Senate Standing Committee on Education and Employment

QUESTIONS ON NOTICE
Budget Estimates 2014-2015

Agency - Fair Work Building & Construction

Department of Employment Question No. EM0818_15

Senator Cameron asked on 2 June 2014 on proof Hansard page 32
Question

FWBC - Property Plan

Senator CAMERON: Your budget estimate for the value of land and buildings for
2014-15 is $445,000. Mr Hadgkiss: Right. Senator CAMERON: The 2015-16
estimated value of land and buildings increases to $3.005 million. What is that about?
Mr Mihelyi: It relates to leasehold improvements. Senator CAMERON: Sorry? Mr
Mihelyi: It relates to future leasehold improvements for when leases expire with
regard to new buildings and we have to do fit-outs. Senator CAMERON: Leasehold
improvements of $3 million. That is about $2.6 million in improvements in leaseholds.
Correct? Mr Mihelyi: Yes. Senator CAMERON: Is there a business plan for this?
Mr Mihelyi: Yes. There is a property plan, yes. Senator CAMERON: A property plan
available? Mr Mihelyi: Can be. Senator CAMERON: You do not have the property
plan with you, | assume? Mr Mihelyi: No. Senator CAMERON: Also on notice,
could you provide the property plan to the Senate? There is $2.4 million worth of
leasehold improvements. Give me an overview of your property plan on this.

Answer

A copy of the FWBC'’s property plan for the period 2011/2012 to 2013/2014 is
attached.
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Subject: FWBC Property Management Plan

Background

1.

FWBC reqguires a Praparly Management Plan fo comply with the Commonwealth Froperty
Managemeni Guidalines (Oclobar 2008).

A FWEBC Property Managemant Plan has been prepared for your raview and signature,

2.

Issues

3 There are no issues to be addresszed.

Recommendation

4, That you reﬁew ahd sign the attached FWBC Property Management Plan by 30 June 2012,
Signed: Date: ¢ .:Z;,/ {;/ f2

febegovan | Holine 1800 003 358 | enquig@@iwbcgovau | ABM 85 002 726 (08
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Foreword from the Chief Executive

The FWBC Property Management Flan 2011/12 to 2013/14 ('the Property Management
Plan’} is an important part of FWBC's property management strategy, ensuring
compliance with the Commonwealth Property Management Guidelines (Cctober 2008).

The Property Management Plan provides:

o
A

s

an outline of the role of property in meeting the objectives of FWBC;

an account of the existing FWBC property portfolio and the performance of each
property; and

an account of the existing and future property needs of FWBC,

an identification of the risks associated with the FWBC property portfolio not
meeting the current and future needs of FWEBC and any mitigating sirategies,

a comparison of the existing property portfolio against the short to longer-term
property needs of FWBC and an assessment of the existing properly against
relevant performance goals and targets (a gap analysis),

which of the opportunities or strategies identified in the gap analysis will be
pursued and an outline of how they will be implemented; and

an outline of the internal responsibility and accountability for the strategies and
change programs identified in the property management plan that will be pursued
by FWBCG.
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1. Introduction

1.1 Role of FWBC

The Office of the Fair Working Building Industry Inspectorate (trading as Fair Work
Building & Construction or FWBC) is an independent statutory agency established by
the Fair Work (Building Industry) Act 2012. FWBC commenced operations on 1 June
2012. ' '

In respect of the building and construction industry, FWBC is primarily responsible for:

. the provision of education, assistance and advice to industry participants
regarding their rights and obligations

. inquiring into and investigating acts or practices by industry participants

«  commencing civil penalty litigation, or making submissions to Fair Work Australia,
to enforce compliance by industry participants

* representing industry participants who are, or may become, a party to court

proceedings or matters before Fair Work Australia to promote compliance with
relevant workplace laws :

o referring matters to relevant authorities where appropriate.

in relation to:

o Fair Work (Building Industry) Act 2012

. Fair Work Act 2009, the Fair Work (Transitional Provisions and Consequential
Amendments) Act 2009 and the Independent Contractors Act 2006
e«  safety net contractual entitlements

awards, agreements, orders, the Australian Fair Pay and Conditions
Standard, a fair work instrument and the National Employment Standards,
and

° the National Code of Practice for the Construction Industry.

