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1.1

1. Purpose of report

This report seeks approval for a package of investment that will greatly boost
the regeneration of the Belgrave Gate area of the city, resulting in more visitors,
new jobs and a new source of annual income for the council.

The package includes the purchase of a long lease for Haymarket House for
onward letting to Travelodge; the taking of a new lease and refurbishment of
Haymarket car park; and the installation of two new lifts to serve the car park
and theatre.

2.1

2. Summary

The council is already making a multi-million pound investment in the Belgrave
Gate area. New paving will transform Churchgate and Belgrave Gate, and buses
will be removed with both streets pedestrianised during the day. The council also
aims to create a new road linking Belgrave Gate and Mansfield Street, providing
a quick route out of the city centre for buses leaving the Haymarket Bus Station.

Significant investment has also been made to the previously abandoned
Haymarket Theatre, which is already attracting more visitors to this part of the
city.

This report proposes new capital investment of £8.391m to enable the
development of a 67-bed hotel in Haymarket House, a building which has stood
empty for the last ten years, and generating a better return than could currently
be obtained from the banks.

The hotel would be made viable by the council fully modernising the currently
substandard Haymarket car park, bringing it up to modern-day standards. This
would include the provision of two new lifts that will give access to the car park
and theatre, and enable disabled access to the building.

The refurbished Haymarket House would be leased to the council, then on to
Travelodge for an initial period of 25 years, with the option to extend it for a
further 25 years.

The council would benefit from increased car park revenue as a result of the
planned improvements, the new hotel and increased patronage of the theatre.
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Travelodge would pay an annual rent for the hotel. Overall, after meeting its
financing costs, additional income for the council should be more than £200,000
per year rising to an estimated £280,000 after ten years.

The total costs are estimated at £10.67m, including the existing previously
approved car park revenue and capital budgets.

3. Recommendations

3.1 a)

b)

f)

g)

h)

to enter into a new 25 year lease of the Haymarket car park on condition
that the Council undertake an improvement scheme to refurbish the car
park and to provide new lifts to access from Belgrave Gate.

to undertake a scheme of refurbishment of the Haymarket car park,
including provision of two new lifts.

to take a 125 year lease of 15 Belgrave Gate and the proposed lift shaft
to provide ground floor lift access to the theatre and Haymarket House.

to take a supplemental lease of 13 Garrick Walk subject to simultaneous
grant of sub lease to Haymarket Consortium.

to enter into agreement for lease to take a 125 year lease of Haymarket
House, upon payment of a single initial premium. This would be subject
to the completion of an agreed scheme of conversion to a hotel and an
initial 25 year lease (extendable to up to 50 years) being in place from the
Council to Travelodge.

to add the above to the capital programme, at a total expected cost of
£10.067m.

to approve the application of existing capital and revenue resources
totalling £1.676m, being a contribution from the corporate property capital
maintenance provision (£290k), a contribution from the parking strategy
development capital provision (£400k), savings on the bridges capital
programme (£250k) and the proposed two year rent free period on the
car park (£736k).

to approve new investment of £8.391m to meet the balance of the cost,
using cash reserves which will be written down as the Travelodge rental
income is received.

to approve a permanent transfer of £68k from 2020/21 from the off-street
car parking budget to the corporate capital financing budget, as car park
income increases.
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4. Report:

41

4.2

4.3

4.4

4.5

The Council holds a lease of the Haymarket car park which expires in
September 2024, paying an annual rental of £368,000. The car park is in poor
condition and current dilapidation liabilities of approximately £538,000 have
been identified. Negotiations have been undertaken with the shopping centre
owners, Haymarket Property Limited (HPL), who are the landlords, with a view
to extending the lease to provide sufficient incentive for the Council to undertake
refurbishment of the car park as a further step in the improvement of this part of
the city centre following the construction of the new bus station, the
refurbishment and reopening of the Haymarket Theatre, the construction of the
bus link road between Belgrave Gate and Mansfield Street and the subsequent
proposals for pedestrianisation of Belgrave Gate.

Terms have been agreed for a simultaneous surrender of the existing lease and
grant of a new 25 year term with the rent remaining unchanged at £368,000 pa.
The lease would be subject to 5 yearly rent reviews to market value and a
2 years rent free period on the basis that the Council commit to invest this
saving into an agreed improvement scheme for the car park.

The proposed scheme for the car park has additional benefits with two linked
proposals. The refurbishment of the Haymarket theatre nears completion and it
is recognised that disabled access needs to be improved and the theatre would
benefit from improved lift access. In addition HPL has an empty former office
block on the roof, Haymarket House, and have agreed terms with Travelodge
Hotels Limited for its refurbishment and occupation by them as a hotel.
However Travelodge have concluded that they will only progress with the hotel if
they can realign their main access and egress from the car park and for
pedestrians from Belgrave Gate. Their agreement is therefore conditional on
the car park being refurbished to an agreed specification with wayfinding to the
hotel and that the scheme also includes two new lifts to be provided from
Belgrave Gate which will service the theatre, car park and hotel. Any provision
of lifts through the theatre will necessitate a changed entrance foyer to be
provided, which has been envisaged in the recent redevelopment works.

