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ISSUE: Investment and Growth Reserve: Request to
Underwrite Operational Expenditure — Whangarei Art
Museum Trust

ID: A695853

To: Extraordinary Council meeting, 10 October 2014

From: Malcolm Nicolson, Chief Executive

Date: 9 October 2014

Report Type: | [] iNormal operations : [_] :Information [V] Decision

........................ [] iInfrastructure [] iPublic service [] Regulatory function

Purpose: e
[] ‘Legislative function | [] ‘Annual\Long Term Plan : ] :Other

Significance: | [] High [ Moderate [] Low

Executive Summary:

The purpose of this report is to seek council’s approval to provide up to $1.2 million
from the Investment and Growth Reserve (IGR) to Northland Inc. (NINC) to underwrite
the first four years of operational expenditure of a Hundertwasser Museum in
Whangarei (if it should go ahead) to a maximum value of $300,000 per year. Itis
recommended that council approve this distribution subject to some conditions.

Legal compliance and significance assessment:

The activities detailed in this report are in accordance with the council’s criteria for
allocation of its Investment & Growth Reserve, which were consulted upon in the Long
Term Plan 2012-2022. However, the proposal for a Hundertwasser Museum in
Whangarei has been highly controversial and a council decision to support it in any
form is likely to elicit strong views from the public. This matter has been assessed
according to the council’s Significance Policy and deemed to be of moderate
significance.

Recommendations:

1)  That the report “Investment and Growth Reserve: Request to Underwrite
Operational Expenditure — Whangarei Art Museum Trust” by Malcolm Nicolson,
Chief Executive, and dated 9 October 2014, be received.

2)  That council agrees to provide up to $1.2 million from the Investment and
Growth Reserve to underwrite the first four years of operational expenditure of a
Hundertwasser Museum in Whangarei (if it should go ahead) to a maximum
value of $300,000 per year, subject to:

a) A legal instrument being included in the funding agreement, to enable
the council to control the management of the operating trust in the
event that the underwrite is invoked;

b)  Council being satisfied in the quality of capital secured to complete the
project;

c) The underwriting not being used to pay the cost of any capital loans,
e.g. interest.
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Report

Councillors are aware of a longstanding proposal to build a Hundertwasser Museum in
Whangarei. The project recently stalled when the Whangarei District Council (WDC)
narrowly resolved in July this year to not proceed with the proposal.

Whangarei Art Museum Trust Proposal

The Whangarei Art Museum Trust has consistently supported the development of the
Hundertwasser Museum. Both before and since the WDC decision it has continued
to refine the proposal with a view to securing the necessary funding without total
reliance on rates.

At the same time, Prosper Northland Trust has worked to secure capital funding for
the project. Two of its Trustees have just returned in recent days from Vienna where
they have negotiated with the Hundertwasser Trust to get their continued support for
the project and an ongoing commitment to provide artworks on loan at no cost for the
Hundertwasser Museum in Whangarei if it should go ahead.

This prompted a meeting of Trustee representatives and the council’s Economic
Development Working Party (EDWP) earlier this week. Senior Northland Inc staff
were also in attendance.

The Trust representatives explained their proposal, in brief, is to:

e Secure the remaining capital funding of $5million for the project
e Provide the funding to the Whangarei Museum Trust to
o0 Build the Hundertwassser Museum
0 Vest the Museum in WDC
0 Lease the building from WDC and operate the museum, café and gift
shop.

An updated feasibility study and financial projection for the Museum’s operating
income and expenditure were presented to EDWP. The original due diligence carried
out by Deloittes has been reviewed by Crowe Horwath (included as Attachment
One), which states the original estimates were very conservative on predicted visitor
numbers and entry fees. The review suggests the operating trust for the Museum
should be able to make a reasonable profit of between $500,000 and $750,000
annually. Even using very low visitor numbers, the operating trust should still be able
to make a profit of around $200,000.

In terms of capital costs, the Prosper Northland Trustees reported that the project has
already been promised $5 million from several sources, including some Trustees
themselves. Another $5 million remains to be raised. The Trustees believe a key
component in raising the remaining capital is to secure an underwriting guarantee for
any shortfalls in the operating costs for the Museum.

