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1.

Purpose

1.1 The purpose of this strategy is to set out the following:

1.2

1.3

2.1

2.2.

2.3.

The Council’s objectives for acquiring property and land assets for Economic
development, Regeneration and service delivery purposes.

A commentary on the economic climate, the general property market and the role of
property acquisition within that, including the need to define the risk profile for the
Council.

The strategic framework that will guide asset acquisition.
Investment objectives and criteria for asset acquisition.

The acquisition protocol (Appendix 1).

This document sets out the strategy for acquisition of land, property, and infrastructure
for the purposes of future service provision, regeneration, and economic development.
The framework reflects a suitable balance between the risks inherent in the acquisition
of land and property weighed against the benefits and outcomes derived from such
acquisitions and sets out the relevant governance, financing and assessment criteria
to support the regeneration of the Borough.

This framework enables the Council to acquire, develop and promote the regeneration
of land and property for the purposes of enabling the transformation of service
delivery, placemaking and economic development within the Borough of St. Helens.
This framework also allows the opportunity for co-investment with partner
organisations of good financial and reputational standing to deliver regeneration
benefits where it is deemed appropriate.

Background

Good practice within the public sector is to improve the strategic management and
operation of property assets and to manage the risks associated with property
decisions. This strategy outlines how St Helens intends to achieve this asset
management improvement.

The strategy relates to the acquisition of new properties and land for regeneration
purposes and where it furthers the economic prosperity of the borough. For the
purposes of this document the term property will refer to both buildings and land.

Whilst the principle objectives of this strategy will be to promote regeneration and
economic development, there will be other strategic reasons to consider the
acquisition of land and property to support education, health and culture of our
communities. The rationale for acquiring land and property must therefore be clear and
demonstrable as to how this aligns with the Borough priorities as detailed below.



2.4.

2.5.

The overriding objective of the Land and Property Acquisition Framework is to ensure
that the Council has an appropriate process for the acquisition of land and property to
drive the future regeneration and placemaking aspirations of the Borough. This
includes the delivery of economic, social, and environmental improvements. By
creating positive change, this will in turn reduce demand for Council services through
growth in employment, business rates and council tax and additional spend within the
local economy.

The strategy will also support land and property acquisitions that will deliver specific
service objectives and achieve improved outcomes for service users and help drive the
Council’s transformation agenda.

The Property Market

2.6

2.7

2.8

2.9

2.10

The UK commercial property market is defined as a ‘mature asset class’. It has a wide
range of new and established investors including institutions, pension funds, specialist
property companies, charities, family trusts and individuals. In recent years, Local
Authorities (directly and indirectly via pension funds) have also entered the market

Returns from property can be income driven, through the receipt of rent and asset
value by way of appreciation of the underlying asset value (capital growth). The
combination of these is known as the Total Return and this will be a consideration in
assessing the viability of a property for acquisition.

Property prices and returns are a function of the property type, age and location,
together where appropriate the lease structure and covenant strength of the tenant (in
the case of a let property) and the purpose for purchasing the property.

Within the property market there is a widespread in financial returns (known as yields)
these relate to the particular characteristics of the asset in question.

The yield is representative of the risk that the Council is willing to take and the time
that the Council will hold the asset for.

2.11 Yields can range from 2% (low risk) for prime property to over 20% (high

risk) for dated property in secondary locations with increasing vacancy rates. Much of



2.12

2.13

2.14

3.1.

3.2.

3.3.

3.4.

3.5.

the office space and secondary shopping centres in the borough would fall into the
latter category.

Typical yield ranges for Investment properties would be:2-4% prime retail.4-7% retail /
office let to blue chip / high covenant strength tenants with over 10 years unexpired. 7-
8% prime offices (city centres) or retail within established town centres8-12% prime
industrial and offices in established locations12-20% secondary/ tertiary industrial

Section 4 (below) outlines the main factors that investors consider when looking at
property acquisitions. It is a combination of these factors that determine the yield. It is
estimated that most of the Council’s existing non-operational portfolio is classed within
the yield range of 10-15 % (or higher) and therefore this brings with it inherent risks.

