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COST SAVINGS IN OFFICE ACCOMODATION
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To adopt best practice principles and a long-term
savings strategy that reduces office
accommodation space consumption levels and
delivers ongoing cost savings.

This proposal supports the following targets in
South Australia’s Strategic Plan.

T1.9 Performance in - the public sector —
administrative efficiency: the strategy
achieves reductions in accommodation
costs.

T3.7 Ecological footprint — reduce South
Australia’s ecological footprint by 30%
by 2050.

T3.13 Energy efficiency -  government
buildings: the strategy achieves
reductions in overall space use and
resulting reductions in energy use and
environmental impact by Government.

Does the submission have a material ICT
Component? [1Yes [XINo

Individual agencies will be required to prepare
detailed business cases as part of the budget
process, to confirm the investment necessary to
support implementation of the strategy in their
agency.

Department of Treasury and Finance advises
that there are no direct costs associated with
this submission.
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11.

COMMUNITY AND
ENVIRONMENTAL
IMPACT

RISKS

CONSULTATION

COMMUNICATION
STRATEGY

URGENCY

There are no direct impacts from this submission.
Does the submission have an impact on business?

Xlyes []No

Department of Trade and Economic Development
agrees with the basis of the assessment of the
business compliance costs associated with this
submission. -

Failure to implement the strategy will result in
continued over-expenditure on office
accommodation and opportunities to achieve long-
term savings will be missed.

The shared services initiative may impact on the
strategy. , :

The implementation strategy is subject to
individual agency business cases and may not
realise the full scope of potential savings.

Senior Management Council has considered and _____

endorsed the 10-point Action Plan and proposed
savings strategy.

No public communication is required. DTEI will
engage directly with relevant agencies.

Standard.
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12. RECOMMENDATIONS It is recommended that Cabinet:

4.1  approve the adoption of a 10-point Action
Plan to achieve recurrent savings in office
accommodation costs;

4.2 approve the implementation of the savings
strategy described in Section 3.4 and
Attachments 2 and 3 to progressively meet
accommodation standards and generate
ongoing savings;

4.3 approve that agencies that choose not to re-
fit and/or choose to exceed the mandated
standards will in all cases, unless special
exemption has been granted by Cabinet, be
required to provide the additional capital and
recurrent funding through internal budget
reprioritisation;

4.4 note that the proposed savings strategy
requires investment and that DTEI will work
with individual agencies to develop full
business case submissions at lease expiry

..or renewal, for later consideration by
Cabinet;

4.5 note that the quantum of potential savings
will be subject to the impact of the proposed
shared services initiative and of any agency
successfully arguing for special needs and a
waiver of the mandated standards and/or a
deferment of planned upgrades; and

4.5 note that initial analysis indicated that the
most cost effective option for government is
to refit to government standards in existing
CBD buildings. Relocation of major
accommodation to regional centres in
metropolitan Adelaide will require additional
investment and will not generate additional
savings.

I declare that | have no actual or potential conflict of interest in relation to the
proposals contained in this submission.

HON PATRICK CONLON MP
MINISTER FOR INFRASTRUCTURE

13 August 2007
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TO: PREMIER FOR CABINET

RE: COST SAVINGS IN OFFICE ACCOMMODATION

1. PROPOSAL

1.1

To seek Cabinet approval for the adoption of a savings strategy, incorporating a
10-point Action Plan to achieve mandatory office accommodation space
standards, and to deliver sustainable long-term savings in government office
accommodation costs.

2. BACKGROUND

2.1

2.2

2.3
2.4

25

2.6

2.7

The 2006-07 budget targeted operating savings in office accommodation costs
that were to ‘build to $5 million annually by 2009-10 ($2.5 million in 2007-08).
The savings targets were to be held centrally by Department of Treasury and
Finance (DTF) pending agreement to an approach to distribute across
agencies.

Three possible savings plans to distribute the savings across agencies were

-presented to the--Senior_Management. Council (SMC) earlier this year. Two

savings plans were based on a proportionate allocation of the targeted budget
savings to each agency. The first plan allocated larger parts of the savings to
agencies with accommodation that does not meet government standards. -The
second plan simply allocated savings based on the agency’s percentage of the
total space occupied. While both plans met the target savings through budget
cuts, SMC did not support either as they did not directly increase efficiency
through refit to meet the standards and/or offer any means of achieving
sustainable cost savings.

