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1. Executive Summary
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This viabilily assessment has been prepared and submilted by Savills,.on behalf of Lend Lease
{Elephant and Castie) Limiled (LL} {the. "Applicant”), o suppert an-oulline planning application
for The Heygate Maslerplan in Elephant:and Castle (the “Site”)..

This viability assessment relates ‘o the Heygate Eslate, a1970s housing estate owned by
Southwerk Council, which providges 1,507 residential units, located within several buildings. of
‘up to 12 storeys in height. Themajority of these apariments are now vacant.

The proposed development comprises a single.outiine planning application forithe demolition of
all structures on the Site and ils redevelopment for a mix of uses: !&éﬁ:ordingly,t planning
permission is heing sought for the following development: '

“Demaolition of all-exisling slructures: and bridges and redsveiopﬁ?&ﬁg- fo.provide - a mixed use
development comprising residential (C3), rotail {A1-AS}, commergial (B7), leisure and
community (01 and D2), and energy-centre (suf generis-uses), pow: dJandscaping, park and
public realm, car parking, means of: ccess and ofher associated! works

‘lend Lease have commited: toidaliver minimum of 26% Affordable ‘Housing within  The
(Hoygate Mastarplan and wns":- press their determination to- meet this vision through
Examining the financial wablhty b the jroposais and the potentta! value enhancement aptions.

‘This viabllity assessment-forms part of the abgve planning submission:

The following scheme (which represents an fllustrative Masterplan as submitted) has been
appraised:-

.. 2,462 residential units comprising. 123 studios, 830 one: badroom, 1260 two betiroem
____ﬂd 249 three bedroom flals;

525% aﬂ’orﬁabte housing provision by habitable room spfit as 50%: Shared Ownership
: 50% Seocial Renled by-habilable room. This.equates to 4] 892 private units, 287
‘Shared Cwnership units, and 283 Social Rented units;

o Rglail (A1-AG), Office (B1), leisUre ahdcommunity (D1 & D2} uses: and

»  Amaximum of 816 car parking spaces for albuses including residential; commercial,
retail community; leisure-and visitors. An appropriate leve! of car club spaces-are also
o be provided within the Development, The: provision will be reviewed as the
development evolves through the site-wide Travel-Plan.
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i fine with; the adopted National Planning Policy Framework (NPPF) and the Greater Londan
Autherity’s (GLA's) slrategic planning. guidance for :London, financial viability is a malerial
consideration in determining planaing reguirements.

As such, viabilty appraisals can and should be used to analyse and juslify planning
applications o ensure that section 106 requirements do not make a-scheme unviable.

We understand that the - GLA's. logic ks that, if the residual value of & proposed scheme s
reducet to significantly below an appropriaie viabilily benchmark sum; (In. brief, the viabllity
benchmark sum is arrived at following consideration of, uncanditional purchase price paid, al
jeast 15-230% abdve Edisting Use Vallue/Current Use Value, Alternalive Use Value andior
Market Value) it folows that it is cammercially unviable to pursue stich a scheme, -and the
schemesis unlikety o procaed.

If a scheme is being rendered unviable becsuse of seclion: 106 raquirements, it may be
appropriate to lock at reducing the burden of those requirements in order to facililate viability,

Dwe tothe scale and significance of this proposal as well as the fong term involvement of both
the Applicant and the Council, discussions swrounding the economic modelling of the
redevélopment are well established. It is ol understanding that, throughout the pre-application
process; Lend Lease have:provided the Counsil-and a number of indepandent reviewers with
copies of their bespoke davelopmerit appraisal model in order o inform their ability lo
contribute towards siratagic infrastructure,

Aa such, theformatl of Lend Lense's-hespoke development appraisal model has been reviewed
and accepled by, DTZ o behalf of Transpoit for Londen (TFL) and he GLA, and Drivers Jonas
Deloite {(D:H2):on behalf of SC Properly, ‘We also understand that the model and its
functionality havé bean-audiied by Price Watarhouse Coopers {(PWC) on behalf of SC Property.

Further to this it December 2011 the District Valuer ‘Services, ‘who have been instructed by
Southwark. Councli-as. their independent reviewer for the viability assessment, reviewed the

‘Lend Lease model and accepted it as a suitable developmen! appraisal on which to last the

viahility of theproposal.

As such; in appraising the Impact that providing. alffordable housing units alongside f{urher
sechion 108 contributions:has on the viabllity of the scheme with a view lo éstablishing what
quantum-ang type of affordable provislon and seclion 106 obiligations the scheme could support
{whilst remaining commercially viable), we have had regard to {he bespoke financial appraisal
Model 6.24 (the Model) provided to-us by the Applicant.

Having considered the results of the financial appraisal we can confirm that -
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: IRR, when
compared to the wabliity benchmark: this is.not’ commermally viable.

5%".'

In order to-address the viability gap identified by the apprgisal, there are anumber
of options which-could be considered these includg {butiarg not limited o),

Enhancing ihe value of the proposed affordable housing;
Securing grant funding for theschems;

Reduciisg the financlal section 106 obligations: and
Reducing theiguantum of affordable housing.

N e

1,16 In the first instance, in Hne with peint 1 above, we would advise. that the Applicant, in
conjunction, with Southwark'Council'consider the following value enhancament oplions:

Boclal Rented

Convert to Affordable Renit at 80% of Market Rent-on all rented tnits:

Convert to Affordable Rent.at 80% of Market Rent on-the 1:and 2 bed:rented units and 85%
of Market Rent on the 3+ bed unils.

Convarito Affordable Rent at B5% ofhs! ket Rentonall rented units.

