











The great glut of
development land

There is a great irony in all the agonised debate over
the National Planning Policy Framework — albeit

an irony seldom mentioned. Even in pressurised
parts of the country, there is excess supply of one
particular type of development land — namely land for
commercial and industrial development.

This oversupply of land for employment
uses often co-exists with a shortage

of sites for residential development.
Local authorities should be considering
whether employment land should be
reallocated for residential use.

One can almost hear the sharp intake

of breath such a suggestion produces.
‘But we need jobs’ is the response.
There is no doubt that this is so, but
most authorities would find that if they
undertook Employment Land Studies
today they have more than enough land
for employment purposes. There are two
reasons for this:

i. Forecasts of employment growth
have been drastically reduced. The
South East Plan anticipated creation
of around 360,000 additional jobs
between 2006 and 2016. Latest
forecasts put anticipated job creation
between 2006 and 2016 at 180,000 —
exactly half of what was anticipated

ii. Office based employers have
drastically increased the efficiency
with which they use space. The latest
research shows that on average town
centre office employers have only 12
sq m per employee, where previous
research suggested the average was
15-20 sg m per employee.

Many areas therefore have more
employment land than required for
current purposes. In one part of the
South East, work undertaken by

DTZ indicates an 80 year supply of
employment land at take up rates of the
last 5 years!

Moreover, some types of employment
development are falling out of fashion.
City and town centres are now often
more favoured than edge of town
business parks, unless these are

really well located, preferably with

public transport access. There are

real question marks about the value

and viability of business parks linked

to urban extensions. The rationale for
incorporating these into the plans for
urban extensions was the hope that local
residents would work locally. Many would
rather work in the town centre; and, if
they do work locally, they are more likely
to do so from the comfort of their home,
than work in the local office park.

It is time for local authorities to review
whether employment sites and
allocations could be better released for
other uses. When identifying land for
housing is such a challenge in many
areas, releasing employment land for
residential development could be a win-
win situation; taking pressure off more
sensitive sites and using land that would
otherwise sit vacant for years to provide
new homes, and creating jobs into the
bargain in the construction sector. B

Chris Cobbold
+44 (0)20 3296 2348
chris.cobbold@dtz.com
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Value mapping for housing delivery

The current challenges
faced by local authorities
in the planning and
delivery of new housing
are many and varied:
limited brownfield sites
within settlement limits;
strong protection of
greenfield sites and those
outside of settlements;
the cost of development
compromising viability
and delivery of housing
on suitable sites... and the
list goes on.

Whilst the evidence supporting the

acute need for more housing in the UK is
overwhelmingly accepted, delivery is still
contested strongly in local arenas where
conservative attitudes and a resistance
to change often prevail. Much is made

of the need to focus development on
previously developed land but often these
sites are in areas of relatively low demand
and low house prices which, allied to
additional development costs associated
with brownfield developments often make
these unviable to develop.

So, as the Coalition Government moves
planning towards localism and the
debate on the National Planning Policy
Framework rages on, it is more important
than ever for local authorities to identify
housing sites that are not only acceptable
in planning terms but in locations where
the market is strong enough to ensure
viable development.

Leeds City Council is an example of

a forward thinking authority which is
revisiting its employment land allocations
in search of potentially suitable brownfield
housing sites, while Stockton-on-Tees
Council is considering broadening

its housing strategy from brownfield
regeneration sites (where development

for housing has often not been viable in
the current climate) to include edge of
town greenfield sites where new houses
should be more easily delivered.

Whichever approach is taken, the key
task is to identify ‘new’ housing sites
where the loss of the existing use (be that
employment land, public sector holdings
or greenfield) is least contentious, and
which are in areas where housebuilders
want to build. A location attractive to a
housebuilder is one with latent demand
for new housing and therefore capable
of delivering housing and developer
return relatively quickly, therefore better
able to absorb the cost of development
and planning gain such as provision of
infrastructure and affordable housing.

DTZ has developed a powerful mapping
tool, which can assist local authorities
in identifying potential ‘new’ and viable
housing sites. This maps data on

the strength of the housing market;
overlaying this with potential housing
sites identified by the local authority; or
through analysis of data on the demand
for employment land we can highlight
those potential sites with the most
delivery potential.

This mapping exercise identifies sites
in high-value residential areas where
surplus or low-value employment land
may be reallocated for housing with a
strong likelihood of housing then being
deliverable in a short timeframe. The
value mapping tool can also be applied
to greenfield sites on the basis that

the local authority has undertaken an

assessment to indicate which sites have

least conservation or strategic value.

However, as with planning for any
development however, the devil is
in the detail and any site identified
as being located within a housing
market hotspot with a low-value
existing use must still be rigorously
tested with regard to its sustainabili

06 The Authority Autumn/Winter 2011

design, infrastructure requirements
and community facilities. The key to
successfully delivering development on
these sites is the liaison between local
authority officers, elected members,
developers and stakeholders including
local communities. |

Philip Roebuck
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philip.roebuck@dtz.com
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Determining new models for housing and
delivery in your local area

Uncertainties in

the planning policy
framework following

the effective abolition

of Regional Spatial
Strategies, the emerging
National Planning Policy
Framework; lack of
development finance
and limited access to
mortgages mean that
we are experiencing the
lowest number of annual
housing completions
since the 1920s. In many
areas the old models

of housing delivery are
simply no longer working!