Effective estate management strategies will seek to dispose of some of the higher
risk/poorer performing properties and to acquire properties with a significantly lower
risk, in order to redress the risk balance. The ultimate aim for the Council is to have a
broad range of properties at the best possible quality. The yield will be managed in
light of the cost of acquisition, cost of borrowing, and risk profile. The risks associated
with property acquisition itself are outlined at section 8 of this strategy.

Why Hold Property?

Property is usually described as a low to medium risk asset. Its returns invariably lie
between those produced by equities and those produced by bonds. Properties leased
long term to companies of good covenant strength have a lower risk of default and will
produce secure income streams.

If income streams from such acquisitions exceed the cost of borrowing required to
initially acquire the property, surpluses will be generated. Such surpluses will be used
to pay off the cost of borrowing, the capital borrowed, with any additional surplus being
available to assist in funding further regeneration activity.

The Council currently has access to capital resources at potentially advantageous
borrowing rates through the Public Works Loan Board (PWLB), this therefore can
increase the prospect of surpluses being achieved. However, it should be noted that
borrowing rates can and do fluctuate; however, historical trends have demonstrated
that they are generally below commercial market rates.

The purpose of acquiring and holding property for investment purposes was previously
primarily to generate income. However, in light of the reformed Statutory guidance
from HM Treasury published in November 2020 the focus of this strategy will change
to facilitation of economic prosperity and regeneration of the borough.

The Council has the ability to strengthen its funding base by improving the asset
portfolio that addresses economic development aspirations whilst also providing a
short to medium term commercial return, providing the Council with the ability to use
its property base to deliver economic development. To comply with guidance, the size



3.6.

3.7.

3.8.

4.1.

of the asset portfolio, and the commercial income generated from property
investments, must be proportionate to the Council’s overall financial position.

The Council has a need to strengthen the quality and revenues it generates from its
non-operational estate, in general terms it is often poor quality and low income
producing, with high risk end users , in secondary and tertiary assets.

Vacant sites and assets will be considered as acquisitions to facilitate economic
regeneration, where there is a clearly identifiable value in holding the property,
particularly in relation to future development.

Investments that the Council will consider will therefore relate to Regeneration Plans,
Economic development, service improvement or where preventative action may be
required.

Key considerations when acquiring property

The key considerations for the Council when acquiring property interests for
regeneration purposes would include the following where this involves a going concern
(subject to lease).

a). Covenant Strength - in the case of a let property, the quality of the tenant and
more importantly, their ability to pay the rent on time and in full. This will be particularly
important where the Council has borrowed against the investment. It is worth noting
that the Council, as a public body, will not wish to let to occupiers who are generally
seen to be undertaking business which is contrary to its corporate values.

b). Lease length - in the case of a let property, the unexpired length of the term of the
lease is of key importance in ensuring that the Council as landlord’s revenue stream is
uninterrupted. The Council will take into consideration the risks associated with a
tenant vacating, the void period and the potential to attract good quality replacements
tenants at acceptable rental levels into account

c). Rate of return - the rate of return from the property (e.g. through annual rental
incomes) will need to be value for money when assessed against the regenerative
outcomes and potential growth.

d). Risk - In general, the higher the level of return from an investment, the higher the
level of risk that it carries. For example, if a property is let at an attractive rent which
would create a good return, it may be a high risk if the tenant does not possess good
covenant strength and therefore may default at any time.

e). Growth - property has the potential for both revenue and capital growth. The
Council will consider that potential when assessing the strength of the opportunity.
Property values can fall as well as rise and mechanisms to minimise revenue
reductions should be identified.



4.2

4.3

4.4

5.1

f). Sector - information as to the sector of use of the property (e.g. office, retalil,
industrial, leisure) will assist in deciding on the risks associated with specific properties
and the mix of sectors within the portfolio.

g). Building Age and Specification - in the case of a let property, whilst the Council,
may firstly be concerned with the characteristics of the tenant and lease, the age and
specification of the property will also affect the ability of the Council to let or sell the
property in the future. It must also be taken into consideration in respect of the cost of
protecting the investment. An example of this would be the undertaking of repairs and
refurbishment if the cost cannot be fully recovered from the tenant, given the focus of
the strategy has changed to be one of regeneration then this scenario is more likely to
occur.

