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1. PROVISIONAL RECOMMENDATIONS BY
UNECE TEAM OF SPECIALISTS ON PPPs TO UNOG AND
MEMBER STATES IN USING PPP MODELS IN THE RENOVATION
OF THE PALAIS DES NATIONS

The underlying premise

The basic premise is that the PPP model, when prdceaffectively, may be the more
efficient way to renovate thPalais des Nationshan the traditional forms of procurement.
The evidence from the recent case studies in Eumogen the United States presented in this
discussion paper suggests that PPP is an importadel to consider in the renovation of
public buildings. The presented case studies is f@per have been selected for their
similarities to thePalais des Nationgnd they clearly demonstrate that PPP is a vigitiero

in carrying out the Strategic Heritage Plan (SHR)thePalais des NationsThe reasons for
this position are as follows:

1. Value for Money and Efficiency;

2. Flexibility and likelihood of achieving core objéas of the SHP;

3. Certainty of outcomes: the ability to ensure thn private partner provides a high
guality product on time and within budget;

4. Innovation in a most sustainable way possible; and

5. A guaranteed high level maintenance and upkeeipeabtilding.

However, not all PPPs lead to such desirable outsomhe objective going forward is to
secure the highest value for money during thedifele of the project, bearing in mind the
critical importance of keeping the aesthetic apgpeee of thePalais des Nationgntact. At
the same time ensuring that the contract is syitélbkible to ensure that technological
changes can be easily incorporated into the outs@pecified in the contract. To ensure this
desirable outcome, there is a need to emphasgzariicular the following five aspects:

Models

Financing
Procurement
Implementation
Alignment of interests

agrwNPE

1. Modes
The model selected needs to provide flexibilitye #bility to obtain external finance, and
contractual compliance to guarantee performancaeeMd the models that transfer ownership
to the private sector, even for a short period iofef are acceptable. There is a clear
distinction between facilities, renovation and ngeraent of the building, and transfer of
ownership.

2. Financing
The main concern of member States is that the abmefumoney being earmarked for the
refurbishment of théalais des Nationss excessive and that there is a high probaliifiat
there would be cost overruns and delays, as ewemt similar large scale traditional
procurement projects.
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PPP shows that the refurbishment of Badais des Nationsan be done in a cost effective
way with contractual commitments and in-built medkms that ensure that the project is
delivered on time and within the budget. This is thinimum that can be expected from the
PPP approach.

Furthermore, the financing of a PPP is flexible wgioto accommodate various sources of
financing, including donor grants.

With respect to the financing however the followipgint should be emphasised as it will
demonstrate why the PPP model may be the mosttatgan the context of financing the
renovation of thdPalais des NationsThis is namely the fact that financiers will saghis
project some very critically important benefits,mmely demand certainly, associational
benefits, and extreme low risk. Under such circamse, the most favourable terms for
raising finance including rate, duration and cand# for this project can be attained.

3. Procurement
It is not well known but it is critically importarihat cost savings through the PPP approach
can be considerably enhanced through the rightcehaoif procurement strategy. It is
recommended in this respect the interactive temiecess that is being highlighted in a
number of countries. Under this approach, a disdoguopened up between a number of
shortlisted bidders (typically three) and the caating authority. One form of this approach
is referred to as ‘Competitive Dialogue’. The basimciple in this approach leads to:

- lower bid cost;
reduced bid time;
higher quality outcomes; and
the selection of the best possible partner.

This is in part because of the high cost to theapei sector to bid in such projects and the
give and take in an interactive process versus i@ memote technical paper process. In an
interactive process the principle objectives of UBIGan be fully conveyed, understood and
sincerely endorsed.

4. Implementation
It is essential that business continuity be mamgtdithroughout the renovation process. The
procurement process is structured to present th©®&HN outcomes in terms of output
specifications without defining ‘How'. A key aspeaditthe tender process will be the private
sector putting forward their understanding of tHdQG outcomes and detailing ‘How they
will deliver those outcomes’.

The interactive tender process will greatly reduddOG'’s risk to business continuity during
refurbishment and establish a clearly defined meder changing the schedule to fit with
emerging UNOG requirements.