Authorities recognise the need to deliver
more new homes (affordable, private
sale or private rental) to drive economic
growth or respond to affordability
pressures. A single housing delivery
model will not address the range of
issues that local authorities are seeking
to tackle; and each geographical area
and policy objective can require a
different approach.

So what questions do you need to
answer to determine what is the best
housing delivery mechanism in your
local market?

Step 1 - what are the dynamics of
your local housing market?

Is there limited demand or supply? Are
values sufficient to enable the housing
market to deliver viable schemes?

Does the local market require more
homes for sale or affordable homes or a
combination of both?

Step 2 - are there sufficient
appropriate sites available to respond
to demand?

If not how can supply be increased? Do
you and other public sector partners
have surplus land that could be made
available? Is the local housing market
robust enough to enable you to simply
sell the land or do you need to consider
taking a deferred payment or should you
maintain ownership via a geared ground
lease until a marginal area stabilises?

Step 3 - who will fund the
development?

Are house prices sufficient to support
developers to borrow directly from

banks? Or with insufficient interest from
developers do you need to drive the
delivery of housing? What borrowing
options are open to local authorities?
Prudential borrowing, local authority
pension funds or mainstream pension
funding? Where the ability for owner
occupiers to access mortgages is
severely limited, do you need to consider
entering into a joint venture with a
registered provider to deliver new private
homes for rent creating an income
stream to part fund the borrowing?

DTZ can provide extensive insight into
your local housing market dynamics
based on our understanding of the policy
framework, funding environment, market
confidence and analysis of supply and
demand. If you are grappling with how to
deliver new homes in your area we can
support you to determine the optimum
solution for you local market.

One of the mechanisms that central
government is seeking to use to support
the delivery of new homes is through the
sale of surplus public sector land. However
in some locations public authorities need
to take a more creative approach.

Derek Nesbitt
+44 (0161 455 3790
derek.nesbitt@dtz.com

Caroline Baker
+44 (0161 235 7654
caroline.baker@dtz.com

Chris Cobbold
+44 (0)20 3296 2348
chris.cobbold@dtz.com
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DTZ has been advising Manchester
City Council on the mechanisms
that could be used to support
housing delivery in marginal areas.
DTZ has undertaken an analysis of
a selection of sites in public sector
ownership in the city and assessing
how attractive they would be for
market development.

Where sites are marginal in terms of

a conventional residential model, DTZ
has been examining how key partners
can be brought together to support
delivery of new homes. Options

being considered include funding
arrangements with pension funds or
from bond issues and partnerships
with registered providers.

Manchester City Council is currently
exploring these options.







Economic Viabllity Assessments

Economic Viability
Assessments (EVA) will
have become a regular
topic of debate for many
planning officers across
the country as policies
aimed at delivering their
social, economic and
regeneration goals come
face-to-face with the
commercial reality of
property development in
a market downturn.

As a result, planning officers have had
to become accustomed to the nuances
of property valuation and development
appraisals, in many instances relying on
the assistance of advisors such as DTZ
for guidance through the process.

To assist in undertaking such work the
Royal Institution of Chartered Surveyors
(RICS) has recently published a draft
guidance note — Financial Viability in
Planning, which was consulted on
between June and September this

year. This document follows a number

of similar guidance papers intended to
provide clarity on the process. It reaffirms
to property professionals and non-
professionals alike the need to ensure
that when considering viability in planning
terms an otherwise viable development
is not made unviable by the extent of
planning obligations.

As the RICS document outlines, the
most common methodology used for
an EVA utilises a residual appraisal to
measure either land value or developer
return and then compares this output
to a benchmark or threshold value to
determine viability. While the theory is
relatively simple the process becomes
complex in terms of the myriad of
assumptions and inputs which can be
made and that are often specific to either
the developer or development scenario.

This document and others like it are
intended to give property professionals,
including planning officers, the tools and
confidence necessary to deal directly
with EVA matters. However, these
documents only go part of the way to
answering the queries that many local
authorities will encounter and there

will remain a need for planning officers
to consider the commercial reality of
property development, and the impacts
upon costs, revenues and land value. In
particular, the key issues for a planning
officer to consider include:

* How best to reflect the market
downturn with comparable evidence
often limited in supply and trading
conditions remaining difficult in many
market sectors?

e s it appropriate to consider the
viability of a scheme today when
viability may fundamentally change
during the course of development?

e When calculating the appraisal
benchmark, what constitutes an
acceptable return to both landowner
and developer?

The publication of guidance on this

complex field is timely as local authorities

are now faced with the similar challenge

of developing a Community Infrastructure

Levy (CIL). CIL is being introduced as a
means to raise funds for infrastructure
investment. In developing such a policy,
local authorities are obliged to consider
the impact of a CIL on development and
ensure it does not hinder the economic
viability of development or put at risk
development as a whole.

