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Referring to the above agenda item, please find below the information circulated to all
Councillors on 25" January 2019 and as referred to at the Policy & Resources Scrutiny
Committee meeting on 30t January 2019:-

1. Questions relating to Cabinet report and Update

o Since the publication of the report to Cabinet on 17 January 2019 a number of
questions have been raised. Whilst the report stands in its own right, | thought it
would be helpful for this additional information/explanation to be circulated now, so
that councillors have time to digest it prior to the meeting of Policy & Resources
Scrutiny Committee on Wednesday 30 January 2019.

o In particular the chair of the Policy & Resources Scrutiny Committee has asked 7
specific questions and requested that the answers should be made available to all
councillors in advance of the Scrutiny Committee meeting. The Cabinet minute has
been referred direct to the Scrutiny Committee.

o A comprehensive response has now been provided to ClIr Ayling’s 7 questions - see
(below) and Appendices (attached).

o The opportunity has been taken to check with Savills and the DVS that their views
are fully reflected in the report to Cabinet on the 17 January 2019 and that they have
no reason to amend any of their analysis or conclusions (particularly in the context of
S.123 Local Government Act 1972) in the light of questions which have been raised.
Further commentary has also been requested from Savills and the DVS on the
properties in Herbert Grove, given this was the focus of a number of the questions.
Both Savills and the DVS have submitted letters confirming that their advice remains
the same and these letters have been sent to ClIr Ayling in answer to his questions
and are attached at Appendices 5 and 6 .

o The opportunity has also been taken to obtain further details about Turnstone’s pre-
lets and the funding arrangements. Letters from Cushman Wakefield and Cortex
Partners have been sent to Clir Ayling in answer to his questions and are attached at
Appendices 7 and 8.
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2. Councillors who sit on Development Control Committee — Avoiding Pre-
Determination

o The Cabinet minute and associated report relating to the proposed development of
the Seaway Car Park will be considered at Policy & Resources Scrutiny Committee
on 30 January 2019 as explained above — and may well be considered at Council on
21 February 2019.

o | just wanted to highlight to members of Development Control Committee (and those
who may want to be substitutes on DCC) the need to avoid making comments
indicating that you have pre-determined how you will vote on any planning
application relating to such a development, including the current planning application
reference 18/02302/BC4M.

o While comments indicating some pre-disposition towards a particular outcome are
not prohibited; comments indicating a closed mind will disqualify a member of DCC
from patrticipation.

ANSWERS TO CLLR AYLINGS 7 QUESTIONS
1. Please supply copies of the instructions and any financial figures sent to Savills
and the DVS - and the full reports of Savills and the DVS.

The instructions to Savills and DVS are attached at Appendix 1 and 2 respectively.

The financial figures sent to Savills are attached at Appendix 3. You will note that
they did include the Council’s erroneous VAT calculation. However, Savills used the
gross income and made their own VAT deduction (correctly). Turnstone supplied
Savills with the detailed commercial information at the beginning of November 2018 so
Savills could then produce their report.

The full Savills report contains the commercial analysis of the scheme and therefore
much commercially sensitive information. However Savills was instructed to prepare a
detailed letter summarising the key elements of their report and giving details of their
approach, conclusions and opinion in the context of s.123 Local Government Act 1972
so that Councillors could be provided with the necessary information to have
confidence that everything had been considered fully. This letter was attached as
Appendix 4 to the 17 January 2019 Cabinet Report.

The ICO’s decision (https://ico.org.uk/media/action-weve-taken/decision-
notices/2017/2013810/fer0644116.pdf ) deals in some detail with the confidentiality
point, particularly in sections 40-45, and concludes that the valuation report should be
withheld as its release could damage the economic and commercial interests of
Turnstone and the Council.

