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Revenues from State Properties 
Extraordinary times require extraordinary measures 

 
 

In this time of fiscal challenge it is imperative the state explore every opportunity to raise 
revenues to avoid cutting programs. California’s real estate is one of its greatest assets. 
While millions of acres of wetlands and parks have been preserved for the enjoyment of 
future generations there are thousands of buildings and land parcels throughout California 
that represent billions of dollars of equity.  

 
California has traditionally owned its own land and buildings, creating equity that has 
built up over time. California’s current fiscal crisis has prompted new ways of thinking 
about how the state can take action to unlock some of this value. 
 
Changing the way the state manages and thinks about real estate has the potential to 
generate more than a billion dollars for the general fund and help pay off state debt. 
These are structural changes that will have long term effects on our real estate portfolio 
and where, and how, we do the work of government. 
 
While it is difficult to use state property to solve the state’s budget crisis, it’s imperative 
to know what properties could generate annual revenue. The shifts in real estate 
management proposed may not address the immediate budget crisis - but taking action 
now can help shore up California’s financial future.  
 
There are five avenues to unlocking equity in state properties.  Each has unique benefits 
and issues that must be addressed and considered.  Some are traditional ways the state 
already raises money from property; others will require significant policy and strategy 
changes.  Some can be implemented rapidly; others will require legislative action.  
 
The avenues are: 
 

1. Land Lease Partnerships on Underutilized Property 
2. Accelerated Sale of Surplus Property 
3. Sale/Leaseback of State-Owned Buildings 
4. Refinancing State-Owned Buildings 
5. Sale of High Value State Properties 

 
These options utilize sophisticated real estate and financial strategies, combined with a 
series of proposed legislative changes, to make the state’s system more responsive to the 
state’s financial needs in light of market conditions. 
 
These strategies are common financial tools used by American companies to improve 
their balance sheets and increase cash flow. It is time the State of California used the best 
practices of the best companies in the world to improve its financial performance. 
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While the options outlined below represent the best and most lucrative prospects in the 
state’s portfolio, the administration will continue to review it’s holdings for possible 
future actions.  
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1. Land Lease Partnerships on Underutilized/Excess Property 
Action: Enact legislation to grant the Department of General Services broad 

authority to approve and authorize long-term leases on State-owned 
real estate.   

 

 

   

Potential:  $1 - $2 million annually per lease 

Timeline:  18 to 24 months 

Site example:  California Institution for Men, Chino 
 

 

The state has already entered into land lease partnerships with private developers to build 
affordable housing on state owned land. The state contributes the land and the developer 
pays for the buildings—the partners share rent revenues and at the conclusion of the lease 
the state owns the buildings.  This can be extended to a number of sites where the state 
has an interest in retaining long-term ownership of the land but no need or interest in 
development—buffer zones around prisons are a good example.   
 
The California Institution for Men in Chino presents an opportunity for a land lease 
partnership. The prison facility is surrounded by open space that is restricted to low 
density uses. While the state has no near-term plans for development of some portions of 
the property, there is a shortage of industrial warehouse space in the area and developers 
have expressed an interest in a partnership to create leased properties on the land. 
 
In this arrangement the state might lease its land to a private developer for a period of 
about 60 years. The developer creates commercial buildings and is repaid for 
construction costs out of the first few years of leasing revenue. The state would share the 
lease revenues in the subsequent years and at the end of the lease term ownership of the 
buildings revert to the state.  This model generates long-term revenue with no upfront 
capital costs. California temporarily contributes land that will not be used in the 
foreseeable future in exchange for a steady income stream. 
 
The administration will introduce legislation that will grant the Department of General 
Services (DGS) broad authority to enter into and approve long-term ground leases of the 
state’s real properties. 
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2. The Accelerated Sales of Surplus Property 

Actions: 1) Amend the Department of General Services’ annual surplus 
omnibus bill to add the Agnews property in San Jose. 
 
2) Change annual reporting requirements for state agencies to require 
description of use of all state lands. 

 

 

 

 

 

Potential:   $125 million to $150 million 

Timeline:  18 to 24 months 

Site examples:  Fred C. Nelles School for Boys, Whittier 

Agnews Developmental Center, San Jose 

The sale of surplus or underused property has long been a key part of the state’s 
operations and in November 2004 voters overwhelmingly passed Proposition 60A - 
making all funds from these sales go toward the important task of paying back economic 
revenue bonds. 
 
Paying off debt and saving millions in interest is imperative, but state agencies and 
departments are not inclined to report or declare their land excess or surplus because they 
see no direct incentive to sell it.  
 
The identification and sale of surplus property can be accelerated by changing the current 
statutory annual reporting requirements regarding state land holdings to require each 
agency and department to describe which land under their purview is fully-utilized, 
partially utilized, under-utilized, and vacant. 
 
Departments and agencies will come to understand budget issues are not a department by 
department issue – they are a California issue that must be met with big solutions that are 
best for all of California.  
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3. Sale/Leaseback of State Buildings 

Action: Allow DGS to sell buildings and enter into long-term leases for those 
buildings. 

