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Executive Summary

The Parish of Sleat is located at the south-eastern peninsula of the Isle of Skye and stretches for approximately 14 miles in a north-east, south west direction and averages less than 5 miles wide. With a population of 780 (2001), it has a relatively young and economically active community with a vibrant local economy and culture. Much of this can be attributed to the development over the last 20 years of Scotland’s National Gaelic College - Sabhal Mor Ostaig - located near Armadale. 

The Sleat Community Trust (SCT) was formed in March 2004 to improve the economy and social amenities in the Sleat peninsula through investigating and providing sustainable solutions to meet the community’s needs and aspirations. Its membership has grown to 447 with over 70% of the community being members. Over 40 local volunteers are active in the 9 advisory groups that have been set up to progress specific issues; two separate subsidiary companies have been formed; and 5.5 jobs have been created. SCT is seen as an exemplar of good practice of sustainable community development by local and national government, development agencies and by the media.  

Community Acquisition of Tormore Forest

SCT’s Forestry Advisory Group has, since 2006 been looking at the potential community purchase of Tormore Forest, a 440ha Forestry Commission Scotland (FCS) plantation south west of Ardvasar. The Forest largely consists of mature conifers which are due to be harvested but, due partially to difficulties with road access and timber extraction, this harvesting has not taken place. 

SCT has been following a process set out in the National Forest Land Scheme (NFLS) – a government initiative specifically established to help communities take ownership of FCS land. This has involved commissioning a feasibility study from Bidwells Land Agents (2007), the joint instruction of a land valuation by the District Valuer and the undertaking of two community ballots – both of which demonstrated overwhelming community support for the project. A successful application to the NFLS has given the community an opportunity to purchase Tormore Forest at its market value with SCT having until March 2011 to raise the required funds and to get the necessary paperwork in place. 

To raise the acquisition funds required, it is proposed that SCT make an application to Highlands & Islands Enterprise’s Community Land Unit for a grant of 20% of the land value, raise up to 10% from within the community, and apply to banks and investment funds specialising in the social development sector for grant and loan finance for the remainder. Interest payments and loan repayments are to be financed primarily from the proceeds from the early sale of a proportion of the standing timber.

The value of the timber in Tormore was separately identified by the District Valuer as being £110,000 – a relatively low estimate given the quantity and quality of the timber crop. This was to reflect several underlying issues - predominately the lack of an existing means of extracting timber from the area, given the Roads Authority’s prohibition of adjacent public road use as a timber haulage route. Since then, SCT has been striving to unlock the full potential value of the timber crop in Tormore by:

· Accurately assessing timber crop. A “tariffing” operation was carried out by SCT in December 2009 to give a far more accurate assessment of the timber crop than the previous desk-top exercise carried out by FCS. It is apparent that there is considerably more timber and of a better quality than originally forecast.

· Holding discussions with a timber management company to agree a tonnage value of the standing timber crop.

· Examining the potential for extraction by road. FCS has been in discussion and negotiation with the Roads Authority and with adjacent landowners to upgrade the public road to allow for its reclassification as a timber haulage route. As FCS intend to complete the public road upgrade during 2010, a verbal agreement has been reached that upon any future community purchase of the forest, SCT will a pay a nominal additional sum of £15,000 to FCS over and above the land valuation.

· Carrying out site visits with a timber management company regarding possible locations for sea extraction and negotiating with neighbouring landowners on rights of access to and over the foreshore to allow barge extraction

· Negotiating with FCS to allow SCT to utilise and modify the existing FCS Forest Design Plan, rather than have to create a new Forest Plan with resulting required statutory consultation process (and thus considerable delays that would considerably increase loan capital charges) 

It has been assessed that, if the above issues can be satisfactorily resolved and the necessary legal and other agreements put in place, then the actual timber crop value of the area scheduled for harvest in the existing FCS Forest Design Plan is in the region of £611K if extracted by road, or £561K if extracted by sea. Whilst extraction by road is more profitable, SCT feel that the number of lorries required to transport the estimated 50,000 tonnes could be disruptive to the local community and therefore sea extraction, if possible, is the preferred option and one that is in line with Scottish Government case studies of best practice for freight. Ref: www.freightbestpractice.org.uk
Project Development

SCT propose carrying out a range of management works that will provide a range of local and wider public benefits. These include:

· The sustainable development of the forest resource through restructuring the conifer crop towards a greater diversity of trees (including a significant proportion of native species) and age structure, along with protecting and enhancing existing biodiversity interest (e.g. burn-sides).  This will improve the forest’s visual quality, nature conservation and recreational value.