1.2 Importance of Property Management to FWBC

FWBC understands that effective propertyrmanagement can lead to efficiencies and
savings for the whole of the Australian Government. FWBC actively monitors all its
properties to ensure that there is compliance with the Commonwealth Property
Management Guidelines (October 2009).

1.3 FWBC Property Management Priorities, Projects and Budget
Constraints

FWBC has two accommodation projects due for completion in 2012/13.

Page 4 of 29
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The first project involves the proposed relocation of remaining staff in FWBC's
Melbourne office from 553 St Kilda Rd to 414 La Trobe St, subject to Minister for
Finance approval. This project is expected to be completed in the first half of 2013 if
approval is granted.

The second project involves refit of FWBC's Adelaide office and colocation with the Fair
Work Ombudsman (FWO) at 148 Frome St Adelaide under a new FWO head lease.
This project is expected to be completed by 1 September 2012.

Other FWBC properties subject to lease will be examined progressively at least 1 year
before their property lease expires. A key aim will be to investigate the feasibility of
FWBC colocation with FWO in each State to promote and facilitate a closer working
relationship between the two organisations.

Any instances of FWBC property occupational densnles exceeding the Commonwealth
PRODAC (Australian Government Property Data Collection) target of 16m?/Occupied
Workpomt (OWP) may result in the FWBC losing part of its budget from the date of
lease expiry (for existing leases) or from the start date of the lease (for new leases). The
hudget loss is apprommately equal to two thirds of the excess rent per m? by which the
occupational density target is exceeded.

1.4 FWBC Compliance with Commonwealth Property Management
Gwdelmes

The Australian Government has established five principles for efficient, effective and
ethical property management as outlined in the Commonwealth Property Management -
Guidelines (October 2009):

Value for money;,

Property management planning;

Efficient and effective design;

Appropriate accountability measures; and .
Cooperative Commonwealth property management.

e @& o @ @

FWBC will comply with the guidelines subject to its current leasing arrangements.

1.5 FWBC Commitment to Implementing its Property Management
Plan

FWBC is committed to implemeriting its Property Management Plan and will continue to
review all properties going forward so as to achieve the best possible outcomes for
FWBC and the whole of Government.

Page 5 0of 29
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2. Existing Property Portfolio and Performance

2.1 Existing Property Portfolio

The FWBC currently occupies tenancies at the following sites:

Melbourne - Levels 2 & 3, 553 St Kilda Rd, Melbourne (not colocated with FWO)

- Level 5 (Part), 414 La Trobe St, Melbourne (Legal Group only)
(colocated with FWO on the same floor)

Sydney - Level 11, 255 Elizabeth Street, Sydney (colocated with FWO in the
same building)

Brisbane - Level 16 (Part), 200 Mary Street, Brisbane (colocated with FWO on the
same floor)

Perth - Level 9, 140 St Georges Terrace, Perth (colocated with FWO in the
same building)

Adelaide - Level 3 (Part), 148 Frome Street, Adelaide (colocated with FWO on the
same floor)

Hobart - Level 3 (Part), 142 Elizabeth Street, Hobart (colocated with FWO on the
'same floor) ;

Darwin - Level 5 (Part), 47 Mitchell St, Darwin (colocated with FWO on the same
floor)

Canberra - Level 12 (Part), 208 Bunda St and cnr Akuna Street, Canberra
(colocated with FWO on the same floor)
Cairns - Level 1 94-104 Grafton St, Cairns QLD 4870 (colocated with FWO on

the same floor)
The profile of existing FWBC properties is outlined in Appendix A.1 and Appendix A.2.

2.2 Property Performance

The Melbourne, Sydney and Perth properties are the only current FWBC progoerties
subject to PRODAC requirements, having a usable office area in excess of 500m*.

As FWBC property leases become due for renewal, FWBC will attempt to bring all
properties into line with PRODAC requirements.

Opportunities to optimise occupational density to comply with the PRODAC standard of
16m%OWP through refitting or subletting will also be explored within the confines of
_current leases for these properties.

