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Executive Summary

1. In establishing the tertiary education institution (TEI) Crown asset transfer and disposal policy,
Cabinet agreed that, if a TEI sells a transferred asset within five years of its transfer, it must pay
up to 20 percent of the net proceeds of sale to the Crown. While the policy envisages that a TEI
could potentially retain up to 100 percent of the net proceeds in these circumstances, it does not
provide guidance on how requests to retain more than 80 percent should beyevaluated and
determined. This report proposes a framework, consistent with the principles®underpinning the
policy, to consider requests from TEIls to retain more than 80 percent.

2. Victoria University of Wellington (VUW) has requested the retention ,0f,100 percent of the net
proceeds from the sale of assets that were transferred from thefCrownto VUW’s ownership in
2014 and 2015. This is the first request made by a TEI to retain. mare than 80 percent of the net
proceeds from the disposal of assets transferred to it within the‘previous five, years under the
policy. Further requests of this nature are possible in the future. To maintain the integrity of the
overarching policy, it will be important that all TEls are seen 10 be treated)in the’same manner
when Ministers consider requests to retain more than 80 percent of the fiet proceeds of sale of
an asset transferred within the previous five years.«The_second part of,thiS report applies the
proposed framework to VUW'’s request.

3. The Tertiary Education Commission (TEC) ard the Ministry ef,Education (MoE) consider there to
be a strong rationale for VUW to retain.more than 80 percent of the net proceeds from the
disposal of transferred properties. Thellreasury considers that, on balance, the case against
VUW'’s request outweighs the case iprfavour.

Recommendations

Hon Paul Goldsmith, Minister for Tertiary Edugation, Skills and Employment
It is recommended that you and the Minister of Finance jointly:
1. note that the tertiary education institution (TEI) Crown asset transfer and disposal policy (the
policy) establishéd by Cabinét.in 2010 provides for:
a. (the legal ownership of Crown assets managed by a TEI to be transferred to that TEI,
b, Crown assets’managed, but no longer needed by a TEl, to be disposed of, with up to 100

percent ofsthe net proceeds of disposal being available to the TEI for investment;

27 "note that Cabinet agreed that, if a TEI disposes of an asset transferred to it within five years of
its transfer, it must pay up to 20 percent of the net proceeds of sale to the Crown;

3. note that while the policy envisages that a TEl could retain up to 100 percent of the net
proceeds of disposal of an asset transferred in the previous five years, it does not provide
guidance on how requests to retain more than 80 percent should be evaluated and determined;

4. note that VUW has requested to retain 100 percent of the net proceeds of the proposed sale of

assets transferred to it from the Crown in 2014, and 2015 and that further requests of this nature
from other TEls are possible in the future;
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Proposed framework for considering requests to retain more than 80 percent of net proceeds
from disposal of assets within five years of their transfer from the Crown

5. agree that such requests be treated consistently and in accordance with the principles
underpinning the policy, which are that transfers or disposals of Crown assets used by TEls
should:

a. support the Government’s goals, as stated in the Tertiary Education Strategy;

b. support TEls to improve their capital asset management and deliver onytheir investment
plans;

c. be fair and transparent;

d. provide incentives for TEls to make decisions that ensure value’for money through
effective and efficient management of their assets; and

e. be consistent with TEls being autonomous and accodntable, institutions:

AGREE / DISAGREE AGREE /'DISAGREE

Minister of Finance Minister for Tertiary'Education, Skills
and Employment

6. agree that such requests are assessed against the following censiderations:
a. the time since the asset transferred,;

b. the time taken to transferthevasset the TEI is digposing of since:
— the TEI applied far the transfer of Crown assets;

— the time, the TEI signed the Memorandum of Understanding for the transfer
process;

whether the’TEl"is“Overcapitalised;

d. whether“the~FEl has demonstrated that the retained earnings will be used in capital
projects®that are of value\to the educational activities of the institution;

e. whether”the TEI «continues to meet the government’s capital asset management
expectations

f. “whether the TE[| remains viable; and

g+ the financial implications for the TEI and the Crown:
— the amount the 20 percent represents;
— the level of investment the TEI has contributed to the value of the asset;
— the TE/I’s current financial situation; and
— other potential priorities for the Crown.

