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Australian National

Audit Office

Canberra ACT
9 October 2018

Dear Mr President
Dear Mr Speaker

In accordance with the authority contained in the Auditor-General Act 1997, | have
undertaken an independent performance audit in the Department of Finance. The report
is titted Management of Commonwealth Leased Office Property. Pursuant to Senate
Standing Order 166 relating to the presentation of documents when the Senate is not
sitting, | present the report of this audit to the Parliament.

Following its presentation and receipt, the report will be placed on the Australian National
Audit Office’s website — http://www.anao.gov.au.

Yours sincerely

Grant Hehir
Auditor-General

The Honourable the President of the Senate

The Honourable the Speaker of the House of Representatives
Parliament House

Canberra ACT

Auditor-General Report No.8 2018-19
Management of Commonwealth Leased Office Property

3



AUDITING FOR AUSTRALIA

The Auditor-General is head of the
Australian National Audit Office
(ANAQO). The ANAO assists the
Auditor-General to carry out his
duties under the Auditor-General
Act 1997 to undertake
performance audits, financial
statement audits and assurance
reviews of Commonwealth public
sector bodies and to provide
independent reports and advice
for the Parliament, the Australian
Government and the community.
The aim is to improve
Commonwealth public sector
administration and accountability.
For further information contact:
Australian National Audit Office
GPO Box 707

Canberra ACT 2601

Phone:(02) 6203 7300

Fax: (02) 6203 7777

Email: agl@anao.gov.au
Auditor-General reports and
information about the ANAO are
available on our website:
http://www.anao.gov.au

Audit team

Stephen Cull

Erica Sekendy
Emily Drown
Brian Boyd
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Summary and recommendations

Background

1. Australian Government entities use real estate such as offices, shopfronts and special
purpose facilities to assist in delivering outcomes.

2. Within the non-Defence domestic property portfolio, 94 per cent of office accommodation
is leased rather than owned. In 2016—17, expenditure on leased office property (excluding capital
costs) was around S2 billion.

3. Under the Public Governance, Performance and Accountability Act 2013, accountable
authorities are responsible for the proper management and use of resources under their control.
At the same time, the Department of Finance (Finance) has a broader role to administer the
Commonwealth Property Management Framework. This Framework provides guidance and
requirements on various aspects of leased or owned Commonwealth property in Australia.

4, Since 2014, Finance has pursued a ‘program of work’ on leased office property that has
included three main activities:

° an initiative to reduce surplus or vacant office space, focussing initially on the Australian
Capital Territory (ACT) — known as Operation Tetris;

° establishing coordinated procurement® arrangements for property services, which are
mandatory for non-corporate Commonwealth entities (NCEs); and

° improving the collection and use of property data to support decision-making and
reporting.

5. The Minister for Finance has announced savings of $300 million for Operation Tetris, and

a further $100 million in savings from the coordinated procurement arrangements.

Rationale for undertaking the audit

6. This topic was selected for audit because leased office property represents a significant
recurrent expense to the Australian Government and due to the significance of Finance’s program
of work. Key initiatives being pursued in this area of public administration are part of a broader
government agenda to create a smaller, smarter and more productive and sustainable public
sector. The audit was intended to provide assurance on whether significant funding on leased
office property is being managed effectively at a whole-of-government level.

Audit objective and criteria

7. The objective of the audit was to assess whether effective arrangements have been
established by Finance to achieve value for money outcomes for Commonwealth leased office
property.

8. To form a conclusion against the audit objective, the ANAO adopted three high-level
criteria:

1 A coordinated procurement is an initiative to establish whole-of-government arrangements for goods and
services in common use to maximise market benefits and deliver efficiencies and savings.

Auditor-General Report No.8 2018-19
Management of Commonwealth Leased Office Property

7



. Was Operation Tetris executed effectively?

° Were good processes followed and sound advice provided to government to inform the
establishment of the coordinated procurement of property services?

° Are whole-of-government arrangements supported by relevant property data and a
suitable performance framework?

Conclusion

9. Finance’s program of work on leased office property has reduced surplus office space,
established coordinated procurement arrangements for property services and improved the
collection of property data. It is evident that efficiencies and savings have been realised from this
work, but Finance’s approach to estimating and tracking savings was not robust.

10. Operation Tetris has been effective in delivering better utilisation of existing
Commonwealth office space, mainly in the Australian Capital Territory. The reported $300 million
in savings to entities was not supported by a sound methodology.

11. For the establishment of coordinated procurement arrangements for property services,
Finance’s approach of informing decisions by conducting a contestability review followed by a
market testing review was sound. Cost savings were a key benefit envisaged from the
arrangements. Finance’s advice was not supported by a sufficiently robust savings methodology
during the main decision-making stages. While a more structured approach was used to allocate
the $105.3 million in identified savings after the new arrangements had been implemented, much
of the savings estimated by the allocation analysis relate to changes in market conditions rather
than from the aggregation of government purchasing power.

12. Finance has improved its processes for collecting property data from entities. Its analysis
of data and reporting has focussed on a narrow set of performance measures and does not
include cost indicators.

Supporting findings

Operation Tetris: Reducing surplus office space

13. Prior to 2015, Finance had not used property data collected from entities (since 2009) to
systematically identify surplus office space and inform appropriate responses. Following the
initiation of Operation Tetris in April 2015, Finance identified various proposed moves that were
expected to reduce the Commonwealth’s property footprint in the ACT by about 50,000 square
metres by 2018.

14. In important respects, frameworks have been strengthened. In particular, changes made
to the Commonwealth Property Management Framework provided greater central visibility and
authority over certain lease proposals. Finance did not follow through on establishing appropriate
funding arrangements to promote and support involvement by entities.

15. The methodology used to estimate and track relevant costs and benefits was not
sufficiently robust or transparent. Important aspects of the methodology were not clearly
documented, and the approach followed did not include all relevant costs (including fit-out and
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Summary and recommendations

relocation costs). Moves were tracked but the estimates were not verified or adjusted to reflect
actual outcomes.

Establishing a coordinated procurement for property services

16. Options were identified and compared. The consideration of options drew on the results
of a market testing review that was informed by engagement with the property services industry
(including industry advice on potential savings from a changed approach).

17. Finance’s advice to government was not supported by robust analysis and evidence during
the main decision-making process to establish a coordinated procurement for property services.
In particular, Finance did not test the savings claims made by industry against entities’ property
arrangements. A more structured approach for allocating the specified total quantum of savings
was developed after the new arrangements were implemented, although the estimated savings
used for allocative purposes relate largely to changes in market rents and reflecting the
occupational density target rather than from the aggregation of government purchasing power.

Property data and reporting

18. Finance has recently improved its processes for collecting property data from entities,
establishing an online system in 2017 to replace previous manual processes. This online system
allows entities and selected external providers to update and analyse data in real time. While
Finance did not undertake a comprehensive review of the data before the online system was
developed, it has since initiated an external review to assess the usefulness of the data.

19. Finance has not yet established all the elements of a fit-for-purpose performance
framework to assess and report on its program of work on property efficiency matters. Broad
objectives have been set but are not well-defined, and current performance metrics are
incomplete and not properly integrated — addressing occupational density but not cost or other
relevant indicators.
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Recommendations

Recommendation
no.1

Paragraph 3.80

Recommendation
no.2

Paragraph 4.22

The Department of Finance ensure that its ongoing program of work to
deliver savings and efficiencies on Commonwealth leased office property
is supported by a robust and transparent savings methodology, including
by:

(a) identifying all relevant costs and benefits that apply;

(b) providing a clear rationale for any assumptions used;

(c) testing principles against entities’ particular property
arrangements; and

(d) verifying estimates when actual data is available.
Finance’s response: Agreed.

The Department of Finance improve its framework for assessing and
reporting on its program of work on Commonwealth leased office
property and related activities by: setting clearly defined objectives; and
better integrating performance measures, including cost indicators.

Finance’s response: Agreed.

Summary of Finance’s response

20. Finance’s formal response is provided at Appendix 1.

Key learnings for all Australian Government entities

21. Below is a summary of key learnings, including instances of good practice, which have
been identified in this audit that may be relevant for the operations of other Commonwealth

entities.

Policy design

e Where advice to government includes savings estimates, entities should ensure that the
estimates are supported by a suitable model or methodology, and that government is advised
of any limitations with the estimates as well as timeframes for receiving more robust advice.
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1. Background

Overview of Commonwealth leased office property

1.1 Australian Government entities use real estate such as offices, shopfronts and special
purpose facilities such as quarantine stations to assist in delivering outcomes. The Commonwealth
estate is large and diverse, and can be grouped into three portfolios:

° the Defence property portfolio — held and managed by the Department of Defence;

° the non-Defence overseas property portfolio — held and managed by the Department of
Foreign Affairs and Trade; and

. the non-Defence domestic property portfolio — held and managed by individual entities,
with the Department of Finance (Finance) principally responsible for managing
Commonwealth-owned properties.?

1.2 Within the non-Defence domestic property portfolio, 94 per cent of office accommodation
is leased rather than owned. Ten entities hold 68 per cent of the leased space. In 2016-17,
expenditure on leased office property (excluding capital costs) was around $2 billion.

1.3 Over recent decades, there have been a number of changes in the Commonwealth’s
approach to the acquisition and management of office accommodation. In the past the
Commonwealth owned a much larger number of properties than it presently does. There have also
been periods characterised by greater devolved or centralised control of property. Factors that
influence the Commonwealth’s leased office accommodation footprint include:

° government decisions on the functions and activities of entities, including
‘machinery-of-government’ changes;

° changes in the size of the Australian Public Service; and

o developments and trends in office-based work and technology.

Accountability framework and management arrangements

14 The resource management and accountability framework established by the
Public Governance, Performance and Accountability Act 2013 (PGPA Act) applies to Commonwealth
property, including leased office space. In particular:

° the PGPA Act places obligations on accountable authorities to promote the proper use and
management of public resources for which they are responsible;

° entities must comply with the Commonwealth Procurement Rules, including in relation to
leased office property; and

o there are further rules and guidance set out in the Commonwealth Property Management
Framework, issued by Finance, and in Accountable Authority Instructions issued at the
entity level.

1.5 The Commonwealth Property Management Framework was introduced in 2009 and is
currently presented in a single Resource Management Guide. The Guide sets out requirements and

2 Other entities including the Department of Home Affairs and the National Capital Authority also own and
manage some Commonwealth properties.
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Background

provides guidance on various matters including: planning; budgeting and funding; leasing; capital
works; ownership and disposal; and reporting. As illustrated in Figure 1.1, the Commonwealth
Property Management Framework has evolved over time.

Figure 1.1:  Major changes to the Commonwealth Property Management Framework,

2009-18
September 2009 August 2013 April 2015 May 2016
Commonwealth Property Lease Endorsement Lease Endorsement Coordinated procurement
Management by Secretary by Minister for property
Framework first introduced of Finance for Finance services announced
2010 2011 2012 2013 2014 2015 2016 2017 2018
2009
2018
October 2009 July 2013 October 2015 September 2017
Occupational Density Occupational Density Resource Management Resource Management
Target set at Target revised to Guide 504 amended Guide 500 consolidated
16m?/occupied workpoint 14m?/occupied workpoint

Source: ANAO based on analysis of documents provided by Finance.
The Department of Finance’s role

1.6 Finance has a role in various aspects of Commonwealth property, including leased office
space, reflecting its responsibilities under successive Administrative Arrangements Orders. Under
the current Administrative Arrangements Order, Finance’s responsibilities include:

Commonwealth property policy framework, legislation and policy for the management of property
leased or owned by the Commonwealth, including acquisition, disposal and management of
property interests.

1.7 Finance’s organisational structure includes business areas with responsibility for different
property functions, including Commonwealth property efficiency. Since 2014, Finance has
undertaken a ‘program of work’ aimed at driving improved whole-of-government outcomes for
leased office property and related services. The key initiatives are:

° targeted efforts to better utilise existing vacant or surplus office accommodation, known
as ‘Operation Tetris’;

° establishing a coordinated procurement of property services in 2017, supported by the
appointment of a Strategic Property Adviser and three Property Services Providers; and

. improving the collection and use of property data to support decision-making and
reporting on the Commonwealth’s use of leased office property.

The initiatives described under this program of work have also been listed under the National
Property Efficiency Program.

1.8 The Minister for Finance has announced savings of $300 million for Operation Tetris, with a
further $100 million in savings expected from the coordinated procurement arrangements.
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Audit rationale and approach

1.9 This topic was selected for audit because leased office property represents a significant
recurrent expense to the Australian Government and due to the significance of Finance’s program
of work. Key initiatives being pursued in this area of public administration are part of a broader
government agenda to create a smaller, smarter and more productive and sustainable public sector.
The audit was intended to provide assurance on whether significant funding on leased office
property is being managed effectively at a whole-of-government level.