The performance of FWBC's property portfolio is outlined in Appendix A.3 and
Appendix A.4. :

Page 6 of 29
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3. Existing and Future Property Needs

3.1 Existing Property Needs

FWBC requires a presence in each capital city to respond to requests for assistance
and undertake investigations, National Code compliance audits and educational
activities across Australia. It is preferable that FWBC be located close fo the central
business district to ensure closeness to the head offices of key industry stakeholders.

A description of the existing property needs of FWBC is outlined in Appendix A.1 and
Appendix A.2. This information has been compiled based on property statistics,
property leases and other property-related information on hand.

3.2 Future Property Needs

FWBC has two accommodation projects due for completion in 2012/13.

The first project involves the proposed relocation of remaining staff in FWBC's
Melbourne office from 553 St Kilda Rd to 414 La Trobe St, subject to Minister for
Finance approval. This project is expected to be completed in the first half of 2013 if
approval is granted.

_The second project involves refit of FWBC's Adelaide office and colocation with the Fair
Work Ombudsman (FWO) at 148 Frome St Adelaide under a new FWO head lease.
This project is expected to be completed by 1 September 2012.

A key FWBC aim is to investigate the feasibility of FWBC colocation with FWO in each
State to promote and facilitate a closer working relationship between the two

organisations. Accordingly, a review of the St Kilda Road Melbourne will occur prior to
its lease expiry date should FWBC still be accommodated in this tenancy.

Page 7 of 29
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4, Risk Assessment:

4.1 Risk Management Approach

FWBC's risk management approach for property management are modelled on those
articulated in the Australian standard on the topic: AS/NZS 1SO 31000:2009 - Risk
Management. This involves an assessment of:

¢ Inherent Risk - an assessment of the likelihood and consequence of the risks as
if no controls are in place to mitigate the risk;

» Controls Assessment - identification of the key controls to mitigate the risk and
a qualitative assessment of the adequacy of the controls; and

¢ Residual Risk - an assessment of the risk with controls in place.
Consequence
The assessment of the consequence of a risk is against the overall impact on the

continuing operations of FWBC. Guidance for assessing the consequence of a risk is
outlined below. '

. . Ratingg | ~Consequence: ‘. . |
Severe FWBC ceases operations.
This could be represented by:
e Legislative changes abolishing
FWBC,; .
«  Withdrawal of - all FWBC
Government funding; or
e Loss of life as a result of the
FWBC's property activities or
natural events/disasters affecting
FWBC's propetties.
Major FWBC is obliged to permanently scale

down some of its operations.

This could be represented by:

« Legislative changes affecting some
of FWBC's key operations;

e Significant  financial loss  or
withdrawal of FWBC Government
funding (up to $20m); or

e Loss of key staff or injuries to key
staff as a result of FWBC's property

" activities or natural events/disasters
affecting FWBC's properties.

Page 8 of 29
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: _ _ Rating B ‘Consequence :
Moderate : FWBC “faces a temporary busmess
interruption or some scallng back of
operations.
This could be represented by:
¢ Financial loss or withdrawal of
.FWBC Government funding {(up to
$1m);
¢ Failure of internal business
systems; or
» Significant litigation.
Minor FWBC's resources are diverted from its
core business to address the risk.
This could be represented by:
« Official enquiries or directions not
responded to;
e Delay or deferment of core
business activities;
e Financial loss of withdrawal of
FWBC Government funding (less
than $100k);
¢ Delays in  payments to
staff/suppliers; or
« Minor litigation or challenge to the
) FWBC's activities.
Insignificant Rlsk dealt with in the normal course of
business activities.

Likelihood

The likelihood measurement is intended to indicate the probability of the event
occurring. The guidance for assessment is outlined below.

~ Likelihood

.Almos"t certain

”The event |s expected to occur at some.

stage
| Likely The event is likely to occur at some stage
Possible The event could occur at some stage
Unlikely The event is not expected.to occur at
‘ some stage
Rare The event would not cccur at some stage

SQ14-000672
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Risk Matrix

Consequence/ Severe Major Moderate Minor Insignificant
Likelihood

Almost High High High Significant | Moderate

Certain

Likely High High Significant | Moderate Moderate

Possible High Significant | Moderate Low Low

Unlikely Significant | Moderate Moderate Low Low

Rare Moderate Moderate Low Low Low

_Risk Assessment

Risk Rating

High

Immediate action féquiréd. -
Chief Executive to be advised with
remedial strategy for implementation.

