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Purpose of the Report

SN SN u/
The purpose of this paper is to report back on- th@ fina! \Commfe;mka\terjms negetiated for the
Ministry of Social Development (MSD) Wall liington, head o%ce amc*@mmodatlon schution and
seek authority for the Chief Executive of FCQSB hc?}’ecule g e\ze opment Agresmart. The
business case and procurement proceséﬁwa& ted by the\Qo arnment Property Management
Centre of Expertise, working closely v\ﬂfh\ D staff. /\ \ \>
7/
A copy is provided to the Mzmster/af State\sﬁmce,ﬁor sgm‘ormamon
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1.

Recommended Actions

/ /Jﬁ -
We recommend that ym; q{\/ /
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\.

\\\\»? 7 ~ \ \ T ) e \"-\'\,
1. note that t/\ha /Mm/z\s\tpy of Soc:ai Jevalopment, supported by the AGREE #DISAGREE
% Proparty Manade snire of ertise (PMCoE), has negotiated | ]
a Developm Agree\\enf/ >§or its  Wellington head office |
i accawm@@%tmﬁ soluf] . / 2
2. mete maf/éuthorm/\ta ac;f!‘eﬂ to the final invesimeant decision for th?\s AGREE' DISAGREE
/é_ésitxt@ﬂ/was ﬂ/aigga{%ﬁ\’fﬂ Joint Ministers (Minister of Finance and~—
é \M inister foj\SOQra!(Deveiopment‘ by Cabinet on 13 Novembar 2012
(SEC I Wi (12} Q_Z/rcfers} P
| 3. note ima/aec\prte projected increases for property-relaled costs | GR%\E"*V DISAGREE
8oross e 20 year appraisal period, the negotiated solutton &) does | -
he /mqwn adgditional  Crown funding: and b} achieves cost
' / /&gué‘aﬁce of $6.10 milicn compared to the projected status quo .
\{Qev Appendix 1) TN
4. Hote that MSD will have effectiveness and efficiency gains fram re- "’@GREE}:’ DISAGREE
locating from the three buildings into one building o=
5. note that the negotiated accommodation solution offers o buid'ng( AGREE / DISAGREE
with appropriate leveis of safety and standards that provide good
staff protection and mitigate risk to business continuity
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6. note thal the Crown's legal services provider has cerfifiad that the FAGREE]
Development Agresment {inciuding the Deed of Lease) reflect the P

agresments reached between the pariiss during the neg&hatians]

and accordingly, are in order for execution

EDISAGREE

7. note that the Ministry will achieve a reduction of 13% in fie propeﬁy AGRE:_E":’ DISAGREE

foctpring {from 27, 788m" ic 24,255m%) o a density of 12.8m per [T

person L=
8. note the Government's Prﬁ;ber‘ty Management Centre of Expertisg AGREE,EJ DISAGREE
witl work with M3D to mitigate any over or under supply of office T-— ”
space that might arise as a result of this accommodation solution e (A
4. approve the final commercial tarms of tha Development Agreement’| A ISAGREE ..
(including the Deed of Lease) negotiated for MS['s Wellington head=s== i\'\\j 1
office accommodation solution /f\\‘g\ ;::} 4 R i

-
I

10. delegate the Chief Exscutive of the Ministry of Social Deveiopmém}‘_!
the authority to execute the final commercial terms of the iﬁ»(\

Developmant Agreement (including the Deed of Lease) regotiated | < T

N

“ABREE ] DISAGREE

A

for MSD's Wellington head office accommodation so%utf,inj’p :\\< > f/;:\\\/
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Executive Summary

