
MSW/MLW


27th November 2008

R E P O R T  

concerning

PART OF BELLE VUE MILLS,

(28,945 sq. ft. of 

Office Space on five floors),
BROUGHTON ROAD,

SKIPTON,

BD23 1UT.

Prepared by direction of Mrs Hazel Smith (Skipton Developments Project Manager)

Economic and Community Development,

on behalf of Craven District Council,

Suite B, Canal Wharf, Eshton Road, Gargrave, Skipton, North Yorkshire, BD23 3PN

Brief of Instructions:
1.1
We received instructions from Hazel Smith on behalf of Craven District Council, at a meeting on Tuesday November 11th to provide a ‘value for money’ assessment regarding a proposed joint venture with North Yorkshire County Council to occupy 28,945 sq. ft. of office accommodation (on five floors) at Belle Vue Mills, Broughton Road, Skipton.

1.2 We are to consider the following options.

i) A 999 year ground lease subject to a single payment premium and nominal annual ground rent;

ii) A 30 year lease on (effectively) FRI terms subject to a break clause at 15, 20 & 25 years with a five year review pattern;

iii) As above but capitalised;

1.3
We are also to consider the quantum of the proposed Service Charge.

1.4
Further, we are to take into account:

a)    The amount of space required jointly by CDC and NYCC;

b)    The amount of office space available within Skipton town centre to meet these requirements;

c)    The quality of accommodation on offer at Belle Vue;

d)    The location and proximity to public transport links.

1.5
We have been provided with the following data:

‘Value for money brief’ from Craven District Council;

Draft Heads of Terms;

Service Charge budget;

Floor plans,

Brief specification.

1.6
This report is based on an inspection carried out on Thursday, November 13th 2008 by Michael S Westlake FRICS with Karen L Chown BSc (Hons).
1.7
This report does not constitute a ‘Red Book’ Valuation in accordance with the RICS Valuation Statements.

1.8
None of the partners or staff of Westlake & Co., have any conflict of interest relating to the subject property, the developers (Novo Homes Limited) or any officer or staff of Craven District Council.

Michael Westlake has over 40 years qualified experience as a Chartered Surveyor dealing with the valuation and sale of commercial properties in the Craven Area and is a member of the RICS President’s Panel of Experts (re-accredited January 2008).



1.9
We understand that this report is required by Craven District Council and North Yorkshire County Council who are jointly considering either the purchase of a leasehold interest or taking a lease on the subject premises which are shown shaded green on the floor plans (Appendix I).

Tenure:
2.1
The freehold property is owned by Novo Homes Limited of Carleton Mill, Carleton, Skipton, North Yorkshire, BD23 3DX.  

2.2 The following options are available:

1) Purchase of a 999 year ground lease at a peppercorn rental subject to a premium payment of £4,846,520 (£3,131,404 – CDC section).

2) A 30 year lease at an annual rental of £348,996.25 (£223,531.75 CDC and £125,464.50 NYCC) per annum exclusive of all usual outgoings subject to a five year review pattern with break clauses at 15, 20 & 25 years;

N.B.  There is a rent-free period which equates to a total of £57,900 applicable to the first three year period, which has not been extracted from the above figures.

3) As above at a peppercorn rent but subject to an up-front premium payment of £4,295,312 (NYCC share £1,520,000).

4) As above but subject to a premium of £3,054,135 (NYCC £1,076,068) to cover the first 15 years after which a further premium or rent will be payable.

Repairs & Service Charge:
3.1
Tenant to be responsible for internal repairs and insuring plus a Service Charge.

3.2
The Service Charge will cover the cost of maintaining both the external estate and buildings outlined in the Estate and Buildings Service Charge Documents, produced by the management company.


It is anticipated that the initial budgets will be running at £1.20 per sq. ft. subject to a cap on the actual service charge payable by the tenants, not exceeding £1.50 per sq. ft. for the first five years of the term.


In addition, a management fee equal to no more than 10% of the annual expenditure will be levied along with a contribution towards the buildings insurance premium.


NB  The above data has been extracted from the initial draft Heads of Terms.

Schedule of Accommodation:
4.1


	Floor
	NYCC
	CDC
	Total

	Ground
	237
	237
	474

	First
	2435
	2435
	4870

	Second
	-
	8591
	8591

	Third 
	7570
	-
	7570

	Fourth
	-
	7440
	7440

	Total
	10,242
	18,703
	28,945




NB:  

1) We have not measured the building but have relied on the figures provided which are agreed between the parties.

2) The split figures between NYCC and CDC are marginally at variance with the figures agreed between the parties.

Lease Considerations:
5.1
We understand that CDC propose to sell existing assets in order to finance acquisition of alternative premises and it seems logical to reinvest £3,131,404 of available capital as opposed to paying an estimated rental of £9,903,312 over 30 years without owning anything (assuming a rental uplift of 16% every five years which appears realistic based on recent history but may not hold true for the future due to the uncertain economic climate).


5.2
Due to the configuration of the building, a freehold is not practical whereas a 999 year ground lease at a peppercorn rent is the next best thing.



NB:  A ground lease is a legal necessity where parts of a building extend under or over other parts in separate ownership to facilitate management of the building relating to repairs, maintenance and insurance.

5.3
As an alternative to ‘ownership’ a Standard Commercial Lease is preferred by those who cannot afford to buy or have no wish to buy, or those whose requirements may change over the years.


5.4
In this case, a 30 year lease is available, subject to Break Clauses at 15 years and every five years thereafter, so that there is both Security of Tenure and flexibility in the event that the tenant chose to move on.


5.5
The rent will be subject to review every five years and we have assumed that the basis of review will be Market Value between willing parties.


