunity to use the first floor as a
regional office housing 10 employees, and the lower part of the
building as a park office housing 2-3 additional employees. They
also said they saw the potential to use other areas in the building
for educational and community meeting space, and the building
and property fit in well with a master plan to eventually link the
new State Park, the Governor’s mansion, and the State Historical
Museum.

In addition, Department officials told us that, with the likelihood
of the park land being donated, they thought it would be prudent
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to secure the location. They said they were concerned that, if the
building were leased to someone else after the park was donated,
they might not be able to find space that was as suitable for a park
office.

Figure 1-1
Locations Considered for the Northeast Regional Office Compared to Requirements and Previous Location

Office Square Feet 3,500 - 4,000 3,304 5,500" 4,658 9,800
Storage Square Feet 800 n/a 1,120 800+ n/a

# Restrooms 3 3 2 2 8
Parking Spaces 35 30 50 41 35
Utilities n/a Not included Included Included Not included®
Basic Rental Cost n/a $8.05 $7.85 $14.00 $9.42
Rental Costs for One Year n/a $26,597 $31,400 $65,212 $92,316

(1) At this location, the Department would only be billed for 4,000 square feet.
(2) In the lease, the lessor (River Ridge Estates, LLC) agreed to pay for water.

Source: Kansas Division of Facilities Management.

Map of Topeka with Comparison of Sites for Northeast Regional Office

Source: Google maps.
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Figure 1-2
Comparison of Office Space

Governor’s Space Standards (a)

Most Park Offices (b)

Most Regional Offices (c)

What Department advertised for

Campus House with 12 employees
(2 park and 10 regional)

Campus House with 10 employees
(regional office only)

250sq.ft.orless

375sq.ft.orless

375sq.ft.orless

400 sq. ft.

816 sq. ft.

980 sq. ft.

100 200 300 400 500 600 700 800 900 1000 1100

Square Feet

(a) Governor’s space standards range from 210-250 usable square feet per employee.
(b) Represents 18 of 25 park offices that have less than or equal to 375 square feet per employee.
(c) Represents 3 of 5 regional offices that have less than or equal to 375 square feet per employee.

Source: Kansas Department of Wildlife and Parks, Division of Facilities Management.

In leasing the Campus House facility, the Department acquired
9,800 square feet of space that eventually might house 12
employees. That would give Department just over 800 square
foot per employee. This space is significantly larger than the
Governor’s recommended office space standards, and is much
larger than is typical for other regional or park offices. This
information is summarized in Figure 1-2. Information on all
regional and park offices can be found in Appendix B on page 17.

Under its lease for the Campus House, the Department pays a
total of about $98,000 per year in rent and utility costs. If the
Department had not been trying to secure the option to purchase
the Campus House property for a combined northeast regional
office and park office and had rented a facility with 4,000 square
feet—the amount it originally requested—it would have spent
about $58,000 less per year in rent and utility costs.

During the course of this audit, we asked Department officials if
they had considered sub-leasing the unused portions of the building
to another State agency to make the overall building lease more
cost effective. Officials told us they hadn’t pursued sub-leasing
any of the unused space in large part because they had concerns
about the security of law enforcement records and evidence stored
in the building.

PERFORMANCE AUDIT REPORT
Legislative Division of Post Audit
February 2007

11



The Lease Provisions
Don’t Address Recouping
Any Remodeling Costs,
And Don’t Specify an
Eventual Purchase Price

Before moving into the Campus House building, the Department
spent $113,000 to move walls, create a customer-service counter,
install doors between rooms, alter a roll-top closure between the
kitchen and cafeteria, and remove toilets and showers. Department
officials told us these modifications were necessary to make

the office space functional and usable in the future when they
purchased the building.

It’s not uncommon for State agencies to have to modify rental space
to suit their needs; such costs typically are incorporated into the
rental rate and amortized over the term of the lease. However, we
did question whether the Department needed to convert a bathroom
complex on the first floor into a conference room before it actually
purchased the building. Department officials told us inmate labor
was used on this part of the remodeling to hold down costs.

The entire lower level of the building currently is unoccupied, and
could have been used to accommodate large meetings. In addition,
smaller groups could have met in one of several empty rooms at
the south end of the building. When we visited the building, those
rooms were being used only to store a few boxes.

Perhaps more importantly, given that the State was intending to
buy the Campus House property in the short-run, and that the work
done was likely to affect the value of the building, it would have
been prudent to draft an agreement with the owners specifying how
much credit the Department would be allowed against the eventual
purchase price for the cost of the improvements it paid for.

The lease agreement doesn’t specify a future purchase price for
the Campus House property. In negotiating the original lease for
the building and in the lease renewal, the Department was given an
exclusive right to buy the property. However, neither the original
lease nor the lease amendment established a future purchase price
for the property. The lease language is listed below:

® Original Lease: “Lessee shall have the exclusive right to purchase
the property at any time during this lease for the appraised value, as
determined by K.S.A. 75-3043a, or as otherwise agreed upon by the
parties.”