Converl to Affordable Rent af 65% of Matket Rent on the 1 and 2 bed rented units and
Target Rentonthe 3+ bed units,

intermadiate
All Intermediate housing provided as discount lo market sale al 85% of Market Value.
All Intermediate housing providedas discount to market sale at 75% of Market Value.

All Intermediate housing provided as Shared Ownership units compliant with the GLA’s
adopted policy on affordabilily thresholds.

Alliintermediate housing provided as Shared Ownership units: compliant wi
‘between Southwark Courcil's emerging pchcy and the GLA’s adopted poliey
Ahrasholds.

the mid point
n affordahility

447 Once the value enhancements oplions have been fully examined, should there be a
requirernant: for further redress to the yiability: gap-we would advise that the Applicant seek
guidance from Southwark Councll and'1he-GLA with respect te paints 2-4 above.




2. Introduction
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2.2,

2.3.

2.4,

: negolrahor&s Therefore:il shéuld be-neted that, s per Vallialion Standards 1 of the RICS

© Global and UK Edition, advice: given: exprassly in preparation for, or during the tourse of

Client Instruction

This viability assessment has been prepared and submitted by Bavills, on behalf of Lend
Lease (Elephant and Castie} Limited (LL) (the "Applicant’), to:support.an outline planning
application for The Heygate Masterplan in Elephant and Caslle {the *Site")..

We have been instructed to examine the development economics o'f'"'t'h"e submitted. scheme;
so that the level of affordable hiousing-and section 106 con(nbuﬂmns can be consldered. We
have been provided with a' finanzial appralgal of the schetne to ‘consider: (E&C Model 5.24)
which refates to an [liustrative Masterplan that has been lhe subject-of pre-application
meelings and is illustrated wilhin the application dosumentation.

Confidentiality :

Due to the commarcially sensitive naiure of some of the lnforma!lon provided as part of the
viability assessment, this report is .provlded:,on a slrictly private and confidential basis. We
understand that the report will be subrmitted to Soythwark Council and lhe Greater London
Authority (GLA) as'a supporting documaent to'the planning application, The report must not be
reciled orreferred 1o In-any docuniéni. or cobf'ed or made available (in whole or in part}¥io any
other persors (save the consuitanis mslruc!ed by the Council and the GLA lo review the
report) without our express pnor wrillen consent.

Report Linitations -
Although this. Teport has. tigen prepared in line with RICS valuation guidance, it is first and
foremast 4 suppor{ ng, docuiet io the plarining application. in.order le inform section 108

Valuations Standaitls March 2012 Incorporating the: International Valuation Standards -

negofiations or possible-litgation dees not form part of a formal “Red Book® valuation and
ahould not ba relied . upon as such.

Date of Appralsal
The Dale of Appraisal is the date of this repott.

Tt




3.1, Site Location

3.1.1. ‘The Site is:located in Elephant and Castle, wilhin the administrative boundary of Scuthwark
Council (SG). The Sita is bound by:

+ New Ként Road (A201) lo the norih;
= RedneyPlace and Rodney Read o the gasf;

= Wansey Street o the-south; and

- Walworth Road (A215) and Elephant Road 1o'the west,

Heygate Streel bisects the Site with junctions to:Walworth Road te the west and Rodney
Place and Radney Road to'the east. '

3.1.2. The application boundary is defined by planreference P01 Rev PO (Appendix 1) and set out

below:
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3.2,

3.2.1.

3.2.2

3.2.3.

The Slte represents a slgnificant regeneration opporiunity for SC within the Elephant ard
Castle Opporturiity Area,

Site Description

The: Sile-Is predominantly occupied by the Heygate Estale. Owned by Southwark Council,
this -1970s -housing estate provided 1,107 residential unlts wilhin: the application botndary,
located within saveral bulldings of up to 12 storeys -in height. The majorlty of these
apanments are now vacant,

The Site extends o 9.71 hectares (23.98 acres).

A breakdown of the existing Heygate Estate residential buildings within the.réd Hine plan Tor
this application is provided below:

Teble 1 ‘ :
BUILDING UNIT SIZES -

7 Bedsits 1hed  2bed 3 bed i 4hed TOTAL
Kingshill 0 118 109 0 0 228
Wansey Street 0 6 4 15 0 19
Swanboumne 0 88 22 0 0 140
Asghenden 0 198 44 0 0 242
Claydon 0 108 110 0 0 216
Marston B 56 48 D 0 104
Cuddington 0 0 19 39 22 80
Chearsley 0 o 21 34 17 T

" Risborough 0 0 10 16 10 38
TOTAL 0 567 387 104 49 1,107
% of stock 0% 51% 35% 9% 4%  100%




3.3.

334

332

124, ‘In-addition to the Heygate Estate, the Sile-incorporates a‘number:of other land uses, and
reasof open space, These.include:

E 3

The Surrounding Area

The land uses swrounding the Site are primarily rasidentiai, with residential land uses'to the
north, south, and southwast, including the Draper, Newington and Alberta Heusing Estates o
the southwest: Nelsoiy and Browning Estates to the south; and Rdckingham: Estate to the
north. Residential properties on Wansey Street and Brandon Slreet are located directly
cpposite the Sitg'to the:sotith,

Student accommeodation'is located to-the southwest and-north of the Sile, and.the mixed vse
44 storey Sirata Toweris'loeated to the southwest. “There are a number of other fand uses,
together with significant transport infrastructure, that are also located within the vicinity of the
Site. Theseinclude: .

