
PERMANENT COUNCIL OF THE
OEA/Ser.G

ORGANIZATION OF AMERICAN STATES
CAAP/GT/RVPP-320/17 rev 1



17 May 2017

COMMITTEE ON ADMINISTRATIVE
Original: English

AND BUDGETARY AFFAIRS

Working Group on the Review

of OAS Programs
CHAIR’S REPORT TO THE CAAP
Towards a Comprehensive Real Estate Strategy

Background

In June 2016, the OAS General Assembly adopted resolution 2892 where it instructed the Secretary General to submit, as part of a comprehensive real estate strategy, a complete plan to house the Inter-American Defense Board (IADB) in the facilities of the Administration Building. To implement this decision,, the Chair of the CAAP Working Group on the Review of OAS Programs (‘Program Working Group’) proposed a new approach based on assessing the actual needs of the OAS and the IADB to conduct their regular activities, given that selling the Casa del Soldado only addresses a portion of the deferred repairs, would provide no assistance in addressing long-term maintenance costs of OAS buildings, and would not contribute to the long-term financial sustainability of the OAS.. Member states took into consideration the following analysis proposed by the Chair (see Annex 2 for a more detailed analysis of each building):
	Element
	Current
	Proposed
	Comment

	Number of OAS/IADB employees/contractors/interns
	738
	800
	The proposed number of OAS/IADB employees is based on the current number of OAS employees/contractors/interns, IADB requirements (current staff plus desired expansion), plus an additional 62 to provide future flexibility.

	Office Space used/required for these employees, contractors and interns.
	316,377 RSF
	184,000 RSF
	The current office space used only takes into account the General Secretariat Building, the Administration Building, and the Casa del Soldado. The proposed office space usage is based on a very generous standard of 230 RSF/employee (above DC market standard). 

	Deferred repairs
	$37.7 million
	$0
	The objective is to address all long-overdue deferred repairs. This is a rough estimate of deferred repairs costs based on the 2008 study.

	Annual Recurring Costs for building operations and maintenance. 
	$7.5 million
	$5 million
	Annual recurring costs are composed of costs for services such as utilities, security, cleaning, as well as routine maintenance and repairs, and savings for future unanticipated repairs.


Based on this information, the Chair suggested the following conclusions:
· The OAS and the IADB have far more space than what they need;

· Keeping this extra space is very costly and beyond the organisations’ financial capacity;
· We must reduce the total space we own to reflect our needs and financial capacity. 
The Chair of the Program Working Group conducted an analysis of all OAS properties, proposing options for each (see Annex 3 for a summary of options), and suggested that the financial burden of the OAS (deferred repairs, services, future maintenance costs) is such that a comprehensive approach needs to consider the sale of the GSB since it is the only building with market value in a scale that could provide sufficient funds to address the deferred repairs problem as a whole.
The Chair suggested that the sale of the GSB would allow for the construction of a new, more efficient building besides the Main building that meets the OAS’ needs and optimize the Administration building, thereby creating an OAS campus with all employees working in close proximity. This scenario would address part of the deferred repairs and reduce recurring costs. 

The Chair suggested that if there is a consensus on selling the GSB, then the decision about selling the Casa becomes a function of how far Member States would want to go in addressing the remaining balance of deferred repairs. Selling the GSB still leaves over $15 million of deferred repairs. If we sell the Casa in addition to selling the GSB, we can address all deferred repairs and still have a modest surplus ($3 million) that could be used, for example, to improve museum facility, add underground parking spaces or address informational technology risks and threats.

During this process, the Program Working Group considered an unsolicited consolidated bid for purchasing the GSB and constructing a new building on land owned by the OAS besides the main building. The OAS would keep the ownership, use, and rental revenue from the GSB until the new building is completed (see Annex 4 for more details on the bid).
The Chair of the Program Working Group suggested that this kind of consolidated bid is very attractive for the OAS, as it addresses our needs through a single interlocutor, avoids having the General Secretariat managing various contractors and reduces the risk of having multiple interlocutors dealing with separate aspects of the project.
Considerations
The Program Working Group considered a total of eight scenarios proposed by the Chair, with the following two questions as an assessment tool for each scenario: i) Does it reduce deferred maintenance and annual recurring costs to what we can afford?; ii) Does it reduce the space owned by the OAS to what we need? (See Annex 5 for a summary of the scenarios).

