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The following does nat provide formal valuation advice. This review and its findings are
intended purely for the purposes of providing Dover District Council (DDC} with an
independent check of, and opinion on, the planning applicant’s viability information and
stated positian in this case.

This document has been prepared for this specific reason and shauld not be used for
any other purpose without the prior written authority of Gixon Seatle Partnership (DSP);
we accept no responsibkifity or liakility for the consequences of this document being
used for a purpose other than far which it was commissioned. To the extent that the
document is based on information supplied by others, Dixon Searle Parthership accepts
n& fizbility for any loss or damage sufferad by the client. '

We have undertaken this as a desk-top exercise as is appropriate for this stage and level
of review. For general famiiarisation we have considered the site context from the
information supplied by the Council and using available web-based material. We have
not visited the location; it was not considered pecessary to enter the site for this current
review purpase.

We have assumed that the information supplied to D3P to inform and suppart this
review process has been supplied on a COMMERCIALLY CONFIDENTIAL BASIS; hence
D5P's assumpticn is that the review detail, as contained within this repart is ta be
treated in the same way.

It is requested that the viability information, this report and any further supparting
information or similar reporting prepared by DSP will not be disclased to any third
parties under the Freedom of Information Act (Sactions 21 and 43{2)) or under the

Environmental Information Regulations.

Uowver District Counol — Eastry Hospital - Yahility Review GS21E4110 1
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Dixon Searle LLP {DSP) has been commissioned by Dovar District Council (DDC) to carry
out an independent review of the viability letter, appendices and appraisal supplied to
the Council by the applicant’s agent Montagu Evans on behalf of the applicant
Runnymede Investments Limited. This is in respect of the proposed development
comprising: two storey terrace, semi-detached and detached new build dwellings;
Change of use and conversion of Tewkesbury House and the Chapel to provide 568 sg.
m of community space {Use Class D1} and employment space {Use Class B1} two
residential units; minor demolition, altaration and conversion of the 'Ofd Workhouse' to
provide ten residential units; retention and reinstatement of the fire damaged Range
building and erection of a two-storey terrace of ten residential units’; car parking,
landscaping, public open space and alteration to - exlsting access. A total of 100
residential units are to be provided. The Council’s planni'ng reference is DOV/14/00240.
The development is also subject to an application for listed building consent
(DOV/14/00241).

In presenting their viability position the applicant’s agenit has supplied to the Council &
viahility letter dated 5™ August 2015. In addition we were supplied with both a hard-
copy and electronic versions of the applicant’s appraisal {Appendix 7). This was
supparted by a copy of the architect’s masterplan {Appendix 1}; estimate of residential
scheme revenue (Colebrook Sturrock (May 2015); explanatory note by Simon Greaves
{July 2015) detatling rationale and comparable evidence {Appendix 3); marketing report
for the hospital in its current state {Appendix 4); marketing details prepared by Cexton’s
in relation to the proposed refurbished office accommodation (Appendix 5} and;
quotations and estimates relating to the cost of developing the scheme in the period
2011 - 2014 [Appendix 6}, We have also had sight of the othar documents contained on
the electronic planning file.

The Council's adopted affardable housing policy {Policy DM5} of their Core Strategy
reguires the Council to "seek oppfications for residentiaf developments of 15 or more
dwellings to provide 30% of the total homes proposed as offordable homes™ which in
this case aquates to 30 no. affordable units.

For general backgraund, a viable development can be defined as ‘the ability of g

develapment profect to meet its costs including the cost of planning obligations, while

Joweer District Counci' - Sastry dospita - Viability Roview DSP164123 2
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to the developer in delivering that project.. Site Value should equate to the market value
subject to the folfowing assumption: that the volue hos regard to develgpment plan
policies and olf other materiol planning considerations and disregords that which is
contrary to the development plon.. The residual fund vefue fignoring any planning
obligations ond assuming planning permissign is in ploce) and current use volue
represent the parameters within which to assess the levef of any planning obligations .
Under normal circumstances, if the residual land value (RLY) created by a scheme
proposal exceeds the current or alternative use value then we ysually have 3 positive
viability scenario — L.a. the schame is much more likely to procead.

As an alternative a development appraisal may be rum as a profit residual where the
land cost becomes a fixad cost to the development appraisal and the profit becomes the
key output / variable. This is the case here whereby the applicant’s agent has carried out
the development appraisal exercise assuming a fixed level of land cost (£2.1m).

The submitted viability repart presents and the scheme as appraised by the applicant,
currently produces a profit of 12.46% on cost / 11.06% on revenue. The applicant’s
agent states that:

“aAlthough the Scheme is forecast to make a profit, the level of prafit is significantly fess
than waould ke commercially acceptoble to o third parly developer. We understand that,
having regard to the costs thot Runneymede hove aiready incurred {both site purchase
costs and holding costs), they are prepared to proceed with the development of the
Scheme at this reduced feve! of profit.

However, based on our analysis of the Scheme and the development approisol thot we
have undertoken, we ore of the opinion that having regard to the sub-optimal
profitabifity of the Scheme, it cannot afford to provide any affordable housing, nor can it
gfford to moke @ section 106 payment”.

We assume (as appears to be the case in the statement above) that in putting this
proposal forward as unviable, the applicant is prepared to accept an element of
commercial risk as represented by the submitted position, and accept the resultant
profit level in order to progress the scheme. This could therefore be regarded as the

applicant’s base position. We will consider this further as the review progresses.

! Financial Viability in planning — RICS Guidance note {August 200.2)

Daver District Councl — Eastry Hospitzl - Viakility Review DSP1E41L0 3
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This review does not seek to pre-determing any Council positions, but merely sets out
our opinion an the submitted residential viability assumptions and putcomes in order to
inform the Council’s discussions with the applicant and its decision making; it deals only

with viability matters, in accordance with our instructions.