»

~Qakmayne Plaza toith& immetiate-north west — currentiy:under construction fora
mixed-use developmentincermorating retail, leisure, residential, and student

R S AR,

Garages:located beneath the residential units and pedesirian walkways;
Playgrounds:and sporis areas;

Gardeng; including a number of trees and the Elephant Read Park;

A former:petro] station (located to the southwest of the Site);

Boiler House;

A -small number ofiretail units and community facilities; and:Crossway Church on
New Kent Koad, :

Retail and leisure; including the Elephant and Castle -Shopping Centretothe.wast
of the Site; comprising a supetmarkst and other retail units; the London‘Ralage
Superbowl bowling aliey; Bingo.Hail; the Charlie Chaplin Public House; the:
CotonetThealre; cafes, restalrants and hot food takeaways; and an external:
market space; .,

Retall uses, including piibs, bars,, cafes; restatrants; 4 night club and takeaway
establishments arelocated o the:south and north of-the Site, primardly e
Walworih Road, Elephant‘Road in:the railway arches and New Kenl Road.

aecommeoedation uses.
Education facilifies: including;
o Victary Schoolto the east,;

o StJohn's Walworth Chiurch of Englang Primary Schoolio the
south; '

o GlobeAcadaemyito the north;

10
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¢ Crampton School to the southwast;
s Londen College of Communication to the wesl; and
o London South Bank University to the northwest,

Office and businass uses, including the 16 storey 'Hannibal House' huflding above
ihe Elephant and.Caslle Shopping Centre and the Depariment of Health. building
located within Skipton House {o the north west of the Site,

Light-industrial uses within {he arches beneath the raised railway viaductto the
wes! of the Sile, bayond Elephant Road.

11




4. Proposed Development

4.1 Planning Application

41.1. This section should be read in corjunction with the Development Spécificalion which is
submilted in-suppor of the application and defines and describes the principal components of
the Devslopment:

4.2, The Development comprises a single .cutling: planning applicatian for thedemolilion of all
structures on the Site and its redevelopment for a mix of uses. Accordingly, planning
permission is being sought for the fotlowing develapment: -

“Demolition of &l existing structures and bridges and redevelopmen! 1o provide #'mied use
development comprising residential (C3), relail (A1-AB);, commercial (B1), leisire and
communily {D1 and D2), and energy cepire. {sul generis uses), new landscaping, park and
public realm;, car parking, means of aceess, and other assoclalad works."

47138 The proposed scheme is to be.devsloped over approximately a 13 year development timeline,
The:ischeme Masterplan and Black Drawings are-at Appendix 2.

4.2.Uses and Amount of the Development .

42.1. The Development will deliver a vibrant i
residential community, such as shops, ba
cultural and leisure uses, '

Fuses to complement the new and existing
. cafes and reslaurants, business, community,

422, In summary, the application seeks permission for a maximum tatal of 330,741 sqm GEA
floorspace. Table 2 below defines'the maximum and minimum f{locrapace figures for each
category of land use proposed.

12
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4.2.3.

424

4:.2.8,

imum GEA |- Maximum GEA

o (m2) i)
”R'es‘rciéntiai | _ (33- h 160,579 254,406*‘
| Retall | avAzasimarns 10,000** 18,750
Business T m T 2000 _ 5000
Comminity and Guilure D1 ) 1,000: Hs.ooo
{'ﬁt,ais;':r:e: D2 1,000 5,000
| Sui Generis / Energy Centre | SuiGenaris | 500 925
| Sub ZTotal T T 75079 287,075
EéParkiﬁg; Servicing: Plar;}t;. - : 34,864 43.666
1 ‘Storage g
[ToraL B 30741

**Plaase see noles on the meagtreman!l of r'ies_r‘__c__fanrfa;‘“ ndhretail GEA attached lo Table 4. 1 of
the Development Specification which i altached:al-A

The application seeks permission fof:a maximumilevel of residential floorspace of 254,400 m2
{GEA) and a minimum level of . 160,579. m2 {GEA), This will be distributed across the
development @nd can accommotiéte bstween: 2300 and 2,462 units depending on the
pieclse mix and unit sizes. o

Character Areas
The Bite is sub-divided into five specific character areas which have been established 1o

create a variely of experience and richnass to the Development and determine tie functions
of the Individua| development plots. The five characler.areas are: The:Park; Watwaorth Road;

New Kent Road, Walworlh Local; and Rodney Nelghbiourhood.

Davelopment Plots

The:Site is Turther sub-divided inlo. 127 individual development plots (H1-H7, H10, HHa, H11h,
H12; and H13) plus'a park pavilion (PAV1). The individual development plots contain a mix of
resifiential and other lands uses, and are of varying heighls and sizes according to the
Character area inwhich they are localét,

13
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Open-Space

4,2.6. In‘additiondo the built floorspace set out above, the Development includes significant:aregsof
.open space, ncluding a new park, gateway spaces, and now sireets, Mature trees will be
relained where possible and complemented with new landscaping. The Development wii&
provide a minimum:of 45,286 sqm(4,53ha) of publically access|ble realm.

sar Parking & Cycle Parking

427, 'The Developman will provide a maximum of 616 carparking spaces.and a maximum of 3,136
cycle parking spaces Tor residents, workers, and visitors lo the Developmant. Furiher detalls
on parking numbers are.set out wilhin the Developmeant Specification, Transport Assassment,
and Travel Plan, which Is to be submitied as parl-of the outling planni

Proposed Residential Accommaodation Schedule

4.2.8. An accommodation schedule for the [lustrative Masterplan is attachedial Appendix 4. The
following (able: detalls average unit lypes and sizes upon which the financial appralsal is
‘hased:

Table 3

Piiiate 123 |, 668 T 1013 98 | 1892
Tntermedinte 128 59 287
Rented ' 53_;;-5__- 118 82 283
o | B 530 | 1,280 245 2462

4
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4.2.9.  All residential‘development will:bé designed where possible:to meel lhe minimurn stantards
ofthe LandonPlan 2011 and Southwark Residential-Design Standards.