AGREE / DISAGREE AGREE / DISAGREE

Minister of Finance Minister for Tertiary Education, Skills
and Employment
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Application of proposed framework to Victoria University of Wellington’s (VUW’s) request
to retain 100 percent of net proceeds from the disposal of assets transferred within the

last five years

7. agree that the framework outlined above be applied to VUW’s request to retain 100 percent of

the net proceeds from the disposal of assets transferred in 2014 and 2015;

AGREE / DISAGREE AGREE / DISAGREE

Minister of Finance Minister for Tertiary Education,Skills
and Employment

8. note that the Tertiary Education Commission (TEC), the Ministry of\Education (MoE) and the

Treasury have assessed VUW'’s request within the framework“outlined above;

9. note that officials consider the reasons to support VUW'’s request include:

a. disposing of assets it no longer needs is copsistent with the, effective and efficient

management of its assets;

b. over six years have elapsed since VUW “applied for thétransfer of the Crown-owned
assets that it had managed since 1990 ‘andvmore than'five, years have elapsed since
VUW signed the MoU for the process to transferythe assets, the times at which its

ongoing need for the assets would.have been considered by VUW;

c. VUW is not overcapitalised;

the retained proceeds will_beiinvested in purpeses that provide value to the educational

activities of the institution;
e. VUW continues to meet the'Government's CAM expectations;
VUW remains viable in terms ofits educational and financial performance; and

g. VUW, and its predecessor institution, at Karori, have invested in maintaining the value of

the assets.
10. note that officialsseonsider the reasons against supporting VUW'’s request include:

a. les§ than two years elapsed between the transfer process being completed and VUW
declaring the assets\it now intends to dispose of surplus to its educational requirements.
This is inconsistentiwith the intent of the policy to provide incentives to TEls to improve

their CAM by eonsidering their long-term need;

b/ the proposedyuse of the proceeds includes restoration work following the Kaikoura
earthquakepwhich VUW recently requested additional funding to remedy, and which the

government declined; and

c. the estimated quantum of the 20 percent of net proceeds of sale is approximately i
B8R which Ministers could apply to other government priorities in the tertiary system or

across the whole of government.
11. note that:

a. the TEC considers that in the context of the overall objectives and principles of the policy
there is a strong case for VUW to retain 100 percent of the net proceeds from the sale of
these assets and the proceeds specifically invested in capital assets that benefit

educational outcomes;

b. the Treasury considers that, on balance, the case against VUW’s request outweighs the
case in favour due to two key considerations: the request undermines the policy intent of
the TEI asset transfer and disposal policy, and the best use of Crown funding should be

considered, including VUW’s proposed use of funding;
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12. EITHER [TEC preference]

a. agree that VUW retains 100 percent for reinvestment in capital assets that benefit
educational outcomes;

AGREE / DISAGREE AGREE / DISAGREE
Minister of Finance Minister for Tertiary;Education,
Skills and Employment
OR [Treasury preference]
b.  agree that VUW retains 80 percent;
AGREE / DISAGREE AGREE / DISAGREE

Minister of Finance Minister for Tertiary Education,
Skills and Employment

13. note that, once notified of your and the Minister of Finance’s decisions on the above, a letter to
formally communicate your decision, tofthe ,VUW’s Vice-Chancellor will be provided to your
office for you to sign; and

14. forward this submission to the Minister of Finance for his consideration.

AGREE / DISAGREE

Minister for Tertiary"Educationy"Skillsrand Employment

Tim Fowler

Chief Executive
Tertiary Education Commission

3 August 2017
Hon Paul Goldsmith Hon Steven Joyce
Minister for Tertiary Education, Skills and Minister of Finance
Employment

/ / /
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Purpose

1. The purpose of this report is to provide you with:

o a framework for assessing requests from TEls to retain more than 80 percent of the net
proceeds from the sale of assets transferred to them within the previous five years;

e advice on the application of that framework to Victoria University of Wellington’s (VUW'’s)
request to retain 100 percent of the net proceeds from the disposal of transferred assets;
and

e options for a decision on VUW'’s request.
2. Once notified of your and the Minister of Finance’s decisions en,/VUW's“request, a letter to

formally communicate your joint decision to the VUW'’s Vice-Chanceller will be provided to your
office for you to sign.

Background

3. In October 2009, Cabinet agreed to establish, a%policy that would 16 allow tertiary education
institutions (TEIs) to obtain the legal title to Crown-owned assets under their management [CAB
Min (09) 38/12 refers]. The policy, known as the TEI Crown,asset transfer and disposal policy
was confirmed by Cabinet in 2010, followingyrefinement of ‘the initial proposals [SOC Min (10)
5/6].

4. The intent of the policy is to, over time, transfer Crown-owned assets managed, used and needed
by TEls into TEI ownership (pravided there are no over-riding reasons to retain the assets in
Crown title). It also aims to pfevide incentivesfori] Els to identify Crown-owned assets that are
no longer needed and reinvest the proceeds«from their disposal into capital projects that reflect
the TEIS’ current and emerging heeds.

