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The Committee is invited to consider and approve the following report of the scrutiny review into capital receipts by the Central Services Policy and Scrutiny Committee. 
____________________________________________
Central Services Policy and Scrutiny Committee

Performance Indicator on Capital Receipts Scrutiny Review 

Introduction
Every month the County Council’s Performance Team publishes a scorecard of performance against local and national indicators. Targets that are not met for 3 consecutive months or more are referred to the relevant Policy and Scrutiny Committee to consider performance delivery and decide if a more detailed review is required.

In November 2009 a referral was made to the Central Services Policy and Scrutiny Committee (the Committee) as the indicator for the capital receipts had been consistently assessed as red in 2008/09 against the target. 

In 2005 the former Asset Management Team were set a target of achieving aggregated total capital receipts of £200 million over a five year period to March 2010. However, capital receipts for the last four years amounted to £119 million. 
During 2009 the Asset Management Team were amalgamated with the Facilities Management Service to form the Essex Property and Facilities Team which sits within the Commercial Services Directorate. 

On 21 December 2009 the Committee received a presentation from Roger Moore, Head of Head of Estates, Valuation and Property Strategy about the background and reasons for the current performance. As a result of this evidence the Committee agreed that further information about the Council’s property portfolio, in particular how this related to historic, current and future capital receipt targets was required. Further evidence about the portfolio was given by Roger Moore at the 15 February meeting. 

The Committee made the following findings and recommendations:

	Findings
	Recommendations  

	That the original capital receipts target of £200 million over 5 years had been set when market conditions were more favourable.
	That the current capital receipts target is re-assessed to take into consideration the current market conditions, with a view to extending the time period needed to reach the £200 million target. 
Owner: Cabinet Member for Major Projects and Commercial Services
Implementation Review Date: October 2010

Impact Review Date: April 2011 

	That the Council has an office consolidation strategy to reduce the use of office floor space by 25% over the next four years. 
	That a Member-led Property Board is established to assist by taking a high level interest in the office consolidation strategy. 
Owner: Cabinet Member for Major Projects and Commercial Services
Implementation Review Date: October 2010

Impact Review Date: April 2011


Value of Capital Receipts 

The overall target to achieve aggregated capital receipts of £200 million over five years was reflected by inclusion in the Corporate Plan to accumulate at a rate of £40 million per annum. 

The main reason for the level of capital receipts remaining under target is due to the economic climate and fluidity of property market values over which the Council has no direct control. 
All sectors of the property market remain weak with a continuing lack of funding for anything other than purchases at heavily discounted prices or where there is minimal risk in terms of planning. This is evidenced by the high level of conditionality that prospective purchasers are applying to their offers.

Even substantial national and regional developers are struggling to secure funding. Banks have been seeking re-negotiation of contractually secured terms, which have been rejected by the Essex Property and Facilities Team on two major schemes.  In order to maintain the ability to receive agreed prices it has been necessary to re-structure payments over longer periods. As a result of this re-structuring, receipts of £2.5 million were generated in 2009/10 with further receipts of £9 million expected over the next four years.

The shortage of funding from the banking sector has also impacted on the ability to complete smaller sales. Two purchasers exchanged contracts in 2008/09 worth £1.3 million but both were unable to meet their contractual obligation to complete on the due dates, despite apparent financial ability to perform when their offers were accepted.  Completion Notices were served in respect of both properties with positive results.

The Council’s current approach has been to listen to offers made on properties but to only progress these if they represent the best value, in order to negate outgoings on empty properties, or where there are only limited chances of future capital growth.  Most recently, the residential development market is showing some indications of cautious activity with several of the national house builders apparently keen to acquire land. The Essex Property and Facilities Team are closely monitoring this interest.  
There are currently no Council properties on the market and planned vacation of premises is being delayed where this is practical.  The main approach is one of holding property for the short term in anticipation of an improvement in market conditions. Preparation for sale continues on all surplus properties with each individual property sale considered on its merits, having regard to emerging market intelligence, market interest and offers received in comparison with continuing holding costs and borrowing costs.

There are currently eight sites under offer and subject to conditions, to the potential value of £10 million. Due to conditionality on planning only two of these offers, with a combined value of £650,000, has a high likelihood of completing before the end of the 2009/10 financial year. 
Where practicable, sales that do conclude are being coupled with claw-back provisions, which will provide ECC with a continuing interest should future planning consents or end-values of sites be enhanced by a rising market.
The nature of the Council’s surplus, unsuitable or underused properties is such that selling on the basis of the existing use only would not generate best value in the market. For example, the value of a surplus school playing field will be increased many times over if planning permission can be obtained for residential development.  To maximise receipts for future years it is necessary to pursue a position where prospective purchasers can make an assumption that planning permission will be forthcoming or, where such an assumption cannot be made, to attempt to secure the planning permission before marketing.  

On a site specific basis the current slow down in market conditions is being used to pursue planning permission on vacant sites to enhance their value and marketability ready for when market conditions improve.  In addition, the current Local Development Framework process presents the opportunity for the County Council or developers who hold options on County Council land to actively promote sites for future development. 