4.2.10. Affordabie housing in the proposed development will comply with the following minimum
dwelling sizes- set by Southwark Council wilhin their Affordable Housing SPD -Draft June

15




5. Methodology

(&

T

::_a__p_phcations to ensure that seclion108 requirements do. n_et

; The RICS define financiai-appraisals for planning pur;_:_o.'fé. '
‘test of the ability of a development project to meetits

e N e e e R R P T R e

Financial Viahility Assessments

In line with the National Planning Policy Framewbik; The London Plan 2011 and -local
planning guidance as. welf -as the GLA's guidance;, sﬂe-specnfic financial viabilties are a
material consideralion in determining how much and whattype of affordable housing should
be required in residentialand mixed-use developiments:.

e .and justify planning
: séheme unviable;

'h]ectlve financial viability
ng the cost of planning
obligalions whilst ensuring an appropriate site value Tor ih 'iand_o_anr and a matket risk

adjusted return toa developer in delivering that project?;

We understand that the GLA's logic is ihat, if the residual value of a propased seheme is
reduced 1o significantly below an appropriate viabllity befichmark sum, [.{ollows thal it is
commercially unviable to pursue such a scheme; and the scheme s unlikely io:proceed,

If a scheme is being rendered unviable because of:section 106 requirements, it may be
appropriate to'look atreducing the burden of h_ujs;ei_'gequirements in arderto faciitate viability.

Factors affecting viability

The follt)_wi:pg _factofs are particularly relevant-to viability:

- G’rant furzdrng on'the affordable housing;
° The quantity of affordsble housing;
o The tenure split within the affordable housing between socialfaflordable rented and
intermediale;
a Cascade clauses related to grant, affordable:housing quantum and tenwre split:
e Community Infrastructure Levy (GIL);
. ‘Other' section 106 cosls {e.g. ransport, Crossrail etc), o planning gain works:
o Optimum tand uses within the development;
» Family sized units;
) Market conditions;
8. Timing of delivery/phasing requ]reménts;
» Abnormal building costs;
° Large scale infrastructure requirements; and
u; Parficular planning requirements.

16
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Restdual Land Valoation

8.3.1. The financial viabilly of development proposals is- determined uslng the residual tand
valuatior:method: A summaty of (s valualion process canbie seen below:
Féqur’ez?‘

Built Vaiué'cf
proposed private | . Built Value of —
resideritialand | " affordable housing =
other uses. ' o
Build Costs,
finance costs,
GDV other section 106 —
= costs, sales fees, -
developers’ profit
ete
The Residual Land Valie is. then compared
- sum, if the RLV is Jower andfor not sufficiently: highe
hencl}mark the pra]eet Is: not technlcaily wab__
5.4, Developer's Retum

5.4.1.

The abave residual land approach can be inverled so thal il becomes a ‘developer's return
residual’ based upon the insertion of a specific land cost (equivalent to the viabiflity benchmark
sum}. By doing this, the focus. iz moved onto the leve! of refurn driven'by & schéme.

17
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ldentifying an appropriate viaii‘f]liyffbenshmark sum requires judgement bearing i -mind that natlonal
planning guldance indicates.thal:appropriate Jand for housing should be ‘encouraged’ to come forward
for development. The GLA provides guidance on viability bsnchmarks for plannlng purposes-and we
are also aware that the Royal Institution of Chanered Survayors (RICS) dssued an exposure draft
guldance note on FinancialViabilty in'Planning’ on the 2% May 2012. Given ihe avafiable guidance
and our own professional experience our views on whal consiitules.an :appropriaie viability

henchmark are outlined below;

8.1,

G141

6.2.

8.2.1,

6.3,

5.3

Exlisting Use Value/Current Use Value (EUWG:_;J_V}

The EULV, somelimes known as the CUV for Toolkit purposes; refers to the value of the asset
al today's date.in the:adopted:planning use. It refers to lhe Markel Valug ofthe asset on the
speclal assumplion reflecting the cuirent use o¥ tha propeﬁy only and disregarding any

in line with the NPPF we. understand;- that a landowner premium over and above EUV s
considered appropriate.In order to reflect the fact that sites will not be encouraged to come
forward for residential led re-development potential if vendors can only-selithern al pure EUV
levels. Having consideration to:planning appeal-precedents we understand @ acceptable
level of landowner premi&m tobe al least 15% - 30%:

Alternative Use V'a __Q"'E'}%UV)

The AUV refersio !he value of the asset under an aliernative planning use; either conseried
or forwhich permissmn mlghl reasenably be expected to be:ablained.

Purchase Price Paid

There is much debate aboeit therextent'to which purchase price paid: (and rolled up debt
associated with the site) shoutd influence the choice of viablity berchmark: sum. The GLA
seem lo have de-emphasised: the relevance of purchase price paid: i their Jatest Toalkit
guidance notes although previcus versions indicated purchase price to be a valid benchmark
sum influence. We see no reason for this change and, in fagl, we see sensible reason for
taking purchase price paid into greater account given recent land value falls and reduction:in
HCA grant funding as, wilhout doing so, land will not be 'entouraged to ‘come forward for
‘development’. Indead, -developers will be faced with unviable and blighted-glanning consents.
As. such, o lgnore plrchase price paid (unless unreasonable as at fhe lime of purchase
based upon prevailing markel conditions and planning policies) ‘would be bad for all
stakehalders interested:in the defivery (i.e.“actual construction) of mew hausing.
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6.4,

G.4.1,

6.4.2.

