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1. INTRODUCTION:

| refer to your instructions dated 10" October 2011 and my letter of confirmation dated
10™ October 2011 with our Standard Terms of Business requesting my valuation advice
in relation to the various regeneration schemes at Elephant and Castle as described

below.

National Planning Policy Framework states .... “To ensure viability, the costs of any
requirement fikely fo be applied to development, such as requirements for affordable
egliirements should, when

housing, standards, infrastructure contributions or other
taking into account of the normal cost of development a ' igation, provide competitive
returns to a willing land owner and willihg develqge"= o) enabié;the development to be

deliverable

(National Planning Policy Framework, 2012

In order for this to be demonstrated, the applicant,neéds to provide a viability study that
the development unviable. This

f the viability study submitted by Savills as
:end Lease for development at the Heygate

Estate to inform

proposed affordable housing and other s106 planning obligations.

viability including:

« Sales rates for private residential, affordable housing and commercial
¢ Land Values

¢ Build costs

s Fees

» Profit levels

s Finance
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In addition we would consider predictions on future prospects by.

. b) Applying the market evidence and all other information including build and
Infrastructure costs within the Financial Model provided by the applicant (Due to the
complexity of the model, DVS have not created a separate model in this instance and

 have worked with the applicant’'s bespoke spreadsheet).

¢) Undertake sensitivity analysis on ranges of different market conditions/ scenarios for

each assessment.

' d) Reporting to you confirming the m'ethodo!ogy use assumptions made, our

findings and their implications together with our con

The key policy considerations are the Cou

35% and the rented accommodation shoul

2. LOCATION AND PROPOSAL:

(LBS) and has an
north; Rodney Pla

‘bound by;New Kent Road (A201) to the
‘the east;- Wansey Street to the south; and

sport Ilnksas it is close to Elephant & Castle tube station which is

ite has good tra
on the ggdon Undergi" _jpd sysfém and is located on the boundary of Travelcard Zone 1
and 2. frﬁgfl_l_s,;_ation i5Q he Bank branch of the Northern Line between Kennington and
Borough, éﬁa'f"is the ‘$outhern terminus of the Bakerloo Line, the next station being
Lambeth North i

Capital Connect, with services operated by both First Capital Connect Thameslink and

addition there is also the railway station, which is managed by First.
Southeastern. The area is also served by numercus bus routes.

The Heygate Site represents a significant regenération opportunity for Southwark within
the Elephant and Castle Opportunity Area,
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Site Description

The Site is predominantly occupied by the Heygate Estate, owned by Southwark; this is a
1970s housing estate, there are 1,107 residential units within the application boundary,
located within several buildings of up to 12 storeys in height. | understand that the Estate
is largely vacant with less than a hand full of units occupied.

The Site extends to 9.71 hectares (23.98 acres).

| have been provided with the following breakdown of th kisting Heygate Estate

residential stock that is contained within the red line pla

BUILDING

Bedsits 1 bed TOTAL
Kingshill 0 119 228
Wansey Street 0 0 19
Swanbourne 0 88 110
Ashenden 0 198 242
Claydon 0 216
Marston 0 6 104
Cuddington 0 ); 80
Chearsley ¥ 72
Risborough 0 36
TOTAL 1,107

% of stock

ite), ‘a 'boiler house, :a’small number of retail units and community facilities; and

Crosswayr"’élf}urch on New Kent Road.

The Surrounding‘Area

The land uses surrounding the Site are primarily residential, with residential land uses to
the north, south, and souti'\west, including the Draper, Newington and Alberta Housing
Estates to the southwest; Nelson and Browning Estates to the south; and Rockingham
Estate to the north. Residential properties on Wansey Street and Brandon Street are
located directl'y. opposite the Site to the south.

" student accommodation is located to the southwest and north of the Site, and the mixed
use 44 storey Strata Tower is located to the southwest. There are a number of other land
' 5
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uses, together with significant transport infrastructure, that are also located within the

vicinity of the Site.

The Elephant and Castle Shopping Centre is to the west of the site, comprising a
supermarket and other retail units; a bowling alley, Bingo Hall, a public house, the
Coronet Theatre, cafes, restaurants and hot food takeaways there is also an external

market space.

3. PROPOSED SCHEME

The proposed development comprises an outline plannin ‘ppllcatlon for the demolition
of all structures on the Site and its redevelopment for a mix of uses. Accordingly,

ptanning permission is being sought for the foIIowgg_g development. s

“Demolition of all existing structures and bridges and r development fo prowde a mixed

use development comprising residential (C3}, ret

5), commercial (B1), leisure and

community (D1 and D2), and ene _:centre {sui " generis uses), new landseaping, park

and public realm, carparkmg, mea .,s‘o access and oth '-assocrated works.”

Minimum GEA =~ Maximum GEA

(m2) (m2)
: Reéide{ntial 160,579 254,400
Retail - 10,000 16,750
Business . 2,000 - 5,000

Community and Dt 1,000 5,000
Culture . .

Leisure D2 1,000 5,000
Sui Generis / Sui Generis 500 925
Energy Centre

Sub =Total - 175,079 287,075
Parking; - . 34,854 43,666
Servicing; Plant;

Storage ‘

TOTAL - 209,933 330,741

The application’ seeks permission for a maximum level of residential floorspace of
254,400 m2 (GEA) and a minimum level of 160,579 m2 (GEA). This will be distributed
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across the development and can accommodate between 2,300 and 2,462 units

depending on the precise mix and unit sizes.

The Site is sub-divided into five areas these are: The Park; Walworth Road; New Kent
Road; Walworth Local; and Rodney Neighbourhood.

The Site is further sub-divided into 12 individual development plots (H1-H7, H10, H11a,
H11b, H12, and H13) plus a park pavilion (PAV1). The individual development plots
contain a mix of residential and other lands uses, and are of varying heights and sizes

according to the character area in which they are located.

In addition to the built floorspace set out above, the d elopment includes areas of open

""nd new streets. The development will

space, mc:Eudrng a new park, gateway spaces, 7
provide a minimum of 45,286 sqm (4.53ha) of:areas accessible to the p

The development will provide a maximum of ing spaces and a maximum of

3,136 cycle parking spaces.

4. VIABILITY METHODOLOGY:

© General viability approach

The recommended approach o‘undertakmg deveiopment assessments is provided in a
st of gl al Planning Policy Framework, RICS VIP 12-
nd”, RICS GN “Financial Viability in Planning”, and the GLA

costs of the development to leave a gross residual sum representing the site value and

planning policy requirements. The following table iliustrates this:
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Section 106
> contributions
{(affordable housing}
Gross .
i —
residual
Scheme | site value
revenue _
Develeper

s in

¥

Net residual site
value

This residual site valus is then compared to a B ﬁChmark site ¥ ;,'Ue This is based on

Market Value, and assumes that the value ha"‘ ;plan polices and

all other material planning considerations and disregards that which is"-éé_r_;trary to the

development plan. This Benchmark site value takes in {0 account the vaiue of the existing

use of the property, appropria nd a competitive return for the

landowner.

If the residual site value:is in excess of the Benchimark site value the scheme is viable

and should be plannmg policy .compliant: falls below the Benchmark site value it may

not be viable, afic “'irj‘aay require a reduction in'delivery of planning policy requirements.

for land reﬂect:'ﬁg policy, location, development mix and density.”

Residual valuation toolkit

The usual way of carrying out a residual valuation is to use a toolkit. The GLA
recammend that in London a purpose designed model “Three Dragons” is used. This

toolkit is updated on a regular basis with guide data.

The benefit of using this toolkit ié that it works out a residual value to compare against the
benchmark site value and shows whether the scheme is viable or not if making

8
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'assumptions on the developer's profit. (ie Developer return, internal overheads and
contractor's return on affordable housing.) Therefore, whilst it has a number of

shortcomings, it does assist in understanding if a scheme is viable.