Audit objective, criteria and scope

1.10 The objective of the audit was to assess whether effective arrangements have been
established by Finance to achieve value for money outcomes for Commonwealth leased office
property.

1.11 Toform aconclusion against the audit objective, the ANAO adopted three high-level criteria:

. Was Operation Tetris executed effectively?

° Were good processes followed and sound advice provided to government to inform the
establishment of the coordinated procurement of property services?

° Are whole-of-government arrangements supported by relevant property data and a
suitable performance framework?

1.12 The scope of the audit focussed on the three main activities covered by Finance’s program
of work: Operation Tetris; the establishment of the coordinated procurement of property services;
and efforts to improve the collection and use of property data to support decision-making and
reporting.

Methodology

1.13  The audit method mainly involved an examination and analysis of documentation and
property data held by Finance. This work was supported by interviews with departmental staff.
Entities’ views were reflected in documentation held by Finance, particularly in relation to the
establishment of the coordinated procurement of property services and related savings.

1.14  Audit procedures included:

° reviewing advice and briefing material provided to government and the Parliament;

. assessing whether requirements, including under the Commonwealth Property
Management Framework, were met;

. analysing the basis of costs and benefits identified by Finance; and

. identifying and analysing property data used in decision-making processes.

1.15 The audit was conducted in accordance with relevant ANAO auditing standards at a cost to
the ANAO of $333,517.

1.16 The team members for this audit were Emily Drown, Erica Sekendy, Stephen Cull and
Brian Boyd.
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2. Operation Tetris: Reducing surplus office
space

Areas examined

The ANAO examined whether Operation Tetris was executed effectively by the Department of
Finance (Finance), particularly with respect to identifying surplus office space in a systematic
manner and establishing arrangements to deliver whole-of-government savings and efficiencies.

Conclusion

Operation Tetris has been effective in delivering better utilisation of existing Commonwealth
office space, mainly in the Australian Capital Territory. The reported $300 million in savings to
entities was not supported by a sound methodology.

Areas for improvement

Finance’s efforts to reduce vacant or surplus office space are now being managed through the
coordinated procurement of property services (examined in Chapter 3).

Was surplus office space identified in a systematic manner?

Prior to 2015, Finance had not used property data collected from entities (since 2009) to
systematically identify surplus office space and inform appropriate responses. Following the
initiation of Operation Tetris in April 2015, Finance identified various proposed moves that
were expected to reduce the Commonwealth’s property footprint in the ACT by about 50,000
square metres by 2018.

2.1 The signing of a property lease typically represents a significant financial commitment for
entities and requires consideration of relevant costs, benefits and risks. Such decisions necessarily
involve a degree of judgement, including in relation to market conditions and the broader policy
environment.

2.2 In 2015, Finance initiated a project to make better use of vacant or surplus space owned or
leased by the Commonwealth. This was to be achieved by absorbing entities’ lease requirements,
where feasible, into existing vacant office accommodation.

Origin of Operation Tetris

2.3 The project that became known as ‘Operation Tetris’ was initiated by Finance in April 2015.
At that time, Finance provided advice to the Minister for Finance (Minister) outlining a strategy to
reduce the extent of Commonwealth leased office accommodation in the Australian Capital
Territory (ACT). Finance noted that several large leases would expire between 2015 and 2018 and
that long-term tenants were required for Commonwealth-owned buildings, subject to the
Parliamentary Standing Committee on Public Works agreeing to Finance’s proposal to move out of
its then Commonwealth-owned building into a new privately-owned premises in the ACT.

2.4 Finance identified the potential to reduce lease costs in the ACT in the order of $200 million
over 10 years by directing entities with expiring leases into surplus leased or Commonwealth owned
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space.? A list of proposed moves was identified to the Minister, which were expected to reduce the
Commonwealth’s property footprint in the ACT by about 50,000 square metres by 2018
(Table 2.1). Opportunities for improving whole-of-government outcomes in other locations,

including Adelaide and Brisbane, were also noted.

Table 2.1:

Current location

Current Net
Lettable Area

(m?)

Surplus area
filled

Proposed moves in the Australian Capital Territory as at 14 April 2015

New Net
Lettable Area
(m?)

Department of the | 33 Allara Street, 9,123 | John Gorton 9,753
Environment and Canberra building, Canberra
Energy
Shared Services 10-14 Mort Street, 10,218 | Garema Court 10,873
Centre Canberra building, Canberra

17 Moore Street,

Canberra

50 Marcus Clarke

Street, Canberra

60 Marcus Clarke

Street, Canberra
Department of 38 Sydney Ave, 9,464 | Nishi building 9,055
Communications Canberra Levels 3-7,
and the Arts Canberra
Digital New Requirement 3,195 | Nishi building 3,195
Transformation Levels 0-2,
Agency Canberra
Australian West Block Offices, 4,800 | 50 Marcus Clarke 4,800
Electoral Canberra Street, Canberra
Commission
Murray Darling Allara Street, 5,040 | 50 Marcus Clarke 5,040
Basin Authority Canberra Street, Canberra
Safe Work 220 Northbourne 1,760 | 50 Marcus Clarke 1,760
Australia Avenue, Canberra Street, Canberra
Office of the Fair SAP House, 1,200 | 50 Marcus Clarke 1,200
Work Ombudsman | Canberra Street, Canberra
Australian 19 National Circuit, 7,073 | Treasury building, 6,396
National Audit Canberra Canberra
Office

Total Demand 51,963 | Total Supply 52,072

Source: ANAO based on Finance’s advice to the Minister for Finance (14 April 2015).

2.5 Finance identified that a strategy of absorbing surplus leased space provides a

whole-of-government outcome that is consistent with the Commonwealth Property Management
Framework — to facilitate informed decision-making and the efficient, effective, economical and
ethical use of Australian Government property resources.

2.6 The advice followed on from a Strategic Leasing Review undertaken by Finance in late 2014.
The scope of the Review covered all entities within the General Government Sector
(except Defence) and aimed to assist government to more fully understand the nature and extent
of the Commonwealth’s property commitment. The Review identified three areas where further
analysis was warranted, to find efficiencies and savings measures:

3 Finance’s advice noted that the savings were based on a review undertaken by an external firm, Synergy Group.
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Operation Tetris: Reducing surplus office space

o focusing on leases due to expire in the next two years (about 1000), identifying
opportunities to consolidate the number of leases and use existing space more efficiently;

° review existing governance processes, including the Resource Management Guides on
property, and the occupational density target; and

° review the supporting contracts, including to assess the suitability of coordinated
procurements or shared services arrangements.

2.7 The Review also observed the difficulty of collating the necessary property data, and pointed
to the need for further investment in this area.

2.8 Finance’s advice in April 2015 did not identify any particular reasons why surplus space was
available in the identified entities — for example, as a result of machinery-of-government changes
or other government decisions; market conditions making it difficult to secure sub-tenants; or the
appropriateness of the original leasing decisions.* The advice noted that the Commonwealth has
not historically leveraged its portfolio buying power, with lease decisions being based on individual
entity needs consistent with the accountability regime.

2.9 In May 2015, the Minister announced that Commonwealth leases for office space would be
considered at a whole-of-government level to maximise the efficient use of leases across
government. Potential savings were estimated to be $200 million over ten years with the Minister
advised that this estimate was ‘conservative’ as it ‘relates only to rent’, although this was not
accurate as the estimate also included relocation and fit-out costs.

Initial savings analysis

2.10 Early in the audit, the ANAO identified that Finance had commissioned analysis from an
external firm, Synergy Group. In January 2018, Finance advised the ANAO that: ‘The product from
Synergy Group was the power point presentation titled ACT Property Assessment. Synergy did not
provide further supporting analysis.’

2.11 InJuly 2018, Finance provided the ANAO with a copy of a cost model developed by Synergy
Group in February 2015. The cost model was not part of Finance’s records and was not provided in
response to a number of specific requests made by the ANAO to Finance starting in December 2017.
There is also no evidence that Finance had possession of, and considered, the cost model when it
provided advice to the Minister in April 2015 or subsequently.

2.12  The cost model provides indicative savings for five proposed moves, which are estimated to
produce savings of some $200 million (including fit-out costs and relocation costs).”® The
assumptions underpinning the savings are outlined in the cost model.

2.13  The cost model provides the basis for a more robust methodology to estimate savings than
that later employed by Finance to estimate the $300 million in claimed savings from Operation
Tetris (see paragraphs 2.33 to 2.36).

4 In July 2018, Finance advised the ANAO that the surplus space in leased accommodation in the ACT was
predominantly due to entities requiring less space following machinery-of-government changes.

5 As shown in Table 2.1, Finance’s advice to the Minister in April 2015 include nine proposed moves, four of which
were included in Synergy Group’s cost model.
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National roll-out proposed

2.14  On 8 February 2016, the Minister announced that on the basis of successful implementation
in the ACT, Operation Tetris (as it was now called) would be rolled-out nationally. In early May 2016,
Finance advised the Minister that it would initially focus on the business districts in Adelaide and
Brisbane, with other major capital cities to follow. The advice noted that nationally 59 per cent of
leases were due to expire over the next three years, representing 42 per cent of the total leased
area.

2.15 In January 2018, Finance advised the ANAO that Adelaide and Brisbane were identified
following a desktop analysis of upcoming lease expiry dates. It advised that these jurisdictions were
used to test the concept outside of the ACT, ahead of the planned implementation of the
coordinated procurement of property services.® Finance further advised the ANAO that the focus
on leases in these locations did not preclude ‘Tetris-type’ moves in other locations where
opportunities were available, noting that additional requirements had been placed on entities,
aimed at identifying and using surplus space.’

2.16  Finance provided further advice to the Minister in September 2016 confirming that the pilot
projects had commenced, and based on initial desktop modelling were estimated to reduce rent by
$4.6 million a year in Adelaide and $7.2 million a year in Brisbane. On 3 April 2017, the Minister
announced that Operation Tetris was on track to realise savings of $300 million over 10 years,
stating that since the national roll-out, Operation Tetris had successfully filled over 60,000 square
metres of vacant space in the ACT and a further 7,000 square metres in other capital cities.

2.17 Operation Tetris was not specifically piloted in other capital cities but has been incorporated
into the coordinated procurement arrangements for property services. Relocating entities into
suitable surplus space is one of the options to be considered under these arrangements.

Property data collected since 2009

2.18 The principles established under the original Commonwealth Property Management
Framework supported a focus on achieving the best value for money outcome for property
decisions. In accordance with these principles, entities were required to have regard to
whole-of-government outcomes in their property decision-making. There were processes to
support the sharing of information and collaboration.

2.19 Finance has been collecting property data from entities since 2009 when the
Commonwealth Property Management Framework was first introduced. Referred to as the
Australian Government Property Data Collection (PRODAC), this was established as an evidence
base for the office space leased and owned by the Australian Government. In June 2018, Finance
advised the ANAO that PRODAC was initially established to identify whether entities were meeting
the occupational density target rather than a broader purpose.

2.20 Prior to the Strategic Leasing Review in 2014 and the initiation of Operation Tetris in 2015,
the review and analysis of property data was not a regular, business-as-usual activity undertaken
by Finance. This was the case notwithstanding Finance’s responsibilities under successive

6 The coordinated procurement arrangements were originally scheduled to be implemented by 1 July 2017.

7 The changes were made to Resource Management Guide 504 in September 2015, and are discussed in
paragraphs 2.23to 2.24.
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Operation Tetris: Reducing surplus office space

Administrative Arrangements Orders and that leases expire on a fairly continuous or rolling basis.
As shown in Figure 2.1, at the time Operation Tetris was initiated there was a looming peak of leased
area due to expire nationally and in the ACT.

Figure 2.1: Lease area due to expire as at September 2009

1,000,000
Operation Tetris April 2015

1
800,000 :
I
I

600,000

Area (m?)

400,000

200,000

0 1
2009 2014 2019 2024 2029
m Total area (m?) Area in the ACT (m?)

Source: ANAO based on the Australian Government Office Occupancy Report 2010.

Were frameworks strengthened to deliver better whole-of-government
outcomes?

In important respects, frameworks have been strengthened. In particular, changes made to the
Commonwealth Property Management Framework provided greater central visibility and
authority over certain lease proposals. Finance did not follow through on establishing
appropriate funding arrangements to promote and support involvement by entities.

Changes to the Commonwealth Property Management Framework

2.21 At the time that Operation Tetris was initiated, there were no specific requirements or
formal mechanisms directing entities into surplus or vacant office space.

2.22  In April 2015, Finance recommended two amendments to the existing Lease Endorsement
Process under the Commonwealth Property Management Framework. These were agreed by
government:

. to provide the Minister or nominee with the authority to endorse significant entity lease
proposals; and

. torequire entities to relocate to currently surplus Commonwealth leased accommodation,
as determined by the Minister or nominee.
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2.23  In September 2015, Finance made a number of changes to the Commonwealth Property
Management Framework, as approved by the Minister, including to:

° require entities to notify Finance of any proposed procurements of office accommodation
or retail shopfronts with a value on a whole-of-life basis of over $2 million;

° require entities to undertake a Local Impact Assessment in specified circumstances;

° provide the Minister with the authority for endorsing leases above existing thresholds®

(removing the previous role of the Secretary of Finance); and

. providing the Minister with the authority to impose conditions on lease procurements
following notification and assessment, and to ‘call in” any lease for endorsement that
would otherwise fall under thresholds.