We should point out at this stage that the submission of the wviability letter is dated
August 2015 and the associated supporting evidence dated across a range 2011 - 2014,
All appear significantly out of date and we have not had an eaanation as to why an
updated viahility letter / report and evidence has not been submitted. We therefore
have concerns aver the robustness of the viability assessment put forward in that so
much could have changed in the intervening period in terms of both caosts and values.
The Council may nead to bear this in mind when reviewing our report and in the
decision taking process. At this stage we have reviewed the information as factually as
passible (given the passing of time) based on the instructions providad to us by Daver
District Council. We have, where possible, attempted to update the assumptions {at a
high level} to test he impact of those changes to see the potential impact on the
currently indicated outcomes.

We also note referance to a 2010 application approved by committee — a search of the
Council’s planning file indicates an application far 80 residential units and assaciated
works but no outcome is available. For the purposes of this review we have assumed

that no current, implementable consent exists.

Dover District Coundil requires our opinion as to whether the viability figures and
paosition put forward by the applicant are reasonable. We have therefore considered the
information submitted. Following our review of the key assumptions areas, this report
provides our views.

We have hased our review primarily on the submitted report and appraisal to see if the
viabifity assumptions are valid in cur opinion and whether the base position put forward
by the applicant is reasonable. We then discuss any variation in terms of any surplus (or
deficit) created from that base position by altering appraisal assumptions {(where there

is disagreement) utilising the applicant’s appraisal as a base.

This assessment has been carried out by Rob Searfe and Richard Dixon of DSF wha have

many years combined experience in the development industry warking for Local

Coves Jstrct Touncil - Eastry Haspital - ahility Ravrew D5P154110 a
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Authorities, developers, Housing Associations and in consultancy. As consultants we
have a considerable track record of assassing the viability of schemes and assessing the
scope for Local Authority planning obligation reguirements. This expertise Includes
viability-relatad work catried out for many Local Authorities nationwide over the last 13

YEars Or 5Q.

2.1.14 The purpose of this report is to provide our overview comments with regard to this

2.1.15

individual schame, on bebhalf of the Council - taking into account the details as
presented. It will then be for the Council to consider this information in the context of

the wider planning cbjectives in accordance with its policy positions and strategies,

In carrying out this type of review a key theme for ys is to identify whether, in our
opinion, any key revenue assumptions have been under-assessed (e.g. sales vaiue
estimates) or any key cost estimates [a.g. build costs, feas, otg.} over-assessad — since
both of these effects can reduce the stated viability outcome fin this case the RLY,
equating to the sstimated crass-subsidy level available).

Cover District Councii — Zastry Hospital - Wabitity Review DSP154110 5
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The following commentary reviews the applicant’s submitted viability appraisal
assumptions as set out in the viability letter and associated development appraisals
issuad to DSP by the Council.

As noted above DSP was also supplied with working versions of the appraisal used by
the applicant. The applicant’s agent has used Argus Developer software, a suitable tool
for use in testing the viability of specific sites in our opinion. In summary the appraisal
works on a residual valuation basis, with a cashflow sitting behind it in order to take
account of the timing of the varicus current stage estimations of the revenue {receipts)
and develapment costs {expenses). In this case the development appraisal has been run
an the basis of a residual profit calculation. This produces a residual profit after all
development costs have been deducted from the anticipated level of sales revenue
{from the opan market housing, affordable homes and capitalised ground rents) finance

costs on the basis of a fixed level of land cost.

Primarily the review process takes into account the fact that the collective impact of the
various elements of the cost and value assumgptions is of greatest imporiance, rather
than necessarily the individual detailed inputs in isolation. We have considered those
figures {the appraisal assumptions) provided, as below. In the background to this we
have used the working version appraisals to review the impact of trial changes to
particular submitied assumptions.

This type of audit / check is carried out so that we can give the Council a fee! for
wheather or not the indicated pruﬁf positions are approximately as expected — ie.

infarmed by a reasonable set of assumptions and appraisal approach.

Site value / Benchmark Land Value
In all appraisals of this type, the base value {value of the site or premises — e.g. in

existing use) is one of the key ingredients of scheme viability. A view needs 1o be taken
on |and value so that it is sufficient to secure the release of the site for the scheme (sale
by the landowner} but is not assumed at such a level that restricts the financial capacity
of the scheme to deliver suitable profits (for risk reward), cover all devalopment costs
tincluding any abnormals) and provide for planning cbligations as a part of creating

sustainable development. This can be a difficult balance to reach, both in terms of

(a4}
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developers’ dealings with landowners, and Councils” assessments of what a scherme has
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the capacity to bear.
The RICS Guidance ‘Financial Viability in Planning’” states that:

‘A vigbility approfsal is token at g point in time, toking account of costs ond values gt
that date. A site may be purchased some time before a vinkility ossessment takes ploce

and circumstances might change.

This is part of the developer’s risk. Land values can go up or down between the date of
purchase and a viability assessment taking place; in a rising market developers benefit,

in a fafling market they may lose out.