Whilst the Three Dragons tecolkit is widely used, it does not cerry out the accurate
assessment of interest and funding coste, taking in to account the holding cost of the site
value. This can be an important element in a valuation and needs to be properly
considered. To deal with this, valuers generally carry out a residual valuation on anoth'er

residual valuation toolkit, inputting the benchmark site value  an assumed input. This

then works out what the interest costs would be on this ba e interest cost from this

model can then be compared to the calculations in the T fee Dragons toolkit and any

adjustment required can be manually input.

| have reviewed the viability of the appilcatlon
out by Savills and due to the complexity of the_scheme thi Three Dragons Tool klt is not -

suitable or capable of handling a scheme of 't The applicant has provided a

bespoke financial model which is'r§g[eeted in an Excel Spreadsheet. The model is not a

and provides an analysis of

it is unrealistic to
particularly in the ctifrent ¢l

mfrast ‘cture to be lmplemented for future stages at an early polnt in the programme but

this will affec he initial V|ab1I|ty of the scheme.

. The period of ime'we are considering is approximately ten years from commencement
and this may well stretch depending upon market conditions.

In un'dertaking a current cost approach it also difficult to reflect the regeneration effect
that the development will have, which will potentially enhance values as the scheme

becomes more established.

- The applicant has provided a financial model which allows for escalation of both costs
and values, having regard to supporting documents produced by other consultants.
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Savills have adopted a .% profit on cost approach and identified a significant gap
between that and what the escalated model currently shows, {hey are looking to close
this gap by various approaches including the enhancement of the affordable housing
value through tenure changes. '

| think it is unrealistic to look at profit on cost basis for a development of this type, an IRR
approach would be more appropriate; however, this makes it difficult to analyse any
potential gap that may exist, essentially this requires various scenarios to be run.

The IRR approach is not a common method of considering '|abllity assessment but has

been adopted on other multi phased schemes where it.v be inappropriate to use a

direct residual value comparison with the base land vé'ifiize.

The IRR is the rate of return that would mak
the fina! market value of an investment or’

price of the investment or opportumty The

- calculation used frequently to .determine if a

ven investment is worthwhile. An
investment is generally considered worthwhile if the 'i:rzll':t"ie"'mal rate of return is greater than
the return of an average similar inve tment oppo “____,nlty. or'h‘;}lt is greater than the cost of
capltaE of the opportu lty ; '

a) Planning appiiéﬁt'ion details - plans, design & access statement, sections, elevations

etc. as relevant

b) Supporting reports for site abnormais, schedules of condition etc

¢) QS cost assessment- The evidence should include a current day full build cost
estimate, not summary, showing how the costs have been estimated (and include a

- full breakdown of both gross and net internal areas).

d) Market evidence- This needs to comprise:

10
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(i) Estimate of sales/rental values of each individual unit of accommodation;

(i) Sales Market reports together with evidence in support of the sales/rental

values adopted;

(i)  Sales rates assumptions;

(v)  Values assessed for affordable housing (if applicable).

e) Detailed valuation reports for the current market value of the site (include tenures,

easements, description etc). This needs to include a valuation of the site in its existing

or potential or alternative use with an explanation showing how these values have

been assessed and supporting evidence as appropriate,

- f) Viability appraisal including cash flow. This needs’to be pro ided in an electronic file

format to enable us to review the calculation

Appendix 'EO"" iﬂExnstm ‘ Office Values Summary
Appendix 11 - EUY Appraisal
Appendix 12 — Savills Proposed Residential Values Report

Appendix 13 ~ Proposed Affordable Appraisal

Appendix 14 — CBRE Proposed Retail Values Report
Appéndix 15 — Farebrother Proposed B1 Office Values Report
Appendix 16 — G&T Proposed Build Cost Estimate

Appendix 17 — G&T Budget Savings Letter

'Appendix 18 — Escalation Rates

Appendix 19 — LL Cost Trend & Forecast Report

Appendix 20 — Oxford Economics House Price Report

il
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Appendix 21 — Draft Heads of Terms
Appendix 22 — E&C Financial Appraisal Model

Gross development value (GDV):
a) Market sales values
It is DVS apinion that Savills pricing proposals is broadly reasonable, particularly given

the lack of strong evidence. DVS consider that the low and mid rise average values are
s are pessimistic. DVS

broadly correct but qﬁestion whether the tower buildings a

consider that the evidence from the Strata tower is ghtly misleading due to the

specification, maintenance and marketing history.

Whilst the provision of a large number of to in close proximity does ¢éall into question
whether the premium that this type of a - t
(and therefore value) and the impact of restr ;
-verlooking the Shard at London
the City and the West End.
alues are 'not-achieved in this element of

stunning views from many apartmients, for inst

Bridge as well as more establishad vié

siof Canary Wharf

We would not be surprised if significantly bett
the scheme. o

~ Therefore, we haVe considerec what the impact of an overall increase of 5% would have

on the development \nabillty L

'rdabEeIqu_s',ing \ié’fﬁ;gs. -

There- aref_a number of :ssues to con5|der when looking at the affordable housing values.

Consnderation needs o be given to both Southwark's policy and how this sits within the

context of the Lp dor Plan.

The London Plan seeks to maximise affordable housing without a specific target,
however, Southwark policy is explicit and requires 35%. In addition to meet the need of
the specific circumstances pertaining in Southwark there are other policies that need to
be considered for example there are issues regarding affordability and Southwark’s policy
is more explicit than the London Plan and set lower salary thresholds which have an
impact on the value of shared ownership tenure. Soﬁthwark are also currently still

promoting the use of target rent rather than affordable rent.

12
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| understand that the Annual household income range mid-point for intermediate housing
units in Southwark for 1, 2 and 3 bed incomes are (range mid-point) £29,515, £35,943
and £42,372 respectively. '

Whereas the Mayors guidance is that Local planning authorities should seek to ensure
that intermediate provision provides for households with a range of incomes below the
upper limit, and provides a range of dwelling types in terms of a mix of unit sizes.
(measured by number of bedrooms), and that average housing costs, including service

charges, to households for whom intermediate housing is provided are affordable by

households on annual incomes of £42,150 pa (i.e. the mic
£20,000 (updated from AMR 7 in line with RPI) and £64:
housing costs, including service charges, would be about £98

of the range between

0). On this basis, average

month or £230 a week

(housing costs at 40% of net income, net incofne’ being assumed:to be 70% of gross

income).

| have reviewed the affordable housing figures ingl déd’in both the EUV calculation and

make reasonable assu

rentcap levels.

1.'5"3'_;?‘9[119 on this basisthat the'refurbished estate would justify a higher figure however,

they doinot appear to' have done this for the proposed development as a similar

having rega'rag“, xberience in dealing with RSLs.

| understand to a cértain degree why there is a difference in the rates per square foot but
in my opinion this can not be justified on size difference between proposed and
refurbished as the average sizes are only approximately 10% larger in the proposed
scheme or that the existing scheme also has significantly higher number of the smaller
fats although 1 do recognise that thisr'wouid skew the average figures to some extent.

| have attempted to analyse the figures and it is my view that if the calculations were
consistent a similar price per square foot would be adopted for both scenarios. It should
be noted no specific evidence has been provided to support the figures and in view of the

13
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issues highlighted on the two approaches further information should be provided prior to
any discussion regarding different tenure mixes being adopted.

Savills have adopted a rate of £99 per sq ft for the proposed development and this seems
a conservative estimate, however, the figure adopted in the EUV is an average rate of

£142 per sq ft which seems excessive.

| have undertaken my own analysis on both schemes and in respect of the proposed
devefopment the capped rents will deﬁnitely be triggered in re ct of the 3 bed units and
possibly on the 2 bed units although not on the 1 bed, this| It's in an overall rate of
approximately £127 ber sq ft before any on-cost deductio rppropriate Savills analysis
shows the 1 and 2 bed units below the rent cap. In arnv g at thi analys;s | have adopted

market units. normally expect the shared ownership properties to be valued at the

same rate and hed to similar standard as the private housing. The implications
however are minimal as higher values would probably result in lower residual rents to

maintain affordability.

No grant has been assumed and this is in line with current guidelines.

14
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c) Commercial properties

Retail

CBRE were instructed by Lend Lease to report on Retail and Leisure elements and their
report is dated 26 April 2012. |

CBRE emphasise the unigueness of the scheme stating there are no similar

comparables.

net space which CBRE

vould need to incorporate

The scheme will provide circa 100,000 and 120,000
considers sufficient to create critical mass yet if it werg|

fraditional department stores and larger floqrpl_ates.'