2.24  The first and fourth changes were particularly aimed at promoting better utilisation of
surplus leased office space. These changes provided greater visibility and authority on entities’
proposed leasing activities that fell below the thresholds where formal endorsement and
cost—benefit analysis were required. The Framework was further amended to clarify the authority
of the Minister to impose conditions in circumstances where an entity proposes to exercise an
option to extend a current lease (rather than taking up available space elsewhere).

2.25 In practice, the Minister did not ‘direct’ entities to move into vacant space. Rather, the
Minister could determine that a lease procurement not proceed due to the availability of surplus
office space — in effect to ‘block’ a move proposed by an entity. This approach was taken in respect
to lease proposals submitted by the Department of Communications and the Arts, where the
Minister did not endorse any proposals except for the Department to relocate to vacant space in
the Nishi building in Canberra. Also, prior to the Commonwealth Property Management Framework
being amended in September 2015, the Department of Veterans’ Affairs’ (DVA) proposal to relocate
to privately-leased office accommodation was not endorsed by the Secretary of Finance. Instead,
agreement was reached for DVA to occupy surplus office space at the Australian Taxation Office’s
(ATO) building in Civic, Canberra, which was seen to provide a better whole-of-government
outcome.

Finance’s role in assisting moves

2.26 Finance played a prominent role in facilitating moves under Operation Tetris. To streamline
the process of setting up co-location arrangements and relocating to new premises, Finance
facilitated site visits and negotiated leasing arrangements between entities. Finance also developed
or used a suite of guidance documents and tools to assist entities in negotiating and transferring
leased space between entities. These included a Commonwealth National Lease, Memorandum of
Understanding templates for subleasing, cost—benefit analysis templates, an accommodation
register to advertise excess space, and a financial analysis tool used to evaluate accommodation
options.

2.27 Finance prepared a ‘lesson learnt’” paper for its involvement with some of the moves that
occurred.® Lessons included the need for: good data and information to identify appropriate

8 Changes to the Commonwealth Property Management Guidelines in 2013 required that leasing proposals with
a whole-of-life cost above $30 million (5100 million for the Department of Defence) be endorsed by the
Secretary of Finance.

9 Principally for the Nishi building in the ACT and the moves that occurred in Adelaide.
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participants, including information beyond data captured in PRODAC; sufficient time to allow
negotiations and relocations to occur to optimise benefits from relocations; clearly defined roles
and responsibilities for each party; and guidelines on how costs are to be shared. In June 2018,
Finance advised the ANAO that it has taken these lessons (as relevant) into account when
establishing the coordinated procurement of property services and supporting arrangements. As
evidence, Finance pointed to:

° a revision to the Commonwealth Property Management Framework requiring the ‘host’
or tenant entity to charge the intended sub-tenant a rent consistent with prevailing
market conditions (rather than, for example, the higher rent being paid by the tenant
entity);

° proactively planning for lease expiries several years in advance (the Strategic Property
Adviser role); and

° requiring Property Service Providers to provide property data to Finance on behalf of
entities to improve the quality of data.

Funding mechanisms

2.28 Finance’s initial advice to the Minister in April 2015 noted that the development of a
whole-of-government framework to improve property efficiency needed to consider funding
arrangements. That is, there was a need to determine how the efforts to reduce surplus space affect
the amount that entities are funded for accommodation expenses, and how any savings can be
returned to the Budget through, for example, adjustments to entities’ appropriations.

2.29 Finance noted that some smaller entities had raised concerns about the affordability and
consistency of the proposed moves to their business needs. Finance stated that:

° the department’s Property and Construction Division was working with its Budget Group
to identify solutions to the administration of funding arrangements, including the
redistribution of overall savings from the strategy; and

° it proposed to provide formal advice to the affected agencies of the strategy'® and to work
with agencies through implementation arrangements including budget matters.

2.30 Finance consulted internally on the question of funding and cost allocation issues for
Operation Tetris in July 2016, presenting different scenarios for consideration. The internal
responses pointed to the complexity of the issues and the need for different approaches to cater
for the range of circumstances likely to apply. The scenarios contemplated changes to entities’
appropriations, to provide whole-of-government benefits.

2.31 Finance was unable to produce to the ANAO any records that evidenced whether the issues
raised in the internal consultation were resolved and, if so, what arrangements were put in place.
In January 2018, Finance advised the ANAO that:

In relation to funding arrangements, some issues that have arisen are specific to certain entities
and specific moves, other issues are relevant more broadly across entities. Where the issues are
broadly relevant to most entities Finance is working to resolve the issues and provide guidance
through appropriate mechanisms. For example, RMG500 states that entities moving into a sub-

10 There was no evidence that formal advice was provided.
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lease arrangement should not be charged above current market rental rates. This will assist in
ensuring that entities participating in Operation Tetris (which results in a better whole-of-
Government outcome) are not disadvantaged at an entity level compared to approaching the
market and entering into a new lease.

2.32 Two entities involved in Operation Tetris identified the need for additional funding. The
Department of Communications and the Arts received funding of $19.2 million over 11 years from
the previous host tenant, the Department of Industry, Innovation and Science, to supplement rent
at its new premises. As part of co-location arrangements, DVA received approximately $4.3 million
from the ATO to fund fit-out costs at its new premises.

Were robust and transparent methods used to estimate and track
relevant costs and benefits?

The methodology used to estimate and track relevant costs and benefits was not sufficiently
robust or transparent. Important aspects of the methodology were not clearly documented,
and the approach followed did not include all relevant costs (including fit-out and relocation
costs). Moves were tracked but the estimates were not verified or adjusted to reflect actual
outcomes.

Savings methodology

2.33  Rather than updating and applying the Synergy model that underpinned its April 2015 advice
to the Minister (see paragraphs 2.10 to 2.13), Finance’s saving methodology involved three
elements:

° the average cost per square metre of office space — $460;
° the size of the Net Lettable Area (NLA) of office space filled — NLA filled; and
. the timeframe over which savings were calculated — 10 years.

These elements supported the simple equation that was used to estimate the $300 million in
claimed savings from Operation Tetris: $460 times NLA filled times 10 years.

2.34 InJanuary 2018, Finance advised the ANAO that the methodology it used is an estimate of
the rent no longer leaving the General Government Sector as a result of sub-leasing arrangements
within government. It noted that these are savings to government as a whole, not savings to
individual entities who moved (which still pay rent to the host entity). Finance further advised the
ANAO that the approach of reducing rent payments outside the General Government Sector creates
an immediate savings or efficiency to government by reducing the total rent expenses incurred by
the affected entities.

2.35 Clarification was sought from Finance on each element of the savings methodology, and
whether other costs, such as fit-out costs and relocation costs (which were addressed in the Synergy
model), were taken account of in the savings calculation. As outlined in Box 1, Finance’s responses
raised further questions about the basis of the methodology, and whether the approach taken was
soundly based and consistently applied.
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Box 1: The three elements of Finance’s savings methodology for Operation Tetris

e Rent cost per square metre — Finance stated that $460 was the average rent paid at the time. No
evidence was provided to support this figure, including which entities the average was based on or
whether the average takes account of different lease arrangements such as lease incentives.
Finance did not indicate whether $460 was the rent cost that entities were anticipated to pay in the
current market or previous rent costs.

e Area filled — Finance stated that the area filled by the entity is the actual amount of space it sub-
leases through Operation Tetris. The decision as to whether an entity is suitable for relocating into
vacant space includes an assessment of whether the space is suitable given the occupational
density target. When calculating the whole-of-government savings it is assumed that, had the entity
entered into a new lease instead, the lease would be for the same amount of space that it occupied
under Tetris.

e 10-year savings period — Finance stated that this is the standard term for commercial office
leases. The documentation provided by Finance to support this statement was a letter provided by
the Strategic Property Adviser in June 2018 (some three years after Operation Tetris was initiated).
Analysis undertaken during the audit indicates that significantly shorter lease terms applied to some
moves (see paragraph 2.43).

Source: ANAO based on advice and documents provided by Finance.

2.36 Relocation and other associated costs were not addressed by Finance’s methodology. In July
2018 Finance commented to the ANAO that costs such as fit-out and relocation would apply
regardless of whether the entity moved under Tetris or into a new lease. The ANAQ’s analysis was
that this assumption did not necessarily hold.!*

Tracking moves and validating estimates

2.37 Finance tracked and recorded the moves that occurred under Operation Tetris. The latest
report (29 January 2018) listed 16 separate moves that are attributed to the $300 million in claimed
savings (Appendix 2).1? Of these moves, 11 were undertaken in Canberra, four in Adelaide, and one
in Sydney. The reports do not identify when the moves occurred. Three of the nine moves that were
initially planned under Operation Tetris, and which made up the estimated $200 million in savings
within the ACT (see Table 2.1) were not undertaken as planned. Two of the planned moves ended
up going to different locations.

2.38 The moves that occurred in Brisbane (one of the two pilot sites outside the ACT) are not
recorded in this report, or the previous four reports. In March 2018, Finance advised the ANAO that
no ‘Tetris’ moves occurred in Brisbane; instead the Brisbane pilot focussed on joint approaches to
market. The projects in Brisbane were longer term and eventually rolled into the work of the
Strategic Property Adviser. Finance advised that the $7.2 million expected savings for the property

11 The consideration of whether other costs should be included will depend on what assumptions are made over
the 10-year period that savings are being calculated. If, for instance, it is assumed an entity would remain in its
current location for a 10-year period, then relocation costs would be an additional cost under Operation Tetris.
Finance did not undertake any analysis to identify additional costs over the 10-year period that Operation Tetris
savings were estimated. Analysis undertaken for Finance in another context indicates that relocation costs are
between $100 to $250 per person; and fit-out costs are up to $2,500 per square metre.

12 In September 2018, Finance advised that an additional move had been attributed to Operation Tetris (a
building consolidation by the Bureau of Meteorology in Melbourne), taking the total number of moves to 17.
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moves that occurred in Brisbane were not included in the $300 million in savings attributed to
Operation Tetris.

2.39 The January 2018 report states that the moves resulted in savings of $29.8 million over the
next ten years, with total area filled of 65,265 square metres. The report notes that the savings are
based on property data from February 2016, and an average lease cost of $460 per square metre.!3
It also notes that the savings figures for the four moves that are listed for Adelaide, which total
$2.1 million, are based on ‘actual avoided rent’ not the methodology that was used for the ACT
moves. This was not the case. Rather, the savings in the report were calculated using the same
methodology as applied to the moves in the ACT (that is, the average rent of $460 multiplied by the
NLA filled times 10 years).

Validating the final outcome of moves

2.40 The need for verification of the actual savings was identified in Finance’s initial advice to the
Minister in April 2015, where it said that the estimates provided by the external firm were
approximate and needed further verification by a detailed cost—benefit analysis. No such analysis
was undertaken, or advice provided to the Minister on the actual outcome of Operation Tetris
compared to the estimated savings, which were then publicly announced.

2.41 In the absence of analysis by Finance, the ANAO identified that sub-leasing agreements
between entities involved in Operation Tetris provide a potential source of data to compare against
Finance’s savings methodology. That is, the agreements would indicate how closely the agreed
lease terms and rental costs matched the assumptions in Finance’s methodology (5460 per square
metre and a 10 year lease term).

2.42 Finance provided the ANAO with draft leasing agreements for two of the then 16 moves
attributed to Operation Tetris (which involved Commonwealth-owned buildings). Finance advised
that entities were not required to provide sub-leasing agreements as part of Operation Tetris, so it
was unable to supply a complete set of documents. The ANAO obtained a further three finalised
sub-leasing agreements from its existing records and processes for auditing entities’ financial
statements.

2.43  Analysis of the five sub-leasing agreements revealed that the assumptions in Finance’s
savings methodology did not consistently hold. For example, in two cases, the agreed lease term
was around seven and five years respectively, reducing the size of the expected savings compared
to Finance’s estimate which assumed 10 years (in one case it was over, at 10.4 years). Also, in four
of the five cases examined, the rental cost per square metre was materially less than the
S460 average used in Finance’s savings methodology, reducing the expected savings for those
moves compared to the estimate.'* In addition, there were differences in the net lettable area
reported in Finance’s summary tracking sheet for Operation Tetris and the net lettable area listed
in the sub-leasing agreements.

13  Advice and information provided by Finance to the ANAO in June 2018 was that a figure of $460 per square
metre was used so as to ‘align with the previous Question on Notice response’.