Given this requirement, local authorities
are now faced with a need to produce

a robust evidence base to support their
CIL proposal, much in the same way that

Striking the balance between these
groups whilst still seeking to meet the
long-term goals of the authority will be
a challenging task, particularly at a time
of great economic uncertainty. Local
authorities should therefore take note of
this emerging guidance on EVA and be
particularly diligent in the assessment
of viability and in the development of a
robust evidence base. B

Jonathan Rudge
+44 (0)191 223 5786
jonathan.rudge@dtz.com

N

affordable housing policies have previously
been supported, and this should include a
detailed EVA produced in conjunction with
communities, landowners and developers.
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CIL: a tool for promoting growth or a tax that will
undermine development?

There is potential for the
government’s rhetoric

— which champions the
role of the Community
Infrastructure Levy (CIL)
as a promoter of growth
— to be regarded cynically
by many of those at

the coal-face who will
view it as a tax that will
undermine development.

In the prevailing climate, the fragility of
development markets in many parts
of the country is such that there is

a real risk that the levy could tip the
balance and put schemes into the
red. However, if implemented smartly,

Community Infrastructure
Levy (CIL)

The CIL allows local authorities

to raise funds from developers

to help pay for the infrastructure
needs arising from the anticipated
development of their areas. The
money can be used to pay for

a wide range of infrastructure
including transport schemes, flood
defences, schools, hospitals and
other health and social care facilities,
parks, green spaces and leisure
centres.

The levy, which came into force in
April 2010, will be set locally by each
local authority at a rate £ per sq m
which reflects local circumstances
in accordance with an up-to-date
adopted development plan.

So far, three local authorities have
had their charging schedules agreed
with the planning inspectorate:

e Newark and Sherwood
e Shropshire
e | ondon Borough of Redbridge

CIL can be used to help stimulate
development and there are three
emerging pointers that local authorities
need to consider in this respect:

Firstly, local authorities must make sound
selection of infrastructure schemes and
be willing to forward fund those projects
in lieu of CIL receipts.

Infrastructure delivery planning can be a
relatively mechanistic process based on
identifying infrastructure needs from the
consideration of projected development
volumes and consultation with
infrastructure providers. More attention
needs to be given to the economic
development and property market
benefits of infrastructure if CIL is to have
a catalytic effect.

Furthermore, if CIL infrastructure

is to stimulate development, then
infrastructure costs must be incurred
sequentially before CIL revenues accrue
from development. This means a

forward funding infrastructure. The CIL
Regulations promote the use of prudential
borrowing for such purposes although
clearly local authorities will need to have a
watertight business case of CIL revenue
projections to minimise risk exposure in
such circumstances.

Secondly, local authorities must adopt
a robust viability-led approach to the
development of CIL.

The regulations require that CIL should
not put at risk the development of local
authorities” areas and that viability of
development must be balanced against
the desirability of infrastructure in setting
CIL charge rates.

Viability evidence is particularly important
as CIL rates are intended to be non
negotiable through the planning process,
unlike the existing system of planning
obligations which can be varied on the
basis of viability evidence. Although there
are exceptional circumstances, these

DTZ experience

DTZ is advising 15 local authorities
across the country on the
development of CIL, key instructions
include:

e | eeds City Region Partnership,
who we are assisting in the
preparation of evidence to
develop a sub-regional approach
to CIL

e Advising Milton Keynes Council
undertaking CIL viability analysis
for non-residential uses, and
providing support to council
officers on modelling residential
CIL viability

e New Forest District Council
and New Forest National Park
Authority. DTZ is undertaking a
full CIL viability appraisal for the
two planning authorities covering
New Forest District.

are intended to be genuinely exceptional
and are subject to State Aid restrictions
making them very limiting. Further, there
is limited scope to allow for amending
CIL rates as market conditions change,
other than through public re-examination
(there is a requirement for CIL rates to be
index linked although this alone will not
guarantee responsiveness to changing
market conditions).

Therefore, getting viability evidence right is
key to establishing a CIL charge that does
not undermine development. To do this,
we consider that viability evidence must
be put at the heart of the CIL process and
that local authorities must carry out regular
(at least annual) reviews to ensure that the
rates that are set continue to be suitable
as market conditions change. Local
authorities should also put in place an
instalments policy to mitigate the impacts
of the CIL levy on developer’s cashflow on
strategic long-term development sites.
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Finally, local authorities must
maximise complementary funding
sources so as to minimise the
burden of infrastructure costs on the
development sector.

The regulations require that CIL income

is used to plug the gap in funding
requirements after other sources of public
funding have been taken into account.
Maximising these other sources therefore
helps to minimise the burden of CIL

costs on development. These alternative
sources are, of course, highly uncertain
and that a degree of business planning is
obviously required in devising CIL.

In this respect, the potential for utilising
income from business rates must be
considered. Under the government’s
draft proposals for business rate retention
(Local Government Resource Review:
Proposals for Business Rate Retention
Consultation July 2011), local authorities
will have the ability to retain a portion of
business rate income, thus incentivising
them to promote growth. If these
proposals come into force, there is a
possible trade off for local authorities to
consider such that a lower CIL rate could
effectively incentivise development, which
could generate additional income to
supplement CIL revenues.

In short, CIL can be used as tool for
stimulating development if implemented
smartly. However, it will only ever

be one tool in a broader package of
measures that local authorities will need
to support growth. ®

Stephen Miles
+44 (0)113 233 7471
stephen.miles@dtz.com
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Case study
Leeds City Region Partnership

Community Infrastructure Levy
Impact Assessment

Background

Leeds City Region is a partnership

of 11 local authorities including all

the metropolitan authorities of West
Yorkshire and stretching to Barnsley in
the south and North Yorkshire in the
north.