1) Sell of OAS Office properties

Although General Assembly resolution AG/RES 2892 focused on the issue of developing a plan to sell the Casa and move the IADB to the Administration Building (see Annex 6 for the Plan prepared by the General Secretariat and shared with the IADB), the Chair of the Program Working Group does not recommend it as a desirable solution to the real estate problem. Consequently, the scenario of only selling the Casa in included below as a reference. Instead, the Chair recommends two scenarios for CAAP consideration: scenario 1: sell the GSB; and scenario 2: sell the GSB and the Casa:

	For reference, analysis of the option of selling the Casa and optimizing the Administration Building 

	Revenue 
	Expenses
	Payment of Deferred repairs
	Remaining deferred repairs
	Recurring Costs
	Space usage
	Comment

	$16 million


	$9 million


	$7 million
	$30 million
	$7 million

Services:$4m

Maintenance:

    $3m
	205,000 RSF
	Revenue from the sale of the Casa is used to pay the retrofitting costs for the Administration Building ($9 million) and some of the deferred repairs ($ 7 million). The OAS would still have $30 million of deferred repairs. The IADB headquarters would move to the ADM building once renovations are completed.


	Scenario 1: Sell the GSB, construct a new building, keep the Casa, optimize the Administration Building

	Revenue
	Expenses
	Payment of Deferred

Repairs
	Remaining Deferred repairs
	Recurring Costs
	Space usage
	Comment

	$106 million
	$ 88 million
	$18 million
	$15 million
	$5.6 million

Services:$3m

Maintenance: $2.6m
	192,000 RSF
	Revenue from the sale of the GSB ($106 million) is used to pay the remaining mortgage on the GSB ($26 million), to construct the new building ($52 million) to retrofit the Administration Building ($9 million), moving costs, and complete some of the deferred maintenance ($18 million). The OAS would still have $15 million in deferred repairs. The IADB would still be housed in the Casa.


	Scenario 2: Sell the GSB, construct a new building, sell the Casa, optimize the Administration Building

	Revenue
	Expenses
	Payment of Deferred Repairs
	Surplus
	Recurring Costs
	Space usage
	Comment

	$122 million
	$88 million
	$32 million
	$3 million
	$5.3 million

Services:$2.9m

Maintenance:

$2.4m
	171,000 RSF
	Revenue from the sale of the GSB ($106 million) and of the Casa ($16 million) is used to pay the remaining mortgage ($26 million), creating a net revenue of $96 million, which would be used to construct the new building ($52 million), retrofit the Administration Building ($9 million), moving costs, and complete all deferred repairs. The OAS would have a surplus of $3 million. The IADB headquarters would move to the fully-renovated ADM building.


It should be noted that these two scenarios recommended by the Chair are only the starting point of the process. Before we can do anything with either the Casa, the GSB, or any other building, the General Assembly must decide if we keep or sell either of these buildings, or if other options should be explored.
Depending on the scenario selected, the CAAP would prepare a draft resolution for consideration at the General Assembly. 
Depending on the General Assembly decision, the General Secretariat would also be required to launch a competitive bidding process in accordance with the General Standards in order to meet the OAS needs.
When the bidding process is launched, it is quite possible that other options could emerge from the competitive market. The General Secretariat will be required to conduct an analysis of offers received to determine the best value proposal or combination of proposals and report back to the CAAP on its findings. The General Secretariat may include multiple proposals if bidders make offers with distinctly different potential benefits. See Annex 7 for a preliminary time table for this process.

Finally, the Chair of the Program Working Group recommends that when member states discuss future OAS annual program budgets (2018 and onward), sufficient resources should be set aside for regular maintenance and for future unanticipated repairs of OAS buildings.
2) Continuing the discussion on residential properties
The CAAP Working Group also considered the issue of the residential properties owned by the OAS, namely the Secretary General’s residence, the smaller house beside it, which is not being used, and the land in between the two buildings.
After careful consideration of options for each of those properties, the Chair of the Program Working Group recommends that given that there was no consensus clearly emerging, the Working Group should continue to evaluate the possibility of selling these properties, taking into consideration the real estate market and the cost-benefit of owning those properties in the long term.
Recommendations
Based on the above, the Chair of the Program Working Group proposed that the following recommendations be considered by the Permanent Council:

i. That the OAS reduce the office space it owns to reflect its needs and financial capacity;

ii. That the Permanent Council decides on which scenario to recommend to the General Assembly;
iii. That the CAAP develop language for a General Assembly resolution that would seek the adoption of the scenario selected and request that the Secretariat proceed accordingly with the competitive bidding process;

iv. That the CAAP continues to explore other possibilities regarding the remaining properties, taking into consideration the real estate market, the cost-benefit of owning those properties and the financial health of the Organisation in the long term.
Annex 1 Status of Deferred Maintenance

The 2008 Existing Conditions Report (ECR) indicated a deferred maintenance of approximately $38 million in the Main Building (MNB), Casita (CAS), Museum (MUS), and Administrative (ADM) buildings. From 2009-2016, the Secretariat implemented an estimated $6 million worth of repairs and improvements, leaving an estimated $32 million of overdue deferred maintenance.