6.4:3.

6.4.4,

6.5,

6.5.1.

6.5.2.

Market Value

The emerging guidance from the RICS conlained wilhin their exposure draft 'Financial
Viabllity in Piznning™ (May 2012} stales-that when considering the value of the development
site: for planning purpeses the "Site vélue shauld equate to the Market Value subject to the
following assumption; that the value has regard to-development plan policles and all -other
material planning conslderations and disregards that - which is contrary fo the development
plan.’ :

The Market Value as defined by the RICS Is 'the estimaled armount for which the asset shouid
exchange.cn the valuation date belween s willing buyer and a willing seller in an anm's Jength
transaction after proper markeling. wherein the parties had each acted’ knowlediéably,
prudently-and without compuision: : '

National pianning pollcy states that:

*.toensureviahilily,the costs of any requirements likely to be applied to develdpment, such
as requirements for affordable housing, standards, infrastructure contributions or other
requirements. should, when taking into: accoint of the nommal cost of development and
miligation, provide compelitive relurns to a willing land owner and willing developer to énable
the development to-be defiverable’.

Paral 73, Nalicnal:Planning Policy Framewark

As such we-undersiand that, in-having regard to the development plan the Markel Valte of a
site should reflect a financially viable scheme.

Developar's Roturen

As laid out in'the RICS guidance 'when a developed's relurn is the output, a scheme should
he considered viable as long as the cost-implications of planning ohligations are not set-at a
level at whichithe developer's retuin falls below thal which is acceptablein the market forthe
risk in undertaking lhe develapment scheme.’

The benchimatk return should be at a level reflective of the market at the lime of the
assessment being undertaken. Itwill include the risks altached lo the specific scheme.and
also the broader market fisk issues such as-the sfrength of the economy and octupaticnal
damand,:the level of rents and capilal vaiues, the feval of interest ratés and avaitablity of
finance. A development project will vnly be considered economically vishle if the estimated
developer's retum meets or exceeds a benchmark risk-adjusted market sum.
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7. Choice of Viability Benchmark

7.2.1.

72.2.

7.2.3.

7.2.4,

T2.5.

728

Existing Site

The Heygalg Estate, is a 19705 housing eslate awned by Southwark Coungil,which provides
1,107 residential units within the application boundaty, focated within: several buiidings of up
to 12 storeys'in height. The majorily of these apariments are now vacant.

An accommodation schedule of theexisting blocks i at Appendix 8,

EUV

Approach to Existing Use Value / Current Use Value

In order {o arrive at an EUV/CUV we consider it appmpnate to undertake a rasidual land
valuation.

The rasidual valuation effectively. determines. the Maiket:
costs including building «osts and any profit: assumpliens from the overall value o! the
proposed unils within the w heme ("Gross Development Value”) to derive a-"balaice”
available for land purchase

For the purposes. of this.appraisal we have assumedithat the existing bulidings and public.
realm: within the application site have been brought up fo a habilable condition in line wifh
Decent Homes and thaf any commercial space has been refurbished to allow it to beilet on
the open market. Gardingr and Theobald have underfaken a cost estimate on this basis
which is attached at Appendix 6.

Unit Mix Assumptions

We understand from SG-dhat there are 1,212 units in total at the Haygate Estate; Of these
1,023 units were under Southwark Councll tenancies ‘and: 189 were private easehold units
{equaling to-15.58%).

We understand that ithe units are arranged across the Haygate blocks in jine: with the
schedule at para 3.2.3.

In approaching our EUVIGLV, we have pro raled these figures so-as to'exclude the Wingrave
and Rodney Road buildinigs, which are-located outside of the red line plan, This regults in
1,107 units’in 1otal, of which $34 are to be occupled by affordable tenants and 173 units as
private leasehold units.
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F.2.7. e have assumed average unil'sizes and mix as follows:

Table5

89 H2p Privale 48

60 Zbap Private 60

i6 3hbp Private 74

8 4pbp Private 20

478 1b2p Social Reny 48
327 2hdp Social Rerit _ 60,
88 | 3bdp Social Rent 74
41 4pbp | Soclal Rant - ._ :

1,107 units

GROSS DEVELOPMENT VALUE

Private Market Sales:

7.2.8. In arriving at-olUrgpinion- of the Market Value for the private unils, we have had-régard o
comparable ex-ocal avhority stogk In the:area. A brief summary of comparable evidence is
Inchided at-Appendix 7.

7.2.8, We have assumsd the following average markef values:
“ 1'hed 2 person @ 48sqm  £170,000 (£329sq i)
] 2 bed 4 person @ 60sqm E220,000 (£340s¢ ff}
® 3beddperson @ V4sqgm  £250,000 (E314sq A)
s 4 bedb person@ 90sam  £280,000 (£289sq )

7.2.10. This results in a gross development value of £34,570,000.
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7.2.42,

7.2413%

T e e e

We also consider it prudent to assume the following greand rents on the private unifs, which
we have capitalised at a yield of 8%:

»  DOne Badioom flats; £200pa;

s Two Bedroom flats: £250pa; and

» Three andFour Bedroom flats: £E300pa.

Rentad Stock;

We have assumed that the 934 units are General Needs Rented (GNR) slock.

GNR s valued on the basis of Existing Use Value Social Housing (‘EUV-SH"), which s
caleulated through an assessment of the nal rental income from the properties making
allowances for management, maintenance and major repair costs. Renfal levels ‘are
calculated gs Target Rents in ine with FGA / TSA Rent Restructuringguidance and on the
basis of January 1899 market Values (subject to Vacant Possession). The nel cashilow is
then discountediback {0 present day to provide the.value of the properiies. Key elements:of
the cashfiow.are included at Appendix 8.

