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APPENDIX C

PRIVATE AND CONFIDENTIAL

FINANCIAL APPRAISAL

1.1 Wrenbridge has provided an indicative financial appraisal of the investment
opportunity available to the Council, taking into account the estimated costs of
the proposed design and configuration as it currently stand. A summary of the
information included within that appraisal is included at Appendix C1.

1.2 The costs of the scheme will be developed throughout the planning and
design stage of the development therefore cannot be fixed at this time and will
not be finalised until the final viability assessment is produced.

1.3 The costs included within the appraisal have however been produced for
Wrenbridge by cost consultants Turner & Townsend who have experience of
working on similar schemes and have benchmarked the project against
market costs for similar developments. ln order to increase the robustness of
their advice Turner and Townsend have also received budget advice from the
regional offices of two national contractors who are also both familiar with
building student accommodation in this form and scale, together with seeking
further market advice from contractors and their supply chain .

1.3 The financial implications of the scheme as they currently stand are detailed
in the sections below.

1.0 Purchase of the site

1.1 The Council will be obligated to purchase the site from the SPV upon the
achievement of planning and vacant possession. The cost of the site will be
€1m plus SDLT (f50k).

1.2 The cost of the site and associated SDLT costs is included within the financial
viability assessment.

3.0 Rental lncome

3-1 The rents achievable from the building are anticipated to be t805k per
annum, based on the current AFL Heads of Terms with Futurelets and the
expected market rates for the ground floor commercial units. These figures
exclude inflationery rental uplifts that will be applied during the initial 10 year
lease period. The Futurelets rental income makes up 8717k of the annual
rental, with the remainder (e88k) coming from the commercial units.

3.2 The Futurelets rental income can be broken down into 3 component parts:
the rental income associated with the student units for the 42 week core
academic year (€508k), the rental income derived from the sub-lease to the
NHS (€,185k), and an anticipated share of profits generated from the 10 week
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4.2

4.5

3.3

summer period when the student accommodation is not in use by students
and can be rented out for alternative uses (€24k).

The Heads of Terms with Futurelets makes provision for rent to be uplifted at
year 5 of the lease by a value based on the compounded annual percentage
increases in RP! over the five-year period. A cap and collar of 1 and 3% wil!
be applied to the uplift meaning that the RPI increases in each year will be for
a minimum of 1o/o and maximum of 3%. Excluding the profit share on the
summer let period, the cap and collar RPI uplift will increase the Futurelets
rents from t693k per annum to a minimum of 8728k and a maximum of 8803k
from year 6 of the lease onwards; thus achieving an additional rental income
for the Council of between e35k and f 110k per annum.

lf the midpoint of the cap and collar allowance is applied to the Futurelets
rents (i.e. 1.5o/o), and the same cap and collar RPI uplift principles are applied
to the commercial unit rentals, the rents achievable from the investment will
total 8805k per annum years for years 1 to 5 of the viability appraisal period
and 8865k for years 6 to 10. This equates to a total rental income of €8.35m
over the 10 year viability appraisal assessment period.

Scheme Gosts and Viability

The indicative costs of the scheme are currently estimated at E17.254m,
excluding developer profit.

The Heads of Terms allow the SPV to include a developer profit of 15% of
scheme costs within the viability appraisal to reflect the risk it is taking on the
scheme. Based on the indicative costs this would equate to 82.589m and take
the total scheme cost to t19.843m. At today's rates the borrowing repayments
and financing costs on this level of expenditure would tolal8752k per annum,
or 87.52m over the 10 year viability appraisal period.

The body of the report sets out that either party can walk away from the deal if
the financial appraisa! shows that minimum financial returns will not be
realised.

To meet the Council's minimum financial return the appraisal will need to
demonstrate that the net annual surplus over the initial 10 year period covered
by the Futurelets lease will deliver a greater than 0.5% per annum average
return on investment for the Council, after allowing for financing costs and
borrowing repayments.