The across government office accommodation savings established in the
2006-07 budget were reversed in the 2007-08 budget in recognition of the lack
of capacity to meet these short term savings targets.

The third savings plan, structured as a long-term ‘invest to save’ plan, was
supported by SMC and is the subject of this submission.

The Department for Transport, Energy and Infrastructure (DTEI), in its central
agency role concerning management of office accommodation for government
agencies, conducted an analysis of each agency’s major tenancies in the
Adelaide central business district (CBD) to identify opportunities for office
accommodation operating savings in accordance with the target.

Analysis was based on the mandatory government space standards for office

| accommodation which state that:

« the maximum average space consumption should be 15m?/person; and

« the number of enclosed offices should be no greater than 10% of the total
number of workstations.

It should be noted that the analysis revealed that since 1999-2000 across
government, the average office space consumption per person has reduced
from almost 21m? to 18m?. During the same period overall space usage has
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2.8

2.9

increased by 30,000m? to approximately 350,000m? across the State, an
increase of aimost 10%.

Analysis also indicated that ongoing changes in office accommodation
configuration and use is a significant cost. This is commonly known as ‘churn’.
Based on a total of 280,000m? of government owned and leased space in the
CBD and an industry average churn cost of $40m? per annum, it is estlmated
that these costs could be as high as $10 million per annum.

Government currently spends approximately $54 million per annum on over
180,000m? of office accommodation space in the Adelaide CBD leased from the
private sector through DTEL.

3. DISCUSSION

3.1

3.2

3.3

3.4

3.5

e ‘"development'and implementation of a savings-plan. - ... .. .

Purpose

To adopt best practice principles and a long-term savings strategy that reduces
office accommodation space consumption levels and delivers ongoing. cost
savings.

The approach to achieving office accommodation savings has two components:
« adoption of best practice principles in the form of a 10-point Action Plan; and

The proposed 10-point Action Plan addresses best practice in key
accommodation management issues, in particular:

e reducing overall space usage across government;
« reducing the frequency and cost of churn;

e reducing recurrent operational costs eg energy and water use and
maintenance; and

» maximising the use of government owned stock.

SMC has endorsed the 10-point Action Plan for immediate implementation. The
Plan is provided in full at Attachment 1. '

The proposed savings plan (as the third option and supported by SMC) targets
real and sustainable office accommodation savings through the requirement
that at the next available lease expiry or when fitout reaches 15 years of age,
agencies refit or relocate to accommodation that meets the mandatory

“government space usage and environmental standards consistent with

prevailing market costs for the required standard. Agencies must plan to invest
in new or upgraded fitouts that meet the mandated standards and reduce space
usage (at these milestones in the economic life of accommodation). The fitout
will be more flexible and therefore reduce churn and meet environmental
standards. Agencies that choose not to re-fit and/or choose to exceed the
mandated standards will in all cases, unless special exemption has been
granted by Cabinet, be required to provide the additional capital and recurrent
funding through internal budget reprioritisation.

The benefits of the proposed savings plan are that it:
« is consistent with and underpins the 10-point Action Plan;
» places timed obligations on agencies to meet government standards and

5
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achieve ongoing savings;

e recognises the realities of obligations to existing leases and the opportunities
for building owner incentives;

« implements adjustments to fitouts when it makes economic sense, or where it
is a priority rather than investing in space reduction as an end in itself in
circumstances where there is a negative cost benefit;

e allows a planned approach to achieving operational efficiency through
smarter, innovative workplace design and improved environmental and
energy management performance; and

e ensures government has accommodation that meets environmental
standards at an appropriate rental commensurate with market rates.

3.6 As along-term ‘invest to save’ plan, it aims to progressively harvest savings as
each agency updates its fitout to the mandated space and environmental
standards.