5. Alignment of interests
Private and public interests have different priestand motivations. A key underlying
critical success factor in most successful altévadtnance projects over the last thirty years
has been a balanced allocation of risk and rewadl @ resulting proper alignment of
interests.
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Concluding comments
In summing up, PPPs can contribute in the thregestaf the renovation of tHealais des
Nations

(a) Delivery of the asset;

(b) Efficiency in the servicing of the asset; and

(c) Financing

Next steps

The UNECE is ready to continue this dialogue, mimg independent neutral advice to
UNOG and member States. It is, therefore, proptisatifirst of all, the comments that were
made during the session on 6 December 2012 willdukessed at a further event under its
auspices, namely the next session of the Team efi8ljsts on PPPs on 5-6 February 2013.
As a way to continue this dialogue, the UNECE wdglganise an interactive platform
whereby comments and suggestions can be providedvarious stakeholders, including the
private sector.

Finally, the UNECE is pleased to confirm that theaiin of Specialists is willing to undertake
a comprehensive pre-feasibility study of using PP approach as an option to renovate the
Palais des NationsThis study is being generously funded by Toyo @rsity of Japan.
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2. INTRODUCTION

Background

The United Nations Office in Geneva (UNOG) représdnby the United Nations
administration and in cooperation with other departts within the United Nations has been
given the task to develop the Strategic Heritagen RISHP) of thePalais des Nations
Geneva. The latter is in need of substantial find#s renovation. The member States have
asked the UNOG Project Team to investigate altermdtunding mechanisms, including
Public Private Partnerships (PPPs).

The United Nations Economic Commission for EuropBlECE) has a resident expertise in
PPP, a strong network of experts with PPP expegiencluding on procuring buildings
through PPPs and a mandate to undertake PPP gapaititing. The UNECE has also
established a few years ago an intergovernmentif,lmoTeam of Specialists on PPPs (TOS
PPP). The UNECE member States recently approvedrdeaion of the International PPP
Centre of Excellence, which will develop and dissete best practice in PPPs in various
sectors.

As a result, UNOG and UNECE have agreed to coopenathis task, and specifically in the
preparations of a report and recommendations @rnaltive funding mechanisms for the
SHP to the General Assembly in New York in 2013e Thport will be prepared and the
advice of the members of the TOS PPP will be camesil in this context. As part of this
cooperation, the UNECE has proposed to hold a sendaring the substantive segment of
the seventh session of the Committee on Economapé€ration and Integration (CECI) and
draft this current discussion paper to explore BBP models and case studies on the
renovaéion of government buildings and their agitity in the renovation of thBalais des
Nations.

Strategic Heritage Plan: overview and objectives?

The Palais des Nationss one of Europe’s most impressive and well kndwildings and
unquestionably the city of Geneva’s most importantmark. It has come to symbolize the
common heritage of the international community. UWBBolds this unique heritage in trust.

Today, thePalais des Nationcomplex covers 157,348 m2 (38 acres). This indugdé
conference rooms and 2,800 offices. Over 4,000 Ilpenyork at thePalais des Nations
complex every day. Almost 4,000 staff from permdnenissions and over 1,000
representatives of non-governmental organizatibitdds) have longer term ground passes,
while another 70,000 delegates (from capitals a®ON, without permanent access) are
registered for conferences on an annual basis. Zd@icorrespondents are accredited to the
United Nations in Geneva and work at fedais

1 UNOG's consideration of the PPP option for theoreiion of thePalais des Nationshould not come as any surprise. In
fact, what we see is but a microcosm of what Gawemts are doing all over the world, namely, expigiPPP options on
large projects that previously had been done thrdeagitional public procurement. Buildings is &t®e now which has a
proven track record and indeed there are aroundat@@ buildings that have been undertaken as RHRriope and North
America and from such a ‘critical mass’ it is ptésito extrapolate what might be termed ‘best jicatt

2 Information in this section on thealais des Nationand the Strategic Heritage Plams taken from the UNOG website
and the Report of the Secretary-General on thetegiaheritage plan of the United Nations OfficeGaneva dated 8
August 2011.
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However, the extensive and diverse us
coupled with the age of the buildings, prese
UNOG with a range of urgent maintenan
challenges for the upkeep of thalais des
Nations According to a preliminary study o
infrastructural challenges of the Palais, whi
was conducted in 2009, tikalais des Nations|
and its annexes have undergone only

minimal maintenance since the date of

construction, which was 70 years ago for t
Palais des Nationsand 40 years ago fo
Building E, which currently houses a numb
of large conference rooms and UNCTALIL
among other. The progressively dilapidat
buildings of thePalais des Nationsindermine
the ability of UNOG to provide an importar
service to member States and other users in
adequate, safe and cost-effective manner.