Similarly the SPV will not be obligated to pursue the scheme if the share of
developer profit within the flnancial viability appraisal is less than 10% of
scheme costs.

lndicative Viability Appraisal Assessment

3.4

4.0

4.1

4.3

4.4

5.0
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6.0

6.2

5.1

5.2

5.3

The viability appraisal calculation for the above indicative figures (i.e. total
scheme cost of 819.843m and 88.35m rents over the first ten years) would
only achieve a net return for the Council of 0.42o/o, which is below the
minimum 0.5o/o return required.

lf the interest rates and rental income derivable from the scheme remains at
the anticipated levels included within the appraisal, costs would have to
reduce by a sum of 8349k (to t19.494m) at the final viability appraisal stage to
meet the Council's minimum 0.5% financial return. lf this cost saving was
taken from the developers profit allowance it would reduce it from €2.589m to
L2.24m; which would still equate to 13o/o of scheme costs therefore would
remain within the parameters of a financially viable scheme.

The viability appraisal calculation for the indicative figures, based on the
example calculation included within the body of the report, and the details set
out above is shown in the table below.

f'000

Anticipated rents over 10 year period

Anticipated costs of borrowing repayments and
financing costs over 10 year period

A

B

8,350

(7,380)

Net return over 10 year period A-B =C 970

Average annual retum

Scheme cost

C/10=D

E

97

19,494

SBC net return D/E x 100 o.5%

lmpact on SBC's revenue budget and proposed use of net returns.

The above table shows that if RPI runs al1.5o/o over the first 5 years of the
lease, in line with the above example, the net financial return to the Council
over the first ten years of the investment equates to e970k; or an average of
f97k per annum.

The costs to SBC of financing the build through the construction period are
not included within the scheme costs shown in Appendix C1 and are
dependent on the timings and value of milestone payments and interest rates
so are not yet known. These costs, along with any professionalfees that SBC
incurs to progress the project, will be added to the scheme budget once they
can be quantified and will be funded from borrowing; with the costs of the
borrowing repayments being funded from the Council's 0.5% return on the
scheme.

6.1
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6.3 There is a risk that some of the rental income included within the financial
appraisal may not be achieved and that the Council may need to identify an
alternative use for the building in the unlikely scenario that Futurelets do not
renew their lease after the initial lease term. On that basis it is proposed that
the residual surplus generated from the asset over the initial ten year lease
term be ring-fenced for further regeneration of the site or as a mitigation
against reduced rental income or potential changes in the future use of the
building.

lndicative Capital Budget and Prudential lndicators

Based on the current indicative appraisal, current interest rates and the
minimum levels of Council and developer returns the indicative scheme costs,
excluding SBC fees and financing costs over the construction period, will total
t19.494m-

7.2 These costs may fluctuate and will only be finalised at the point of producing
the final viability assessment. The scheme budget will also need to include the
costs of professional fees incurred by the Council as well as the financing
costs incurred over the construction period.

7 .3 For approval purposes and for the production of the Prudential lndicators in
Appendix C2 an indicative budget of l22m (inclusive of the site purchase
and SDLT costs detailed within section 2.11 wlll be established for the
scheme; with the final budget being established at the point of finalising the
viability assessment.

7.4 Under the Prudential Regime, which has operated since April 2004, the
Council has the responsibility to demonstrate that its capital investment
programme is affordable, prudent and sustainable. The Prudential Code
requires that this is done by calculating specific affordability indicators for
capital expenditure and financing and by setting borrowing limits and
indicators for treasury management. The Council's Prudential lndicators are
ordinarily included within the Financial Strategy and are approved as part of
the Council's annual budget setting process.

7.5 As this scheme is funded from borrowing the Prudential lndicators have had
to be updated and are attached at Appendix C2. This report includes a
recommendation for Members to approve the updated lndicators.