. We consider, it areasonahle assumption that an Reglstered Provider would seek to apply full

rent capsfor.each unittyps.

. Our assumptions in:caleulating EWV-GH for %_h;é-GNR'uni_'fs_ are agdofows:

Vois and Bad Debls 5%
Maintenance Pes Unit {pa) E725
.. -Management Per Unlt (pa) £725

Vears 1-10  £0 |
Years 11— 45 £200
Years 16 —20 £800
Years 21— 25 £8GC
Years 26 ~ 30 £6Q0

Years 31— 35 £73,000
Discounti:Rate (raal) 525%

Programmed Repalr Gosts

RPL {long:lerm.assumption) 25%
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7.216.

7.2.17.

7218,

7,218,

7.2.20.

This results in 2 [¢tal gross EUV - 8H of £92m. However, wea lavé deducted “On Costs" of
12% for the social rent units. We have spoken to large nurriber of Registered Providers and
these are the typical On Costs they would assume in today's markets.  This resulls In a net
EUV-5H of £81m.

The total-GDV for lhe private inits-and affordable unils is therefore Sirca £115,560,000,

Commercial Space Vajue

In arriving at indicative values for the existing office and relail' commerctal space within the
application site we have undertaken comparable research lnto local tl“ansachons A sunimary
of our findings can be seen at Appendices 9 & 10,

In addition to the office and retail space we have also had consideration to the existing patrol
filing station, garages and doclor's surgery. Given the lack of cor'h:parab[a transactional
evidence for space in these uses we have made assumpt:ons based on wider commergial
experiance. -

Fer clarity, within our appraisal we have assumad;

e e e e et w““‘:—'ﬂ-&ww:»«m?""@

Table 7

Retail £13,50 pai : 6 8%

Office . £10.00 psf ' 12 8%

Pelrol Filling Station £13.50 psi 12, 8%

{Assumett Car Showroom)

Garages £780 perunil 0 8%

‘Doctor's Surgery £10.00 paf 12, 8%

(Assumed Office Space)
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RESIDUAL SITE VALUE

7.2.21. We have assumed & 3:month lead in, 3_6 monih consiruction period; and an 18 months sales

partied for the private units,

7.2.22.. In coming 1o our opinien of fand value, 'we have inputihe figures balow into our -appraisal (a
full summeny of the appraisal can:be seeh al Appendix 1)
Table 8

Net Salesble Area — Residential

Gross Internal Ares — Commemial o

Total Build Cosl-{inclusive of contingency)

£657,877,502

1,107

"Profil on cosl'@ 16.5% .+

Totaknumber of residential units.
Professional Fess @ 6% . £3.008,650 |
Marketing & Letting £389,070
Disposal Fees £830,325
Finance Costs @ ?I% debil 1% crsdit | £5,633,559
£17,667,987:

7.2.23. This results in'a total Exisling Use Value of the Site of £37.3m.

7.2.24.
value of £48.5m.

7.3,

AUV

7.3.1.

We:}_;}aue {hen applied a 30% landowner premiunt, which results in a polential benchmark land

rposes of this Viabilly Assessmert, we have not given consideration. fo: an

Aikernati\',re'=:1Use Value, but we reserve the right'toreview this position inthe future.
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74, Purchase Price Pald

7.4,
condgfticnal purchase of the Site.

742
conditions belng satisfied.

7.4.3. The staged '[and_-_paymems for fhie:Site.are-as Tollows:

Table 9
Unconditional Date jﬁﬁ;ﬁm
12 moniis post Unconditional F*m?m
24 months poslt Unconditional ',".;1'0;711‘1
On commencenient of 6" Building | £10.0m
On commencement of 7 Building | £5.0m
in commencement of 8" Bullding E6.0m
Total " £48.0m

7.5, Market Value

R

A conditional Regeneration Agreement {RA) has heen signed hy SC and LL for the

Under the RA LL are to purchase the Site-for £48m plus -overage, subject to a number of

We hiave given cone;_%’den%tion o the following unconditional comparable land transactions for

T e S R T

7.5.1,
sites ransacted within LB Southwark from 2010 onwards:
Table 10
Sito Address .| Size Land Price | E peracre Date
facres)
Elephant and Castle | 3:4 £42,000,000 | £12,300,000 | 18,11.2010
Shopping Centre :
Cantium Retall Park | 4.1 £31,000,000 | £7.600,000 | 02.03.2010
254 ~ 272 Camberwell | 0.9 £3,000,000 | £3,300,000 | 01.03.2010
Road
Carpetrighnt 1.2 £6,400,000 | £5,300,000 | 31.03.2010
25




Areas for slies pre-planning have been measured by MolibrLondon fwww.molictlondoen.com).

7.5.2;

Tﬁg B

Given the size ofthe Applicalion Site we have alsoiad considerstion to sites.sold inthe wider

south London area over 10 acres;

Table 11
Site Address Slza " Land Price £ peracre Data
{acres)
Gorratl Business | 15,1 E?,?O(}.O;Qg_' £500,000 | 25.03.2011
Park 8W17
600 Purley Way | 10.4 £34,000,000 | £3;300,000 | 25.06.2010 -
CRO: . '

Further io the above we have also had regard 16
Greater Londorn:

o larga regenaration schemes Within

Table 12
Site Address Size £ per acre Date
{acres)
Paddington Basn | 16.2 £157,600,000 | 17,500,000 | October 2011
Earls Court 22 £106,000,000 | £4,800,000 | Draft
{Councl Owned | Agreement
Land}
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7.54. In addition to:our analysis of the. transactions outlined above, we have coneculted with
specialist south;east London'land agents within the London Residential Development team at
Savills L&P. Their view is that given the scale: of the Site, likely required infrastructure,
prevailing local residential marketvalues, planning designation.and anticipated massing, were
the Sité to. be offered to the open market on-an unconditionzl basis it could achieve in the
redion of £3m to £6m arracre.

