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[image: image1.emf]Infrastructure  Estimated

a MNB Pation Foundation   172,000 $          

b MNB Service Driveway  342,000

c MNB C Street Parking Lot  236,000

d MNB Masonry / thermal protection  1,074,000

e MNB Life Safety system upgrade 2,128,000

f MNB Electrical Service Equipment  1,728,000

g GSB Garage  420,000

$6,100,000

Table 2

Total 


Summary:

This document provides details of the analysis conducted by the GS/OAS of the status of the real property of the OAS and of the options available to consolidate modernize and maximize the efficiency of the Organization’s use of its real property.  This document updates CP/CAAP-3089/11 add. 1 corr. 1 dated 18 April 2011.

The GS/OAS reported to the CAAP in February 2008 (CP/CAAP-2946/08) that the total estimated costs of completing deferred maintenance of OAS buildings was $40.4 million.

In 2009-2011, an estimated $4 million of high priority repairs were completed. The repairs and upgrades include life and safety upgrades to the MNB and ADM buildings required to maintain the liability insurance policy.   

However, available average yearly funding between 2009 and 2011 Regular Budget for all building maintenance was only $795,000.  This level of annual funding falls well short of the industry-standard annual building maintenance funding level of at least $3.42 million.

In order to increase the availability of building maintenance funding while continuing the modernization of the OAS’s buildings, the GS/OAS has considered the following potential sources of funding (potential funding yields are summarized in Annex I):

1. Requiring CAAP Action:
· a special assessment under the quota scale (Notional schedule in Annex II)

· voluntary contributions by member states

· sale of the Annex to the Secretary General’s residence

2. Requiring General policy decision:
· increasing rental income through renovation and reconfiguration of existing OAS buildings

· increasing rental of OAS facilities

· reducing Regular Fund operating costs, including through reduction of staff.

· reducing the space assigned to the intern program in order to use the space allocated to them.

Annexes

I.
Summary of Potential Funding Sources

II.
    Notional Special Assessment for Building Maintenance

III.
   Existing Condition and Surveys Progress Report

A. Background

1. Deferred Maintenance


In 2007, the General Secretariat commissioned three reports on the state of repair of our buildings: 1) The Existing Conditions and Assessment Report (ECR); 2) The Structural Condition Survey of the "Casa del Soldado"; and, 3) The Structural Condition Survey of the GSB garage. A summary of the report and the surveys was presented to the Committee on Administrative and Budgetary Affairs (CAAP) on February 11, 2008 (CP/CAAP-2946/08). The costs to repair immediate, medium, and long-term disrepair and deterioration stated in the Existing Conditions Report (ECR), and the two structural surveys, was estimated at $40.5 million, as shown in Table 1 below:

2. The Blake Real Estate Report


In March 2009, Blake Real Estate Report re-examined the deteriorating assets in the Main Building and identified six specific and urgent problems listed in the 2007 Existing Conditions Report that required immediate repair initiatives because they constituted a serious threat to the health and safety of GS/OAS employees, delegates and visitors, as well as to the viability of OAS infrastructure. The infrastructure with their estimate repair costs are listed below (Table 2):

[image: image2.emf]Table 1

Report

Estimated Total        

(in millions) 

Buildings

1

Existing Conditions and Assessment Report (ECR)  $                      38.1 

MNB, Casita, Museum, and 

ADM

2

Structural Condition Survey 1.8 Pink Palace (Casa del Soldado)

3

Structural Condition Survey 0.6 GSB Garage

Total  $                      40.5 


3. Insurance Requirement 

On November 19, 2010, the OAS/GS general liability insurer informed the OAS that it would not renew the liability insurance policy unless the life safety systems in the MNB and ADM buildings were upgraded. The insurance firm that holds the general liability policy of the Organization indicated that "continued inaction to implement deferred maintenance recommendations is unacceptable and may not renew the insurance". The cost of implementing the smoke, fire alarm and sprinkler system was estimated at $2.1 million (Table 3) in the 2007  Existing Conditions Report.
Table 3

	
	Project
	Estimate

	a
	Smoke and Fire Alarm System
	$950,000

	b
	Sprinkler System
	$1,100,000

	Total
	$2,050,000


B. 2009 – 2011 Repairs

1.
Emergency Repairs 

On September 9th, 2009, the CAAP authorized (CP/CAAP-3022/09 rev. 1) the use of the Capital Building Fund in order to undertake urgent structural repairs and to install a new boiler plant. The Secretariat has implemented four structural repair projects, as indicated below in Table 4. However, the installation of a new boiler was postponed because the project would require an upgrade of the gas supply to the building at a cost that exceeds the funds available in the Capital Building Fund.    