1. The Ministry of Social Development (MSD) currently occupies the Bowen Campus. Bowen
Campus has a final lease expiry of March 2017 and this refiecis the end of the site's
economic viabitity. The landlord needs the buiiding vacated o carry out & fufl redeveiopment
of trhe site. The current low quality of the building correlates to the low rent rate that MSD is
currently paying . This lavel of rent is unsustainable for a fit-for-
purpose enduring office accommedation solution in the Wellington region.
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2. Given the upcoming lease expiriss, MSD pariicipated in & coli’eéjz’rgé ~head '/e\x
accommodation business case during 2012, The business case @a}\\b@ﬂamd by the, 7
Government’s Property Management Centre of Expertise (PMCoE), s@ed\a“t/MSDn\pu‘tguaﬁ;/
to the functional leadership mandate delegated from the Siate Sﬁ@icasgl f missioner i e
Chief Executive of MSD. AN . N\
. D ) \_\ "2
A preferred solution for the five participating agencie‘s/ﬁasil\approvad<‘§§f"_j§ahjne% on 18
November 2012, MSD was idenfified to occupy 19.654m” bf-office space. 2t 56-66 The

A

L

Terracs (the current Unisye building) based on an’Octobar 207 1 planning assumption of
1,838 work points at an average of 12.0m? per work point.” n the intervenihg two years the
number of national office staff has continued 1o filictiate as M8D implemants a varied work
programme which inciudes Welfare Reform, the Chilaren's Action Rlan! Investing in Services
for Outcomes, and the transfer of the Sesial Housing Nseds_Assessment function fram
Heousing New Zealand. MSD currsntly ﬁaéfa‘lfouﬁd 1,980 éj&ffﬁ%duding temporary project

stafi, based at its nationat office. National office staff numbars are expected to continue to
expand and contract according 1o projéqt\dé/mands. AN
: S NN

N LN

4. Bubsequent work also reveal@\é@aﬁ the optimal depsity Tor the 56 The Terrace is lower than
expected at 12.8m? as a ?ng of space ing&ifﬁj@z@s@nhemat in the building. On this basis an
axira 4,600m* of office é@)ﬁyéquirecﬁ L 1180m? as a result of space insfficiency and

3,440m* as a result of{he vided st % }ﬂb_eﬁ/ The total office requirement is now around

24 300m* - a 13% (fi\,é&j;%ﬁ) reduction-ip MSD's current footprint,.  PMCoE and MSD have

therefore agreed that e inistry shouid lease all the office space in building, which totals
24,255m2, 5 \\yp AT

5. During the(&g%/u_p?\ﬁsd MSD st?iﬁjﬂumbers at nationai office will continue to fiuctuate as our
work pograiﬂqﬁ"chang‘as\ and staff numbers may also reduce as saving initiatives are
implemerisd”H staﬁ/aum\m‘érsﬁo reduce during the tenure of the lease thern PMCoE will work
with-MSD to-find governrirant co-location partners to mitigate an oversupply risk.
Y /\ﬁof /% \\»’\\\/’fgn p g Y PRIy

6//@%\\% "'c'tia;i'e:;ﬁ%\m\‘gfszB@ The Terrace was led on MSD's behalf by a specialist property
négmiator\eipij\ sypported by PMCoE, legal advisors, architects and gnginears in order io
achieve the. moslfavourable terms and conditions for the Crown and maximise value for
rrmne;f,/-/}}h\a\\growws legal services provider during the negotiation {Kensingion Swan) has
ceitified dhat the Development Agreement {including the Deed of Lease) reflects ‘he
agr(e.@nén}?s reached between the parties during the negotiations and Is in order for exesition.

7{ (" The fundamental points from the Development Agreement and the draf* Deed of Lease are:

\\\Ql//*iandior& Kiwi Property Holdings Limited of Kiwl income Praperty Trust (KIPT): New
Zealand's largest listed property trust which, as a landiord presents, a very low risk o the
Crown for long-term tenure at 56-66 The Terrace.

¢ Lease terms, Gross lease with an initial tTerm of 18 years, with three rights of rerewal
based on a term of 6 years followed by two terms of 3 vears. The targef lease
commencement date is 31 July 2018,
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= Space occupied. 24 255m? at 12.8m? pet work point.

® Cq_sts.