5. The following principles ‘underpin thepolicy, Transfers or disposals of Crown-owned assets used
by TEls should:
e support the Government’'sigoals, as stated in the Tertiary Education Strategy;

e support TEls to improve, their capital asset management (CAM) and deliver on their
investment plans;

o=y, be fair and transparent;

e /provideginetentives for TEls to make decisions that ensure value for money through
effective and efficient management of their assets; and

e be consistent with TEls being autonomous and accountable institutions.

6. Where a Crown-owned asset is no longer fit for purpose, or is surplus to a TEI's requirements,
the policy provides for its disposal (instead of being transferred). In these circumstances, the
policy provides for:

e 80 percent of the net proceeds being available to the TEI for capital projects to support its
educational activities;

e the remaining 20 percent being available to the TEI if the Crown agrees the TEI is not
overcapitalised and has demonstrated the additional funding will be used in capital projects
that are of adequate value to the educational activities of the institution.

7. Infinalising the policy in 2010, Cabinet agreed that ‘a “condition on sale” would be attached to all
transfers, stating that if a property is transferred to a TEIl and the TEI sells that property within five
years of the date of transfer, then the TElI must pay up to 20 percent of the net proceeds of the
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sale to the Crown [SOC Min (10) 5/6 refers]. The purpose of this condition was to discourage
TEls seeking the transfer of assets and then immediately disposing of them and circumventing
the requirements above.

2]

. TEls are able to retain 100 percent of the proceeds where sale of a transferred asset occurs
more than five years after its transfer from the Crown.

Experience to date

9. Since mid-2010, 21 TEls have submitted applications for the transfer ‘of/ approximately
I B8Rl of Crown-owned land and building assets that they have mianaged since 1990 into
their own titles. Six of those TEls have also at the time of application, identified Crown-owned
assets surplus to their requirements with a total net book value of SIS and have sought
their disposal and the retention of 100 percent of the net proce€dsyof'sale. The proportion of total
assets that this figure represents is less than 1 percent (0.22percent).

10. Overall, assets valued at approximately [l BBl have transferred fromytheé Crown to nine
TEls since late 2014. A further | BRI of assets/s currentlyifitthe s50 Public Works Act
1981 (PWA) transfer process to 10 TEls. WAsSessménts haveyyetito be completed on
approximately SSISIII of assets requested for transfer by founTEls# The assets sought for
transfer are TEIs’ main campus sites and also related ancillary properties being used for the
provision of student services, such as accommodation. The&dmain campus sites account for the
great majority of the value of the Crown-oWnedvassets managediby TEls.

11. Where TEIs have nominated Crown-gwned assets as'surplus to their requirements, they were not
using them for the delivery of edueational services, or were planning to cease using them for that
purpose in the immediate future., The assets identified as surplus have been peripheral sites
away from main campuses,qprimarily house lots that were at the time of application leased on
commercial terms to third partiess or vacantdand.

12. On all applications to dispose of an asset (rather than have it transferred) considered to date,
Ministers have agréed to TEls retainingy100 percent of the net proceeds of sale for reinvestment
in capital projeets. “Business cases(or campus development plans approved by TEI Councils
have been submitted as evidenee ofithe need for retention of the additional 20 percent of the net
proceeds. (Oyercapitalisation‘has“been assessed against the tests applied by market analysts
taking accountsof the particular hature of TEls. In only one case has the additional 20 percent
beengreater than $1 milliombased on net book value at the time of application.

i

: BIMBE 2 ). gszgsso gy
|“\
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Policy Settings and Issues

The policy recognises that transferred assets may become surplus and be disposed
of within five years of transfer.....

13. In addition to preventing gaming, the intention of including a condition on sale of a transferred
asset, was to allow the policy to accommodate genuine changes in TEIs’ capital needs in a way
that did not disadvantage the Crown or the TEl. The policy recognised thathan asset may
become surplus sooner than was expected or as a result of an unforeseen changevin the TEI’s
operating environment. This is reflected in the policy providing for up to 20 percent of the net
proceeds being paid to the Crown if an asset was disposed of within five years of being
transferred.

14. The length (five years from the date of transfer) was noted as_beingisomewhat arbitrary, but was
considered to be long enough to prevent gaming and short enough”to accommodate genuine
changes in the capital needs of TEls.