· Improved access into the forest for walking, cycling and potentially pony trekking. 

· Creation of forest interpretation and use of the forest as an educational resource by Bun-sgoil Shleite (Sleat Primary School).
· Establishment of a strong, sustainable local fuelwood economy through woodchip and firewood sales and thus also the reduction of the community’s carbon footprint.

· Creation of local employment from forest management and timber processing.

· Development of “value-added” products from the forest – e.g. sawn timber supplies.

· Support the development of the local tourism industry through enhancing the amenity of the area and the provision of recreational activities for visitors.

· Cultural, historical and archaeological interpretation.

· Access throughout the forest including waymarked footpaths and all abilities access paths.

· The extension of livestock grazing leases with the future potential to create new woodland crofts.
Project Viability

Five-year cashflow forecasts for the project setting out the 2 scenarios of timber extraction by sea and extraction by road show that both options are financially viable. Timber extraction by road has lower costs and a greater income and thus is more profitable than extraction by sea (the net cashflow difference between the extraction methods is roughly £30,000). Loan capital could be repaid within a 5 year period in both scenarios, though SCT might wish to spread loan repayments over a longer period. In both scenarios an additional bank loan of £25,000 as a contingency fund has been assumed.

The difference between the timber value as assessed by the District Valuer, (and hence the amount that SCT would have to pay to FCS) and the net realisable value of the timber in compartments to be harvested in years 1 to 5, is sufficient to be able to contribute towards project development costs as well as allow SCT to service loan interest payments and to repay acquisition loan capital. By commencing harvesting operations as soon as possible after taking ownership and harvesting approximately 10,000 tonnes per annum over 5 years, it is expected that full repayment of loan capital can be achieved by the end of Year 5. This assumes loan capital of a maximum of £250,000 will be required, the remainder of the acquisition cost being met by public sector grants and private sector support, including local fundraising.

	5 YEAR CASHFLOW FORECAST Timber Extraction by Road
	 
	 
	 

	Year
	Year 1
	Year 2
	Year 3
	Year 4
	Year 5
	Total

	INCOME
	
	
	
	
	
	

	Forest Acquisition Funding
	359,000
	0
	0
	0
	0
	359,000

	Trading Income
	165,190
	172,712
	148,432
	187,859
	213,988
	888,181

	Forest Management Grants
	51,378
	49,296
	70,000
	53,800
	47,100
	271,574

	Other Income
	250
	250
	500
	500
	500
	2,000

	TOTAL INCOME (A)
	575,818
	222,258
	218,932
	242,159
	261,588
	1,520,755

	EXPENDITURE
	
	
	
	
	
	

	Acquisition
	336,000
	0
	0
	0
	0
	336,000

	Capital investment
	75,000
	75,000
	60,000
	60,000
	8,000
	278,000

	Forest Management Grants
	37,470
	83,460
	89,710
	86,260
	104,260
	401,160

	Overheads
	7,370
	5,700
	6,500
	5,700
	6,500
	31,770

	Loan Repayments
	37,458
	49,944
	49,944
	49,944
	49,944
	237,234

	TOTAL EXPENDITURE (B)
	493,298
	214,104
	206,154
	201,904
	168,704
	1,284,164

	NET IN FLOW (A-B)
	82,520
	8,154
	12,778
	40,255
	92,884
	236,591

	OPENING BALANCE
	0
	82,520
	90,674
	103,452
	143,707
	

	CLOSING BALANCE
	82,520
	90,674
	103,452
	143,707
	236,591
	 

	
	
	
	
	
	
	


	5 YEAR CASHFLOW FORECAST Timber Extraction by Sea
	 
	 
	 

	Year
	Year 1
	Year 2
	Year 3
	Year 4
	Year 5
	Total

	INCOME
	
	
	
	
	
	

	Forest Acquisition Funding
	359,000
	0
	0
	0
	0
	359,000

	Trading Income
	153,320
	162,560
	140,351
	178,516
	203,799
	838,546

	Forest Management Grants
	51,378
	49,296
	70,000
	53,800
	47,100
	271,574

	Other Income
	250
	250
	500
	500
	500
	2,000

	TOTAL INCOME (A)
	563,948
	212,106
	210,851
	232,816
	251,399
	1,471,120

	EXPENDITURE
	
	
	
	
	
	