14 The rent cost in the sub-leasing agreements was that at the commencement date of the lease, not the
average across the lease period after applying escalation rates. It is unclear whether the $460 used in
Finance’s saving methodology related to the initial or escalated cost.
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2.44  The analysis undertaken by the ANAO did not include all of the then 16 moves attributed to
Operation Tetris and does not provide a basis for extrapolating the results across the remaining
moves. Data provided by Finance in September 2018 indicated that for some moves the lease terms
and rent rates may be above the 10 years and $460 assumed in Finance’s estimate, potentially
increasing the expected savings compared to the estimate for these particular moves. The data
supplied by Finance was not prepared on the same basis as the ANAQ’s analysis. Rather, Finance
used property data self-reported by entities into the Australian Government Property Register
(formerly known as PRODAC).

2.45 The analysis undertaken by the ANAO and the data supplied by Finance reinforces that there
would have been merit in more robust tracking and verification of moves as they occurred. This
would have informed advice to the Minister on the extent to which the publicised savings estimates
were being realised. As a case in point, Finance’s original savings estimate for DVA’s move into the
ATO’s leased premises in Canberra (549 million over ten years) was higher than the savings
indicated by the ANAQO’s analysis ($33.1 million) and by Finance’s subsequent estimate provided in
September 2018 ($35.5 million). All three estimates were also significantly lower than the
S84 million in efficiencies announced for this move in March 2014.%° The announced efficiencies of
$84 million was based on a 17 year lease term, which included two optional five-year extension
periods.

2.46 While Operation Tetris has now concluded, the ANAO has recommended that Finance
ensure its ongoing program of work to deliver savings and efficiencies on Commonwealth leased
office property is supported by a robust and transparent savings methodology (see paragraph 3.80).
This includes verifying estimates when actual data is available — a key task that was not done well
on Operation Tetris.

Savings have been retained by entities

2.47 At the time it was being implemented, Finance did not address how the Operation Tetris
savings would be treated. That is, whether savings would be returned to the Budget or retained by
entities.'®

2.48 In March 2018, Finance advised the ANAO that the savings generated from Operation Tetris
were being considered as part of broader advice to government on a range of property-efficiency
matters, including the coordinated procurement of property services. The advice referred to by
Finance was provided to government in March 2018.

2.49 The savings models that underpinned Finance’s March 2018 advice included some analysis
of savings from Operation Tetris and recommendations on how these savings should be treated. An
external firm” was commissioned by Finance in October 2017 to assist with the development of a
savings model for Operation Tetris and other property-efficiency measures. For Operation Tetris,
annual savings of $20 million were identified. These savings related to 11 ‘landlord’ entities that

15 Senator the Hon M Cormann (Minister for Finance) and Senator the Hon A Sinodinos AO (Assistant Treasurer),
‘Over $80 Million in Efficiencies as Government Consolidates Property’, media release, Parliament, Canberra,
5 March 2014. Available from https://www.financeminister.gov.au/media-release/2014/03/05/over-80-
million-efficiencies-government-consolidates-property [accessed April 2018].

16 Some entities received new sub-lease revenue to offset their ongoing rent expense, while other entities faced
higher rent expenses compared to what they had been paying previously, as well as relocation and other costs.

17 PricewaterhouseCoopers Australia.
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received revenue from entities under sub-tenancies arrangements. The savings were quantified
from the 2018-19 financial year onwards, on the assumption that prior year savings had been
retained by the relevant entity and not returned to the Budget. The consultant’s report
recommended that the potential savings of $20 million a year be returned to the Budget.

2.50 In June 2018, Finance advised the ANAO that it did not make any recommendations to
government on the return of Operation Tetris savings to the Budget. Finance further advised the
ANAO that at this time savings from Operation Tetris remain with relevant entities — noting that
future decisions on the treatment of savings are a matter for government.
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3. Establishing a coordinated procurement for
property services

Areas examined

The ANAO examined whether the Department of Finance (Finance) followed good processes and
provided sound advice to government to inform the establishment of coordinated procurement
arrangements for property services.

Conclusion

For the establishment of coordinated procurement arrangements for property services,
Finance’s approach of informing decisions by conducting a contestability review followed by a
market testing review was sound. Cost savings were a key benefit envisaged from the
arrangements. Finance’s advice was not supported by a sufficiently robust savings methodology
during the main decision-making stages. While a more structured approach was used to
allocate the $105.3 million in identified savings after the new arrangements had been
implemented, much of the savings estimated by the allocation analysis relate to changes in
market conditions rather than from the aggregation of government purchasing power.

Areas for improvement

The ANAO has recommended that Finance ensure that its ongoing program of work to deliver
savings and efficiencies on Commonwealth leased office property is supported by a robust and
transparent savings methodology.

Were options for the procurement of property services identified and
compared?

Options were identified and compared. The consideration of options drew on the results of a
market testing review that was informed by engagement with the property services industry
(including industry advice on potential savings from a changed approach).

3.1 Finance has developed a framework to guide consideration — and a government decision
— about which goods or services are suitable for a coordinated procurement.8 A key requirement
is for a scoping study to be undertaken to examine the case for change. Such studies are to examine:
entities’ needs; industry and market; administrative arrangements; volumes and values; as well as
consulting with industry and entities.

3.2 A coordinated procurement is an initiative to establish whole-of-government arrangements
for goods and services in common use to maximise market benefits and to deliver efficiencies and
savings. The Government’s intention to establish a coordinated procurement of property services
was announced in the 2016-17 Budget. In September 2017, the Minister for Finance (Minister)

18 Available from https://www.finance.gov.au/procurement/wog-procurement/coordinated-procurement.html
[accessed June 2018]. Coordinated procurements are in place for a range of goods and services including: motor
vehicle leasing and fleet management; government advertising; travel and related services; major office
machines; and stationary and office supplies. Finance was the lead entity in establishing these arrangements.
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announced that the coordinated procurement was being implemented, and complements other
property efficiency measures, including Operation Tetris. There are two main parts to the
arrangements:

. the appointment of three property service providers!® to deliver leasing and facilities
management services to entities (Box 2); and

° the appointment of a strategic property adviser?® to develop and maintain a
whole-of-government leasing strategy.

Box 2: Examples of leasing and facilities management services to be provided by property
service providers under the coordinated procurement arrangements

Leasing services include:

e Lease planning including identifying vacant or underutilised space and maintaining a complete and
up-to-date information set for each relevant entity

e Lease negotiations on behalf of entities including options, rent reviews, terminations and sub-
tenancy arrangements

¢ Financial management including payment of property operating expenses

e Recording and reporting of property data on behalf of entities

Facilities management services include:

e Cleaning services and waste management

e Building security including security guards

¢ Preventative maintenance — such as electrical, plumbing and air-conditioning
e Help desk and online platforms

e Minor capital works — such as replacing air-conditioning units

Source: ANAO based on documents provided by Finance.

Scoping study

33 Finance initiated a scoping study for property services in August 2015. It engaged two
external advisors?! to examine the then decentralised property management model in place?? and
investigate alternative models for more efficient and cost effective management. The engagement
was referred to as the Property Services Market Testing Review (Market Testing Review).

3.4 The Market Testing Review followed on from the Government’s consideration of the
Contestability Review of Property Services (Contestability Review) — an external review
commissioned by Finance in the context of the Efficiency through Contestability Programme.?® The
final report on the Contestability Review identified opportunities for the Commonwealth to
strengthen collective purchasing arrangements and recommended that a scoping study be

19 Broadspectrum Property Pty Ltd, Evolve FM Pty Ltd, and Jones Lang LaSalle (ACT) Pty Ltd.
20 Deloitte Touche Tohmatsu.
21 PricewaterhouseCoopers and King & Wood Mallesons.

22 Under the decentralised model, entities had broad discretion to manage, procure and deliver their own
property services.

23 Led by Finance, the Efficiency through Contestability Programme was aimed at applying the most efficient way
of designing and delivering government policies, programmes and services.
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undertaken to identify the optimal form of collective purchasing. This recommendation was
supported by Finance and agreed to by government.

3.5 Originally the Market Testing Review report was to be provided to Finance in September
2015, around four weeks after the external providers were engaged. This timeframe was to enable
government’s consideration during the 2015—-16 Mid-Year Economic and Fiscal Outlook. In contrast,
the Contestability Review suggested that, consistent with previous scoping studies for procurement
arrangements, the scoping study might take 6-12 months. The Market Testing Report was finalised
in March 2016.

Industry consultation

3.6 The Market Testing Review was largely informed through engagement with industry
(in September 2015), and included two main processes to solicit views and feedback:

. an initial market sounding, where the external advisers met with nine heads of
organisations who deliver property services; and

° a formal Request for Information (RFIl), issued via AusTender, which formed the basis of
the market testing and sought industry views on: leasing services; facilities services; and
capital works.

3.7 As part of the RFI, industry was asked to describe the optimal model for leasing and facilities
services, and capital works; and to provide comments on three other models under consideration
(Box 3).

Box 3: Property models consulted on with industry during the Market Testing Review

e Current decentralised model — entities are responsible for administering their property portfolio
and provided with a relatively large amount of discretion to manage, procure and deliver property
services.

e Shared Services Hub model — the establishment of a number of ‘hub’ Commonwealth entities who
would be responsible for administering the delivery of property services to a segment of the
Commonwealth portfolio.

e Centralised model — a consolidation of all Commonwealth property services management under a
single central entity.

Source: ANAO based on documents provided by Finance.

3.8 Industry insight was sought primarily to determine which model would deliver the largest
savings and efficiencies and what alternate models should be considered. The questionnaire for
industry sought qualitative and quantitative data supporting how each of the three models in Box 3
would impact on industry’s ability to achieve savings for the Australian Government.

3.9 The RFI received three responses from service providers in relation to the market testing
questions on leasing services (one of these respondents was subsequently engaged as a Property
Service Provider).2* The respondents also identified some strengths and weaknesses of the current
and the two proposed models, including that a number of larger entities where sufficient scale has
been achieved were already delivering collective purchase functions efficiently and effectively.
Finance’s advice to government on the outcome of the Contestability Review was that property
management and advisory services are already ‘highly contested’ with a significant level of

24  Afourth service provider responded to requests for information in relation to facilities services.
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outsourcing for property services across the Commonwealth. In the end, two industry respondents
considered that a Shared Services Hub model was the optimal model for leasing services, with the
remaining respondent favouring the Centralised model.? In all cases, the respondents pointed to
the need for greater integration of property functions.

Entity consultation

3.10 Consultation with Australian Government entities occurred through a Steering Committee
and a Property Services Market Testing Reference Group established by Finance with entity
representatives and the external advisers. The consultation process extended until the final scoping
study was delivered (March 2016) and was primarily focused on obtaining stakeholder views on
potential models and to validate ideas identified from industry.

Recommended model

3.11 The final report of the Market Testing Review (March 2016) recommended a two-phased
approach to the delivery of property management services across the Commonwealth. As depicted
in Figure 3.1, this involved a move away from a decentralised model to the implementation of a
‘Smarter Procurement and Central Support Model’ in Phase 1, followed by a review and
consideration of the Shared Services Hub model in Phase 2.

Figure 3.1: Recommended model of the Market Testing Review

External
Change
Possible
future service
delivery
Step 2: Shared Service mo.dels
Hubs Model Review of Shared
— Service Hubs
Step 1: Smarter procurement + Consolidation of Model
+ Establish mandatory WoAG property management
property services panels: for all Commonwealth
. . entities into four to five
@ Lea.s1'n‘g Servm.es shared services hubs
(b) Fac'lhtles S.emces + The central
(c) Major Capital Works coordination and
(d) Other (e.g. downstream) strategy function wi!]
« Establish and operate a central hma};laggfshared service
coordination and strategy role ub pertormance
® within the Commonwealth
Decentralised
model
(current state)
Internal Change

Source: ANAO reproduction of the two-phased approach presented to the Minister for Finance in December 2015.
3.12 The recommended model was assessed to deliver the optimal mix of short and long term
benefits to the Commonwealth. The final Market Testing Review report noted that:

...phase one enables the Commonwealth to realise short term savings with minimal internal
structural change within the Commonwealth (the change is external rather than internal) and the

25 Two of the four industry providers responded that the Shared Services Hub was also the optimal model for
facilities services.
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lowest level of implementation risk. Phase two will then drive even further savings through
internal structural change to how the Commonwealth manages property services (albeit with
higher levels of implementation risk).

3.13 The Smarter Procurement and Central Support Model recommended for Phase 1 was not
one of the models that was consulted on with industry during the RFI process. This model emerged
during the development of the Market Testing Review report. The model and associated description
are shown in Figure 3.2.

Figure 3.2: Smarter Procurement and Central Support model

Representation of model Description of model

050 The Smarter Procurement and Central Support
_— model will establish the strong fundamentals
Coordination required to maximise value from the
A wosc Commonwealth’s property portfolio. This model
Senices panels will improve the Commonwealth’s purchasing

arrangements through the establishment of
mandatory coordinated procurement panels. It will
also enable the Commonwealth to undertake a
more strategic and forward looking view to drive
Ak . .

