
KINGS SQUARE

EXPLAINING THE 2012 KINGS SQUARE BUSINESS PLAN

PRESENTATION TO:    FREMANTLE SOCIETY / FICRA / FRRA
20 APRIL2016



What is the Kings Square Project?

• It depends on the context

• It probably depends on who you are talking to

• One or more of the following…

Redevelopment of 

Council office, 

Chambers and Library

[by the CoF]

Sale of CoF

Spicer site

[to Sirona]

Sale of CoF

Queensgate Centre

[to Sirona]

Redevelopment 

of Myer site

[by Sirona]

Sale of CoF

Queensgate Car Park

[to Sirona]



What is the COF investing in?
$45 million to demolish and re-build the City of Fremantle (CoF) Council 
offices, Chambers and Library

• The additional CoF facilities and services provided to rate payers are: 

• a bigger and better library

• additional baby change facilities



Sirona redevelopment of Myer
The CoF has represented this as an “all or nothing” opportunity – this is wrong!

• The Myer site can be developed independently

• The CoF could even offer Sirona the Queensgate Centre, for a combined development

• Sirona bought the Myer centre with its “eyes open” – there are no CoF obligations here!

Sirona can redevelop the Myer site whether a new Fremantle Civic Centre is built or not

Council office, 

Chambers and 

Library

Myer site



Investment Reserve vs Municipal Reserve

Investment 

Reserve

CoF Investment Base:

• Investment properties

• Other non-current assets

• Generates income for the COF

CoF Investment Policy SG14 

requires the asset base to be 

preserved

Municipal

Reserve

Funding of Activities:

• Applied to the provision of 

services and facilities

• Rates, grants and other 

revenue generated by Council 

are paid into here

Only income to be 

transferred



CoF Investment Policy SG14
Policy SG14:
• SG14 Section 2(b): Funds are not to be 

withdrawn from the reserve fund to subsidise 

operating or recurrent expenditures under any 

circumstances, nor are funds to be withdrawn 

for the purposes of providing community 

facilities that do not provide a commercial rate 

of return…

CEO Graeme McKenzie [re: SG14]:
• “Firstly, the Trustees Act does not apply to 

local government public projects.”

• “Secondly, the City’s Investment Reserve 

Fund Policy is a policy created by council. It 

has no higher statutory authority than a 

guidance document created by council for 

council.”

• Guidelines can be over-ruled by a vote of 

Council – and have to the tune of $50 million

• The Investment Committee has not met 

since April 2008

???



$50m of Transfers approved in 2012/13

Investment 

Reserve

Municipal

Reserve
Only income should 

be transferred !!!

$29 million
Feb 2013
Proceeds from sale of property to Sirona

$1.5 million
2013/14 Budget
Further transfers of Asset Base for use in provision 

of facilities and services

$12 million
2012/13 Budget [25 May 2012]

Council voted to “break up the investment surplus 

funds to allocate to future strategic projects

Kings Square Business Plan
To part fund construction of $45 million Civic Centre

$7 million ???
Feb 2013
No source of funds identified

Kings Square Business Plan
To fund any shortfall on the Civic Centre build

Transferred

Transferred

Approved

Approved

To fund “pet projects”

Transfers of Capital:



How is the $45 million Project funded?
• Debt of $8.8 million

• The remaining $36.2 million is from the CoF Investment Reserve

• Where do the Investment Reserve funds come from?

• Selling all three properties raises $29.5 million

• Where does the remaining $6.7 million come from – the Investment Reserve, again

$6.65 million

Sale of CoF

Spicer site

[to Sirona]

$6.35 million

Sale of CoF

Queensgate Centre

[to Sirona]

$16.5 million

Sale of CoF

Queensgate Car Park

[to Sirona]

6.35

+ 6.65

+ 16.50

= 29.50



CoF Evaluation Structure
The framing of the CoF analysis is fundamentally flawed:

• The Kings Square Investment should have a separate Business Case to the Sale of Properties

• The Sale of each Property should have its own Business Case

Investment 

Reserve

Kings Square 

Project

$45 million

Debt

$8.8 million

$36.2 millionSale of properties

$29.5 million
$29.5 million

Queensgate Car 

park

Queensgate Centre

Spicers Site

Shortfall:

$6.7 million

The CoF Financial Analysis combines all of these cash flows

Correct 

evaluation of 

Project

Separate Business 

Case is required for 

each Property Sale

Preserved Asset Base Provision of Services and Facilities

$36.2 mActual shortfall:



CoF Statement of Project Impact

The 2012 Kings Square Business Plan makes the following statements about 

the $45 million project:

The CoF has been 

asked to provide 

further information 

to support this 

statement

This statement is 

misleading:
• The Project only 

generates 

$800,000 per year 

in revenue



Financial Analysis

Kings Square 

Project

Investment:

$45 million

Revenue:

$0.8 million per year

less operating costs

Independent Financial Analysis:
• NPV = negative $30 million (approx.)

