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REAL PROPERTY STRATEGY AND INVESTMENT PLAN TO MAXIMIZE THE 
POTENTIAL OF OAS REAL PROPERTY

SUPPLEMENTARY INFORMATION
	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 supplements CP/CAAP-3089/11 dated 9 February 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 2009-2010, $2 million of emergency repairs were completed with CAAP authorization, leaving an estimated $38.4 million in remaining deferred maintenance.

In 2011, the OAS’ liability insurer informed the GS/OAS that certain repairs critical to life and safety must be completed in order to maintain the liability insurance policy, at an estimated cost of $2.1 million.

However, available funding in the 2011 Regular Budget for all building maintenance is only        $ 750,000.  This level of annual funding falls well short of the industry-standard annual building maintenance funding level of at least $2.68 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 1):

--a special assessment under the quota scale (Notional schedule at Annex 2)
--voluntary contributions by member states

--increasing rental income through renovation and reconfiguration of existing OAS buildings and/or modifying the rules for private rental of OAS facilities, requiring a Permanent Council resolution
--sale or rental of the Casa del Soldado, requiring a modification to the Interamerican Defense Board statutes

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

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



Annexes:
1. Summary of Potential Funding Sources

2. Notional Special Assessment for Building Maintenance

A. Status of Deferred Maintenance

Within the past four years the General Secretariat has commissioned four reports on the state of repair of our buildings:

1. The Existing Conditions and Assessment Report (ECR), completed in December 2007 by John Milner and Associates. The ECR identified structural, mechanical, and grounds deficiencies and deterioration in the historic properties of the OAS along Constitution Avenue in Washington, DC. The ECR recommended immediate, medium and longer-term actions to repair and improve the OAS buildings in the Constitution Ave. complex (CAC). The CAC includes the Main Building (MNB), Museum, “Casita”, and the Administrative Building (ADM).

2. The Structural Condition Survey, completed in May 2007 by Cagley and Associates, identified structural deficiencies and deterioration of the 16th Street Building (“Casa del Soldado”).

3. The Structural Condition Survey, completed in December 2007 by Cagley and Associates, identified urgent improvements required in the GSB garage to eliminate damage to seriously delaminated areas of concrete and to replace corroded reinforcement bars.  



A summary of the report and the surveys were 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, is estimated at $40.5 million, as shown in Table 1 below:
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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 


4. 
In March 2009, Blake Real Estate re-examined the deteriorating assets in the Main Building and concluded that immediate repair initiatives were required because the most acute problems 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 Blake report identified six specific and urgent problems in the Main Building and the GSB building, with their corresponding estimated costs that represent a threat to health and safety and required immediate action:

[image: image1.emf]Total

Incurred Estimates   

1

MNB patio foundation and service driveway - $                 514,000.00 $     514,000.00 $      

2

GSB garage -                        420,000             420,000              

3

MNB C Street parking lot  36,000              200,000             236,000              

4

Masonry/thermal moisture protection (Atrium) -                        1,074,000          1,074,000           

5

Fire/Life safety system upgrades -                        2,128,000          2,128,000           

6

Electrical Service Equipment  -                        1,728,000          1,728,000           

Total 36,000 $           6,064,000 $       6,100,000 $        

Improvement Cost 

Infrastructure 



Table 2


B. 2009 Decision to Partially Fund Deferred Maintenance

On September 9th, 2009, the CAAP authorized (CP/CAAP-3022/09 rev. 1) the use of $1.2 million from the Capital Building Fund in order to undertake urgent structural repairs and install a new boiler plant, as follows:

· $1,034,000 for structural repairs to the buildings, 
· $175,000 (constituting 50% of the estimated total) as partial payment for the design, acquisition, and installment of boilers to heat the Main Building, the Museum, and the Administrative Building of the General Secretariat.  The remaining 50% ($175,000) to be financed by the Regular Fund.