% g future outcomes, and increase strategic
% - @"’ By < ﬁ - @‘_’ B | coordination and collaboration in the delivery of

Cth Entity 1 Cth Entity 2 Cth Entity 3 Cth Entity 4 Cth Entity 5 Cth Entity 6 property ma nage m ent servi ces across the

— Direct engagement between Finance and other Commonwealth entities Commonwealth.

— Direct engagement between Commonwealth entities

Source: ANAO presentation of information in the final Market Testing Review report (March 2016).

3.14 In outlining this model, the Market Testing Review report notes that it is fundamentally the
same as the decentralised model but with key operational improvements, namely separate
property service panels?® and a more formalised coordination role by Finance. The report stated
that:

Responsibility for delivery of property services would continue to be governed by the
Commonwealth Property Management Framework, with individual Commonwealth entities
remaining responsible for contract management, service delivery and relationships with suppliers.
However, Finance will provide a more formalised central coordination and support role in the
delivery of WoAG?# property services. This includes establishing panels for key property services
(e.g. leasing, facilities management, capital works project management and energy), oversight of
the head agreements with suppliers and helping all Commonwealth entities to transition onto
these panels.

3.15 As previously mentioned (paragraph 3.7), the Shared Services Hub model was consulted on
during the RFI process and is shown in Figure 3.3. Early drafts of the report on the Market Testing
Review recommended a Shared Services Hub model as the most beneficial property services model
to deliver leasing, facilities management and capital works services. This was consistent with the

26 The model recommended the establishment of separate mandatory whole-of-government property service
panels for leasing services, facilities management services, capital works and energy.

27 ‘WOAG’ stands for Whole-of-Australian Government.
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Australian Government’s existing shared services agenda and was favoured by the industry
respondents as the optimal model for leasing services. The recommendation was also supported by
entity stakeholders, some of which indicated the successful operation of existing ‘clusters’ between
entities.

Figure 3.3: Shared Services Hub model

Representation of model Description of model

030 The Shared Services Hub model involves
y‘q establishing four to five ‘hub’ entities within the
Central Commonwealth who would be responsible for

N administering the outsourced delivery of a defined
suite of property services to an agreed segment of
Ak T kA the Commonwealth portfolio. Client focussed hubs
- A will deliver best practice management of
Commonwealth property to its client entities.

Service Hub (Cth Entity 1) Service Hub (Cth Entity 4) . . . .
“ 'Ce) \]"” em; \"l Under this model, Finance is responsible for
providing policy guidelines and rules around how
@ E a @ E ﬁ property services should be delivered. In addition
O b s O chmys | todelivering this role, Finance could also be a

shared services hub.
__ Direct engagement (i.e. provides services)

222 Indirect engagement (i.e. provides advice)

Source: ANAO presentation of information in the final Market Testing Review report (March 2016).

3.16 In late 2015 Finance assessed that the best approach would be an initial focus on
consolidating external procurements at the whole-of-government level prior to any potential move
towards mandatory service hubs. Finance’s records indicate that the development of a
two-phased approach emerged to maximise Australian Government buying power and to reduce
the implementation risk of moving directly to a Shared Services Hub model that required greater
internal structural changes.

3.17 On the basis of the decision to defer the implementation of shared services hubs, the
Smarter Procurement and Central Support model was canvassed with entity representatives at the
final Property Services Market Testing Reference Group meeting in February 2016. At that time,
entity representatives expressed concern over several aspects of the recommendation, including:

o the move to a two-phased approach given the previous support for a single Shared Service
Hub model;

° the lack of detailed risk assessment for each option presented in the report; and

° the reliability of the projected savings given the 10 year forecast.

3.18 Inregard to entity concerns over the estimated savings, Finance undertook to clearly spell
out in its advice to government the approach for how savings would be calculated and harvested
across entities.

Other models examined

3.19 In addition to the Smarter Procurement and Central Support model and the Shared Services
Hub model, the Market Testing Review report identified two other models that were also assessed
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as capable of delivering cost savings and improved efficiencies to the Commonwealth, namely: the
Centralised model; and the Centralised Integrator model (as depicted in Figure 3.4).

Figure 3.4: Centralised model and Centralised Integrator model

Centralised model Centralised Integrator model
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) ) ) . —— Direct engagement (i.e. provides services)
—— Direct engagement (i.e. provides services)

Source: ANAO reproduction of information from the final Market Testing Review report (March 2016).

3.20 The Centralised model had been canvassed with industry as part of the RFl process but the
Centralised Integrator model had not been (see Box 3 at paragraph 3.7). Like the Smarter
Procurement and Central Support model, the Centralised Integrator model emerged during the
development of the Market Testing Review report. In brief, this model is characterised by
centralising property management activities within one Australian Government entity and engaging
an industry specialist to deliver the property management activities that have historically been the
responsibility of the Commonwealth — that is, procurement and contract management.

3.21 Table 3.1 presents the analysis of savings for each of the four models identified in the Market
Testing Review.

Table 3.1: Comparison of cost savings across the models identified in the Market
Testing Review

Model Estimated savings (FY17-21)
Rent Facilities | Net cost savings after

implementation costs

Smarter Procurement and Central Support model $174.8m $100.5m $285.4m
Shared Services Hub model $232.4m $133.8m $419.1m
Centralised model $211.5m $127.6m $368.1m
Centralised Integrator model $211.5m $127.6m $361.4m

Source: ANAO based on the final Market Testing Review report, March 2016.

3.22 The Market Testing Review report stated that the current decentralised model did not
maximise value for the Commonwealth as a result of the duplication of services and excess vacant
space, primarily due to a lack of consolidated leasing. This model was considered unlikely to provide
any net cost savings.
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3.23 The decentralised approach was used as a base case for the assessment of savings across
the other models. Cost savings were estimated as a reduction in the 2015 baseline cost and are
discussed further from paragraph 3.34. Of the four proposed options, the Shared Services Hub
model was assessed to generate the highest net savings across the five year period to 2021 and the
Smarter Procurement and Central Support model the least net savings.

Savings estimates for the recommended model

3.24 The final report of the Market Testing Review suggested that the proposed two-phased
approach would deliver savings in excess of $1 billion over the ten years to the end of
2025-26 (51,066 million after implementation costs of $32 million). Figure 3.5 illustrates the
breakdown of savings across the two phases and the estimated ongoing savings once peak annual
savings are expected to be reached.

Figure 3.5: Estimated ten year savings forecast exclusive of implementation costs
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Source: ANAO modification of diagram in the final Market Testing Review report, March 2016.

3.25 Of the total estimated savings:

° $201 million (5187 million after implementation costs) was attributed to Phase 1 — under
the Smarter Procurement and Central Support model;

. $275 million (5266 million after implementation costs) to Phase 2 — under the Shared
Services Hub model; and

° a further $624 million (5614 million after implementation costs) in ongoing benefits over
the remaining four years to 2025-26.
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3.26  For the purposes of the report, the Phase 2 savings and ongoing ‘business-as-usual’ benefits
were calculated on the assumption that the Shared Services Hub model would immediately follow
Phase 1.

3.27 Asdiscussed further below, three limitations were identified with the approach taken in the
Market Testing Review to estimate savings for the recommended model:

° the estimates were broadly determined and based on input from a small number of
industry participants;

° these industry estimates were not tested against entities’ particular arrangements and
were not specifically sought for the Smarter Procurement and Central Support model; and

° there were irregularities in the way the savings were calculated, including the nature of
the adjustments made and some of the assumptions used.

Industry input

3.28 The cost saving estimates were obtained from the small number of industry providers that
responded to the Market Testing Review — that is, the three providers that commented on leasing
arrangements and four providers (including the three other providers) that commented on facilities
management arrangements. Specific information sought from industry included:

° how current leasing and facility costs could be reduced for the Commonwealth by
optimising the operating model, addressed by the market testing question: ‘How can you
deliver savings?’;

° a quantification of savings as a result of the above changes, supported by specific
examples where the industry provider has implemented the identified cost saving
measure; and

° the comparative likelihood that these savings would be achieved under the current
decentralised model, Shared Services Hub model or Centralised model.

3.29 As previously noted, industry was not asked to estimate savings for Phase 1 of the
recommended model — the Smarter Procurement and Central Support model.

3.30 The Market Testing Review reported that in most cases industry identified a potential saving
of 15 to 20 per cent across the leasing and facilities service portfolios through the implementation
of the industry-identified changes.?® This estimate was reported inconsistently throughout the
report and not could not be quantified from industry responses, which varied significantly in detail
between the respondents (see Table 3.2).

28 For example, through the integration of contracts for leasing, facilities and capital works to leverage supplier
discounts and, for leasing services, a reduction of in-house property teams.
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Table 3.2: Lease savings identified by industry participants

Industry participant A Industry participant B Industry
participant C

¢ 5-10% saving in management fees from | ¢ Savings of 15% from: o 15-20%
consolidating leasing services under a e 5-7% of lease and lease realised
Shared Services Hub model. associated expenses within 2-3 across the

e 5% of portfolio management costs from years from portfolio planning service
improved planning for and management functions. portfolio.
of the leased property requirements. e 30% reduction in headcount

e 10% saving of lease management costs through a Centralised model.
through consolidation of agencies. « Offshore shared service centre,

e 2% saving through elimination of hard 25-30% operating efficiency.
boundaries between agencies. ¢ 20-30% brokerage fee discount

e 50% of current APS property staff costs. (not applicable).

e 15% saving in total leasing costs e 19% cost avoidance from
through improved space utilisation. workplace optimisation

arrangements.

Source: ANAO presentation of information in the final Market Testing Review report (March 2016).

3.31 Industry were asked to validate the estimated savings by providing domestic or international
examples where the same cost savings measures had been implemented, either in the private or
public sector. The examples provided by the respondents predominantly related to the private
sector industry and/or international organisations. They provided little insight to support the
claimed savings in an Australian Government setting. Of the 18 case studies provided by industry,
only one could be identified as relating to a public sector entity. There was also no clear correlation
between the savings identified in the industry case studies and the claimed savings in Table 3.2.

No entity testing

3.32 The savings estimates were not tested against entities’ property service arrangements. The
Market Testing Review did not test the claimed savings with entities or an examination of an entity’s
operational or bespoke requirements; nor was it required to under the terms of the engagement
with the advisers for the review. Finance did not conduct additional testing of the savings estimates
provided by its advisers, advising the ANAO in June 2018 that it ‘accepted the savings estimates put
forward by its expert advisers and, therefore did not undertake a separate analysis’.

Savings calculations for the recommended two-phased approach

3.33 The Market Testing Review noted that the estimated cost savings were limited by a reliance
on industry and the identified ‘risk that industry has been selective with their responses’.?°

3.34 Cost savings were estimated as a reduction in the 2015 baseline costs for 94 non-corporate
Commonwealth entities (NCEs) that lease property within Australia.3® Baseline costs were
summarised into cost components and a more ‘conservative’ savings estimate was applied across

29 Other limitations noted in the review include the accuracy of the property data, in particular in relation to
Commonwealth-owned properties and leases under 500 square metres where data was not collected from
entities; and assumptions made in relation to implementation costs.

30 The 2015 baseline costs were calculated by combining costs from PRODAC properties, non-PRODAC leased
properties and owned properties. Costs from the combined dataset were consolidated into property functions
with the greatest annual expenditure: rent, facilities services, service provider management fees, capital works
and Average Staffing Level costs.
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each component than that identified by industry. Table 3.3 illustrates the adjustments made to the
industry estimates for the purposes of the Market Testing Review calculations. Adjustments were
also made to account for phased savings as leases expire and the assumption that only half of the
total potential lease cost savings will be achieved by 2021.

Table 3.3: Application of industry estimates in the Market Testing Review

Cost component? Industry savings estimate | Final savings estimate applied
provided

Rent 10-15% 5%

Facilities services 10-20% 10%

Capital works 3-5% 2.5%

Australian Public Service (APS) Up to 50% 10%?®

staff costs

Note a: The Market Testing Review notes that industry did not comment on management fees but assumed savings
for this cost were five per cent by 2021.

Note b: Estimates in the Review assume potential saving of 10 per cent to account for additional resources required to
establish the shared service hubs.

Source: Final Market Testing Review report, March 2016.

3.35 The Shared Services Hub model was used as the starting point upon which savings for the
other three models were calculated. For example, the savings attributed to the Smarter
Procurement and Central Support model was calculated based on the assumption that this model
could deliver only 75 per cent3! of the expected leasing and facilities management savings from the
Shared Services Hub model due to difficulties coordinating leasing and facility contracts.