® 2006 Lease Amendment: “Lessee shall have the exclusive right to
purchase the property at a mutually agreed price from July 1, 2006
to June 30, 2007. Lessor recognizes that Lessee must comply with
the requirements of K.S.A. 75-3043a. If the Lessee exercises the
Renewal Option for an additional term of one (1) year, then this date
shall become June 30, 2008.”

12
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Our review of e-mails and other documents showed that attorneys in
the Department of Administration thought the original lease-purchase
document was vague, and were concerned that River Ridge Estates
could avoid the sale by not agreeing to accept the appraised value and
asking an extremely high sale price.

The lease administrator for the Division of Facilities Management
also suggested the need to establish a purchase price for the property
at the end of each lease year. Department officials told us the building
owner did not want to set a purchase-price during lease negotiations.

At its July 21, 2005 meeting, the Joint Committee on State Building
Construction also expressed concerns about the lease agreement. The
minutes show that members were concerned that past decisions made
on the lease purchase agreement had put the State in a potentially
vulnerable position.

Recent appraisals of the Campus House building and property are
nearly triple the 2004 appraised value. When the Campus House
property was split from the rest of the Menninger property in 2004,
records indicate it was sold for $275,000 to River Ridge Estates, and
was appraised at that value by the Shawnee County Appraiser’s office
for tax purposes. Since then, several appraisals have been done, which
include varying numbers of acres of land along with the building.

That information is summarized in Figure 1-3.

Figure 1-3
Appraisals of the Campus House Propert

Date Ap\;;arrdzed Bsu’;ldll:rtig Lot Size Acres
Property Tax Appraisals
Shawnee County Appraiser's Office 2004 $275,000 9,958 8.99
Shawnee County Appraiser's Office 2005 $419,500 9,958 8.99
Shawnee County Appraiser's Office 2006 $381,080 9,958 6.79 "
Fee Appraisals
Schnellbacher, Sprecker and McBride July 2004 | $500,000 @ 9,910 314 @
Schnellbacher, Sprecker and McBride October 2004 | $600,000 © 9,910 3.14@
Aul & Klahr & Keller February 2006 | $700,000 9,840 2.55 @

(1) A portion of the 8.99 acres was sold.
(2) Represented the "as is" condition at the time the building was leased.
(3) Represents the value of the property after renovations the Department made to the building.

(4) The smaller acreage for these appraisals represents only the portion of the property the Department was
considering purchasing at the time.

Source: Private appraisals of Campus House property, Shawnee County Appraiser's Office.

As the figure shows, the Department has had two appraisals

completed on the property since its lease began. The first came from
three disinterested appraisers appointed by the judicial administrator—
as required by K.S.A. 75-3043a—to determine the market-value
appraisal of the property. These appraisers set the value of the
property at $600,000 in its “as renovated” condition on
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October 30, 2004, to reflect the more than $100,000 in
improvements the Department had made to the facility.

The second appraisal assigned a value of $700,000 to the property.
These appraisers recommended at the time that the Department
negotiate the purchase price net of the improvements made and
paid for by the Department.

Finally, although they say they haven’t seen the appraisal,
Department officials told us the property owners have indicated
they have an appraisal valuing the property at $800,000.

The Shawnee County Appraiser told us he didn’t know of any
particular market conditions or other factors in the area that would
make the private appraisals 30% higher than the value the County
had assigned the property. Department and Division of Facilities
Management officials told us the development going on in this
area, as well as the possibility that St. Francis Hospital might move
to the former Menninger campus, were driving up property values.

Department officials told us they don’t expect to negotiate a
final sales price until fiscal year 2008. The Department plans to
extend its lease for a fourth year beginning July 1, 2007. It still
will have the option to purchase the property at a “mutually agreed
price” during that time.

Department officials told us their plan is to sell another 17-acre
parcel of property the Department owns south of the Governor’s
mansion, and to use that money to buy the Campus House property.
Given the open-ended nature of the lease agreement, there’s no way
to know what the final negotiated purchase price will be.

Conclusion

The building the Department of Wildlife and Parks chose to house
its northeast regional office and the park office for the new State
Park may be ideal from a location standpoint. But the trade-off in
getting that location has been leasing and paying for significantly
more space than the Department needs.

Although the Department has intended to buy the building from
the start, the lease-purchase agreement doesn’t specify the price
at which the building could be acquired or how remodeling

costs would be handled. The lack of such provisions could put
the Department in a weaker bargaining position when purchase
negotiations begin. Ultimately, the amount paid for the building
will determine whether this transaction is financially beneficial to
the State.
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Recommendations

1.