...but provides no guidance on how requests should'be considered

15. The policy includes criteria to be met for the disposal of Crown-gwned.assets and reinvestment
of net proceeds when the TEI applies for the asset(s) to be disposed. of rather than transferred.
However, the policy provides no guidance on how requests terretain more than 80 percent of the
net proceeds from the sale of transferred assets are to be assessed if the TEI decides to dispose
of them within five years of completioh,of the ftransfer,

Transfers are taking several years to.complete

16. The original Cabinet papers did hotiindicate what a ‘protracted process this could become. When
Ministers set the five-year timeframe from thé™date of transfer”, they may have thought this was
more immediate than it has been in reality.

17. Of the 21 TEI applications for the transferfof Crown owned assets, 17 have been approved by
joint Ministers, but@nly eight have been fully completed and titles issued in the name of the
respective TEI'wNine transfers are, at various stages of the s50 PWA transfer process.
addition, there aréthree applications yet to be considered by joint Ministers which have been with
the TEC fer aver two years., Appendix A sets out the key dates for those TEls that have applied
for the transfer of Crown-owned assets that they manage.

18. Theschange of legal,ownership largely does not affect how a TEI manages an asset that it has
used“and is ¢entinuing to use for educational purposes, so the detailed input required of TEls
throughout the process is often not given a high priority. In addition, the numbers of agencies
involved in the process, the policy’s interaction with a number of other government policy
requirements, land status issues and the fact that the purchasers are already occupying and
using the assets all contribute to the length of time it is taking to complete transfers.

VUW’s request is the first of its kind...
19. In March 2017, VUW’s Vice-Chancellor wrote to you requesting to retain 100% of the proceeds
of the proposed sale of assets transferred from the Crown within the previous five years and

which are now surplus to its requirements.

20. VUW was the first TEI that applied for the transfer of the Crown-owned assets that it managed
and, as far as the TEC is aware, it is the first TEIl to decide that a transferred asset is surplus to

* The date of transfer is the date the vesting of the land in the TEl is notified in the New Zealand Gazette.
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its requirements. Its request to retain all of the net proceeds of sale of a transferred asset is also
the first received.

... and further requests are possible

21. The TEC is aware that other TEls where assets have recently been transferred, or are still in the
transfer process, are also considering the future of some of those assets.

23. Given that none of the assets that have been approved)for transferjhavesyet been in TEIs’
ownership for five years, it is very possible that furtherI Els will findthat due to changes in their
operating environments assets transferred fromthe Crown becomeisurplus to their requirements
within five years of their transfer, and requgst that’they retain 100% of the proceeds of their
disposal.

Proposed framework to assess and decide onrequests to retain more
than 80 percent of net proceeds of sale of an asset disposed of within
five years of transfer

24. To maintain the integrity of the overarehifng poliCy, it will be important that all TEls are seen to be
treated in the same.manner if, and when, they make requests to retain more than 80 percent of
the net proceeds ofgsale of anl asset transferred within the previous five years. Any
considerationssto_asséss and decide, on requests of this nature should also be consistent with
the principles,ufderpinning the"policy (see paragraph 5).

25. This se€tionwproposes a framework of considerations to apply to requests from TEls to retain
more, than 80 percént(of the net proceeds of sale of an asset disposed of within five years of
transfer from the Crown™=in summary, it proposes the following are considered:

e +the'time'since the asset transferred;
o theitime taken to transfer the asset the TEl is disposing of since:
— the TEI applied for the transfer of Crown assets;

— the time the TEI signed the Memorandum of Understanding (MoU)for the transfer
process;

o whether the TEl is overcapitalised;

o whether the TEI has demonstrated that the retained earnings will be used in capital
projects that are of value to the educational activities of the institution;

o whether the TEI continues to meet the government’'s CAM expectations
e whether the TEI remains viable; and
¢ the financial implications for the TEI and the Crown:

— the amount the 20 percent represents;

Q)1 and outofscope

ReEPORT NUMBER: B/17/00704 | 10



TERTIARY EDUCATION REPORT: TERTIARY EDUCATION INSTITUTIONS’ DISPOSAL OF ASSETS TRANSFERRED
FROM THE CROWN AND A DECISION ON VICTORIA UNIVERISTY OF WELLINGTON

— the level of investment the TE| has contributed to the value of the asset;
— the TEI's current financial situation; and
— other potential priorities for the Crown.

The time since the asset transferred

26. TEIs are aware, when they enter into the process for rationalising ownership of the Crown-
owned assets they manage, that they need to consider the future of all the assets, they manage
from a strategic perspective, and seek to transfer or dispose of Crown assets in,the context of
their long term strategic capital asset plan or campus master plan. They should be clear that the

Crown assets they seek for transfer are needed for educational purpeses on @an ongoing basis.