A developer may make unreasonaiie/overoptinistic assumptions lregc!.rt:i‘i"ﬂgi the type ond
density of development or the extent of planning obligations, which means that it has

overpaid for the site’,

‘Site Value' is defined in the same Guidance as the following: ‘Site Volue should equate
ta the market value subject to the following assumption: that the value hos regard to
development plan policies and alf other materiaf plonning considerations and disregards
thot which is contrary to the development plon’. It goes on to say ‘it is for the
proctitioner to consider the relevance or otherwise of the actual purchase price, and
whether any weight should be attached to it, having regard to the date of assessment
gnd the Site Value definition as set out in this guidonce. Where historic costs ffor
exomple remediglion works) are stated it is important that these are not reflected in the
Site Value (i.e. double counted)

In this case, the site value {cost) is stated to be £2.1m. This in turn is explained in same

depth within the Monatgu Evans [etter. This is set aut again here for ease of reference:

“The Site was acquired by Runnymede in November 2007 in considergtion of the sum of
£1,700,000. The Site was acquired in the open market, in competition, directly from the
Department of Heafth {“the Department”) and, as such, the price paid represented
market vilue as at the date of acquisition,

" RICS Professional Guidance — Financial Viability in Planning {August 2012}

Dower District Coungil — astry Hospital - Vianifity Review DSPI64110 7
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The Site was octuired subject to an gverage ggreement which required Runnymede to
poy an additional sum colculated by reference ta g fixed price per square foot multipiied
by the number of square feet for which plonning permission was obtained.

Following discussions with the Department of Heofth, in Morch 2014 Runnymede
entered intc o supplernental agreement with the Department and negotioted the release
of the overage arrangement. In consideration of the refegse of the overage provisions, a
further sum of £400,000 was paid te the Department, who have no further interest in the
Lite.

Against this hackground, the totol price poid by Runnymede to dcquire the Site from the
Gepartment of Heolth was £2,100,000. As noted, this sum and the overage provisions
were representative of market volue and terms as at the dote of the original acquisition
in 2007. The amount poid to the Department in consideration of the refegse of the

averoge obligations is the lowest sum that the Departrment was willing to occept.

This is on important point in that Runnymede does not seek to test the vigbifity of the
Scheme against anything other thon the actual cost thot it has incurred in acquiring the
Site. The volatility in the UK ond world economy that emerged in fote 2007 and
culminated in the Globol Financial Crisis of September 2008, had o profound effect on
the UK housing market in the period 2008 to date, and whilst the terms on which
Runnymede agreed to ocquire the Site may not ke market terms now, they were at the
time that they were ogreed and they form the starting point for assessing the financial
viahility of ony development that Runneymede may propose for the Site.

in the absence of Rurinymede being able to progress o financiolly viable scheme, the Site

will not come forward for development”.

RICS Guidance makes it clear, as discussed above, that the price paid for a site does not
necessarily equate to the market value of the site. Equally, the value of the site should
be the Market Value at the date of the assessment (in this case it is debateable whether
that should be August 2015 or at this current review point}. Theoretically therefore
there should be an up to date valugtion of the site taking into account the current
constraints and opportunities including the requirement for affordable housing and any

ather planning obligations.

Dewer Distict Counl — Eastry Hospitzl  Wiabdlity Review CSPL1EA1LD 2
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3.0.9  Without an up to date valuation it is difficult to comment as comparable evidence, given

the type of site, is very difficult to source. DSP have hesn involved in a viability review of
development of hospital land elsewhere in the South East where the land value was put
forward by the applicant’s agent in that case at £2.295m (£21,650/plot} in December
2014, This was for a scheme of 106 units in a locality with significantly higher sales
values than those of the subject site (approximataly 30% higher than those indicated
within the subject site development appraisal). Taking the figures above and discounting
t take account of the difference in average sales values would suggest a site cost
equivalent per plot of approximatety £16,250/plot and an overall site value in the region
of £1.6m. This is not significantiy different from the price paid for the site previously but
of course does nat take into account the overage release cost. At a very high level
therefore it appears that the site value included here, regardless of the price paid, is
possibly too high when including the £400,000 overage release costs. The Council may
therefore wish to see up to date evidence in this regard. |

Gross Development Value = Private Residential & Affordable Housing

3.1.10 The viability submission indicates sales values based on advice provided by Colebrogk
Sturrock {May 2015) with units priced on a unit by unit basis with comprehensive
supporting information provided in a note to Mark Whitfield of Montagu Evans detailing
evidence for the sales values assumed. The values range from £215/sq.ft. to
approximately £300/sqg.ft. (£2,315/m* - £3,229/m?). This provides capital values of
£115,000 - £135,000 for the flats £190,000 to £228,000 for the terraced properties,
£204,500 to £258,000 for the semi-detached propertias and £375,000 to £392,000 for
the detached properties. The gross development value of the residential element of the
scheme is stated to be £21,441,521 with an overall average sales rate of approximately
£228/sq.ft. [E2,459j’m1}. Pleasa note that whilst the sales value information states
£230/sq.t average, the development appraisal indicates an average of £228/50.ft. The
overall gross development wvalue is the same and we therefore assume that the

difference is caused by rounding within the safes value schedule.

3.1.11 We have carried out our own deskiop research of property values using property search
engine RightMowve and simiiar sources to review local market indications for comparable
properties {both re-sale and new build) considering current / recent asking prices within
a 1-mile radius of Eastry. This research indicates that averall the sales valuss assumed
are possibly low in the current market but potentially approximately wvalid, as
assumptigns, at the point the viabkility submission was made [May 2015). Reviewing the

comparable information and the UK House Price Index for Dover District as a whole we

Daver District Couneil - Eastry Hospital - Yahility Review DSP152110 9
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would expect prices now to achieve in the region of 10% more than at the date the sales
advice was provided. Of course, any sales price increase in the development appraisal
would also need to be accompanied by updated build cost data — please see associated
Developmeant Costs section.,

In addition to the sales values, it is normal to include revenue associated with the
capitalised ground rental income for any apartments / flats within a development. In
this case not such revenue appears to have been included. Typically, we would expect
ground rents at an average of £250 - £350 per unit, capitalised assuming a yield of 5% -
6%. For the purposes of this review we have assumed ground rents at £250/unit and a
yield of 5.5% {applied to 22 units} and added this to the applicant’s version of tha
development appraisal.