They consider the impact of the E&C Shop Centre that is plan.ned tob

by St. Modwen but consider that the Heygate retal als will complemerit rather than

gh Street mix with a focus on multiples.
strong, dnven-by ]ocal communlty shopping. However, in this

1,

s noted that if St. Modwen's Shopping Centre is redeveloped it

New Kent Road
This location may __F__aVe double height units and will aim to cater for specialist retailers,
probably r_efle'cting':that this is more of a destination pitch due to lack of a draw to the

northern side of the road which comprises residential and secondary office space.
Central Shopping Street

This is retail fare designed to attract independent retailers. CBRE seem to .indicate the
challenge in makmg this part of the scheme waork. Many of new shoppmg areas that have
developed in London over the last decade benefit from a large number of office users
which help keep, them vibrant during the day. Box Park, a recent develo_pment located in

converted shipping containers has started from scratch, similarly to E&C, it is located
15
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close to an underground station but it has a high number of office users nearby and

provides small units in an improving location.
CBRE recommend to make this space successful requires:

A strest market

Locating a Foodstore to encourage footfall through the development
Aliow flexible lease terms |

Creating a "sense of place”

Ensuring strong A3 to encourage people to spend time in theﬂ'éi}'élopment

CBRE have given guidance suggesting that A3 uses’could be increased at the expense

of A1 and some units might be increased in size

The applicant's supported by CBRE are prop
Supermarket - P per sq ft

Showroom rents of E' per sq f

Retail rent.s vary betwe ,‘

CBRE .:_ﬁaye provided &vidence 6f iettings at Box Park, More London, Bankside and
Goodmaﬁ':'s'"-'EEelds whichgiven their advantageous river or City fringe locations broadly
support the adopted values. ' 5

Sainsbury's have according to CBRE taken a pre Ief of 15,000 sq ft fronting New Kent
Road at £20 per sq ft.

The applicant has not evidenced yields but have adopted level of ’% for all the retail,

leisure and supermarket units.

Broadly, particﬁlarly given the challenges facing retailers cUrren_tIy - whether
independents or large multiples, DVS do not have an issue with this level. However, we

“do consider that given the relatively modest rental level we would not be surprised if a

16
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keener yield was achieved on the supermarket, which tend to have very strong

covenants.
Retail Conclusion

DVS broadly agrees with recommendations made by CBRE in their report. We have
considered both evidence provided and recent lettings and consider that the applicants
proposals are reasonable. Having seen reports on supermarkets, which due to long
and based on other
in the order of £1.2 to

leases and strong covenants are bucking the retail down t

developments, consider that the supermarket may be unde
£2m capital value. :

Offices

confirmed so Farebrother Chartered Surveyo 7 ve undertaken a ‘réport for the

applicant, have assumed the unitt 0 a Category A finish, which we

Elephant and Castié is not re .
S thafiver up of Bankside with the likes of the Blue Fin

he prime ma
‘ to more fringe locations that have been subject to

Building
réééqgration such as‘Bermondsey.

Having é’ss d thesé’jft'_i_l"i'fferent locations they have proposed adopting a range of rents

from £§f to -p

DVS is broadly comfortable with these figures and they tie in with the figures negotiated
on Eileen House scheme between DVS and Shaw Corporation at £28 per sq ft, albeit a

couple of years ago.

They expect most leases to be let on five year terms and a nine month rent free period.
They have also assumed an average of nine months void from practical completion. A
yield .of "/o has been p'roposed. DVS consider that all these assessments fall within a

range considered appropriate to adopt.

17
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d) Others- such as car spaces, ground rents etc.

The assumptions used seem to be generally reasonable and any amendments would

have limited effect on the overall scheme viability of the scheme.

Gross Development Costs (GDC):

a) Build costs.

Vi.

VII.

. Where i_t_éms can not be validated du‘e_,j

for‘in the G&T cost plan is

is received that allowances

The assessment assumed that what was provid

the overall scope of works required. If confirma
were made for Phase 1 works and anything ‘ol side é‘boundary should not be
considered, obviously these should 'ffectlvely be taken out from both

assessments.

2:absence of further evidence by
way of reports, back up,icalculations, etc:ithese figures remain in the DVS

assessment.

. Adjusting this to reflect

“estimate is circa O m

s adjusted figures at- 3Q2012. This level of difference is not
considered reasonable at this stage and design of development.
vided by G&T as part of Savills Viability Assessment (Appendix *
"‘:_ggests that potential savings can be achieved by 2% to 3%.

If a saving is applied utilising 2.5% (average), then the DVS order of cost
assessment is circa SN (2%) less than G&T's adjusted figures at
3Q2012. The difference still being not unreasonable at this stage and design of

development.

Benchmarking exercise w_aé provided by G&T to validate the overall cost per m?
rate provided for this scheme. It is assumed that the benchmarking.is adjusted

to cost and time factors.
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Vill. Itis assumed that the rates adopted would cover the likely sp_ecification for this

scheme commensurate with the sales / values.
b) Abnormals.

All ‘aspects of the development costs have been consider by the QS and this is
covered in above and at appendix 2. '

¢) Contingency.

The scheme contingencies are generally $: on all aég s of construction, however,

have minimal impact.

d) Professional fees.

the figure equates to aroun

tructure and design costs. This

management fee of §ij#lo on t : e
; qum of 12.8% with this including

No CIL estimated is included in the model, which I do not understand as the rate has

been published and the areas are known. | appreciate there 'maybe an issue as to
whether it is calculated on an uplift appréach or on the whole, but a figure could have -

been included even on a worst case scenario basis.

| have undertaken a calculation and would estimate that the CIL payment is likely to
be between £6-.1 miilion. '

The section 106 contribution is £2,913,160 and a payment for Transport for London of
£11,683,495.

19
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Ideally | would like clarification of the policy compliant requirements of the scheme
and confirmation that the figure adopted are in line with this.

f) Marketing costs

These will generally be sales agency, marketing (Show home, advertisfng etc), and
fegals. ' '

The financial model includes selling costs at W% and it is assumed this includes,

marketing, agents fees and legals; overall this is probably not unreasonable for a

scheme of this nature.

“3.12 Fih?:m cost -The inferest rate is the cost-of funds to the scheme

developer, it S apphed to the net cumulative negative cash balance each
'-‘-month on the scheme as a whole. If depends on the developer, the perceived

sCl ' ne nsk and the state of the financial markets. There is also a credit

mte_res_ ate, which is applied should the eumulative month end balance be
positive. If the developer has other variable borrowihgs (such as an overdraft),
. or other investment opporfunifie_s, then the value of credit balances in reducing
overall ﬁnar;ce charges is potentially the same as the debit interest charge. If
not, and the developer would simply put the funds into the bank, then a lower

rate is approptiate. g

Finance has been based on 100% gearing at a rate of %, this seems to be a bit
higher than other schemes | have reviewed over the last year or so,"| would have

expected fo see 7% which would include arrangement fees.

20
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h)

_funding capability.

The ./b has been derived from a@§d% 10 year swap rate plus a .‘/o margin and §%
for fees. | would like to see some justification for the swap rate as these have reduced

significantly since 2011.

I have undertaken some research into current swap rates and it seems that there has
been a reduction over the last 12 months with rates for small ioans falling back from
around 4% to nearer to 2%, however, the ability to obtain funding is extremely difficult

at the moment and large liabilities that front load this project will potentially effect the

In order to review the impact of finance in the” ancia M del | have included a

scenario at 7% as well as at the adopted ratejt [ 2

Disposal programme.

The approach taken in the'iFinancial Model’assumes fi§f6 pre-sales prior to

construction commencing on a artictilar phase, once. construction has commenced

marketmg will resume on that phase afte 3 and itis assumed that a further

Growth'and Inflation

The applicant has provided a financial model which aflows for escalation of both costs
and values, having regard to supporting documents produced by other consultants.

The escalation adopted depends on the input and therefore reflects the different
inflation that each element might attract. The escalation figures in relation to the

values are made up of two parts, a general inflation figure and a regeﬁeration effect.

It is interesting to note that whilst the property market generally works in dycles the
growth pattern for the financial model is upwards only and in view of the timescale
this is probably optimistic, howsver, you aiso need to consider the delivery period and

21
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whilst the escalation is shown through to 2035 the majority of the development is
delivered by 2028.

