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DIRECT TESTIMONY OF DAVID M. SWANSON 

 

I. QUALIFICATIONS3 
4 

5 

6 
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Q. PLEASE STATE YOUR NAME AND BUSINESS ADDRESS. 

A. David M. Swanson, 912 Country Club Drive, LaGrange, Illinois  60525. 

 

Q. WHAT IS YOUR POSITION? 

A. I provide real estate asset and transaction management services under contract to 

 Illinois Bell Telephone Company (“AT&T Illinois”) and AT&T Services, Inc. 

 

Q. WHAT IS YOUR BUSINESS EXPERIENCE? 

A. I was a real estate manager for Illinois Bell Telephone Company for 23 years.   I handled 

purchases, zoning, sales, leases and administrative functions related to the Company’s 

real estate operations.  Since July of 1994, I have been providing similar real estate 

services on a contract basis, as D.M. Swan Enterprises, Inc.  I am also a licensed real 

estate broker in the State of Illinois. 
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II. PURPOSE 18 

19 
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36 

37 

38 

39 

 

Q. WHAT IS THE PURPOSE OF YOUR TESTIMONY? 

A. The purpose of my testimony is to describe the proposed sale/leaseback of real property 

located at 225 W Randolph, Chicago, Illinois 60606, and to demonstrate that the 

transaction is reasonable and in the public interest. 

 

Q. PLEASE EXPLAIN WHY AT&T ILLINOIS MADE THIS FILING.  

A.  AT&T Illinois has entered into an Agreement of Purchase and Sale, dated November 1, 

2007, with Random Properties Acquisition Corp I (“Buyer”) for the sale of certain real 

estate located at 225 W. Randolph Street, Chicago, Illinois 60606 (“Property”).  The 

contracted sale price is $273,750,000.  A copy of the Agreement of Purchase and Sale is 

attached as Schedule A.  A list of the officers of Buyer is attached as Schedule B.   As the 

sale of this Property is subject to the approval of this Commission, AT&T Illinois is 

seeking approval of the sale through this docket. 

 

Q. PLEASE DESCRIBE THE TRANSACTION IN MORE DETAIL. 

A. The transaction is a conventional fee sale of the Property, accompanied by a simultaneous 

execution of a conventional lease of the Property by AT&T Services, an affiliate of 

AT&T Illinois.  AT&T Services is a wholly-owned subsidiary of AT&T, Inc., and is the 

primary real estate procurement and real estate management subsidiary for the AT&T 

family of companies.  Under the Agreement, AT&T Services will be leasing the Property 
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40 

41 

42 

43 

44 

45 
46 

from Buyer for a primary Lease term of fifteen (15) years, with options to extend the 

Lease.    AT&T Illinois will continue to occupy and use the Property, and its employees 

will continue to work there.  However, AT&T Services, as Lessee, has more flexibility in 

the future to allow other business units and other affiliates of AT&T, Inc. to occupy space 

in the facility.   

  
 
 III. DESCRIPTION OF REAL ESTATE47 

48 
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Q. PLEASE DESCRIBE THE REAL ESTATE AT&T ILLINOIS SEEKS TO SELL. 

A. The Property is located in downtown Chicago and is situated on the southeast corner of 

Franklin and Randolph Streets, on a rectangular site encompassing 48,484 square feet or 

1.11 acres.  It has 199 feet of frontage on the Franklin Street side and 224 feet of frontage 

on the Randolph Street side.  The legal description of the Property is: 

 PARCEL 1: 
 LOTS 2, 3 AND 4 (EXCEPT THAT PART OF LOT 2 DEDICATED FOR 

PUBLIC ALLEY BY INSTRUMENT RECORDED AS DOCUMENT 
NUMBER 18928994) IN BLOCK 41 IN ORIGINAL TOWN OF CHICAGO IN 
THE SOUTH EAST QUARTER OF SECTION 9, TOWNSHIP 39 NORTH, 
RANGE 14 EAST OF THE THIRD PRINCIPAL MERIDIAN, IN COOK 
COUNTY, ILLINOIS 

 
 PARCEL 2: 
 THAT PART OF VACATED WEST COURT PLACE LYING SOUTH OF AND 

ADJOINING THE SOUTH LINE OF LOTS 2, 3, AND 4 AND LYING NORTH 
OF AND ADJOINING THE NORTH LINE OF LOT 6, ALL IN BLOCK 41 IN 
ORIGINAL TOWN OF CHICAGO AFORESAID; LYING NORTH OF AND 
ADJOINING THE NORTH LINE OF SUB-LOT 1 OF LOT 5 AND THE 
NORTH LINE OF SUB-LOTS 1, 2, AND 3 OF LOT 7, AND LYING WEST OF 
AN ADJOINING THE EAST LINE OF SAID SUB-LOT 3 OF LOT 7 
PRODUCED NORTH 18 FEET, ALL IN BLOCK 41 IN ORIGINAL TOWN OF 
CHICAGO AFORESAID, ALL IN COOK COUNTY, ILLINOIS 
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The Property’s Real Estate Tax Parcel Index Numbers (PIN #) are 17-09-443-001, 17-09-

