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	ITEM NO.




JOINT REPORT OF THE CHIEF EXECUTIVE and


THE MANAGING DIRECTOR OF URBAN VISION PARTNERSHIP LIMITED


TO LEADER’S BRIEFING and 

LEAD MEMBER FOR CUSTOMER AND SUPPORT SERVICES – 7 August 2006

LEAD MEMBER FOR PLANNING – 14 August 2006


TITLE:         
Purchase of Salford Science Park from North West Development Agency


RECOMMENDATIONS:


Lead Member are recommended to:-

1.
Approve the provisional terms agreed with North West Development Agency.

2.
Authorise the City Solicitor to complete the legal formalities subject to due diligence checks.


EXECUTIVE SUMMARY:


This report recommends a freehold buy as the NWDA is undertaking a wholesale disposal of its assets to a third party and tenders are awaited by the NWDA from interested institutional investors. By isolating out this business park from the imminent portfolio sale and its direct purchase, the Council gains 100% control of the Salford asset and can focus on developing, over time, a letting strategy to encourage the controlled migration of occupiers from general business park users into science park users, where the latter focus is in the knowledge capital/ start up business categories.


BACKGROUND DOCUMENTS:
Indicative plans and a copy of NWDA’s portfolio sale brochure and financial appendices.


ASSESSMENT OF RISK:
Medium.

	


THE SOURCE OF FUNDING: 
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
Provided by: 
Ian Sheard

2.
FINANCIAL IMPLICATIONS
Provided by:
John Spink 

PROPERTY (if applicable):


Provided by: Steven Durbar 

HUMAN RESOURCES

(if applicable):
N/A

	


CLIENT CONSULTED: This proposed purchase provides an opportunity for the Council to acquire property that has been run as a general business park adjacent to the SIF and University and as such provides a real opportunity to take forward a Science Park within the knowledge capital framework.  Local management will ensure a more proactive approach than a sale by NWDA to a regional estate investment company.

	


CONTACT OFFICERS:
Richard Wynne     779 6127


John Spink
      793 3230


Ruth Fairhurst
      793 3407



WARD TO WHICH REPORT RELATE (S): Irwell Riverside



KEY COUNCIL POLICIES:  
Regeneration, Employment - via supporting (i) businesses and maximising employment opportunities and (ii) the development of Salford Innovation Park


TITLE:  Purchase of the Salford University Business Park

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

1.2
The acquisition of the University Business Park, together with SIF, will allow us to take a strategic and holistic approach to the management of a much larger site, and make a huge impact on the knowledge economy, on the Salford and Greater Manchester economies, by targeting high value knowledge based businesses and supporting them to grow.  This approach will be further strengthened through a partnership with the University of Salford, which when the inclusion of Technology House is considered gives the foundations of the Salford Science Park concept.  

1.3
In keeping with the focus of SIF, emerging and established knowledge based companies with links to the University sector will be favoured, with the objective of developing their ideas into marketable products and services.  

1.4
There is considerable synergy between the SIF and the Science Park particularly in supporting the progression of companies from supported, managed business space in SIF, into more self-contained units on the Science Park.  However, the overall intention is to create one seamless offer for companies.  

1.5
NWDA’s original intention had been to dispose of this asset through a wider portfolio sale to a (possible) remotely based institutional investor.  This was the incentive behind Salford’s approach to NWDA and our offer to buy the site and request NWDA to extract the site from the portfolio sale.

2.0 Our strategic ambitions for the Science Park are: -

· To better position Salford to play its role in the knowledge economy and support Knowledge Capital;

· To develop a holistic approach and an enhanced offer for knowledge-based innovating businesses, providing the best possible infrastructure, environment, and support;   

· To ensure the City of Salford has a key stake in driving the knowledge economy and plays a strategic lead role, whilst drawing on key partner specialisms and private sector strengths; 

· To ensure that the most is made of the City’s assets, (land, property, graduates, HE sector, key business sectors) to derive maximum economic outputs and impacts, such as new business formation, sustainability, and jobs.

2.1
Location


The site extends to approximately 4.8 hectares. The business park is situated 500m to the north east of the A6 and is bisected by the B6186. Both sites have gated access to the public highway and are surrounded by high wire perimeter security fencing. It lies in the Irwell Riverside ward. 

2.2 Site Details – Salford University Business Park

The freehold interest is vested in North West Development Agency as the Council sold to them the ground freehold in 2002. The site was developed by English Partnerships either side of Frederick Road in the early 1990’s and there are 54 business units of varying sizes totalling 76,810 square feet and under occupation by (currently) 27 trading companies. The built area i.e. buildings, roads, tarmac areas and hard standing is approximately 55% site coverage; leaving room for further development.

2.3 Planning

The site has planning permission for a business park dating from a permission granted in 1990. This would be consistent now with a class B1 use under the Use Classes (Amendment) Order 2005. The triangular parcel of land bounded by Frederick Road and Broughton Road east is under development as the Salford Innovation Forum pursuant to a planning permission dated January 2004. Consent has been granted to allow Inspec International Limited to approximately double the size of their long leasehold unit by a 5,510 sq.ft. extension. They occupy the unit tucked into the corner of Frederick Road and Wynne Street.

3.0 INFORMATION
The terms for the purchase of the site are as follows.


Vendor:
North West Development Agency


Purchaser:
Salford City Council 


Title:
Freehold

4.0 CONSIDERATION

£ 5.859 million. 

