Transform Leatherhead Programme and Funds Flow Forecast – Accompanying Notes
These notes are designed to accompany and support the Transform Leatherhead Programme Gantt Chart, Dependencies Network and Funds Flow Forecast documents.  These documents are intended to give a high level indication of the likely timelines and cash flows for the Programme.  It needs to be recognised that the Programme is still at an early stage, and this suite of documents will evolve and be refined as the Programme progresses.
1. The Programme is driven by the objective to obtain the most appropriate balance between Community Benefit, Positive Change, and Economic Sense and the Funds Flow Forecast is informed by the potential value of development which is possible on each of the key sites.

2. In particular, the level of professional fees necessary to deliver the project is closely related to the build costs associated with the project.  Construction industry norms suggest that fees are likely to be around 15% of the cost of the build, with approximately 9-10% of those fees incurred prior to the commencement of construction, and 5-6% after construction has commenced.
3. Pre-construction fees are broadly related to creating the design of the building and obtaining planning permission.  Key skills and disciplines include architectural, engineering, surveying, planning, conservation, environmental, transport and project management.

4. Fees incurred after commencement of construction relate primarily to ensuring that the building delivered is the one that has been designed and for which planning permission has been achieved. This still involves a number of the skills and disciplines needed prior to construction (e.g. project management, architects, engineers), but now includes additional professional services, such as those provided by building surveyors and quantity surveyors.
5. All these fees are initially incurred ‘at risk’.  That is, at the start of a project although there is an aspiration to create an asset, there are many risks that can mean the building is never built, or that the anticipated ‘return on investment’ is not achieved.  Although these risks reduce as the project gets nearer to completion, they are always present to some degree until the building is actually finished.

6. Initially the costs of these fees fall on the revenue budget, although once a clear decision is made to ‘create a particular asset’, the costs which are subsequently incurred to create that asset can be capitalised.  However, the risk remains that if the asset does not ultimately come into existence, those professional fee costs, that have been capitalised, would once again fall back on the revenue budget.  The Funds Flow Forecast does not currently assume any capitalisation.
7. The ‘return on investment’ on construction/development projects is also closely linked to the size of the project.  However, it is normal for a developer/landowner to expect a return on the value of the land they have put into the project, as well as on the costs of construction.
8. Given the high cost of the professional fees that have to be funded ‘up front’ at risk, it is usual in property development projects to expect a reasonably high return on investment, and a minimum expectation of at least 15% on all costs that have been incurred would not be unreasonable, and may be higher depending on the overall risk profile of the specific project.  This 15% return on investment has been assumed in the attached Funds Flow Forecast.  Adding all these costs gives the expected ‘sale’ value of the development.
9. So, as an example, applying the above principle to Claire House and James House, the financial ‘shape’ of the project is:



£’000


Value of Land
2,000


Anticipated construction/build costs
7,500


Pre construction/build professional fees
   750
10% of construction costs


Construction/build professional fees
   375
5% of construction costs


Return on investment

1,594
15% of all costs incurred


Value of development
12,219

10. The question then arises of who funds the costs of the project (initially at risk), who controls the outcome, and who receives/shares in the return on investment.  In this context the following principles apply:
· a party that funds the project and takes greater risks will take a greater share of the return;

· a party that funds the project and takes greater risks will have a greater influence on the outcome.
11. Applying these principles to the Transform Leatherhead Programme, the Council could operate two models at opposite ends of a spectrum.  

· The Council could sell its land to a developer and have no further interest in the site.  The developer would fund the entire project, take all the risks, determine the outcome, and receive all the returns.

· At the other end of the spectrum the Council could fund all the professional fees and the construction, take all the risks, entirely control the outcome, and receive all the returns.

12. In practice, of course there is a vast range of models which share the costs/risks/influence/return between a number of partners, at different points in different ways.  While an organisation’s preferred model should be kept clearly in view, it is not prudent to define exactly how this will work right at the outset of the Programme or an individual project.  Holding rigidly to one model could be just as high risk as not having any particular model in mind.  There are many points during a project at which the acceptable balance between risk, control, and reward can shift; and consequently where it may be more or less beneficial to bring in a partner to share costs/risks and return.