3.7 Using first principles and assuming that all agencies will meet the.standards and
adhere to the required timing, the ‘best case’ strategy, as summarised in the
graph shown below, will generate ongoing savings from 2009. Savings are
projected to peak at around $9m per annum until 2022 when most agencies are
at the mandatory space standards and before major fitout upgrades again

_— become necessary. Full details of the estimated capital investment and savings

are detailed at Attachment 2. Underpinning assumptions are detailed at
Attachment 3.
Gross Investment vs Gross Savings in Real Terms

15,000.000 1
10,000,000

5,000,000

(5.000,000)

(10.000,000) [ Capital Investment
L
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3.8 As provided to SMC, the ‘best case’ analysis of agencies’ lease expiry profiles
and projected savings from refits to meet mandated standards was based on
the most recently advised agencies’ staff numbers. Changes in agencies’ staff
numbers subsequent to the SMC analysis are not included, and in particular do
not include the impacts associated with Shared Services. The Shared Services
initiative will affect individual agency’s office accommodation requirements, both
through the flow-on effects of staff relocating with the required consolidation of
remaining space; and the lease and fitout costs associated with the
development of new shared services centres. DTEI will assist agencies to
develop plans that take account of the impact of Shared Services as it becomes
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3.9

known.

As part of developing the savings options, SMC requested additional
information on the merits of relocating agencies from the CBD to metropolitan
locations. There are a number of challenges associated with relocation
including:

» inconsistency with the State Planning Strategy;
e lack of suitable office buildings;

« land costs and availability;

« transport and land use limitations; and

» establishment of information communication technology (ICT) connectivity.

3.10 Dislocation of significant numbers of staff from CBD locations will increase the

3.11

vacancy rate of commercial buildings at a time when vacancy rates are
anticipated to increase. Three options were compared including:

« lease refurbished space in an existing building in the CBD;
» lease space in a new building in the CBD; and
» lease space in a new building in a metropolitan centre.

The analysis indicated that the most cost effective option for government is to
refit to government standards in existing--€BD- buildings,- with movement to
metropolitan locations the most expensive and least effective option.
Attachment 4 provides further information and costing advice.

SMC noted the findings of the investigation into the option to relocate to
metropolitan accommodation, and has endorsed that the third savings plan and
the 10-point Action Plan should be proposed to Cabinet as the preferred
savings strategy.

3.12 Economic, financial and budgetary implications

3.12.1 Investment up to $95 million over the years to 2016 to consolidate
space usage and introduce operating efficiencies is necessary to
achieve the proposed strategy savings. The level of investment will
vary for each agency and will be dependent on the area occupied and
the degree to which.refurbishment and/or relocation costs apply.

3.12.2 The cost saving strategy breakeven point occurs in approximately
year 19 when investments made within the initial lease term (15 years)
will have been recovered through space reduction savings, with a net
saving thereafter. While these are the direct savings there will be
indirect savings arising from improved energy performance and
increased productivity from staff in upgraded fitouts.

3.12.3 Each agency will be required to develop comprehensive business cases
based on the mandated standards, including payback rates on
investment, to support bids for funding from the 2008-09 budget
process onwards.

3.12.4 As the 2007-08 budget has reversed the previous centrally held savings
target to 2009-10, it is not proposed to re-establish revised centrally
held savings targets over the budget period. Instead, the budget

7
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savings will be identified on a case-by-case basis as agencies bring
forward their accommodation proposals in line with the lease expiry
profiles presented to SMC and as used for the DTEI analysis.

3.13 Required resources

3.13.1 No direct costs are associated with this submission. Capital investment
up to $95m (to be considered as separate agency submissions on a
case-by-case basis) will be required over the years to 2016 if the
potential savings are to be realised.

3.14 South Australia’s Strategic Plan

3.14.1 This proposal supports the following targets in South Australia’s
Strategic Plan.

- T1.9 Performance in the public sector — administrative efficiency:
Reductions in accommodation costs contribute to the target as
accommodation is a significant component of agencies’
corporate overhead costs.

T3.7 Ecological footprint — reduce South Australia’s ecological
footprint by 30% by 2050.

T3.13 Energy efficiency — .government buildings: The proposal will
achieve reductions in overall space use, and hence contribute to

e T PR, .

~reductions in energy and environmental impact by Government. -~z

3:15 Information and Communication Technology (ICT) Requirements
3.15.1 No funding is sought for ICT components in this submission.
3.16 Staffing implications

3.16.1 The proposal has no direct staffing implications. At a later stage,
agencies may bring forward specific accommodation savings proposals
in line with the proposed approach that reflect revised staffing
requirements.

