EXECUTIVE COMMITTEE – 20 JUNE 2011

  

  RESOURCES POLICY AND SCRUTINY COMMITTEE –   16 JUNE 2011
PART I –   DELEGATED   
5b.  
  IMPROVEMENTS TO THE GARAGE PORTFOLIO

  (DCES)
1.
Summary
1.1 This report is pursuant to the paper to Resources Committee of 10 March 2011 and is intended to inform Members on the following matters:-
· The identification of the priority sites to be actioned in this year’s programme
· Negotiations with the Contractor selected for the works
· Substantiation of the business case regarding improvement in the revenue accrued from the refurbished garages.  
2.
Details


Site Prioritisation
2.1
Attached at appendix 1 is a schedule of the entire garage portfolio showing the rented and void position as at the end of March 2011. Those sites identified as priority order 1 were the subject of last year’s refurbishment programme and are generating a 79% occupancy overall. Woodhall Lane continues at an unacceptably low occupancy and officers are targeting specific improvements for this location. If that site is put to one side for the moment, the remaining 1st phase sites have an overall occupancy rate of 86%. Officers regard this level as a realistic target for business planning purposes.
2.2
Officers identified a further 17 sites, marked as priority 2 on appendix 1, that could be included in the phase 2 work programme. The inclusion of each particular site is based on a mix of occupancy and known garage condition criteria.
2.3
The priority order 2 sites were assessed by officers and our appointed external Quantity Surveyors and a specification and schedule of works agreed in order to derive an initial cost appraisal.

Contractor Negotiations
2.4
Consideration was given by officers as to how best a Contractor could be appointed to implement the phase 2 works. After discussion with our Legal colleagues and officers from Dacorum BC, who provide the Council with procurement advice, TRDC officers concluded that they are enabled to negotiate an extension of the 1st phase works, that were successfully completed by TAG Construction Ltd, subject to the proviso that the extension does not exceed a value of more than 50% of the original contract. In that respect the 1st phase contract being £340,000, the limit permitted is £170,000. Provision is made over and above that figure for external fees and the Asset Management internal re-charge. The total arising fits within the overall budget of £250,000, allocated for this matter in the current year.
2.5
Accordingly we have sought detailed pricing from that Contractor for all 17 sites as shown on appendix 2. Whilst the total costs far exceed the contractual and budget provision, the figures are designed to inform future years budgeting. Our consultant QS has reviewed the pricing and provided a tender report that confirms the price levels are at, or below, the comparative figures from the phase 1 works, this being a further pre-requisite of placing a contract in the circumstances described at paragraph 2.4 above.
2.6
Further assessment has been made to prioritise the phase 2 sites when balanced against the budget availability, the current occupancy levels and the likelihood of an improvement in occupancy. Certain sites have had to be discounted from the appendix 1 listing for the following reasons:-
· Hamilton Road, AL. The site is already 100% occupied so there is no possibility of improving the revenue stream. The site was high up the list due to the previously sole measurement criterion of garage condition.

· Longcroft Road, MC. The location is 78% occupied overall and with some voids available for rent at present, officers take the view that the expenditure is unlikely to improve occupancy levels.

· Hayling Road, SO. Similar reasoning applies to this site as explained above.

· Markeston Green, SO. Officers are aware of early day plans for a possible redevelopment in SO which could include this area of land and so the site should be temporarily discounted from consideration.

2.7
This analysis results in a revised listing of sites, as appendix 3, which shows 7(seven) sites within the budget and the contract allowance that can be allocated for the current circumstances. The outcome is that some 110 garages can be refurbished for a cost just below £170,000. Those allocated a category 2a priority have then been considered from a business case perspective as below and the remainder allocated a 2b priority which realistically means they will be included in a 3rd phase programme next year. 

Business Case

  
2.8
It is anticipated that the priority 2a sites currently having an occupancy level of 65% could rise to the business planning level of 86% upon completion of the refurbishment works. At the current year’s rent level, the added income derived from the additional 30 units that come into occupancy would increase revenue by some £12,480 in a full year.  On that basis the capital expenditure of around £170,000 would be recovered in about 13.6 years, and this is comparable to the results achieved in the phase 1 works.
2.9
When considering the asset value of the newly refurbished garages, clearly their condition will be improved from being those in the worst condition to being one of those in the best condition, compared to the overall portfolio.  Whilst there has been no market testing, our opinion is that each of the refurbished garages could increase in value by between £1,000 and £2,000 per unit so amounting to a gain of between £110,000 and £220,000 overall.
2.10
The works to be carried out on each garage in this phase include a new roof, replacement garage doors and rainwater disposal system together with the necessary structural repairs.  As a cost saving measure we will be re-cycling some of the existing doors that are capable of further service, rather than disposing of them. The life expectancy of these garages will be substantially extended, from a very short life previously, to probably a period of 30 years.  A related benefit is the expected reduction in “day to day” repair costs which should reduce to minimal levels.  Since these garages only represent about 8% of the total stock number, the annual revenue expenditure on garages may not decrease obviously as yet, but this will become more noticeable as future phases of the programme are completed.
2.11
The garages will look fit for purpose and present themselves as a far more attractive proposition to prospective tenants; accordingly there is an expectation over time that the occupancy levels could be improved further.
2.12
As a related benefit at some locations, the contract includes removing extraneous electrical and water supplies to sites.  These services are costing the Council both fixed charges and sometimes metered consumption, which is both expensive and incapable of being re-charged to tenants.  This action will also remove the opportunity of use by un-authorised businesses such as car washing operations that had been found to piggy-back on our “freely provided” services. 
2.13
Some of the 2nd phase garages have an asbestos based sheet roof covering, which will be removed in accordance with Council policy.  There is therefore a potential risk reduction benefit to the Council, in having less of its property portfolio constructed from such material.

3.
Reasons for Recommendation
3.1
  To enable officers to proceed with the works as part of the 2011/12 Capital Programme.
4.
Policy/Budget Reference and Implications
4.1
The recommendations in this report are within the Council’s agreed policy and budgets.  


  5
Financial, Equal Opportunities, Staffing, Environmental, Community Safety, Customer Services Centre, Communications & Website, Risk Management and Health & Safety Implications
  5.1
None specific.

6
Legal

6.1
The current Contract Procedure Rules provide that a contract can be extended once, provided the extension does not exceed 50% of the value;

3.4.2
Where the supply of works, supplies or services constitute an extension of an existing contract valued at less than 50% of the total value and under EU Threshold and the extension has been approved by the Leader/Executive Committee. A contract can only be extended once under this rule.
6.2
A further or replacement performance bond will also need to be provided prior to the works commencing.
7
Recommendation
7.1 That   the report is noted.
7.2 That this Committee recommend to the Executive Committee that the contract be progressed as proposed and the works are commenced as soon as possible.

7.3 That the Committee recommend the Executive Committee approves an extension to the present contract with TAG Construction Ltd. be approved up to 50 % of the value of the existing contract and subject to the provision of a further  or replacement performance bond.


Report prepared by:
  Alan Head – Asset Manager

APPENDICES 

  1. Rented/Void information as at 31/03/11.

2. Contractor pricing

3. Phase 2 Site Prioritisation.
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