To ensure that State agencies don’t enter into open-ended lease-
purchase agreements that may not end up being financially
beneficial to the State, the Department of Administration’s
Division of Facilities Management should modify its lease
approval procedures to do the following:

a. require the price at which a building can be purchased to be
specified for each date on which the purchase option can be
exercised, unless there is a compelling reason not to.

b. require language to be included in the agreement that
specifies how the cost of building modifications paid for
by the State will be reflected in the purchase price of the
building, if the purchase option is exercised.

To ensure that it is not paying rent and utility costs for space
it doesn’t need, the Department of Wildlife and Parks should
work with the Division of Facilities Management to determine
whether another agency could sublease the unused space in
the Campus House building to make that space more cost-
effective.
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APPENDIX A
Scope Statement

This appendix contains the scope statement approved by the Legislative Post Audit Committee on
September 6, 2006. The audit was requested by Senator Nick Jordan.

Department of Wildlife and Parks: Reviewing Circumstances
Surrounding the 2004 Building Lease for the Northeast Regional Office

The Department of Wildlife and Parks has five regional offices across the State, in addition to its
administrative offices in Topeka and Pratt. Recently, questions have been raised about a lease the agency
entered into for office space for its northeast region, which is headquartered in Topeka.

The lease, which was effective July 1, 2004, provides 9,800 square feet of space at an annual cost
of $92,000, or $9.42 per square foot. In addition, the Department spent $100,000 to remodel the new
facility. The previous location had 3,300 square feet, at an annual lease cost of $26,000 ($7.87 per square
foot). The lease for the new building, which was recently amended to run through Fiscal Year 2007 with
a possible one-year renewal at the same terms, allows the agency to purchase the property at its appraised
value during the term of the lease. Agency officials said their intent is to purchase the property, which
would serve as both the regional office and the park office for new State Park 24. However, the appraised
value of the building has risen significantly: it was valued for county tax purposes at $275,000 for 2004
and $419,500 for 2005 and 2006. Private appraisals obtained by the Department in July 2005 valued the
property at $600,000.

Legislators recently have raised questions about the lease. Specifically, they have asked whether
the Department followed normal State policies when it leased the building, whether the lease arrangement
is financially reasonable for the State, and whether State-paid renovations would be credited against the
purchase price.

A limited-scope performance audit of this topic would answer the following questions:

1. Did the Department follow State law and policies when it leased space for its northeast regional
office? To answer this question, we would review State statutes and the leasing guidelines for State
agencies developed by the Department of Administration’s Division of Facilities Management. We
would review the actions taken by the Department of Wildlife and Parks to identify and secure office
space, such as the extent to which they considered other properties and assessed the reasonableness
of costs. We would compare the Department’s actions to requirements and best practices. In any
instances where State procedures or best practice were not followed, we would determine why not.

2. Does the lease/purchase arrangement appear to be financially reasonable for the State? To
answer this question we would interview Department officials and review records that indicate what
the State has spent on the property to-date and what type of future commitments have been proposed
or agreed to. We would look at changes in the value of the building, whether there are provisions for
the State to be “credited” for increases in the building’s value resulting from State-funded remodeling,
and if not, why the Department hasn’t pursued such provisions. In addition, we would look at whether
the building appears to appropriately meet the Department’s current and future need for space. Finally,
we would review any cost analyses prepared by the Department or by the Division of Facilities
Management.

Estimated Time To Complete: 200 hours
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Kansas Regional and Park Offices: Size and Number of Employees

APPENDIX B

Mushroom Rock

No park office

Region 5 (Southeast) 5 1,622 324.40
Region 1 (Northwest) 8 2,688 336.00
Region 3 (Southwest) 11 4,000 363.64
Region 4 (South Central) 11 6,600 600.00
Region 2 (Northeast) 10 9,800 980.00
Clinton 6 850 141.67
El Dorado 13 2,000 153.85
Kanopolis 6 1,125 187.50
Cheney 9 1,800 200.00
Meade 3 681 227.00
Wilson 9 2,047 227.44
Scott 3 725 241.67
Tuttle Creek 7 1,800 257.14
Lovewell 5 1,445 289.00
Eisenhower 4 1,200 300.00
Perry 6 1,800 300.00
Prairie Dog 4 1,200 300.00
Glen Elder 8 2,418 302.25
Crawford 3 972 324.00
Elk City 4 1,332 333.00
Cedar Bluff 6 2,208 368.00
Webster 6 2,208 368.00
Pomona 3 1,125 375.00
Hillsdale 7 2,890 412.86
Cross Timbers 6 3,608 601.33
Prairie Spirit Trail 2 4,110 2,055.00
Milford 5 16,058 3,211.60
Fall River 0 No park office
0

Sand Hills

0

No park office

Source: Kansas Department of Wildlife and Parks.
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APPENDIX C
Agency Response

On February 6, 2007 we provided copies of the draft audit report to the Department of
Wildlife and Parks. We also provided the draft audit report to the Department of Administration
because we made recommendations to that agency. Those agencies’ responses are included in
this Appendix.

