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1 Introduction
BNP Paribas Real Estate has been commissioned by the Greater London
Authority (‘the GLA’) to advise on an affordable housing viability assessment
submitted in May 2012 by Jones Lang LaSalle (‘JLL’), on behalf of L&Q (‘the
Applicant’) in relation to its proposed redevelopment (‘the Development’) of the
former Walthamstow Stadium site (‘the Site’).
This report provides an independent assessment of JLL’s assessment to
establish whether the Development is providing the optimum quantum and mix
of affordable housing alongside other Section 106 contributions and Mayoral
CIL.

1.1

BNP Paribas Real Estate

BNP Paribas Real Estate is a leading firm of chartered surveyors, town planning
and international property consultants. The practice offers an integrated service
from fourteen offices within the United Kingdom and over sixty offices in key
commercial centres in Europe, the United States of America and the Asian and
Pacific regions.
BNP Paribas Real Estate has a wide ranging client base, acting for international
companies and individuals, banks and financial institutions, private companies,
public sector corporations, government departments, local authorities and
registered social landlords.
The full range of property services includes:
■
■
■
■
■
■
■
■

Planning and development consultancy;
Affordable housing consultancy;
Valuation and real estate appraisal;
Property investment;
Agency and Brokerage;
Property management;
Building and project consultancy; and
Corporate real estate consultancy.

This report has been prepared by Duncan Henderson MRICS, RICS Registered
Valuer, under the supervision of Anthony Lee MRICS MRTPI, RICS Registered
Valuer.
The Affordable Housing Consultancy of BNP Paribas Real Estate advises
landowners, developers, local authorities and registered social landlords
(‘RSLs’) on the provision of affordable housing.
In 2007 we were appointed by the GLA to review its Development Control
Toolkit Model (commonly referred to as the ‘Three Dragons’ model). This
review included testing the validity of the Three Dragons’ approach to
appraising the value of residential and mixed use developments; reviewing the
variables used in the model; and advising on areas that required amendment in
the re-worked toolkit. We were appointed again in 2011 by the GLA to review
the Three Dragons model and our recommendations to the GLA are being
considered.
Anthony Lee is a member of the RICS ‘Experts in Planning Service’ panel,
which was established in March 2009 to support the Planning Inspectorate on
major casework and local development plan work submitted for independent
examination. He has assisted the inspectors examining the economic viability of
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housing policies within the Core Strategies of Stockton Borough Council;
Hinckley and Bosworth Council; and East North Hants District Council.
In addition, we were recently retained by the Homes and Communities Agency
(‘HCA’) to advise on better management of procurement of affordable housing
through planning obligations.
The firm therefore has extensive experience of advising landowners,
developers, local authorities and RSLs on the value of affordable housing and
economically and socially sustainable residential developments.

1.2

Report structure

This report is structured as follows:
Section two provides a brief description of the Development;
Section three describes the methodology that has been adopted;
Section four reviews the assumptions adopted by JLL and, where necessary,
explains why alternative assumptions have been adopted in our appraisals;
Section five sets out the results of the appraisals;
Finally, in Section six, we draw conclusions from the analysis.

1.3

Disclaimer

The contents of this report do not constitute a valuation, in accordance with
Valuation Standards VS 1.1 of the RICS Valuation – Professional Standards –
Global and UK Edition (March 2012), and should not be relied upon as such.
This report is addressed to the GLA only and its contents should not be
reproduced in part or in full without our prior consent.
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2 Description of the Development
2.1

The Site

The Site currently accommodates the former Walthamstow Stadium; a
greyhound racing venue which operated until 2008. The Stadium closed for
financial reasons and was sold to the Applicant for redevelopment purposes.
There are two listed structures at the Site: The ‘Tote’ building at the front of the
Site and the dog kennels to the rear. The rest of the stadium structures remain
at present but will be demolished as part of any redevelopment.