27.Where a TEI identifies a Crown-owned asset as surplus (or,shertly» to be surplus) to its
requirements as part of this process, it has the opportunity tosseek to retain all the net proceeds
of its subsequent disposal. Those TEls that identify an asset as/surplus to their requirements
shortly after its transfer could be said to have not considered their ongoing need,for the asset

appropriately in the first place.

28. The Crown’s expectations with regard to the netqproCeedsof sale of\assets transferred from the
Crown are clear when a TEI applies for the transfer, or disposal jof Crown-owned assets. They
are recognised and acknowledged by TEls when,they sign MoUs and sale and purchase
agreements, albeit, the wording does envisage that the Crewn may agree to an amount less
than 20 percent being paid to it from the set proceeds of sale if\an asset is sold within five years
of transfer. If a TEI's situation has changed between its application and the signing of the sale
and purchase agreement and an asset is no longer needed for ongoing educational purposes, it
can withdraw it from the transfersprocess and seek its disposal with the retention of potentially

100 percent of the net sale proceeds.

29. Considering the time since the asset transférred is therefore consistent with providing incentives
for TEls to make decisions that ensurey value for money through effective and efficient
management of their assets both at the time they make applications for the transfer of Crown-

owned assets and(throughout the transferprocess.

The time taken to'transfer the-assets the TEl is disposing of

30. It would-be possible to take,intoraccount the length of the transfer process by including some of
this\time' in the five year period which Cabinet intended reflect a balance between genuine
changes in TEls capital\needs and an adverse impact on the Crown if TEIs gamed the system.
Taking account of‘thedength of the transfer process would also be consistent with providing
incentives foriEls to make decisions that ensure value for money through effective and efficient
management ofitheir assets. It may encourage TEls that are continuing to use functional but
now sub-optimal or underutilised assets to consider their future at the most opportune time for
the institution, rather than delaying those decisions until five years had passed since the assets

transferred and they were sure of retaining all the sale proceeds.

31. There are two dates within the control of the TEI that could be considered. (While the signing of
the sale and purchase agreement is within the control of the TEl, it is sufficiently close to the

actual transfer as to not be material.)

The date the TEI applied for the transfer of Crown-owned assets

32. This is the date at which the TEI confirms that it requires the assets sought for transfer for
educational purposes now and in the future and provides evidence that the transfers align with
its long term strategic goals, its strategic CAM plan and its investment plan. This is also the time
that the TEI considers its need for the Crown-owned assets that it manages from a strategic

perspective and would nominate those assets it would not need in the future for disposal.
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33. The length of time that will elapse between a TEI making an application and all the transfers for
that institution being effected will be a period of years. Of the eight transfers that have been
completed, the average time between application and receiving the title was three years and
nine months. The longest time to date is five years and three months and the shortest is two
years.

The date the TEI signs the Memorandum of Understanding to apply to the transfer of the assets

34. The MoU sets out the understanding between the Crown and the TEI on the,principles to be
applied to the transfer of the assets and describes the process for implementing the transfer. It
includes the “condition on sale”. It is signed by the TEI and the Secretary for Education on
behalf of the Crown. It is a formal agreement by both parties to underiakesthe process on the
terms set out in the agreement. In signing the MoU, the TEI effectivelyzagrées to the provisions
in it and confirms the declarations and information provided in its application.

35. Once the MoU has been signed the time taken to implement the undertaking is'only partly within
the control of the TEl, as it is also dependent on the timely participationsof a number of other
agencies. Of the eight transfers that have been completed, the amount ofytime between the
MoU being signed and the completion of the transfers«anges from nine“months to over three
and a half years. For a number of large transfersistill'in the s50 PWAsprocess, this time gap will

be longer. SNSRI

Whether the TEI is overcapitalised and the proposed use of the retained funding

36. As outlined in paragraph 6 above, when a,.IEl applies.to dispose of a Crown-owned asset it has
been managing instead of having lit transferred to'the “PEI's legal ownership, all of the net
proceeds of its sale may be madg¢ available to a TEI if the Crown agrees:

o the TEl is not overcapitalisedjand

o the TEIl has demonstrated that the,additional 20 percent of funding will be used in capital
projects that are-ef adequate value to,the educational activities of the institution.