To facilitate construction and access to the lifts HPL has offered the Council a
lease of 15 Belgrave Gate and the lift shaft at peppercorn annual rental for a
term of 125 years to be coterminous with the lease of Haymarket House
discussed later in the report. The Council will be responsible for the future
maintenance of the lifts and will need to agree with Travelodge and the
Consortium the management approach and cost sharing arrangements for the
lift foyer and lift areas.

The current programme for the car park works envisages a split contract with
concrete and structural repairs to be undertaken in autumn 2018 with the
remainder of the works to start straight after the Christmas break and be
completed in spring 2019. For the lifts it is intended that the lift cars be ordered
as soon as possible as they are on a 6 months order. During summer 2018 it is
intended that the lift shaft will be constructed, this being during a quiet spell for
the theatre to cause minimum disruption before their busy autumn schedule
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4.6

4.7

4.8

4.9

4.10

commences. It is anticipated that the lift will be available for use by spring 2019
also. Key dates for completion of lifts and car park works for Travelodge opening
is September 2019 so current programmes provide for completion well in
advance of this.

Terms have been agreed with HPL to take a supplemental lease of the former
Dinos restaurant (13 Garrick Walk) to effectively extend the property included in
the Haymarket theatre lease. This will simultaneously be included within the
Haymarket Consortium’s sub lease of the theatre with the Consortium taking all
responsibilities under the lease including the annual service charge payable to
HPL of £12,000 pa from lease commencement. The Consortium intend to
provide a through link to the theatre and use the additional area to extend their
food and beverage offer for the theatre.

HPL has agreed terms with Travelodge for them to take an initial 25 year lease
of the refurbished Haymarket House commencing when HPL has completed the
refurbishment of the building to a hotel to meet Travelodge’s specification.
Travelodge will have an option to renew for a further 25 years and if taken up
they will have rights to break at year 35 and 40. The hotel will comprise 67
bedrooms and the annual rent will be reviewed 5 yearly in line with RPI subject
to cap and collar of 1% — 4% pa.

The Council has agreed in principle to purchase the completed investment
taking a 125 year lease of the property, subject to the letting to Travelodge, and
the price will be paid in instalments through the course of the refurbishment
works. It is clear that HPL will retain the risk of cost over run. The Council’s
lease will be at peppercorn annual rental with a service charge of £11,305 pa
which will be passed on to Travelodge or future tenants while the property is let.

HPL is at an advanced stage of documentation with Travelodge who have Board
approval to the lease terms and the scheme has planning consent, with a start
proposed for September 2018 and completion in September 2019.

Travelodge wish to agree with the Council rights for parking in the car park for
hotel residents at agreed price of £5.00 for 24 hours, subject to review 5 yearly
to RPI.

5. Financial, legal and other implications

5.1 Financial implications

5.1.1

5.1.2

The proposals are that the Council agrees to an extension of the lease and
refurbishment of the Haymarket car park including two new lifts, together with
the purchase of a long leasehold interest in Haymarket House and an initial 25
year onward lease to Travelodge (with renewal rights up to 50 years).

Car Park additional works and lease and new lifts

The proposal is to surrender the lease at the car park (which is due to end in
2024) and to take a new 25 year lease, which would be coterminous with the
Travelodge lease first period. The rent would be the same as currently (£368k
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5.1.3

51.4

5.1.5

p.a.), however there would be a two year rent free period. The Council would
be required to undertake an agreed schedule of maintenance and improvement
works.

It is also proposed to provide two new lifts from Belgrave Gate, which will
service the theatre, car park and hotel.

It should be noted that the Council has a dilapidations liability estimated at
£538k, which it would have to undertake by 2024 if these works were not done.

Income from the car park would be likely to increase once the Travelodge is up
and running. An analysis of the likely car park income has suggested that
income should rise by at least £100k p.a. (and quite possibly by up to £200k
p.a.) over the medium term once the effect of improvements to the car park is
reflected in general demand as well as the Travelodge effect and the increased
patronage of the theatre.

Travelodge

The proposal is that a payment is made to HPL which will include the cost of
works to bring the current dormant site into operation as a Travelodge, to be
funded by the Council. This would count as capital expenditure.

In return the Council would receive a 125 year lease at a peppercorn rent, and
would onwards lease to Travelodge for 25 years with the option to extend for a
further 25 years.

Financing

New investment of £8.391m from cash reserves is proposed. It is also proposed
to apply existing revenue and capital resources, namely the proposed rent free
period on the car park (£736k), a contribution from the corporate property capital
maintenance provision (recognising the existing dilapidations liability) (£290k), a
contribution from savings from the bridges capital programme (£250k), and
parking strategy funding of £200k in both 2018/19 and 2019/20 making a total of
(£400k). The total expected cost of the scheme is therefore £10.067m.

The rental income received by the Council from Travelodge and the additional
car parking income would be used to write down the £8.391m.

Commercial Effect on the Council’s Revenue Budget

The proposed investment is expected to make a net revenue surplus for the
Council over time with rent from Travelodge, increased car parking income and
extra business rates.