3.17 Impact on the Community and the environment

3.17.1 Business Impact - there are no regulatory or compliance impacts for
the commercial building leasing industry.

The 280,000m? of space owned and leased through DTEI represents
around .25% of the total Adelaide CBD office accommodation market.
Approximately 240,000m? of this space is used as government office
accommodation and on average the space density in this space is
18m>?/person. The proposed strategy ultimately increases space
density from 18m?/person to 15m?/person, which represents a potential
long-term reduction (up to 10 years) in CBD space of around 30,000m?
or 3% of the total market, which is presently around 1,000,000m?3.

The average annual market impact of reductions in public sector
demand for leased space on this basis is therefore expected to be less
than a 1% per annum. This is not considered a material impact on the
overall market, given the time over which the overall reduction is
projected to occur and its small size in relation to other projected market
changes from the collective impacts of new construction and withdrawn
space.
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3.17.2

3.17.3

3.17.4
3.17.5

The Department of Trade and Economic Development (DTED) has
advised that it is not necessary to use the Business Cost Calculator tool
and agrees with the basis of the assessment of the impact on business
discussed above.

Environment Impact — there are no direct impacts from this submission,
however, agencies’ accommodation proposals developed in response
to the proposed savings plan must meet existing energy and
environmental standards for base building and fitout. DTEI is
separately developing proposals for energy and environmental
upgrades for government owned office accommodation for
consideration as part of the 2008-09 budget process.

Families and Society — this proposal does not have any direct impact
providing the savings strategies do not result in reductions in direct
service delivery areas, potentially affecting agencies’ capacity to deliver
services to families and the community.

Regulatory Impact — this proposal does not have a regulatory impact.

Regional Impact — the proposed strategy refers to Adelaide CBD
locations only.

3.18 Risk Management Strategy

3.18.1

3.18.2

3.18.3

Not--implementing-an-accommodation . savings strategy will result. in

continued over-expenditure on office accommodation and opportunities
to achieve long-term savings will be missed. The endorsement of SMC
has provided Government with a commitment from agencies to support
and adhere to the savings strategy.

As an ‘invest to save’ plan, the proposed strategy is dependent on the
availability of significant capital for investment in new fitouts over the
next 8-10 years. If capital is constrained by other budget priorities, one
option is to make a lesser investment in the short-term (possibly in
combination with building owners’ incentives). This option, based on
individual agencies’ business cases, would allow agencies . to
restructure an existing fitout at a lower cost to achieve mandated
standards where the fitout is otherwise still functionally acceptable but
would defer realisation of full savings potential. In the longer-term, the
same investment will still be required to replace and/or upgrade aging
fitouts to current standards to maintain functionality in addition to
ensuring ongoing savings.

The proposed saving strategy is based on all agencies meeting the
mandated standards at expiry or renewal of leases, however there is a
risk that the ‘best case’ strategy will not be realised due to a range of
factors. A ‘realistic’ savings strategy targets best case outcomes but
factors reduced investment and savings into the budget forecasts for
the out years. Risks to achieving the full savings may arise from:

» not all lease negotiations resulting in full reduction to the stahdards;

e some agencies seeking exémption on the basis that the
accommodation standards should not fully apply due to particular
business requirements;

« some agencies successfully seeking to demonstrate that the

9
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3.18.4

business case for investment is marginal, as they are already close
to space use standards;

e some agencies not proceeding in a timely manner to achieve the
plan; and '

o Shared Services affecting the ability to achieve the savings due to
the potential for churn and dead rental.

In response to these risks, it is proposed that agencies that choose not
to re-fit andlor choose to exceed the mandated standards will in all
cases, unless Cabinet has granted special exemption, be required to
provide the additional capital and recurrent funding through internal
budget reprioritisation.

DTEI has restructured its office accommodation services to improve its
support to agencies in the development of their accommodation
strategic plans. This will assist in the timely review of agencies’ lease
expiries and the early consideration of a range of accommodation
options for agencies to comply with the mandated standards that will
demonstrate savings.

The Government Office Accommodation Committee will continue its
role in the review of agency accommodation proposals as required in

-....DPC Circular PC018 - Government Office Accommodation Framework.