Accordingly the scope and complexity of th
structural problems necessitate a compl
renovation and refurbishment. Such an init
investment would pay long-term dividends
savings on maintenance and running costs,
it is essential to safeguarding the heritage
the Palais des Nations Therefore, the
Director-General has made the developmen
a Strategic Heritage Plan for thealais des

Pending Challenges
Deteriorating Piping Systemsand
Building Structure

Nationsa key priority and is working closely

with member States and relevant parts of the

Secretariat in this regard.

The applicability of PPP for therenovation of the Palais des Nations

Public-Private Partnership (PPP) is a method oftymement with the aim of financing,
designing, implementing, maintaining, operatingd greriodically refreshing public sector
facilities and services by bringing the strengthdath public and private sectors together.
PPPs offer alternative options to attract new ssmf private financing and management

while maintaining a public presence in ownership.

Generally PPPs have the following characteristics:

(@ A long term contract (from 25 up to 30 years) betwea public contracting
authority and a private sector company based opribeurement of services;

(b)  The transfer of appropriate project and operatisksrto the private sector;

(c) The private sector company takes custodial respibingi

(d) A focus on the specification of project outputstmumes rather than project inputs

as under traditional procurement;

(e) Application of private financing in most instancasd
()  Payments to the private sector which reflect theices delivered.
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The motivation of the public sector partner is drivby the aim to deliver services more
efficiently, to optimise life cycle costs and tacaee a transfer of know-how. To date, projects
undertaking as PPPs provide considerable benetiish are, among other:

(a) Certainty of outcomes: on time delivery of projeatsl within budget delivery;

(b) Radical energy saving costs that can be used setdfie costs of the renovation;

(c) Innovation that can achieve excellence in desighcamstruction; and

(d) Ongoing asset management of Bedais des Nationsver the term of the contract

(up to 30 years).

On the other side of the balance are the following:

(@) Public building owners or users often lack the techl backgrounds and expertise
on PPP methodologies, leading to fear of losingrobof the building;

(b) Complexity of contracts that are needed to sabsty the lenders and the users;

(c) Far greater time and money required in the infti@ject development phase;

(d) Focus on the construction of the physical assetsaéparation from innovation in
service delivery;

(e) Transfer of facilities, maintenance and asset mamagt responsibility to the
private sector; and

(f)  Challenge to introduce flexibility in order to mestanging service needs.

Possible non-core servicesthat can be provided by the private sector in the Palais des
Nations

In addition to designing, delivering, and maintagithe refurbishedéPalais des Nationshe
contractor can provide additional non-core servitieghe United Nations and assist the
United Nations to focus its scarce resources om aotivities and to improve the service to
staff and delegates at tRalais des Nationsver the life cycle of the project.
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3. PPP Models and Illustrative
Relevant Case Studies in Renovation of Building

In the matter of renovating buildings through PRBs,worth considering the following few
options/models:

1. Private Finance Initiative (PFI)

2. Design, Build, Finance and Maintain (DBFM)

3. Design, Build, Finance, Maintain and Operate (DBPEMO
4. Lease-Leaseback

1. The PFI model: The case study of the Ministry of Finance in the UK (Treasury
Building Project)

Description of the PFI model

The private finance initiative (PFI) is a procurethenethod under which the private sector
designs, builds finances and operates facilities based on thiptauspecifications defined
by the public sector. The public sector pays thé &¥ntractor a stream of committed
payments for the use of the facilities over thetaonperiod on a “no service no fee”
performance basis. PFI contracts are typically entmt 25-30 years. The PFI contracts
provide better value for money by transferring ria&hieving lower construction costs, lower
operating costs and more efficient maintenancheridng terrfy