Table 4
	 
	Repair
	Amount

	a
	MNB Patio foundation
	$172,000

	b
	MNB Service driveway
	$342,000

	c
	MNB C Street parking lot
	$236,000

	d
	GSB garage
	$600,000

	Total
	$1,350,000


2.
MNB and ADM Buildings Smoke and Fire Alarm System
To comply with the requirements of the GS/OAS liability insurer to upgrade the Smoke and Fire Alarm Systems in the MNB and ADM Buildings, the General Secretariat decided to implement the installation of the smoke and fire alarm system in two phases. The preparation of the engineering design of the system (construction drawings and specifications) was necessary prior to the actual installation. To implement the engineering design phase, the Secretariat hired on May 26th, 2011, the firm Joseph A. Loring and Associates.  The engineering design cost $43,000 and was paid from 2011 Regular Fund.  On November 2nd, 2011, the Secretariat received the engineering design for the smoke and fire alarm system for both the MNB and ADM buildings.

For the second phase (installation), on November 29, 2011, the General Secretariat issued a request for proposal (RFP) to potential bidders. In December, 2011 the General Secretariat received 7 proposals with prices ranging from over $1 million to $396.000.  The Secretariat selected the lowest bidder for $396,000.  The cost of this system will be considerably lower than the $950,000 estimated in the 2007 Existing Conditions Report, largely because technological advances in alarm systems in the intervening years substantially reduced their cost.

3.
Summary of Repairs and Upgrades

As previously indicated, the Existing Conditions Report and Structural Surveys listed a total $40.4 million of deferred maintenance that required attention as of 2007. Considering that some of the projects are now completed, their corresponding estimate must be deducted from the list of deferred maintenance. Thus, the cost of implementing the Existing Condition Report must be reduced as follows:

Table 5

	Summary Upgrades and Repairs (in thousands)

	Buildings
	MNB
	MUS.
	CASITA
	ADM
	GSB
	CASA 
	Total

	Estimated Cost
	$20,646
	$3,208
	$602
	$13,485
	$600
	$1,800
	$40,341

	Est. Work Performed
	$2,378
	$59
	$10
	$612
	$600
	$0
	$3,659

	Est. Remaining Work
	$18,268
	$3,149
	$592
	$12,873
	$0
	$1,800
	$36,682


Therefore, the cost of the remaining maintenance work listed in the 2007 reports is estimated at $36.7 million at 2007 prices.  As it is our experience implementing these repairs and upgrades, the actual cost at current prices may vary.  Annex III, Existing Condition and Surveys Progress Report, contains a detailed list of the work already performed, as well as the list remaining.

C. 
Real Property Options

In 2008-2011, the GS/OAS considered a variety of options for the future development of the OAS real property inventory, which included construction of new office space, as well as completion of necessary repairs.


In January 2011, the Secretariat determined that the following principles will guide the future development of the GS/OAS real property inventory:

1) Funding of deferred, as well as routine maintenance and renovation of the OAS buildings must come either from regular or specific fund contributions, or from sale or rental of existing OAS property, or from commercial financing.

2) The Hall of the Americas and the Parking accounts will continue contributing to defray the cost of repairs, upgrades, and building maintenance.

D. 
Current Funding for Deferred and Annual Maintenance 

In 2009 - 2011, the GS/OAS annually budgeted approximately $0.795 million for the maintenance of its buildings, as indicated on the table below:
Table 6
	Income (in thousands)
	2007
	2008
	2009
	2010
	2011

	Regular Fund
	$4,768
	$5,021
	$5,090
	$5,090
	$5,090

	Rental Income
	$1,285
	$1,346
	$1,313
	$1,487
	$1,430

	Total Income
	$6,053
	$6,367
	$6,403
	$6,577
	$6,520

	
	
	
	
	
	

	Expenditures
	2007
	2008
	2009
	2010
	2011

	Mortgage
	$1,936
	$2,050
	$2,058
	$2,053
	$1,879

	Utilities
	$1,241
	$1,306
	$1,331
	$1,506
	$1,497

	Building Services Contracts
	$1,830
	$1,942
	$2,094
	$2,250
	$2,193

	Building Maintenance
	$1,022
	$1,064
	$770
	$737
	$878

	Total Expenditures & Obligations
	$6,029
	$6,362
	$6,253
	$6,546
	$6,447

	
	
	
	
	
	

	Returned to RF/Rental Income 
	$24
	$6
	$150
	$31
	$73


E. 
Annual Maintenance Funding Requirements

· The Current Replacement Value (CRV) of GS/OAS properties is estimated at $171 million.