It is worth noting that any improvement in the sales value assumptions {compared with
a level set at the point of the appraisal) would most likely be reflected in an
improvement in schema viability. Whilst the opposite could also accur {the sales values
could fall relative to the assumptions made), that is the developer’s risk and such factors

need to be kegt in mind in making an overall assessment of the applicant’s position.

Affordable Housing
Mo affordable housing has been included within the scheme and as such we are unable

ta comment further in this regard. As a general point, it is always useful if a policy
tompliant development appraisal ¢an be included in order that any identified
differences of opinics within the review process can be sensitivity tested against the
policy compliant appraisal.

Grass Development Value — Non-Residential
The scheme as submitted also includes an element of nen-residential space. We

understand that this forms part of the Chapel & Tewkesbury Houses as converted and
rafurbished community and / or employment space. For the purposes of the vizhility

assessment it appears that this space is included as office accommaodation.

3,800s54.ft. {(353m?) of office accommadation has been included in the deveiopment
appraisal at an average of £1Qfsg.ft. (£107.64/m”) indicating a net annual rent of
£38,000. A yield of 8% has been assurmed leading to a capitalised value of £415,147 once
a 12-month void period has been included within the appraisal. The rental value is based

on advice provided by Caxton's Chartered Surveyors that suggest an asking rent of

Deyer Dist ot Councl - Eastry Nosaital - Viak:lity Review 0SP1A2110 1a
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£10{sq.ft. this figure has been included within the development appraisal and in our
oginion is not an unreasonable assumption based on our own research using Co-Star
property research database. The same is true of the yield assumgptions.

What is very clear is that the office / non-residential accommeodation is having a
negative impact on developrment viability in that the cost of development is, as set out

in the development appraisal, significantly higher than the revenue received.

Developrant Costs, Contingencics & Fees
Build costs for the development have been based on cost advice and quotes obtained

between 2011 and 2014. As noted previously in this review report, the data is now
increasingly historic and it is difficult to know how much reliance to place on it at this
stage. Ideally the build cost information would have been updated to the date of the
viability assessment at the very least {notwithstanding our overall comments about the
timing of the viahility assassment).

Budeetary advice was provided in 2011 by Coombs, presumably the principal contractor
far the applicant in this case and indicates build eosts of £10,603,784. A separate single
page quote from lenner building contractors provides an estimate / indicative costs for
the refurbishment and conversion of the existing listed buildings and Tewkesbury House
of £1,837,500 (dated March 2014).

In setting out the costs within the development appraisal, Montagy Evans state:

‘In terms of build cost, the conversion of the listed buildings has been fooked ot in detoif
mare recently than the remainder of the Scheme, which was considered in detaif in 2011
ond 2012 in refation to the 2010 application opproved by committee, but
unimplemented due to Section 106 requirernents. We are advised that @ consensus as to
build cost was reached with OVS ot the time, ond this has been updated b],r Runnymede’s

in house construction tearn to current, 2015 prices.

Cver the period 2011 to 2015 construction costs hove increased significantly, porticulorty
in the South-East os the property market ond economy has recovered. According to BCIS,
the alfl in Tender Price Index increased by almost 18% over the period, albeit thor the
level of increase in the residential sector, porticularfy in the South-Cast, has been

substantiafly higher at somea 27.50% {medion cost - housing, mixed developmernts).

Caovee District Coenal - Eastry Haspital - Viability Review D3P164110 11
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Based on these calculations, we Rove adepted o total cost of developing the Scheme of
just under £13,850.000, which is equivalent to £141 per 5q. ft. overall. In terms of a
breakdown this reflects the following;

» listed building ond Tewkesbury House - £1,930,000 (Jenner estimate plus 5%
inflation derfved from BCIS TPI) which is equivalent to £168.66 per sq. ft. overalf,
including non-recaverabfe VAT and

s MNew build costs based on an average cost of £137.28 per sq. ft. totaling just over
£11.90m.

It should be noted that these costs fnclude ofl estate roods and site services

infrastructure’.

We have not been party to any discussions that the applicant may have had with the
DVS during previous negotiations on the level of S106 costs for a previous application.
We note {and accept} the commentary on the build cest inflation over the pericd
between 2011/12 and the date of the Montagu Evans {2015} letter as well as the
assumed uplift in costs from the date of the lenner indicative cost estimate. We note
however that no evidence has been supplied to show the costs as updated by
Runnymede’s in house construction team in relation to the main new-build construction

costs.

In order to provide a high level comparison, we have reviewed the RICS Building Cost
Information Service {BCIS) database re-based for a Dover location factor and updated to
current day rates. The data indicates that for housing, mixed developments median
build costs are in the region of £1,236/m’ [E115/sq.ft.). To allow comparison with the
new build costs indicated above we would also need to make an allowance for external
works {typically 10% - 20% of base build costs) and contingencies (typically 2-5% for new
build; more for conversion / refurbishment). Allowing 15% for external works and 3%
contingencies would lead to an overall build cost for comparison of approximately
£1,464/m* (£136/sq.ft.). These are the costs as at the current time, not a camparison
with May 2015. We are therefore of the opinion that along with updated sales values,
the new build costs set aut in the development appraisats would be broadly acceptable

today.

For tha refurbishment and conversion of the existing buildings, it is difficult to anatyse

the costs by unit type as the costs are not broken down in that way but at a high level,

Jover [istrict Council - Zastey Hospita: - Wianility Seview DRPI6401D0 12
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the BCIS data indicates base build costs of £1,270/m?; £906/m? for offices. Even allowng
for extarnal works and contingencies these costs are obviously lower than those
assumed withir the development appraisals. However, given that they are based on a
costs estimate (albeit indicative) we would need to accept those at this stage — as a
current date allowance for build costs.

