
	Part 1 
	ITEM NO.



JOINT REPORT OF THE CHIEF EXECUTIVE, STRATEGIC DIRECTOR OF CUSTOMER AND SUPPORT SERVICES AND MANAGING DIRECTOR OF URBAN VISION PARTNERSHIP LIMITED


           TO THE LEADER OF THE COUNCIL

LEAD MEMBER FOR CUSTOMER AND SUPPORT SERVICES

LEAD MEMBER FOR PLANNING 

13TH NOVEMBER 2006


TITLE:         
Purchase of Salford Science Park from North West Development Agency ~ Work in Progress Report


RECOMMENDATIONS:


Lead Members are recommended to:-

1. Note the outcome of the due diligence process to date

2. Note the progress made with the acquisition 

3. Authorise repair works as set out in paragraph 3.2  

4. Notes the estimated saving of £55,740 on the capital costs from previously approved figures

4.
Authorises the City Solicitor to complete the legal formalities subject to finalising due diligence checks


EXECUTIVE SUMMARY:


This report updates Lead Members on progress with the acquisition and follows lead Members’ approval from Planning, Customer and Support Services and Council Leader between 7-15th August 2006


BACKGROUND DOCUMENTS:
Lead Member reports referred to above


ASSESSMENT OF RISK:
Medium.

	


THE SOURCE OF FUNDING: 
Unchanged from previous report ~ Unsupported borrowing.  The cost of borrowing is to be repaid, or covered by received rental income from occupiers at the estate. 
	


COMMENTS OF THE STRATEGIC DIRECTOR OF CUSTOMER AND SUPPORT SERVICES (or his representative)

1.
LEGAL IMPLICATIONS
Currently being addressed by the due diligence procedures

2. FINANCIAL IMPLICATIONS
 Due diligence has highlighted some potential increases in running costs but which are capable of being mitigated when under Council ownership

3.
PROPERTY:
 This property acquisition will enhance the Council’s ability to offer a wider range of property to small businesses.

4.
HUMAN RESOURCES:

N/A

	


	


CONTACT OFFICERS:
Richard Wynne     779 6127


John Spink
      793 3230



WARD TO WHICH REPORT RELATE (S): Irwell Riverside



KEY COUNCIL POLICIES:  


Making the vision real; Salford community plan for 2006-2016

Economic development Strategy 2004-2007

Regenerating a great city; Salford’s neighbourhood renewal strategy


TITLE:  Purchase of the Salford University Business Park

1.0 Current position 
1.1
The Salford University Business Park is located on either side of Frederick Road. The Council is committed to the development of the site adjacent to the Salford University Business Park, where the Salford Innovation Forum (SIF) is currently under construction.  

1.2 Officers are negotiating final terms for the acquisition by the council. There is no change to the purchase price approved of £5.859m, plus stamp duty at £234,360 (total £6,093,360), nor the decision to use ‘prudential borrowing’ to fund the purchase.

2.0 Variation from the terms reported – Financial Matters

2.1 Item 4.1 of the August report stated that the council would be responsible for the legal costs of the NWDA estimated at £ 30,000 as well as the council bearing its own legal expenses. The matter has progressed well with the council doing most of the legal legwork. This leads us to report that the council’s exposure to NWDA’s legal fees will be lessened. We estimate that there will be a saving on this item of approx 25%, or £7,500. The revised estimated NWDA legal figure is therefore £ 22,500.

2.2
In item 5.6 of the August report a total figure of £6.3m was approved to fund all the associated purchase costs on top of the price and stamp duty totalling £6.093m. At that time the possibility existed to put all acquisition duties to external third party contractors for legal, financial and accountancy due diligence work.


In practice, a decision was subsequently taken by the council’s heads of department to retain all due diligence work with a corresponding saving of external professional fees. The fee element and associated on costs between the agreed figure of £6.3m less the price and stamp duty of £6,093,360 is £206,640. The present position is therefore: -



Fee/Associated cost element

206,640


Less:



NWDA’s legals


(22,500)



In house costs for surveyors



reports and assisting the purchase
(20,000)



Contingency



  (7,250)



Assignment of warranties

  (3,000)



Initial balance 


153,890

3.0 Due Diligence - Outcome of Surveyors reports

3.1
The possible saving of £153,890 fails to take account of other matters uncovered through due diligence which need to be addressed following acquisition.