In 2016, the ECR estimate was updated to include deferred maintenance requirements of the General Secretariat Building (GSB), with over $5 million in needed upgrades and repairs.  The current deferred maintenance estimates includes also 0.8 million for the Pink Palace, and $0.09 million for the Residence and Annex House, resulting in a total deferred maintenance of approximate $37 million. 
Remaining Deferred Maintenance Projects
	BUILDING
	UPGRADE PROJECTS
	ELECTRICAL PROJECTS
	FIRE & LIFE SAFETY
	MECHANICAL PROJECTS
	PLUMBING
	BUILDING REPAIRS
	TOTALS
	COMPLETED 2016*
	REMAINING BALANCE

	ADM
	6,999,476
	2,327,850
	893,741
	1,764,690
	160,650
	367,082
	12,513,489
	25,985
	12,487,504

	CASITA
	-
	36,162
	122,286
	18,900
	20,790
	73,966
	272,104
	20,790
	251,314

	GSB
	450,000
	-
	-
	4,905,000
	-
	-
	5,355,000
	300,000
	5,055,000

	MNB
	10,097,540
	2,904,099
	2,493,946
	635,647
	88,200
	377,513
	16,596,945
	191,123
	16,405,822

	MUSEUM
	1,495,620
	513,072
	220,340
	85,388
	68,670
	279,847
	2,662,937
	32,130
	2,630,807

	PINK PALACE
	 
	 
	 
	 
	 
	800,000
	 
	 
	800,000

	RESIDENCE
	 
	 
	 
	 
	 
	54,000
	 
	 
	54,000

	ANNEX
	 
	 
	 
	 
	 
	31,500
	 
	 
	31,500

	TOTAL
	$19,042,636
	$5,781,183
	$3,730,313
	$7,409,625
	$338,310
	$1,098,408
	$37,400,475
	$570,028
	$37,715,947


Annex 2: OAS Real Estate Property Value

	 
	Building
	2017 Proposed Property Value1

(Building and Land) 
	Deferred Repairs 
	Critical Deferred Repairs2 
	Annual Recurring Costs

	
	
	
	
	
	Services
	Maintenance
	Total Recurring Costs

	
	
	
	
	
	Utilities
	Security
	Cleaning & 
Gen Svcs
	Maintenance3 
	Savings for future repairs 4 
	

	1
	General Secretariat Building (GSB)
	$106,243,160
	$5,055,000
	$550,000
	$677,565
	$311,547
	$810,343
	$1,412,526
	$706,263
	$3,918,243

	2
	Administration Building (ADM)
	$46,298,590
	$12,487,504
	$1,330,079
	$305,441
	$42,351
	$293,792
	$340,407
	$170,203
	$1,152,194

	3
	Casa del Soldado
	$11,997,420
	$800,000
	$350,000
	$75,000
	$12,000
	$45,000
	$69,772
	$34,886
	$236,657

	Sub-Total
	$164,539,170
	$18,342,504
	$2,230,079
	$1,058,006
	$365,898
	$1,149,135
	$1,822,704
	$911,352
	$5,307,094

	4
	Main Building (MNB)
	$107,323,802
	$16,405,822
	$2,412,419
	$340,062
	$484,097
	$405,067
	$236,429
	$118,215
	$1,583,870

	5
	Art Museum
	$9,405,728
	$2,630,807
	$275,321
	$30,424
	$52,138
	$106,508
	$20,720
	$10,360
	$220,151

	6
	Casita
	$3,172,450
	$251,314
	$135,702
	$27,437
	 
	$106,508
	$6,989
	$3,494
	$144,428

	Sub-Total
	$119,901,980
	$19,287,943
	$2,823,442
	$397,923
	$536,235
	$618,083
	$264,138
	$132,069
	$1,948,449

	7
	SG’s Residence
	$2,176,980
	 $54,000
	 
	$9,599
	 
	 
	$25,958
	$12,979
	$48,536

	8
	SG’s Residence Annex
	$917,800
	$31,500 
	 
	$6,679
	 
	 
	$3,170
	$1,585
	$11,434

	9
	Land between SG Residence & Annex
	$242,380
	 
	 
	 
	 
	 
	 
	 