	Acquisition
	336,000
	0
	0
	0
	0
	336,000

	Capital investment
	125,000
	75,000
	60,000
	60,000
	8,000
	328,000

	Forest Management Grants
	37,470
	83,460
	89,710
	88,260
	104,260
	403,160

	Overheads
	7,370
	5,700
	6,500
	5,700
	6,500
	31,770

	Loan Repayments
	37,458
	49,944
	49,944
	49,944
	49,944
	237,234

	TOTAL EXPENDITURE (B)
	543,298
	214,104
	206,154
	203,904
	168,704
	1,336,164

	NET IN FLOW (A-B)
	20,650
	-1,998
	4,697
	28,912
	82,695
	134,956

	OPENING BALANCE
	0
	20,650
	18,652
	23,349
	52,261
	

	CLOSING BALANCE
	20,650
	18,652
	23,349
	52,261
	134,956
	 


The profitability of the project is dependant upon project development costs (improved access, recreation facilities, interpretation etc.) and ongoing forest management expenditure (replanting obligations, deer fencing, road construction etc.) being met through sourcing funds from a range of sources including:

· Development funding grants (from sources  such as EU LEADER, Highlands & Islands Enterprise (HIE) , Charitable Trusts, etc.);

· Land management grants (through Scottish Rural Development Programme - SRDP);

· Sale of standing timber; and,

· Development of the existing income generating activities of Sleat Renewables Ltd (SRL) including local processing of timber and its onward sale as woodchip, firewood and sawn timber.

The broad-based objectives of SCT and its proposed integrated approach to the future community ownership and management of the forest ties in extremely well with the objectives of grant-giving bodies, particularly SRDP and LEADER. It is likely that SCT will be able to attract grant funding at rates of up 75 - 90% of eligible costs.

The projected income from trading activities are reasonable given SRL’s existing customer base for woodchip and the increase in demand being generated though the Clean Sleat carbon reduction initiative. Projected sales of firewood are modest and realistic given the other firewood supplier in the area (with whom a supportive and collaborative working relationship has already been agreed) and the delay in any increase in demand, as households reassess their energy usage in light of the likely ever-increasing costs of non-renewable fossil fuel.

Structure of ownership and management vehicles

It is proposed that the ownership of Tormore Forest be held by SCT, and for all the trading operations (sale and processing of timber) to be carried out through SRL. This would allow SCT to retain its charitable status, to reduce its exposure to risk and to satisfy European State Aid regulations.  Timber would be “sold” by SCT at market value to SRL for processing and onward sale. All future capital investment in the heritable land assets of the forest (e.g. roads, paths, buildings etc) would be done by SCT, with investment in diminishing assets (e.g. forest machinery) being done through SRL. Buildings owned by SCT would need to be leased at market rental by SRL. Forest management grants (e.g. LEADER, SRDP) would largely be applied for by SRL, acting as agents for SCT. 

Key Issues

There are several key outstanding issues that need to be resolved before SCT can satisfactorily proceed with the purchase of Tormore Forest. These are:

· An agreement in writing from FCS to allow the modification of the existing Forest Design Plan to allow SCT to commence harvesting and extraction in the months immediately after acquisition.

· Confirmation from the Roads Authority that the Aird to Ardvasar public road will be re-classified as a 'Consultation Route' to allow timber haulage. 

· Confirmation from FCS regarding payment to compensate them for road improvement works.

· A written contract with a woodland management company regarding the harvesting and extraction methodology, with rates per tonne for each of the two options (extraction by road and extraction by sea) and confirmation of payment timings.

· A legal agreement with neighbouring landowners to allow haulage of timber across their land for sea extraction by barge.
· Legal confirmation from neighbouring landowners that they own the legal rights to the foreshore which would allow extraction by sea (i.e. that SCT would not have to also get agreement from and pay fees to another landowner). 

· Confirmation of grant assistance from HIE.

· Securing the community fundraising element of the acquisition cost through a public appeal.

· Confirmation of loan finance from banks / other lenders to cover the remaining acquisition costs.

· The establishment of a contingency fund to cover for additional unforeseen costs or for any delays in receiving income streams.

Given satisfactory resolution of above issues a very strong business case can be made for community acquisition and management of Tormore. In the short term, SCT should be able to generate sufficient excess income from standing sale of timber to both repay loan finance and to contribute towards ongoing forest management costs and project development expenditure. In the longer term, proposed development of local markets for value-added timber products from the forest should generate sufficient revenue income to supplement land management and other grants. This will ensure that SCT will be able to provide an ongoing, wide range of social, environmental and economic benefits to both the local community and wider public; and that through community ownership and management, Tormore Forest will be able to take its place as an integral part of future sustainable development of Sleat.
