The net effect on the Council’s revenue budget after paying down the cash
reserves is estimated to be a surplus of £200k p.a. to start with, rising (due to
inflation on the Travelodge rent and additional car park income) to an estimated
£280k p.a. by year 10. This is a better return on the cash reserves than could
currently be achieved with the banks.
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Other factors to be borne in mind are:

o Travelodge has a decent credit rating so the risk for 25 years should be
relatively small, and with RPI inflation it would be expected that even if the
property had to be subsequently re-let for a much lower proportionate
value, because of inflation that should be sufficient to pay historic capital
financing costs.

o The Council would not have to take construction cost risk, but would be
advancing its funding in stages which is a risk regards completion of the
works.

o There would be a service charge of £11k p.a. which would initially be paid
by Travelodge, but if the property became empty the Council would be
liable for this.

Nick Booth, Principal Accountant, ext. 37 4063
Colin Sharpe, Head of Finance, ext. 37 4081

5.2 Leqgal implications

5.2.1

5.2.2

5.2.3

Car Park

As explained in this report, the Council currently leases the car park from HPL,
freehold owners of Haymarket. If the proposals as set out in the report are
agreed, this would require the Council to either negotiate and agree a surrender
of the current lease and grant of a new lease; or a restructure/extension of the
current lease. Given the proposals it would be more practical to proceed with
the former approach. The final terms of the lease will be subject to HPL’s final
approval.

Travelodge
The Council has general powers to acquire land and property under s.120 of the

Local Government Act 1972 (as amended). Any consideration of the offer to
acquire a long leasehold interest in the Centre (subject to the Travelodge lease),
will be subject to the Council carrying out appropriate “due diligence” checks
both in respect of the covenant strength of leases and all potential liabilities
(including costs) to which the leasehold would be subject(including
consideration of the comments made in the Financial implications section of this
report).

As explained in 5.2.1 above, the terms of the lease will be subject to agreement
with HPL as to the terms and obligations the Council is required to comply with
under the lease (including costs and responsibility for other charges). In
considering this proposal the Council should have regard to its general fiduciary
duty to act in the best interests of its taxpayers (and in this respect reference
should be made to the financial aspects of this report). The lease and any
associated agreements should contain appropriate provisions to protect the
Council’s interest in the event of any default by HPL in respect of their
agreements with Travelodge or other parties.
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Proposed “Lift” Lease

This will be subject to similar issues as set out in 5.2.1. above, but will in
addition be subject to HPL’s approval to the works, and the payment of their
costs, as well as consideration being given to whether planning consent will be
required for the proposed use.

John Mclvor, Legal Services, ext. 37-1409

5.3 Climate Change and Carbon Reduction implications

5.3.1

53.2

5.3.3

5.3.4

The renewal of the lease on the car park on appropriate terms would provide
opportunity for the Council to progress proposals for the installation of a canopy
of photovoltaic (PV) panels on the car park upper level, subject to the approval
of HPL. These proposals are part of the Low Carbon Transport Accelerator
ESIF/ERDF funding bid, currently being assessed by DCLG. The proposed PV
array would save an estimated 91 tonnes of carbon dioxide per year and would
be 50% funded by ESIF/ERDF. The car park has been identified as one of the
more significant and feasible remaining opportunities for PVs in the Council’s
current estate — part of a package of 3 schemes proposed in the bid which,
between them, would pay back the council’s investment in 9 years after
factoring in the 50% European contribution. With the proposed lease of
Haymarket House by the Council, there could be an opportunity to look at the
technical and financial feasibility of extending the car park PV array onto the
roof of Haymarket House.

In addition, the specification for the lifts should be carefully considered in
relation to energy efficiency, as this is something which can vary significantly
between different products.

The conversion of Halford House into a hotel should allow for and consider the
potential for providing a decentralised heating and hot water scheme for the
building with centralised plant and hot water storage facility at a lower level in
the building conversion. Consideration and allowance should also be made for
a future connection to the LDEC district heating network, through the provision
of suitable plant space to allow for a plate heat exchange unit and ducting
access to ground level, if feasible. The boiler facilities to be provided may be
predominantly gas fired and should consider combined heat and power and
renewable alternative systems for generating heat, such as air source heat
pumps.

Hotels have a high demand for heating and hot water and are ideal candidates
for renewable and decentralised/ community heating.

Mark Jeffcote, Environment Team, ext 37 2251

5.4 Equalities Implications

5.4.1

The provision of two lifts to serve the theatre, car park and hotel will see a

significant improvement to the accessibility of these properties.
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5.5 Other Implications (You will need to have considered other implications in
preparing this report. Please indicate which ones apply?)

None

6. Background information and other papers:

None

7. s this a private report (If so, please indicated the reasons and state why it is
not in the public interest to be dealt with publicly)?

No

8. Is this a “key decision”?

Yes

9. Reason for this being a key decision

The report seeks capital expenditure of over £1m to be committed on proposals
that have not been specifically authorised by Council. Although the total cost is
£10.067m, the total amount of Corporate Resources required is below £10m so full
Council approval is not required under the constitution.
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