2.2

The Development

The Development comprises 294 new homes and assorted community and
leisure facilities, including a leisure centre; crèche; gym; café; allotments;
skatepark and BMX deck; stadium sprint track; and climbing tower.
The following mix of residential dwellings is proposed:
Unit type

No. affordable

No. private

1 bed

10

27

2 bed

33

143

3 bed

20

27

4 bed

24

10

Total

87

207

We are informed that this equates to affordable housing provision of 30% of
dwellings; 35% of habitable rooms; and 34% of gross internal floor area (‘GIA’).
The affordable housing will be provided as Affordable Rent and Shared
Ownership, otherwise known as low cost home ownership (‘LCHO’). The
following mix of affordable dwellings is proposed:
1 bed

2 bed

3 bed

4 bed

Total

Affordable
Rent

1

15

11

24

51

LCHO

9

19

8

0

36

Total

10

34

19

24

87

%

11%

39%

22%

28%

100%

The non-residential accommodation will be provided within the following
buildings:
Non-residential building
Café
Tote building

GIA (sq ft)
1,378
17,631

Kennel building

3,100

Crèche

5,228

Total

27,337
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3 Methodology
JLL have undertaken their appraisals using Argus Developer (‘Argus’). Argus is
a commercially available development appraisal package in widespread use
throughout the industry. It has been accepted by a number of local planning
authorities for the purpose of viability assessments and has also been accepted
at planning appeals. Banks also consider Argus to be a reliable tool for secured
lending valuations. Further details can be accessed at
www.argussoftware.com.
Essentially, such models all work on a similar basis:
■
■

Firstly the value of the completed development is assessed.
Secondly the development costs are calculated, including either the profit
margin required or land costs (if, indeed, the land has already been
purchased).

The difference between the total development value and total costs equates to
either the profit (if the cost of land is known and has been included as a cost) or
the residual land value (‘RLV’). The model is normally set up to run over a
development period from the date of the commencement of the project until the
project completion, when the development has been constructed and is
occupied. The cash-flow approach allows the finance charges to be accurately
calculated over the development period. This approach can accommodate
more complex arrangements where a number of different uses are provided or
development is phased.
Adopting the residual land value approach the output of the appraisal is a RLV.
To assess viability the RLV is compared to an appropriate benchmark, often
considered to be the Current Use Value (‘CUV’) of the site plus, where
appropriate, a landowner’s premium. An Alternative Use Value (‘AUV’) may
also constitute a reasonable benchmark figure where it is considered to be
feasible in planning and commercial terms. GLA guidance and development
convention dictates that where a development proposal generates a RLV that is
higher than the benchmark, it can be assessed as financially viable and likely to
proceed. If the RLV generated by a development is lower than the benchmark,
clearly a landowner would sell the site for existing or alternative use or might
delay development until the RLV improves.
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4 Review of assumptions
In this section, we first review the assumptions adopted by JLL in their
appraisals of the Development.

4.1

Private sale residential values

JLL have valued each of the private sale residential dwellings reaching a total
GDV figure of £54,532,000, which equates to £320 per square foot.
We have undertaken market research into the local area and have found that
the values adopted by JLL can be regarded as being reasonable and
appropriate.
The following sales periods have been assumed by JLL:
Phase

Private resi units

Sales period
(months)

Sales per month

Phase 1

1

1

1

Phase 2

1

1

1

Phase 3

23

6

4

Phase 4

70

18

4

Phase 5

41

10

4

Phase 6

59

15

4

Phase 7

12

3

4

These are deemed to be reasonable assumptions.

