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Seminar on Alternative Lease Construction Methods

On 4 December, 2008, the Naval
Heritage Center on Pennsylvania Ave-
nue was the scene of an active engage-
ment. This one did not involve the navy,
however; it was all about ideas. Govern-
ment Leasing News, together with
AMV, LLC, sponsored a seminar on
Alternative Lease Construction Meth-
ods. AMV assembled a team of invest-
ment bankers, lawyers, developers and
public procurement experts and pre-
sented a variety of new methods for
doing lease construction projects to a
wide range of Federal agency real estate
professionals. A preview of the seminar
has appeared in a series of articles ap-
pearing in GLN throughout 2008.

In recent years, Federal agencies have
had to rely increasingly on lease con-
struction methods to meet their space
requirements. “Lease construction” is a
term somewhat unique to government
that means a privately financed leased
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build-to-suit project. The cost of the
ongoing war on terrorism has dimin-
ished the funds available for the capital
building assets required by Federal
agencies. This comes at a time when the
cost of public buildings is otherwise
increasing as a result of the added em-
phasis on security and green building

standards. Add to that the destabilized
credit markets and it’s the perfect storm.
And all that combined with the intrinsic
difficulties of the procurement system
currently employed by GSA has re-
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sulted in the government’s lease con-
struction efforts having ground to a halt.

AMV has assembled a team of firms
to bring a more commercial approach to
the Federal lease construction market.
Current estimates of the backlog in
lease construction projects are in the $4
to $5 billion range. AMV outlined a
public-private partnering alternative to
the current conventional contracting
approaches. Patrick J. Keogh, the Presi-
dent of AMV, argued that more conven-
tion Federal contracting practices
tended to promote an adversarial envi-
ronment. This is compounded by the
extraordinarily high pursuit costs re-
quired by the current procurement proc-
ess. Tom Regan of the Herndon Vir-
ginia development firm, Regan Associ-
ates LLC, said offerors on GSA’s lease
construction projects routinely expend
between $500,000 to $1 million or more
in their attempt to win a deal.

Keogh and Regan were joined in the
day-long series of presentations and
panel discussions by David Miller of
the law offices of Pillsbury Winthrop

Shaw Pittman LLP. Also on the panel
were Tom Zarrilli and Paul Penney of
the New York City-based investment
banking firm of CTL Capital, LLC.
Panelists recommended to the govern-
ment attendees that the current package
system of procurement be replaced with
a process for disaggregating the compo-
nents of a major development project.
At a minimum, they advocated the dis-
aggregation of the financing which
comprises the single largest component
of project cost. Tom Zarrilli said that
requiring the developer to provide the
financing saddled the contractor with a
cost that was mostly under the control
of the government tenant. Zarrilli fur-
ther indicated that existing lease con-
struction solicitations could easily be
amended to provide the government
with the right to arrange separate fi-
nancing.

Tom Zarrilli’s presentation was par-
ticularly interesting to seminar atten-
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dees in light of the significant market
changes experienced in recent months.
He demonstrated graphically the inter-
relationship of financing rates, develop-
ment costs, and real property market
valuations in explaining the recent rash
of failed procurements. Zarrilli made
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some particularly interesting points on
the budgetary scoring rules and how
they are influenced by other market
factors such as capitalization rates.

David Miller of Pillsbury Winthrop
gave a fascinating presentation of the
role of public-private partnerships in
federal contracting, emphasizing the
cooperative nature of the PPP approach
vs. the often adversarial nature of con-
ventional contracting.

The panel’s key recommendation was
that GSA employ a more total disaggre-
gation approach to its lease construction
procurements. This approach would be
patterned on the procurement structure
employed by the $300 million Archives
II project in College Park, MD. Most
recently, this approach was employed
for the $250 million National Institutes
of Health Research Center on the east
Baltimore Bayview campus of Johns
Hopkins. Members of the AMV team
advised NIH on the Bayview deal. Tom
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Regan’s presentation presented data to
show that the disaggregated procure-
ment structure most closely parallels the
best practices currently in use among
major corporate credit tenants.

Dr. Dennis Eisen the founder, owner

and editor of Government Leasing
News announced the establishment of
the Virgil W. Ostrander Award for in-
novation in lease procurement. The in-

Rear Admiral Richard Buchanan,
USN (ret.), President and CEO
of the Navy Memorial

spiration for the “Virgil” award comes
from Section 1.102(d) of the Federal
Acquisition Regulations. That section
encourages all members of the acquisi-
tion team, including private sector con-
tractors, to exercise innovation in find-
ing better, less costly ways to conduct
the government’s business. As Dr.
Eisen told the audience, Mr. Ostrander
worked his way up from management
intern to become the Assistant Commis-
sioner for Procurement in GSA’s Public
Buildings Service. He was then detailed
to fill a similar position at the Resolu-
tion Trust Corporation (see elsewhere in
this issue for a discussion of the enor-
mous success of the RTC), and then
returned to GSA as director of the Of-
fice of Public Utilities. Eisen quoted
Ostrander, who attended the seminar, as
being remembered for saying that
“’deal’ should not be a four letter word
in government procurement.”

Seminar attendees were given a pres-
entation at lunch on the redevelopment
of Pennsylvania Avenue by Tom

Regan, the former head of the Pennsyl-
vania Avenue Development Corpora-
tion. Rear Admiral Richard A. Bu-
chanan, USN (ret.), who serves as Presi-
dent and CEO of the Navy Memorial
delighted the crowd with a talk on the
importance of our Navy in America’s
defense and global business activities.
The Admiral shared many of the tradi-
tions and Navy values incorporated into
the Navy Memorial.

In concluding the panel’s presenta-
tions, Keogh mentioned that AMV has a
GSA multiple award schedule contract
which covers all the professional ser-
vices provided by panel member firms
in representing government agencies on
build-to-suit deals. A GSA schedule
contract is a master contract that can be
used by any Federal agency and some
local governments as well to procure
services at prearranged rates and terms.
The AMV schedule contract was the
vehicle used by NIH to access the vari-
ous firms’ services in completing the
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Bayview transaction.

For those of you who were not able to
attend the seminar, do not despair. You
can order a copy of the slides and plan
to attend the next session in the series.
See the next page for details.
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