3.1.24 The viability submission and development appraisals also include an allowance of 10%
for professional fees. This assumption appears within typical parameters in our
experience.

Cost Assurnptions — Section 106 Payments / Planning Obligations

3.1.25 The viability assessment allows for no affordable housing, CIL or other specifically
raquested 5106 payments. The Council would need to be clear on the planning
obligations reguirements and whether thaose were required to mitigate the impact of
the development and are comgliant with CIL Regulation 122 being (a) necassary to make
the development acceptable in planning terms; {b) directly refated to the developrment;
and (c) fairly and reasonably related in scale and kind to the development. We would
assume, if any and regardless of the wiability exercise, that without meeting those
requirements the scheme would not be acceptable in-planning terms? Equally, of course
from the Council’s perspective it must ensure that it in requesting any contributions it
dees not fall foul of the pooling restrictions by entaering inte S or more s106 obligations
for the same type of infrastructure (backdated to April 2010},

Cost Assumptions — Agent’s. Marketing & Legal Fees
3.1.26 The viability assessment has assumed marketing costs of £44,000, agent’s fees on sale of

1.5%, legal fees on sale of 0.75% and purchaser’s costs an the nen-residential units at
5.8%. Overall these cost additions are not untypical and we would not query those
furthar.

Develapment Timings & Development Finance

3.1.27 Finance costs have been assumad based on debt finance rate 5.5% p.a. with no credit
intarest rate {assuming 100% debt funding over the whole development period). No
aliowance for other finance related fees has been made.

3.1.28 The interast rate is the cost of funds to the scheme developer; it is appliad to the net
cumulative negative cash balance each month on the scheme as a whole. According to
the HCA in its notes to its Development Appraisal Tool (DAT) ‘The rote applied will

Dover Cistrict Cauncil — Eastry Hospital - Vianility Review D3PTE4210 . 13
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depend on the developer, the perceived scheme risk, ond the state of the financial
maorkets. There is also a credit interest rate, which is appfied should the curnulative
month end bolance be positive. As o developer normaily hos other varighle borrowings
(such os on overdraft), or other investment opportunities, then the volue of credit
balances in reducing overoll finance charges is generally the same as the debit interest
chorge. A zero rate of credit interest is not generolly plousible, and wifl generate

significantly erroneous results in a fong term scheme’.

RICS also points out that it is often the case that schemes are modelled at current costs
& values i.e. ignaring inflation {as is the case here). In this case RICS Financial Viability in
planning paper states in appendix D 4.5 *... current values and costs should be used
together with a net of inflation finance rate. Such a net of inflation rate would be much

fower thon o bank rate fwhich naturally includes inflation expectations)'.

As a package, the overall finance cost does not look unteascnable in our experience

given that other finance costs are not included separately.

Development timings indicate an overall project timescale of 30 months to develop and

sall the scheme with an 18-month construction and overlapping 18 month sales period.

The overall scheme period does not appear unreasonable in our opinion however we
have noticed that the fand payment is included at September 2007 {£1.7m} with the
‘overage’ release payment inciuded at March 2014. This is affactively attributing a
holding cost to the appraisal and would not normally be included (i.e. it increases the
period over which interest is charged and as such leads to a worsening viability picture).
RICS Guidance (Financial Viability in Planning) makes it clear that ‘The site will be valued
at the date of assessment. Holding costs attributable to the purchase of the site should,
therefore, not normafly be allowed, as the Site Value will be updated'. It s therefore our
opinion that whatever site values is attributed, this should be included at the date of the
appraisal. In the case of the appraisal submitted that would be May 2015 with all other
construction / sales dates following on from that including a reasonable alowance for
pre-commencement planning. As we have updated both sales valuas and build costs to
the current date in carrying out this review we have also adjusted the project timings to
include bringing the land cost payment to the current date, allowing a 6-month laad-in
period, 18-month construction and 18 month sales pericd. We note that in the
submitted appraisal the sales appear to occur in one lump sum at the start of the sales
period with construction continuing beyond the sales period. This does not appear
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correct and again we have made alterations in our versicn of the applicant’s

DixonSearle

Fartniership

development appraisal. Making the timing changes alone {before any adjustment to
sales values / ground rents or land value assumption} leads to an improved output of
15.79% on cast and above the stated minimum benchmark profit level (see discussion
befow).

Ceveloper’s risk reward — profit

3.1.33 In this case the level of developer prefit is indicated as an output of the appraisal

procass. The Montagu Evans letter states

‘In the case of residential development scheres, the market generally considers that o
“viable” scheme is one that generates o profit as o return on alf cost of at least 15%. This
minimum benchmark applies to what the market perceives as relatively straightforward
developments, notably greenfield. in respect of more complicated development
situgtions; for example, invalving the refurbishment of listed buildings (where the cosis
of conversion are difficult to estimate); brownfield developments fwhere there may be
additional casts associoted with the previous use of the site); or in locations whare the
scheme is of o significant size in a imited muarket; the level of profit reguired would be in

excess of the minimum level of 15% profit on cost.