The client’s challenge

The purpose of the assessment

is to explore how a consistent
approach could help both identify and
maximise the delivery of infrastructure
to support economic growth,
particularly strategic cross-boundary
infrastructure, whilst seeking to
ensure that potentially different Levies
do not unduly impede growth and
development in adjacent areas within
the city region.

The DTZ approach

Our advice includes property and
economic viability analysis, best
practice research and consultation
with local authorities and other
bodies and will conclude with the
development of a CIL strategy.

Results achieved
The project is ongoing.

Autumn/Winter 2011 The Authority 13




Enterprise Zones:

Sharing experiences of working with the developing

legislation

The first round of
Enterprise Zone (EZ)
proposals are moving
apace and for those local
enterprise partnerships
(LEPs) and authorities
involved it’s a challenge
to develop realistic
proposals; underpinned
by robust economic and
financial projections;
whilst the rules for the
initiative are emerging.

Through our work in this area we thought
it would be useful to highlight some of the
issues we are experiencing, as follows:

e Take Up. A big concern is how to
stimulate new development and
take up when the incentive package
available through EZ status is relatively
modest. With incentives for individual
occupiers capped at £55,000 per
annum over 5 years, this isn’'t going to
set the world alight. Emphasis must
be on creating the right environment
for business. Also, in freeing the
routes to development. Enabling
developers to bring forward the right
kind of stock at the right price, whilst
staying within State Aid rules.

e Basis of DCLG Baseline/Effect
of Existing Hereditaments. The
guidelines expect that most EZ
areas will be redundant sites, not in
economic use. However, where there
is an existing rate levy, the approach
adopted by DCLG to the ‘baseline’
rates position will be critical.
Inevitably, there is a gap between
properties being demolished and
new schemes being built. With
the LEP only benefitting from the
increase in the rates yield, the effect
of this rolling loss to overall finances
can be significant.

Set up costs. The scope and scale
of resources needed to establish
an EZ (business plans, governance,
monitoring, auditing, LEP Board
etc) soon add up. LEPs don’t have
budgets for these. Indeed, the EZs
are supposed to be a first positive
part of the LEP funding model.
Where will the money come from to
get these started?

Given that the rates income for

these areas may not benefit the local
authority directly but the LEP, who
should cover the cost of officer time
managing these and dealing with
planning applications and other, normal
local authority matters within the EZ
boundary? Arguably, this should

be a cost to the LEP rather than the
local authority. The implications of the
proposed Resource Review (page 18)
will need to be considered carefully in
terms of impact on authorities hosting
zones in their areas.

There appears to be a need for
extreme work to be carried out
between LEP members over how to
deal with finance and risk. Robust
economic and financial projections
should help with this.

Administration Costs. What
proportion of EZ income might
reasonably be expected to be
incurred in the administration? For
each item of infrastructure investment
proposed there will need to be robust
scrutiny of risk and return. This will
most probably involve discussion

and negotiation with the developers
of sites affected, on whose land
increased rates revenue will provide
the payback. Risk management

will necessitate structures such as
development agreements, TIFs, JVs
or other partnership approaches
being negotiated. Appropriate
mechanisms for financing and
implementation of infrastructure
investment (e.g. council and / or

developer may lead) will be needed.
Associated procurement and
development agreements are likely to
be required site by site. Again, there
will be a cost to administering this.

This cost is largely upfront well ahead
of new rates income and can have a
telling impact on financial forecasts.
Set up and administrative costs are
likely to be at their highest in the

first 5 years relative to the income
generated. There is a very real risk
that the LEP cannot achieve positive
cashflow in this period.

Critically, this comes down to the timing
of investment in key infrastructure
provision versus revenue expectation
from new schemes. In reality, the EZ is
likely to represent a constant balancing
act between pump priming investment
and generating rates income to cover the
costs of this. There are some interesting
further issues that impact here:

e Limited Term. With the EZ being
limited to a 25 year life, LEPs may
prudently take the view that the
costs of all infrastructure investment
(including recovery of all borrowings)
must be addressed within this period,
[on the basis that there are no other
foreseeable means of meeting the
costs if not]. Similar infrastructure
projects might in the past have been
written down over 40-50 years. Faster
recovery makes each project relatively
more expensive, meaning fewer can
be afforded in the given term.

e Economic Recovery. The need
to recover the cost within the 25
year term of the EZ encourages
early investment in order to
achieve economic recovery. Where
investments are left until later there
simply won’t be time to recover their
full cost from the few remaining years
rates income.
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e Resource Review. The impact of By March 2012, LEPs will want to have
the Resource Review proposals and their proposals well developed with
their relationship to EZ areas is not models that provide robust financial

fully defined and may create scope to forecasting tools for their Enterprise
approach the above points differently. Zones. The next few months should be an
interesting and challenging period. In the

i. Distribution of surplus to the LEP. In sense that ‘a problem shared is a problem
larger LEPs there may be pressure halved’, we're pleased if this article
for the EZ to generate a surplus to prompts further debate and dialogue for
pay for investments outside the EZ those going through this process.

area. However, this conflicts with the
pressure on cashflow and the need to

pump prime investment with the EZ ‘ |

in the early years. Robust economic ':,‘:‘l, Jonathan Turner

and financial modellingl shogld be ‘ - +44 (0)121 697 7372

able to demonstrate this. It is possible 2 jonathan.d.turner@dtz.com

that there may be little capacity to
draw out any surplus for many years
without this having a damaging affect
on the overall growth and success of
the EZ area.

