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Report by Head of Finance & Procurement and Head of Property Services

Strategic Case

1. The research undertaken for the Review of Property Assets has shown that the most effective way to meet the Review objectives and sustain and improve service delivery is to consolidate offices in the main towns, but also ensure there are adequate smaller offices across the county to allow staff to work effectively and customers to access services where appropriate.  

2. The main changes, and those which have financial implications, are presented in Annex 1.  This illustrates the proposed setting-up of 2 new “hubs” in Banbury and East Oxford, the enlargement of the “hub” in Abingdon (at Foxcombe Court), as well as the refurbishment and partial change of occupants of County Hall, following moves of staff to the Shared Services Centre and the vacating and disposal of the majority of Macclesfield House.

3. Implementing the project will enable the introduction of modern work-styles leading to a reduction in floor space of approximately 15% and allowing staff to work more flexibly.  A target of 20% was originally aimed at, but this has not been possible to achieve, due to the fact that hot-desking is already taking place in some offices and as some offices have an under provision of facilities such as meeting rooms.  Facilities such as hot desks and network access will be provided to allow staff to work in offices other than those that are their normal place of work. 

4. The proposals include sharing offices with partners such as the Oxford Learning Disability Trust (to be located in a new east Oxford hub) and a National Health Service Intermediate Care Team in the Banbury hub.  Consultations are currently underway with partners to identify if there are further opportunities available and contact will be maintained as the proposals develop.

5. There will be benefits in terms of the County Council’s Future First objectives, due to the reduction in number and size of offices, the acquisition of new offices and improvements to the environmental performance of a number of retained buildings.

6. Revenue Savings will be achieved in the longer term. The scale of these is estimated to be eventually around £34,000 per annum as from Year 13.

7. A reduction in repair and maintenance assessed need of approximately £750,000 will be achieved.

8. The project will also contribute to the objective of 90% of the Council’s property being Fit for Purpose by 2015. Currently 20% of those offices assessed are Fit for Purpose. All OCC offices were assessed where data was available, except very small office bases in for example NHS property.Once the project is implemented, 60% will be Fit for Purpose, including the majority of large offices. In terms of all non-school property, 39% is currently fit for purpose and this project would increase that to 44%.

9. The disadvantages of the programme are that significant staff time and financial resources will need to be invested in the planning and implementation of the programme and that there will be disruption to staff and services from office moves.  It is important to note however that if this programme did not proceed, some change would be needed in any case, due to the space vacated by Shared Services staff and the need to replace or refurbish poor quality offices.

Alignment with Corporate Plans

10. The provision of suitable office accommodation makes a significant contribution to the provision of high quality services and therefore the project will support the corporate objective of providing Value for Money and the strategic priority of improving our services.  Improved environmental performance and a reduction in travel will contribute to the objectives of the Future First Project.  The proposals will enable the more widespread implementation of modern work styles and improved accessibility of buildings will support Disability Equality.

Alignment with Directorate and Service Plan Objectives

11. The project aligns with the Resource Directorate Plan and Property Service Plan objectives, one of which is to make Better Use of Property.  It is intended that this priority becomes an Environment & Economy priority. It is defined as providing a more efficient and effective property portfolio that secures better value from the assets and enhances service delivery. 

Economic/Commercial Case

12. The alternatives to the recommended option are set out below:

Do minimum

13. This would mean that the objectives and benefits would not be achieved. It would not be possible to do nothing as leases will need to be renewed, buildings will need to be maintained, the space vacated by Shared Service Centre staff will need to be released or re-used and the accommodation needs arising from the re-alignment of childrens and adults services will need to be met. There would be significant costs associated with these changes. Some of these are allowed for in the business case (for example rent increases where they are known or can be estimated) but it is difficult to quantify many of them, for example how much would be spent on repairs and maintenance beyond the three year period for which assessed needs are currently calculated.

14. Other options considered were: 

· Leasing the new Banbury hub, rather than purchase

· Upgrading Calthorpe House instead of acquiring a new Banbury hub

· Retaining and upgrading Macclesfield House, instead of providing a new East Oxford hub

15. All of these either have a much higher cost or do not satisfy the objectives of the project to some degree.

16. The costs of the recommended strategy should therefore be considered having regard to need for increased revenue expenditure should the strategy not be implemented.