4.2

Affordable housing values and Grant funding

For the Affordable Rent units the following rent levels have been adopted:
Unit type

Rent per week

1 bed flat

£129

2 bed 3 person flat

£145

2 bed 4 person flat

£147

3 bed flat / maisonette

£173

3 bed 4 person / 5 person house

£208

4 bed 6 person house

£205

4 bed 7 person house

£208

We assume that these rent levels have been agreed with the Council but would
be grateful to receive confirmation of this. It is also assumed that Grant of
£20,000 per Affordable Rent unit is received.
For the LCHO units it has been assumed that initial equity shares of between
35% and 50% are purchased. Rents on unsold equity are assumed to be
between 2.5% and 2.75%. Staircasing receipts are also included with up to a
maximum of 75% total equity being assumed to be sold.
We have undertaken our own appraisal of the affordable housing dwellings due
to be provided. Our appraisals indicate that the values adopted by JLL can be
regarded as being reasonable.
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JLL have assumed that 100% of the affordable housing revenue is received on
practical completion of the affordable dwellings. Given that in this instance the
Applicant will retain the affordable units within its own portfolio this is deemed to
be an appropriate assumption.

4.3

Ground rents

JLL have not included any revenue relating to the investment value of the
ground rents that are likely to be charged in relation to the private residential
dwellings. We have assumed that ground rents are charged at £200 per annum
for 1 bed private dwellings; £250 per annum for 2 bed private dwellings; £300
per annum for 3 bed private dwellings; and £350 per annum for 4 bed private
dwellings. This results in total annual revenue of £52,750. We have capitalised
this income at a yield of 5%, giving a total investment value of £1,055,000.
Purchaser’s costs have been deducted at 5.8%.
We have phased the receipt of this investment value to the end of the sales
period.

4.4

Community and leisure values

JLL have assumed that an annual rent of £45,000 per annum would be
achieved for the nursery, which equates to £8.61 per square foot (GIA). If one
assumes a gross to net ratio of 85% this equates to just over £10 per square
foot (NIA). The income has been capitalised at a 9% yield. These are not
deemed to be unreasonable assumptions. However, they result in a capital
value of £500,000 rather than the £465,171 figure included within JLL’s
appraisal. We have amended this in our appraisal.
The café’s GIA is reported to be 1,377 square foot. If one assumes a gross to
net ratio of 85% this equates to a NIA of 1,170 square foot. For the café, JLL
state that a rent of £7.00 per square foot has been assumed, which would result
in an annual income of £8,190. JLL also state that they have capitalised the
income at a 9% yield, which should result in a capital value in the region of
£90,000. The figure in JLL’s appraisal is £82,000, which appears to be too low
on the basis of these assumptions. We do not disagree with JLL’s valuation
assumptions but we have included the relevant details to provide an accurate
valuation in our appraisal.
We are informed that the Tote building will provide community sports and
leisure facilities. Facilities will include a multi-functional community sports
centre, a climbing wall area and a skateboard park to the upper car park deck.
The leisure facility provided in the Tote building will extend to 17,631 square
feet (GIA). JLL have assumed that the Tote building will command a value of
£1,471,931, which is equivalent to the construction costs. This equates to just
£83 per square foot. However, JLL advise that this facility will be run by the
community for the community as a Community Sports Trust. While people will
be charged to use the facilities it is expected that it will operate on a not-forprofit basis. On this basis we are unable to confirm that a higher level of
revenue should be assumed. However, we recommend that the GLA consider
how the continued use of this facility on the basis described above can be
secured.
The listed Kennels will be retained and restored to provide community pocket
allotments, potting sheds and community room and allotment shop. The
allotment shop is proposed to extend to be 3,100 sq ft. No revenue is assumed
to be received from this accommodation. JLL have advised that it is their
expectation that this shop will be run by allotment users on a not-for-profit basis.
Again, on this basis we are unable to confirm that any revenue should be
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included within the appraisal but recommend that the GLA consider how the
continued use of this facility on this basis can be secured.