3.36 While the assumptions made were documented in the review, there were apparent
inconsistencies in the application of some assumptions, which had the potential to impact on the
final reported savings for the Smarter Procurement and Central Support model. For example, the
review noted that the savings expected under the Shared Services Hub model for management fees
and Australian Public Service (APS) staffing costs were not expected to be optimised for the Smarter
Procurement model, yet 100 per cent of the management fee savings were passed on to the
Smarter Procurement model.3?

3.37 The Market Testing Review recommended implementing two models across two phases.
Under the two-phased approach, further adjustments®? were made to the individual savings
calculated for each model to achieve the final estimated cost savings of $476 million
(5453 million after implementation costs).

31 Savings were estimated at 75 per cent for rent and facilities; 100 per cent for management fees; and 25 per cent
for capital works.

32 In comparison, no APS cost savings were expected under the Smarter Procurement model.

33 Estimated savings for Phase 1 were identical to the savings from the first four years under the Smarter
Procurement and Central Support Model. Savings for Phase 2 were based on the final two years of savings
estimated for the Shared Services Hub model deferred by one year on the basis that some savings would already
be realised.
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Was advice to government supported by suitable analysis and
evidence?

Finance’s advice to government was not supported by robust analysis and evidence during the
main decision-making process to establish a coordinated procurement for property services.
In particular, Finance did not test the savings claims made by industry against entities’ property
arrangements. A more structured approach for allocating the specified total quantum of
savings was developed after the new arrangements were implemented, although the estimated
savings used for allocative purposes relate largely to changes in market rents and reflecting the
occupational density target rather than from the aggregation of government purchasing power.

3.38 Finance provided advice to government on various occasions during the decision-making
process to establish a coordinated procurement of property services. As illustrated in Figure 3.6,
this included:

° advice on the outcome of the Market Testing Review in April 2016, including the estimated
savings of introducing a coordinated procurement for property services;

o advice on the proposed structure of the coordinated procurement arrangements in
September and October 2016, following a further design and consultation process; and

° advice in March 2018 on the allocation of savings from the coordinated procurement
arrangements, following the development of a savings model.

Figure 3.6: Timeline for establishing the coordinated procurement of property services

March 2018

‘ September 2016 Advice on allocation
Advice on proposed structure September 2017 of savings
of the arrangements New coordinated
procurement arrangements
April 2015 April 2016 announced
Advice recommending Advice on outcome of Market
investigation and market testing for Testing Review recommending
the delivery of outsourced establishment Ja_nuary .2(.)18
property management services of coordinated procurement First erl1tl|t|es
transition
Approach the market for Develop spvings
Scoping Study Finalise design industry providers model
A4 ¢
A\ 4 <
2015 i 2016 2017 2018 i
H 1

Source: ANAO based on documents provided by Finance.

Outcome of the Market Testing Review

3.39 Following the Market Testing Review, Finance recommended the establishment of
mandatory whole-of-government coordinated procurement for non-corporate Commonwealth
entities in respect to specified services.3* This was agreed by government. Finance’s advice included

34 Coordinated procurements were recommended in relation to leasing services and property and facilities
management services in respect of domestic office accommodation and shopfronts; as well as implementing
appropriate arrangements for non-Defence capital works and utilities; and other property types (excluding
Defence bases) where considered appropriate.
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a summary of the two-phased approach proposed in the Market Testing Review, but it did not
specifically seek agreement from government to this approach or the implementation of Phase 1 as
described in the Review.

3.40 Finance determined that a further design process was required to identify the appropriate
delivery model for managing leased office property and related services. It recommended that the
‘structure’ of the arrangements be subsequently agreed by the Minister for Finance. This approach
was supported. The two reviews commissioned by Finance to examine the case for change in the
management of leased office property — the Contestability Review and the Market Testing Review
— did not result in a preferred model being proposed to government at the main stage of the
decision-making process.

Savings estimates

3.41 Inits April 2016 advice to government, Finance noted that its advisers on the Market Testing
Review identified indicative savings of $105.3 million over the four years to 2019-20
(and $183.7 million to 2020-21). These indicative savings were said to comprise $17 million from a
reduced leasing footprint and $88.3 million in consolidated purchasing.

3.42 InFinance’s advice to government, the indicative savings estimate of $105.3 million was the
most prominently described benefit of establishing a coordinated procurement. It was a central
part of Finance’s policy case for recommending this option.

3.43 The Market Testing Review did not include any reference to indicative savings of
$105.3 million. In May 2018, Finance advised the ANAO that this estimate was derived from the
cumulative savings estimates in the review and was adjusted to:

° remove the savings attributed to the Department of Defence3>;

. remove capital expenditure; and

° reflect the expectation that savings would not be achieved until the 2017-18 financial
year.

3.44  Finance did not adjust the estimate to fully account for costs specific to the model adopted
for Phase 1. The estimated savings in service provider management fees was based on 100 per cent
of the savings estimated for the Shared Services Hub model also applying to the Smarter
Procurement model (see paragraph 3.36). The Market Testing Review stated that the management
fee savings estimated for the hub-type model represented ‘the estimated savings that the
Commonwealth will receive as a result of the current larger number of small outsourced service
provider contracts being consolidated into four larger outsourced property services contracts.
These savings were not adjusted for the Phase 1 model which used three (not four) Property Service
Providers or to account for any other differences in the models. 3¢

3.45 Finance advised that management fees for the three Property Service Providers used in
Phase 1 are in the order of $45 million a year once all entities have transitioned to the new

35 Defence savings estimated at $6.8 million were expected to be retained by the entity.

36 Implementation costs of approximately $12 million were separately estimated in the review for the first three
years of the arrangements, being costs associated with the engagement of commercial/legal advisers and
Australian Government staff to deliver the central coordination and strategy role.
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arrangements. The advice sought agreement for establishment costs of $3 million for the
establishment and management of the coordinated procurement3’ but did not otherwise refer to
the cost of the Property Services Providers. There was no evidence to indicate that Finance
undertook analysis to determine the net result of engaging the providers to replace entity’s existing
outsourced arrangements.

3.46 Finance advised that the savings estimate was conservative and likely to materially
understate the actual savings that will be realised over time, citing industry’s view that savings for
leasing and facilities services could be as high as 20 per cent and indicating that savings could be in
the order of $400 million a year. Finance also advised that the savings could not be confirmed until
the new procurement arrangements are operational. To manage the risk that they may be
overstated, Finance recommended, and government agreed, that the indicative savings be held in
the Contingency Reserve3® until further advice was provided to government in the 2017-18 Budget
context on the treatment of savings and Finance’s ongoing management costs.

3.47  Further advice on savings was not provided to government until March 2018 — around two
years after government’s decision to establish a coordinated procurement. Finance’s further advice
on the indicative savings estimate was provided after a number of entities had transitioned to the
new arrangements, and after external providers were engaged to support the new arrangements.
(Paragraphs 3.61 to 3.75 discuss Finance’s process for providing this further advice.)

Consultation with entities

3.48 Entities were provided an opportunity to comment on Finance’s proposal to introduce a
coordinated procurement for property services. Finance did not make available to entities the final
Market Testing Review which formed the basis of the recommendations and savings reported to
government.

3.49 Some entities, including those that had large holdings of leased office property, did not
support the proposal. One of the main concerns raised by entities was that Finance did not provide
sufficient detail to explain how claimed savings were to be achieved. While entities offered support
for the intent of the proposal — to reduce property costs across the Commonwealth — issues were
raised around some common themes, including:

° the absence of a proper consultation process to match the complexity and significance of
the proposal;

° the absence of detail on how the proposed arrangements would work;

. the basis for delivering actual realisable savings — including over and above those already

being achieved through existing measures such as the occupational density target; and

. doubts about whether centralisation would be more effective than the arrangements
large entities already had in place or working towards, including shared services hubs.

37 Establishment costs of $3 million for business and advisory services in 2016—-17 were agreed by government to
be offset from whole-of-government savings.

38 The Contingency Reserve is a provision within the Budget and forward estimates for items that either cannot
or should not (generally for reasons of commercial sensitivity) be allocated to specific programs at the time of
publication.
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Other expected benefits and implementation risks

3.50 Finance’s advice to government focussed on how to reduce costs by consolidating the
Commonwealth’s significant property-related purchasing power. The advice included general
statements about other identified objectives of establishing a coordinated procurement, including
the goal of ‘maximising competition” while not unnecessarily distorting the market.

3.51 Finance advised that the Australian market is characterised by only a few large property
service providers able to meet the entirety of the Commonwealth’s need. It noted that industry
impacts will, as suggested by the Review’s advisers, need to be considered in the development
phase. No analysis was provided by Finance in April 2016 on how the competition would be
maximised under the proposed coordinated procurement arrangements.

3.52 The Smarter Procurement and Central Support model proposed for Phase 1 in the Market
Testing Review recommended that Government establish separate panels for leasing services,
facilities management services, capital works and energy. This segmentation of services was
considered optimal to increase the number of potential suppliers and therefore increase
competitive tension. The Market Testing review report argued that:

The Smarter Procurement and Central Support model requires that the Commonwealth
establishes separate panels for leasing services, facilities management services capital works and
energy. Separating procurement of leasing services, facility services and capital works, means that
industry providers with the capability to deliver one service and not the other are now able to bid
on Commonwealth property procurements, increasing the size of the market and increasing
competitive tension. This also has the benefit of allowing the Commonwealth to select the ‘best
in class’ for a specific service, thereby providing better service delivery at reduced costs. This
segmentation of services increases the number of potential suppliers and therefore increases
competitive tension.

3.53 Inthe end, Finance appointed three providers to manage property-related matters for non-
corporate Commonwealth entities. Leasing and facility management services were awarded under
a single contract with each provider (covering one or more work packages).

3.54 Finance advised government that implementation risks were assessed to be low given its
substantial experience in delivering coordinated procurements. Finance’s advice did not include any
analysis, or lessons learned from previous procurements, including:

. limitations in savings modelling due to the lack of consistent entity expenditure data;
° the extent to which anticipated benefits were actually realised;
. the market effects, particularly in respect to competition and promoting a competitive

and viable industry (important in delivering savings in the longer term); and

° effects on entities, especially in respect to funding arrangements (including mechanisms
to harvest whole-of-government savings).

Further design and consultation process

3.55 In September 2016, Finance provided advice to the Minister on the proposed consultation
process for the design of the coordinated procurement arrangements. The advice attached a draft
Consultation Paper proposed for circulation to entities and industry in order to finalise development
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of the approach. Finance recommended that two distinct components be established under the
arrangements:

° a single Strategic Property Adviser, engaged by Finance, responsible for developing a
whole-of-government leasing strategy; and

° a panel of Property Service Providers to provide day-to-day property and facilities
management services to entities, with work packages bundled on a regional or entity
basis to aggregate demand and drive savings.

3.56 These components were included in the proposed model that Finance provided to the
Minister, and in the Consultation Paper. The delivery model contemplated that the Commonwealth
property portfolio be divided into a number of work packages each of which would be managed by
a single Property Service Provider.3® Figure 3.7 depicts the intended relationship between
participants in the arrangements.

Figure 3.7: Finance’s proposed service delivery model for the coordinated procurement
of property services
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Source: Reproduced from the Property Services Coordinated Procurement Consultation Paper, October 2016.

3.57 Entities and industry were provided with the Consultation Paper in October 2016 for the
purpose of assisting Finance to design the ‘optimal’ approach to the proposed coordinated
procurement of property services. The Consultation Paper included entity and industry specific
guestions to help define how entities would be grouped in work packages for each Property Service
Provider; and confirm that industry had the capacity to perform the required services. The paper
also sought additional property information from entities where this data was not captured as part

39 Finance’s preference was that the model did not include segmentation of services as recommended in the
Market Testing Review, but that entities be grouped into work packages and that each provider be appointed
to no more than two work packages.
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of the PRODAC process.*° Entities were advised that the pricing information provided would be
used as a benchmark to assess whether pricing received by tenderers to the coordinated
procurement is comparable to what entities were previously charged and whether it is delivering
value for money to the Commonwealth.

3.58 Entities had raised concerns about the basis for the expected savings and the move away
from a hub model. The Consultation Paper did not specifically address those concerns. Further,
there is no evidence that these matters were addressed in other parts of the consultation process.
The consultation did not outline, or seek comment on, the savings methodology or treatment of
savings proposed under the new arrangements. Entities were not formally advised of the expected
impact on their funding from the introduction of coordinated procurement until
March 20184, after commencement of the arrangements, at which time some entities again
expressed concern about the basis of the savings (discussed further at paragraph 3.75).

3.59 There are a number of similarities between the approach proposed in the Market Testing
Review for Phase 1 and the final model proposed to the Minister by Finance. For example, a focus
on aggregating the Australian Government’s purchasing power through external rather than
internal changes; and Finance’s oversight role of head agreements with suppliers. There are also
some clear differences, particularly the way in which panels have been established. As noted at
paragraph 3.52, the model recommended in the Market Testing Review included the establishment
of separate panels for key property service areas. Finance’s preference was for Property Service
Providers to be responsible for multiple services so as to improve value for money by combining
services.*

3.60 Finance’s advice to the Minister in September 2016 did not indicate the differences between
the service delivery models, nor the impact of any variations on the costs, risks or indicative savings.
In advice to the Minister in November 2016, Finance stated that entities and industry supported the
proposed model outlined in the Consultation Paper including a preference for work packages to be
based on entity rather than geographic groupings. The advice noted that the approach would
position the Australian Government to realise the $105.3 million in savings and proposed no
changes to the model shown in Figure 3.7.