Andrew Smith
+44 (0)113 233 7306
andrew.tc.smith@dtz.com
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Competitive bidding made EZ

In the Spring/Summer edition we commented on the return of Enterprise Zones
as a tool to promote growth. DTZ has worked intensively with the Sandwich
Economic Development Task Force and Kent County Council on a programme of
work that has secured the designation of the former Pfizer site at Sandwich, now
known as Discovery Park as an Enterprise Zone (EZ).

We would highlight a number of lessons
from the experience of working on the
Discovery Park EZ that apply to any
process of competitive bidding for
government funds or assistance. Key
points to note are:

The idea of establishing a new
programme of EZs emerged quickly.
You need to be clear about your
strategy and priorities and ensure
that, as new initiatives and funding
become available, you undertake an
assessment of how that initiative
can help achieve the strategy. Do
not be driven to do things that are
not a priority.

Reflect on whether your economic
development strategy reflects current
reality. Much has changed in the
economy in the last three years, and
much has changed in the policy
environment over the last 18 months.
Your strategy needs to be rooted in the
new reality of dependence on private-
sector job growth, outside the retail
and consumer services sector.

Be prepared for the unexpected.

The announcement of the closure of
Pfizer's research and development
facility was unexpected but, with
government backing and resource
provided by Kent County Council, the
task force came together very quickly
and was developing proposals for
action within 30 days. Know who you
need to gather together if a shock hits
the area.

The ease and speed of decision
making is a function of how much

has been invested in the past in
building relationships and trust. In
Kent, there are strong relationships
between County and District Councils,
other public-sector bodies and

the private sector. Local Enterprise
Partnerships covering larger areas,
where historically there has been less
joint working, will need to work hard to
develop new relationships.

The business incentives available
under the new EZ programme are
relatively modest and will be of more
substantive value to SMEs than to
larger businesses. The EZ designation
will generally have to be meshed

with other packages of support and
infrastructure investment if they are to
generate jobs at scale and within the
time-frame sought by government.

Read the bidding guidance carefully
and listen to the advice given by
government departments. Analysis of

what was successful in Round 1 of the
RGF process provided useful insights
as to what sort of projects would be
likely to secure support and what sort
of financial metrics (eg cost per job)
assessors might be anticipating.

The nature of landowner involvement
is vital to the selection and success

of an EZ bid. In the case of Discovery
Park, it is helpful that the site is in
single ownership and that Pfizer are
investing in the marketing of the site. It
would be much harder to deliver jobs
in a short time-frame where ownership
is fragmented, and there is no single
body to speak for the landowners.

Play to one’s strengths. The Sandwich
site is almost unique in a UK context,
in terms of a large, modern, purpose-
built R&D campus. It offers something
unique to decision-makers in terms

of potential to stimulate growth and
create jobs. Consider carefully what
site characteristics would really help
to differentiate the area.

Politics matters. It is one thing to
have a good technical bid. But it is
vital to have effective political support
and participation. The process of
deciding between options is tough,
and maturity and engagement of key
decision makers is absolutely critical
to success.

Mark Dawson
+44 (0)20 3296 2353
T mark.dawson@dtz.com
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Transforming town centres

We have all read the
headlines reporting the

decline of our high streets

and seen the evidence
on the ground. DTZ is
helping authorities to hit
back at these headlines
and take a proactive role
to reposition their town
centres in response to
the negative factors. We
set out below our advice,
based on extensive work
with local authorities
across the country, on
what you could be doing
to respond effectively to
the challenges.

Your focus should be on using this

stage in the property cycle to develop a

strategy for your town centres:
i. Ensure the basics work — are your
streets clean and safe? Can the

quality of service be improved?

ii. Improve the existing offer — once

the basics are working effectively you
need to turn to enhancing the existing
offer. For example, can you work with
landlords to reduce rental levels or
offer grants to support new occupiers
to fill the voids?

Expand the offer — then you can look
to consider what additional services
and facilities could be offered to
attract new investments, occupiers,
shoppers and visitors?

In assessing the future potential of
your town centres to ensure that it can
respond to the pressures in the market,
you need to consider the following:

Character — what is distinctive

about your town? Is it its history;

the market; the theatre or the river?
Finding and exploiting your distinctive
characteristics will help to make
people choose your town over others

Catchment — look locally first. Are
local people using the town? If not,
why not? Where are they going

and what could the town do to get
local people using their local centre
more regularly and spend more?
Then you need to consider who else
you could target given your unique
characteristics — local businesses,
families or retired?