Based on these industey "typical” benchmorks if o scheme is likely to generate a profit
that is below o benchmork of 15% of overall development costs, then that scheme is
considered by the market to be financiolly unvioble on any basis and is uniikely to be
brought forward. On the contrary, where the viability of a scheme is in excess of these
benchimark levels the surplus “odditionof” profit is notionally avaifable to fund Sectian

166 and aoffordabie housing cbligations ug to a policy compliont fevel

However, for a scheme such as the development of Eustry Hospital to be considered
vioble, I am of the opinion thot the minimum profit that the market would require would
be higher in order ta reflect the various additional construction and rmarket risks to
which the project is subject {listed building, brownfield site and fimited local morket with
an extended safes period). To reflect these risks | consider thot the minimum level of
profit that would be required to render the development of the site viable is of the order
of 17.50% to 20.00% return on cost”.
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3.1.34 The level of profit assumed viable is a matter of debate and there are no rules about

what can be consigerad acceptable; case faw as well as our own significant experience
of recent site specific schemes suggests a significant range. We would however
comment that the overall approach to the profit level does not appear unreasonable in

aur gpinion in relation to this particular site and lecation. For the purposes of carrying

out this review and associated sensitivity testing we have assumed a benchmark of 15%
-17.5% on cost.
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Summary & Overview of Findings

4.1.1

41.2

4.1.3

4.1.4

4.1.5

4.1.6

Our review of the submitted information leads us to concluda that 2 number of the
assumpticns used in the submitted viability information and associated appraisals

appear reasanable.

There are we think difficulties in being asked to review a viability submission that is
historic both in terms of the date of the submission and even more so in terms of the
evidence used to support the submission. We have however attempted to review as
factually as possible and updated the submitted development appraisal both in

terms of timings and assumptions where we feel those should be updated / altered.

In summary, the areas that have been updated include the overall development
programme and in particular the timing of the land payment and subsequent
cverage release payment. In our apinion, the site value, where an input assumption
{rather than a residual output} should equate to the site valug at the date of the
appraisal for reasons explained above, Equally we are of the opinion that the sales
values and development costs should be updated to the current date and so have
increased sales values by 10% in line with average house price inflation within Daver
and suggested that the build costs utilised could, at this stage, be considered current
for the purposes of this exercise. We have also included an allowance for ground

rental income for the 22 flats included within the scheme,

The net result of those changes is to increase the profit on cost to 27.9% compared

to a profit on cost of 12.82% as presented within the submittad viability assessment.

In order to test the impact of the additional profit we have run a further test
appraisal that, through iteration, includes a sum representative of the affordable
housing / 5106 package that could potentizlly be secured whilst rmaintaining eithar
13% profit on cost or 17.5% profit on cost. The development appraisals [DSPv1 —
base updated; DSPv2 15% profit on cost and DSPv3 17.5% profit on cost) are
appended to the rear of this review report.

Assuming a 15% profit on cest, a surplus of approximately £1.85m is created.

Assuming a 17.5% profit on cost benchmark, a surplus of approxirmately £1.485m is
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4.1.7

4.1.8

419

MxonSearle
Partnership

created. This sum could theoretically be diverted inte previding on-site affordable

housing and / or other 5106 reguirements.

Of course, no viability appraisal or review can accurately reflect costs and values
until a scheme is built and sold - this is the nature of the viability review process. In
this sense the applicant and their agents are in a similar positicn to us in estimating
positions moving forward — it is not an exact science by any means, and we find that

opinions will usually vary.

We also need to be clear that the above is based on making adjustments to key
assumptions, as described within this report and also subject to any views tha
applicant may have on this. Any agreed affordable housing either via a financial

contribution or on-site will need to be agreed based on updated full appraisals.

OSP will be happy to advise further as required.

Review report ends
October 2018

Carrigd put by: Reb Searle BSc (Hans) MSc CEHM
Checked by: Richard Dixon B5 [Hans) MRICS CIHW
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Appendix [

D5SP Versions of Applicant Submitted Development Appraisal
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Eastry Hospital - Revised June 2015
Runnymede Scheme (0% affordable)
Fixed Land Cost plus Overage @ £400k

Development Appraisal
Dixon Searle Partnership
October 16, 2016



DIXON SEARLE PARTNERSHIP|
Eestry Hoapital - Ravisad Juna 2015

Runnymede Schems (X atfordable)

Fluad Land Cost plus Overage & E400K

Summrary Apgwaisal for Phesa 1

Currency in £
REVEMUE
Zales Yawation Unity i Rate it UnkFrice  Gross Sales
Priveria Lirils # BETTS 25621 247,041 22.233,544
Lisked Building i Tike 181,35 135,184 1,251,564
Totals R[] FEWCTT] 23,585,535
Rantal Area Summary Inltiat NetRent  Initial
Lnits 1 Rats i MRVILing Ak Saky MRy
Cornriarzial 1 %800 10.00 33,000 Q00 38000
Inwesirnani Valuation
Conamarcial
Markal Renl 33,000 TP @ 8 0% 12 500q
P Syrs @ LRt ik R0 23TE1G
GROSE DEVELIPMENT WALLE FERFa R
Purchaser's Coss TR
13,752}
NET QEVELOPMENT YALUE 23,609,372
Additiones Rwvenus
Ground Fant moome 1020
180,002
MET REALISATION 3%, B, 372
DUTLAT

Thig appraisal raponl Soes not coreabiiuia 3 borml wahasgion.

Projec:. 164110 - Easlry Hagpilal redavakyirenl\i B41 1E -Easlry [He aMerdstis unes FROFIT) . DSP + 1w
i

ARGUS Davelaper Veddin: 7.50.001 Deta: 16-0ct-16




APPRAISAL SUMMARY

Eastry Haspital - Revised June 2015
Runnymade Scharr (1% affardabla)
Fixed Land Cost plus Ovarage & E400%