 

 

 

  

 

 
 
 
 
 
 
 
 
 
 
 
 

Potential:  $600 to $675 million 

Timeline:  18 to 24 months 

Site examples: Attorney General building, Sacramento 

California Emergency Management Agency, Sacramento 

Capitol Area East End Complex, Sacramento 

Elihu M. Harris building, Oakland 

Franchise Tax Board campus, Sacramento  

Earl Warren/ Hiram Johnson Center, San Francisco 

Junipero Serra building, Sacramento 

Justice building, Sacramento  

Public Utilities Commission building, San Francisco  

Judge Joseph A Rattigan building, Santa Rosa 

Ronald Reagan building, downtown Los Angeles 

In recent years many corporations have arranged to sell their real estate buildings in order 
to free up the equity tied up in the building. The arrangements are typically combined 
with a long-term lease and often come with an option for the seller to buy back the 
building under certain circumstances.  Eventually the building can be handed back to the 
original owner after a specified term—usually 25 years. 
 
The state owns all of its major office buildings and should have the option to enter into 
these sale-leaseback agreements where there is potential for revenue. These agreements 
typically involve a very large building, a purchaser with strong financial credibility and a 
sophisticated ability to take advantage of tax and financial possibilities, and a seller-
tenant who can guarantee long-term occupancy.  The new buyer is guaranteed a stable 
tenant and able to take advantage of a number of tax and financial benefits. 
 
The proceeds from these sales would first pay off the bonds on the building with the state 
receiving the difference as cash deposited to the General Fund. A sale-leaseback option 
could free up to $660 million in equity for 11 large office buildings. This avenue does 
carry the potential for future rent increases to the state.   
 
Some changes need to happen before sale-leasebacks become a real option for the state.  
The administration will propose legislation to allow the DGS to enter into a sale and 
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long-term lease of specified real properties and/or buildings.  Leases of existing buildings 
may require that the private entity be responsible for the costs of rehabilitating the 
building and related facilities. The DGS would lease-back the buildings for use by the 
state agencies and departments still using them. The net proceeds after reimbursement of 
costs could be deposited in the General Fund.  
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4. Refinancing State-Owned Buildings 
 
Action: Set up a financing mechanism to allow the State to extract equity from 

State-owned buildings.  
 

Potential:  $500 to $600 million 

Timeline:  18 to 24 months 

Site examples: Public Utilities Commission, San Francisco 

  Secretary of State building, Sacramento 

CA Emergency Management Agency, Sacramento 

Attorney General’s office, Sacramento 

East End Complex, Sacramento 

Franchise Tax Board campus, Sacramento 

Earl Warren Civic Center, San Francisco  

 

 

 

 

 

 
 
 
 
 
Another avenue to extracting revenue from state-owned buildings is to refinance. To be 
clear, refinancing can not happen in addition to sale/leaseback. Each property would be 
analyzed for the best avenue between the two options.  
 
Just as homeowners refinance their mortgages to free up equity, the state could refinance 
bond-financed buildings that have increased in value.  
 
There are two ways this could be structured: 1) a full refinancing to pay off current 
bonds, creating a new 25 year bond to pull all the available equity out of a portfolio of 
larger buildings but at a cost of higher rents; or 2) a partial refinancing which would 
change the terms of the bonds (lengthen the payback period), freeing up a smaller amount 
of equity. 
 
While in the near-term the state extracts equity from the refinancing, this avenue may 
result in long-term rent increases to the state.  
 
Proposition 58, enacted in March 2004, restricts the state’s ability to issue future bonds to 
pay off year-end deficits. Refinancing state buildings does not pose a Proposition 58 
problem because the proceeds would not be used to pay off of a year-end deficit, but, 
legal clarification may be needed before the funds raised through refinancing could be 
used at the state’s discretion.   
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5. Sale of High Value Properties 

Action: Authorize the sale of some of the State’s highest-valued real estate and 
apply the revenues to the general fund 

 
 
 

 

 

 

 

 

Potential:  $600 million to $1 billion + 
 
Timeline:  24 to 60 months 
 
Site examples: San Quentin Prison, Marin 

Los Angeles Coliseum and Sports Arena, Los Angeles 

Del Mar Fairground, Del Mar 

Orange County Fairgrounds, Costa Mesa 

Cow Palace, Daly City 

Ventura Fair, Ventura 

Cal Expo, Sacramento  
 

 

This avenue expands the scope of the properties offered for sale by authorizing the sale of 
high-value locations. 
 
Urban properties 
The state’s high-value urban properties present both tremendous financial opportunity for 
the state and tremendous challenges in the respective communities where the properties 
are located. For instance, changing the ownership at the LA Coliseum involves a number 
of partners and interested parties with a diverse collection of interests. Developing San 
Quentin will require legislation to relocate California’s death row to another facility. 
 
Fairgrounds 
High-value properties also include many acres of fairgrounds in desirable locations.  
 
Typically, state fairgrounds and agricultural associations are independent entities with 
broad authority to sell their property.  Issues including complex land ownership, long-
term leases and other encumbrances need to be addressed.  
 

 
### 
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