The building surveyor’s report uncovered items of disrepair and other matters requiring attention that should be done to maximise the council’s chances of achieving its stated objective of reducing the void occupancy rate at the estate as set out in item 5.3 of the August report.  


Carrying out these enhancements and preventative maintenance that the NWDA had neglected to do will present the estate in a better light and address the feedback from the estate letting agents employed by the NWDA that these matters fettered the chances of letting the void units to good quality occupiers.

3.2 The major items requiring attention are: -

(i) Re-stock planting and landscaped areas

(ii) Clean dirty facades

(iii) Patch repair paviours and hard areas

(iv) Clean gullies and rod drains

(v) Provisional  sum for an estate board 



£25,000


(vi)
Replace gas boilers at void units to meet new regulations
£25,500


(vii)
Replace electric meter boards on void units


  £7,650 



to meet new regulations
  


(viii)
Replace damaged aluminium windows and doors

£40,000





Total spend recommended


£98,150

3.3 This will leave a ‘saving’ within the previously reported figure of £55,740 (£153,890 -£98,150) and allocate monies to bettering the appearance of the estate and compliment the new build SIF under construction at the estate by not leaving these buildings looking tired and dated.


4.
Due Diligence – Financial Outcome





In the initial report in August prior to commencement of the due diligence work the following financial scenario was envisaged in the early years (the full 25 year scenario is appended) :-

Pre Due Diligence - Worst Case Scenario (24% voids – current)


[image: image1.wmf] 

Expenditure

Income

Net

Capital

Mgt &

Total

Rents

Income/

Year

Financing

Mtnce

(Exp)

£000s

£000s

£000s

£000s

£000s

1

421

68

489

478

-11

2

421

69

490

478

-12

3

421

71

492

478

-14

4

421

72

493

483

-10

5

421

73

494

488

-6


Pre Due Diligence - Likely Case Scenario (15% voids)
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Expenditure

Income

Net

Capital

Mgt &

Total

Rents

Income/

Year

Financing

Mtnce

(Exp)

£000s

£000s

£000s

£000s

£000s

1

421

61

482

534

52

2

421

62

483

534

51

3

421

64

485

534

49

4

421

65

486

539

53

5

421

66

487

545

58



Following due diligence work, the worst case scenario shows a slightly worse financial position than originally envisaged, as follows :-

Post Due Diligence - Worst Case Scenario (24% voids – current)
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Expenditure

Income

Net

Capital

Mgt &

Total

Rents

Income/

Year

Financing

Mtnce

(Exp)

£000s

£000s

£000s

£000s

£000s

1

425

90

515

478

-37

2

425

91

516

483

-33

3

425

92

517

488

-29

4

425

93

518

492

-25

5

425

94

519

497

-21



The post due diligence position shows much the same position as prior to due diligence, even marginally better.


The worst case scenario still remains at the current void level of 24% and should be viewed as the position upon and for several months after completion until measures can be taken to improve the void position and/or reduce some of the overhead costs currently being incurred. 


The key reason why this position is worse than originally envisaged is that the NWDA as current landlord does not fully recover its costs from its tenants, so the higher the void level the higher the cost it bears. This particularly affects the amount of void property business rates and service/maintenance costs it has to bear, the amounts of which were not apparent prior to due diligence work.


It is proposed that Urban Vision will assume the management role upon completion and mitigating factors it will have available are :-

· The construction of Salford Innovation Forum, which should be ready for occupation in May 2007 will allow the cost of security services (NWDA currently spend £190k per annum on the Business Park) to be spread over a wider base, with the potential for significant cost savings to the extent that it could eliminate the loss within the first year on the worst case scenario.

· Reducing the void rate from the current 24% by attracting new tenants, which will have the double benefit of raising the income base and reducing the cost share relating to void units to be borne by the Council

· Discussions have been entered into with Manchester Science Park for the City Council to sell the Business Park and Salford Innovation Forum, (and for the University of Salford to sell Technology House) in exchange for a shareholding in Manchester Science Park

· Urban Vision have sufficient confidence in the scope to reduce the deficit that they are prepared to bear any short-term deficit pending transfer to Manchester Science Park on condition that they also get to take a share in any surplus they achieve during this transitional period ahead of transfer to Manchester Science Park. 

