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REPORTS FROM STANDING
COMMITTEES

MU ORI CONSULTATIVE COMMITTEE RECOMMENDATION

That the MUbri Consultative Recommendations arising from the discussion of the Committee
reports be submitted to the Council meeting for consideration.

REPORTS FROM STRATEGY AND INFRASTRUCTURE
COMMITTEE HELD 30 JANUARY 2018

1. LEASEHOLD LAND POLICY REVIEW

Type of Report: Legal and Operational
Legal Reference: Local Government Act 2002
Document ID: 430497

Reporting Officer/s & Unit: Richard Munneke, Director City Strategy
Kim Anstey, Planner Policy/Analyst

Bryan Faulknor, Manager Property

1.1 Purpose of Report

The purpose of this report is for Council to consider a review of the Investment Property
Portfolio policy through the long term plan process.

COMMI TTEE®6S RDBETHMEN

Councillors Brosnan / Taylor

That Council

a. Direct officers to consult on the proposed Investment Property Portfolio policy
changes as part of the Long Term Plan process, including the following
amendments:

1  To allow freeholding of specific land identified in the June 2016 Boffa Miskell
r e p dNapter Gity Investment Portfolio: Urban Landscape Strategic reviewo
as non-strategic, on a case by case basis and only when alternative and
suitable investments can be found.

1  That recommendations on the freeholding of all identified non- strategic land
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be considered by the Audit and Risk Committee in the first instance for
recommendation to Council.

1  That the sale of leasehold land be a delegation of Council.

1  That a divestment procedure be established and approved by Council
resolution prior to the release of any leasehold land, should the policy be
adopted.

Carried

1.2 Background Summary

Napi er City Council 6s | nvestanamstrategirasspter t y Por t
Council 6s Significance and Engagement Policy
commercial/industrial properties distributed across the city, with the majority of properties

situated in Onekawa, Ahuriri and Pandora. The current policy states that Council will

retain the Investment Property Portfolio in its entirety. The policy has been reviewed

several times in the past. Council s current g
the Portfolio every 3 to 5 years. In 2013, Council conducted a special consultative

procedure and hearing. The outcome of this was that Council considered it did not have

strategic information to manage the risk of a policy change. Council have commissioned

two subsequent reports on the options of divesting all or part of its leasehold land

portfolio to inform its decision making (Attachments A and B).

1.3 Issues

Leasehold land and re-investment i CBRE report

There exists some negative sentiment in the community towards leasehold land. While
the financial position of individual investors is not a concern of Council, a lack of appetite
for leasehold land has a degree of impact on owners and investors of leasehold property.
Council has had numerous requests from lessees requesting the right to freehold their
site. There is additional concern that leasehold land may have a detrimental impact on
business investment and redevelopment of specific sites.

I n response to these issues, Counci l commi ssi on
land properties. The brief was t o summari se the portfoliobs
financial performance historically, and provide comment on performance expectations

moving forward. Further the report considered whether leasehold land tenure was having

a detrimental impact on reinvestment in the city and whether or not a better option was to

freehold some, or all of these properties. The report published in 2015 and updated in

March 2016 concluded that to date, leasehold tenure does not appear to have materially

distorted the local property market for industrial business. Yet looking forward and using

comparisons from other locations, the report concludes that leasehold tenure has the

potential to delay or inhibit redevelopment potential on specific sites, relative to freehold

tenure. The level of investment in sites with leasehold tenure is generally lower than

those with freehold tenure, which lowers the appeal to investors and prospective tenants.
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It should be noted however, that Council is not the only holder of leasehold land in
Napier.

It is intended to update the CBRE report prior to public consultation to include updated
financial information.

Boffa Miskell Report

Council recognise the benefits of leasehold land, financial and otherwise and therefore
have previously indicated the importance of retaining the leasehold properties that are
strategic in nature. To complement the CBRE report, Council commissioned Boffa
Miskell to develop a methodology that provides a clear and transparent basis for
determining the properties strategic value in terms of their public space and urban
landscape potential. This assessment determined that a number of properties had no
particular public space, urban or landscape attributes or potential that would warrant
Council holding on to them for this reason. The majority of these properties were located
in the Onekawa Industrial area. Some of these properties are entirely surrounded by
freehold properties and in some cases a building may straddle multiple land ownership
structures.

Another portion of properties were assessed as having potential for creating improved
community outcomes and value for the area. The report recommended to retain these
properties for now, and undertake further design and planning investigations in regards
to their future use. The majority of these properties were located on the waterfront in
Ahuriri and Pandora.

Leasehold land returns

At 30 June 2017, the Investment Property Portfolio was valued at approximately $34.8m.
Currently it generates approximately $1.7m in rental revenue.

Property is a low risk investment and provides a reasonably predictable income stream.
However, there are uncertainties to consider in that there is no guarantee that historic
returns will continue and the cash return relative to capital invested is low. The value of
the land assets fluctuates with the Napier property market.

Importantly, the 2015 CBRE report recommended caution in divesting in any leasehold

land assets in order to obtain maximum benefit to ratepayers. Council would need to

ensure its investment policy was fit for purpose so that any decisions about reinvestment

ensures equivalent ongoing income, and that any sale of property realises their maximum

val ue. Under the Hawkebés Bay Endowmadlnst Land
required to direct funds received from leasehold land to the improvement, protection,
management, or use of the Inner Harbour and the coastal marine area.

