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discuss how Detroit building owners and investors can qualify

for large EPAct tax incentives as they renovate buildings that are

ctroit has some of the nation’s most impressive
D commercial building inventory. As a result of

the economic downturn, the market values
of those properties have declined to bargain prices
that are getting leading property investors” attention.
Many of these buildings require renovations eligible
for large EPAct tax incentives.

Tax Opportunities

Pursuant to Code Sec. 179D, as enacted by the
Energy Policy Act of 2005 (EPAct),! buildings making
qualifying energy-reducing investments in their
new or existing locations can obtain immediate tax
deductions of up to $1.80 per square foot.

If the building project doesn’t qualify for the
maximum $1.80-per-square-foot immediate tax
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being valued at bargain prices.

deduction, there are tax deductions of up to $0.60
per square foot for each of the three major building
subsystems: lighting, heating, ventilating and air
conditioning (HVAC) and the building envelope.
The building envelope is every item on the building’s
exterior perimeter that touches the outside world
including roof, walls, insulation, doors, windows
and foundation.

Recent Transaction

The economic downturn has hurt the property
value of iconic Detroit buildings. For example, the
Penobscot Building was sold to the Canadian real
estate company Triple Group for $5 million.” The
$5-per-square-foot price was a bargain compared
to $28 per square foot at which buildings in
downtown Detroit were valued in 2011, and vastly
cheaper than the $200 per-square-foot average
price tag for buildings nationwide, according to
Real Capital Analytics.

Detroit’s Population Trend

One of the factors contributing to Detroit’s falling real
estate values is the city’s declining population. According
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to data from the U.S. Census, Detroit’s population has
declined from 945,297 in July 2000 to 713,777 in July
2010. The most pronounced drop occurred between
July 2009 and July 2010, when 85 percent of the
aforementioned population decline occurred.

Chart 1.
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Discerning Tenants -
As energy costs rise and lease prices fall, the relative
cost of energy becomes increasingly discernible. The
Department of Energy (DOE) estimates that the average
energy cost for an office building is $1.51 per square
foot.? In New York City, where rent per square foot is
$48,* energy is approximately three percent of lease
costs. By contrast, Triple Properties plans to rent space
in the Penobscot Building at a price of $10;° at that
price, energy costs amount to 15 percent of a lease.
With energy constituting a much greater portion of the
costs to rent a Detroit office space, and with energy
benchmarking becoming increasingly standardized (if
not required), Detroit office managers have a need to
assist owners in making their properties more attractive

Chart 2.
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Energy Percentage
Office of Rental
Space per Costs
S.F.
New York City [ $1.51 $48 3.1%
Detl'l:lil $].51 $1() 9.4%
Penobscot $1.51 $10 15.1%
Building

Sample Detroit EPAct
Tax Opportunities

Chart 3 presents the EPAct potential benefits for
the Penobscot Building.c Additionally, the EPAct
opportunity for some of Detroit’s other larger
buildings are presented, including the down-
town Westin hotel, a marquee property already
restored, and the new Whole Foods currently
under construction.

Conclusion

Population decline has been a major factor in the
decline of Detroit real estate values. By making
improvements to lighting, HVAC and the building
envelope, building owners can improve the energy
efficiency of their buildings as well as save taxes.
Reduced energy costs, in turn, should help lure
more tenants back to Detroit properties as the city
continues its efforts at overhaul and revitalization.

to tenants through energy-efficient improvements. = = Continued on page 52
Chart 3.
< Building
Lighting HVAC Envelope Total
Property Total Minimum ' Maximum | Maximum Maximum