ACQLNSTTON GOSTS
Fized Frica

Slamp Duty
Towir PHEArENG

Qther Acquinkition
Qther Acquitilion

CCHETELICTION COSTS
Congtructian
Commaial
Priwaba Linils
Leted Bukding
Tatals

PROFESSHINAL FEES
Archibact

WARKETING & LETTING
harkmiirg

GISFOSAL FEES
Sales Agard Fen
Sales Lagel Fee

FriaMCE

DIXON SEARLE PARTNERSHIP|

A 00

# Rata ft*
43TAR 1E9EEpP
BE7TAN 13 28 pP

T.0a5 168486 pP
96, 22 n*

1000

1.50%

0.7E%

Debt Ree 6.500%, Gredit Rabe 30003 (Nominaly

Lend
Caorsluclion
Tatal Financa Cosk

TOTAL CU5STS

1 TTHL R

GB.£30
25,040

40,000

Coat
733,393
11,912,021
1,191 583
13,547 00A

+, 384,500

44,000

333,208
106,543

Mo dan
T A6

Thia appraksal raport does not canstitube & formal valuebion,

1,770,000

RO

4000

13,642 35

1,384,300

+.000

495,547

28,3014

18 B2, 581

Primact 15414 [ - Easiry Hasprat radewslopmant, 154 14 £ -Eaatry (Ne atordable unde PR

ARGLS Deweloper Versian: T.50.001

O T) - Q5P vl wots

Dane: 16-0sl-16




APPRAISAL SUMMARY DIXOM SEARLE PARTNERSHIP|
Eantry Hoaplitsl - Revissd June 2015

Runnymede 3chema (7% affordabla)
Fied Land Cost phus Owgrage ) 400
PROQFIT
5,216,511

Parfarmance Maasmsy

Profiton Costha EER- AL

Prafit en S0v4% 1.80%

153 18.43%

This appraisal repart does not constitte a formal valuation

FProect 184110 - Eastry Hosprst moessioprmanl] 3411E Lasny jMo affardable unils PROFIT, - DSF 1 wofx

ARGUS Deelgper Versign: 750001 -4 Qo 18-Cct- 18




SEMSITIVITY AMALY SIS REFOR

DIXOM SEARLE PARTNERSHI
Eastry Hospital - Ravised Jura 2015

Runnymeda Schan (0% afordable}
Flued Land Coat plua Cverage & £400K

Bansitivity Analysis resuhls are net availabla.
Click the Analygis Rezults tab, then print the raport.

This eppraisal meort doas nol soostitube 4 formal valuation,

ARGUS Bevalepar Warawa- 7 50.001

Report Oxe: 16-0cl-1E



Eastry Hospital - Revised June 2015
Runnymede Scheme (0% affordable)
Fixed Land Cost plus Overage @ £400k

Development Appraisal
Dixon Searde Partnership
Qctober 16, 2016




APPRAISAL SUMMARY THXON SEARLE PARTNERSHIP|
Eaatry Hospital - Revizsd Juna 2015

Runnymede Sched (0% affordabe)

Fied Land Cost phis Overage & E400K

Summary Appralsal or Phasn 1

Cwmency in E
REVEMVUE
Salas Wakuation Lingta i Raie M*  UnH Price  Grosa Sales
Private Linas ¥ 2ETTH 3621 24vial 22253 B3
Lisied Building il TS 11,58 135,189 1,351
Tolalx 100 23,844 23,585,535
Ranlal Arga Summary Inlgial NetFent  Inirial
Units i Rabs fit* MRV Init 21 Soke MRY
Cammercal 1 3,800 1000 34000 aand 000
Inweatmant Yaluatian
Tormmencial
Markat Fant 35000 TP 8 000)% 12.5600
P Dyra i LR uik ) 05002 2T B1G
GRO4S DEVELOPMENT VALLE 28521158
Pulchasars Gosls 1A TED)
+13,782)
HET DEVELUPMEMNT ¥ALLIE 23,808,372
Additianal Ravamesg
Gieund Feri Ingome 100300
100,008
NET REALISATION 23,308,372

CHITLAY

This appraisal raport does not conatliute a formal valuation

Prajoct: 184210 - Easiry Haspilal redevalspmeniviBd] 1E -Easly [N afterdabla wils PROFLT: - DSF »2 15% Polzwofy

ARGHS Oevaloper Warsion: T 5000 -2 Bata; 16-Cht-16




APPRAISAL SUMMARY

DIXON SEARLE PARTHNERSHIF

Eaniry Hoaphtal - Ravisad June 2015
Runnymade S¢harma (0% affordabila)
Flesd Lang Cost plus Ovarage i £400k

ACCHANSITION COSTS
Fiked Price:

Stamp Chaty
Tomm Plagnning

Qther Acquisibion
Qiner Acquallon

CONSTRUCTION COSTS
Construction
Commaearncial
Priveng Linies
Lisked Builthng
Torkaly

SlalularlA
PROFEISEHIMAL FEES
ArchRitess
MARKETING & LETTING
Markaiing
DIEPOSAL FEES
Galas Apent Fea
Lalas Legal Fae

FINANCE

® Bate i
AATERE ASHEG
SEFTSE AT A
ZOAGE 184S pe

1C.00%

1.50%
q75%

Crabar Red B.500%, Credit R 3 00% (Mominal)

Land
Contirctisd
Taolal Firance Cost

1,700

)
25008

400,000

Loat
T335,383
11,513,021

1,191,563
13,642 90

1,830,000

1,584,450

4,000

s
166 k43

367,105
aEGRe2

Thi# appesisal report dogs not constihile & fomet valustioe

1,700,000

93,00

400,000

13,842 9

1,850 500

1,30 300

+4,000

459,947

Q47 7at

Propgct. 164110 - Eairy Hospilal redeesiopmenliB411E Eaal
ARGUS Developes Veraion: 7.50.001

iy {Ma affordaila units PROFIT) - D5P w2 15% PaC.wefx
N

Dade: 16-0Ocl-18




APPRAISAL SUMMARY DIXON SEARLE PARTNERSHIF|
Eastry Hosgital - Ravisad Jua 2015

Runpymada Schame (0% affordabla)