« Sublease and Assignment. The Crown has the automa/c\ngh‘f to assigrr t\Le ases 1o
another Crown organisation without the Landiord's cox}san /Thqs proyt \x
\

government 1o meet changing requirements cver nmg/ N
)

« Building Performance Specifications — Kay/@ﬁbomes ) /

¢ New facade with high performance gra}m\gs’y/stem V\\ V

New air conditioning system, PN N / . ~ N
Structural upgrade to a minimufiof 80% the New &Mz’ ing Standard (NBS).
On-floor interconnecting staifs. SOV ,»\\\\ Y

\v/ / <
Lobby redesign. N

Lift refurbishment. —~ON / - \,\V
i N
New ceilings, hght,sva dp )’f}:ﬁets SN <
~ SN Y
8. The whole of life cost afihe\negg{;ated sdmhm zgher than the November 2012 estimate as
a consequence of gakin(g/mcre\epaca % ams fower than sstimated under the status quo.

The ovarall cost p(er F‘fit/ {}gi per s&g etre nas decreased compared to the November
\

2012 estimates. V\yf\/ \
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9. OQver the ZQ@ear a;épraxsa wxn & >%the addl‘f;onai cosf {over and above existmq funding
provxsmnm te léa,sfe 58 The Terrate is/:
This /gmié‘iir onal“tost ha b@d > factored iRio the M;mstry s financial plafining processes,
inc dﬁp MFour “‘x’eaf\ Plart, #t will be considered alongside other cost pressures and
mag?af &nroug Qsawags initiatives such as Simpiification and a new operating model,

\\ ~ \\/
?G\@ge\%;f oumémes/@%’\the negotiated solution to MSD and the Crown are as follows.
i\i)zy@d\m\mnaf funding required for property costs over the forecast 20 year period.
@rwmv’sé& property cost avoidance of $8.10 million over the appralsal period.
/\* An efficient footprint (12.8m2 per work point down from the current 15.4m?) with g 13
N //gercem reguction in office space.
/ﬁ\é \Eood building safety and business continuity capability.
. k; Enhanced agency effectiveness through a single building solution.

\v«« A single move with minima! staff distuption. business risk and legacy iease faiis.
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Background

1. MSD participated in a coliective head office accommaodation business case during 2012 as i
hasg isases o expire in the Wellington Central Business District. Other agencies involved
wers ihe |

The business case was prepared by the Government Property
Management Centre of Expertise (PMCOE), hosted at the Ministry of Social Development -
(MSD), pursuant to the functional ieadership mandate delegated from the State Sewic,e/é\’\
Commissionear to the Chief Executive of MSD. S PN
NN

12. The agencies were at various stages of business case and procg&egﬁg}w”)&%oea/ggﬁ ‘aﬂ\gf‘rﬂ
which were merged into the PMCoE-led process in June /20’1\_2:/ \'}“‘ his c@gﬁa@j&d
procurement and business case process for Weliington head office ac wmodatie‘r\\\riézsuﬁed
in a preferred solution which was approved by Cabinet on 731\\]\0\}'63'?}@;&' 2012@"\\ kY.

13. As part of the preferred solution MSD wag ideniified o\&té\gy a rga_iaﬁia}\bﬁﬁe building
situated at 56-66 The Terrace (19.654m%) and to vaﬁéﬂh\sﬁoww Cafipus tiat it currently
occupies. This was based on a planning assumption. 61,685 w pM§ At an average of
12.0m” per work point. The work point number was basat on Octobar-2011 figures. in the
intervening two years the number of nafionajj---offi'i ;i}éaﬁ‘ nascontinuad o fluctuate as MSD
implements a varied work programme whégh\ Tr;;‘:itgfd@s We%ﬁa’fgﬁefqpm( the Children’'s Action
Plan, Investing in Services for Outcongeix,z‘aﬁd\me traﬂsfgf-;‘@?;ﬁﬁe Social Housing Needs
Assessment function from Housing MNew Zealand. MS‘D\\CU{rently has around 1,900 staff,

including temporary project staff, bas‘éd_‘*&t% 5/ nationéfhﬁr\\%}iéﬁonaﬁ office staff numbers are