3.18.5

(The composition and terms of reference of the Committee are curiéntly

under review.)

The full impact of Shared Services is unknown. There is a risk that
agencies will double-count accommodation cost savings arising from
staff savings through the establishment of shared services centres that
are already included in savings in response to the proposed cost
savings strategy in this submission. There is also a risk that agencies
will under-report the ongoing costs to consolidate space reductions as
Shared Services is implemented.

DTEI is working closely with DTP to clarify how the implementation of
the shared services initiative may affect the scope and timing of actions
to achieve overall accommodation savings under the proposed savings
strategy. A key principle driving this process will be to consolidate
vacancies into efficient parcels in both government-owned and leased
accommodation that allows effective reuse of existing fitouts pending
longer-term accommodation proposals from agencies.

3.19 Consultation

3.19.1

3.19.2

SMC has been engaged in discussions and has endorsed the strategy
outlined in this submission.

DTP has been consulted on the basis for calculating potential savings
and DTED has been consulted on the impact on business.

3.20 Communication Strategy

3.20.1

DTEl will engage directly with relevant agencies to develop
accommodation options to comply with the mandated standards and to
demonstrate savings consistent with this proposal. No public
communication is proposed other than through existing lease
negotiation processes with building owners.

10
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RECOMMENDATIONS

It is recommended that Cabinet:

41

4.2

4.3

4.4

4.5

4.6

approve the adoption of a 10-point Action Plan to achieve recurrent savings in
office accommodation costs;

approve the implementation of the sa‘vings strategy described in Section 3.4
and Attachments 2 and 3 to progressively meet accommodation standards and
generate ongoing savings;

approve that agencies that choose not to re-fit and/or choose to exceed the

mandated standards will in all cases, unless special exemption has been
granted by Cabinet, be required to provide the additional capital and recurrent
funding through internal budget reprioritisation;

note that the proposed savings strategy requires investment and that DTEI will
work with individual agencies to develop full business case submissions at

lease expiry or renewal, for later consideration by Cabinet;

‘note that the quantum of potential savings will be subject to the impact of the
-proposed shared services initiative and of any agency successfully arguing for

special needs and a waiver of the mandated standards and/or a deferment of
planned upgrades; and-— - -

note that initial analysis indicated that the most cost effective option for
government is to refit to government standards in existing CBD buildings.
Relocation of major accommodation to regional centres in metropolitan
Adelaide will require additional investment and will not generate additional
savings.

/}‘“ % f 2 o

HON PATRICK CONLON MP
MINISTER FOR INFRASTRUCTURE

23 August 2007
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Attachment 1

10-POINT ACTION PLAN TO ACHIEVE ONGOING
OFFICE ACCOMMODATION COST SAVINGS

Use space more effectively by rigid adherence to governments office
accommodation standards - 15m?person and no more than 10%
enclosed offices by all agencies.

Where it is economically feasible to do so, agencies plan and budget to
either relocate or refit space that exceeds the standards at the next lease

expiry opportunity and/or when there is refit related to internal
restructure.

Refitted space should be generic in design, highly flexible and with very
limited solid partitioning to reduce churn costs.

Agencies manage and reduce incidental and minor fitout changes to
accommodate ' organisational changes with a specific target to reduce
churn costs by $10/m? across all leased and owned offlce space
occupied by government agencies.

Any future relocation to new buildings is carefully -considered-for-the

impact on the across-government cost of office accommodation and that
above CPI rental increases due to upgrade of building quality be met
from reprioritising of agency funding resources.

Preference be given to government owned accommodation.

Where financial incentives to renew or enter into new leases are offered
by building owners, these funds are taken as a capital contribution to
fitout changes that meet the mandatory space standards.

Future rental reviews be negotiated to achieve outcomes which limit
annual increases to as close as possible to CPI, with preference given to
energy and water efficient buildings (eg 4 star energy rating).

Agencies utilise across-government facilities management providers for
cleaning.