The Council’s Property Portfolio 

The Council’s portfolio contains a diverse mix of properties which are principally held for delivering services. The majority of properties are specialised and operational and are held in a mix of tenures, for example freeholds and leaseholds, Private Finance Initiatives (PFI) and Public Private Partnerships (PPP).
Details of the Council’s property ownership records are held by the Property Information Unit in the Essex Property and Facilities Team, and are available on a computerised mapping system. The system, View Essex, is available via the Intranet, although an individual login is required. There are unrestricted access points in County Hall, available to any officer or Member.
The book value of the Council’s property portfolio in 2008/09 was £2.4 billion, but this does not represent a price at which the property could be sold on the open market. Market value is estimated to be around 50% of that figure, of which 90% lies in the Schools portfolio, over which the Council has little or no direct control. Delivery of Estates and Valuation services (including disposals) is provided by consultants, Lambert Smith Hampton, under a 5 year contract.
The portfolio is valued on a 5 year rolling programme, adjusted on an annual basis. The Property Information Unit holds all asset valuations, and details of numbers of types of properties. Data on book and alternative use values can also be drawn from the system. Some properties, such as Country parks and some historic buildings, are classified as ‘Community Assets’, which are considered to be held for the community in perpetuity and not capable of sale, so financial value is only based on historic cost.
The Committee asked about the disposal strategy for Council owned land. Roger explained that it was difficult to dispose of land as most of the plots were very small and took up high levels of resource in comparison to the return. Small parcels of land could be sold for local community ventures, but any sale would need to be made at the market value. 

It is anticipated that the total book value for the 2009/10 accounts will fall materially, because of the continued poor performance of the property market, and also because a number of Schools are moving to Trust, Foundation or Academy status, and as a result sites with significant values are being reduced to nil in the Council’s accounts.
In terms of Capital Receipts, a target was set by Members in 2005 at £200m over five years, and was effectively based on 10% of the book value of the portfolio. The target has not been reset or reviewed for 2010/11. 
The Capital Receipts team within the Essex Property and Facilities Team has achieved receipts of £65m during 2003-05, and £119m during 2005-09. The receipts either go to ring-fenced replacement/improvement schemes, or into the central fund to pay down debt or support the capital programme, avoiding the need for borrowing. Most properties are not suitable to let, and the Council is generally service need-led as to releasing property for sale, rather than market-led, although the best advantage of market conditions is taken where possible. 
Disposals linked to projects go through an Options Appraisal process, which looks at the best financial outcome for the site, wider financial considerations for the Authority, and non-cashable Service benefits. A more sophisticated version of this process is under development, but property decisions are based on the best widest solution for the Council.

The continuing pressures on the Council’s wider finances mean that property outcomes face increasingly competing demands. The drive for capital receipts has to be balanced against operational needs of the Council and its partners, regeneration, carbon efficiency and reductions in revenue spending. 

In this context, at the end of the financial year there will be a shortfall of about £70m against the £200m historic target.  It is appropriate therefore to consider extending the Capital Receipts Programme in to future years.  On the basis of some improvement in the property market, availability of finance and estimated receipts in the order of £15m for the next two years, it would take at least three years, possibly four, to raise the sum outstanding.

As a result of the Building Schools for the Future programme and other school rationalisations, a number of large school sites will be vacated.  Work has already started in exploring options for the potential re-use and part disposal of these vacant sites.  In addition, the Capital Receipts team is engaged with District and Borough Councils to continue to develop the long term value of the Council’s estate through the Planning process.  

It is not yet clear what the outcome of Transformation Programme will be in terms of the release of service property for disposal.  However, there is an identified feed of potential receipts over the next two years of around £60m. The majority of these opportunities are currently in operational use and their release is dependant on the implementation of service and corporate property change projects including the corporate office strategy and school rationalisations.
There is an office consolidation strategy with the objective to reduce floor space by 25% over four years. The Committee asked about the scope for making efficiency savings through this strategy, and increasing the use of ‘hot desking’. Roger explained that the Essex Property and Facilities Team carried out office utilisation surveys and had found that office usage could fall as low as 35%, although this was the exception rather than the rule. There was a high capital outlay for creating ‘hot desk’ facilities as specialised furniture and IT equipment was required. To reduce office space usage was a complex process with a high number of variables to be considered. 
The Essex Property and Facilities Team carries out annual matching exercises with both internal service areas and District and Borough Councils to see how property could best meet requirements. In order to work most efficiently with District and Borough Councils the best strategy is to pool their property with that of the County Council, although due to staffing issues in the Districts and Boroughs this was not always possible. 
The Committee noted that there was a need for a Member led Property Board to assist in taking a high level interest in the office consolidation strategy. A Project Board of this type would aid the implementation of ‘spend to save’ policies through the increased use of ‘hot-desking’, and other methods to assist the Essex Property and Facilities Team to develop reductions in office space usage.  

PAGE  
1

