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SOUTH OXHEY - REDEVELOPMENT VIABILITY
1.0 Introduction
1.1 Lambert Smith Hampton (LSH) has been working alongside Terence O’Rourke (ToR) and others providing advice to the Council during the stakeholder and community engagement process. 
1.2 It is imperative that any scheme put forward for consideration by the Council must include a viability assessment. A separate report will cover matters associated with a refurbishment option, this advice relates to the comprehensive redevelopment option (known as scheme ‘F’) produced by ToR. 
1.3 In this summary report, we will:

· Provide an outline of the scheme outputs 

· Identify implications associated with the scheme
· Advise on the key matters necessary to deliver the scheme

· Review the costs, benefits and risks associated with the scheme.

2.0 Outline of scheme outputs
a. It should be noted that the scheme has evolved during the consultation process. The main blocks have not changed but the space between them has enlarged with improvements to design and visibility. 
b. The ToR scheme represents an indicative layout only. The quantum and form of units and the parking and servicing arrangements have not yet been fully worked through. The eventual scheme will result from further work outlined below, informed by the requirements of the main occupiers and harnessing the developers experience working in ‘partnership’ with the Council.
c. The scheme includes a supermarket of approximately 3,250sqm located in the northern block with other retail units comprising a total of 1,500sqm alongside. Residential flats will be located above. The southern block focuses on community uses again with residential over. The total area for community uses etc, amounts to 4,200sqm. It is envisaged that there will be approximately 160 one and two bed flats for sale and social rent in total within the central area. 
d. The Station Approach area will provide new smaller units totalling about 500sqm, with an enhanced public realm leading to the railway station and Carpenders Park.
e. Other nearby sites will be developed as a mix of housing and flats providing potentially a further 220 units.
3.0.
Implications associated with the scheme.
a) This scheme involves the comprehensive redevelopment of the existing shopping centre and the residential units above, the units at Station Approach, the community facilities on Oxhey Drive and the mixed uses in the Henbury Way / Bridlington Road sector. 
b) Services and a minimum convenience shopping offer must be maintained throughout the redevelopment programme. 
c) A major project of this nature, that can transform one of the most deprived wards in the south east, comes at a cost. Principally, this involves some difficult decisions requiring long-term commitment and allocation of resources. 
d) Thrive Homes will need to be fully engaged in identifying existing residential tenants needs, managing the decanting strategy and cooperating with the Council and their development partner.

e) The difficult decision is to accept that the centre of South Oxhey cannot remain as it is and fundamental change is required. ToR has advised the consultation process resulted in an overwhelming desire to see major change. However, the implications of change have only been implied, it is now necessary to be explicit so members can make informed decisions. 

f) The Council’s estate management policy has been focused on maintaining maximum occupancy of the shop units. This has proved very successful over the years with very few empty shop units. However, this comes at a cost, namely rent levels which are much lower than would otherwise be expected in a district centre serving a community the size of South Oxhey. Existing rents range from £4 to £15 per square foot with the average at less than £7psf.
g)  By way of comparison the older style shops with residential over on St Albans Road north of Watford, achieve rents of more than £17psf. These operate in a much more competitive situation with a very large ASDA and Sainsbury’s in relatively close proximity. 

h) Having regard to the above, we would expect new build shop units that serve a substantial local market, with little major competition, should be capable of achieving rents of the order of £18psf to £20psf, which equates to 25% uplift on the highest current passing rents.
4.0
The key matters for the Council are:
a) The Council will move from an owner and manager of the shopping centre to a facilitator for change enabling others to build and manage a new facility within a Council defined framework.

b) The scheme will need to be self-financing with limited direct financial input from the Council. 

c) The Council’s exposure to risk must be minimised at the earliest opportunity.

4.1
The main consequences of the above include:
a) The Council will need to procure an experienced development partner to take on the responsibility of developing the scheme concept to a deliverable solution that satisfies the community and Council’s aspirations.
b) In a no grant scheme world the Council will need to forego the current gross rental income from the shops of more than £500k per annum. In addition, the potential capital receipts from residential sites may need to be included as part of the overall scheme to produce a viable and feasible solution. 
c) There will be fewer shops, with higher rents that reflect market rates. 
d) A requirement for a long-term management plan and accompanying service charge regime to maintain a sustainable quality offer.