In summary, the strategy for acquiring property assets for holding and regeneration
purposes is therefore for:
Place making, as part of regeneration and economic development activity.
Development in our Town Centres to improve economic performance and
encourage future private sector investment.
Economic Development — to ensure an adequate supply of employment and
housing sites allowing creation and retention of high-quality sustainable homes
and employment within the Borough.
Opportunities that have strategic importance within St. Helens address issues
such as heritage and culture, social welfare, deprivation and protecting the most
vulnerable.
Support environmental sustainability.

Whilst adhering to the strategy it is also prudent to:
Ensure security of funds invested, considering the security of the initial
investment and the security of rental returns.
Maximise rental income and minimise management costs to ensure the best
return is generated.
Consider opportunities to increase returns and improve the value of the asset
base.
Promote collaborative working with adjoining owners and developers to
maximise value.

For income to exceed the cost of acquiring and holding the asset unless the asset has
a long-term regenerative benefit for the Borough.

Funding of Acquisitions

Government recognises the valuable contribution that local authorities make to the
social and economic infrastructure of this country and is committed to the approach of
local decision-making and accountability. The Government supports local investment
in part by offering low cost loans to local authorities through the Public Works Loan
Board (PWLB). The purpose of the PWLB is to offer long-term, affordable loans to
support local authority investment in service delivery, housing, economic regeneration,



5.2

5.3

54

5.5

5.6

5.7

5.8

treasury management, and occasionally preventative action.

Depending on the particular circumstances, the Council will fund acquisitions either by
utilising borrowing, or utilising reserves, or through a combination of both There is
always an element of speculation to this approach which means the Council must
manage the risk profile of its asset base. It is worth noting that following the review of
local authority borrowing from PWLB it is no longer possible to utilise PWLB to fund
commercial investments.

In February 2020 Parliament reformed the statutory basis of the PWLB, transferring its
lending powers to HM Treasury. In March 2020, the government consulted on revising
the PWLB's lending terms to reflect these new governance arrangements. The
government published its response to this consultation and implemented these reforms
in November 2020.

HM Treasury has issued guidance to local authorities as to the appropriate us of
PWLB. The guidance details the characteristics of regeneration projects that would be
supported are as follows:

the project is addressing an economic or social market failure by providing services,
facilities, or other amenities that are of value to local people and would not
otherwise be provided by the private sector.

the local authority is making a significant investment in the asset beyond the
purchase price: developing the assets to improve them and/or change their use, or
otherwise making a significant financial investment.

the project involves or generates significant additional activity that would not
otherwise happen without the local authority’s intervention, creating jobs and/or
social or economic value.

while some parts of the project may generate rental income, these rents are
recycled within the project or applied to related regeneration projects, rather than
being applied to wider services.

All acquisition decisions will to be made in accordance with the Council's Treasury -
Strategy. Consideration maybe given to projects have the potential to generate a
commercial return whilst delivering regeneration and placemaking objectives.

Opportunities will only be pursued where there is a clear business case demonstrating
how it will contribute to place making and regeneration in the Borough of St. Helens
within the above financial criteria.

The framework does permit opportunities for co-investment with partner organisations
of good financial and reputational standing.

PWLB borrowing is not the only borrowing option available for the Council and other
options must be outlined and considered as part of the decision-making process.
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5.10

6.1

7.1

7.2

7.3

7.4

7.5

7.6

8.

8.1

The difference between the rate of borrowing and the rate of return generated by the
investment is effectively a surplus which will be used to pay off the borrowing costs
and the capital borrowed, with any additional surplus being available to assist in
funding regeneration or economic development.

Certain acquisitions may not produce a large enough return to cover the capital
borrowed and costs of borrowing, particularly where the purchase is of a more
strategic, regeneration nature. In this situation, other funding options will be considered
and the financial implications for the Council will be set out in the business case that is
produced to inform the decision-making process.

Objectives for Property Acquisition

Acquisitions will be confined to the borough of St. Helens, except in exceptional
circumstances where cross border regeneration activity is being facilitated.