- X

expected fo continue to expand ;.nd\ccri’zr\a{:t accp@mg\t\s\jproject dermands.
" S ™

_ ™0 TN
14, Subseguent work also reve?gghg% the ozf@a!f&e@s\iﬁ} for the 56 The Terrace is fower than

expected at 12.8m* as a rge/\w@&\spéce in&fiicienoy:” On this basis an extra 4,600m? of office
space is required - 1, %-ﬁ,\éﬁ’%> resuit’ f\s}}ac’ﬁ/ inafficiency and 2,440m? as a result of the
revised staff number| -%e\t\stéi offiseréquirment is how around 24.300m? PMCoE ang

MSD have %here@aztg\‘agrgg&%ﬁ? that. éﬁé\]\}ﬁhé@try should lease all the office space in building,

. : N NNV
which iotais 24,25\?@ > <‘\.\\‘<§\}‘
5. As noted aBy duFing the leas 8 Hod MSD staff numbers at national office wil cohtinue to

fiuctuate as Bg; Awork programme changes and evolves. Staff numbers may aisc reduce as
savi %}t&\ati Vs’/are/i‘[nﬁte\ e@ed. If staff numbers do reduce during the tenure of the lease
thenp/% Cok under\jis_Furictional Leadership Property mandate, will work with MSD 4o find
athet @)@rnme geh?g%éé to co-location with them to mitigate any cversupply risk (refar 1o
e 30 21 NN
168, "WMSD ut%%’s’é@i\e}de{ﬁa} speciaiist property negotiation services (Wareham Cameron + Co) and
legal sepvices (Kensington Swan) to support the negotiation of the Development Agreement
ang/\th@ weed of Lease. PMCob supported MSD through thie process to ensure that the
qu@ﬁ’s\geeds were met and 1o assist in achieving greater commonality and consistency
,.a@r@sg government.
NN
17 _The accommodation solution for MSD anabies & reduction in footprint of 13% (3.533m7).
R

Final Commercial Terms

18. Table 1 shows that the average tota broperty cost per FTE, the average total property cost
per sguare metre and the total capital cost per square metre have 3!l decreased compared to
the original business case. Table 2 shows that the final cost-bensafil analysis of the
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negotiaied solution compared te the indicative figures in the November 2012 business case.
The increased whoie of life cost refiects the extra office space fo be leasad.
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18, The fundamental points from the Develc}pme/nt (ﬁénd the draft Deed of Lease are as
follows: // \ » k\ v
N7

e Landlord. Kiwi Property /idmgé/tvma‘{ed/e;mbmome Property Trust (KiPT). KIPT is
New Zealand’s arges‘f g?? eny )ru*st\ wy%a diversified portfolic of prime office and
retail assets io”atad/ %ﬁ“ Neg( Z iPT as a landiord presents a very low risk
to the Crown for #ong,term tenure”a’c\:sﬁ 0 The Terrace.

Ry

o Loase terms. ﬁ\o?s‘base wﬁq @«Lmﬁkai term of 18 years, with three rights of renewal
based on/é/(erm 086 years fo Lowe@ by two terme of 3 years. The target lease
commen m@ﬂ late rs 31 July 2016

e 35.}306\&&9@916{% /24 2@5&#@ 12.8m? per workpoint.
e /A
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o Sublease and Assignment. The Crown has the automatic right to assign its lease io

another Crown organisation without the Landiord's consent, This provides flexibility for the
government to meet changing requirsiments over time.

« Building Performance Specifications — Key Outcomes.

o New facade with high performance giazing system.

o New air conditioning system.

o Structural upgrade to & minimum of 80% the New Buillding Standard {NBS).

o On-floor interconnecting stairs.

o Lobby redssign. /.> /
o Lift refurbishment. &Y% Y
o]

New ceilings, lights and carpets.