Appendix 5 to the 17 January 2019 Cabinet report has set out an Executive Summary
of the DVS Valuation Review in a format which would enable Councillors to have all the
necessary information to make a decision. However, we are now able to release the
full DVS report with just a few minor redactions of personal and commercial information
— this is attached at Appendix 4.


https://ico.org.uk/media/action-weve-taken/decision-notices/2017/2013810/fer0644116.pdf
https://ico.org.uk/media/action-weve-taken/decision-notices/2017/2013810/fer0644116.pdf

2. Why has the FOI response to Mr Thompson on 12 July 2012 missed the income
from the Herbert Grove properties in the calculations? Such income will
considerably increase the overall income figure and thus affect the previous
Cabinet decision.

1-3 Herbert Grove is not included in the land to be leased to Turnstone. Turnstone will
be granted a licence for works on the Council’s land as set out clearly in section 5.11.4
(d) of the 17 January 2017 Cabinet Report.

The Council is obliged to use 1-3 Herbert Grove, 29 Herbert Grove and the Rossi
Factory as part of the wider Seaway scheme or pay back the funding to Homes
England as set out in the report at section 5.11.4 (c). The Council does not therefore
have a clean title to these properties and is restricted severely in what it can do with
them.

The supplementary letter from Savills attached at Appendix 5 covers this issue
specifically.

3. The calculated income of the site was incorrect and has now been revised. The
incorrect income figure was used to justify the proposed lease rent: So why has
the lease rent not been uplifted now the income has been increased?

The rent which will become payable under the lease was derived from the replacement
of the income received at the time terms were agreed. Nothing in this income figure is
affected by the (now-corrected) VAT calculation.

The rent arrangements are set out at 4.3, 4.8 and 4.9 and 5.8 B of the 17 January 2019
Cabinet report.

4. If, as has been accepted, the valuation of the Seaway and Herbert Grove income
figures given to Savills and the VOA valuation office were incorrect, why have
they not been asked to re-evaluate?

It has not been accepted that the figures given to Savills were incorrect, only that the
VAT calculation was wrong. Whilst the incorrect VAT calculation was included in the
information provided to Savills, this error did not flow through into Savills’ valuation.
This is confirmed in the DVS Valuation Review report at Appendix 4.

1-3 Herbert Grove is outside the land deal.

29 Herbert Grove and the Rossi Factory only have value to the Council in the context
of a wider scheme of development and this is the reason why they were acquired. The
value rests with Homes England and is protected through their restriction on title. The
HCA Condition in place to deal with the release of this restriction and by reason of this,
the £166,000 is payable to Homes England as set out in the Cabinet Report.

For completeness, Savills has been asked to review the Cabinet report of 17 January
2019 and confirm that their work is fairly reflected and that, because the Cabinet report
was prepared after the valuation work was done, nothing in the report affects their
advice.

The supplementary letter from Savills is attached at Appendix 5 along with a further
letter from DVS’ at Appendix 6.



5. Has the value of the Herbert Grove properties been taken into account in the
valuations of Savills and DVS? This seems unlikely as the value of the Herbert
Grove properties was £2.26m and the total value of the site is now £3.8m;
consequently the value of the Sea Way Car Park would be only £1.54m.

This question has been answered above and in the more detailed supplementary
letters from Savills and the DVS at Appendix 5 and 6.

6. Why was only the discounted rent for the Rossi factory used in calculations
when a market rent figure should have been used?

The terms brokered by Renaissance Southend for the Council and included in the
acquisition deal included the leaseback at £20k for 2 years as set out in 5.11.1 (d) of
the report. These were the terms agreed and included in the funding and lease back
arrangements.

The figures used are the rents received: In the case of the Rossi factory, no rent is
received and the property has been demolished therefore this point is academic.

7. Please supply evidence that Turnstone have actually secured the tenants they
claim.

Please find attached at Appendices 7 and 8 letters from Cushman Wakefield
(Turnstone’s commercial letting agent) and from Cortex Partners (Turnstone’s funding
agent) confirming the pre-lets and the funding arrangements.

Fiona Abbott
Principal Democratic Services Officer
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From: Alan Richards

Sent: 24 October 2017 15:40

To: @savills.com>; _@sawlls com>
Cc: Tim Deacon @turnstoneestates.com>

Subject: Seaway Scheme

o R

| hope you are well,

Things are looking really positive on the Seaway scheme now and with the anchor tenant (Empire)
soon to be signed, TSL are heading towards a planning application at the end of the year and are
starting to look to secure funding.