e) The affordable housing provision will be limited to replacement accommodation for directly affected residents only. This will be less than required by policy, but as referred to by ToR, this will help redress the imbalance in South Oxhey.
f) The need to invoke Compulsory Purchase Powers to ensure timely land assembly and to protect affected parties rights.
4.2
 The key implications are to:

a) Undertake more detailed surveys and investigations, including ‘soft market testing’ with major occupiers, to determine their interest in representation in the scheme and therefore viability of the scheme.
b) Ensure the potential to develop the scheme by making representations as part of the Council’s Site Allocation DPD. 
c) Develop a decanting and phasing strategy incorporating mitigation measures to manage residential relocation, limit disruption to community services and assist businesses to relocate in developing a sustainable solution that satisfies community requirements. 
d) Identify a solution to relocate existing Thrive Homes tenants’ to appropriate alternative accommodation.

e) Identify a sustainable solution to relocate existing businesses. 
The Council will not be able to secure a development partner for a scheme that satisfies short-term need without financial assurances for the long term. This is not possible in the light of ever growing pressures on retailing. 
An alternative solution may be possible to satisfy some existing occupiers. However, this will not be possible or suitable for all; therefore, there will be businesses to be compensated on the basis of extinguishment.
f) Identify and agree the strategy to procure a development partner.

4.3
Having regard to the above, 
The proposed scheme will need to be a phased development over several years accommodating a decanting and relocation strategy enabling:-
a)
The provision of a temporary car park off Station Approach releasing the car park and garage block for residential development. 

b)
Working with Thrive Homes the residential occupiers above the northern block of shops would relocate to this development and elsewhere. 
c)
The southern section of the existing centre will need to continue to trade whilst the northern block is redeveloped. A decent living environment needs to be maintained for the residents above these shops.
d)
On completion of the redevelopment of the northern block retailers and residents from the southern block will be given the opportunity to relocate in to the new north block units.

e) 
The southern block will then be redeveloped to provide accommodation for the occupiers of premises on Oxhey Drive and Henbury Way with additional residential flats above.

f) 
The completion of this southern block releases the potential to redevelop Henbury Way and Oxhey Drive for housing and flats.
5.0
Review of costs, benefits and risks.
5.1
Traditionally, schemes of this nature have attracted significant grant from the HCA; spending reviews now mean grant assistance is very unlikely. Therefore, as mentioned at 4.1.b. above, the Council will need to include their land holdings at nil value initially foregoing substantial existing income and potential capital receipts in the prospect that they may obtain a return on this investment from the new scheme, though this cannot be assured. 

5.2
The Council has committed resources, including appointing external advisers, to this point. Further, and initially at risk, commitment will be required from the Council to fund the costs of progressing the scheme to the next stage. On appointing a development partner this expenditure can be recouped as legitimate development costs. The partner will then assume responsibility for the cost of delivering the scheme. 
5.3
In order to implement a comprehensive scheme the Council will need to use its CPO powers to assemble the land for redevelopment. The Council will seek to minimise these costs through early negotiations with affected parties as per 4.2.d. above, on the basis that claimants’ legal rights are protected.
5.4
We have undertaken a financial feasibility on the ToR design concept. There is limited detailed information at this stage required for a robust assessment. Notwithstanding, we believe the scheme has significant potential and, subject to confirmed requirements from major occupiers, we believe it will provide a substantial gross receipt. This receipt will be required to reimburse the costs of land assembly with what remains providing a return on the Councils investment.
5.5
We have not undertaken a formal risk review, but from our experience, we have identified several areas for consideration. 
5.5.1
There are always risks associated with any project, what is important is to establish and maintain a process to manage those risks. As far as this project is concerned the risk to the Council falls into two main areas. 
5.5.2
The first is in considering the need for a scheme. This focuses on managing community expectations. We are at the stage where a decision is required, informed by the technical findings and the consultation process, whether to proceed with one or other of the options or neither. A reasoned argument needs to be conveyed to the public closely followed by an indicative programme.
5.5.3
Secondly, are those risks associated with progressing the preferred option. We have identified three categories outlined below. 

a)
General matters. Often reviewed at an early stage in the development cycle. This includes defining the project and identifying the key influences on development and output requirements. There is no major issue at this early stage but linking with the Core Strategy to secure an appropriate planning designation is the most important.
b)
Financial implications. This is more involved and reflects the deliverability of the project. There are several areas of significant risk but all will be reviewed as part of scheme progression and the developer selection process thereby limiting risk to the Council. 

c)
External influences. These include political related matters, lack of community and other support and issues associated with securing an acceptable planning consent. The first two can be managed through continuing with the principle of pro-active engagement. Planning requires full and adequate preparatory work and a reasoned and justifiable proposal.
6.0 
Financial Review
As previously advised the scheme involves the acquisition and redevelopment of the existing centre along with properties off Henbury Way, Station Parade and Oxhey Drive. 
The proposed scheme comprises the following:

	Residential For Sale
	270 For Sale units
	Other Retail
	2,996sqm 

	Residential Affordable
	107 Social Rent units
	Pub/restaurant/A3 uses
	650sqm

	Supermarket
	3,251sqm supermarket
	Health Centre, library, offices, club, hall, offices
	1,997sqm 