Flaad Land Coat plus Cvaraga & E400k

TOTAL COETS 20,762,031
FROFIT
E147 341
Parformance Maasune
Profil on Comi ¥ 15 16%
Prodil on GICAS, 1221%
IRR 2285%

This apprais nipenl doss (ot ool a termal vakeation,

Project 184110 - Eaatry Hospital mdamlopnent 15411 E -Eastry (Mo atardabe unse PROFIT) - D2P vz 15% Pol wih
BRIGS Deuloper Veralon: 750 Y -a- Care: 16-0c1- 14




SENSITIVITY ANALYSIS REPOR ‘DIXON EEARLEPAH'I.'HERSHM

Eastry Hosplil - Revised Jung 2015
Rurnmymede Schema (0% affordabie)
Flxed Lard Coat plus Cverags & E40G0k

Sensitivity Analysig results are not available.
Click the Analysis Results tab, then print the report.

This appraiaal rapot doas nat constinete a fonmal veduation.

Frapct: 16411 € -Eaairy (Mo Fartabe unis PROFIT) - DSP «2 15% Polaes T T T
ARGLS Deweloper Wersign: T.50 001 _5-

Reparl Cate. 25-01-16




Eastry Hospital - Revised June 2015
Runnymede Scheme (0% affordable)
Fixed Land Cost plus Overage @ £400k

Development Appraisal
Dixan Searle Partnership
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APPRAISAL SUMMARY

DEXON SEARLE FPARTNERSHIP

Eastry Hospital - Revited Juna 2015
Ry mads Sehiems (% affordable)

Flwed Land Goat plua Overaga @ 400k

Fummary Apprakaal for Fhasa 1

Curmancy in €
REEVENLIE
Zales Yaluation Linia
Privahg Units. =11}
Listad Bunkding a0
Tolals 1H
Aartal Ares Summary
LimH
Commertisl 1
|meaBtmat Waluation
Gy ciai
Merhat Rent 38,000
GRO%S DEVELOPMENT YALUE

Furchasars Coals

MET DEVELUPMENT YALUE
Addiend Riranus

Grourvd Rert Ineone
NET REALISATION

OUTLAY

[ig Ramftt  Linll Price
Bg, 775 25621 247041
TS5 184 35 135,380
T

Initled
Ly Raw ftt MRV
A5 10840 8,600
¥R g B0 12.5000
P Byrs ) [T 0802
23,823,154

12,782)
[13,Faz
23,804,972

100,000
TH), K0
23009 312

Thit appraigal repert dogs not constitube A formal valuation.

Groas Salys
22,235,615

1,351 858

23,588,613
MHet Bant

atZaly
8,000

23618

haltlal
MRY
o0

Prejadd: 184110 - Eastry Hespital regavaloamariicd 1E  Easiry (Mo affardabie unis PROFIT) - BSP w3 17 5% Pol woh

ARGLS Daveloper Wersion : 750 (01

.2

Date 16-0cl-26




APPRAISAL SUMMARY DIXON SEARLE PARTNERSHIP|
Eastry Hosphal - Ravised Juns 2015
Runnymade Schema (0% afferdabhe)
Fixed Land Cost plus Overage § £A00k
ACQUIATION COSTS
Fized Frica 1. TTH00
1,770,000
Slamp Duty 4 0% GE.0
Tewart FlARCeY 25,000
92,400
[Hhar Acquisdtion
khar Acouisiion 0. 00
40,004
CONSTRUCTION COSTS
Gt o " Rawe 1t Coal
Crmimencal 43731 1BAGE P 738.243
Privxe Linits 85, TrE v apt 1U3EDN
Lisbed Evldmg 7065 1T D B pf 1,191,583
Tatals B8, 222 T 13,642,958 13,042,008
ranaory'La 1,484,005
1480000
PROFESSHINAL FEES
A hifges 000 1 3&d, 20
1,304,300
MARKETING & LETTING
Marknlirsy &, 000
4 00
DISPOSAL FEES
Sales Agenl Faa 1,800 3%3,208
Sales Legal Fea 0. 75% 164,840
4,547
FINAMCE
Dabil Alala §.500%, Crade Rale 0,000%, [Hariral)
Lard w2 BES
Consiuctan 50,7
Toded F.narce Gl 902 4493
This apprsinak repan doas rot congtiite & formal valuation.
Praject: 164110 - Eaalry Hospital redevaleprenlii B411E Easiry (No alfordable nitg PROFIT] - DEP v3 17 5% Pol welx
BRGUS Dmelopes Varsion: 7 50 001 - Ciata: 16-Ckct-18




AFPRAISAL SUMMARY

DIXON SEARLE PARTNERSHIP|

Eastry Hospltal - Revissed Junk 2015
Runmymecs Schems (0% affordable)
Flxad Land Cost phus Ovecage £ £400k
TOTAL COSTS
FROFIT
Parfarrmince Measures
Prof on Cost% 1T 51%
Proft on GOWY 1495%

L33 FELAL

This apprainsl repirt doas i conalitula a farmal v,

20,348,603

3.5d2,6T3

Progece. 164110 - Eatiry Hospital redeveioperanlil 5411E «Easiny 1Mo aftordakls umts FROF

ARGUS Developey Verkion: T.50,001

-4

T} - DFP w2 17 5% Pol wots

Dale: 160418




SENSITIVITY ANALYSIS REPOR DIXON SEARLE PARTNERSHIP|

Eaatry Hospilal - Ravisad June 2015
Rurimymede Schiema (0% affordable)
Fikgd Land Cost plus Cuerage ) £400K

Sensitivity Analysis ragults are nat available.
Click the Analysis Results tab, then print the raport.

This appraisal report dogs nat canstitvte 2 formal valusten.
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