Allocation of savings

3.61 In April 2016, Finance recommended, and government agreed, that the Minister for Finance
would report back in 2017-18 on the ‘treatment of savings’ associated with the establishment of a
coordinated procurement of property services.

3.62  Finance’s advice was provided in March 2018.%3 It identified savings of $105.3 million. This
was equal to the estimate provided to government at the completion of the Market Testing Review

40 At the time of the Consultation Paper release, the PRODAC process collected property data on owned or leased
properties that have more than 500 square metres of usable office area.

41 InJuly 2018, Finance advised the ANAO that ‘entities had been aware of the savings held in the Contingency
Reserve, and the requirement for those savings to be allocated since 2016’.

42 InJune 2018, Finance advised the ANAO that the key services identified in the Market Testing Review (leasing,
facilities management and capital works) are covered by the coordinated procurement arrangements.

43  Finance’s original undertaking to provide further advice in the 2017-18 Budget context was deferred on two
occasions — first in April 2017, to the 2017-18 Mid-Year Economic and Fiscal Outlook; and again in 2017, to
the 2018-19 Budget.
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and with the amount provisioned in the Contingency Reserve. Finance proposed that the identified
savings be returned to the Budget. It sought agreement to allocate savings from 46
non-corporate Commonwealth entities to meet the total amount of the provision over the forward
estimates to 2022.

Savings model

3.63  Finance’s advice included a general description of the savings model and methodology that
was used to determine the identified savings. The savings model was derived from ‘point in time’
property data provided by entities and the consultation process to develop the arrangements. The
identified savings would impact entities with leases expiring from 2017 to 2022. Finance stated that
the savings were a projection and included assumptions about future commercial leasing conditions
nationally. The savings model was said to include consideration of:

° likely market conditions at the time of lease changes;

. previous savings measures associated with changes in the occupational density target;
° cost recovery arrangements in relevant entities;

° a minimum threshold under which savings will not be harvested ($60,000); and

° expected implementation costs to deliver the savings.

3.64 Other than stating that the identified savings were equal to the original estimate of
$105.3 million, Finance’s advice to government did not indicate whether similar methodologies
were used to produce the indicative estimate in April 2016 and the projected savings in March 2018.
As discussed earlier (from paragraph 3.27), the indicative 2016 estimate was based largely on input
from industry and was not tested against entities’ particular property arrangements. There is no
evidence that the indicative estimate considered each of the five factors listed above. For these
reasons, it is surprising that the projected savings are identical to the indicative savings.

3.65 In June 2018, Finance advised the ANAO that it was always government’s intention to
allocate the amount set aside in the Contingency Reserve ($105.3 million) and only this amount. At
odds with this advice, Finance’s advice to government in April 2016 was that the savings could be
significantly higher than $105.3 million (up to $400 million a year) but could not be confirmed until
the conclusion of the market testing process. The documentation produced in April 2016 supported
the interpretation that Finance would provide further advice on the quantum of expected savings,
in the context of other initiatives such as the Efficiency Dividend. There is no evidence that Finance
was directed to provide savings only of $105.3 million.

3.66 As discussed further below, the total savings identified by Finance was materially higher
than the $105.3 million in the Contingency Reserve — but the higher amount (around $150 million)
was not included in its advice to government in March 2018. In addition, while government was
advised in March 2018 that it remains essential for entities to retain a portion of the savings, no
portion or percentage was specified.**

44  Nevertheless, in March 2018 Finance advised the Minister for Finance that 30 per cent of the anticipated
savings beyond $105.3 million would be left with entities to provide a buffer against market movements and
to cover fit-out and relocation costs for new leases.
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Advice and analysis underpinning the savings model

3.67 Finance advised government that the identified savings were derived from a
comprehensive analysis of individual leases. The savings identified in Finance’s advice to
government was based on savings models that had been developed by two external firms.%> One
savings model estimated the maximum annual savings achievable from an analysis of the functions
performed by the Strategic Property Adviser and the Property Service Providers under the new
whole-of-government leasing strategy. This analysis was based on PRODAC 2017 data and six
possible leasing strategies.*® The other savings model built on this analysis, but with a wider focus
that examined savings as a result of:

. the whole-of-government leasing strategy (developed by the Strategic Property Adviser);
° 2017 lease renewals (which pre-dated the whole-of-government leasing strategy);

° Operation Tetris;

o property management fees; and

° reductions in operating expenses.

3.68 This model assumed that entities would retain 30 per cent of savings, with the balance to
be returned to the Budget. The savings to be retained by entities was to assist with achieving
savings, such as fit-out costs and to allow for factors such as property market volatility and the
finalisation of machinery of government agreements.

3.69 Finance used two of the five categories identified above to allocate the savings of
$105.3 million held in the Contingency Reserve — savings from the projected reduction in leasing
costs under the whole-of-government leasing strategy and savings from 2017 lease renewals. The
savings identified do not include any reduction in facilities management costs, reduced rental
expenses from co-locations (such as Operation Tetris), or reductions in property management fees
or operating expenses. The ongoing benefits of aggregating the Commonwealth’s expenditure on
leases and facilities management are still to be determined and realised.

3.70  Savings from the whole-of-government leasing strategy were based on:

° negotiating reduced lease rates (based on the identification of an expected range of
market rents by the Strategic Property Adviser);

° reducing entities’ net lettable area to meet the occupational density target of 14 square
metres per occupied workpoint;

o ‘right-sizing’ entities’ net lettable area to reduce unoccupied workpoints; and

. relinquishing leases that were surplus to requirements.

3.71 Inturn, savings from 2017 lease renewals were based on lower lease rates and reduced net
lettable area. These savings had been identified through the existing lease endorsement process
under the Commonwealth Property Management Framework, but had not been returned to the
Budget.

45 PricewaterhouseCoopers, and Deloitte Touche Tohmatsu.

46 The six strategies used to estimate the potential savings were: relinquish lease; stay put; renegotiate rent;
right-size and renegotiate rent; co-locate; and a joint approach to market.
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3.72 The process followed by Finance to allocate the $105.3 million in savings to entities was
supported by an adequately documented methodology. This included a detailed spreadsheet to
calculate the savings on a lease-by-lease basis for each entity, as well as a paper that provided an
overview (Figure 3.8) and step-by-step explanation of the methodology.*’

Figure 3.8: Overview of the model used to allocate savings in March 2018

Base Case
Lease Savings
Base Case &
—»| 2017 Lease
Savings Adjusted

Budget

2017 Leases > Return
Adjustments

Note:  The ‘Base Case’ involves the negotiation of reduced leasing rates and net lettable area to reduce unoccupied
workpoints and meet the existing occupational density target (14m?). The Base Case was one of three
scenarios modelled by the Strategic Property Adviser.

Source: Reproduced from the Property Services Savings Model Discussion Paper, 3 May 2018.

3.73 Finance made a number of adjustments to the savings identified from the
whole-of-government leasing strategy and the 2017 lease renewals, including to reflect updated
property data provided by entities. The savings were also adjusted downwards to match the
$105.3 million that has been provisioned in the Contingency Reserve, meaning that around
70 per cent of the total savings were to be returned to the Budget.

3.74 There was no record of how these savings related to the two components identified in the
April 2016 estimate (that is, $17 million from a reduced leasing footprint and $88.3 million in
consolidated purchasing). The savings model did not include a breakdown of savings across the
different categories (see paragraphs 3.70 and 3.71), including how much of the savings were based
on changes in market conditions that may not be directly related to the new procurement
arrangements. In June 2018, Finance advised the ANAO that, while some leasing savings are likely
to have been achieved in the absence of the coordinated procurement arrangements, the work of
the Strategic Property Adviser and the availability of industry expertise (through the Property
Service Providers) to undertake leasing transactions for all entities will increase the quantum of
savings that can be achieved.

3.75 Feedback from entities to the proposed allocation of savings was similar to their views
provided at the main stage of the decision-making process, where government agreed with
Finance’s recommendation to introduce a coordinated procurement for property services (see
paragraphs 3.39). The broad objective of leveraging the Australian Government’s buying power to

47 The paper was prepared for Finance by PricewaterhouseCoopers in May 2018 to provide a transparent record
of the savings model (spreadsheet) that was used to calculate the $105.3 million in savings.
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achieve savings from leasing and property services was widely supported, but a range of concerns
were also raised about the transparency of Finance’s processes and the basis of the identified
savings. Several entities questioned whether the savings were likely to be realised given their
‘speculative’ or ‘theoretical’ basis. In July 2018, Finance advised the ANAO that, in relation to those
concerns, ‘Where entities had raised concerns and provided updated data through the development
of the submission this was taken into account’. Adjustments based on entity feedback and updated
property data were evident in the savings model used by Finance.

Review of the new arrangements

3.76 In its advice to government in April 2016, Finance advised that it would conduct a review
and report to the Minister by June 2020 on further options to improve the efficiency and
effectiveness of the new arrangements. Finance advised the ANAO that the review was intended to
inform a decision on whether to exercise the option to extend its contracts with the Property Service
Providers for a further four years. The proposed review has now been scheduled for 2020-21.

3.77 Finance’s advice also identified opportunities for further property efficiencies including in
respect to the occupational density target and more efficient utilisation of space. Finance
recommended that it report back to government in the 2019-20 Budget context and in subsequent
years on progress made in implementing the coordinated procurement arrangements, including
interaction with other whole-of-government policies (such as Shared Services, decentralisation,
efficiency dividends and the charging framework).

3.78 In August 2018, Finance advised the ANAO that the savings allocation of $105.3 million had
been programmed into entities’ forward estimates. Any change to entity allocations or the total
savings would require government approval through the Budget process. Finance further advised
that the proposed annual Budget review of the arrangements (as agreed by government) would
provide an opportunity to adjust the allocation between entities if necessary (for example, if leases
were transferred as a result of a machinery-of-government change); such changes would not affect
the total allocated savings.

3.79 The review processes recommended by Finance indicate that it will take several more years
yet for the outcomes of its efforts to drive efficiencies and savings on Commonwealth leased office
property to be clearly identified.

Recommendation no.1

3.80 The Department of Finance ensure that its ongoing program of work to deliver savings
and efficiencies on Commonwealth leased office property is supported by a robust and
transparent savings methodology, including by:

(a) identifying all relevant costs and benefits that apply;

(b) providing a clear rationale for any assumptions used;

(c) testing principles against entities’ particular property arrangements; and

(d) verifying estimates when actual data is available.

Finance’s response: Agreed.
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4. Property data and reporting

Areas examined

The ANAO examined whether whole-of-government arrangements are supported by relevant
property data and a suitable performance framework.

Conclusion

Finance has improved its processes for collecting property data from entities. Its analysis of data
and reporting has focussed on a narrow set of performance measures and does not include cost
indicators.

Areas for improvement

The ANAO has recommended that Finance improve its framework for assessing data and
reporting on the management and use of Commonwealth leased office property.

Has the collection of relevant property data been improved?

Finance has recently improved its processes for collecting property data from entities,
establishing an online system in 2017 to replace previous manual processes. This online system
allows entities and selected external providers to update and analyse data in real time. While
Finance did not undertake a comprehensive review of the data before the online system was
developed, it has since initiated an external review to assess the usefulness of the data.

41 The Australian Government Property Data Collection (PRODAC) has been established to
provide a central database on the office space leased and owned by the Australian Government.
Finance has been collecting property data from non-Corporate Commonwealth entities since 2009,
when the Commonwealth Property Management Framework was introduced.

4.2 Various reviews and inquiries over many years have emphasised that an effective approach
to managing Commonwealth leased office property requires good data to support decision-making.
The Contestability Review of Property Services and the Market Testing Review both pointed to
shortcomings with the quality of the property data collected by Finance from entities. This included
the absence of cost data and performance information; and inconsistencies in the capture of data,
data format and definitions. Both reviews placed caveats on the quality of the baseline data used.

4.3 A review of internal government regulation in 2015 (known as the Belcher Review) found
that the nature, frequency and volume of data collection and compliance-focussed reporting is
growing across the Australian Government, but is often not done efficiently or effectively. The
Review recommended that Finance revise its processes with a view to:

° removing unnecessary reporting;
o consolidating reports and considering a central property data repository; and
° reducing manual preparation and reporting.

Online system

4.4 In response to longer-term issues with PRODAC and to the Belcher Review
recommendation, Finance developed a property data strategy — the central feature of which is a
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new online system, the Australian Government Property Register (Property Register). The new
system includes two modules: one for leased office property; and another for Commonwealth-
owned property.