· In addition, the General Secretariat agreed to provide $100,000 from the Parking Fund to finance the MNB C Street parking lot repairs.  Thus, the total funding made available was $1,484,000 distributed as follows:

 SHAPE  \* MERGEFORMAT 



C. 2009 – 2010 Emergency Repairs

[image: image9.emf]Table 4

PROJECT

Budget 

Parking Fund

 Budget 

BMM 

 Budget RES 

831 

 Expenditures 

 

Commitments 

 Total Exp-

Comm 

 Available 

Balance 

MNB Patio foundation repairs  $                   -   $                  -   $          171,950   $         27,600   $                   -   $            27,600   $           144,350 

MNB service driveway 

repairs                       -                       -               342,050              84,187                   300                 84,487                257,563 

GSB garage repairs                       -                       -               420,000            396,232              32,680               428,912                 (8,912)

                      -                       -               100,000            107,999                        -                  107,999                 (7,999)

           100,000  -                                               -            100,000                        -               100,000                           - 

                      -               175,000                        -                            -                           -                   175,000 

                      - 

         175,000                          -                1,641              24,609                 26,250                148,750 

TOTAL 100,000 $         175,000 $        1,209,000 $        717,660 $        57,589 $          775,249 $           708,751 $           

MNB C Street parking lot 

repairs

MNB Boilers 


The Secretariat has implemented all four structural repair projects and only the boiler installation is still pending.  Considering that the current balance is estimated at $708,000, as indicated on the Table below; and the boiler plant installation cost is estimated at $350,000, we estimate that GS/OAS Infrastructure Improvement Projects will have a balance of over $350,000.


As previously indicated, the Existing Conditions Report and Structural Surveys listed a total $40.5 million of deferred maintenance that required attention as of 2007.  Considering that some of the projects are now completed, such as those mentioned on the above table, they must be eliminated from the list. Thus, the cost of implementing the Existing Condition Report must be reduced as follows:

[image: image3.emf]Table 5

Completed Projects

Existing Conditions 

Report Estimate

GSB Garage  $                  600,000 

MNB Patio                      171,950 

MNB Driveway                      342,050 

MNB Grounds work                      300,000 

MNB Front steps                      500,000 

MNB Roof Top AC units                        66,000 

MNB AHU                        27,000 

Total  $               2,007,000 


Therefore, the maintenance work originally estimated at $40.5 million in the 2007 reports, is now estimated at $38.4 million, at 2007 prices, as indicated on Table 6 below.  Actual cost at current prices may vary.
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STRUCTURAL SURVEY                          

(in thousand)

Building 

MNB MUS CASITA ADM GSB PINK PALACE  TOTAL

Estimated Cost  20,646 $       3,240 $       602 $          13,517 $       600 $          1,800 $                                       40,405 $      

Work Completed  1,407            -                  -                  -                    600             -                                                  2,007           

Work to be Completed  19,239 $       3,240 $       602 $          13,517 $       - $               1,800 $                                       38,398 $      

EXISTING CONDITION REPORT                                                 

(in thousands)


D. 2011 Emergency Repair Requirements
On November 19, 2010, the OAS/GS general liability insurer informed the OAS that it would not renew the liability insurance policy unless the upgrades shown on the table below are completed. 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 insurance requirements is estimated at $2.1 million and they are listed in the Existing Conditions Report, as follows:
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Buildings Upgrades Required Estimated Amount

MNB Smoke Detector

MNB Fire alarm notification system

ADM Smoke detector

ADM Alarm notification system

ADM Elevator recall system 50,000 

 $                       2,100,000 

 $                       1,100,000 

950,000 

Total


E. Real Property Options

In 2008-2010, the GS/OAS considered a variety of options for the future development of the OAS real property inventory, which included construction of new office and/or museum buildings, 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)  Internal discussion of possible expansion of the Museum’s space will continue on the basis that any construction must be funded by voluntary or private sector contributions; and,

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

F. 
Current Funding for Deferred and Annual Maintenance 

In 2009 - 2011, the GS/OAS has annually budgeted approximately $0.750 million for the maintenance of its buildings, as indicated on the tables below:

[image: image6.emf]Income (in thousands)

Regular Fund

Rental Income

Total Income

Expenditures and Obligations

Mortgage

Utilities

Building Services Contracts

Building Maintenance

Total Expenditures & Obligations

Returned to RF/Rental Income

2,250

Table 8



1,241

1,830

1,306

1,942

1,331

2,094

2,053

2008 2009 2010

 $                          5,090 

1,936 2,050 2,058

 $                          4,768 

1,285  1,346  1,313 

6,053  6,367  6,403 

1,022 1,064 770 763

6,028 6,361 6,253 6,519

24 $                                6 $                                  150 $                              58 $                               

1,453

 $                          5,090 

2007

2007 2008 2009

6,577 

2010

1,487 

 $                          5,021 


G. 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.

· Currently, the GS/OAS annual maintenance investment is approximately $0.750 million (0.43% of CRV Value), as indicated on Table 8, above.

· Therefore, the annual building maintenance backlog is therefore estimated in at least $2.68 million ($3.42 Million - $0.750 million).