37. These criteria ¢ould e applied t6requésts to retain more than 80 percent of the net proceeds of
sale of anasset transferred(inythe previous five years. This would be consistent with the
treatment of/TEls that identified a Crown-owned asset as surplus and sought its disposal. It
would also, ‘ehable oversight of the rationale for the disposal and the intended use of the
proceeds. /It therefore aligns with the policy principles of supporting the Government’s goals as
stated'in the Tertiary'Edu€ation Strategy and supporting TEls to improve their CAM and deliver
on‘their investment plans.

Whether the TEI continues to meet CAM expectations and remains viable

38. Where TElIs seek to have Crown-owned assets transferred into their ownership, in addition to
demonstrating that they have an ongoing educational need for the assets, they must integrate
the government's CAM expectations into their strategic, financial planning and reporting
systems. The TEI's educational and financial risk status is also assessed against the TEC’s
financial monitoring framework and educational performance indicators to identify whether the
institution is likely to be subject to intervention or closure which could present a risk to the
ongoing ownership of the assets.

39. It would be appropriate to consider whether a TEI is continuing to meet the Government’'s CAM
expectations where they seek more than 80 percent of the net proceeds of sale of a transferred
asset. This is consistent with the principle of supporting TEls to improve their CAM and deliver
on their investment plans. Considering ongoing viability would also protect the Crown against
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the risk that the value of the asset being disposed of would not be used to support the
Government’s goals set out in the Tertiary Education Strategy.

The Financial Implications for the TEl and the Crown

40.

In addition to the policy principles it is relevant to consider the financial implications for both the
TEIl and the Crown when a TEI seeks more than 80 percent of the net proceeds of sale of a
transferred asset. Specifically, it would be appropriate to consider:

e the amount the 20 percent represents;

¢ the level of investment the TEI has contributed to the value of the asset;

e the TEI's current financial situation; and

e other potential priorities for the Crown.

Application of proposed framework to VUW’s request

41.

42.

In requesting the retention of 100 percent of the proceedsfof the dispoesal,of assets transferred
from the Crown within the last five years, VUW statedithat it was severely resource constrained
and could ill afford a 20 percent deduction fromyits'property ratignalisation proceeds if it was to
meet its strategic goals and health and safety obligations for capitahinvestment. It stated that
the proceeds would be reinvested in high priority capital projects using a prudent combination of
external borrowing and recycled capital funding.

This section applies the framework propesed above to VUW's request.

The time since the assets transferred to VUW

43.

44,

VUW assured the TEC at the'time of it§ application (September 2010) that “these assets
(Crown-owned) are currently utilised, toscapacity and are all required for current and future
delivery of Victoria’s_educational programme and research”. It declared the transferred Karori
and Aro Valley properties surplus less than two years (and in one case, less than one year) after
the dates of theirtransfers.

VUW had (the epportunity to“identify the assets as shortly to be surplus rather than seek their
transfer at the time it applied for the transfer or disposal of the Crown-owned assets that it
managed. VUW also had the opportunity to seek 100 percent of the net proceeds of sale at that
time. “WUW did not availsitself of this opportunity. Further, VUW could have withdrawn these
properties from the'transfer process at any time prior to signing the relevant sale and purchase
agreements ifitheiongoing need for them had altered since it sought their transfer in 2010.

The time taken to transfer the assets VUW is disposing of

45.

46.

VUW submitted its application for the transfer of all the Crown-owned assets that it managed on
14 September 2010. The properties which VUW has now declared as surplus to its
requirements transferred in three tranches between 18 December 2014 and 10 December 2015,
that is between four years and three months and five years and three months after VUW had
confirmed that it required them for on-going educational use. VUW declared them surplus in late
2016, after reviewing its long term and capital asset management plans, its debt capacity and
operating efficiency — that is, six years after it had assessed its ongoing need for the assets in
the context of its Crown asset transfer application.

The time from VUW signing its MoU (30 April 2012) and the transfers of the properties it has now
declared surplus ranges between two and a half and three and a half years. A further period of
around a year elapsed before VUW concluded that they were surplus to its requirements. As the
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properties are yet to be sold, the total time between the signing of the MoU and the sale of the
properties will be over five years.

47. VUW has stated (its letters of 30 August 2016 and 28 November 2016 to the Secretary of
Education) that since the transfer of ownership from the Crown, it reviewed options for the
ongoing use of the properties and considered in the context of its strategic direction,
redevelopment and reuse opportunities, that the properties were no longer required for
educational purposes. A decision by VUW to dispose of assets it no longer needs is consistent
with the effective and efficient management of its assets.