1.4 Significance and Consultation

The portfolio is listed as a strategic asset in the significance and engagement policy and
therefore any decision to transfer the ownership of the portfolio (whole or part) must be
provided for in the long-term plan (LGA Section 97). Consultation on the policy can take
place through the long term plan process. Council has consulted on this policy previously
in 2013 with a decision made to retain the
highlighted that information gaps existed around determining which properties to sell and

o
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that secure processes for reinvestment needed to be in place before a decision to sell
was to be made. As stated above, there has been considerable refinement as to which
properties to sell through the Boffa Miskell report. However, questions around
reinvestment remains.

1.5 Implications

Financial

There are no immediate financial implications from consulting on this policy change via
the long-term plan. However, if the outcome of the consultation process is that Council
amend the policy to allow flexibility to sell certain non-strategic properties on a case by
case basis, then the Investment policy will need to be firmed up to accommodate a long-
term investment horizon. The decision to sell any property would need to be made on
the basis that an alternative investment could be found with similar and/or improved
returns so the financial implications for ratepayers is negligible.

Social & Policy

Council is often approached by lessees requesting to freehold their site. The issues that
have been raised in relation to freeholding are:

a. Could Council receive a better return on an alternative investment that would
provide a better or equivalent benefit?

b. Are there risks associated with having all of Councils property investment
portfolio located in Napier?

c. Isthe portfolio having a significant impact on re-investment in Napier?

The social and policy implications of this decision will be minimal providing that if a
decision is made to freehold a property, alternative reinvestment can be found.
Amending the policy would have an effect of giving Council more flexibility and control to
make decisions that benefit the community as a whole.

Risk

There is a small amount of risk if Council choose not to propose a change to the policy.

This decision would likely disappoint those leaseholders wishing to freehold their site.

Al ternativel vy, there is a certain amount of roi
Council may get multiple requests from leaseholders to sell specific properties and

challenges would exist in finding equivalent investment opportunities and to avoid an

i mpact on rates. Al so fatlé pooCeansi maypyvbe O
reinvestment more difficult because of a lack of scale. To mitigate these risks, the

decision to sell any property would remain a delegation of Council that would be

supported by a robust investigation process on any potential asset sale and reinvestment

opportunities.

1.6 Options

The options available to Council are as follows:

a. That Council make no change to Councils leasehold land policy and retain all
commercial/industrial leasehold land portfolio in its entirety.
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b. That Council amend the investment property portfolio to allow freeholding of all
commercial/industrial properties.

c. That the proposed Investment Property Portfolio policy changes are consulted on as
part of the Long Term Plan process that includes the following amendments:

i.  To allow freeholding of specific land identified in the Boffa Miskell report as
non-strategic, on a case by case basis and only when alternative and suitable
investments can be found.

ii.  That recommendations on the freeholding of all identified non- strategic land be
considered by the Audit and Risk Committee in the first instance for
recommendation to Council.

iii. Thatthe sale of leasehold land be a delegation of Council.

iv. That a divestment procedure be established and approved by Council
resolution should the policy be adopted.

1.7 Development of Preferred Option

The current policy provides no flexibility for freeholding specific, non-strategic assets that
if sold, could assist in the redevelopment of industrial and/or commercial land in Napier
and stimulate private investment. Introducing some flexibility in the policy will allow
Council to consider each leasehold property on its merits so that any decisions relating to
such land is made with the best intentions for the future of Napier. Freeholding specific
properties will enable diversification of the Councils investment portfolio which will reduce
market exposure risks. Amending the policy to allow freeholding of all properties,
regardless of their strategic nature, is not recommended on the basis that this would
create undue risk for Council and ratepayers. Using the Boffa Miskell report as guidance
to determine the strategic nature of each property and performing an investigation into
sale and reinvestment opportunities on a case by case basis, gives Council the ability to
adapt to current market conditions to ensure maximum benefit to ratepayers. It is
envisioned that a detailed procedure for divestment of specific properties would be
developed and approved by Council should the preferred option be adopted.

At the Meeting
In response to questions from Councillors it was clarified that:

T The Hawkebdbs Bay Land Empowering Act
than capital gained from a sale; more clarification on this will be provided as
and when any sales are proposed.

i The Act allows Council to sell leasehold land at its discretion; regardless of
where the land is located. The income from the sale would be ring-fenced for
reinvestment in another revenue producing asset. All the proceeds are
targeted for use in the marine/ harbour area.

1 Funding the inner harbour is important for Council to protect on behalf of rate
payers. Each potential sale would be approached on a case by case basis and
assessed by the Audit and Risk Committee to ensure that the lease is being
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replaced by an appropriate other income opportunity.

1 Previous consultation on the topic had indicated strong support from current
lessees. There were very few submissions raising concerns, and most of these
noted that ensuring that investments were protected on behalf of ratepayers
was the key focus. Council agrees that this is extremely important and any
proposed sale would only progress should an equally or more lucrative
replacement investment have been found.

1.8 Attachments

A  Boffa Miskell Report - June 2016
B CBRE Report - March 2016
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Fartner [ Londscape Architect
Marc Baily

Fartrar / Urban Planner

Fiona Whyte
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File ref: W16045_001_Nagier_c

_Leqsenold Land_Cocument_20140817
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