7:8.6. Having considered the site comparahles above and the view-of our spec
have applied a rate of £3m an acre to the Site which results in a
approximately £72m based on a site area of 9.71 ha (23.98 acres).;

list colleagues, we
arket Value of

modelling.

7.6. Developer's Return

7.8.1. In assessing what constitutes an acceptable level of developk_'_" !
for the proposed scheme, as well as havi ng ard 1o, our own development experience on
mixed use schemes throughout.Liohdon ' e consiilted with specialist colleagues within

the Loan Security Valuatlon ant Capltal Market departments of Savills.

return inthe current market

7.6.2. In orderto secure d
we are of the opini{
return:

cpm'}mtfundsng in the current market on a large multi phase scheme
: .need to demonstrate the following developer's




71.6:3.

764,

7.8.5,

R e
With-Permission

15-18%

e s L GG AL e A e Pt L

Withiout Permission

TR

20-25%

Sites without planning permission typically carry a far higher development risk than those with
an appropriate and implemantable consent.  This is reflected above in the higher levels: of

return required by funders on development sites without planning permission.

As such we wolldi¢onclude that the viability bench
instance shouild be 25% profit.on cost and 20% IRR;
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8. Economic Modelling

8.1. Economic Motel Used
‘The financial analysis has beenundertaken using a bespoke financial appraisal (E&C Modsl
6.24) which appraises the sclieme until the end of the projected development period in 2028,

8.2. Economic Modelling Assumptions
The following assumptions have hesr adopted;
Table 14

Input Assumption Used

Rasic Site Information. -~ " User defined number of dwellings.

Unit Market Values

‘hand comparabte transactions -and discussmrzs with Iocal agen

: S (Appendimz)

Ground ‘Ré‘;ﬂg G Ground repts will be charged: on the private residential ‘uni

S S average of £348 per unit per annum. In the Model the ground
are. capltalised af

. The valua of the resnden!;al parking- spaces is included within - th

private salen; value assumed within the Model.

Parking

Since lhe Ccmprehenswe Spending Review in Qctober 2019 we:
understand that the HCA will not be supporting the altocation of grant
funding to section 108 affordable housing without proving additionality.
At this stage no grant funding. has been assumed within the Modgl;

An lnitial Indicative High Level Cost Plan has haen prov
Gardiner & Theobald (Appendix 16). In addition ta this Gardin
Theobald have alse provided advice as lo polential ove
savings (Appendix 17). In light of this advice, the Model inco
8 25% sairing upon the costs detailed within Appéﬁdix i
reflects the mid point of the patential saving range. . -

Build Costs
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Input- Assumption Used

A variable uplift has b
values over (ime lo ref
of the' Masterplan. A'sy
scheme components |
rates for build costs ar

Prefessmnai Fees 2

Piarming Obllgalions__ :

dérstand thal whilst M‘a}_{o

IL will be payable on the propasal
jitle sum has not ‘yet bes :

etermined. ~As such, the ClL-
Model iat this moment i time
orporated will have a further

“Infrastructure Levy (GIL

"The Mode assumas an intarest rate o
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9. Proposed Development Value

9.4. Residential

9.1.1.  Private Residanlial

8.1.1.1. Valuation Mathod
The privale residential proposals have been valusd by specialist development consullanis
in Savills London Residenlial Development team, using the comparahle method of
valuation, having régard to the-local housing market. ‘Consideration has baen given lo the
" respeclive merits of this proposal against other schemes, In tems of: size ©of unils,
accommadation: provided, specification and finishes;.icar parking, {he-génaral external
envirgnment and:access to-Joca) facllities.

91.1.2. Evidence
The Resldential Report prepared by Savills Is included at Appendix 12.

9.1.1.3  Average Private Residential Values '
Iy summary, Savills report thal the co'mpa_ra'ble evidence supports average values of £500
~ £600/sq ft for low rise stock and £660+ for high rise towers.

9.1.14. Adopted Private Resldeptial Values
Based an a consideration of the Residential Repart and suggested values the Mode!
adop!s an average £psf value for each: residential block which results in a blended Fpsf
rate for the private resideritial of £588 psf.

9:.1.1.5.  Car Parking
The values above include revenue from car-parking.

g1 .2, Alfordable Residential Values

9121 Valuation Method
We have appralsed [he-affordable housing units ona discounled cash flow basis based on
the unil breakdown in Table 3 al para 4.2.8, tha key slements of the appraisal are included
at- Appendix 7.

91.272. Evidence
We have regular conrespondence with all of thelargest Registerad Providers: (RPs) in the
UK, the assumptions adopled:within our valuation are based on both general and siter
specific eonversations with-those RPs.

For ease we have highlighted the main assumptions used below;
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Shared Ownership
« 10% discount on privete Market Yalues;
« Inilizl Equity Purchase of 25 %,

» Rent on the retained equity varied per unil type in-arder-to comply-with Souvthwark
Coungit's affordakbllity criterla; and

s Approptiale deductionsformanagement and:maintenance.

Taking the above assumptions into account lhis equates to'a value of £228psfforthe
shared ownership units which hias been assumed within: the Model.