The regeneration effect also continues for a longer period than | would have
expected, as there will come a point when the scheme either has succeeded or is
struggling to get established. it is my view that once the development has become
established there will be a honeymoon period after which the rise in the values is
likely to tail off, particul-ar]y as there will be second-hand market beginning to be
established by the end of the development period. '

In relation to the forecasting whilst this is.impossibl :‘ _' dict with any certainty, the

base inflation figures suggested by Savills reflect’an increase over the 15 year life

span of the scheme that appears on th reasonable when

_nservatwe s:det

compared with the average over the | 47 years or even over thi

However, past performance is not a guarantee of :future performance and the .
economic circumstances that existed acro [

different to those that exist today::

faively;safe oo

ave looked at theland registry data for avérage house price rises over the last 17
years in LB Southwé_ k and this shows an average rate of 8.74% pa.
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House Price Index Comparison

500 . Southwark London borough vs Greater London Council

. 450-

400 e

b L 1 L e s

300

230 o

200 4

House Price Index

i T - -
Jen9s  Decd7 Nov 00 Oct 03 Sep 06 Aug 09
Month :

Southwark Greater LLondon

The Nationwide publlshes indices for Greater Lotdon tends to support these figures. |

"dex running from. 1973 through to 1995 and this

have also looked at the Nationv

Average per annum | Comment
» : S increase
QafeTs . [az2eiz B55% “Overall
Qaiora Q4£1989 1415% | To1980's peak _
Q4 1989 T i T B.81% Peak to Low
Q41989 B eV N - 7= S— Peak to Peak
FYEE 7 G4 2007 110.65% Cow To Peak
QZ 7992 Q2 2012 [ 7.36% Low to Gurrerit Day
Q2 2007 Q22012 1067% Since Gredit Crunch
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The Land Registry Figures for Southwark

Period Average per anhum | Comment

increase
Jan 1995 May 2012 | 8.?4% . Overall
Jan 1995 - Feb 2008 -11.53% Low to peak
May 2007 . May 2012 L 2'.51% : - | Since Cradit Crunch
Feb 2008 | Jun 2009 ' -13.78% Peak to Low
Jun-2009 May 2012 1 6.95% © ., | Low to Current |

[ appreciate that over a development of this 'Ie_p th-thllére .rs po ntial for spikes in the

general trend there is also the possibility tha 1€ market could'i'é_'éje another complete

cycle before the scheme is fully develop

years shows the assumptions made by S
The growth figures adopted b

which runs from 2018 to 2035, ‘howev
financial modal is between 2018 aﬁd'ZOZ
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Base Inflation Regen Inflation

and t e..values W|th the regeneratlon effect added are not as significant as first

enwsaged

PR

The analysis shows that Savills regeneration inflation has the following effect at

various delivery stages.

S . 3
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. IYV“]i[_;:’ﬁ

2018-2020 %
2021-2022 . %
2023-2025 %
2026-2028 %

Regeneratioh Effect
Uplift on Value for the

relevant period

It is my view that the regeneration effect will be mor
development has established and w:il become le:

completion.

less uniform.

Base Inflation
2012 %

2027
2028

profit gap at@#% on costs by £40 million and increases the IRR from &% to -%
and the profit on cost increases more noticeably. The analysis of this change is as

follows:
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Timing of Delivery " Regeneration Effect

" Cumulative Uplift on Value for the
relevant period

2018-2020
2021-2022
2023-2025
2026-2028

Y
¥

'Escalation is also applied to the build costs with'a long term average of @ and the

affordable housing has been escalated at@®% above CP! which ha& been taken as

the long term forecast of .

relation to the costs.

| do not have any particular iss"_ﬂfe’_/ ith,

L
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RESIRICIED

) Proft.

a S
Savills have adopted a .’A; on cost approach and identified a significant gap between
that and what the escalated model currently shows, they are loaoking to close this gap by
various approaches including the enhancement of the affordable housing value through

tenure changes.

| do not accept the profit benchmark that Savills have adopted, | think it is unrealistic to

look at profit on cost basis for a development of this type, a R approach would be

more appropriate. The approach is extremely crude and can be seeh from the

averéé 'Ec'mt below 15% | ;; : 1

The IRR benchmark uoted in the Savills report rs”% and thls cé‘l'nparés with often
quoted levels of 15 20% on development schemes, however, the percelved proﬂt gap is
calculated by way of the crude methodoiogy on profit on costs. - o '

Therefare prlor to major decisions being taken to reduce the perceiyed profit. gap, the gap
actually needs to be identified and this in my view is mgmﬂcant jess that £M’n identified.

| have undertaken some simple analysis on the profit benchmark and for each reduction
in the profit on cost of 2.5% results in the gap reducing by E’m However, at the lower
end of rﬁy analysis there is still a gap of £61.6.m based on Savills inputs. This analysis is
extremely crude and | belie\)e there should be more reference to the IRR but this requires

running a number of scenarios to see what could result in an acceptable return.
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Residual land value (RLV).

NPPF requires the applicant to demonstrate that a planning policy compliant scheme is
-unviable. This means the assessmént should show viability results assuming a policy
compliant scheme. If this is correctly done, the deduction of GDC from GDV produces a
net residual site value (RLV) which is compared to the Benchmark vé!ue. If the RLV is in
excess of the Benchmark, the scheme is viable. '

The residual land value for a policy compliant scheme; current cost/current value

basis is negative and as result is clearly unviable. Th_;'s'ts ascertained by using an un-

escalated version of the model and increas'ing_
35%, the results show deficit of over £500 mi

e affordable hotising requirement to

1 'much of which is finane

Adopting the Savills assumptions the escalated Version of the model at 35% produces a

deficit of approximately £30 millioh'where on thei

a profit of ifgmillion.

1 es, they would be locking to make

Benchmark value:

an alternative use value at this stage put did reserve the

onside:r this' at a later date.

uplift of 30% as a'la’ndowner premium. Savills have provided a development appraisal to
demonstrate the value and provided 6 separate appendices with supporting information

which cover;

Existir;g Accommodation Schedule
GA&T Existing Use Refurblshment Costs
Existing Private Values Summary
Existing Affordable Appraisal
Existing Retail Values Summary

~ Existing Office Values Summary
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EUV Appraisal

Details of the existing residential unit mix has been provided and relied up on for
assessing the benchmark figure and this includes the tenure mix.

The residual value shown in the appraisal is £37.3 million once the premium is added the‘
figure adopted is £48.5 million. | do not accept that there is a need to provide uplift in this
situation, the policy compliant value of the site is well below the existing use value and
therefore, the residual value fairly reflects the value of .th_e prdpgrty. Savills do not justify

i
i

the arbitrary figure of 30% other than it results in the increas "Hl,:n‘fhe residual value above

the figure agreed with Southwark Property.

continue. Therefore | am not convinced th

wbuld require an uplift of this naturs.

{ “‘__}_fjghment of the existing estate. The overall rate per sq ft
in the Savills appraisals at more than 40% higher than they
heme although some of this is explained by unit size and mix.

The allowance Wlthln the G&T cost plan in refurbishing the existing buildings assumed -
that minimum works will be carried out in order to keep the buﬂdﬁngs habitable and
usable. It is assumed that the scope of works provided by G&T is correct and that the
values { sales should reflect what is éxpected for that minimum works provided. See

appendix 2 for the cost anaiysis.

In order to:justify t.he purchase price Savills have also considered the market value
having regard to the sales of develop sites. T
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Savills have provided limited details of market evidence but these are difficult to analyse
as they provided no details of whether planning permission already exists, whether the
site are subject to a planning brief or master pian. The circumstances of each site also
need to be taken into account as there will be different individual factors affecting the site
and adjustm'ents need to be made to the sale price which would render the evidence to

be of limited use. -

However, Savills interpretation of the evidence is such that they have adopted the lower

end of the prE‘ce per acre and have calculated a figure of £72 milli

In fight of the EUV and MV, Savills conclude that the pu > price of £48 million agreed

with LB Southwark is considered to be reasonable and | ve adopted this figure as fixed

land value within the Financial Model.