The Department of Wildlife and Parks did not take issue with the report’s main findings,
conclusions, and recommendations. We made some minor corrections and clarifications to the
draft audit report as a result of the agency’s review of the draft report that didn’t affect any of our
findings or conclusions.

The Department of Administration’s response indicated the recommendations
of the report were supportive of its current efforts to improve the leasing process. The
Department responded that it would assist the Department of Wildlife and Parks in the second
recommendation to lease unoccupied space.
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DEPARTMENT OF WILDLIFE & PARKS KATHLEEN SEBELIUS, GOVERNOR

Ms. Barbara J. Hinton i
- Legislative Post Auditor
800 SW Jackson Street, Suite 1200
Topeka, KS 66612-2212 T

Ui FEB 12 007

L |
LEGISLATIVE DIVISION
07 POST AUDIT

DEGEHME,D

February 12, 2007 !ﬁ
|
|
!

Dear Ms. Hinton:

Thank you for the opportunity to allow the Kansas
Department of Wildlife and Parks (KDWP) to respond to the
performance audit, “Department of Wildlife and Parks: Reviewing
Circumstances Surrounding the 2004 Building Lease for the
Northeast Regional Office”. KDWP appreciates the professional
attitude of the your staff members and overall considers the
comments included in the audit as appropriate and germane to the
issue. The department is providing comments on several issues
identified in the audit.

KDWP concedes that the square footage of the Region IT
office building exceeds the amount needed for a regional office.
However, as is identified in the audit, this building is intended to
be more that just a regional office. It will also function as the office
and visitor access location for the Kaw River State Park that has
been approved by the legislature. In addition, the size of the
facility has allowed the KDWP to conduct large meetings in
Topeka for both agency staff and related interests. Given the
location of the building next to the new park and convenient access
to the public, the department considers the lease of the structure to

Office of the Secretary
1020 S Kansas Ave., Ste. 200, Topeka, KS 66612-1327
Phone 785-296-2281  Fax 785-296-6953  www.kdwp.state . ks.us
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be appropriate. KDWP still intends to purchase the building when
funding is available and with approval of the Legislature.

As mentioned above, the building has more space than
needed for a Regional Office. A portion of the space is being used
for storage negating the need for renting additional storage space.
At the previous regional office additional space at a cost of
approximately $1,500 per year was required. KDWP has
considered the leasing of surplus space to another entity but is
concerned with security issues and parking needs of any potential
lessee.

At the time, KDWP contracted to remodel the facility to
comply with the needs of the department, it was considered
prudent to consider future needs and avoid the necessity of
remodeling the facility twice. The department did use inmate labor
to remove the bathroom complex cited in the report. This
minimized cost and allowed for the remodeling of the bathroom

complex into a conference room to be accomplished at minimal
cost.

Thank you for the opportunity to provide comments. If
additional information is needed, please advise.

Sincerely,

: Ml"é{\ael Hayden, Secretary
Kansas Department of Wildlife and Parks
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N Kathleen Sebelius, Governor
K A N s A s Marilyn Jacobson, Interim Director

DEPARTMENT OF ADMINISTRATION http://da.ks.gov/fm

February 9, 2007

Ms. Barbara J. Hinton
Legislative Post Auditor
Legislative Post Audit

800 S.W. Jackson, Suite 1200
Topeka, KS 66612-2212

ISLATIVE DIVISION
LEGG 7 POST AUDIT

RE: Performance Audit Kansas Wildlife and Parks
Dear Ms. Hinton:

Thank you for the opportunity to review and comment on the LPA audit report,
Department of Wildlife and Parks: Reviewing the Circumstances Surrounding the 2004
Building Lease for the Northeast Regional Office. My staff has reviewed the report and
finds the recommendations supportive of current efforts to improve the leasing process.

The first recommendation addresses open-ended lease purchase agreements. While the
number of leases with purchase options is not great, 9 out of 441 leases processed by the
Department of Administration, I agree that the recommendations can improve the lease
process.

In response to the second recommendation, the Department will assist Wildlife and Parks
in any way it can to lease unoccupied space.

We appreciate your efforts in this review.
Sincerely,

Concl Firerro— %%7

Carol Foreman, Deputy Secretary
Department of Administration

cc: Marilyn Jacobson
Richard Gaito

DIVISION OF FACILITIES MANAGEMENT

900 SW Jackson, Room 600-N, Topeka, KS 66612-1220 ® (785) 296-2113 ® Fax: (785) 296-3456
e-mail: marilyn jacobson@da.ks.gov
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