8.0 Financial Risks and Sensitivity Analysis

8.1 Section 5.3 quantifies the potential net financial returns that the Council may
achieve from the investment over the initial ten year period. The following
areas however would affect the levels of returns included within the final
appraisal:

8.1.1 Commercial units not Iet or market rents not achieved

7.0

7.1
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The risk of voids within the rental properties lies with the Council. The
indicative appraisal set out within Section 5.3 assumes that 8915k will be
generated from the commercial units over the initial ten year investment
period. ln the unlikely event that the units are not let, or market rents are not
achieved, this will directly affect the Council's net financial return from the
asset.

8.1.2 Summer let rentals are less than anticipated

The current appraisal assumes that the Council's share of profit generated
from student lets over the 10 week summer period will be E24k per annum.

The Council's net financial return from the asset will be directly affected if this
income is not achieved.

8.1.3 Variations in RP! uplifts

The figures included within section 5.3 assume RPI uplifts of 1.5o/o in the first
5 years of the lease, excluding the profit share for the summer lets. These
uplifts have been applied to rentals from year 6 onwards. The table below sets
out the impact on financial returns if the levels of RPI uplift vary from the
amount included within the appraisal.

1o/o 1.5o/o 2% 2.5% 3.00
Total rents over 10 year
aooraisal oeriod (f'000) e8.250 c8.350 e8.455 c8.565 e8.670
lmpact on annual average
net return per current
aooraisal (e'000) -t10 +81 0 +t22 +t32

9.0 Debt repayments

The appraisal makes allowance for financing costs (interest payable on the
debt outstanding) as well as repayments of the debt (principal).

After the initial ten year lease period the Council will have repaid 83.39m of
principal, reducing the debt outstanding to 16.103m upon expiry of the initial
Futurelets' lease period.
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APPENDIX Cl

FIGURES FROM DRAFT FINANCIAL APPRAISAL

ANNUAL INCOME FROM THE ASSET

f'000 €'000
Future Lets
One Stop convenience store
Additional retail space
Total rental income (exc RPI uplifts)

717
41
47

805

SCHEME COSTS

e'000 8',000
Acquisition costs
Site acquisition
Stamp Duty
Legalfees, planning and survey costs

Tota! acquisition cosb

Gonstruction costs
Building contract (to meet tenant specifications)
Demolition of existing building
Substation relocation
Section 106 contributions
Total construction costs

Professional Fees
Architects, quantity surveyors, structural
engineers, mechanical and electrical engineers,
project manager, legal and other fees

Other miscellaneous fees
Vacant possession costs and legalfees

1,000
50

190
1,240

13,879

1,784

351

13,355
385

73
66

TOTAL SCHEME COSTS EXGLUDING
DEVELOPER PROFIT" 17.254
Develooer Profit (based on max 15o/ol 2,589
INDICATIVE SCHEME COST INCLUDING
MAXIMUM ALLOWANCE FOR DEVELOPER
PROFIT

19,843

* The final level of developer profit will be dependent on the outcome of the viability
appraisal.
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APPENDIX C2

PRUDENT]AL INDICATORS

Under the Prudential Regime, which has operated since April 2004, the Council has
the responsibility to demonstrate that its capital investment programme is affordable,
prudent and sustainable. The Prudential Code requires that this is done by
calculating specific affordability indicators for capital expenditure and financing and
by setting borrowing limits and indicators for treasury management.

Affordabi lity I nd icators

The indicators of affordability address the revenue implications of the Council's
capital investment programme. These indicators have been revised to reflect the
2018119 financial outturn position and the additional borrowing as detailed within this
report. The revised indicators, recommended for approval, are set out in bold in the
following table.

t000

Opening Capital Finance
Requirement

a) Capital Expenditure

Sources offinance:
G rants/other contributions
Capital receipts & reserves set
aside
Net Repayment of Borrowing
Other transactions
Minimum Revenue Provision

b) Net Borrowing lndicator
and Closing Gapital Finance
Requirement

c) Ratio of Financing Cost to
Net Revenue Stream

d) lncremental impact on the
Gouncil Tax

e) Gross Debt and the
Capital Financing
Requirement

Gross and Net Debt

2017t18
Actual

20,831

9,363

(3,401)