13. To date the Council has decided to operate a progressive managed, “risk/reward + risk/control” approach to obtain the most appropriate balance between Community Benefit, Positive Change, and Economic Sense:
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14. The Council has decided to fund the professional fees of taking the early Transform Leatherhead projects to the planning permission stage (Claire House and James House, and the short term improvements to the Swan Centre).  This is primarily so that the Council can keep complete control of the outcome on each development site, in order to ensure that the objectives of the Transform Leatherhead masterplan are delivered.

15. Once planning permission has been achieved for say Claire House and James House, the Council will need to make a decision whether, and how, to join with a partner to share costs/risks/rewards for the construction phase of the project.  How these factors will be shared will be a result of a reassessment of risk/control/reward throughout a procurement process and negotiation.

16. The Council is realistically in a position to adopt the above process in relation to all projects within the Transform Leatherhead Programme, other than the single biggest site, Bull Hill, if the whole development is taken as one project.  This could have a development value of maybe £180m with pre construction fees of something like £12m.  Again the risk/control/reward balance will need to be assessed, in addition to sheer scale/cost, and agreed before proceeding.

17. Whatever its appetite for risk, the Council will find it extremely difficult to fund this level of fees from its revenue budget, which would tend to suggest the involvement of a development partner at an earlier stage, whether the project is taken as one or divided in some way.  Depending on the scale of what is feasible for the long term redevelopment of the Swan Centre, this might also be the case for this project.

18. To date the Council has funded pre-construction fees from revenue reserves.  £1.0m has been allocated to a Transform Leatherhead Development Fund.

19. The Executive’s 2018/19 budget proposals put this sort of regeneration funding onto a more formal basis by specifically allocating additional funding, arising from two sources:

· from the Council being in a Business Rates Pool (with Surrey County Council and 3-4 other districts and boroughs). In 2015/16 this generated £0.6m (currently held in reserves), in 2017/18 this could potentially generate £0.2m.
· from the Council now being part of a Business Rates Pilot, along with all other Surrey authorities.  This looks set to generate additional funding of around £0.75m in 2018/19.
20. In total this identifies an additional £1.55m to fund professional fees, which, when added to the original £1.0m, makes a total of £2.55m available by the end of 2018/19. 
21. Commitments made against this reserve to date are:


£’000

£’000

Transform Leatherhead Development Fund



2,550


Claire House/James House feasibility study
 
   100


Claire House/James House planning application
   640


Swan Centre feasibility study

   190


Affordable Housing consultancy

     30
     960

Balance available

  
  1,590
22. In addition the Council has funded just over £1m, from the Capital Programme, to undertake the construction of the short term improvements to the Swan Centre

23. The above model can apply to all individual Transform Leatherhead projects which have a commercial justification.  This is in essence all projects other than resolving the road/gyratory system.  There is no commercial business case for undertaking this work and it will need public funding to fund its entire cost.  The Coast to Capital LEP has been encouraging about this scheme, but that cannot be taken as confirmation that it will fund the possible £15m cost.  If the LEP does not ultimately fund this scheme, the only likely source of funding would be from the Council, either taking the cost from the value of the Bull Hill site, or from borrowing.
24. To date the Coast to Capital LEP has funded £125,000 towards the creation of the Transform Leatherhead Masterplan, and £1.6m towards the purchase and redevelopment of Claire House and James House.
25. The attached Programme Overview Gantt Chart shown the projects listed in the Transform Leatherhead Programme, derived from the Master Plan.  It also outlines the key work-streams for each project and when they are planned to take place.  It should be apparent that the Programme of work, and individual projects will take years to complete. The governance of the Transform Leatherhead Programme is also included, showing how and when the public, elected members and other stakeholders are planned to be consulted and reported back to.  Finally, key milestones and decision points are also shown.

26. Some of the Transform Leatherhead projects are interdependent one upon another so the Programme Overview Gantt should be read in conjunction with the Dependency Network document.  The Dependency Network provides a view of which projects impact on others, so, for example it can be seen that until the transport modelling project has been completed the plans for Bull Hill and the Public Realm Strategy cannot proceed.  Similarly, the Riverside Park project cannot be realised without a sufficient return on investment from the Clare House and James House development.