Ve .

e -~
20. The Crown's legael services provider during the negotiation (Ke,néﬁ?gtpﬁq \@/aﬂ) ha\s@eﬁﬁ‘éd

21,

e

/<
\

",

that the Development Agreement (including the draft Deed of d:,ea\‘se) reflect the ag‘{égfﬁénts
reached between the parties during the negoetiations apd, accordingly, & in drder for
execution, S TN

N \> R

‘ \.\\\ "~ //_—:» \\\
Three key risks that will need to be monitored carefuu'@rﬁirjg\%memémam;ﬁ are as follows:

a. Time. A significant delay o the practical fon 3@@0@1 datﬁ:/\"f@‘i‘g\i@jrﬁzs to 56-66 The
Terrace could place pressure on the leag e@@xrg \dte atBo eiGCampus by requiring &
shori-term extension to be negoﬂategw\m ;@/ehtiaf east- caiation fo the rent. Any
delays caused by KIPT wili require/_j:l’gﬁ{i\t@jpéet any\a‘dvdﬁi%nai costs passed on o the
Crown from this risk. RN /\A \i\ \\ S

b. Cost. Rentcosts are not a risk és\f%h_eﬁ ;}ént per%\@uéx\‘~@éﬁre has been agreed under the
negotiated draft Deed of Lease The-only ri < fo costawill exist around capital warks and

fitvout where MSD may r "’éé{kdd%ﬁcnai b ;Eﬁ\gaﬁbns not previously agresd within the

Development Agreems e /éﬁdiiéopgﬁm i:tg; costs wili be met intemnally by MSD and
will only be: done Whej\ra/ig/})pgarts r?é\ter\/tdpg-term value for money io the Crown.
N v

c. Changing recgn.;ﬁ'”;mﬁﬁenv A Cgl oR-fisk to property is managing increasss of
decreases to 'aié@j&ghcdaﬂcz@\:‘sg%irements while locked into a iong-term fixed
contractual ariangement. This-risk ffansiates into needing to secure additional short-term
accommex aﬁén}a@héstori@aﬁfﬁgﬁér cost of having an oversupply of space if numbers
reduce’ This risk will be mﬁﬂ@@t@d by PMCOE, under its Functicnal Leadership Property
maﬁda‘te\ F )/'ng a%\ongoin@straiegéc All-of-Government approach to the procurement
ant-management offhe Crown’s property portfolio in Wellington. This enables PMCoE to

isentify other agiirepriate agencies that can hackfil surpius space in MSD's buiiding as it
<. “becerties available’or o locate additionat or surplus space in other government-tenanted

T > ﬁz iﬂgg,ﬁﬁ@ﬁ@_}pﬁﬁrint is required.

\///_\\\7 / \/ Y 7

Finanaials /\\-;f::fy
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22, 0 ﬁng{(coslvts for property generally are forecast to rise significantly. The following graph

coripares.the occupancy cost of the proposed solution in relation o the status aqua. the

/Nm@?nber 2012 business case, and the current funding arrangemenis.
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23.

24,

/ g

\ \/., / \‘m_),

Table 3 compares the 20-year whole-of-life ny mg érrangem@m&for be negotiated solution
with the status quo and the November 2012 husiiess c; e whole of life cost has

increased {;ompared to the November /2 ﬁstﬁmates as, mcgﬁsequ@nce of iaking motre
space, but remains fower than estimated-u Nhe stat{za qu\s {The overall cost per FTE and
per sguare metre has decreased uom@vgo’\sj the N e{w@s‘\r\\gﬂﬂz estimates.

.

o
Over the 20 year appraisal vyzﬂdawx the addit Qﬁa ms’f {cver and above existing funding
provisions) o lease 56 The Ter \ce s Lontnercially Sensitive This
additional cost has been faétéz;e/d nj the i\/ﬁes’r@\s\manma! planning processes, inchiding the
Four Year Plan. The f\z’ijms \(s ﬁw Yedp b?an,a;iknowledges that the Ministry has a number
of cost pressures an’c{baﬁmes/ the é&wﬁnsﬁmtsattves including Simplification and = new

0 era‘cmg mode! hlch%/f\ﬁmsstry@rj gad to Implement to mast thess pressures,
P } whic : N\
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