Whether VUW is overcapitalised and the proposed use of the retained funding

48. Applying the tests for overcapitalisation that the TEC has used ip assessing the TEls that have
sought to retain 100% of the net proceeds of sale of a Crown-ownedasset, VUW would not be
considered to be overcapitalised.

49. VUW has stated that it can demonstrate that the additional 20wpercent that,it seeks to retain will
generate a positive return for the Crown in terms of both-financial and TES/outcomes. (Professor
Guilford’s letter of 26 March 2017). Following consideration of its long“term plan, VUW has
identified a programme of priority capital projectsyincluding a new engineering building, seismic
strengthening on buildings for the relocated‘education faculty, health and safety space
enhancements and restoration work following the” Kaikoura earthquake. VUW states that
projects are carefully screened, assessed and prioritised and'that all funding sources have been
explored.

50. In a later letter to the Minister of Education (26 July'2017) Professor Guilford states that VUW
intends to apply the first tranchg’ofidivestment proceeds from Karori to support disadvantaged
students from low decile schoels‘in the Wellingtonregion. He states that the second call will be
to meet costs resulting from the, Kaikoura earthquakes and the remaining proceeds from the
divestment of Karori will be used to previde permanent facilities for the faculty of Education on
the Kelburn campus.

51. The TEC reviewed NWW’s capitall programme in the context of considering its request for a
borrowing consent™and is satisfiedsthat decisions on capital investment result from an
appropriate;assessment process,and that the institution’s Council considers that they will provide
adequate valuero the edugationalactivities of the organisation.

Whether VUW continuées to meet CAM expectations and remains viable

52. VMWW, continues {0 report solid educational performance results and has a low risk rating in the
TEC’s financial monitoring framework. It's most recent independent review of its CAM
capabilities (May» 2015) indicates that VUW is continuing to make good progress towards
meeting the targets it has set for itself against the CAM standard. The independent reviewer
also confirmed that the targets VUW was working towards were appropriate for an entity of its
size and nature. A further independent review is scheduled to be completed this year.

The financial implications for VUW and the Crown
The Amount Represented by the 20 percent
53. 20 percent of the net proceeds of sale of the Karori and Aro Valley sites is estimated to be il

I based on the rateable value of the assets. This is a significant amount for VUW and not
insignificant for the Crown.
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The Investment VUW has Contributed to the Value of the Assets

54. On the basis of VUW’s Crown asset transfer application no new buildings have been constructed
on the Karori or Aro Valley sites since 1991. This is the time from which VUW, and its
predecessor institution at Karori, would have funded capital development. VUW states
(Professor Guilford’s letter of 19 June 2017) that it has spent SIS in construction,
upgrading and maintenance work at Karori since it became the beneficial owner in 2004. Its
predecessor institution can be expected to have spent a similar amount in théyperiod between
1991 and 2004.

55. VUW will have carried out some maintenance on the sites that it is disposingyofin the Aro Valley
while it was using the buildings. However, they have been unusedssince 2013 due to seismic
issues and VUW has stated that the buildings have significant deferredymaintenance. VUW has
further stated that it would cost at least Gl to remediate “the buildings and this is
uneconomic for VUW.

VUW:'’s Current Financial Situation

56. In 2016 VUW reported a net surplus of $14 million which'is 3.4 pércent,of total revenue and
above the TEC’s guideline level. VUW has an eXxisting, borrowing consent with a borrowing limit
of $150 million from the Secretary for Education. As at 31 “December 2016, VUW had
$105 million of bank borrowings under this consentsand continues to¥fulfil all consent conditions
and all bank borrowing covenants.

Other Potential Priorities for the Crown

57. Given the estimated amount of 20"pereent of the net proceeds of sale of VUW’s Karori and Aro
Valley sites - QSO and VWWW’s currentlyshealthy financial situation, there is a case to
consider other potential priarities,for the Crown’s use of its retained interest in the assets which
are being disposed of.

Conclusions andsadvice on(VUW'’s request to retain 100 percent of the
net proceeds(of-sale of assets-transferred from the Crown in the last five
years

58. Overall there are reasgns both for and against VUW retaining 100 percent of the net proceeds
from the disposal ofiits Karori and Aro Valley sites.

59, Within the proposed framework, officials consider that the reasons to support VUW’s request
include:

o disposing of assets it no longer needs is consistent with the effective and efficient
management of its assets;

e over six years have elapsed since VUW applied for the transfer of the Crown-owned
assets that it had managed since 1990 and more than five years have elapsed since
VUW signed the MoU for the process to transfer the assets, the times at which its
ongoing need for the assets would have been considered by VUW;

e VUW is not overcapitalised;

o the retained proceeds will be invested in purposes that provide value to the educational
activities of the institution;

o VUW continues to meet the Government’s CAM expectations;

¢ VUW remains viable in terms of its educational and financial performance; and
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e VUW, and its predecessor institution at Karori, have invested in maintaining the value of
the assets.