· According to industry guidelines, the GS/OAS should invest annually between 2 to 4% of CRV value in building maintenance, for an estimated $3.42 to $6.84 million.

· Between 2009 and 2011, the GS/OAS annual average maintenance investment is approximately $0.795 million (0.464% of CRV Value), as indicated on Table 6, above.

· Therefore, the building maintenance backlog is estimated at a minimum $2.63 million annually ($3.42 Million - $0.795 million).

F.
Financial Options for Future Funding of Deferred Maintenance

The OAS/GS has developed the following options for funding the unmet deferred maintenance needs as identified in the Existing Conditions report and structural survey of the Pink Palace (Casa del Soldado):

OPTIONS REQUIRING DECISION BY THE MEMBER STATES:

Option 1:
Special Assessment to fund deferred maintenance costs included in the ECR.

· The GS/OAS could present to the CAAP a proposed General Assembly resolution authorizing a special assessment to member states using the OAS Scale of Assessments to fund all or part of the unmet deferred maintenance needs.  This approach would follow the UN General Assembly model under which a Capital Master Plan was funded through Special Assessments either through a one time payment, based on their share of 1,716.7 million dollars, or equal multi year payments spread over five years, in accordance with the regular budget rates of assessment applicable for 2007 using the scale of assessments for the period 2007-2009. Annex II contains a table illustrating how a Special Assessment of $40 million could be funded through either a one-time payment or payments spread over three years, at the 2012-2014 quota assessment rates.

Option 2:
Voluntary contributions from Member States to the BIMS.

· Member and Observer states may make voluntary contributions to implement specific deferred maintenance issues listed in the Existing Conditions Report and/or the Structural Condition Survey of the Pink Palace (Casa del Soldado). 
Option 3:  
Expand Rental income by Restacking the ADM building.

· Renovate the ADM building to increase the number of working spaces from 130 to 210 (80 additional working spaces), increasing the average office space from the present 299 sq ft  to 187 sq ft per person. The cost of this renovation is estimated at $7,396,559, which would require identification of funding sources beyond the existing funds available to the GS/OAS.  Assuming that the total workspaces available to the GS/OAS for rental are expanded by the same 80, and those spaces are rented at $40 per square foot per month, and the payback period for this renovation is estimated at 11.3 years.  This option would provide modern, efficient working space within one of the Organization’s historic buildings.  This option calls for 80 people to move from the GSB to the ADM, creating additional space for lease in the GSB of approximately 16,432 square feet. 
Option 4:
Sell the Secretary General’s Residence - Annex.

· The property known as the “Secretary General’s Residence” is composed of the Main Residence (2944 University Terrace, N.W. Washington DC. 20016) and the Annex (2908 University Terrace, N.W. Washington D.C. 20016).

· On July 28, 2005, the appraisal firm “J. Lee Donelly & Son, Inc.”, estimated the market value of the “Annex” at $750,000.

· On November 30, 2009, the realtor Catalina Wilkinson, with DC License # SP9836357, estimated the value market of the “Annex” at $775,000.

· Sale of comparable properties in 2009 and 2010 ranged between $725,000 and $780,000.

Option 5:  
Fund Maintenance work by reducing Regular Fund personnel costs

· In order to generate additional funds for investment in deferred maintenance, regular fund costs could be shifted into the Building Maintenance account in Chapter 10 of the Regular Budget, by reducing funding by a corresponding amount in other Chapters.   Cost in other Chapters could be reduced through elimination of non-personnel funding or staff positions.  Positions could be eliminated at an average rate of $118,000 per position (at 2013 rates).  At this rate, $1 million in funds could be generated by eliminating nine positions.
Option 6:  
Funding Maintenance by borrowing against equity in GS/OAS-owned F Street building

· In 2001, the GS/OAS borrowed $25 million through Bank of America by issuing variable rate corporate bonds.   However, the rate on these bonds is fixed at 6.37% by the inclusion of a swap agreement.  This swap agreement was necessary in order to extend the repayment period out to March 2033.  In 2000, when the agreement was being negotiated, the market rate for nonfinancial commercial paper was about 6.27% (Data from federalreserve.gov ).