10) Agencies implement measures to control the costs of energy and water,

particularly through staff training.
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$73,198. 74,961 $76,767  $78619  §80,517  $82462  $84456  $86,500 -  $88,595  $89,393  $91,504]  $93,850° 896,162
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3 : GOSE TR S22 5 e 015 $0 S0 - TS e RTE AN S0 0 50 S0 $0
$3,575.aoe $3.069.379 7592941 $8.875,616 $10,162,525 $10,503,128 $10,853.533 $11,679,.836 $12,026802 §13.256.022 $14.066,426 $14.973,301 $15,640,176 16,105,608
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ASSUMPTIONS APPLIED TO MARGINAL COST SAVINGS ANALYSES

Analysis (in leased buildings) will commence at the time of next lease expiry
All leases taken for 10 years with option to renew for 5 years

Reduce space by refitting existing area or relocate to meet 15m?/person:

— 15% incentive - taken as capital contribution towards fitout

— government to pay difference in capital cost of new fitout (Based on $1,200/m2)
decanting required only for Riverside, 45 Pirie Street and government owned
buildings

— in all other options, relocate to a different building to a reduced area

Remain in same area (‘do nothing' option):

— 15% incentive - taken as capital cost of improvements to fitout in lieu of rental
rebate

— no additional Government capital contribution

— no decanting assumed

New rent per m? same in both options
Rent reviews at 3% per annum
Churn savings of $10/m? before fitout, $20/m2 for 10 years after refit, then $10/m?

|

Full or partial refit to reduce area to meet standards (cost estimated based on age of
existing fitout as follows

— 10 to 15 years old — full fitout at $1200/m?

— 1to 10 years old — partial fitout at $600/m?

Estimated life of fitout is 15 years

Decanting space (assumes that agency will refit and return to pre- eXIstlng Iocatlon)

assumptions as follows

— for every 1,000m? being refitted 660m? of decanting space will be requwed at
$330/m2 (gross)

— maximum area to be refitted at any one time is 3,000m? - will require 2,000m
decanting space

— for up to 1,000m? being refitted will require decanting space for a term of 6 months

— for 1,000m? - 2,000m? will require decanting space for a term of 9 months

— for 2,000m? - 3,000m? will require decanting space for a term of 12 months

— over 3,000m? will require decanting space for a term of 18 months

Refit - planning/construct timeframes

— up to 1,000m? will require 6 months planning and 6 months to construct

— 2,000m? - 3,000m? will require 12 months planning and 12 months to construct

— over 3,000m? will require 18 months planning and 18 months to construct

No incentive in government owned buildings

Refit in government owned buildings occurs when fi tout reaches age 15 years or
immediately where area per person is above 18m?

Assumes no future employment growth and/or requirement for additional space

Heritage buildings cannot be refitted to meet space standards because of physical
constraints
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OFFICE ACCOMMODATION SAVINGS STRATEGY - -ASSESSMENT AND
IMPACT OF RELOCATING TO METROPOLITAN ACCOMMODATION

BACKGROUND

At the Senior Management Council meeting on 21 March 2007 it was suggested that
one alternative means to achieve savings might be to relocate one or more agencies
from the CBD to metropolitan locations. The following information and attached
financial analyses highlights the key issues associated with that alternative.

DISCUSSION

The following challenges to the proposal to relocate to metropolitan centre
accommodation have been identified.

Building availability - at present there are no available existing buildings in
metropolitan centres that could accommodate the number of employees
accommodated in most CBD buildings. Movement to the suburbs would require
construction of new government owned accommodation or lease of newly
constructed buildings from the private sector.

Land use and transport - most metropolitan centres are more difficult to access via
public transport especially for those employees living at opposite ends of the

metropolitan -area.- This results in a requirement for larger land _parcels to .. .

accommodate additional car parking space. Increased use of private vehicles by
government employees does not support sound ecologically sustainability
management.

Land availability — it is not certain that the required large parcels of land in
metropolitan centres will be available. Assuming that a site can be found it will need
to be in the order of 9,000m? for construction of an 18,000m? building. This is due to
the restriction of building no higher than four storeys, resulting in much larger floor
plates, and the requirement to provide employee car parking at a rate significantly
higher than required in the CBD. Equivalent land use requirement to construct a
similar size building in the CBD is approximately 2,000m2.  Whilst building
construction costs for a metropolitan ‘low-rise’ site are likely to be lower than a CBD
option this cost 'saving’ is neutralised by the reqwrement and cost to provide
additional car parking.