As some time has passed and the scheme has changed quite a bit, we will need you to essentially re-
do the work you did before for us to appraise the scheme generally and specifically for the purposes
of s 123 Local Government Act 1972.

If you will have the capacity in the coming 3-6 weeks or so to do this please would you run a fresh
conflict check for SBC and the Turnstone group of companies and confirm what your fee will be to do
this? As before, Turnstone will need to meet the costs associated and my preference would be for
you to invoice them directly although your duty of care will be clearly to the Council.

There are 2 changes proposed as set out in the attached letter. One change to make the 3" rent
review and all reviews after that purely linked to the 11% gearing and not upward only or subject to
the minimum rent so we will need this proposed amendment to be specifically looked at as part of
the work.

The scheme 1s simplified with the residential removed and a hotel (which is pre-let) occupying part
of the residential land. The removal of the residential land will also mean that virtually the whole
site will come in under the lease rather than part being sold to provide capital for the commercial
element. This will be the other variation. There is also more parking in the scheme.

Essentially what | will need is a re-run of the appraisal, an update of your previous report and s.123
certification picking up the above (assuming of course you are content it delivers best consideration)
and confirmation that the report and certification can be sent to the HCA for them to re-appraise the
HCA condition.

I have uploaded the relevant documents to the links below and look forward to hearing from you
when you have had a chance to consider,

Agreement for Lease and Sale
https.//fileshare.southend.gov.uk/wl/?id=D|Tv09KUDunnW4XdvGz4awuUs4WgikZ

Original Cabinet Authority:

https://fileshare.southend gov.uk/wl/?1d=wq7IdluwvbPMIpaHigh309vwMWxpBpr

Final HoT: https://fileshare.southend.gov.uk/wl/?id=rsQkN3KihocNbgUwZQ9nr2kZv1USIxS

The attached letter also includes an update on the various conditions



Tim Deacon will provide up to date appraisal and scheme drawings directly once instructions are
confirmed.

Kind regards

Alan

Alan Richards MRICS

Group Manager, Corporate Property & Asset Management - Southend-on-Sea Borough Council

Creating cvBelter Southend
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From: Alan Richards [mailto:AlanRichards@southend.gov.uk]
Sent: 13 June 2018 18:20

To: | < oo si ov.uk>

Subject: Seaway Leisure Scheme - s 123 Independent Review

i

I now have agreement to the scope of work required in relation to the Seaway Leisure scheme which
we discussed a couple of weeks ago.

Savills have acted for the Council and have produced a detailed report on the scheme and certified
that the arrangement provided for in the Agreement for Lease and Sale will secure best
consideration for the Council pursuant to s.123 Local Government Act 1972 (LGA).

Some local interests have expressed concern that the Council has used Savills, despite them being
appointed through a tender process and undertaking full conflict of interest checks. The concern
arises because the Turnstone director leading the Seaways project is an ex-employee of Savills,
working out of their Cambridge office some time before the project was even conceived. Savills
acted for the Council. Turnstone had their own advisers (then DTZ).

Savills worked with us throughout the negotiation of the transaction and the Agreement for Lease
and Sale and certified the transaction for s.123 LGA prior to exchange of the contracts in

2014 Given the passage of time and the evolution of the scheme to accommodate tenants
requirements and deliver greater efficiency, Savills have now re-appraised, and re-certified the
transaction recently as we prepare for a planning application to come in from Turnstone in the near
future.

For the reasons set out above, elected councillors have told the seafront traders that the Council will
have the s.123 certification independently reviewed. DVS is well placed to act with complete
independence to undertake that review for the Council. Therefore | would be grateful if you would
provide me with a price to undertake the following scope of work in this respect:

1. To recewve and review Savills’ Report and s 123 LGA letter. (Savills have confirmed to me that
they will release their report and s 123 LGA letter directly to you on signature of a letter of
reliance which they will issue to you directly on instruction. To give you an idea of volume,
the report is 21 sides of A4 and the s.123 LGA letter 1s 2 sides of A4).