Description of the case study of the Treasury BuildProject

The Government Offices, Great George Stre : gms
were designed at the end of the 19th century § ™
completed between 1908 and 1917, and h
been home to HM Treasury since 1940. At t
beginning of the 1990s, it became evident tf
extensive renovation was required, in particu
as only essential maintenance had be
undertaken for many years. In 1996, the Treas
ran a competition for a PPP as a PFI (Priv
Finance Initiative) scheme for the half of th
building it occupies, and selected Exchequ
Partnership, a consortium, as its preferred bidg
Following the change of government in 1997, t
deal was reviewed and a separate competi
was run for the scheme's funding, whereas
initial competition included the design, building
financing and management of the building. T UK Treasury at 1 Horse Guards Road (1HGR),
project was approved in 2000 and completed Whitehall

2002. Exchequer Partnership will maintain t
building and deliver services for 35 years in total

3The word ‘Build’ is synonymous to ‘Renovation’.
4 s
“ bid.
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The Treasury had operational as well as policy ailyjes for its building's PFI, in order to
increase the prevalence and value for money of ®Réprojects. In particular, it wanted to:
- demonstrate the viability and benefits of sepaiateding competitions for PPPs;

— develop standard terms and conditions for PF| ectdr

Impact: pros and cons

In operational terms, the PFI is an evident
success. The building was delivered on time
and on budget and the facilities are well
managed. The National Audit Office
estimated that the running of a separate
funding competition led to a £13m of savings
over the course of the contract (the net present
costs of the deal was £170m at the time it was
signed). Finally, the contract proved flexible
enough to allow the Treasury to re-design the
layout of its offices and share space with other
government departments to save costs.

However,as with all PFIs, the private funding obtained tlglo the PFI is more expensive
than government funding. This is compensated byabethat the project was on time and on
budget, unlike most projects previously managedaty by the public sector in the UK.
However, the absence of a well-defined countertdanakes benefits difficult to compare to
COsts.

Applicability of the case study for the Palais

The Treasury building shares some characteristits thve Palais des Nationst was 80-90
year old by the time of its renovation, a compagadye to théalais des Nationsoday, and
has similar use. However, tRalais des Nationgs much larger than the Treasury building,
which might bring a set of operational, as welfiaancial, challenges. Another limit to the
replicability of the Treasury building PFI is thatwas executed in a tested environment, as
the British Government had started PFIs in the $990 that sense, a PPP model for the
Palais des Nationmight be more innovative that the Treasury budditI.

2. The DBFM Mode: The case study of the Ministry of Defencein the UK

Description of the DBFM model

Under the Design-Build-Finance-Maintain (DBFM) mobtlee private sector designs, builds
and finances an asset and provides hard facilityag@ment or maintenance services. Under
this model the United Nations would pay an avaligbiee that covers the cost of the
refurbishment and additional services provided H®y ¢ontractor (the reward design would
include pain/gain provisions to drive services guabutcomes). A DBFM is a long-term
contract, typically 25 - 30 years from constructimncompletion, under which the public
sector will undertake a competitive process to gaga private company to design, build
and/or renovate a facility. In addition, the prevaector will procure debt and equity funding
to finance construction, as well as undertake reaemce for the facility over an extended
operating period.
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The DBFM model has an excellent track record ofeghg on time and on budget delivery
when compared with traditional procurement moddlse private sector entity is only
entitled to commence receiving payments upon assatability. This provides a powerful
incentive to achieve construction deadline.

Description of the case study of the Ministry ofddee

The headquarters of the Ministry of Defence (knasnMain Building) was built between
1939 and 1959 on the site of the old Whitehall &alavhich is today one of London’s
historical landmarks and a Grade | listddilding. However, by mid-1990s it was clear that
the building’s 80-year-old design required a majenewal to ensure MOD’s improved
business efficiency. Heating and power were inigffit and the building (with labyrinthine
corridors connecting hundreds of offices) was iasmegly expensive to maintain.

The challenge was to increase the Main
Building’'s capacity, ensure the safety of staff and
to transact business in a secure, modern
environment. In addition, the new design was to
comply with the requirements of the Disability
Discrimination Act (DDA) 2004, to support more
open and collaborative working, and at the same
time introduce a new state-of-the-art IT
infrastructure.

