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IMPLIED WARRANTIES OF MERCHANTABILITY OR FITNESS ARE
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FORNEGLIGENCE OR DAMAGES OF ANY KIND, ANY DECISIONS,
CONTRACTS, COMMITMENTS, OBLIGATIONS OR ANY OTHER
ACTIONS UNDERTAKEN OR MADE ON THE BASIS OF THE INFOR-
MATION CONTAINED IN THIS PUBLICATION. These documents have
important legal consequences and independent consultation with an attorney

is advised and encouraged with respect to execution or modification.
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or any information storage and retrieval system, without permission in writing from
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FOREWORD

Many property owners and managers lament the
difficulties of determining a fair process for calcu-
lating the escalation of expenses in an office lease,
both before and after a lease is signed. During lease
negotiations, both owners and tenants confront the
problem of deciding how to treat rising expenses in
subsequent years. If the total expenses in a building
rise from one year to the next, is it attributable to a
higher cost of doing business or is it attributable to
a rising occupancy level in the building? If it is both,
how much of the total rise is attributable to each,
and who should pay for them?

This book, updated to include evolving industry
practices of the last decade, provides insight and
understanding of the varying escalation methodol-
ogy used in office building leases, as well as how to
calculate the amounts that are recoverable under a
lease. The methods include the practices described
as “grossing up” the actual expenses in a building
to adjust for less than full occupancy levels, and
amortizing capital expenditures. Using expense cal-
culations that reflect what the building would cost to
operate if it were full, the owner and the tenant can
equitably allocate expense changes caused by shifts
in occupancy levels or changes in the cost of services

provided.

ABOUT THE AUTHORS

William H. Brownfield resides in Houston, Texas.
He is actively involved in buying, selling, managing
and leasing office buildings. He has been responsible
for managing more than 28 million square feet of
office properties and has helped acquire $1 billion in
real estate assets. Bill has been an active member of
BOMA, IREM, CCIM and CRE and is a contribut-
ing author to The BOMA Magazine and the Journal
of Property Management. He is a Counselor of Real
Estate (CRE), a Certified Commercial Investment
Member (CCIM), a former Certified Property Man-
ager (CPM) and received his Master of Business
Administration and B.S. in Business Management
degrees from Missouri State University.

Bill co-founded Brownfield & Mayerhofer in
1998. He conducts escalation training, seminars,

webinars and client consulting.

Lawrence M. Mayerhofer is a Certified Public
Accountant with more than 30 years of real estate
accounting experience. During a 23 year period
with Equity Office Properties, Larry served as vice
president of property accounting where his respon-
sibilities included managing the annual escalation
process for 720 office buildings comprising 120
million square feet, 12,000 tenants, 14,000 leases,
and more than 100 escalation audits per year. Larry
received his accounting degree from Northeastern
Ilinois University.

Larry co-founded Brownfield & Mayerhofer in
1998, and led the design team for ARGUS Office
Escalations (formerly known as BOMA’s Escalation
System for Office Buildings). He provides support
for the product along with escalation training, semi-

nars, webinars and client consulting.

Introductions The Escalation Handbook 7



ACKNOWLEDGMENTS

Few professions have as many willing sharers of information as the commercial real estate industry. With-
out the help of many friendly competitors and other professional real estate managers, brokers and attorneys,
this book would not have been possible. We want to gratefully acknowledge the following companies and

individuals for their contributions, ideas and helpful reviews of the contents of this publication and/or the

edition that preceded it.

Current Edition

Previous Editions

8

CBRE

Hines

Jones Lang LaSalle

Transwestern

Hendrix Real Estate Consulting
American Southwest Properties
BMS Management, Inc.
Central Management, Inc.
Chase Collaborative

Cushman Realty Corporation
Gilbane

The Gimbal Group

Grubb & Ellis

Hines

Hirsch & Westheimer

L&B Institutional

Moody Rambin Interests, Inc.

Paragon Group, Inc.

Prime Commercial Credit
Red Oak Real Estate Services

Trammell Crow Company

Transwestern Property Co.

The Travelers

Dave Pogue, LEED® AP
Gary Thomas, LEED® AP

Rush Durkin

C. Peyton Collins
Dan Probst, LEED® AP
Bob Best, LEED® AP

Karrie M. McCampbell, CPM
Al Skodowski, LEED® AP

Tammy Gorr Hendrix, CPM

W. Lawrence Chapman, Jr., CPM, RPA
Philip M. Schneidau, CPM, CSM
Vic Vacek, CPM

Robert B. Chase, AIA

Louis B. Cushman

John R. Risher

Alton Penz, Ph.D., RPA

Gary G. Ainsworth, CPM

Cliff Gann, CPM

Stephen G. Scholl

Fred K. Whitty, RPA

J. Howard Rambin

Robert Cutlip
Margaret C. Connely
Shelli Bryant

Beverly Weido

C. David Graves
Howard J. Sims, CPM, RPA

Douglas L. Elliott
Jacquelyn L. Brown, CPM

Gary Husmann, CPA
Sandra L. Dietz, CPM

Any errors, inconsistencies or flaws in this publication are solely our responsibility.

Introduction « The Escalation Handbook



PREFACE

Twenty-five years have passed since this hand-
book was originally published by BOMA Inter-
national. Fifteen years have passed since our last
update, and as you might expect, the office building
industry has continued to change and grow and
improve during that time.

Not surprisingly, lease documents and operating
expense escalations for office buildings have evolved
along with the industry, and this update is designed
to explain those changes to you in an easy-to-under-

stand manner. We hope to have achieved this goal.

What’s New?

First, we have added SECTION THREE: NEW TOP-
ICS, which is comprised of three new Chapters
whose subjects have grown in importance relative to
escalation theory, as each one has become a com-

mon topic of discussion:

* CHAPTER EIGHT: Expense Caps. In larger cities,
90 percent or more of tenants hire office leasing
brokers to represent them during lease negotia-
tions. Capping controllable operating expenses
has become a favorite topic of negotiations. In
this Chapter, we explain expense caps and help
you understand how to properly calculate them

for your tenant leases.

* CHAPTER NINE: Managing An Escalation
Audit. Most sophisticated tenants now perform
annual audits of escalation billings to ensure that
their share of operating costs is in line with what
their leases specify. This Chapter will help you
prepare for those audits and help you successfully
manage the process so that your tenant relation-

ships will remain positive.

* CHAPTER TEN: Going Green, Getting Rated.
BOMA 360, LEED and other performance rating
systems have transformed how the office building
industry thinks about and builds environments
for office workers. Who should pay for costs
associated with Going Green? This is just one of
several questions being asked by industry profes-
sionals, so we include a discussion of how these
issues can have an impact on the calculation of

operating expense escalations.

Second, we have included an Addendum entitled:

* Q&A from BOMA Escalation Seminars & Webi-
nars. We’ve taught numerous escalation seminars
and webinars around the country. Some have
been given to private groups, but most have been
sponsored by BOMA International. With thou-
sands of attendees, you can imagine the broad
range of questions asked by industry profession-
als at these educational events. Their questions,
and our answers, have been assembled into seven
major categories that we hope you will find useful
when researching different topics as you prepare
future escalation billings for your tenants or when
tenants or auditors quiz you about your method-
ology.

We have also updated numerous charts and

Exhibits throughout all Chapters to reflect office

building expenses that are current with today’s oper-

ating environment.

What Hasn’t Changed?

Lease language is rarely the same for any two
tenants and is continually modified to suit each

building due to continual and evolving negotiations
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