2. To confirm (assuming you agree of course) that:

a. Savills approach Is reasonable and objective and appropriate
b. the conclusions drawn are reasonable
¢ you concur with Savills approach, conclusions and s.123 LGA certification

On a strictly confidential basis, the Agreement for Lease and Sale, details of discharge of conditions,
details/plans/schedule of the development, details of pre-lets, cabinet papers and authority letters
and other relevant background information will be released to you along with any other relevant
information that we have that you require to complete the assessment. Most of these will be useful
to skim over rather than to study in detall but you can delve in to any of it as you see fit

Assuming a reasonable fee Is agreed, we would require you to report with.
1 Aletter or report marked private and confidential and dealing with points 2 a. to d. above
2. Afurther letter (which may be disclosed under FOI If requested) concurring with Savills’
assessment of the s.123 LGA considerations and their certification.



I would estimate 3-4 days’ work would be involved in this but you should take your own view,

Please could you confirm your inclusive fixed price (exI VAT) and estimated timescale from receipt of
information for this piece of work, allowing for an inception phone call or meeting with me and/or
Savills/Turnstone if you feel that would be helpful/necessary?

| am aware it may be helpful to discuss some or all of this and you may want more information about
the type and volume of information to review — please feel free to call me when convenient.

Kind regards

Alan

Alan Richards MRICS
Head of Corporate Property & Asset Management - Southend-on-Sea Borough Council
Creating o Betler Southend

® +44 (0) 1702 215000 (Ext 5540) | M +44 (0) 7917 084695 | B4 alanrichards@sauthend gov uk |8 www southend qov.uk

Finance and Resources | Department of the Chief Executive | Southend on Sea Borough Council
Civic Centre | Victoria Avenue | Scuthend on Sea, Essex S$52 6ER

Safe — clean - heallhy — prosperous ~ excellent — Creating a better Southend

The information in this e-mail and any attachments 1s confidential and may he subject to legal
professional privilege. It 1s intended solely for the attention and use of the hamed addressee(s). If
you are not the intended recipient, please notify the sender immediately, Unless you are the intended
reciplent or his/her representative you are not authorised to, and must not, read, copy, distribute, use
or retain this message or any part of it. Communications sent to or from this organisations may be
subject to recording and/or monitoring In accordance with relevant legistation.

At present the integrity of e-mail across the Internet cannot be guaranteed and messages and
documents sent via this medium are potentially at risk. You should perform your own virus checks
before opening any attachments.

Consider the environment. Please don't print this e-mail unless you really need to.

This message is confidential and the information must not be used, disclosed, or copied to
any other person who is not entitled to receive it. If you have received this message in etrot
please notify the sender and then delete it.



Income and Expenditure figures provided to Savills.

Financial Year | Income

2015/16 £518,058.45
2016/17 £578,027.75
2017/18 £607,192.60

2018/19 to end of august is £442,984.50

,Aﬁi?é«me . :;}

2017-18
Expenditure Amount Basis of figure
Business Rates £93,884 | Actual cost
Enforcement - APCOA £11,537 | 33 charging car parks
Cleaning - Veoha £932 | 44 off street car parks
Maintenance £1,454 | 44 off street car parks
Pay & Display Maintenance £6,000 | Officer Estimate
and call charges
Cash Collection and sorting £11,925 | 1588 collections
t
Support Costs £7.500 Officer estimate (apportionmen
across all car parks)
Security - Chargecrest and cabin £10,981 | Actual cost
hire
BID Levy £2,371.40 | Actual cost
Staff costs £5,000 | Officer Estimate
Vehicles £2,000 | Officer Estimate
Depreciation £1,438 | 33 charging car parks