Communication — how is your town
perceived? Is it a dynamic place
responding to new opportunities or
does it look a bit tired with increasing
voids and ever reducing quality of
offer? What role could it play within
the borough, sub-region or even the
region? In seeking to reposition your
town, you need to understand what
it is you are selling, who you need to
sell it to and how best to reach your
target audience

Combination — most towns can

no longer thrive on merely being a
shopping centre. Towns need to

offer a variety of activities to attract
investment. Can you harness other
opportunities such as public services,
education, leisure or tourism?

Competitive factors - how well do
you serve your catchment? Do you
know how much spend leaks out
and why? In which dimensions do
neighbouring towns have the edge?
This is not about what you think but
about the town's population and
users and about those who could
bring vitality to the town but prefer to
look elsewhere.l
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Tax Increment Financing (TIF) update:
resource review implications

Through the “Local Government
Resource Review: Proposals for
Business Rates Retention”, consultation
document issued in July, DCLG invited
responses on radical changes to the way
in which local government is financed.

At the heart of the proposals,
government is keen to reward local
authorities for delivering growth by
allowing councils to retain a ‘significant’
proportion of the increase in business
rates generated in their areas.
Government intends to bring forward
legislation to enact business rates
retention from April 2013.

The proposals involve a complex
system of tariffs, top ups, levy and reset
arrangements, which are intended to
support the key principles of:

e Providing an incentive for local
authorities to promote local growth
over the long term

¢ Reducing local authorities’ dependency
upon central government

e Ensuring that authorities with high
need and low tax bases are still able
to meet the needs of their areas

e Protecting businesses by prohibiting
increases in locally imposed taxation
without the agreement of local
businesses.

Whilst the proposals would bring about
changes to the redistribution of business
rates, the collection, manner in which
business rates are assessed and are
payable, remains unchanged.

Individual authorities are to be
encouraged to pool retained rates with
other councils. This is with the aim of
achieving additional increases in growth
through collaborating to take advantage
of economic efficiencies and working
across natural economic geographies.

Where the pool includes local authority
members of a Local Enterprise
Partnership (LEP), it's suggested that the
LEP could minimise displacement effects
and underpin greater alignment between
financial incentives and decision making
on local economic development. Pooling
could also help local authorities to
manage volatility by sharing fluctuations
in their budgets — a feature which is
particularly important to the success of
Tax Increment Financing (see below).

Whilst conceptually sound, government
does not underestimate the challenges
associated with making pooling
arrangements work — the practical
considerations of getting the geographies
right and the reliance on significant
co-operation and agreement between
individual authorities to provide stability to
the pool, to name but two.

Government has already committed

to legislation to allow 100 per cent of
business rates generated in Enterprise
Zones to be retained (shared amongst
Local Authorities within the relevant
LEP), and there are similar full retention
proposals for business rates arising
from new renewable energy projects.
The significance is amplified in that rates
retained in these instances are excluded
from the levy calculations —in theory
therefore, the financial benefit to local
authorities could be doubled.

The rates retention proposals provide
the primary source of funding for Tax
Increment Financing schemes (TIFs).
Through the consultation, government is
seeking opinions on two TIF options with
differing degrees of central control:

Option 1 —local authorities would be free
to borrow against all their business rate
revenues including anticipated growth,
subject to the normal operation of the
Prudential Borrowing system. Authorities
would however, have to manage the
impact of any fluctuations in business
rates brought about by the tariff, top up
and levy arrangements.

Option 2 — business rates growth
resulting from the TIF project would be
retained for a defined period of time
during which the rates would be exempt
from the levy and disregarded in any
reassessment of top ups and tariffs.
Recognising the strains this might put on
the government’s ability to redistribute
revenue through the levy system,
government approval would be needed to
TIF schemes.

Government is due to publish a TIF
technical paper later this year which

will outline further proposals based

on the responses received during the
consultation. Notwithstanding, two
aspects of the proposals outlined to-date
are particularly significant for the future
success of TIF arrangements:

e The ability of local authorities to
capture and if they choose, pool
rates growth on an area wide basis,
not just within the ‘red line’ of the
TIF scheme area. This will greatly
add to investor, developer and
occupier confidence that TIF funded
infrastructure will be delivered

e Rates captured from within EZ’s
and on renewable projects firmly
underscore the benefits to local
authorities in actively promoting
development activity within these.
Whilst the 100 per cent retention
is significant on its own, the fact
that receipts from projects are also
exempted from the levy/tariff and
top up arrangements is undoubtedly
a bonus.

Whilst the business rates retention
proposals bode well for the potency

of TIFs, the biggest task/challenge for
government will be to ensure that those
areas which continue to grow and prosper
do so, but not at the expense of the
weakening of others. Balancing the two
effectively would be a win-win indeed. |
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Using Energy Cé?i'ifibatesxeffectiveIy
(Penny wise pound foolish)

Energy Performance
Certificates (EPCs)

and Display Energy
Certificates (DECs)

were introduced by
government in 2008 with
a view to improving the
energy performance of
buildings. EPCs look

at the efficiency of the
whole building (an asset
rating), whilst DECs
provide an operational
rating based on how well
energy consumption is
being managed.

EPCs are required on all residential and
commercial buildings that are let or sold,

and are valid for a period of 10 years. At
present only the public sector is formally
required to undertake DECs, for any
publicly accessed building over 1000 sq
m and these have to be renewed annually.
Plans to extend this requirement to the
private sector have been delayed recently.