	$0

	Sub-Total
	$3,337,160
	 $85,500
	 
	$16,278
	 
	 
	$29,128
	$14,564
	$59,970

	
	TOTAL
	$287,778,310
	$37,715,947
	$5,053,521
	$1,472,207
	$902,133
	$1,767,218
	$2,115,970
	$1,057,985
	$7,315,513


Notes: 
1: According to DC Tax Property Assessment // 2: Critical Deferred Repairs is included in the Total Deferred Repairs // 3: Annual maintenance = 2% of building replacement value // 4:  Savings for future repairs = 1% of building replacement value - Refs: https://www.tradelineinc.com/reports/2010-5/recapitalization-capital-renewal-whats-number
Annex 3: Summary of Options for Office Buildings

	Building
	Restrictions on use/sale?
	Options
	Pros
	Cons

	OAS General Secretariat Building (GSB)
	N
	Keep - Move all OAS/IADB personnel from Casa and ADM building to GSB
	 • facilitates exchanges and collaborations between employees;
• eliminates deferred and recurring maintenance costs for ADM & Casa
• facilitates security
	• loss of rental income
• Sale Casa + Adm insufficient to cover the full amount of GSB debt (approx $26M)
• no resources available to retrofit the building
• no resources available to cover deferred maintenance

	
	
	Sell the property and rent, buy or construct a smaller building
	• generate approx $105M Revenue
• reduce the OAS’ liability associated for > $5M in deferred maintenance and almost $4M in annual recurring costs (not even including the ‘mortgage’ payments);
• Building a new building would have limited maintenance costs in the short term.
	• Est cost of $5.4M/ year to rent space required for 525 employees (based on DC average of $10,000/employee) exceeds the estimated annual recurring costs for the GSB by $2M;
• Risk that final cost to build a new building is higher than the estimated $52M 
• Approval from the US Government is required prior to building a new building by OAS Main or the ADM.

	
	
	Rent - continue and/or increase rental income
	•increasing the space leased would increase the revenue;
• optimizes the use of the building;
• reduces the maintenance and liability for the buildings sold.
	• additional income generated by increasing leased space would not be sufficient to address deferred maintenance of the GSB or other building;
• The OAS has limited to no capacity in the area of property leasing;

• The OAS could lose its tax exemption/international organisation status if making rental profit.


Annex 3 Summary of Options for Office Buildings - continued

	OAS Administration Building (ADM)
	Y
	Keep - Retrofit to increase capacity 
	· could increase its capacity up to 223 employees;

· reduces the OAS footprint as well as the security gap;

· Renovation/reconfiguration costs modest compared to cost to construct new building.

	· not sufficient to address all the space requirements for OAS/IADB employees. It must be combined with another option;

· Funds have to be identified to carry on the reconfiguration work.

	
	
	Sell or Rent
	· reduces the space used by the OAS;
· could generate revenue.
	· use of the building is restricted; rental would not likely by authorized, sale would likely be to US Gov and may be below market value;
· option of relocating the Library in another University Library is unclear;
· it is unclear that having the Library in the basement of the Main building would increase its use;

· selling the property would have implications for the tunnel and shared mechanical equipment.

	 
	 
	
	
	

	Casa del Soldado
	N
	Keep 
	· increasing space efficiency would allow for a few OAS employees to be located there;
· further implementing the Partnership could give the IADB better meeting facilities than in the Casa where meeting room capacity is very limited.
	· no resources available for retrofitting;
· limited space to be gained; Casa is already close to 230RSF/employee;

· Optimizing the Casa does not address the deferred maintenance of the Casa or other buildings, nor the longer term maintenance and recapitalization costs.

	
	
	Sell 
	· would generate important revenues ($16M);
· reduces the OAS' deferred maintenance liability;
· reduces the security gap;
· collocation would facilitate OAS-IADB cooperation.
	· the IADB would lose its current physical identity;
· Funds generated from the sale are not sufficient to cover all the deferred costs for other buildings.