· The swap arrangement governing the agreement calls for assessing the prevailing market rates if the swap is to be terminated before March 2033.  If the market rates are below the swap fixed rate of 6.37%, the borrower is required to compensate the lender for lost future income.    Conversely, if market rates were higher than the fixed 6.37%, the GS/OAS would be compensated for its lost income.  Given current market conditions, the OAS could refinance the loan at today’s lower market rates, but would be required to pay BOA a swap fee of about $5.5 million. Therefore, given current market rates, there is no financial incentive for the OAS/GS to refinance the loan.

· Alternatively, the GS/OAS could seek an investment partner willing to purchase the F Street Building, use the proceeds to construct a new, smaller building for the GS/OAS at the main C Street parking lot site, lease back space to the GS/OAS in the F Street building during construction, and deposit any remaining proceeds into the Building Maintenance Fund (BIMS) to be used to address deferred maintenance in the historic buildings. 

OPTIONS AVAILABLE TO THE GENERAL SECRETARIAT NOT REQUIRING DECISIONS BY MEMBER STATES:

Option 7:
Increase Rental Space and Income

· Regular Fund income may be increased through expanding income from rental space in existing buildings, as outlined in sub-options 7a – 7b.

Sub-option 7a:  Increase Rental income optimizing space use in the Casa del Soldado
· Optimize space utilization will allow the General Secretariat the use of the fourth floor to house units of the General Secretariat in the Casa del Soldado. These moves will, in turn, free valuable space for rental in the GSB building.  

Sub-option 7b: Expand Rentable space in the GSB through reorganization of workspace
 

 management  
· Moving units of the Secretariat to the Casa del Soldado and consolidating others in the GSB and ADM buildings will allow to free 5,000 square feet on the 3rd floor and provide a potential annual rental income estimated at $120,000.  

· Currently, the GS/OAS has an internship program that allows approximately 80 students to work in different areas of the Organization.  This program has three sessions during each year (Spring, Summer, and Fall).  The area that requests an intern for any of the above mentioned periods must indicate that it currently has an available cubicle, as well as the computer, telephone, and other peripheral equipment required by the intern.  Space utilization in the intern program could be redesigned to provide shared rather than dedicated space to interns.  If the program reduces the number or workstations assigned to interns by half, there would be at least 40 cubicles that could be leased to produce additional income.   If this area, estimated at 3,750 square feet, were rented at $40 per square foot, the GS/OAS could generate additional annual rental income estimated at $150,000.
· Currently 146 performance contractors (CPR) occupy workstations in GS/OAS office buildings.  A portion of these contractors could be converted to partial or full telework status, allowing many of them to work from home and share workstations.  Potentially, up to 83 workstations could be freed up, and could be rented for an additional annual rental income of $560,000 (14,000 square feet at $40 per square foot).

Option 7d:
Rental Income from Renting GS/OAS Facilities for Special Events

· Expanding the number of Special Events in GS/OAS Facilities organized by outside institutions will increase the rental income of the Hall of the Americas Fund, which is used exclusively for building maintenance.
· The income of the Hall of the Americas Fund in 2011 was over $282,000.

· The balance of the Hall of the Americas fund, as of December 2010, was $245,000.

· The 2012 annual income is estimated at $300,000. 

Option 8:
Continue Implementation of Urgent Repairs as Funding Permits

The General Secretariat plans to continue carrying out, as funds are available, the urgent repairs identified in the 2009 Blake Report, as shown on Table 2.  Considering that items a) MNB patio foundation, b) MNB service driveway, c) MNB C Street parking lot , e) life and safety system (partially), and g) GSB garage are completed, the Secretariat must continue with the implementation of items d) MNB masonry/thermal protection, and f) MNB electrical service equipment.

http://scm.oas.org/pdfs/2012/CP28010I.pdf 
Annex I

http://scm.oas.org/pdfs/2012/CP28010II.pdf 
Annex II
http://scm.oas.org/pdfs/2012/CP28016III.pdf  
Annex III
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