5.0
Due Diligence – Legal Comments

5.1 Title


The legal title to the Salford Science Park is freehold and registered at the land registry with freehold title absolute.  That is the best and superior title available in English Land Law.  Various old rentcharges affect the land.  These are mainly at least 100 years old.  They are not for significant amounts and historically the SCC has indemnified purchasers of the Property against their recovery by the rentcharge owners.  There are various restrictive covenants in those rentcharges that affect the land and are intended to limit the use to which the land can be put.  However those covenants are old and it is suggested the likelihood of their enforcement is now remote.

5.2 Environmental Liability


NWDA have disclosed an environmental study of the site that indicates there is a high risk of it being contaminated.  This means that there is a significant risk that SCC as Contaminated Land Authority upon a statutory investigation could charge clean up costs to polluters and owners of the site.  At the time of writing the report a collateral warranty from the experts who prepared the report is believed to be available.  This should protect the council against any contamination at the site not identified in the report.


Historically SCC have owned a large part of the site for a significant period.  The contamination that has been identified is historic and mostly pre-dates SCC’s ownership.  It is not clear how likely the possibility of tracing historic polluters will be.  In that event SCC will be within the likely class of polluters who pay for clean up on the basis that it has owned the site for so many years without taking remedial action itself.  


It is difficult for SCC to avoid this liability and on a site this size and value with an identified high risk the cost in the market of insuring against loss would be prohibitive.  The very high risk itself is identified as being upon any re-development of the site.  The risk of contaminants leaching to other sites and polluting the water table is identified as medium.


In that event due to the short length of time during which NWDA have owned the site it is overzealous to ask them to give guarantees to the SCC over and above the collateral warranty that is apparently available.  The recommended course of action is to limit SCC’s liability to NWDA in so far as negotiation permits and then allow liability for contaminated land to fall where it lies under the relevant statute.

5.3 Overage


Heads of Terms have now been agreed relating to clawback/overage on any profit element on disposal of the site within 5 years of acquisition by SCC for any user other than as a Science Park.  The Overage provisions when drafted (negotiation of the wording permitting) should therefore facilitate:

A) Disposal by SCC for use as a Science Park without triggering payment of overage provided the Purchaser covenants with NWDA to use only as a Science Park;

B) Change of user by SCC as owner without sale, back to general employment use in the event of failure of the scheme for the provision of a Science Park; and

C) Provision exempting the letting of units for use by tenants on short to medium term lettings without triggering overage.

5.4 Service Contracts


NWDA have various service contracts in place serving the property for CCTV, grounds maintenance and Security Guards. The Security Guards contract needs to be considered carefully both in the context of Employment Law (TUPE 2006 Regulations) and EU Public Procurement.

6.0
Recommendations
6.1 It is recommended that the Leader and Lead Members :-

1. Note the outcome of the due diligence process to date

2. Note the progress made with the acquisition 

3. Authorise repair works as set out in paragraph 3.2  

4. Notes the estimated saving of £55,740 on the capital costs from previously approved figures

5. Authorises the City Solicitor to complete the legal formalities subject to finalising due diligence checks
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_1223987270.xls
Sheet1

				Expenditure						Income		Net

				Capital		Mgt &		Total		Rents		Income/

		Year		Financing		Mtnce						(Exp)

				£000s		£000s		£000s		£000s		£000s

		1		421		61		482		534		52

		2		421		62		483		534		51

		3		421		64		485		534		49

		4		421		65		486		539		53

		5		421		66		487		545		58






_1224073312.xls
Sheet1

				Expenditure						Income		Net

				Capital		Mgt &		Total		Rents		Income/

		Year		Financing		Mtnce						(Exp)

				£000s		£000s		£000s		£000s		£000s

		1		425		90		515		478		-37

		2		425		91		516		483		-33

		3		425		92		517		488		-29

		4		425		93		518		492		-25

		5		425		94		519		497		-21






_1223987178.xls
Sheet1

				Expenditure						Income		Net

				Capital		Mgt &		Total		Rents		Income/

		Year		Financing		Mtnce						(Exp)

				£000s		£000s		£000s		£000s		£000s

		1		421		68		489		478		-11

		2		421		69		490		478		-12

		3		421		71		492		478		-14

		4		421		72		493		483		-10

		5		421		73		494		488		-6