4.5

Developer’s profit

Profit correlates closely with risk; as the risk of development has increased
markedly over the recent years banks now require schemes to achieve higher
profit levels to mitigate risk. While it is possible that this requirement for
increased profit levels may recede over time, this is unlikely to happen quickly.
This is because UK banks are heavily exposed to ‘toxic’ property loans, which
will take time to work through. This exposure both limits their appetite for new
lending to schemes that offer less than a very strong covenant and limits their
overall capacity to lend. In response to the higher levels of risk associated with
development in the current market, developers are typically targeting returns of
20% on GDV in relation to market elements of residential and mixed use
schemes.
JLL have applied profit of 20% on GDV to the market elements of the
Development. Initially no profit was assumed in relation to the affordable
housing elements of the Development, reflecting the fact that no sales risk
exists. However, it has subsequently been agreed that a market based
approach should be adopted and therefore a 6% return has been adopted in
relation to the affordable housing accommodation. These are deemed to be
reasonable assumptions.
(JLL have calculated a reduced profit on GDV requirement for each phase in
order to reflect 20% on GDV being applied to the market elements only. In our
appraisal we have zeroed this entry and have then entered an additional
manual input at 20% that is related to the market elements only. The impact
upon the appraisal outputs Is neutral.)

4.6

Internal overheads

JLL have included a 2% internal overheads allowance in relation to the private
residential dwellings and the LCHO dwellings. JLL suggest that this is based
upon evidence across the Applicant’s development portfolio, although no such
evidence is provided.
We would expect all internal overheads to be paid for out of the 20% developer
return. If an explicit allowance for internal overheads is to be included within the
appraisal we would apply an equivalent reduction in the level of return.
However, in the case of the LCHO units no developer return has been
assumed. We have therefore retained this allowance in relation to the LCHO
dwellings and removed it in relation to the private dwellings.

4.7

Build costs

The GLA have commissioned Synergy Construction & Property Consultants
LLP (‘Synergy’) to undertake an assessment of the construction costs that are
adopted within JLL’s appraisal. Synergy’s findings are appended to this report
at Appendix 1.
Synergy have concluded that only the following minor reductions should be
made to the cost plan:
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Item

Cost reduction

Correction of Block E facing brickwork rate

£ 29,900

Omit duplication of climbing wall allowance

£ 25,000

Prelims, overheads and profit and risk mark up (contingency)
on the above

£ 12,625

Omit prelims, overheads and profit and risk mark up
(contingency) on internal overheads

£ 75,000

Total

£142,525

Within Section 4.6 we explain that we do not consider it appropriate to apply an
internal overheads allowance in relation to the private residential GDV. The
removal of this allowance reduces the extent of the reduction in costs resulting
from the removal of prelims, overheads and profit and risk mark up
(contingency) in relation to internal overheads. We have incorporated these
cost reductions into our appraisal.
In addition to these reductions Synergy have identified £710,000 in additional
cost items. It has been agreed that these additional costs should be reflected
within the appraisal.

4.8

Professional fees

JLL have applied professional fees at 10%. This is deemed to be an
appropriate allowance that should be sufficient to account for all fees, including
planning fees.

4.9

Sinking fund endowment for listed buildings

JLL have highlighted that as the manager of the estate on completion of the
Development, the Applicant will incur ongoing maintenance costs in relation to
the listed buildings. However, no sinking fund allowance has been included
within the appraisal. The structures were listed prior to the Applicant
purchasing the Site and as such any anticipated ongoing maintenance costs
would have been known at the point of purchase and factored into the price
paid. As such it is deemed reasonable to make no additional allowance in this
regard.

4.10

Marketing costs and disposal fees

JLL have applied the following marketing costs and disposal fees:
■
■
■

Marketing at 2% of private residential GDV;
Sales agent fees at 1% of private residential GDV and the Tote Building
GDV; and
Sales legal fees at 0.5% of private residential GDV and the Tote Building
GDV.

On balance, we are comfortable with the above assumptions and the overall
allowance for marketing and disposal costs.
(It is noted that within JLL’s appraisal the sales agent fee for Phase 3 has been
applied to the Affordable Rent units rather than the private units. We have
amended this in our appraisal.)
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4.11

Interest

JLL have adopted a 7% interest rate within their appraisals. This is deemed to
be appropriate where no additional bank fees and costs are assumed (i.e.
where this is assumed to be an ‘all-in’ allowance).