45 The new system replaces the need for manual data collection processes, reducing the
administrative burden on entities. It has been designed to improve the timeliness, quality, purpose
and accessibility of data. There are also steps to improve the comprehensiveness of the data by
asking entities to provide data on all accommodation (leased or owned) regardless of cost or size.
Previous property data collected involved thresholds under which reporting was optional.

4.6 Finance’s intention is to introduce a ‘Marketplace’ in the Property Register, which would
allow entities to advertise surplus space or seek additional space. Currently under development,
this feature would replace the similar function that is able to be undertaken on GovDex, which
Finance indicated has not been fully utilised by entities.

4.7 In March 2018, Finance engaged an external firm“® to undertake a review of the office
accommodation module of the Property Register. As part of the review, users will be asked to
complete a survey about the data, how it is collected and its usefulness. A review of this kind was
not undertaken at the time the Property Register was being developed.

Access by external providers

4.8 The Property Register provides entities with direct access to their property data from
previous collections and allows entities to update the data by exception, rather than re-supplying
all the data each year. Entities are able to enter data at any time, rather than at defined collection
periods — but reporting will continue on an annual cycle. Finance advised that having online access
to the data in the Property Register allows it to prepare briefings or to respond in a timelier manner
to requests, including from the Minister or the Parliament.

49 Finance has provided access to the Property Register to its Strategic Property Adviser to
assist in the development of a strategic leasing strategy for the Commonwealth. The three Property
Service Providers engaged to assist with the coordinated procurement of property services have
been given access to property data for the groups of entities they manage (as these entities
transition to the new arrangements). Once an entity transitions to the coordinated procurement
arrangements, the Property Service Provider is responsible for inputting leased property data into
the Property Register on behalf of entities. Finance’s intention is to improve the consistency and
accuracy of the data and reduce the reporting burden on entities.

Has a suitable framework been established to assess and report on
performance?

Finance has not yet established all the elements of a fit-for-purpose performance framework
to assess and report on its program of work on property efficiency matters. Broad objectives
have been set but are not well-defined, and current performance metrics are incomplete and
not properly integrated — addressing occupational density but not cost or other relevant
indicators.

48  Australian Survey Research Group.
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4,10 Finance has published a number of statements about the objectives of its program of work
on property. Most of the statements, and other internal material, refer to the objective of driving
whole-of-government efficiency of property management.

411 None of the statements or other material examined included a definition or explanation of
what ‘efficiency’ means in the context of property management — in particular what inputs and
outputs might be relevant. In March 2018, Finance advised the ANAO that: “Efficiency in property
reflects whether there is an effective use of available space”. Finance’s response did not address
other factors that influence the use of office space including: the supply of suitable accommodation
in a particular area; the cost of that supply; and funding or Budget considerations.

Performance measures

412 In April 2015, Finance recommended to government that it develop and implement
performance metrics for property services across the domestic property portfolio. The
recommendation was in response to concerns raised in the Contestability Review of Property
Services, including the “absence of a consistent performance management framework, variation in
property arrangements within and between portfolios, and the differing manner in which costs are
accounted for”. The Market Testing Review raised similar issues. It reported that one of the
operational improvements identified by industry was to standardise performance measures. The
Review suggested that a common framework for establishing property performance measures and
service delivery targets be established across the Commonwealth. Finance’s recommendation was
agreed by government.

413 In relation to the action it has taken to address this commitment, in January 2018 Finance
advised the ANAO that:

° comprehensive performance metrics for property services are included in the Deeds for
the Property Service Providers under the coordinated procurement arrangements;

° the Australian Government Office Occupancy Report provides a year-on-year comparison
of entity performance against the occupational density target, as well as other
performance indicators that are readily ascertainable from the report; and

. the PRODAC system provides an indication of entity performance against specified
measures.

414 Finance has developed a number of performance metrics at a whole-of-portfolio level,
which focus on occupational density.

Utilisation indicator and cost indicators

415 The occupational density target is the key measure of property efficiency that is monitored
and reported on by Finance. The target, currently set at 14 square metres per occupied workpoint,
is reported on in the Australian Government Office Occupancy Report. It provides an indicator of
how much space is being used, and how efficiently that space is being utilised. By design, the
occupational density target does not include a measure of the cost of the space.

416 In February 2018, Finance advised the ANAO that the cost of space is considered as part of
the value for money assessment when entities procure leases. Finance further advised the ANAO
that:

Auditor-General Report No.8 2018-19
Management of Commonwealth Leased Office Property

50



Property data and reporting

o comparison of rental rates against market is considered through the cost—benefit analysis
required for major leases under the lease endorsement process (part of the
Commonwealth Property Management Framework); and

° as entities transition to the coordinated procurement arrangements they will have access
to expert lease negotiators and the leases will be cross-checked by the Strategic Property
Adviser to ensure they are value for money and consistent with the whole-of-government
leasing strategy.

4.17 The work being delivered by the Strategic Property Adviser includes an assessment of the
market rental cost per square metre.

4,18 As outlined in Finance’s property data collection manual, the formula for measuring
occupational density is based on ‘Usable Office Area’ divided by the ‘Number of Occupied
Workpoints’.*® The Usable Office Area is only part of the total area being leased and paid for, and
excludes non-office areas.>® Therefore the indicator of utilisation is on a different basis on which
rent expense is calculated.

Australian Government Office Occupancy Report

4.19 The Australian Government Office Occupancy Report presents key findings and key
performance indicators, mainly in relation to entities’ progress in meeting the occupational density
target, and are compared against previous years (Table 4.1).

Table 4.1: Property indicators for active Commonwealth tenancies

2014 2015 2016 2017
Occupational density target 14.0 14.0 14.0 14.0
(m2)
Proportion of tenancies 12.9 13.0 22.1 25.0
meeting the occupational
density target (%)
Total net lettable area (m?) 3,150,240 3,132,284 2,893,755 2,863,097
Total number of workpoints 163,536 162,677 156,071 158,806
Proportion of occupied 78.4 79.1 86.5 83.8
workpoints (%)
Median occupational density 20.7 20.3 17.6 17.8
(m?)
Median workpoint vacancy 21.6 20.9 13.8 15.2
rate (%)
Median fit-out density (m?) 15.6 15.6 15.2 14.6

Source: ANAO based on Australian Government Office Occupancy Reports.

49  Finance now uses the number of staff allocated to a lease as a proxy for the number of ‘occupied workpoints’.
This approach caters better for activity-based working where the emphasis is on productive working spaces
rather than desks assigned to each employee.

50 Usable office area is derived from total net lettable area minus any sub-leased space, minus the total of all
non-usable office area.
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420 The 2016-17 Office Occupancy Report stated that the results highlight increased efficiency
in the public sector's overall accommodation footprint, including a reduction in the office space
footprint, an increase in the number of tenancies achieving the occupational density target, and
improved occupational density and fit-out density. No commentary was provided to aid the reader
to better understand and interpret the key performance indicators or the conclusions presented.”!

4.21 In the absence of a fuller explanation, it is unclear whether any reductions are consistent
with policy objectives and provide net benefits to government. For instance, although the report
includes a measure of the median point vacancy rate, Finance has not established a target ‘vacancy
rate’ to measure and report against, or to set expectations to guide entities. Also, while the reported
increase in the number of tenancies meeting the occupational density target is consistent with the
intended policy outcome, the contributing factors are not explained. There was also no
commentary or analysis on the costs to government of achieving an increase in occupational
density.

Recommendation no.2

4.22 The Department of Finance improve its framework for assessing and reporting on its
program of work on Commonwealth leased office property and related activities by: setting
clearly defined objectives; and better integrating performance measures, including cost
indicators.

Finance’s response: Agreed.

Grant Hehir Canberra ACT
Auditor-General 9 October 2018

51 In contrast, the original publication of the Australian Government Office Occupancy Report included extensive
commentary on the performance measures and the wider policy context.
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Appendix 1 Finance’s response to the audit

03

Australian Government

Department of Finance

Rosemary Huxtable PSM
Secretary

Mr Grant Hehir

Auditor-General

Australian National Audit Office
GPO Box 707

CANBERRA ACT 2601

Dear Mr Hehir

I refer to the Australian National Audit Office’s (ANAO’s) correspondence dated
21 September 2018, providing the proposed report for Management of Commonwealth
Leased Office Property (the Report), pursuant to section 19 of the Auditor-General Act 1997.

The Department of Finance’s (Finance’s) response is:

Finance agrees with the recommendations of the Report.

The findings of the Report are informing work underway to refine and improve
robust methodologies, including cost indicators, performance measures and
assurance processes, as part of providing advice to government on coordinated
procurement opportunities and the value that can emerge from these processes, to
improve the efficiency of Commonwealth entities.

In particular, the Report’s findings will support continuous improvement under the
Commonwealth Property Management Framework, including through the effective
use of data and reporting, to achieve ongoing value for money outcomes.

Finance acknowledges and welcomes the ANAO’s view that Operation Tetris has
enabled better utilisation of existing space and that the approach to the
establishment of the coordinated procurement arrangements was sound.

Thank you for the opportunity to respond to the matters raised in the Report.

Yours sincerely

Rosemary Huxtable
Secretary
26 September 2018

One Canberra Avenue, Forrest ACT 2603 e Telephone 02 6215 3445
Internet www finance.gov.au
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Appendix 2

Appendix 2  Office relocations attributed to Operation Tetris
Previous Previous New location New Net Annual savings
location Net Lettable ($m)
Lettable Area (m?)
Area (m?)
Department of 13 Keltie Street, 20,274 | Gnabra 10,217 $84 million in
Veterans’ Affairs Canberra building, efficiencies
Canberra $4.9 million a
year
Shared Services 10-14 Mort 10,218 | Garema Court 10,873 $4.7
Centre Street, Canberra building,
17 Moore Street, Canberra
Canberra
50 Marcus
Clarke Street,
Canberra
60 Marcus
Clarke Street,
Canberra
Australian West Block 5,725 | 50 Marcus 6,482 $2.9
Electoral Offices, Clarke Street,
Commission Canberra Canberra
Digital 140-180 City 1,625 | 50 Marcus 1,742 $0.8
Transformation Walk, Garema Clarke Street,
Agency Court, Canberra Canberra
Department of N/A N/A | 50 Marcus 1,880 $0.9
Education and Clarke Street,
Training? Canberra
Safe Work 220 Northbourne 2,553 | Nishi building, 1,885 $0.9
Australia Avenue, Canberra
Canberra
Department of 33 Allara Street, 9,123 | John Gorton 9,753 $4.5
the Environment Canberra building,
and Energy Canberra
Department of 38 Sydney 9,464 | Nishi building, 8,474 $3.9
Communications | Avenue, Canberra
and the Arts Canberra
AUSTRADE 25 National 4,323 | Nishi building, 3,776 $1.7
Circuit, Canberra Canberra
Bureau of 14 Childers 1,564 | Treasury 1,644 $0.8
Meteorology Street, Canberra building,
Canberra
Australian Public | 16 Furzer Street, 3,992 | Treasury 3,034 $1.4
Service Canberra building,
Commission Canberra
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Previous
location

Previous
Net
Lettable
Area (m?)

New location

New Net
Lettable
Area (m?)

Annual savings

($m)

Department of 11-29 1,611 | 26 Franklin 952 $0.4
Social Services Waymouth Street,
Street, Adelaide Adelaide
Department of 11-29 635 | 26 Franklin 755 $0.3
the Prime Waymouth Street,
Minister and Street, Adelaide Adelaide
Cabinet
Department of 63 Pirie Street, 1,083 | 26 Franklin 1,275 $0.6
Industry, Adelaide Street,
Innovation, Adelaide
Science and
Research
National Disability | 15-31 Ayliffes 1,230 | 26 Franklin 1,770 $0.8
Insurance Road, St Marys, Street,
Agency Adelaide Adelaide
Department of 111 Elizabeth 753 | 26 Lee Street, 353 $0.2
Immigration and Street, Sydney Sydney
Border Protection
Total 74,173 m’ | Total 64,865 m" $29.7 mp

Note a: Following machinery-of-government changes, the available space at 50 Marcus Clarke Street was filled by the
existing lessee, the Department of Education and Training, when previous staff returned to the Department.

Note b: Appendix 2 was updated post-tabling to correct some data errors. As a consequence, the totals reported in
Appendix 2 are slightly lower than the figures reported at paragraph 2.39 of this report.

Note:

Three of the nine moves initially planned under Operation Tetris (Table 2.1) were not undertaken as planned,

namely: the Murray Darling Basin Authority; the Office of the Fair Work Ombudsman; and the Australian
National Audit Office.

Note:

namely: the Digital Transformation Agency; and Safe Work Australia.

Source: ANAO based on Finance’s summary tracking sheet for Operation Tetris, 29 January 2018, Finance’s property
data, and advice and documentation provided by entities.
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