(3,390)

2018t19

4ctual

21,802

33,242

(13,207)

(3,569)

2019t20
Estimate

37,600

75,737

(24,64,8)

(9,527)

(2,900)

(856)

75,406

9.21o.h

c0,70

89. { 6%

67.28%

2020t21
Estimate

75,406

12,146

(5,818)

(6,329)

(1,688)

73,719

15.23o/o

(r0.08)

89.16%

70.25o/o

(1,601)

21,9O2

8.24o/o

(814.e7)

(668)

37,600

2.81o/o

8,21.71

34.040'/0

0.00%
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a) Capihl Expenditure lndicator

The total amount of capital expenditure is the initial driver behind the cost of the
capital programme for Council Tax payers. This is therefore given as the first
indicator. Capital expenditure for 2018119 has reduced from the estimates provided
within the Financial Strategy as detailed within the Financial Outturn Report (ref
1s/138).

The increase for 2O19l2O incorporates the anticipated additional E22m in relation to
the Scarborough Town Centre Regeneration works as well as scheme slippage from
2018119 together with the addition of new schemes identified since the publication of
the Financial Strategy. An appropriate set aside of grants, contributions and capita!
receipts are matched to these variations in expenditure.

Expenditure incorporated within the 2O20121 financial year has been increased in
line with the addition of the South Cliff Gardens regeneration scheme, which was
approved on the same agenda as the Financial Strategy.

The total cost falling on the Council Tax Payer is dependent on capital expenditure
after taking account of grants and contributions. The Capital Expenditure lndicator
does not therefore by itself, indicate the cost of the Capital Programme to Council
Tax payers either in one year or over the course of the Financial Strategy.

b) Net Borrowing and Gapital Financing Requirement lndicators

Capital expenditure in excess of the financing provided by external grants or the set-
aside of reserves or capital receipts, increases the underlying need to borrow. This
underlying need is shown by the indicator, the Capital Financing Requirement (CFR).
The CFR in turn determines the minimum provision required in the Revenue Budget
for repayment of borrowing.

The projec{ed levels of the CFR for 2019120 and 2O2Ol21 have increased since the
publication of the Financial Strategy. These increases incorporate the impact of the
Town Centre Regeneration works together with the impact of expenditure timing
differences and the repayment profiles of investments made through the commercial
strategy.

The table below details the revised CFR

Capital Financing Requirement 2018t19
Outturn
(t000's)

2019t20
Estimate
8000's)

2020t21
Estimate
(f000's)

As per Financial Strateoy 37.453 53.212 51.589
Timino and re-oavment orofiles 147 194 475
Scarborough Town Centre
Reoeneration 22.OOO 21,655
Revised 37.600 75.406 73.719

Page 48



NOT FOR PUBLICATION

The Financial Strategy detailed E36m of Unsupported Prudential Borrowing from the
period 2018119 onwards. With the exception of the increase resulting from the
Scarborough Town Centre Regeneration works these levels remain unchanged,
however the timings have moved in line with the general progress of the schemes.

The table below details the Unsupported Prudential Borrowing included within the
prudential i nd icators:

Scheme 2017t18
EK

2018t19
8k

2019t20
8k

2020t21
tk

Leisure Villaoe - wet construction 1.517
Futurist Redevelopment 462 881 193
OAT Permanent Deckino 571 67
Dean Road Depot
Redevelooment

19 541

Coastal Protection works 2.787
Spa Roof 615 514
Other previously approved
schemes

3 75 355

Commercialisation I nvestments 14.828 15.172
Scarborough Town Centre
Reoeneration