Gross Income
Cash £296,337.60
Card £298,216.50

Pay by phone
£12,638.50

Net iIncome — less operating costs and VAT

£330,732




2016-17

2016/17

Expenditure Supplier Option 2

Business Rates £70,413
Enforcement APCOA £5,552
Cleaning VEOLIA £932
Maintenance £1,454
antenance £5,000
Cash Collection £13,500
Lot 2 APCOA

Security Chargecrest £22,539
BID £2,314
Staff costs £5,000
Vehicles £2,000
MATS £7,478
Depreciation £1,438
TOTAL £137,620
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Executive Summary

11

1.2

1.3

1.4

1.5

Description

The site comprises a surface level car park of approximately 630 spaces, together
with the site of the former Rossi Factory, 29 Herbert Grove and 1-3 Herbert Grove
which were acquired with government funding to be demolished and incorporated in
to the wider redevelopment scheme as proposed.

The car park appears to be a marked tarmac surface. The car park is pay and display
or pay by phone although there does appear to be the capability to obtain season
tickets for parking within certain areas.

The site slopes from west to east.

Location

The Property Is located in Southend on Sea, which is located approximately 70km (43
mi) east of Central London and 25 km (15 mi) east of Basildon, on the northern side
of the Thames Estuary.

Seaway Car Park is situated behind and to the north of the amusement arcades on
Marine Parade and abutting the nightclubs which front onto Lucy Road.

To the north of the site are Chancellor Road and Queensway, linking into the A13 to
the north. To the west is Herbert Grove, and to the east the rear gardens of
Hartington Road

Tenure

The council own the freehold interest of the subject property and have agreed to grant
a lease on the following terms:

A new 152 year lease will be granted upon the Lessee satisfying the conditions of the
agreement for lease and sale.

No premium is payable as the lease will be subject to a ground rent.

The initial rent of £282,000pa is subject to review on an upward only basis until after
the 3" review.

Valuation Date
The date of the Savills section 123 certification is 21st November 2018,

Special Assumptions

The following special assumptions have been assumed:

LDG20a (10 18)
Private and Confidential Page 1



1.6

1.7

§ Property Specialists

for the Public Sector

Valuation 1 - current Market Value of the freehold interest, upon the Special
Assumption there is no alternative use value (“Special Assumption Value”); i.e. the
value of the operational car park business, but assuming no development potential.

Valuation 2 - the Market Value of the freehold interest, subject to the proposed long
lease and upon the Special Assumption the current scheme has been granted
planning consent (“Special Assumption Value”); i.e. the capitalisation of the rental
income to be received by SBC accounting for the specific lease terms

Valuation 3 - the Market Value of the freehold interest, upon the Special Assumption

the current scheme has been granted planning consent (“Special Assumption Value™);

i.e. the valuation of a policy complaint scheme that would likely be constructed at the
site the proposed scheme represents the most likely development due to the
numerous consultations.

This is effectively the value of the unencumbered freehold site assuming development
of the scheme.

Market Value

Savills Opinion of Value

Valuation 1 - £3,800,000 (THREE MILLION EIGHT HUNDRED THOUSAND
POUNDS)

Valuation 2 ~ £4,585,000 (FOUR MILLION FIVE HUNDRED AND EIGHTY
FIVE THOUSAND POUNDS)

Valuation 3 — NEGATIVE (£3,155,378)

Remarks

The report provided by Savills is detailed, logical and well evidenced having regard to
the nature of the scheme.

I consider that the conclusion drawn by Savills that the proposed deal represents best
value is appropriate and reasonable

The value of the new interest being created safeguards the Council’s income whilst
providing them with an investment which has a higher underlying value than the
property reflecting the existing use.

Whilst there are concerns over the current restaurant market the scheme has 3 major
anchor tenants which account for a large part of the rent. The hotel and cinema rents
are also indexed linked which will help maintain the overall rental value.

The value of the proposed interest is also greater than the value that could be
achieved if sold on a freehold basis. In reality the valuation figure provided showing a
negative figure is of little relevance as a landowner is not going to dispose of site at
less than the market value of the existing use. Where an asset is still operational

LDG20a (10 18)
Private and Confidenhal Page 2
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anyone looking to acquire the land for development would potentially have to provide
some level of incentive to persuade the landowner to sell.