6.1
Development Matters 

6.1.1
The development of a comprehensive scheme requires careful planning to ensure minimum disruption, the maximum relocation of existing business tenants and the maintenance of adequate local facilities. Residential occupiers will take priority in relocation, hence the first phase of development will help facilitate decanting of the north block residents. 
6.1.2
To accommodate these requirements we have assumed a phased programme; however, this prolongs the construction timetable of the full scheme to more than 6.5 years.
6.1.3
We have assumed a development partner will be procured via an OJEU process, such as the HCA model, to deliver the whole scheme. The selection process will seek comments from prospective development partners on the proposed scheme and how it might be improved. 
6.1.4
Key selection criteria of the partner will need to be identified, but capability, experience, availability of adequate finance and best financial proposal will be most important as will their approach to ‘partnership’ working.
6.1.5
In relation to this developers are:

i) Reluctant to build too many flats unless a substantial percentage have been pre-sold to a Registered Provider
ii) Open to the proposal to split the development between phases and delivery type so some elements could be on a contractor basis whilst others will be developer orientated, subject to funding risk. The former reduces costs and therefore results in improved receipt to the Council.
iii) Funding such a scheme is not an issue so long as the Council assumes responsibility for the cost of land assembly and includes their land in at nil value at the outset.
iv) Avoid the full OJEU competitive dialogue process as developers are very reluctant to consider bidding because of the high costs and management time involved.
v) Avoid Local Asset Backed Vehicle (LABV) or similar JV/SPV models for the same reasons.

6.1.6
During the stakeholder and public consultation process it became evident there was a need to satisfy employment opportunities in the area, a significant element of which is retaining as many existing traders as practicable. This cannot be accomplished through developing the scheme alone as there will be a limited number of new units developed to current retailer standards. Many existing businesses neither need this size or type of accommodation nor can they afford the rents that would be payable. 
6.1.7 To overcome this it might be possible to adapt the scheme to provide an indoor covered market which could satisfy many business needs. 
6.1.8 In addition, it might be possible to provide less expensive larger space units to retailers alongside other employment space, subject to planning consent and acquiring land from Network Rail forming the old, now overgrown car park.

6.2
Ascertaining Value

6.2.1
Lambert Smith Hampton (LSH) has undertaken a review of the scheme to ascertain its financial feasibility. This included researching the property market to assess the potential values that might apply to a mixed use scheme in South Oxhey. 
6.2.2
In the absence of a cost consultant, LSH reviewed industry standard build costs, BCIS, moderated with their knowledge of similar development schemes to ascertain the viability of the proposal. 
6.2.3
The appraisal excludes the value of the Council’s own property holdings. However, assuming mitigation opportunities to reduce compensation claims and the input from an experienced development partner we believe there is the potential for a substantial payment to the Council for its property holdings ‘invested’ in the scheme. 

6.2.4
A number of assumptions were included in our assessment:
i) No adverse ground conditions or contamination are present on site;

ii) No contribution is made to off-site highways, infrastructure works or services;

iii) The developable area of the site will not be restricted by covenants on title;

iv) Affordable Housing will be limited to the replacement of existing units

v) The s106 obligations in accordance with HCC’s model

vi) We have assumed a minimum standard of Code for Sustainable Homes Level 4 for residential units 

vii) A development and sales programme lasting 8.7 years

viii) Debit rate finance at 6.0% 

ix) We have assumed a developer’s profit on gross development value in line with schemes of a comparable nature 

x) We have excluded stamp duty as the residual land value is a gross figure and SDLT would be charged on the Net sum.

7.0
Summary
7.1
The proposed scheme involves the comprehensive redevelopment of an important district centre.

7.2
The need for change has been demonstrated and is supported by the community

7.3
Planning for change will be a fundamental component of assuring a successful outcome and the management of risk

7.4
This proposal has major consequences for numerous residential occupiers, businesses and community service providers 

Potential occupiers and affected parties need to be engaged to identify and manage opportunities and issues, to maintain momentum and, more closely define viable scheme outputs and outcomes.

7.5
The Council will need to:- 

a)
Fund further preparatory work, at risk, to a point where a development partner can be selected when costs can be capitalised as part of the scheme. 

b)
Commit to the principle of using CPO powers and underwrite the cost of land assembly.

c)
Include its current land and properties at nil value as the price to pay to secure the transformational change South Oxhey needs. Future capital receipts from the developer will need to be applied to offset the cost of land assembly. Surplus receipts are possible but cannot be assured at this stage.

d)
Explore external funding opportunities with HCA and others
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