22,000

Total 2,572 16.466 41.562

The Council will need to take out external borrowing to fund these levels of
expenditure. As at March 2019 the Gouncil has 825.7m in external long term
borrowing; the Prudential lndicators assume the levels of 2019120 prudential
borrowing will be in addition to the current t25.7m.

c) Ratio of Financing Cost to Net Revenue Stream lndicator

The costs of borrowing and also the interest received from investments, is largely
determined by decisions on past and future capital investment. The proportion of
revenue grant and council tax that is required to cover this net cost is measured by
the Prudential Indicator: Ratio of Financing Costs to Net Revenue Stream. The ratios
for both 2018119 and 2O19l2O are broadly in Iine with those disclosed within the
Financial Strategy. The ratio is then seen to increase from 2020121 due to the
increased interest charges associated with the additional borrowings.

d) lncremental impact on the Council Tax lndicator

The Council's capital strategy supports capital investment by identifying matching
financing from reserves, revenue underspends and capital receipts. The calculation
measures this in terms of the resulting additional cost each year to Council Tax
(Band D). The effect of these updated indicators compared with the resources
identified in the previous strategy shows liftle movement over the period. These
incremental movements are primarily a result of slippages in expenditure.

e) Gross Debt and the Capital Financing Requirement
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The Capital Strategy and the prudential indicators to which it adheres are based on a
principle of prudence. This is measured through the: Gross Debt and Capital
Financing Requirement. The purpose is to ensure that over the medium term debt
through external borrowing will only be used for capital purposes. This is monitored
through ensuring that external borrowing does not, except in the short term, exceed
the total capitalfinancing requirement in the preceding year, plus any additions to the
capital financing requirement for the current and next two financial years.

The ratio shows a reduction within the 2018/19 financial year as the capital financing
requirement utilised incorporates the increased borrowing in future years. Future
years figures then broadly equalise with those detailed within the Financial Strategy
as the increased CDR nets off with the increases in externa! debt.

f) Gross and Net Debt

The Gross and Net Debt indicator is used to highlight where the authority may be
borrowing in advance of need. This ratio is expressed through the amount of net
debt (i.e. borrowings less cash investments) as a percentage of gross debt
(borrowings only). The increase in this ratio reflects the higher levels of gross debt as
a result of the additional t22m borrowing undertaken in pursuing the Town Centre
regeneration plan.

Treasury Management lndicators

The Treasury Management lndicators are set as a means of aiding a prudent
borrowing and investment strategy. The predominant indicator is that the Council has
adopted the CIPFA Code of Practice for Treasury Management in the Public
Services. The Council has adopted the Code and complies with its requirements.
The relevant treasury indicators are outlined below.

Limits to Borrowing Activity

Operational Boundarv: this is the limit beyond which external debt is not normally
expected to exceed.

Authorised Limit this is a limit beyond which external debt is prohibited, and this limit
must be set and revised by Full Council. This reflects a level of borrowing which,
while not desired, could be afforded in the short term but might not be sustainable in
the longer term.

Operational Boundary 2018t2019
Estimate

2019t2020
Estimate

2020t2021
Estimate

2021t2022
Estimate

Debt f18 million t18 million f18 million f18 million
Other lonq term liabilities
Commercial activities/non-
financial investments

830 million f30 million f30 million f30 million

Former Argos Site
Reoeneration

f22 million 822 milllon €22 million

Total €48 million f70 million 870 million €70 million
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As it is envisaged that the redevelopment of the former Argos site will deliver income
streams to offset the cost of the associated borrowing the increases in operational
and authorised borrowing boundaries are considered to be acceptable.

Authorised Boundary 2018t2019
Estimate

2019t2020
Estimate

2020t2021
Estimate

202112022
Estimate

Debt f28 million 828 million f28 million e28 million
Other lono term liabilities
Commercial activities/non-
financial investments

e30 million e30 million f30 million 830 million

Scarborough Town Centre
Reoeneration

t22 million f22 million L22 milhon

Total t58 million €80 million f80 million E80 million
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