The value of the Council's new interest is 20.65% higher than the value reflecting the
existing use and this is considered to be a reasonable uplift and this may well
increase depending on the success of the scheme.

The Council has the benefit of an overage arrangement to capture a share of profit if
the scheme exceeds the agreed profit threshold which is also reasonable.

t DG20a (10 18)
Private and Confidential Page 3
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2.1

2.2

2.3

Introduction

| refer to your instructions dated 13" June 2018 my Terms of Engagement dated 27"
June 2018, subsequent correspondence confirming the instruction.

| have undertaken the review of the Savills report dated November 2018 and | am
pleased to report to you as follows.

Valuation Parameters

ldentification of Client

The instruction is undertaken for Southend-on-Sea Borough Council.

Purpose of Valuation

The instruction is to undertaken a review of the Savills valuation report produced 1n
relation to the proposed disposal of the site.

The heads of terms between the parties are agreed and the Agreement for Lease and
Sale was completed in December 2014. We understand that the parties remain under
contract and have Cabinet planning approval subject to securing certification of the
transaction for Best Consideration, in accordance with Section 123 of the Local
Government Act 1972, prior to exchange of contracts.

My Instruction is as follows:
1. Review Savills’ Report and s.123 LGA letter dated 21st November 2018.
2. To consider whether and confirm if appropriate that:

a. Savills approach is reasonable and objective and appropriate

b. the conclusions drawn are reasonable

¢. and | concur with Savills approach, conclusions and s.123 LGA

certification

For the avoidance of doubt DVS have not undertaken a valuation but have
undertaken research and comment accordingly on the approach and conclusions of
the Savills report.

Subject of the Valuation

The site to be disposed of comprises the Seaway Car Park, Chancellor Rd,
Southend-on-Sea SS1 2AS, together with the site of the former Rossi Factory and 29
Herbert Grove.

The interest held by the Council is freehold and it is proposed that they will dispose of
a long lease at a geared ground rent.

LDG20a (10 18)
Prvate and Confidential Page 4
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for the Public Sector

2.4

2.5

2.6

2.7

Date of Valuation

The date of the Savills section 123 certification is 21st November 2018.

Please note that values change over time and that a valuation given on a particular
date may not be valid on an earlier or later date.

Confirmation of Standards

In reviewing the valuation advice and certification provided by Savills regard has been
had to the following:

The valuation should be prepared in accordance with the professional standards of
the Royal Institution of Chartered Surveyors: RICS Valuation — Global Standards
2017 and the RICS Valuation - Professional Standards UK (January 2014, revised
April 2015), commonly known together as the Red Book.

Compliance with the RICS professional standards and valuation practice statements
gives assurance also of compliance with the International Valuations Standards (IVS).

In addition it also necessary to consider The Local Government Act 1972: General
Disposal Consent (England) 2003.

Measurements stated are in accordance with the RICS Professional Statement ‘RICS
Property Measurement' (2" Edition) and, where relevant, the RICS Code of
Measuring Practice (6" Edition).

Agreed Departures from the RICS Professional Standards

There are no departures beyond those restrictions on the extent of investigations and
survey, and the assumptions, stated below.

Basis of Value

In England, the Local Government Act 1972: General Disposal Consent (England)
2003 removes the requirement for authorities to seek specific consent from the
secretary of state for any disposal of land where the difference between the
unrestricted value of the interest to be disposed of, and the consideration accepted
(the 'undervalue'), is £2 million or less.

The detailed valuation requirements are set out in the Technical Appendix to the
Consent, which specifically incorporates this guidance note and the definition of
market value in VPS 4.

The basis of value adopted is Market Value which is defined at VPS 4, para 4 as!

‘The estimated amount for which an asset or liability should exchange on the valuation
date between a willing buyer and a willing seller in an arm'’s length transaction after
proper marketing and where the parties had each acted knowledgeably, prudently and
without compulsion.’