• Rate of Return is close to zero

• Pay Back Period = 51 years

City of Fremantle Financial Analysis:
• NPV = positive $4.15 million

• Rate of Return = 6.15%

Why the differences in NPV?
• CoF assumes that the $45 million building will appreciate over time to $97.5 million in 20 yrs

• Independent financial analysis does not support this assumption

• CoF assumption contradicts financial theory and the globally accepted basis for Taxation Law

• Contradicts approach taken by the CoF when valuing its other assets in the Business Plan

• The assumption is simply not supportable

• CoF does not refer to this “assumption” in the Assumptions section of the Business Plan, or 

discuss it anywhere in the Kings Square Business Plan



Cash Flow Charts and NPV

• It takes about 50 years to recover the initial 

investment costs from the Project revenue

• The CoF relies on the Residual Building 

Value assumption to turn a negative $30 

million NPV into a marginally positive NPV

• The residual building value is not discussed 

anywhere in the Kings Square Business Plan

• This is pure nonsense!

NPV - Independent analysis

NPV – City of Fremantle



Compare the Expert Comments

CEO Graeme McKenzie:
• “The value of the City buildings at completion (without land value) was estimated at $44.75m.” 

• “The value in 20 years was assessed at $97.23m, calculated by applying a 3.5% price indexation 

rate each year.”

• “The City believes this figure is conservative given that historically property prices increase at 

better than CPI.”

Freo Society sought statements from independent licensed practising Property Valuer:
• “It is unbelievable to think that someone could or would state that a building (not building and 

land) would appreciate over a 20 year period.”

• “In a span of 20 years, buildings, despite the best care and maintenance, will not appreciate and 

in fact will depreciate over that period due to many factors being, but not limited to, obsolescence, 

fair wear and tear, inadequacy, lack of utility and impaired efficiency, exhaustion and changing 

building standards over the years.”

• “The residual valuation of the buildings in year 20 can not be reasonable and is not a sound 

assumption for this Kings Square Project (KSP).”

• “The 20 year future estimate at $97.5 Million for buildings which cost $47.44 Million today is 

absurd.”

Tax and Accounting Treatment:
• Both the ATO and CPAs allow for buildings to depreciate over their useful lives – NOT appreciate



Why is the NPV important?

Investment 

Reserve

CoF Investment Base:

• Investment properties

• Other non-current assets

• Generates income for the COF

CoF Investment Policy SG14 

requires the asset base to be 

preserved

Changes to CoF Asset Base

0

+ $4.15 m

- $30 m
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c
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a
s
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D
e

c
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a
s
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Excludes discounted sale of CoF property to Sirona

Project NPV

CoF analysis

Independent  

analysisAccess to Investment Reserves Funds:
Positive NPV = Yes

Negative NPV = No



Proposed CoF Property Sales
3 Properties are to be sold to Sirona for $29 million:

Council office, 

Chambers and 

Library

Spicer site

Queensgate

Centre

Myer site

Queensgate

Car Park

Valuation Rental / yr Land Area Rental

Yield

Queensgate Centre $6.35 m $750,000 /yr 3,139 sqm 11.7%

Queensgate Car Park $16.5 m $700,000 /yr 4,277 sqm 4.2%

Spicer Site $6.65 m $360,000 /yr 2,835 sqm 5.4%

• An 11.7% rental yield on the 

Queensgate Centre suggests 

that Sirona has achieved an 

excellent purchase price 

• The Spicer site is also 

achieving a great rate of 

return for a relatively 

unimproved site, also 

suggesting a good deal for 

Sirona

• Hats off to Sirona – well done!

Business Plan assumptions

4% - 5%

Rental

Yields



CoF Property Valuations

Mayor Brad Pettit:

[15 & 17 April 2016]

“We have had multiple 

independent valuations that 

affirm the sub $30 million 

valuation.”

“What is the name of the City of 

Fremantle document you are 

referring to with these higher 

valuations? I don’t believe I have 

seen it.”

Source: CoF Kings Sq. Presentation 2012.

Queensgate Centre $15.9 million

Queensgate Car Park $16.5 m

Spicer Site $6.65 m         

Total $39.05 million

Who are Ratepayers supposed to believe?