Our preferred purchase route would be by way of a transfer of a going concern. This avoids VAT being charged on the sale, and we will save the Stamp Duty Land Tax that would otherwise have been charged on the VAT element of the purchase.  NWDA have to endorse the disposal via this route, but they can see the logic in this approach.

4.1
Costs:
The Council to bear their own legal costs in this matter and the legal costs of NWDA that are estimated to be circa £30,000.

4.2
Other Conditions:   
(1)
Should the council sell on the estate within a period of five years from the date of purchase from the NWDA for a use other than a Science Park, then NWDA require to be able to “clawback” any increase in value (above the agreed consideration of £5.859m). This is because NWDA are selling to us at their declared book value. They have not tested this estate in the market and NWDA feel that if they were to market thoroughly, then the price they could achieve may well be higher than our offer price. 

                                            
(2)     Excluded from clawback are capital items we have incurred that add value to the asset. An example of this would be if we were to develop any of the fallow land. Similarly excluded are transfers of the asset into a special purpose vehicle to allow others into a future science park arrangement. 

(3)     NWDA are considering SCC’s request that the initial purchase price be index linked for clawback purposes so that the £5.859m rises over the five years on an agreed index and thereby mitigates the clawback total. 

(4)
The Council should reserve the right to undertake due diligence of all matters prior to the acquisition in view of the size of the purchase and the need to probe all matters pertaining to the information and condition of the asset. 

5.0 INVESTMENT COMMENTARY
5.1
Justification


At £5.859 this represents a yield of circa 8% on actual rents received. However, there is a high vacancy level prevailing at the site and as this figure varies from time to time as tenants come and go on quite a frequent basis, it is difficult to be precise. As part of the purchase deliberations, it was felt that an 8% return even with an effective void rate of 24% represents an attractive purchase as compared to the (relatively) low cost of borrowing by the council to fund the purchase. The property management objective must be to better manage the estate so as to put in place a strategy for lettings to suitable occupiers and thereby reposition the estate and drive down voids and improve the investment return yet further. As a comparison, the Council’s own managed estates of business units typically experience a void level of approx 12%.


This needs to be set alongside the aim of providing a quality Science Park to target the knowledge and economic benefits referred to earlier.

5.2
Fallback Scenario


Should the Council’s attempts to encourage the transition to a Science Park fail to materialise, then on present rents - but with slightly improved vacancy rates as shown in paragraph 5.3 and in the appendices attached, this investment still represents a very attractive return on purchase price. If we assume that the Science Park concept proves impossible to implement through either a lack of demand, or demand at only very low rents, then provided the present occupational line-up of ordinary business park tenants were to continue, or could be reinstated at present rental levels; this would remain a financially sound investment.

The above provides a degree of comfort to the Council embarking upon an untested Science Park concept. It can be reassured by the knowledge that if it ever became necessary to focus entirely on servicing the purchase loan repayments, the Council could sacrifice the Science Park concept and let to ‘normal’ business occupiers and at present levels of demand the rents achievable on slightly bettered void occupancy levels will cover the debt repayment.

5.3. Mitigation Factors  

The appendix attached models 3 cash flow scenarios: -

· A best case scenario of 10% voids

· A mid case (most likely) scenario of 15% voids

· A worst case (status quo) scenario of 24% voids.

If the Council acquires the business park and does no better than maintain the current status quo then an annual loss of up to £24k in the first few years would be incurred before gradually getting into surplus as rents start to increase from year 4. However, the ambition with better management is to get at least to a 15% void level, which would produce a surplus in the region of £40k from year 1 and gradually rising from year 4 as rents rise. Ideally, it would do better than this and a best-case model of 10% voids shows significantly better results.

Better estate management and the effect of static rental growth for the initial three years is felt sufficient to alter the vacancy level from a 24% void to a more acceptable 15% void occupation level and these figures have been factored into the cash flow. 

External agents on contract to NWDA currently manage the estate. The level of remuneration these agents are paid is low by industry standards and the NWDA themselves have commented that the agents are neither as efficient nor as motivated as they might be. This could be because the agents make a poor return for their involvement. 

The cash flow model contains a deduction of £50,000 per annum from gross rental receipts to reflect that the present managing agent contract will expire and Urban Vision will assume management in-house. This extra sum is a significant contribution towards employing a dedicated resource to proactively manage the estate. Overall, the cash flow model still shows a surplus of income received over cost of borrowing over time, which supports the decision to purchase.

5.4
The acquisition of the estate represents an increase of 37% in the Council’s estate of business units in active use. This figure excludes business units that are deliberately held vacant, or part vacant, pending an alternative use or redevelopment. It is proposed that the estate be managed through Urban Vision with consultation via the Economic Development Unit to capitalise on emerging / New Start businesses and Knowledge Capital.


In view of the size of increase in this type of property, adjustments to the management fee will be required subject to any off setting economies and a report will be submitted to the SCC/UV Partnership Forum for consideration.

5.5 Due diligence checks will be required given the size and nature of the proposal, the following need investigating (i) site ground survey, (ii) building condition, (iii) title, (iv) verification of actual received rental income and the accounts, (v) the payment record of the tenants, (vi) lease terms and conditions. 

5.6
An overall capital cost of £6.3m has been allowed for to include property, legal and due diligence costs associated with the acquisition and has been provided for in the cash flow modelling.

6.0
CONCLUSION

This proposed purchase provides an opportunity for the Council to acquire property that has been run as a general business park adjacent to the SIF and University and as such provides a real opportunity to take forward a Science Park within the knowledge capital framework.  Local management will ensure a more proactive approach than a sale by NWDA to a regional estate investment company.
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