Soclal Rented

» Rented housing at guideline target rents set through the n:

TéKing the abiova assumptions into account th quates to & value of £E99psf for the

social-rented:units which has been assumed withii

In_ling with the current HCA Framework we hav §gmed‘§ﬁ_a_t ne.grant will be available
on seclion 108 affordable units without proving additioniaity.
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§.2. Commarcial

9.2.1. Owverview

The following corimercial spaceis appraised wilhin the Mode!:

Table 15

Lo Uss T NANEA
Residential 161 296
Retail ATTARIRIIAGIAS '1_:_3:3@8.\
Business B1 B 4,739
Communily and Clilure ot 2410
Leisure T D2 2,048

9.2.2. Office

8.2.21.  Valuation Method

Farebrother Charigred Sunayors have carrled oyi-;ﬁén appraigal of vaiues for the proposed

officesspace Gsing t

9:2.2.2. Evidence

‘comparable method:of valuation.

: G‘emgﬁarable-e\(iﬂeﬁée.p_rgpared by Farebrather is included &t Appendix 13.

9223 BiVahies .

ithin the Model,

QOFilce

4.2.3.  Retail and Laisure

5.2.3.1.  Valuation Method

_esvlt':bf tHé advice .coﬁiéiined within the Farebiother report the fallowing are assumed

The retail and leisure spaces have been valued by CBRE, using the comparable method

of valuation.
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- 92:32  Evidence
Comparable evidence prepared by CBRE is included at Appendix 14.

9233, ‘Retail and Leisure Values
As:a resull of the advice contained within the CBRE report the following are: assumed
wilhin the Model:

Table 17
‘Us

Rent Per Annun £psii (Epsf)

Retail

Restaurant

Showroom

. Supermarket

- Affordable Retail

34
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10.
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Viability Results

10.1.

R F S B,

Appraisal Results

The results of the development appraisal:-model 5.24 (Appendix 22) demonstrate that the
scheme in.its current form, incorporating the development costs as laid out in-para 8.2 of this
report delivers a.profit on cost of cand aniRR of

When compared to the viability benchmark figures of 25% Profit on Cost and. 20% IRR it is
evident that the developer's return delivered by an lllustrative Maste lan does not meet or
exceed anacceptable risk-adjusted market return and Is therefore unviable :

Furthermore when the viability of the individual phases re:gxam ned in ssolatton (Table 19), it
becomes even more evident that consideration should be given to ways i which the viability
gap might be broached in order to aliow the initial‘phases tobe brcughi forward and the
Masterplan delivered.

Table 18

Phase 1

Phase. 2

Phase 3

Phase 4
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Options Analysis

11.1

11.2

11.4

As detagiled in the previous chapter, the proposed:scheme in its current format can:not-viably
sustain the level of planning obligations assumet within the planning application. [ttherefore
follows that in order to ensure-viability and enable the: development to be deliverable; the level
of planning obiigations should be considered.

in-order to inform future discussions surrounding the @ppropriate level of planning obligations
for the Site with Southwark Council and the GLA as-well-as thelr_:mdepend t reviiewers we
would suggest that the following options be considered: -

All Intermediate housing provided as discount to market sale at 85% of Market Value.

Al Intermiediate housing:provided as discount to market sale at 75% of Market Value.

adopted policy on affordability thresholds.

All Intermediate ‘housing provided as Shared Owrigrshipunits compliant with the mid point
hetween. Shithwark Council's emerging policy and the GLA's adopted policy on:affordability
thresholds:

Once the value enhancements options have been fully examined, should there be a
requirement for further redress to-the-yiability gap we would advise that the Applicant seek
guidance from Southwark Council and the GLA with respect to points 2-4 abave.
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I intermediate housing provided as Shared Ownership units compliant with the GLA's
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12. Conclusions

In our opinien and based on the economic viability assessment carried out in accordance with
the defined guidelines of the Greater London Authority and the emerging guidance from the
RICS, it is evident that the scheme cannot afford to provide the proposed level of planning
ohligations.

The appraisal model 6:24 indicates that & scheme providing the - propo edﬁ_, quanturn of

affordable housing and wider section 108 contributions dmes a developers returh. o
profiton.cost and

When compared with the viability benchmarks of 25% 'profxt on cost and 20% IRR, the
proposed scheme falls short of being commercially” wabte by no mal commercral measures -of

vigibiity:

The proposals for the Heygate Masterpla represent nany vears.of collaborative work betweén

the Applicant and Southwark Council in order {0 brmg forward this significant regengration-

project. Whilst the appraised scheme Vdoes nct currentiy ‘work in viability terms, as detailed in
chapter 11, there are a number’of ways.in whlch we believe the impact.of the proposed
planning obligations could bg mltrgated and the. ity of the scheme enhanced,

As such, we would' ommgn“dl hat the ‘value enhancement options are discussed -and
appraised in order to arrive,at-a mutually beneficial conclusion.
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Appendix 1 — Site Location Plan
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Appendix 4 — Proposed Accommodation Schedule
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Appendix 5 — Existing Accommodation Schedule




Appendix 6 — G&T Existing Use Refurbishment Costs
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Appendix 7 — Existing Private Values Summary
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Appendix 8 — Existing Affordable Appraisal
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Appendix 9 — Existing Retail Values Summary
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Appendix 10 — Existing Office Valugs Summary
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Appendix 11 — EUV Appraisal
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Appendix 13 — Proposed Affordable Appraisal
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Appendix 15 — Farebrother Proposed B1 Office Values
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Appendix 16 — G&T Proposed Build Cost Estimate
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Appendix 17 — G&T Budget Savings Letter
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Appendix 18 — Escalation Rates
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Appendix 21 — Draft Heads of Terms
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Appendix 22 — E&C Financial Appraisal Mode! 6.24

Provided electronically on the submisston CD — NOT available In hard-copy.
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