The purpose of the presentation to EDWP, therefore, was to seek the council’s
support of the project by underwriting the operational expenses of the Whangarei Art
Museum Trust/Hundertwasser Museum. The trustees are seeking $300,000 per year
for a period of four years.
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EDWP Recommendation to Council

The members of the EDWP that were present (Councillors David Sinclair, Craig
Brown, Paul Dimery and Bill Shepherd) at the Trust's presentation unanimously
agreed to recommend to the council that the request for the NRC (via the Investment
and Growth Reserve) to underwrite the operating costs be supported under the
following conditions:

1) That a legal instrument can be found to enable the Council to control the
management of the operating trust in the event that the underwrite is invoked;

Northland Inc Recommendation
Northland Inc’s position in respect of the proposal is set out in a letter from its Board;
included as Attachment Two.

Additional Staff Recommendations
In addition to the above, | recommend that additional conditions be placed on the
underwriting:

1) Council must be satisfied in the quality of capital secured to complete the project;

2) The underwriting must not be used to pay the cost of any capital loans, e.g.
interest.

| note also the possibility of the Trust seek our support in future towards the capital
cost of the museum development. While the council may wish to take a formal
position on that question now, | recommend that it await a formal and informed
proposal prior to making a commitment either way.

Extraordinary Meeting

For the record, an extraordinary meeting of the council has been called because

10 October 2014 marks the WDC deadline for submissions on the future use of the
Harbour Board building and site, i.e. where the Hundertwasser Museum has been
planned. The Trustees have only just returned from their trip to negotiate with the
Hundertwasser Foundation in Vienna, and presented their proposal to EDWP at the
first available opportunity on Tuesday 7 October 2014.

The Trustees believe the regional council’s support is likely to be a significant factor
that will motivate the district council and indeed other parties to back the museum
development.
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Hundertwasser and Wairau Maori Art Centre
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I N c Northland

economy

Please Quote Reference:
VC: DW

09 October 2014

Malcolm Nicolson

Chief Executive Officer
Northland Regional Council
36 Water 5t

Whangarei 0110

Dear Malcolm
Hundertwasser

The Northland Inc Board has, at an extra-ordinary board meeting, considered the request from
Council to provide advice on the proposal from the Proposer Northland Trust who are seeking an
operational underwriting of $300,000 per annum for four years from the Regional Council for the
Hundertwasser Proposal.

As background to this discussion, the board considered the information presented from the Prosper
Northland Trust on the new financial structure of the proposition, particularly noting that the
Prosper Northland Trust has undertaken to find the remaining $5M in capex funding required for the
project to proceed.

The board further considered the recent report from Crowe Horwath providing an update on the
feasibility of the project. The report concluded that the previous Delioitte feasibility study and the
economic impactassessment were conservative.

The board had quite some discussion about the various options available to support the proposal,
along with the associated risks. The quantum of money (total $1.2m) will have an opportunity cost
associated with it.

In principle it is agreed that the overall proposal is a robust proposal that should be supported.
Based on the information available, it is the board’s view that there is no concern that the project
will have an operational shortfall and therefore the underwriting of operational funding is an
unnecessary intervention,

To support this view, the board is pleased to provide the Council with a copy of the Crowe Horwath
report.

83 Cameron Street, PO Box 1762, Whangarei 0140, Northland, Mew Zealand

Z p. +64 94385110 | m:+64 21 763 085 | f +64 94303008 | e:davidw@northlandinc.co.nz
northlandinc.co.nz
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The Board’s recommendations to Council are:

1. The Hundertwasser Art Centre Proposal should be supported.
The project does not require operational underwriting.

3, The Council may wish to invite the Prosper Northland Trust to put forward a proposal to
Council, through Northland Inc, for capital assistance in raising the remaining $5M.

The board thanks the Council for an oppertunity to provide advice on this project.

Yours sincerely

-l
—
i

1) 7
Ll S
| / -

David Wilson
Chief Executive Officer

2014 10 05 NI Letter to NRC re Board Decision Oct 2014 Hundertwasser
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