4.12

Section 106 contributions and Mayoral CIL

JLL’s appraisals include the following Section 106 costs and Mayoral CIL
allowance:
Item

Contribution

Education

£1,046,170

Health

£ 354,046

Transport for London

£ 286,000

CPZ

£

Leisure

£2,000,000

Environment Agency

£

73,644

Section 278

£

46,400

Mayoral CIL

£ 282,000

Monitoring (5% of total inc. CIL)

£ 207,413

Total

£4,355,673

60,000

We are informed that the Section 106 contribution figures are agreed.
JLL have assumed that 100% of the financial planning obligations are paid at
the outset of the project, which has significant cash flow implications. It has
been agreed that this assumption should be amended slightly to reflect the
current discussions between the Applicant and the Council regarding the
phasing of these payments.
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5 Analysis
5.1

Benchmark land value

JLL have stated that they consider an appropriate benchmark land value for the
Site to be £7,000,000 based upon a land value of £1,000,000 per acre. This
land value is assessed by JLL to be appropriate having regard to a number of
comparable land transactions where sites have been purchased for the purpose
of developing residential led schemes.
Clearly this approach is flawed as it does not take account of the specific
circumstances of the Site and / or each of the comparables that have been
relied upon. For example, the subject Site accommodates a number of listed
structures, which are likely to detract from the site value as these will be
regarded as being a liability and a hindrance by a developer. JLL’s approach
pays no regard to this. It is also not known what levels of planning obligations
have been agreed at each of these comparable sites. Unless policy compliance
has been achieved in all instances it would be inappropriate to use these
comparables as benchmarks, as the result will be that sub-policy compliant
levels of planning obligations will become a self-fulfilling prophecy.
JLL’s appraisal of the Development produces a negative land value, despite
sub-policy levels of affordable housing being provided. On this basis, it is
illogical to state that the Site has a value of £7,000,000 as a residential
development site. JLL’s own appraisal demonstrates that this would be an
absolutely inappropriate price to pay for the Site for this use.
We would recommend that the benchmark land value be assessed on the basis
of the value of the Site in its previous use; that being as a greyhound racing
track. We do not currently have sufficient information to undertake a valuation
of this nature. Any alternative use that has a reasonable prospect of being
granted a planning permission might also be used as a basis to assess an
appropriate benchmark land value. Again, we do not have sufficient information
to provide an appraisal of any alternative scheme at this time.
In the absence of any reasonable benchmark land value we are only able to
report upon the RLV generated by the Development.

5.2

Appraisal results

JLL’s appraisal produces a negative RLV of -£577,000.
Within Section 4 of this report we have recommended the following
amendments to JLL’s appraisal:
■
■
■
■
■
■
■

Investment value of ground rent portfolio included;
Commercial revenues entered to provide accurate figures;
Removal of internal overheads allowance in relation to private dwellings;
Inclusion of profit in relation to affordable housing accommodation;
Inclusion of Synergy’s recommended cost reductions and additional costs;
Error in application of sales agent fees to Affordable Rent units rather than
private units in Phase 3 corrected;
Section 106 contributions phasing amended.

Our appraisal produced a negative RLV of -£412,000. Therefore,
notwithstanding the fact that we do not have a reliable benchmark land value,
we are able to conclude that the Development cannot currently be regarded as
being economically viable.
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6

Conclusions
Within our assessment we have found that the majority of JLL’s appraisal
assumptions can be regarded as being reasonable. We have recommended
some amendments, the majority of which are relatively minor. Synergy have
also recommended some relatively minor amendments to the construction
costs. The main adjustment we have recommended is the inclusion of the
investment value of the ground rents that will be charged on the private
residential apartment, which has resulted in additional revenue of circa
£1,000,000 being included within the appraisal. The net effect of our
amendments is that a negative land value of -£412,000 is still shown to be
generated. We therefore conclude that the Development is providing the
optimal viable amount of planning obligations, including affordable housing.
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Appendix 1 - Synergy cost plan review