S
]
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The Main Building Redevelopment project was

approved in 1996 and in May 2000 the MOD

signed the PFI contract to redevelop and service

the accommodation over a 30 year period. The sohlhe redevelopment included new

facilities such as a café, restaurant, gym, infeimnacentre, conference suite and business
suite. Following a three year intense refurbishmestiod, despite the magnitude of the

redevelopment, the project was completed on bualygtwo months ahead of schedule.

The price of the 30-year deal as contrac
with a private company, Modus, w3g
£746.1 million at 2000 price levels i
comparison to estimated costs of
conventionally procured project rangin
from£690 million to £807 million. The
MOD concluded that the deal would cost
similar amount to a conventiong
procurement; however, given  th
uncertainties inherent in comparing 30-ye
forecasts of project costs taking ini
account other factors, it considered

favoured the PFI deal over conventional procurement

5In the United Kingdom, the term listed buildingsfars to a building or other structure officiallgsignated as
being of special architectural, historical or ctéiusignificance. Grade | structures are those idensd to be
“buildings of exceptional interest”. A listed buifdy may not be demolished, extended, or alteredhowit

special permission from the local planning autlyofithich typically consults the relevant centravgmment

agency, particularly for significant alterationsth@ more notable listed buildings).
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Impact: pros and cons

The Main Building refurbishment provided the Mimsbf Defence with a new approach to
workplace utilization. The design of the buildingnsidered the whole-life management of
the building, whereas the stakeholders worked tfiely together to engineer a cost effective
design solution, which has been essential to tlogegr's success. In addition, the historic
features of the building were sympathetically addpt

Careful consideration by the original design tedhmodern construction and maintenance
techniques has resulted in many innovations beimgressfully employed. The design
selected by the private contractor contributechtoMinistry’s Main Building refurbishment,
and was given a very high energy rating.

However, it was a large and complex project, whiololved moving over 3000 staff into
other central London accommodation, disposing ssrroperties and then moving staff
back into the Main Building.

Applicability of the case study for the Palais

The project of refurbishment of MOD is very simitarthePalais des Nations terms of the
scope of the project, the challenges faced by theddings and the urgency of renovation
works. It is believed that if properly analyzed t@se study of MOD can be replicated if not
in full, but at least partially. However taking enaiccount that UNOG might not be able to
relocate its entire staff to another venue at ameitgs advised that this issue, among other
points, is clearly explained in the output speaificns and is considered in the pre-feasiblity
study.

The DBFM O Moddl: The case study of the Ministry of Finance of the Netherlands

Description of the DBFMO model

Under the  Design-Build-Finance-Maintain-
Operate (DBFMO) model the private sector
designs, builds and finances an asset, provides
hard and/or soft facility management services as
well as operations under a long-term agreement.
The DBFMO model covers the entire process,
from the production of a design to a fully
operational building with all the associated
services.

DBFMO contracts constitute the  most
comprehensive ‘service package’ which covers
the construction of the building as well as
financing, facility services, operation and
maintenance. Integrated building contracts are
assumed to result in lower costs, better
performance and more innovative solutions as a
Ministry of Financ: of the Netherland result of a collaborative environment, output

(Ministerie van Financién) specifications and long-time commitment. Life
cycle costs can be reduced when investment and
exploitation costs are brought in line with one
another.
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Description of the case study of the Ministry afdfice

DBFMO is the standard PPP model applicable to alinninfrastructural agreements in the
Netherlands. This model has a tried and tested tracord. The DBFMO contract was
modified for the refurbishment of the building it Ministry of Finance, which was old, in
bad shape and did not fit within the aesthetic lnd Hague.

Impact: pros and cons

The standard procedure within the Government of t
Netherlands (as in many other countries)
undertaking a Public Private Comparator (PPC) whig
calculates the Value for Money of around 5%. Th |
actual decision was not only based on VfM, but alg §
the government’s intention to provide a better iserv
to its visitors, a better and professionally eqeigpp
conference and meeting areas and a longer sery &
timeslot than was possible under the previous
existing conditions. The output specification tast
and maintain its ICT environment and a proactiv
approach of the concessionaire was anticipateceto
of value to the users of the building.

Applicability of the case study for the Palais dedions

The Ministry of Finance building is in the centré The Hague and an eye-catching. The
renovation should not only improve standards witttie building, but also respect its
surroundings and the historical centre of the ciys the Ministry is at the heart of all major
political decisions, a higher standard of serviceloth the staff and its visitors/guests was
needed. The PPP approach proved that this semidd be reached within the budget due to
a PPP/Life Cycle Approach.