1T Hal Sqg Footage | Deduction = Deducti Deduction Deduction |
|DTE Energy Headquarters (25 floors)-One Energy Plaza - 2,050,525 § 615,158 | § 1,230,315 | § 1,230,315 1,230,315 3,600,045
GM Headguarters-Detroll Marriol at the Renaissance Cenler (73 floors}- 400 Renalssance Center Drive 1,812,000 § 543,800 | § 1,087,200 | § 1,087,200 | $ 1,087,200 3,261,800
One Detroll Center (45 floors)-600 Woodward Avenue = 1.674,000| § 502,200 1,004,400 | § 1.004 400 1,004,400 3,013,200
Book Tower (40 floors)-1265 Washington Boulevard 1,276,280 382,887 765,774 | 5 TE5774 765,774
Patrick V. McNamara Federal Building (28 flaors)- 477 Michigan Avenue 1,000,000 § 300,000 500,000 600,000 600,000
Penabscot Buiiding (49 Tloors)-645 Griswald Streat 776,486) 5 202,046 465,892 | 5 465,892 465,692
\Guardian Buiding (40 flaors)-500 Griswold Strest 750,000] $ 225,000 450,000 450,000 450,000
Ford Headguarers (11 floors)- P.0. Box 6248, Dearbom, Mi_ 596.673) 5 179,002 358,004 358,004 | 358,004
211 Wesl Fort Bullding {28 floars}-211 West Fort Streat 565,000 § 169,500 30,000 339,000 % 339,000 [
Renaissance Center 100 Tower (38 fioors) = 50,000 5,000 30,000 330,000 330,00
Renaissance Center 200 Tower (38 floors) 550,000 65,000 330,000 330.000 0,00
Renaissance Center 300 Tower (38 floors) 50,000 65,000 330,000 330,000 0,001
Renaissance Centar 400 Tower (39 floors) b | 560,000 $ 165,000 330,000 330,000 30,00
John Madden Bullding (28 floors) -160 Wesl Jaflerson Avenua 493,000 47,800 295,800 | $ 295,800 295,800
Fisher Building (30 floors)- 3011 Wes{ Grand Boulevard —4\B,051 46,097 292,195 292,195
Westin Book Cadilac Holel (32 floors)- 1114 Washington Boulevard 38,114 1,434 62,868 | § 262868 262,868
Caditac Tower {40 nuorgfs Cadilac Suara 348,000 $ 104,40 208,600 208,800 [ § 208,800
|One Woodward Avenue (29 floors) 330,735 5,82 09,641 189,641 199,641 |
David Broderick Tower (37 floors)-10 Wiherell Street (baing renovated) 93,315 7,305 15,989 115,989 115,989
David Stoft Bullding (41 floors}-1150 Griswold Street 63,000] 5 48300 57,501 7,600 97,800
Buhl Bul[dlng_@_@__ﬂpmgl_‘»__fg.“ 1535 Griswold Strest 117,382 35,215 70,428 | b 70,429 70,429
Whole Foods Market-comer of Mack Ave. and John R, S1. {under constructiony 21,000 6,300 12,60 12,600 12,600 :

1 15,204,511| § 4,588,353 | $ 9,176,707 | § 8,176,707 | § 9,176,707 27,530,120

Totals:
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Assessment (BEPA) standard. The
new BEPA standard is designed to
help buyers and lenders understand
and compare a building’s energy
consumption and related operating
costs and has been critical to the
emerging fields of energy savings
performance contracts and energy
savings warranty insurance.

Conclusion

The large property managers are
sophisticated companies serving
sophisticated clients. Billion-dollar
tax incentives for an industrial
sector do not arise often. Hopefully
the industry will soon realize
the magnitude of the EPAct tax
incentive opportunity and acton it.
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Conclusion

While touting the pilot program
as a more rational and practical
interpretation of the statute, some
practitioners remain concerned
that the PBGC has not yet taken the
opportunity to clarify what types
of business transactions constitute
ERISA Sec. 4062(e) events.
Accordingly, it seems that defined
benefit pension plan sponsors, their
legal counsel and actuarial advisors
must continue to carefully scrutinize
business transactions in order to
ascertain whether they believe
that the requirements of ERISA
Sec. 4062(e), with its accelerated
funding and reporting obligations,
are applicable. Without such careful
analysis, defined benefit pension
plan sponsors may be surprised
by heavy unanticipated funding
obligations and PBGC penalties
imposed for reporting and disclosure
failures. It remains to be seen what
modifications will ultimately be
made by the PBGC with respect to
the 2010 Proposed Regulation.
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