5.6
A variation on this option is to capitalise the rent so that a lump sum is payable up-front to cover the first 15 years after which a further lump sum will be paid or rent at Market Value.


5.7
The methodology in calculating the premium assumes an uplift of 16% across the five year review periods, which may not prove to be the case due to the current uncertain economic climate.


5.8
In our view, this option has little merit as the lease is a depreciating asset with no residual value at the end of 15 years.                                      


5.9
Applied to the entire building, the premium would be £3,054,135 for 15 years when the building could be owned in (virtual) perpetuity for £4,846,520.


5.10
In the absence of any compelling circumstances, of which we are not aware, we regard capitalisation of a 15 or 30 year lease as being an unattractive and non cost-effective option.

Valuation Considerations:
6.1
Our advice is based on the sale or letting of many other office premises recently in Skipton and the data is set out in Appendix II.


6.2
The rental agreed is £12.25 per sq.ft. overall with the exception of the fourth floor at £11.50 per sq.ft.



These figures relate to net useable floor space, as opposed to gross internal areas which would include circulation areas and toilets etc.
6.3 In our view, the proposed level of rent is realistic and sustainable.

6.4 The comparables we have relied on all relate to much smaller properties although we have borne in mind that the subject property could effectively be sub-divided in order to broaden appeal.

6.5 On the one hand, a quantum discount appears justified and yet, on the other hand, any user seeking a large office block in Skipton has few (if any) alternatives available.

6.6 On a capital basis, the premium for a 999 year lease has been agreed at £167.41 per sq.ft. showing a yield of 7.20% on the rental value, both of which we regard as being realistic.

NB:  Commercial properties of this type are valued on the basis of the rent passing which is capitalised at an appropriate yield …. in other words, the return an investor would require on the capital outlay involved.

The yield is governed by the cost of borrowing together with the sustainability of the rent and the strength of covenant offered by the tenant.  

For instance, if the rent was perceived as being too high (in other words unsustainable in future) or the tenant to be lacking in substance then the investment market would demand a higher level of return (yield) to compensate for the uncertainties.

On the other hand, if the rent is realistic and the tenant offers a blue-chip covenant then the investment market would accept a lower level of return (yield).

Yields have risen by at least 2% over the past few months in response to the uncertain economic future, fear of recession, enhanced cost of borrowing and restricted Bank lending.
6.7 Appendix III is a schedule of comparables, all of which were recently sold by auction and indicate the current level of yields relating to good quality properties with strong tenant covenants.

The Service Charge:
7.1
We have been provided with a Schedule relating to the Service Charge which has been agreed at £1.20 per sq.ft. plus a Management Fee of 10% of annual expenditure.


7.2
Management of an estate of this size is a complex undertaking and any budget estimation must be subject to a margin of error until such time as the true cost becomes apparent.


7.3
The management company, BVM Commercial Management Company Limited are subject to audit.


7.4
Local comparables include Broughton Hall Business Park where the figure is 10% on rent (approx. £1.50 per sq.ft), Canal Wharf, Gargrave, £2.50 per sq.ft. (including office cleaning) and Skipton House, £1.02 per sq.ft. (estimated).


7.5
We have no expertise in managing an estate of this type although based on the data provided we regard the agreed Service Charge as being realistic by comparable with other estates we are aware of.

Specification:
8.1
We have not been provided with specific details relating to the standard of finish but the opinions contained in this report are expressed on the clear understanding that the offices will be finished to professional standards on a ‘turnkey’ basis, being ready for occupation other than as regards installation of computer systems.

Planning:
9.1
For the purpose of this report, we have assumed that Planning Consent will be granted for the proposed office scheme as shown on the attached plans (Appendix I) and that all works will be carried out in accordance with approved plans.

The Alternatives:
10.1
Logistically, CDC are irrevocably tied to Skipton and we believe it is inconceivable that a location beyond the town boundary could be considered, even if a suitable property were available.




Broughton Hall Business Park is the largest complex in the area with over 100,000sq.ft. of let office space providing jobs for over 550 people in around 40 different buildings, the biggest of which is 10,080sq.ft. (Watermill).




Still, whilst this is a superb scheme, it is three miles out of Skipton, expensive at around £15.50 per sq.ft. plus 10% Service Charge and fully occupied.


10.2
At present, CDC and NYCC occupy a number of locations in and around town which is neither user-friendly or efficient.


10.3
In our view, the Broughton Road site ticks most of the boxes in terms of accessibility and convenience for both ‘customers’ and employees alike.  




In our experience, it is unusual for town centre commercial properties (shops or offices) to offer parking facilities to their staff although Belle Vue is strategically located within easy reach of public transport, including bus/rail stations and taxis.




NB:  We are advised by Craven District Council that contingency plans are in the course of preparation to assist staff with parking on convenient nearby locations.


10.4
It is public knowledge that there have been three major recent property requirements in Skipton from CDC/NYCC, Craven College and Skipton Building Society, so that every potential alternative has been painstakingly explored and no stone has been left unturned.


10.5
We are aware that CDC/NYCC have undertaken a detailed evaluation of several other potential sites in Skipton, all of which are deemed to be less suitable or cost-effective than Belle Vue Mills.

Conclusion:
11.1
We have carefully considered the ‘pros and cons’ of this site in accordance with our brief of instructions and conclude that it does effectively fulfil the CDC/NYCC requirement.  Further, we believe it constitutes ‘best value for money’ as compared to the existing situation or other alternatives sites currently available within the Skipton catchment area.

..............................................................................................

Westlake & Co., The Estate House, South Street, Gargrave, Skipton

Regulated by RICS
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