LDG20a (10 18)
Private and Confidential Page 5

13



DVS eyl

UK VPGA 17.1 sets out the Bases of valuation.
The consent requires the valuer to provide the following figures:

= unrestricted value
» restricted value and
» the value of voluntary conditions.

Unrestricted value

The unrestricted value is the best price that Is reasonably obtainable for the property
It is the market value of the land, as defined in VPS 4, except that it should take into
account any additional amount that is, or might reasonably be expected to be,
available from a purchaser with a special interest.

The valuer should take account of any uses that might be permitted by the local
planning authority if these would be reflected by the market, and not only a use (or
uses) intended by the parties to the proposed disposal. It should also ignore the
reduction in value caused by any voluntary condition imposed by the local authority
(see restricted value).

The valuer should assume that the freehold disposal is made, or the lease is granted,
on terms that are intended to maximise the consideration. For example, where
unrestricted value is based on the hypothetical grant of a lease, at a rack rent or
ground rent, with or without a premium, the valuer should assume that the lease
would contain those covenants normally included in such a lease by a prudent
landlord. The valuer should also assume that the lease would not include unusual or
onerous covenants that would reduce the consideration, unless these had to be
included as a matter of law.

Restricted value

The restricted value is the market value of the property having regard to the terms of
the proposed transaction. It is defined in the same way as unrestricted value, except
that it should take into account the effect on value of any voluntary condition.

Where the local authority has invited tenders and is comparing bids, the restricted
value is normally the amount offered by the local authority’s preferred transferee.
Otherwise it is normally the proposed purchase price.

The value of any voluntary conditions

Sales may be subject to voluntary conditions. These are any term or condition of the
proposed transaction that the local authority chooses to impose. Voluntary conditions
do not include any term or condition that the local authority is obliged to impose, for
example, as a matter of statute or a condition that runs with the land. They also do
not include any term or condition relating to a matter that is a discretionary, rather
than a statutory, duty of the local authority.

1 DG20a (10 18)
Private and Confidential Page 6
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2.8

2.9

2.10

Special Assumptions

The following special assumptions have been assumed:

Valuation 1 - current Market Value of the freehold interest, upon the Special
Assumption there is no alternative use value (“Special Assumption Value”); i.e. the
value of the operational car park business, but assuming no development potential.

Valuation 2 - the Market Value of the freehold interest, subject to the proposed long
lease and upon the Special Assumption the current scheme has been granted
planning consent (“Special Assumption Value”); i.e. the capitalisation of the rental
income to be received by SBC accounting for the specific lease terms.

Valuation 3 - the Market Value of the freehold interest, upon the Special Assumption
the current scheme has been granted planning consent (“Special Assumption Value");
i.e. the valuation of a policy complaint scheme that would likely be constructed at the
site the proposed scheme represents the most likely development due to the
numerous consuitations.

This is effectively the value of the unencumbered freehold site assuming development
of the scheme.

Nature and Source of Information Relied Upon

In addition to relying upon VOA held records and information, | have assumed that all
information provided by, or on behalf of you, in connection with this instruction is
correct without further verification — for example, details of tenure, tenancies, planning
consents, etc.

My advice is dependent upon the accuracy of this information and should it prove to
be incorrect or inadequate, the accuracy of my valuation may be affected.

Various background information has been provided but the key documents are as
follows:

Savills Valuation Report — Dated 21t November 2018
Savills letter for Section 123 Best Consideration — Dated 215t November 2018
Background paper and details of the scheme

The sources of any other information used that is not taken from VOA records
include, Google Street View and Aerial mapping, Office for National Statistics,
Environment Agency website, EG| and Focus Costar.

Date of Inspection

As agreed, the property has not been inspected.
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Property Specialists
for the Public Sector

Extent of Investigations, Survey Restrictions and Assumptions

An assumption in this context is a limitation on the extent of the investigations or
enquiries undertaken by the valuer. The following agreed assumptions have been
applied in respect of your instruction, reflecting restrictions to the extent of our
investigations.

As agreed with you, no inspection of the property was undertaken and the
advice and valuation has been prepared on a ‘desk-top basis’; i.e. it is
provided on the basis of ‘restricted information’.