EPCs and DECs are compiled in a
similar way. Based on available data
and a site visit, each property is

rated by an accredited assessor on

a scale of A-G, and a corresponding
certificate is issued. Accompanying the
initial certificate will be an advisory or
recommendation report, which should
set out improvements that can be taken
to improve energy efficiency.

There have been grumblings across the
industry about the quality of the advisory
reports being issued, and the lack of value
they bring. Many of these reports are

criticised for being too generic or simplistic
in nature and have little relevance to what
is found on site, or what improvements
can realistically be achieved.

The poor quality of advisory reports can
be attributed to assessors relying on a
standard ‘pick’ list of recommendations
available within the software used to
produce the certificates. However, a
significant contributing factor is also often
down to the lack of available data, or a
need to complete the assessments as
quickly and as cheaply as possible.

Bearing in mind the original purpose

of energy certification to drive
improvements in energy performance,
certificates should not simply be viewed
as a piece of paper that has to be
displayed to meet legal requirements.
From a commercial perspective energy
typically accounts for at least 25 per cent
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The Energy Performance of Buildings (Certificates) (England and Wales) (Amendments) Regulations 2011 have just been laid
before parliament and come into force on 6 April 2012. From April 2012 it will be necessary to have an EPC in place before a

property is marketed for sale or rent.

of the cost of operating a building and for
poorly rated or energy intensive buildings,
such as leisure facilities, this ratio may

be much higher. The potential to make
instant cost savings of 10-15 per cent by
simple energy efficiency improvements is,
in many cases, achievable.

The recently introduced Energy Bill will
make it harder for landlords from to

let their poorest EPC rated properties
from 2018. This will affect the potential
for generating income from lettings,
including in residential properties. Energy
performance thus has both income and
cost impacts.

Although we are all aware of the pressures
on the public sector to seek best value and
reduce costs, it is evident that procuring
energy certificates on the cheap is wasting
an opportunity to make far bigger savings
down the line. Allowing time for the
assessor to review each site in detail and to
explore all the options to identify areas for
improvement is an essential step to reduce
long term costs and help the UK meet its
carbon reduction commitment.

So how can you better use energy
certificates to help you save money?

e Get a good quality assessor who can
provide a meaningful and site specific
energy advisory report. Consider
combining this with a more detailed
energy survey that can provide more
detailed cost saving analysis

DTZ has an integrated team of specialists that can deliver a wide range of
sustainability services. These specialists are drawn from across the business, so

we have a highly commercial approach and a ‘hands-on’ understanding of how
sustainability affects our clients. We work in partnership with a range of public sector
clients to help them meet their legal and corporate sustainability requirements.

In the independent Verdantix report survey, DTZ was placed second in a list of firms
that clients would choose to advise them on sustainability matters. 47 per cent of
the Client panel said that they would use DTZ in the next 18 months. We were also
commended and shortlisted for the Property Week Sustainability Award 2011.

e Provide accurate data to the
assessor to ensure you get the best
rating you can

e Review and analyse your certificates
across the portfolio and devise an
integrated improvement strategy

Prioritise your improvements —
many savings can be made quickly
for little or no cost. The more costly
changes can be built into your
property asset plans

e [f you are planning upgrade or
refurbishment works, always consider
the impact it will have on energy
certificate ratings and any potential for
energy savings

e Regularly track and monitor your
energy data. Problems can be
quickly identified and steps taken
to address wastage

e For EPCs, it would be good practice
to renew your certificate after any
significant beneficial change to the
property, even if it is not due for
renewal, as this may enhance its value.
[ |

Paul Brown
+44 (0)20 3296 3812
paul.brown@dtz.com

We can help with the delivery of value-
added sustainability services including
provision of:

e Strategic portfolio advice

e Advice on sustainability and
investment returns

e Impact on value and marketability

e Policy development and
implementation

e Public reporting

e Sustainability audits

e Development and implementation
of Environmental Management
System

e Technical advice on planning and
construction

e (Carbon reduction (CRC)
implementation

e Energy surveys and business case
assessments

e BREEAM assessments

e Training

e Compliance with legislative
requirements, such as EPCs,
DECs, Air-conditioning inspections
and F-Gas

Our sustainability services extends to
renewable energy, including solar PV,
wind, biomass, energy from waste and
emerging technologies such as wave
and tidal.

DTZ has a proven track record in
delivering results and improving
environmental performance, both in our
own offices and on behalf of clients.
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Another brick in the wall? The

future of schools

Schools are changing

A key plank of the government’s agenda
for schools is the provision of wider
choice. The result is a greater range of
schools funded by the taxpayer beyond
local authority control. The labels include
academies, free schools, studio schools
and university technical colleges -
although legally all of these follow the
academy model.

What are the implications of these
changes — especially for the funding and
management of the school estate?

Challenge of planning provision

Local authorities retain a role in planning
provision and investment in the school
estate, but planning becomes more
challenging where there is a greater
number of providers, and especially
where new providers emerge over
relatively short time periods. For
example, some of the first round of

free schools moved from approval to
operation in less than six months.