H.
Financial Options for Future Funding of Deferred Maintenance

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

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 2 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:
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 3a – 3d.

Sub-option 3a:  Increase Rental income by renting the Casa del Soldado
· Expand rental income through moving the Inter American Defense Board staff and meeting facilities to other GS/OAS space, refurbishing and then renting the space in the Pink Palace (Casa del Soldado), financed with borrowing against the value of the future rental income, as follows:

i. The cost to refurbish the Pink Palace is estimated at $5 million (33,500 square feet x $150/square foot).

ii. The annual rental income is estimated at $500,000 (20,658 square feet x $25/square foot).

iii. The payback period for a $5 million loan is estimated to be at least 11 years.

Sub-option 3b:  Expand Rentable space in the GSB   

· Expand office space on the the 8th floor by converting the Ruben Dario conference room into office space to gain 24 additional work spaces.  This expansion has a cost estimated at $450,000 and the potential annual rental income is estimated at $120,000.  The payback period for the renovation is estimated at 3.75 years. This new office space could be used, for example,  for the temporary relocation of the Inter American Defense Board staff.
· Currently, the GS/OAS has an internship program that allows approximately 75 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.  If the program were abolished, there would be at least 75 cubicles that could be leased to produce additional income.   If this area, estimated in 7,500 square feet, were rented at $40/square foot, the GS/OAS could generate additional annual rental income estimated at $300,000.

· Currently 146 performance contractors (CPR) occupy workstations in 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)
Sub-option 3c:  Expand Rental income by Restacking the ADM building.

· Renovate the ADM building to increase the number of working spaces from 130 to 210 (79 additional working spaces), increasing the average from the present 299 sq ft  to 187 sq ft per person. The cost of this renovation is estimated at $7,396,559.  Assuming that the total workspaces available to the GS/OAS for rental are expanded by the same 79, 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 79 people to move from the GSB to the ADM, creating additional space for lease in the GSB of approximately 16,432 sq ft , as well as providing an estimated $657,280 additional rental income per year.
Option 3d:
Expand Rental Income from  Renting OAS Facilities for Private Events

· Recommend a Permanent Council resolution to authorize the rental of the OAS Facilities, including the Hall of the Americas, for private, as well as official, events, including private weddings and other family events.

· This will increase the rental income of the Hall of the Americas Fund, which is used exclusively for maintenance.

· The income of the Hall of the Americas Fund in 2010 was $180,000.

· The current balance of the Hall of the Americas fund is $128,000.

· The additional annual income is estimated at $100,000 -$200,000. 

Option 4:
Sell the Casa Del Soldado 

· As proposed in CP/CAAP-3089/11, the Casa del Soldado could be sold and the proceeds of the sale could be deposited in the Building Maintenance Fund, to be used for funding urgent deferred maintenance and/or to fund one or more of sub-options 3a – 3c above.

· Sales of comparable properties in 2010 ranged from $219 per square foot (2700 16th St NW) to $591 per square foot (1640 Wisconsin Ave NW).  The two buildings currently listed for sale are: “The Green Door Clubhouse” located on the corner of 16th and Corcoran, priced at $480 per square foot; and “The British School”, priced at $300 per square foot.  These two buildings are very similar to the Pink Palace, or Casa del Soldado.

· Possible sale price of the Pink Palace using the above mentioned price per square foot would range from $7.3 to $19.8 million.
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Property Size   

(Sq. Ft)

Price/Sq. Ft

Estimated Sale 

Price

            33,500   $              219   $        7,336,500 

            33,500                   300           10,050,000 

            33,500                   480           16,080,000 

            33,500   $              591   $      19,798,500 


Option 5:
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 6:
Refinance the current loan against the GSB 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.

Option 7:
Fund Maintenance work through Regular Fund by Reducing RF costs

· In order to generate additional funds for investment in deferred maintenance, regular fund costs could be reduced, for example through elimination of staff positions.  Positions could be eliminated at an average rate of  $111,540 per position.  At this rate, $1 million in funds could be generated by eliminating nine positions.