When considering the Benchmark value
guidance in relation to the benchmark figure.
Site Value'either as an input into ; raisal or as a benchmark is

defined in the guidance note as follo

Slte Value should quate fo 'Ithe maike Iue subject to the following assumption:. that
the value has‘regard fo de "';"]Iopment p!a ‘pohcres and all other material planning
considerations and di ; ontra!y fo the development plan.”
alue with assumption is not straightforward but must, by
‘:'akes a landowner willing to sell, as recognised by the
NPPF Appropriate co parable evidence, even where this is limited, is important in
establishing Site Value forscheme specific as well as area wide assessments.
The use of the:termeéxiting Use Value is in itself someéwhat confusing as this is defined in
the RICS Red Book as an approach for accoyntancy purposes. EUV is also often referred
- to as Current Use Value which is essenti:ally the market value reflecting only the currént
use of the property. Current Use Value does not reflect the workings of the market as
land does not sell for its CUV, but rather at a price r;ﬂecting its potential for development.
While the use of CUV plus a margin does, in effect, recognise hope value by applying a
percentage increase over CUV, it is é very unsatisfactory methodology when compared to

the market value approach set out in the RICS guidance. -
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| have reviewed the appraisal undertaken by Savills in respect of the refurbishment
approach and consider that £37.3 million potentially overstates the position irrespective of
whether an uplift is warranted. In the current market a refurbishment project of this nature

is a massive undenéking particularly as the estate is essentially vacant.

The main area of disagreement is the Gross Development Value where | consider the
social rented tenure is valued to high, however, the difference is reduced as DVS
consider the refurbishment costs would be lower and the developers profit would be

lower in view of the fact this is largely an affordable housing development with over 90%

of the units for social rent,

| have undertaken my own appraisal for the refurbish : ; e and have adopted a

figure of £26.4 million.

. 6. DVS ASSESSMENT OF VIABILITY.

| have run the Mod
establish whetherz

can.be made, it is clear that this produces
oject of this nature.

ji;juEsase figure or 5% uplift

Either adopted -2.5% or DVS -3.25%
7% or 7.5%

£48 million or £26.4 million

&

@ has been reduced to 1%

@ removed from calculation

Costs

Finance-

Land Value

PF — Professional Fees-

PM - Project Management Fee
DM - Development
Management Fee

Affordable %

CIL £9.06m
Escalation Savills base +2% or DVS profile as stated above
General 25% but 3 scenarios at 35%

Intermediate Value

As adopted by Savills

Sociai Value

General Savills adopted figure
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The resiilts are shown in the table below, the result row for the IRR has been formatted with

red meaning it will not achieve an acceptable return, the amber is showing a return that is

marginal and the green should be an acceptable return.

It can-be seen that while the IRR is providing consistent figures the profit on cost varies more

noticeably and this is to some degree down to the fact he IRR analysis ignores the cost of
; \

funding.
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7.

‘RESIRIGIED

CONCLUSIONS.

| have carried out a detailed review of the applicant's viability appraisal-and concluded

that:

a) The information provided was extensive a'nd detailed, however clarification was
required with respect to a number of inputs and this was provided following meetings
and telephone discussions however further clarification is :still required on certain

points.

b) The viability me’ghodology used is broadly acceptable.

The mputs used in the Fmanmal Model :are generaily acceptab]e most of the

f) | consider that"‘{ﬁe benchmark site value to be slightly high although the overall impact

of the difference in isolation is minimal, however, in the round it does have relevance

and the agreeél purchase price does have implications on the viability.

g) Due to the nature of the development there would be an opportumty fo engineer cost
savings in relation to the development costs over a scheme of this length. It is'my
view that mltlally the deveioper is more likely to see an improved returned from
savings made in the procurement and design of the development than growth in
capital values as this is in their control, this to some extant has been recognised in

the G&T side letter at Appendix 17.
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h) The scenario results demonstrate that a 5% improvement in the sales values has

)

'so that further scenarios can be run, The scheme ¢

significant impact on the profitability and this only underlines the need to have a
review mechanism to ensure the gap between any concession on affordable housing
or ‘section 106 and policy compliant requirement is recouped if the scheme is more
successful than currently anticipated. However, in drawing up any such mechanism it
is impdrtant, not to make the mechanism so restrictive it acts as a disincentive.

Prior to discussing whether there is a need to vary the tenure type to enhance the
affordable housing, it is important to identify what an acé"_pféble target profit rate is,

ntl_y does not appear to he-

able to support a policy compliant provision but'am acc table return needs to be

identified so that further scenarios can be meéﬁdr'ed.

s £30 million in which case some
d, however, if the profit gap is any
pes alone .would reduce the gap

sufficiently, in which case t t put forward that delivery of

affordable is delayed or scaled

Chris Kench MRICS
Registered Valuer

Principal Surveyor

DVS
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Appendix 1

Assessment of Residential Analysis

~ Savills have provided a report into proposed Residential Values as Appendix 12 to their
report.

They conclude that brivate sale values on the site should be:

£500 - £650 per sq ft for the low rise blocks:
- £600 - £700 per sq ft for high rise blocks

Further concluding that an average for the whole s¢

Strata SE1

It is likely that the rgﬁassion impacted the prices that are being currenfly achieved. The
scheme was launched prior to the recession and following the downturn many sales _fai'led to
complete and the unsold units had to be re-marketed. Whilst it would be too strong that this
has blighted this development | consider it has had and impact and if an identical scheme
was launched fresh today it is likely to achieve better values. | have inspected several units
from the 11™ to 37" floor and consider that the specification was below the stahdard that you
would expect for a landmark tower development, this may have been driven by the impact of
the recession but the kitchens and bathrooms, whilst acceptable, in the units | inspected had
" utilised relatively basic fittings and ceramic tiles. This point is somewhat subjective but it was
an i'mpreésion enhanced by signs of wear in the common parts. The fact that there are only
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23 parking spaces we have been told for the whole of the development may have impacted

desirability to potential purchasers.

Analysis of sales between July 2011 and the start of 2012 show an average sale price of -
- £674 per sq ft suggesting, whilst acknowledging half of these sales are at floors 35 and
above, that values have risen since sales in 2010.

Apartment | Floor | Beds | Sale date Area/sqft | Price N Price / sq ft
1411 14 |2 |210ct2011 |715 £548
1505 |15 |2 23 Aug 2011 | 747 {'£368/500 £493
511 15 |2 24Aug 2011 | 715 7 | £400,000 £559
1708 17 |2 11 Aug 2011 -
2002 |20 |2 09 Dec 2017
7405 £701
2602 £608
3405 £668
3506 £312,000 | £672
3701 7125000 | £905
3705 £305,000 £655
3706, £305,000 £655
3801 £820,000 £760
304 |36 |2 [070ct2011 |468 £310,000 £662
3805 38 1 o7 Oet 5071 | 468 £315,000 £673
4103 A (1 | BNovzoil |1.066 £553,000 [£519
[4105 41 |3 [19Jan2012 | 1,863 £1575000 | £845
12,631 £8,515,500 £674

Metropolis, 157 New Kent Road SE1

This five storey development just to the north of Heygate is nearing completion. The
immediate surroundings are currently inauspicious, located next to a children’s nursery and a .

row of tertiary shop units, but is likely to improve. This predominantly brick fronted building is
41
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selling well and achieving within a few percent of asking price. Ground rents are £250 per
annum for one bed and £300 per annum for two beds. All units either have a balcony or

 terrace.

We are aware that four units have exchanged, and all but one are under offer, of the 10

market units in this phase.

Clearly these units reflect what prices are achievable for new build low rise flats in this

location where regeneration is several years away.

Address | Floor | Beds Size (sq ft) Price per sq ft
5 2 800 £469
6 2 2 822
7 2 1 553 Teao7
3 2 2 781 £489
9 3 3 £473
10 3 3 £489
11 3 2 £493
12 4 3 £516
13 4 2 £589
15 7’ |7 £475,000 £519
T £441

, Wilds %RAer‘i: SE1

This scheme of one andtwo bed umts has been mainly sold off plan. It is in a slightly better
location due  its proximiit‘:j‘}':”to London Bridge but it is surrounded by a m’ixture'of‘ Local
Authority. flatsand secondéfy commercial premises. Values for this five storey building are
from high £500°s to low/mid £600’s, per sq ft. DVS consider that although the area is mixed

it's value is driven by fhat it is only a 12 minute walk from London Bridge.

interestingly eight units were sold to an investor where the discount from asking price to price
paid was 84.7 % where as non bulk transactions all achieved at least 95% of asking price.