Financial implications

The Land & Property Acquisition Strategy is a framework designed to aid the delivery
of Economic development and Regeneration. This may in the short to medium term
secure sustainable income streams for the Council which may over time increase the
financial resilience of the Council, whilst ensuring the security of Council funds. It will
also provide the ability to invest in strategic acquisitions that further the economic
prosperity of the borough. This may be through individual property purchases or by
entering into effective land or property partnership arrangements.

The financing costs, which will include interest and principal repayments, shall be met
from any recycled income streams arising within the regeneration programme or other
sums approved for that purpose.

Given the specialist nature of Land and Property acquisitions, the Council will obtain
advice from appointed agents with a proven track record in this field.

Other costs would include legal fees, at approximately 1.5% of the purchase price,
Stamp Duty Land Tax, which at present rates is 4%, and Land Registry fees. Certain
vendors may also request payment of the seller's advisers’ costs by the buyer,
although this is more likely to be the case in regeneration programmes.

Advice will be taken on a case by case basis, but the implications for the Council
should be VAT neutral.

All of the costs described will be accounted for within each business case for an
acquisition.

Key Risks

Acquisition Risk

8.1.1 Property acquisition can by its nature be volatile and therefore the business case at the

time of purchase should outline known risks both in the short and medium term.



8.1.2 Interest in regeneration acquisitions has remained strong and the Council may find
itself as one of several potential interested parties. This will give rise to unsuccessful
bids. All concerned should be aware of this possible outcome and the potential for
abortive costs.

8.1.3 Due to the nature of the property market, decisions may need to be taken quickly in
order to put offers forward in a timely manner and ahead of other parties. To mitigate
risk, offers can be made on a conditional basis and contracts for sale would not be
exchanged until the due diligence process has been satisfactorily undertaken.

8.1.4 An approved budget aligned to the specific Regeneration programmes and delegated
decision making will need to sit alongside this strategy to ensure that the maximum
opportunities are to be achieved.

8.2 Cost Risk

8.2.1 Abortive costs may be incurred in forming unsuccessful bids or failing to reach
exchange of contract as a result of due diligence undertaken. These may include
feasibility studies, ground investigations, advisers’ costs, legal costs, survey fees and
officer time.

8.2.2 This is a risk which is inherent to the property market and should be recorded,
managed and necessary mitigations identified at the earliest stage of each potential
acquisition.

8.2.3 It should also be noted that strategic acquisitions may be regarded as “unlocking”
redevelopment or regeneration and may therefore demand a premium on this basis
often these cases will be negotiated as an “off market” transaction.

8.3 Property Market Risk

8.3.1 Property acquisition carries risks due to wider economic conditions beyond the
immediate control of the Council. These can include downside risks due to adverse
movements in the underlying value of the asset. Other property related risks, such as
those relating to physical defects and characteristics, can be assessed and therefore
managed appropriately.

8.3.2 The process of due diligence being undertaken prior to completion is key to the
mitigation of property risks.

9. Environmental and Sustainability

9.1 Whilst the main criteria in assessing the attractiveness of the investment will be in
respect to Regeneration and economic development outcomes , the Council will also
give due consideration to financial risk and also to the levels of environmental
sustainability to maximise our contribution to the Borough'’s carbon neutral target.



Appendix 1

Purpose of Acquisition Protocol
Purpose

To ensure that there is a consistency of approach involving appropriately qualified officers,
the Council should adhere to a formal Acquisition Protocol.

This protocol will apply to all acquisitions of land and property for strategic purposes within
the borough.

Definition of an Acquisition

An acquisition is defined as the purchase of a legal interest in land and property, (by way of
freehold, leasehold or license) for strategic or service delivery purposes.

The Local Government Act 1972 gives the Council powers to acquire any property or rights
which facilitate, or are conducive or incidental to, the discharge of any of its functions or for
the benefit, improvement or development of the local area. Although not yet fully tested, the
Localism Act 2011 may also provide extended powers to local authorities.

Local authorities do, however, have wider fiduciary roles and can face criticism or challenge
if they do not have robust business cases for all purchases.

Property Acquisition by the Council

The Council will continually assess the mix of properties it holds and will look at its overall
exposure to risk, including any overexposure to specific property sectors. It will consider
options to increase or decrease that exposure and to minimise the management time and
costs of its property portfolio.