ANNEX I:  

Summary of Potential Funding Sources

	Potential Funding Source
	Potential Annual Funding Level
	Payback period
/

	CONTRIBUTIONS FROM MEMBER STATES

	Special Assessment under the Quota Scale
	Political decision by General Assembly
	n/a
/

	Voluntary Contributions by Member States
	National Decisions
	n/a

	RENTAL OF CURRENTLY AVAILA BLE SPACE

	Abolish intern program and rent freed space
	$300,000
	n/a

	Convert contractors to telework status and rent freed space
	$560,000
	n/a

	Expand Rental Income from private events at OAS Facilities
	Up to $200,000
	n/a

	SALE OF OAS REAL PROPERTY

	Sell Casa Del Soldado for estimated $7.3 to $19.8 million and deposit proceeds in Building Maintenance Fund
	Management and/or political decision
	Funds available upon sale

	Sell the Annex to the Secretary General’s residence for estimated $750,000
	Management and/or Political decision
	Funds available upon sale

	RENOVATION OF EXISTING SPACE TO INCREASE FUTURE RENTAL REVENUE

	Refurbish and Rent Casa Del Soldado
	$500,000
	11 years

	Convert Ruben Dario Room to Office space
	$120,000
	3.75 years

	Restack ADM building and rent freed space
	$657,280
	11.3 years

	REDUCTION OF OTHER OPERATING COSTS

	Reduce regular fund staff
	Political decision
	n/a


Annex II
Notional Special Assessment for Building Maintenance
	Special Assessment for Building Maintenance

	(Using revised quota scale - Pending Approval by the General Assembly)

	Country
	 2012-2014 
	Special Assessment
	Yearly Special Assessment Rates Spread Over

	
	Quota
	Total $
	3 years

	 Antigua and Barbuda 
	       0.022 
	                  8,855 
	                        2,952 

	 Argentina 
	       2.408 
	               969,268 
	                     323,089 

	 Bahamas 
	       0.062 
	                 24,956 
	                        8,319 

	 Barbados 
	       0.045 
	                 18,113 
	                        6,038 

	 Belize 
	       0.022 
	                  8,855 
	                        2,952 

	 Bolivia 
	       0.049 
	                 19,724 
	                        6,575 

	 Brazil 
	       9.941 
	                  4,001,449 
	                  1,333,816 

	 Canada 
	     11.972 
	                   4,818,967 
	                  1,606,322 

	 Chile 
	       1.189 
	               478,596 
	                     159,532 

	 Colombia 
	       1.049 
	               422,243 
	                     140,748 

	 Costa Rica 
	       0.221 
	                 88,957 
	                       29,652 

	 Dominica 
	       0.022 
	                  8,855 
	                        2,952 

	 Dominican Republic 
	       0.257 
	               103,448 
	                       34,483 

	 Ecuador 
	       0.258 
	               103,850 
	                       34,617 

	 El Salvador 
	       0.114 
	                 45,887 
	                       15,296 

	 Grenada 
	       0.022 
	                  8,855 
	                        2,952 

	 Guatemala 
	       0.168 
	                 67,623 
	                       22,541 

	 Guyana 
	       0.022 
	                  8,855 
	                        2,952 

	 Haiti 
	       0.034 
	                 13,686 
	                        4,562 

	 Honduras 
	       0.051 
	                      -   
	                            -   

	 Jamaica 
	       0.093 
	                 37,434 
	                       12,478 

	 Mexico 
	       8.281 
	                  3,333,266 
	                  1,111,089 

	 Nicaragua 
	       0.034 
	                 13,686 
	                        4,562 

	 Panama 
	       0.158 
	                 63,598 
	                       21,199 

	 Paraguay 
	       0.093 
	                 37,434 
	                       12,478 

	 Peru 
	       0.688 
	               276,934 
	                       92,311 

	 Saint Kitts & Nevis 
	       0.022 
	                  8,855 
	                        2,952 

	 Saint Lucia 
	      0.022 
	                  8,855 
	                        2,952 

	 Saint Vincent & the Grenadines 
	      0.022 
	                  8,855 
	                        2,952 

	 Suriname 
	       0.034 
	                 13,686 
	                        4,562 

	 Trinidad and Tobago 
	       0.180 
	                 72,454 
	                       24,151 

	 United States 
	     59.470 
	           23,937,851 
	                  7,979,284 

	 Uruguay 
	       0.214 
	                 86,139 
	                       28,713 

	 Venezuela 
	       2.186 
	               879,908 
	                     293,303 

	 Annual Sub-Total 
	 
	         40,000,000 
	                13,333,333 

	 Cuba 
	       0.575 
	                      -   
	 

	 Total 
	   100.000 
	           40,000,000 
	                 13,333,333 
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� 	“Payback period” is the time required to recover renovation costs through rental income.  After that period, future rental income would be available for general building maintenance requirements.


� 	Not applicable





PAGE  