Financial Case

Estimated Costs of the Project

17. The financial appraisal shows capital costs of approximately £12.5m, capital receipts of approximately £12m with the total net cost over 28 years of £1.25m. Some sensitivity analysis has been undertaken to test the financial impact of variations on the strategy and some of these show that overall savings could be made and some show increased costs.  There will be costs associated with undertaking and implementing the review, such as consultancy costs which are included in the financial appraisal.

18. A financial model has been developed and a copy is available in the Members’ Resource Centre. This includes estimated values for:

· Capital receipts for 9 freehold properties

· Capital expenditure on the purchase of 1 new building and refurbishing County Hall

· Fees incurred on these transactions and associated work

· Borrowing costs resulting from the net capital commitments

· Current Revenue costs of the existing 17 properties 

· Anticipated Revenue running costs of the new portfolio of 4 properties.

19. The running costs currently include rates, rents, utilities and cleaning. Other facilities management costs are not included. 

20. The preferred option results in a net cost to the Council’s revenue budget in total over 29 years of £1.25m. Overall costs and income are summarised below :

Table 1


£000
£000

Total Capital Spending
12,521

Total Capital Receipts
11,983

Net Capital Expenditure

   538

Total Borrowing cost (29 years)

   933

Total Net Running Costs (29 years)

   317

Net Overall Cost
1,250
(NPV

1,126)



21. The net cost of £1.25m represents an average cost of £43,000 per annum. However detailed annual cash flow analysis reveals that there are significant net costs in early years followed by modest annual net savings from Year 16 onwards as illustrated in Annex 2 attached.

Assumptions and Sensitivities

22. To varying degrees the financial model is sensitive to the assumptions made around the various financial factors. The major items are listed in Table 2 below :

Table 2

Key Assumption
Level of Sensitivity/Risk 

Capital Expenditure estimates


High

Capital Receipt estimates


High

Timing of capital projects
Medium



Revenue Savings


Medium

Revenue Costs


Medium

Income from third parties


Medium

23. Capital Costs and Receipts figures are latest estimates and a contingency allowance on costs of 10% has been included. It has also been assumed that capital receipts will be 10% higher than current estimates, as historically receipts have been higher than the properly cautious valuation estimates, allowing for inflation.

24. Some sensitivity analysis has been carried out. If capital receipts are assumed to be 20% higher than estimates then the project would deliver an overall saving of over £400,000.

25. If capital costs increase by a further 10% then the overall project cost could increase to £2.2m.

Funding Strategy

26. The funding objective of the project was that it should be self-financing with net capital funding requirement and borrowing costs covered by revenue savings achieved through the rationalisation of properties. Thereby a case for Prudential Borrowing, under the County Council’s current guidelines, could be substantiated.

27. However, as described earlier, the financial model currently demonstrates a Net Overall Cost of £1.25m over 29 years and therefore the project cannot be described as an “invest to save” scheme. Appendix 2 presents this in more detail and indicates that the current estimates of annual net revenue costs (including debt financing) rise to a maximum of £258,000 by 2009/10, but then reduce until the full revenue savings are achieved. 

28. This would be a relatively modest cost for the major improvements in office accommodation and significant benefits that would be achieved by this project. Consequently it is proposed that these short-term revenue requirements are included in the Medium Term Financial Plan and that the project is treated as a Prudential Borrowing scheme. This proposal was approved in principle as part of the report to Cabinet on 19 December on “Service and Resource Planning 2007/08 – 2011/12” subject to approval of the Business Case by the Cabinet in January 2007.

RECOMMENDATION

29. The Cabinet is RECOMMENDED to approve the Business Case for the Review of Property Assets and approve the provision of revenue funding through prudential borrowing, as indicated in Annex 2, and to include this within the Medium Term Financial Plan 2007/08 – 2011/12.

SUE SCANE

Head of Finance & Procurement

NEIL MONAGHAN

Head of Property Services
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