It must also be the case that choice

of provider will bring competition and
that ‘winners’ and ‘losers’ will emerge.
Whilst competition may bring benefits
in driving up pupil achievement —

some schools will lose out, creating
parts of their estate which are heavily
underutilised. As always, property is
iliquid and is slower to change than the
requirements of occupiers.

The school estate is still failing

The school estate will change and adapt as
a result of new providers. There is a critical
need to create additional school places in
certain parts of the country, including in parts
of London and in metropolitan authorities
such as Bradford, but perhaps the much
more fundamental issue is the condition of
the school estate. Despite the investment
under the BSF programme, which peaked at
£1.4bn in 2010-11, the recent James Review

still identified a backlog maintenance in the
school estate of £2bn.

The government recognises the need to
keep spending on school buildings and it
is looking at a PFI programme to support
£2bn of school investment. The James
Review recommended a new regime for
planning and delivering investment in the
estate and highlighted the importance of
better and more consistent information
on building condition so that funding
decisions can properly be based on
assessment of need. A full condition
survey of the school estate in England is
expected to be commissioned shortly.

The James Review also promoted

the greater standardisation of school
design and the centralisation of
procurement. These will bring cost
savings advantages but create
challenges in responding to local needs
and individual site requirements.

The role of central government

The Department for Education is taking
on more direct control in deciding school
provision locally and in determining
capital funding priorities. It will also
exert greater control over the design
and quality of school buildings and this
may make it harder to accommodate
local community needs — for example,
how would a new school building
accommodate other community

uses, under a collaborative approach

— something itself being promoted
elsewhere in government.

The role of the local authority

What do these changes mean for local
authorities? On the surface, a lesser
role but with a retained remit in ensuring
adequate provision.

Will local pressures mean that authorities
are compelled to raise increasing amounts
of their own capital to complement that
provided from the centre? Further with the

§

move of more local authority schools to
academies, the estate management role of
authorities will reduce.

How can we ensure that the retained
planning role of the local authority is
adequately resourced? In a planning,
funding and estate management role,
local authorities must develop new
expertise and business models.

Academies and their estates

How well are academies — the new
boys on the block — prepared for the
challenge of managing buildings and
estates? Will they operate individually
or collectively? Will they look to local
authorities to provide them with estates
services? Will they be resourced to fund
long-term maintenance?

These changes are radical and the needs
are urgent. Success will require new and
rigorous approaches to the planning,
funding and management of investment
in the school estate. For our children’s
sake, let’s hope all involved can rise to
the challenge! m

John Keyes
+44 (0)161 235 8990
john.keyes@dtz.com
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Director’s cut

b4 The fourth director to volunteer a slice of his life to readers of

The Authority is John Brooks, Town Planning Director in DTZ’s
B consulting team.

What was your route to the job today?

| graduated from De Montfort University in Leicester with a degree in Land
Management. However, in the third year of the degree | chose the planning and
development option, making me realise | wanted to become a town planner.
That took me back to my native North East, where | completed a masters
degree in Town Planning. Eleven years in London as a planning consultant
followed. The opportunity to move to DTZ’s Leeds Office then arose, taking me
back up north; with family in tow! e

What did you want to do as a child?

When | was a young child, | wanted to be a jet fighter pilot. | the
in nature and wanted to become David Attenborough — still do!

What advice would you give to a young person thinking of starting
erty profession?

Experience, experience, experience. Get as much of it as you can. Even if it
is not directly related to your ultimate goal, it will make you a more rounded
professional when you get there.

How do you relax?

As a dad of two young boys, most of my spare time is spent building Lego and
playing Star Wars. It’s not a bad way to relax, just one that | didn’t think about
in my twenties.

| also enjoy birdwatching; a hobby that has taken me up to the Shetl
and down to the Isles of Scilly. It's a great way to relax, as well as se
the beautiful UK countryside.
Your biggest achievement?
Maintaining an optimistic disposition — despite being a Newcastle United an
England football fan.

Any words of wisdom you'd pass on to your children?

There’s a time for fun and a time for work but these can overlap and if you get
the balance right you'll be happy. ®
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Bringing You the Power of One™

Sector heads

James Grierson

Head of Public Sector
Central Government
+44 (0)20 3296 2264
james.grierson@dtz.com

Andrew Smith

Local Authorities

+44 (0)113 233 7306
andrew.tc.smith@dtz.com

Richard Collins
Education

+44 (0)131 222 4579
richard.collins@dtz.com

Melanie Roocroft

Health

+44 (0)161 455 3750
melanie.roocroft@dtz.com

Laura Stamboulieh
Emergency Services
+44 (0)117 910 6661
laura.stamboulieh@dtz.com

Chris Cobbold
Affordable Housing
+44 (0)20 3296 2348
chris.cobbold@dtz.com

DTZ services are available via the Government
Procurement Service's Estates framework.

Disclaimer and confidentiality clause

This report should not be relied upon as a basis for entering into transactions without seeking
specific, qualified, professional advice. Whilst facts have been rigorously checked, DTZ can
take no responsibility for any damage or loss suffered as a result of any inadvertent inaccuracy
within this report

Information contained herein should not, in whole or part, be published, reproduced or
referred to without prior approval. Any such reproduction should be credited to DTZ.

www.dtz.com/uk/publicsector

Supplier to
2% Government Procuremen

Service

Mixed Sources
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