It is possible that synergies will arise from acquiring new assets which have physical
proximity to existing assets (including the marriage value of merging adjoining legal
interests).

Acquiring property can also have a regeneration investment effect and support areas of
decline. However, there must be a clear financial or regenerative benefit and an objective
focus on the reasons for acquiring any property.

Property Acquisition Funding

It is recommended that an earmarked capital reserve, “The Property Acquisition Fund”, is
created to assist in funding property acquisitions. This will be achieved and maintained
through a combination of:

(@) Use of reserves available for acquisitions.
(b) Replenishing the fund through ring fencing capital receipts arising from the sale of
surplus assets held by the Council.



The primary source of funding acquisitions will be prudential borrowing but a business case
for each acquisition will be required. This business case will identify how the purchase is to
be funded. Provision to service the Council's borrowing costs arising from capital investment
in strategic regeneration and service delivery will be made within the Council's Medium-Term
Financial Strategy.

For the purposes of establishing The Property Acquisition Fund, delegated decision-making
will be required for this fund to ensure timely and responsive ability to take advantage of
appropriate opportunities and achieve best value.

Acquisition Criteria

The following criteria will be considered to help make decisions as to the use of the Property
Acquisition Fund:

Each acquisition will be considered on its own merit and all recommendations for funding will
require a supporting Business Case.

Strategic Acquisitions

. How the acquisition fits with current or proposed policies and assists in strengthening
the Borough’s economy.

. Measurable benefits attained through ownership. (This may also include
consolidation of existing ownerships to enable future sales, modernisation of the
Borough'’s business infrastructure encouraging inward investment, benefits
associated with re- location and business start-up within the Borough).

. Where direct intervention will expedite agreed key strategies for the Borough.

. Where the acquisition furthers the development of strategic partnership
arrangements and furthers the Council’'s growth agenda.

The Process of Acquiring Property Assets

The Council’s present approach involves the assessment of acquisition opportunities most
often presented by selling agents, who bring potentially suitable properties to our attention.

The Council will work with landowners, agents, development partners to ensure that each
and every opportunity is available to secure land and property that is identified for strategic
purposes.

Given the sometimes specialist nature of the property market, it may be difficult for the
Council to actively identify and evaluate suitable opportunities. Consequently, the Council
will appoint suitably qualified and experienced consultants to provide any specialist advice
needed in each business case.

All acquisition proposals will be presented to the Executive Director of Place, and the
Strategic Asset group who in those instances where it was felt that the opportunity merited
further consideration, would instruct officers to prepare a business case for consideration.
The business case for the acquisition will include an appropriate indexation score for the
property in accordance with the assessment criteria.



To ensure that acquisitions are not lost through delays in the process, it is recommended
that a Land & Property Acquisition Group comprising relevant Cabinet members, who have
voting rights and officers is established to consider recommendations in a timely manner.

Once an acquisition is approved by the Land & Property Acquisition Group, Council officers
or appointed agents will progress the bidding process, negotiations, and final purchase.

All valuations must be carried out, or verified, by a fully qualified member of the Royal
Institution of Chartered Surveyors with sufficient current local knowledge of the particular
market, and the skills and understanding necessary to undertake/verify the valuation
competently.

All acquisitions will be carried out in accordance with rules laid down by any relevant
professional bodies and laws (in particular, in compliance with all relevant Public Sector and
Local Government Legislation, Statutory Instruments, Government Circulars, and existing
Council procedures, policies and the Constitution).

Approval Process

The Land & Property Acquisition Group will be chaired by the Leader of the Council, and
include the Deputy Leader, Cabinet Members for Finance & Governance, Regeneration and
Planning who will have voting rights, and will be attended by the Executive Director of Place
and Executive Director of Corporate Services (or their nominated deputies) with other
appropriate officers.

A quorum of at least 3 elected members of the Group will be required to conduct business.

When a property is identified as a potential acquisition, the Executive Director of Place will
submit to the Group a business case appraisal and recommendations.

The Group shall have the authority to instruct officers, under delegated powers, to progress
negotiations. It should be recognised that; in some instances, it will be necessary for the
Council to make a conditional offer on acquisitions where time is limited. Any final offers will
be subject to approval from the Group and progressed under delegated written authority.