443-002, 17-09-443-003, 17-09-443-004, 17-09-443-005, 17-09-444-001, 17-09-444-

016, and 17-09-444-020.   A copy of the survey is attached as Schedule C to this 

testimony.                                                                   

     

Q. PLEASE DESCRIBE ANY IMPROVEMENTS TO THIS REAL ESTATE. 

A. The Property is improved with a 30-story steel framed, administrative office building 

consisting of approximately 972,257 gross square feet.    The building also has three 

penthouse levels used for building mechanical systems and two sublevels used primarily 

for parking.  Telephone, electric, natural gas and City services are available.   

 

Q. FOR WHAT PURPOSE IS THE REAL ESTATE USED? 

A. AT&T Illinois uses the Property primarily for administrative offices with some 

equipment on the first and third floors.   Some of the larger departments occupying the 

building include Information Technology, Enhanced Business Services, Worldwide 

Customer Services, Midwest Business Communications Services, Business Marketing, 

and Corporate Real Estate.  AT&T Illinois anticipates that such administrative use will 

continue, with other business units moving in as necessary and as space is available. 

 

Q. WHAT ZONING CATEGORY APPLIES TO THE REAL ESTATE? 

A. The property zoning classification is designated “Downtown Core” (DC-16), which 

primarily allows high intensity office use.  
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Q. WHAT IS THE CURRENT AT&T ILLINOIS INVESTMENT IN THIS REAL 

ESTATE? 

A. The investment includes both the land and the building.  Account 2111.20C (Operating 

Plant, Land) has a current investment of $3,665,755.12, and Account 2121.10C 

(Operating Plant, Buildings) has a current investment of $81,292,328.96.  The investment 

in the “Buildings” category takes into account the improvements described above. 

 

Q. PLEASE EXPLAIN WHY AT&T ILLINOIS WANTS TO ENTER INTO THIS 

TRANSACTION. 

  

A. The purpose of the transaction is to sell the Property and maximize the value of AT&T 

Illinois’ assets and streamline its operations.  The sale/leaseback market for commercial 

real estate is at its peak, and the sales price that AT&T Illinois will receive for the 

Property is above market.  Sale/leasebacks of property are very common in business these 

days.    AT&T Services is currently managing sale/leasebacks of company buildings 

throughout AT&T’s operating territory. 

 

Q. WHY IS THIS TRANSACTION IN THE BEST INTEREST OF THE PUBLIC? 

 

A. This transaction would benefit the public in two ways.   First, the public benefits whenever 

AT&T Illinois takes proactive measures to maximize the value of its assets.  The proceeds 

of a sale such as this will allow the company to invest in new infrastructure and upgrade 

its network.  Second, the public benefits when AT&T Illinois is able to streamline its 

operations.  Having a centralized, shared services entity like AT&T Services assume 
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administration of the Property leverages AT&T’s buying power, and allows greater 

flexibility in the use of real estate facilities. 

 
 
IV. MARKET VALUE OF REAL ESTATE123 

124 
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Q. HOW WAS THE PROPERTY MARKETED TO THE PUBLIC? 

A. The Property was widely marketed through CB Richard Ellis (“CBRE”), a well-respected 

commercial real estate brokerage firm. On June 14, 2007, CBRE sent broadcast e-mails 

with an electronic copy of a sales brochure (Schedule D) for the Property to the 

brokerage community, developers, and investors.   

 

Q. WHAT KIND OF RESPONSE DID YOU RECEIVE FROM THIS MARKETING 

EFFORT? 

A. Within 30 days of aggressively marketing the Property, CBRE received requests from 

101 prospects for sales/lease and submittal packages for the Property.   Twenty-eight (28) 

offers were received, at prices ranging from $236M to $304M.   The offers were 

reviewed by AT&T Services and CBRE, based on several criteria, including the purchase 

price offered, the amount of rent to be paid under the leaseback aspect of the transaction, 

the extent to which the offeror sought to change AT&T’s proposed lease terms, and the 

speed with which the offeror could close on the transaction.  After this review, 

negotiations were conducted with several of the offerors.  AT&T selected Buyer based on 

Buyer’s proposed purchase price, its ability to close the transaction in a short timeframe, 

the extent to which it has completed its due diligence efforts, and its acceptance of the 
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initial lease terms (i.e., rent and length of term).  Most of the offers that were higher than 

Buyer’s offer were withdrawn by the offering parties as they performed due diligence. 

 

  

Q. DID AT&T ILLINOIS TAKE STEPS TO CONFIRM THAT THE BIDS 

REFLECTED THE CURRENT MARKET VALUE OF THE REAL ESTATE? 