Significant

Attention needed and management
responsibility with business unit specified.

Moderate

Management within business unit with
documented procedures.

Low

Management within business unit by
routine procedures.

Risk Tolerance Level

FWBC has an acceptable risk tolerance level of 'Moderate'. All risk assessed as being
higher than 'Moderate' (i.e. 'Significant' or 'High'} require remedial action to mitigate
them to an acceptable level (i.e. 'Moderate' or ‘Low’).

SQ14-000672
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requirements
1 {in  terms
location,
quality
quantity)

identify space

Risk . | Consequence | Likelihood | Ris |KeyControls
- e e Rating = | = ; :
Changes to | Severe Possible High Monitor  machinery  of
FWBC's role Government, - legislative,
and  property policy or budget changes
requirements and assess FWBC
due property impacts
machinery
Government, Refit existing
legislative, accommodation, sub-let
policy existing accommodation,
budget early lease termination for
changes current  leases or source
new accommodation to
ensure PRODAC
] ) compliance
Failure Moderate ‘Possible Moderate = | Coordination of property
accurately management activities

with senior management
in Legal, Operations and
Corporate

Staff consultation and
Chief Executive/Executive
Board briefing and
approval of  property
relocations, fitouts and
sub-letting

Include PRODAC
standards in all property
designs for new
fitouts/properties

SQ14-000672
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lease clauses

Risk onsequence | Likelihood | Risk | Key Controls
E Soeaiiadne e Rating s b e e e .
Insufficient or | Minor Possible Low Include relevant property-
inappropriate related training in
resources to performance plans
carry out
FWBC's Regular assessment of
property- property management
related workload
| activities, e.g.’
lack of Use of temporary
employees resources or temporary
with -the outsourcing at peak times
necessary '
skills Outsourcing of property
management function to
FWO
Management Moderate Possible Moderate | Annual PRODAC data
systems  not collection for properties
being able to subject to PRODAC
identify
inefficient use PRODAC data collection
of space every three years for
properties not subject to
PRODAC
Updating and  Chief
Executive approval of
Property Management
- Plan
Poor Moderate Possible Moderate Record, maintain and
maintenance of update all property-related
records, e.g information on registry
inadequate files and electronic
lease document management
documentation, system
key documents
not on registry |-
files - ]
Unduly Moderate Likely Significant | Legal review of all new
restrictive leases prior to signing

Ensure early lease
exit'termination  clauses
included in all new.leases

SQ14-000672
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Ris | Consequence | Likelihood | Risk | Key Controls
Failure to | Moderate Significant - | Develop, maintain and
identify  that update spreadsheet
annual rent system to identify, record,
reviews and monitor and follow up rent
outgoings reviews and outgoings
reconciliations reconciliations
have heen
carried out and Ensure a 'time is of the
invoiced as per essence' . clause is
lease contract included in all new leases
in relation to completion of
annual rent reviews and
outgoings reconciliations
Failure to | Moderate Possible Moderate Develop notification
understand system for key Ilease
and  enforce trigger dates )
contract
provisions, e.g. Ensure all lease
failure to documentation is on file
exercise a and regularly reviewed
lease  option
within the
trigger period )
Inflexible Moderate Likely Significant | Refit existing
property accommodation, sub-let
portfolio  that existing accommodation,
cannot - adapt early lease termination for
to meet current leases or source
changing new accommodation to
business ensure PRODAC
reguirements compliance
Inefficient use | Moderate Almost High Identify space usage
of space Certain ‘ through PRODAC
and/or non- reporting and Property
compliance - Management Plan
with PRODAC