The private sector’s experience with the relocatibstaff, documents and facilities and the
availability payment principle (pay when ready) yded more incentive for the private
sector to complete the whole renovation within #igeeed budget and three months earlier
than scheduled. The fact that project deliverechiwibbudget and on time, and provided
modern and up-to-date services to staff and visitomde the DBFMO model the most
suitable for the Government of the Netherlands.séhespects are equally applicable for the
renovation of thé”alais de Nations

The DBFMO Modd: The case study of French Ministry of Defence on the site of
«Balard» in Paris

Description of the case study of the Ministry ofddee Building

The project “Balard” brings together defence headtgus and central services of the
Ministry of Defence (MinDef), which are currentlysgersed over a dozen sites in south west
of Paris. This site, which already hosts severpbdeents of the Ministry, is owned by the
French Government. It covers an area of 16.5 hestand includes buildings to be restored
(some of which are classified as architecturalthge protection) as well as buildings to be
erected after demolition of old buildings.
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The PPP was signed on May™3®011 between Opale (Bouygues, Thales, Sodexdid)al
FIDEPPP, SEIEF) and the French State to gatheceh&al administration and the various
branches of the Ministry of Defence in Balard ($oaot Paris). One of the main objectives of
the project is to accommodate 9300 people on alesisge (including 135,000 m2 of
renovated buildings and 145,000 m? of new buildingke investment costs amount to EUR
720 million.

The project also included, in addition to servidd® command centre staffs and numerous
meeting rooms and auditoriums, numerous serviatsding:

— 2 catering unites;

— a center hosting 900 rooms;

— 3 nurseries;

— Afitness center and a swimming pool open to loeaidents.

This type of contract is the equivalent of a DBFM@ntract; investment and provision of
operations and maintenance are paid by the Statetprivate partner in the form of annual
fees.

Impact: pros and cons

The advantage of the project is that it is

integrated contract combining  efficienc
targets, reasonable risk transfer, expec
compliance with predicted cost and timefram
and quality of the maintenance in the lor
term. On the other hand the complexity of tk
procedure, cost and availability of privat
financing should be thoroughly analysg
before proceeding with similar projects.

Applicability of the case study for the Palais dedions

Taking into account the similar features of ®alais and the French Ministry of Defence
project, thePalais des Nationgould be a good candidate for DBFMO contract, with
emphasize being put on respect for the architecturality, energy efficiency (one of the
potential strong points of such contracts), antha@lananagement of the building.

The Lease-L easeback model: The case study of US Government Buildings

Description of the Lease-Leaseback model

Under the Lease-Leaseback model a government emiitys an asset and seeks to raise
capital by ‘selling’ an asset to an investor anteeng into a lease to lease the asset from the
investor. However it allows the government agemcketain complete ownership of the asset
whereas the investor only maintains a leasehottest in the asset. The government agency
pays rent to the investor under the Lease-leasetiasgture and benefits from the lump sum
funds made available from the investor or fromithestor funding construction costs.

Impact: pros and cons
Major advantages of the Lease-Leaseback modeddititnal PPPs are as follows:
— Provides 100% of project costs
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— Capital costs are lower than traditional procureimen

— Transaction can be completed quickly

- Provides long term fixed rate capital up to 30 gear

- Government retains 100% control over operationk wit interference from investor

- Long term proven model over decades in both govermrand corporate sectors

- Institutional funds available for leasing evenight of Economic Crisis

- Government can control design and constructiongugiivate capital

— Flexible and customizable lease terms and strustoreneet needs

- Government can retain all asset appreciation astiapy owning asset at end of
lease or via lease-leaseback

Applicability of the case study for the Palais dedions

The US Government's General Services AdministratigBSA) currently leases

approximately 7,100 assets and properties worldwhdé are privately financed, including
FBI Buildings, Social Security Offices, Veteran aiffs Hospitals and Post Office Buildings
generally on 20 year leases to the Federal goverarharge multinational corporations also
commonly use this form of long term real estatesileg for their corporate real estate
including corporations such as Wal-Mart, Home Depaink of America and Walgreens.