Valuing the Queensgate Centre

Valuation Rental / yr Land Area Rental

Yield

Queensgate Centre $6.35 m $750,000 /yr 3,139 sqm 11.7%

• The rental yield suggests that the $6.35 million sale price is far too low

• CoF’s own valuation for land plus building is $15.9m

• CoF have accepted a “land only” valuation for their sale price

• Queensgate Centre valuation depends on assumptions – what is it really worth?

4% - 5% Rental Yields assumed for 

Queensgate Car Park and Spicer Site

Consistent 

Valuation 

Methodology

Value fully 

leased

Sale Price

Business Plan assumptions

750

Source: Council Mtg 27 May 2015



Sale of Spicers Site

Council office, 

Chambers and 

Library

Spicer site

Valuation Rental / yr Land Area Rental

Yield

Spicer Site $6.65 m $360,000 /yr 2,835 sqm 5.4%

• This property could have been sold to any 

property developer at any time, on the 

same conditions as Sirona - that it 

develop the site into a hotel

• The Kings Square Business Plan states 

that the CoF NPV increases from $4.15 

million to $7.27 million if the Spicer site IS 

NOT SOLD

• This suggests that the sale to Sirona is 

not good for the CoF – perhaps the 

property valuation is too low?

• This property is being sold to Sirona to part-fund the CoF Project. 

• Since this building is not on Kings Square or even on the same city block, why was 

the sale of this building not offered to the public to find the “fair market value”?



Sale of Queensgate Car Park

Council office, 

Chambers and 

Library

Queensgate

Car Park

Valuation Rental / yr Land Area Rental

Yield

Queensgate Car Park $16.5 m $700,000 /yr 4,277 sqm 4.2%

• This car park achieves a great yield 

considering such a large proportion is 

currently set aside for free CoF staff 

parking

• CoF has stated that the City’s car parks 

are only at 80% capacity

• CoF has agreed to lease 100 car spaces 

from Sirona - a future cost to the CoF

• In private hands, there is scope for 

considerable improvement in the yield

• This 843 car bay property is being sold to Sirona to part-fund the COF Project

• The CoF is proposing to build a new 400 bay car park before 2020 for $15 million*

[*See COF Long Term Financial Plan 2015-2025]



Why no answers from CoF?
• The City of Fremantle presented this Project in 

2012 as having robust financial metrics

• Rate payer supported this project based on these 

metrics [NPV $4.15m / IRR 6.15%]

• The Council approved the Investment of $45 

million of rate payers’ funds on the basis that it 

has a positive NPV – the crux of the issue!

• Would Ratepayers have supported this project if 

the CoF told them it had a negative $30 million 

NPV?

• Would ratepayers have supported this project if it 

were told that it required selling $50 million of the 

City’s investment properties to Sirona for just $29 

million

• A possible combined erosion of ratepayers’ Asset 

Base of close to $50 million !!!

• Form your own opinion…

Changes to CoF Asset Base

0

NPV:

+ $4.15 million

NPV:

- $30 m
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Property

Discounts:

- $20 m ?



Other Considerations

Other Kings Square Business Plan blind spots:

• The analysis structure does not properly separate the Project being developed from 

the properties being sold to fund it

• No alternative funding strategy have been discussed – e.g. long term leases

• There is no proper discussion as to HOW the project will revitalise the CBD

• The Risk assessment is very weak and superficial

• …the questions go on and on - This is a fundamentally flawed document!!!

This is just the tip of the iceberg of questionable CoF financial decision making:

• The Biggest: Kings Square Business Plan

• The Worst: Enkel lease of the Naval Stores

• The most Stupid: Solar powered parklets!!!

…and these are just the current projects – what else has happened over last 7 years?



What Next
Form you own opinion

• Has the City of Fremantle misrepresented the financial analysis, and returns on 

investment, to Ratepayers and Councillors?

• Is this Council managing the City’s Asset Base, built up over previous generations, in 

a financially responsible manner?

• Why hasn’t a single Councillor sought independent financial advice since these 

questions were raised again in October 2014?
• They just ask the source of the document if it is correct? A philosophy student’s dream – the “Liar’s Paradox”!

• Why the “smoke and mirrors” and “spin” – what is the CoF so desperate to hide?

Former Fremantle Mayor Peter Tagliaferri has expressed his opinion:

• Fremantle council’s plans for Kings Square are “crazy, seriously” and a “disaster 

waiting to happen” [Herald: 29 May 2015]

What can ratepayers do?

• Scrutinise the figures / Ask more questions / Challenge 

• Hold your elected representative accountable for their statements and decisions



Questions