 
A.     Yes.  AT&T Illinois, through AT&T Services, hired Integra Realty Resources (“IRR”) to 

provide an Appraisal Report reflecting its professional estimate of the market value of the 

Property, utilizing the capitalization approach.  IRR’s November 1, 2007, Appraisal was 

prepared by Eric L. Enole, Associate Managing Director of IRR.  The appraisers’ opinion 

of the market value for the Property, as leased, was $264M. A copy of the Appraisal 

Report is attached as Schedule E.    In my opinion, Buyer’s offer reflects the robustness 

of the current sale/leaseback market for commercial property and the fact that the fee 

simple value of the Property is enhanced, from the Buyer’s perspective, by the value of 

having a 15-year lease with AT&T Services.  The purchase price, given these factors, is 

within a reasonable range of variance from IRR’s estimate of the Property’s market 

value. 

 
V. DESCRIPTION OF THE LEASE161 

162 

163 

164 

Q.  PLEASE DESCRIBE THE TERMS OF THE LEASE. 

A. The draft lease agreement included in the marketing package for the Property is attached 

as Schedule F.   Although AT&T Services and Buyer have finalized the rent and length 
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of lease term, they have not finalized other terms that could be affected by final due 

diligence for the Property (e.g., Buyer’s responsibilities related to maintenance and 

repairs during the term of the lease, and other legal clauses such as insurance).  Under the 

Agreement of Purchase and Sale, AT&T Services and Buyer have 30 days to finalize the 

lease terms.  AT&T’s annual lease payments are indicated on Schedule G. 

 

Q. WHAT IS THE VALUE OF THE LEASE PAYMENTS FOR THE INITIAL 

FIFTEEN (15) YEAR TERM OF THE LEASE? 

A. The value of the lease payments for the initial 15-year term of the lease is $302,645,622.  

On a present value basis, using an AT&T Illinois discount rate of 9.5%, the net present 

value equates to $152,844,047. 

 

VI. ACCOUNTING TREATMENT OF REAL ESTATE177 

178 

179 

180 

181 

182 
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184 

 

Q.   WILL THE SALE AND LEASEBACK OF THIS REAL ESTATE IMPACT AT&T 

ILLINOIS’ RATE BASE? 

A. Yes.   AT&T Illinois proposes to credit $164,164,035.15 to Account 3100.10X 

(Depreciation Reserve for Buildings).  A copy of the proposed journal entry is attached as 

Schedule G.   

 

  



ICC Docket No. 07-000000      
AT&T Illinois Ex.1.0 

Page 10 
 
 
 

185 

186 

187 

188 

189 

190 

191 

192 

193 

194 

195 

196 

197 

198 

199 

200 

201 

202 

203 

204 

205 

Q. WILL AT&T ILLINOIS REALIZE A GAIN OR LOSS ON THIS 

TRANSACTION? 

A. AT&T Illinois will realize an estimated net gain on the land of $20,252,146.  This net 

gain will be recorded in Account 7100 (Gain on Sale), as shown on Schedule G.  

 

Q. ARE THE REAL ESTATE SERVICES AT&T SERVICES PROVIDES TO AT&T 

ILLINOIS INCLUDED IN THE COST ALLOCATION MANUAL (CAM) ON 

FILE WITH THE COMMISSION? 

A. Yes, all services provided by AT&T Services to AT&T Illinois, as well as all services 

AT&T Illinois provides to AT&T Services, are required to be included in AT&T Illinois’ 

CAM as affiliate transactions.  The CAM is submitted to the Commission at least 

annually in accordance with Part 711 of the Administrative Code,  Cost Allocation for 

Large Local Exchange Carriers, and in particular, Section 711.5(c), Application. 

Attached as Exhibit H is Section V – Transactions with Affiliates of the CAM AT&T 

Illinois submitted to the Commission on December 21, 2006. Pages V-5 and V-24 of 

Exhibit H list Real Estate Support Services as a service that AT&T Services provides to 

AT&T Illinois.  

 

Q. DOES THIS CONCLUDE YOUR TESTIMONY? 

A. Yes, it does. 
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I. SCHEDULES206 

207 
208 
209 
210 
211 
212 
213 
214 
215 
216 
217 
218 
219 
220 
221 
222 
223 

A. Agreement of Purchase and Sale dated November 1, 2007. 
 
B. List of officers of Random Properties Acquisition Corp I (“Buyer”). 
 
C. Plat of Survey dated May 8, 2007. 
 
D. Sales Brochure. 
 
E. Appraisal dated November 1, 2007. 
 
F. Lease Agreement (DRAFT). 
 
G. Proposed AT&T Illinois “Journal Entry”. 
 
H. Section V – Transactions with Affiliates of AT&T Illinois Cost Allocation 

Manual (CAM) dated December 21, 2006.  
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