Printworks, Amelia Street SE17 3BY-
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DVS requested all the sales date from Printworks, an eight storey development in SE17.
Sales since 2010, according to Savills, had a total weighted average across the scheme

- equating to £450 per sq ft.
70 Great Suffolk Streeft SE1 0BL
Flat 4, is a 2 bed 2 bath unit of 787 sq ftin a new block that sold in February 2012 for

£500,000 equating to £635 per sq ft. This evidence reflects the enhanced prices that are
north. '

achieved by a unit that lies 0.7 miles (a 15 minute walk) directly to

Savills then consider other regeneration areas within Londo

| Vauxhall / Nine Elms

't is noted that beyond the immediate environs of*\,f," the transport links are currently

river facing units in particular will

not good considering its central location. Riverside ant
achieve premiums not achievable at What may drive value in these

locations in the future is the redevelop: ' ding Battersea Power Station

and the extension to t rthern Line _._to p rby access to the Underground

network.

Riverlight (Berkeley) *

_ terfront (St George) £950 per sq ft

St. Ge rge’s Wharf notw erfront' St George) £600 per sq ft
Viridian (Barratt) - £500 per qft

This Space (Mount Anvil) - £500 per sq ft

Bermondsey Spa

This 50 acre regeneration area, due to deliver circa 2,000 new homes, lies one and half
“miles to the east of Elephant and Castle. One of the most recent developments has beerr the
Parker Building that was launched in Asia in the summer of 2011 and trre units have been
selling quickly (2 per week) with no incentives. The development has been built by Hyde
Housing Association creating 319 new units of which 87 are private, 131 social rented and
101 are intermediate tenure. Forty eight of the market units have peen sold to date. All have

_balconies in this nine storey building.
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The location has not got quite as good transport links as E[epﬁant and Castle but Southwark
Underground station (Jubilee Line) is only a few minutes walk.

The Parker Building, Bermondsey Spa, Jamaica Road, London SE1 6 4EF
Recent sales as at 26.04.12

One bed apartments

Price per sq ft

Address | Floor | Aspect . Size (sq ft)

74 5th | Eastside facing AH | 500 £570

block
19 4th North West facing, £601
Abbey Street '
116 7th Eastside facing AH
block

42 7th £539

£641

Size (sq ft} | Price | Price per sq ft

741 £390,000 | £526

791 Quoting = | £506

B fronting amaica Road £400,000 -

78 6" - | South West facing 778 £400,000 | £514
112 &% [ Jamaice 803 £405,000 | £504
40 7th | JamaicaRoad | 741 [£410,000 | £563

The three bed units are to be released shortly at a price equating to circa £600 per sq ft.
Undercroft parking is priced at £15,000 per space. Ground rents are £150 per annum for qhe
beds, £250 per annum for two beds and £350 per annum for three' beds. Service Charge for
one beds are £100 per month, two beds are £150 per month. |

The Tanyard, George Row, Bermondsey SE16 |
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A small development of 17 one and two bed flats by Linden Homes located on the north sirie
of Jamaica Road, on the corner of George Row. All but two units have sold in this six storey

apartment block at close to asking price. There is no parking.

A 2 bed unit measuring 727 sq ft, benefiting from a large balcony, on the 6 floors with good
views sold for £485,000 equating to £667 .per sq ft. Whilst this was the highest sale price the
majority of units archived over £600 per sq ft with the average asking price equating to £623
per sq ft. '

DVS have read Savills pricing rationale and, as far as can be ga théred from the information

provided, agree with it's position. The statement "However in summary we expect new build

sales values at Elephant and Castle to slightly exceed cU“rféﬁi va

.strikes of being overly

pessimistic.

Bulk sale discounts have been shown to be betw,,en 10 to 15% on capltal vaiues at Sadler's
Court not the 15% to 20% Savills have suggested :

Savills have suggested ground rents Shouid 5{%,“@ rollows.

sugges : onrfalls within a ‘range we conS|der acceptable for this development

Conclusion .

It is DVS opinion t‘het.=8av1|is pricing proposals is broadly reasonable, particularly given the
lack of strong evidence. DVS consider that the low and mid rise average values are broadfy
correct but question whether the tower buildings averages are pessimistic. DVS consider that
the evidence from the Strata tower is slightly misleading due to the specification,

maintenance and marketing history.

Whilst the provision of a large number of towers in close proximity does call into question
. whether the premium that this type of accommodation. provides will lose its exclusivity (and
-+ therefore value) and the impact of restricted views. Nonetheless there will be some stunning

views from many apartments, for instance overicoking the Shard at London Bridge as well as
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more established views of Canary Wharf, the City and the West End. We would not be
surprised if significantly better values are not achieved in this element of the scheme.

. Therefore, we have considered the impact an overall increase of 5% would have on the

development viability.
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Appendix 2

Development Cost Analysis
Glenn Ramos - 13 July 2012
1. Introduction

1.1 The purpose of this report is to provide a review of the estimated construction costs

supplied for the proposed mixed use development at The Heygate Estate — Elephant

and Castle, London.

Provision of shell only retail;

« Basement car parking

':Assessmgz
Theobald (G&T) .Pro

on the 20 June 2012 at G&T offices to go through the cost

‘information was received subsequently as a resuit of this

1.4 A'meeting was hel
estimaté. Additional

meeting.

2. Commentary on G&T Initial Indicative High Level Cost Plan
2.4, It Is assumed thaf for the purposes of this exercise that overall Gross External Area

(GEA) provided at 277,842m? is correct and measured in accordance of RICS Code
of Measuring Practice, 8" Edition, September 2007.
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2.2. In order to arrive at an equivalent Gross [nternal Area (GIA), for the purposes of build
cost calculation, it is assumed that the net to gross ratio is 93%. Therefore effective
GIA would equate to 258,393m>. ‘

2.3. For'avoidancé of doubt, the build cost that | will be comparing against is circa
£QMNIER. This was based on the following information: '

‘'« Buildings S

. Infrastructure and Public Realm _ <SS -

TOTAL at 1Q2011 Prices

plication websllte; uch as Design and

2.4. It appears that information from the plannin
{tement, Landscaping anc Open Space
G&T as forming the basis of the estimate sthis may or may not impact on
_costs, confirmation is required ' nts were considered.
2.5,
2.6.

FEker

qwred:,gghether extra over costs to comply with BREEAM rati'ng

Confirmation is’
xcellent is a reqirement for.non residential uses and whether allowance has been

2.8. An allowance of Girca AN or 7288/ residential unit has been included in the
cost plan to cover for Zero Carbon Homes ‘Fabric Energy Efficiency Standard'.

Confirmation is required whether this is a planning condition.

2.0. Please note that costs are current at 1Q2012 pricing levels with no allowance for
further inflation. This should be adjusted to reflect current costs at 3Q2012.

2.10. It is assumed at this stage that non residential building uses i.e. retail, business,

, commercial, leisure, etc wili be constructed to ‘Shell and Core’ only.
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2.11. Assumptions and exclusions need to be reviewed to ensure monies are allowed

elsewhere in the development appréisal whenever required.
2.12. Additional information was received subsequent to the meeting on 20" June 2012:

«  Public Realm Drawing and Information ' e,
. Arup Infrastructure Plans
o  Developmisnt Programme

. Extract from’ Mzhagement Board Papers re: H ;onnection Proposal for

| Heygate and Rodney Road

«  Proposed Accommiiodation Schedule

. Indicative Plot Plan Footprints .
E&C Masterplan Area_SchedulgH '

2.13.

2.14.

2.15. thlst documentary evidence was prowded for Gas Dwers;ons no information were

received to vahdate the dlverswn costs for dratnage water, BT, Virgin Media and
electrical. K dlyi"'rowde '

2.18. Please note that no cost advice was sought for On Site Networks from Utilities
Companies due to the early state of development.

(S

2.17. Clarification is required whethér the cost for Diversion Works, Off Site Reinforcement
and On Site Nétworks included an element of Consultant's Fees.
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2.18. The Arup Infrastructure Plans showed the setvices network to include Phase 1 which

2.18.

is excluded from this development appraisal. Confirmation is required whether
allowances were included in the cost plan to include for Phase 1.