Refit existing
accommodation,  sub-let
existing accommodation,
early lease termination for
current leases or source
new accommodation to
ensure PRODAC
compliance
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| Consequence | Likelihood | Risk =
_ o s i Rating e
Damage to | Severe Rare Moderate Comcover policy in place
buildings and with adequate coverage
other property
assets  from
natural events,
e.g. storms,
flooding and
fire
Staff exposure | Severe Rare Moderate Continuous liaison  with
to hazards or US Consulate on security
environmental matters (553 St Kilda Rd)
contamination and building management
on environmental matters
Loss of | Moderate Possible Moderate | Comcover policy in place
property due to with adequate coverage
damage or ‘
disrepair Develop plan for regular
’ scheduled/preventative
_maintenance
Failure of key | Moderate Possible Moderate Building owner detection
infrastructure, . equipment in place and
e.g. fire regular : -
detection testing/maintenance of
equipment, air FWBC fire equipment
conditioning
equipment, Business continuity plan
power in place and updated
regularly
Regular  liaison  with
building owner '
Failure to | Moderate Possible Moderate UPS in place in LAN room

support unique
FWBC
requirements,
e.g. LAN room

and separate battery
backup  for  security
system

4.2 Comcover Insurance Policy Analysis

FWBC completes the annual Comcover Renewal Questionnaire to ensure that all.
property contents are adequately insured and an appropriate level of business
interruption insurance coverage is held.

SQ14-000672
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Insurance coverage is based on the most current asset valuation and depreciable asset
data in FWBC's general ledger system.
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SQ14-000672



Australian Government

Fair Work Building
& Construction

5. Gap Analysis and Performance Assessments

51 Assessment of Existing Property Portfolio against Existing and
‘Future Property Needs

An assessment of FWBC's property portfolio against existing and future needs.is
outlined in Appendix A.5.

FWBC's existing property portfolio is sufficient to meet short, medium and long term
forecasts for workpoints, space and accommodation budgets.

5.2 Assessment of Existing Property Portfolio against Performance
Targets

An assessment of FWBC's property portfolio against PRODAC performance targets is
outlined in Appendix A.3 and Appendix A.4. PRODAC calculations for properties
subject to PRODAC are outlined in Appendix A.8.

Agencies which have a usable office area of 500m? or more are required to comply with
PRODAC requirements. Only the FWBC's Melbourne, Sydney and Perth properties
currently meet this condition. PRODAC property data collectlon is required annually for
those properties subject to PRODAC.

The September 2009 PRODAC survey collected information on 688 propertles in
Australia. This included 666 leases, in 127 locations, covering 2,677,924 m? of
controlled area. Around 88 per cent of this was office area, with the remalnder used for
operational and other purposes.

An occupational density target was set by DoFD at 16m? per occupied workpoint (OWP)
with the intention that around a quarter to a third of government tenancies would be
below the target. The target was set at this level to achieve improvements in a
significant majority of government tenancies. As at around September 2000 data
capture, 202 properties had occupational densities at or below the 16m*/OWP.

Agencies whose properties do not meet the 16m*OWP target will have budget
deducted from their forward estimates from the date of lease expiry (for existing leases)
or from the start date of the lease (for new leases) by DoFD The budget loss is |
approximately equal to two thirds of the excess rent per m? by which the occupational
-density target is exceeded. Occupational density is affected by fit-out density and
workpoint vacancy. .

Two of FWBC's properties - Melbourne and Sydney - were subject to PRODAC at the
time of PRODAC data collection in September 2009. These properties covered
4,845m? of controlled area and around 85 per cent of this was office area.

Page 16 of 29
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The median fit-out density of government properties was 16m?OWP. Overall, 17 per
cent of workpoints were vacant at the time of data collection. The occupational densities
of FWBC properties ranged from 34.9m%OWP (in Melbourne) to 45.0m?OWP (in
Sydney). Neither the FWBC's Melbourne or Sydney property met the occupational
density target of 16m*OWP. A significant permanent loss of FWBC budget has
occurred from 2015 onwards for these properties.

The fit-out density of FWBC proberties ranged from 32.4m%OWP (in Melbourne) to
) 37.7m*OWP (in Sydney). Ten per cent of the FWBC's workpoints were vacant at the
time of the PRODAC data collection.

The occupational densities of FWBC properties based on the 2011 PRODAC data were
37.2m*/OWP (Melbourne), 28.5m%OWP (Perth) and 49.8 m*OWP (Sydney). Neither
the FWBC's Melbourne, Perth or Sydney properties meet the occupational density
target of 16m*“/OWP. A permanent loss of FWBC budget has already occurred from
2015 onwards for Melbourne and Sydney.