Annex 4 

Bid on the Purchase of the OAS General Secretariat Building 

and Construction of a New Building.
Summary
 
In 2016, Lincoln Property Management (LPM) and Thoron Capital made a joint venture bid to purchase the OAS General Secretariat Building on F Street and to build a new energy-efficient building on the parking area beside the Main building on C Street. 
 Details
 The details of the offer can be summarized as follows:
· LPM would offer $102 million for the GSB. However, the transaction would only be completed and title of the building transferred to LPM at the end of the project. LPM would otherwise be subject to taxes during the construction period if it assumed ownership of the GSB at the time of signing the initial agreement.
· LPM would loan the OAS the money needed to pay off the mortgage on the GSB at the current market value ($26 million). The interest on the loan from LPM would be lower than the payments on the current debt (bonds), potentially allowing the OAS to save $500,000 annually on these payments during the construction period. Alternately, the GS could make higher payments to reduce the principal value of the debt to LPS.
· Upon reaching a formal agreement, LPM/Thoron would proceed with the design and construction of the new building, based on the specifications and requirements identified by OAS members (size, parking spaces, etc.). The construction cost would be deducted from the sale price of the GSB.
· During construction, the OAS would retain ownership of the GSB, continue to occupy the building, and pay interest on the new loan.
· During construction, the OAS would also continue to receive the revenue from the rental of office space in the GSB. This revenue would be used to pay the loan to LPM.
· When the construction of the new building is completed, the transaction would be finalized. The loan for the mortgage would be reimbursed and construction costs would be deducted, leaving the OAS with a net profit of approximately $23 million.
· The OAS owns the GSB and the land where it is located. There are no restrictions on the sale of the property. However, General Assembly authority is required to build a new building.
· Construction on the C Street property will be subject to the approval of various authorities, as well as all applicable DC codes and regulations. LPM has experience in this regard and is currently constructing a new building east of the White House in an area subject to similar development restrictions/regulations as the C street area. The District of Columbia government would gain from this project by bringing the GSB onto local tax roles.
· The project would take approximately 3 years from the signing of the agreement to the completion of construction.
· LPM would oversee the project from start to finish, and important feature given the lack of OAS expertise in managing such a project. If desired, LPM could potentially also carry out the rehabilitation of the Administration building.
· Although LPM has made a formal offer, the OAS will need to conduct a formal tender for this project and open it to other bidders. Therefore, the highest purchase price offered could vary. 
Considerations
 Selling the GSB would generate important revenue for the OAS in cost savings and real estate equity. With this revenue, the OAS could pay the mortgage on the GSB and the construction of a state of the art, energy efficient building that would be more adapted to our needs and would cost less on utilities and maintenance. 
Selling the GSB would reduce the OAS’s liability associated with a building that requires over $5 million in deferred maintenance and almost $4 million in annual recurring costs.
The new building would use space more efficiently, would be more energy-efficient, would have lower operating costs due smaller size ($2 million), would not require immediate costly maintenance, and would offer modern equipment and technologies to meet OAS’s modern needs. 
This would leave the OAS with a net profit which could be used to renovate and redesign the Administration building to increase office space and better meet our needs. The Administration Building could be retrofitted during the construction of the new building, with staff being temporarily relocated to the GSB. Once the Administration building is renovated, there would be enough space in that building and the new C Street building for all OAS/IADB employees.
The residual funds from the sale of the GSB could be used to undertake some of the deferred maintenance on the Main building and others (Casa del Soldado, Museum, Casita, residential properties), although the amount would not be sufficient to pay for all these expenses. With the sale of the Casa ($16 million), and the relocation of IADB employees to the Administration building, consistent with the mandate from the General Assembly to evaluate the potential for such a move, there would be sufficient money to pay for all the deferred maintenance on all remaining building and still have a surplus that could be utilized to improve the functionality of the newly-constructed building, or be set aside in the Reserve Sub-Fund for future use (Museum, Library, IT system, etc.).
Having all OAS/IADB employees concentrated around a single ‘campus’ in close proximity would consolidate the OAS footprint in this area and improve operational efficiency and institutional cohesion.
Annex 5: Summary of Scenarios

	Scenario
	Does it reduce deferred maintenance and annual recurring costs to what we can afford?
	Does it reduce the space owned by the OAS to what we need?

	Keep the GSB

	1.1 sell the Casa, keep the ADMB
	N
	N

	1.2 sell the ADMB, keep the Casa
	N
	N

	1.3 sell the ADMB, sell the Casa
	N
	Y

	Sell the GSB

	2.1 rent space, keep the ADMB, keep the Casa
	N
	Y

	2.2 new building, keep the ADMB, keep the Casa
	N
	Y

	2.3 new building, sell the Casa, keep the ADMB
	Y
	Y

	2.4 new building, sell the ADMB, keep the Casa
	N
	Y

	2.5 new building, sell the ADMB, sell the Casa
	N
	N


Annex 6: Plan to Move the IADB
See document CAAP/GT/RVPP-316/17
Annex 7: Time table

Scenario 1: Sell the GSB, construct a new building, keep the Casa, optimize the Administration Building
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Scenario 2: Sell the GSB, construct a new building, sell the Casa, optimize the Administration Building
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