Please note allowances were provided for Highways outside the red line planning
application boundary. Total cost amounts to circa £U#n for Highway works to
Rodney Road, New Kent Road, Walworth Road and Rodney Place. These were left

~ included in the assessment. Potential double counting may arise in the development

2.20.

2.21.

2.22,

2.23.

2.24.

appraisal.

Please note that allowances were provided for Junc "}“p ks to Phase 1 amounting

to circa k. These should be excluded from the 'Kasfsessm‘le,_‘_r‘;t_.

Phase 1. Confirmation is required whethe
to include for Phase 1.

Allowances were provided

Confirmation is required whet
These were left Glide

 for protection of existing trees - £‘k

for maintenance nursery - £@iPk
bulk earthworks, storage costs crushed concrete - £k
s Allowance for water feature - Séilbk

Clarification is required whether there was an elément of double counting in the cost
plan. For example, an allowance of £~k was included for tree protection in the

demolition section. Further allowance of £k was included for protection to existing '
trees under site enabling wd’r_ks.'A: further allowance of Siffm was included for tree
protection works under the public realm section. Based on the Arboricultural Report

as indicated in the Design and Access Statement, there were only 406nr existing tree
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on site. Confirmation is required if this document was utilised by G&T in preparing

the cost plan.

2.25. Confirmation is required whether no allowances were made in the cost plan in

relation to Oakmayne Plaza Development.
2.26. There was no programme provided in relation to how infrastructure works will be
carried out. It is assumed that.a lot of upfront costs will be carried out to provide'

infrastructure costs prior to or whilst Phase 1 works is car[igg out. Kindly. provide.

2.27. It is assumed that no market testing exercise was ¢

! ut at this stage to validate
_ the residential build costs.

3. Construction Costs

d profit, contingé}lg:'y, external
.works including infrastructu It excludes VAT, Fees, 5106

contributions, etc.

preliminaries Jappear reasonable commensurate with the level of information

available and in comparison with other schemes of similar nature.

4.2. Overheads and profit at‘% -.’Ay may appear on the upper end of the scale.

4.3. Please note that no allowance was made for 'contingency in the assessment. It is

expected that '% is a reasonable assessment at this stage of development.

A study of preliminaries, overheads and profit can be achieved from the

benchmarking exercise provided by G&T.

51




Development Viabi!ity Report - Restricted : Dvs-Property Specialists-

Elephant and Castle - Heygate Scheme for the Public Sector

B. Professional Fees

5.1. Professional Fees are excluded from this assessment. |t is expected that

struction consultant fees would fall within the region of 8% - 12%.

assessment is'c'i_':rca £ ARSI (2% ) less than G&T's adjusted figures at 3Q2012.
The difference still being hot unreasonable at this stage and desigri of development.

B.7. Benchmarking exercise was provided by G&T to validate the overall cost per m? rate
provided for this scheme. It is assumed that the benchmarking is adjusted to cost

and time factors.

- 6.8. It is assumed that the rates adopted would cover the likely specification for this

scheme commensurate with the sales / values.

52




Development Viability Report - Restricted

Elephant and Castle - Heygate Scheme

DVS

Property Specialists
for the Public Sector -

Cost Analysis Summary

Proposed Mixed Use Development
Land at Elephant and Castle, Lordon SE1 6TE
Summary

- -Daseription

Adjisied Costs ]

Dvs

Difference | % Differenice.

"R

_ _ Retail
Café / Restaurant
Commercial Business Use
Lelsure
Community

Basem ent Car Park

"0 Gode for Sustainable Homes 4
EQ upfiit for Zero Carbon Homes

481,383,143

18,613,930

3,616,693

9,191,820

1,937,794

3,767.323

1,582,038

_18794,742 |-

Inn::fu&éd above

EQ Landscaping fo Roof e B - .
Infrastructure Works .
Demalition -
. Bulk Earthworks I N
Site Logistics ) - 1
__Site Enabling Works '2 686,244 |- -
‘Utliities Diversions 3,380,134 | .
Qff - Site Reinforcement 6,045,387 | -
On - Site Relnfercemet 8,773,685
Plot Connectlons ) 4523118
Pl ections Esco 4,081,594 |- .
Hi ) 71067,727 |-
Public Realm 22,267,775 |- N
Feas - _excluded el
Contingency Texcuded | BN
Estimated Constructlon Cost at 3Q2012 . 614,797,530 |-
Rate per m? 2,379 _ ]
Rate pe.r [ . e e 221 I
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Proposed Heygate Estate Refurbishment
Land at Elephant and Castle, London SE1 6TE

“:Difference % Différence

Summary
Submitted Costs VE
Residentlal ) .
internal Refurb to bullding 20,060,553 |-
Soft Stiip Works - Buildings 2,362,070
Soft Stip Works - Garages 325,019 |-
Roof Woerks | 4,214,668
Replace Garage Doors 421,027 |-
Extemal Repairs fowalkways andbalcontes |~~~ SN 1,092,456 |-
Works to envelope —— 4,440,770
Ofher Areas i E
Boller House 84,436 -
" "Rétail Units 513,682 |-
Petral Station -
‘Doctors Sumgery . ; -
Community Centre 171,327
Housing Office . 209,001"
Extofnal Works , B N
CCTV-mewsystems o .. 598000 )
Alldwance for supplementing existing soft T 7T 4352,604 |-
lanscaping a ) .

Allowance for repalrs to hard surfaces
Allowance for repairs 1o ramp expansion joints

Allowance for re-surfacing of estate roads -
wearing_course only

511,499

Allowance for repairs 1o external lighting
attached to buildings

39,

200

Allowance for additional extemal lighting 1o

_public realm

Contingency

4 Giiirent at 3G2012. No movementin BCIS TPI tndices from 2012012 to 302012
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TIMESCALE & ASSUMPTIONS | __VALUATION OFFICE AGENCY]

Appendlx 3
Refurbishment of Existing Estate

Timescale {Duration in months)

Project commences Jun 2012

Phase 1

Stage Name Duration StartDate EndDate  AnchoredTo  Alignec  Offset
Phase Start : Jun 2012

Pre-Construction ‘ -3 Jun2012  Aug2012  Purchase End 0
Construction 36 Sep2012  Aug2015 Pre-Construction End 0
Sale 36 Sep2013 ~ Aug 2018 {None) Start 0
Phase End Aug 2016

Phase Length 51

Phase 2 {
Stage Nama Duration StartDate EndDate  Anchored To Alignet  Offset
Phase Start Jun 2012 _

Pre-Construction 3 Jun2012 Aug 2012 Purchase End 0
Construction 36 Sep2012 Aug 2015 Pre-Construction End 0
Sale 36 .Sep2013  Aug2016  (None) Start 0
Phase End Aug 2016
.Phase Length 51

Project Length 51° (Merged Phases - Inciudes Exit Period)

Assumptions

Expenditure
. Professional Fees are based on Construction
(Manual relations applied to some Professional Fees)
Purchaser's Cosls are based on Gross Capitalisation
Purchaser's Costs Deducted from Sale (Not added to Cost}
Sales Fees are based on Net Capitalisation
Sales Fees Added to Cost (Not deducted from Sale)

Receipts
Show tenant's frue income stream On (
Offset income against development costs Off
Rent payment cycle ' Quarterly (Adv)
Apply rent payment cycle to all tenants Gn
Renewal Void and Rent Free apply to first renewal only Cff
Initial Yield Valuation Method Off
Default Capitalisation Yield 0.0000%
Apply Default Capitalisation to Al Tenants Off
Default stage for Sale Date Off
Align end of income stream to Sale Date Off
Apply align end of income stream fo all tenants Cn
When the Capital Value is modified in the cash flow. Recalculate the Yield
Valuation Tables are Annually in Arrears
Rent Free method Defer start of Tenant's Rent
Finance
Financing Method ' o Basic (Interest Sets)
Interest Compounding Period . Quarterly
Interest Charging Period . Monthly
Nominat rates of interest used
Calculate interest on Payments/Receipts in final penod Off

Include interest and Finance Fees In IRR Calculations Off

File: RADV ServiceS\DEVELOPMENT CONSULTANCY SERVICES\AH London\LB SouthWark\Elephant & Castle ( 5t Marys, Heygate, Rot
ARGUS Developer Version: 4.05.000 ‘ Date: 13/07/2012
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Appendix 3
Refurbishment of Existing Estate