The occupational densities of other FWBC ;)roperties hased on the most recent property
data are 50.0m%OWP (Adelaide), 29.8m*OWP (Brisbane), 23m*OWP (Hobart), 7.5
m%OWP (Canberra), 10m*OWP (Darwin) and 10m*/OWP (Cairns). While Canberra,
Darwin and Caims met the 16m%OWP occupational density standard, Adelaide,
Brisbane and Hobart did not. These properties are not currently subject to PRODAC
requirements and hence are not at risk of loss of budget for not meeting the PRODAC
occupational density standard.

Rent costs/m? vary across all properties, ranging from $587/m* (Perth), $643/m?
(Sydney), $587/m? (Brisbane), $355/m* (Adelaide) and $280/m? (Melbourne St Kilda
Rd) and $313/m* (Melbourne La Trobe St). The Cairns, Canberra, Hobart and Darwin
properties are currently rent-free under property sub-lease MoU arrangements with
FWO.

5.3 Opportunities and Strategies to Improve Property Outcomes

The Perth, Melbourne and Sydney offices do not comply with the 16m*/OWP
occupational density standard. More efficient utilisation of existing space through
refitting/subletting or a relocation to smaller alternate premises are the key strategies to
ensure compliance with PRODAC and address any loss of FWBC budget.

There may also be opportunities to minimise property rent costs/m? for all properties as
part of any proposed relocation.

A key aim will be to investigate the feasibility of FWBC colocation with FWO in each
State to promote and facilitate a closer working relationship between the two
organisations.

Page 17 of 29
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6. Actions and Outcomes

6.1 Strategies to be Pursued
Melbourne and Adelaide
FWBC has two accommodation projects due for completion in 2012/13.

The first project involves the proposed relocation of remaining staff in FWBC's
Melbourne office from 553 St Kilda Rd to 414 La Trobe St, subject to Minister for
Finance approval This project is expected to be completed in the first half of 2013 if
approval is granted. .

The second project involves refit of FWBC's Adelaide office and colocation with the Fair
Work Ombudsman (FWO) at 148 Frome St Adelaide under a new FWO head lease.
This project is expected to be completed by 1 September 2012,

A key FWBC aim is to investigate the feasibility of FWBC colocation with FWO in each
State to promote and facilitate a closer working relationship between the two
organisations. Accordingly, a review of the St Kilda Road Melbourne will occur prior to
its lease expiry dates should FWBC still be accommodated in this tenancy.

Melbourne, Perth and Sydney

Melbourne, Perth and Sydney do not comply with the PRODAC 16m2/OWP
occupational density standard. More efficient utilisation of existing space through
refitting/subletting or a relocation to smaller alternate premises are the key strategies to
ensure compliance with PRODAC and address any loss of FWBC budget. These
include:

(a) ldentlfy any opportunities to refit the existing tenancies to better comply with the
16m*/OWP standard. Refits must be value for money and have regard to FWBC's
available capital and operational budgets.

(b) Identify any opportunities to sub-lease part of the existing tenancies to mitigate any
loss of budget. The space to be offered must be of sufficient size to attract tenants.

(c) Source altemate accommodation that complies with the 16m%OWP standard
Opportunities to minimise rent costs/m? should also be taken into account as part of any

proposed move. Any proposed move must be value for money and have regard to
FWBC's available capital and operational budgets, particularly if a new fitout is required.

Page 18 of 29
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At least 1 year prior to expiry of properiy leases, a review of property requirements and
strategies identified in section 6.1 will be undertaken. This will allow sufficient time for
property management strategies to be approved and implemented well before the

relevant leases expire.

Estimated timings for property reviews are as follows:

Lease Expiry Date

| Date Property Review to |

©  beCompleted

Perth 30 November 2015 ] ‘30 November 2014
Melbourne (St Kilda Rd) 30 September 2015 30 September 2014
Sydney 30 November 2015 30 November 2014

SQ14-000672
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7. Responsibility and Accountability

7.1 Areas of FWBC Responsible for Implementation of Strategies

The Chief Financial Officer will be responsible for implementation of strategies relating
to Property Management for FWBC, subject to review by the Chief Executive.

7.2 Reviews, Updates and Approval of the FWBC Property
Management Plan

The Property Management Plan will be reviewed and updated by the Chief Financial
. Officer and approved by the Chief Executive every three years or when FWBC's
property portfolio or property strategy changes significantly.
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