ICT connectivity — this is already present in most CBD locations, is relatively
inexpensive and has direct links to the Glenside Data Centre. For a new
metropolitan building this connectivity would need to be established adding additional
costs.

Private sector owner lobbying - over the next 3-4 years it is anticipated that there
will be an increase in the vacancy rate of office accommodation in the CBD and any

large-scale move by Government out of the CBD will result in public lobbying from -

the property market and the Property Council.

Planning - the State Planning Strategy (Planning Strategy for Metropolitan Adelaide,
2006, page 16) supports the CBD as the principal focus of higher order office
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activities and seeks to strengthen the CBD as the pre-eminent hub of business, retail,
cultural education, visitor accommodation and government activity in South Australia.

Employees - it is likely that any relocation out of the CBD would be met with some
resistance linked to available transport infrastructure and access to services and
amenities. This could affect an agency’'s capacity to recruit and retain staff.

The attached financial analyses have been conducted, based on the stated
assumptions, to establish notional relative net present values (NPV) over 10 years of
three options:

Option 1 - leasing 18,000m? of existing, refurbished office space in the CBD.
Option 2 - leasing 18,000m? in a new building in the CBD. .
Option 3 - leasing 18,000m? in a new building in a metropolitan centre.

Option 1 — lease existing refurbished office space in the CBD

Gross rental $350/m?2.

Fitout cost $1,200/m?2,

Building owner incentive of 15% taken as cash contribution towards fitout cost.
Rent reviews 3.25% per annum.

NPV ($58.7) million. e

Positive attributes Negative attributes

« Allows agency to maintain CBD « Higher fitout cost ($1,200/m?) as not
presence integrated with building construction

« Conforms to State Planning Strategy
o Minimal additional ICT infrastructure
. costs .

» Refurbishment will result in improved
environmental performance of an
existing building '

» Does not add to future office

. accommodation vacancy rates in CBD

« Lowest NPV of 3 options

Option 2 — lease a new building in the CBD

Gross rental $450/m?2.

Fitout cost $1,000/m?. -

Building owner incentive of 10% taken as cash contribution towards fitout cost.
Rent reviews 4% per annum.

NPV ($71.6) million.

Positive attributes Negative attributes

« Allows agency to maintain CBD « Will add to future office
presence accommodation vacancy rates in CBD
e Conforms to State Planning Strategy » Increased recurrent cost from higher
« Minimal additional ICT infrastructure rental than Option 1
costs o Higher NPV than Option 1
» New building will increase '
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Positive attributes : " | Negative attributes
government’s % occupancy of 5-star
green accommodation ‘

o Lower fitout cost ($1,000/m?) as

. integrated with construction of building
¢ New building will increase productivity
of staff and improve recruitment and

retention rates

Option 3 — lease a new building in a metropolitan centre

Gross rental $460/m?2.

Fitout cost $1,000/m?2. '

Building owner incentive of 10% taken as cash contribution towards fitout cost.
Rent reviews 4% per annum.

Additional ICT infrastructure establishment costs $475,000 (capital)

Additional ICT operating costs $1.75 million (recurrent over 10 years)

NPV ($72.8) million (excludes ICT costs above).

Positive attributes Negative attributes

« New building will increase « Land in appropriate metropolitan—
government’s % occupancy of 5-star centre location may not be available
green accommodation « Lack of equivalent public transport

» Relocation to a metropolitan/regional infrastructure
centre will support the economic o Land area required significantly greater
development of the region due to the need to provide car parking.

o Lower fitout cost ($1,000/m?) as ¢ Does not allow agency to maintain
integrated with construction of building CBD presence

o New building will increase productivity | e Does not conform to State Planning

. of staff Strategy

« Will add to future office
accommodation vacancy rates in CBD

 Significant additional capital and
recurrent ICT infrastructure costs

« Rental will be higher than Options 1.
and 2 due to investor risk reasons —
i.e. investor will seek higher yield to
compensate for the risk that
Government may quit the building at
lease expiry.

e Higher NPV than Options 1 and 2.

o Location may adversely impact upon
recruitment and retention of employees

Summary
. The most cost effective option for government is to refit to government

standards in existing CBD buildings, with movement to metropolitan locations
the most expensive and least effective option.
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