Assumptions

Automatic Inter-account transfers

Off
Manual Finance Rate for Profit Erosion Off
Calculation :
Site Payments In Arrears
Other Payments in Arrears
- Negative Land In Arrears
Receipts In Advance
Initial IRR Guess Rate 8.00% -
Minimum IRR - -100%
Maximum IRR 89999%
Manual Discount Rate Off
IRR Tolerance 0.001000
Letting and Rent Review Fees are calculated on Net of Deductions
Development Yield and Rent Cover are calculated on Rent at Sale Date(s}
Include Tenants with no Capital Value ' On
Include Turnover Rent Off
Net of Non-Recoverable cosis Cn
Net of Ground Rent deductions On
Net of Rent Additions/Costs On
Value Added Tax
Global VAT Rate 0.00%
Global Recovery Rate 0.00%
Recovery Cycle every 2 months
15t Recovery Month 2 {Jul 2012)
VAT Calculations in Cash Flow On
Resldual .
Land Cost Made Residualised Land Value
Mutti-Phasing - Separate Land Residual for each phase
Target Type Profit on Cost
Phase Number Target Valuée. - -Locked T[e‘;gt__f{lag Land
© . Value as'Revenue
Phase 1 25.00% No No
Phase 2 8.00% No No
Distribution
Construction Payments are paid on S-Curve
Sales Receipis are pald on Single curve
Sales Deposits are paid on Monthly curve
interest Sets
Interest Set 1
Debit Rate Credit Rate .~ Months = Start Date
7.000% 2.500% Perpetuity  Jun 2012
- Loan Set 1
Debit Rate Credit Rate - " Months - Start Date
0.000% Perpetuity  Jun 2012

0.000%

File: RADV Services\DEVELOPMENT CONSULTANCY SERVICES\AH London\L.B Southwark\Elephant & Castl

ARGUS Developer Version: 4.05.000
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Assumptions

In_ilation a|_1d Growth _'
Growth Sets

- Growth Set1
Inflation/Growth for this set is calculated in arrears
This set is not stepped

Rate Months  Start Date :
0.000% Perpetulty  Jun 2012 {

Inflation Sets

Inflation Set 1

Inflation/Growth for this set is calculated in arrears
This set is not stepped -

Rate - Months = Start Date
0.000% Perpetuily  Jun 2012

File: RADV Services\DEVELOPMENT CONSULTANCY SERVICES\AH London\LB Southwark\Elephant & Castle { St Marys, Heygate, Rot
ARGUS Developer Verslon: 4,05.000 ~Date: 13/07/2012
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Appendix 3
Refurbishment of Existing Estate

Summary Appraisal for Merged Phases 1 2

REVENUE
Sales Valuation A ft2 Rate ft*  Gross Sales
Private 1 Bed 45,983 £328.82 15,120,260
Private 2 Bed 38,750 - E340.56 13,196,608
Private 3 Bed ' 12,744 £313.68 3,997,635
Private 4 Bed _ 7.750 £288.96 2,239,422
Affordable : 567,968 £104.58 59,398,693 :
Totals 673,186 93952618 - 93,952,618
Rental Area Summary Units  Unit Amount Gross MRV
Ground rents 1 bed 89 units at £200 17,800
Ground rents 2 bed 60 units at £250 15,000
Ground rents 3 & 4 bed 24 units at £300 7,200
Garages : 560 units at . £585 327,600
Totals 367.6800
ft Rate fi* Gross MRV
Retail 17,667 £13.50 237,155
Petrol Station 808 £13.49 10,801
Community Hall 5,551 £7.50 41,633
Dactors Surgery 6,168 £15.00 92,520
Housing Office 6,433 £7.50 48,248
Totals 36,627 430,457
- Investment Valuation
Ground rents 1 bed :
Current Rent ) 17,800 YP @ 6.0000% 16.6667
Ground rents 2 bed
Current Rent 15,000 YP @ 6.0000% 16,6667
Ground rents 3 & 4 hed -
CurrentRent - 7,200 YP @ . 6.0000% 16.6667
Retail
Market Rent 237,155 YP @ 8.0000% 12.5000
(Oyrs 7mths Rent Free) PV Oyrs Tmths @ 8.0000% 0.9561
Petrol Station B
Market Rent 10,901 YP @ 8.0000% 12.5000
{1yr 1mth Rent Free)} PViyrimth @ 8.0000% 0.9200
Community Hall
Current Rent 41,633 YP @ 10.0000% 10.0000
Doctors Surgery
Market Rent 92,520 YP @ 7.0000% 14.2857
{tyr 1mth Rent Free} PV iyr 1mth @ 7.0000% 0.9293
Garages :
Market Rent *327,600 ‘YP @ 8.0000% 12.5000
(Oyrs 1mths Rent Free) PV Oyrs imihs @ 8.0000% 0.9936
Housing Office .
Current Rent 48,248 YP @ 10.0000% 10.0000
GROSS DEVELOPMENT VALUE © - 103,774,878
Income from Tenants N ) :
Ground rents 1 bed i 16,317
Ground rents 2 bed _ 13,750
Ground rents 3 & 4 bed 6,600
. 36,667 -
NET REALISATION 103,811,543

296,667
250,000

120,000
2,834,295

125,362

416,330
1,228,302
4,088,821

482,480
9,822,258

File: RADV Services\DEVELOPMENT CONSULTANCY SERVICESWAH London\LB Scuthwark\Elephant & Castl
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OUTLAY
ACQUISITION COSTS _
Resldualised Price 26,444,833
Stamp Duty 4.00% 1,057,793
Agent Fee ‘ 1.00% 264,448
Legal Fee 0.35% 92,557
27,859,632
CONSTRUCTION COSTS , :
Construction Units  Unit Amount Cost
Garages : 560 units at £752 424,027
: i Rate ft? Cost
Retail 18,462 £27.78 513,682
Petrol Station 850 - E27.79 23,621
Community Hail 6,168 £27.78 - 171,327
Doctors Surgery 6,168 £27.78 171,327
Housing Office 7,148 £29.24 . 209,001
Private 1 Bed 58,119 £42.27 - 2,456,670
Private 2 Bed 48,876 £42.27 2,070,228
Private 3 Bed 16,108 £42 27 680,875
Private 4 Bed . 9,795 £42.27 414,045
Affordable 717,856 £42.27 30,343,791
Totals 889,680 ‘ . 37,054 567 37,475,594
Contingency 5.00% 2,458,896
Road/Site Works . 6,114,574 -
' 8,573,470
Other Construction
Boiler House 54,535
Walkways 1,092,456
Works to envelope 4,440,770
6,687,761
PROFESSIONAL FEES
Architect 6.00% 2,728,414
2,728,414
MARKETING & LETTING :
. Marketing : 1.00% 345,639
Letting Agent Fee 10.00% 79,806
Letting Legal Fee ‘ 5.00% 39,903
X . 465,248
DISPOSAL FEES
Sales Agent Fee 1.25% 554,702
Sales Legal Fee 0.25% 259,437
814,139
FINANCE '
Multiple Finance Rates Used (See Assumptions) . '
Total Finance Cost 8,013,220
TOTAL COSTS : 91,517,478
PROFIT
12,294,064
Performance Measures
Profit on Cost% 13.43%
Profit on GDV% 11.85%
Profit on NDV% ' 11.85%
Development Yield% (on Rent) ‘ 0.87%
Equivalent Yield% {Nominal) 7.92%

File: RADV Services\DEVELOPMENT CONSULTANCY SERVICES\AH London\LB Southwark\Elephant & Castle ( St Marys, Heygate, RO(
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Appendix 3
Refurbishment of Existing Estate
- Equivalent Yield% (True) . : 7.92%
Gross Initial Yield% 8.13%
Net Initial Yield% ©8.13%
IRR 14.71%
Rent Cover 15 yrs 5'mths
Profit Erosion (finance rate 7.000%) 1 yr 10 mths

File: R:ADV Services\DEVELOPMENT CONSULTANGY SERVIGES\AH LondoniLB Soulhwark\Elephant & Castle ( St Marys, Heygate, Rt
ARGUS Developer Version: 4.05.000 o - Date: 13{0_7__’!2012
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