60. Officials consider the reasons against supporting VUW’s request include:

e less than two years elapsed between the transfer process being completed and VUW
declaring the assets it now intends to dispose of surplus to its educational requirements.
This is inconsistent with the intent of the policy to provide incentives to,TEls to improve
their CAM by considering their long-term need;

o the proposed use of the proceeds includes restoration work following»the Kaikoura
earthquake, which VUW recently requested additional funding toemedy, and which the
government declined; and

e the estimated quantum of the 20 percent net proceedshof%sale is approximately
BB hich Ministers could apply to other gevemment priorities in the tertiary
education system or across the whole of government.

Agency Views
TEC View

61. The TEC considers that in the context of the overall,intent and principles of the government’s TEI
Crown asset transfer and disposal policy there is a strong ¢ase for VUW to retain 100% of the
net proceeds from the sale of assets thatrare no longer needed\for its educational purposes and
reinvest the funds into capital projects that reflect its current'and emerging needs and benefit
educational outcomes. The length of time between'VUW, considering its ongoing need for the
assets when it applied for their transfersin 2010 and signed a MoU in 2012, and declaring them
surplus in 2016 is such that changes‘in its needsscan be expected. Declaring the assets surplus
once it became apparent that they*were no longerineeded demonstrates effective and efficient
capital asset management.

Treasury View

62. Treasury considersithat, on balance, the case against VUW’s request outweighs the case in
favour. In partictlar we think there‘are two key considerations: the policy intent of the TEI asset
transfer and/disposal poligy;,and consideration of the best use of Crown funding, including
VUW’s preposed use of funding:

Policy.intent

63. Altheugh the“processto transfer the assets to VUW’s title was lengthy, as outlined in this report,
VUW confirmedithe ongoing need for the assets as recently as 2015. Given the recent change
in VUWSs stated needs for the assets it is not clear the extent to which they have taken a forward
looking strategic approach to their capital asset management. VUW had the opportunity to
identify the assets as surplus to requirements throughout the transfer process, which they did not
do. We consider that allowing VUW to retain up to 100 percent of the net proceeds of sale
undermines the policy intent to improve TEI's capital asset management, in particular the policy
intent that TEls are incentivised to accurately consider their ongoing need for their capital assets.

Best use of Crown Funding

64. The approximate value of the 20 percent has been estimated at around GBIl Ve consider
that as a default Ministers should at least first have the opportunity to consider whether the
funding can be reprioritised to higher value initiatives within the tertiary education sector, or
beyond. Part of the proposed use of the 20 percent includes restoration work following the
Kaikoura earthquake (VUW press release, 1 August 2017). VUWSs requests for government
funding to cover these costs has previously been declined because TEls are expected to pay for
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such costs with insurance (Letter to Prof Grant Guilford from Hon Goldsmith, 9 June 2017).

Further we note that in recent correspondence with Ministers, VUWSs potential use of the 20
percent has proliferated into a range of areas (including supporting disadvantaged students in
the Wellington region). We also note in context that the Crown has reached a settlement for the

Karori ECE centres of SIS dcspite the title for these properties being

transferred to VUW without a particularly sound rationale (as VUW was not utilising them or

managing any rental) and for essentially no cost.

65. We therefore recommend that Ministers consider alternative uses (higher value priorities) for any
proceeds of the sale (the 20 percent) that materialise. Ministers may wishftoxrequest further
advice from officials on such alternative uses including cost pressures4within Vote Tertiary

Education and any priority initiatives for future Budgets that the proceeds could be reprioritised
to.

MoE View

66. The MoE considers that, in the context of the overall objectives and principles of the policy, and

due to the time that has passed since VUW applied for the properties to pe transférred, there are

grounds for VUW to retain more than 80 percent of the net,proceeds-but less than 100 percent.
The Ministry agrees with the Treasury concern about,restoration work pest-earthquakes. There
is a risk that providing government funding for such\activity (even via the.asset transfer process)
reduces the incentives on TEls to have in place suitable insurance arcangements.
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Appendix A: Key Dates — TElI Crown Asset Transfers

TEI Application | Ministerial | MoU Signed | Transfer | Comment
Approval Complete

VUW 14.09.10 22.08.11 30.04.12 14.12.15
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