No detailed site survey, building survey or inspection of covered, unexposed or
inaccessible parts of the property was undertaken. The Valuer has had regard
to the apparent state of repair and condition, and assumed that inspection of
those parts not inspected would neither reveal defects nor cause material
alteration to the valuation, unless aware of indication to the contrary. The
building services have not been tested and it is assumed that they are in
working order and free from defect. No responsibility can therefore be accepted
for identification or notification of property or services' defects that would only be
apparent following such a detailed survey, testing or inspection.

It has been assumed that good title can be shown and that the property is not
subject to any unusual or onerous restrictions, encumbrances or outgoings.

It has been assumed that the property and its value are unaffected by any
statutory notice or proposal or by any matters that would be revealed by a
local search and replies to the usual enquiries, and that neither the
construction of the property nor its condition, use or intended use was, is or
will be unlawful or in breach of any covenant.

Valuations include that plant that is usually considered to be an integral part of
the building or structure and essential for its effective use (for example
building services installations), but exclude all machinery and business assets
that comprise process plant, machinery and equipment uniess otherwise
stated and required.

It has been assumed that no deleterious or hazardous materials or techniques
were used In the construction of the property or have since been incorporated.
However where an inspection was made and obvious signs of such materials
or techniques were observed, this will be drawn to your attention and captured
in this report.

No access audit has been undertaken to ascertain compliance with the
Equality Act 2010 and it has been assumed that the premises are compliant unless
stated otherwise in this report.

No environmental assessment of the property (including its site) and
neighbouring properties has been provided to or by the VOA, nor is the VOA
instructed to arrange consultants to investigate any matters with regard to
flooding, contamination or the presence of radon gas or other hazardous
substances. No search of contaminated land registers has been made
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3.1

3.2

However, where an inspection was made and obvious signs of contamination or
other adverse environmental impact were visible this will have been advised to
you, further instructions requested and the observations captured in the report.
Where such signs were not evident during any inspection made, it has been
assumed that the property (including its site) and neighbouring properties are not
contaminated and are free of radon gas, hazardous substances and other
adverse environmental impacts. Where a risk of flooding s identified during any
inspection made, or from knowledge of the locality, this will be reported to you.
The absence of any such indication should not be faken as implying a guarantee
that flooding can never occur.

e No allowances have been made for any rights obligations or liabilities arising
from the Defective Premises Act 1972,

Property Information

Situation

The Property is located in Southend on Sea, which is located approximately 70km (43
mi) east of Central London and 25 km (15 mi) east of Basildon, on the northern side
of the Thames Estuary.

Southend has good road communications via the A130 or A127, both of which
provide direct access into central London and to national road and rail links via the
M25. In addition, both the A13 and A127 connect to the A130 dual carriageway,
which provides access northbound towards Chelmsford and the A12

The town is served by two railway lines, providing links to London Liverpool Street
and London Fenchurch Street, with journey times of between 50 minutes and an hour
15 minutes depending on the service.

Seaway Car Park is situated behind and to the north of the amusement arcades on
Marine Parade and abutting the nightclubs which front onto Lucy Road:

To the north of the site are Chancellor Road and Queensway, linking into the A13 to
the north. To the west is Herbert Grove, and to the east the rear gardens of
Hartington Road.

Description

The site comprises a surface level car park of approximately 630 spaces, together
with the site of the former Rossi Factory, 29 Herbert Grove and 1-3 Herbert grove
which were acquired with government funding to be demolished and incorporated in
to the wider redevelopment scheme as proposed.

The car park appears to be a marked tarmac surface. The car park is pay and display
or pay by phone although there does appear to be the capability to obtain season
tickets for parking within certain areas.

The site slopes from west {o east.

LDG20a (10 18)
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3.3

3.4

The site has not been well maintained according to the Savills report and requires
maintenance and improvement.

Tenure

We have not had sight of any title document but have been provided with the
following details:

The council own the freehold interest of the subject properties and have agreed to
grant a lease on the following terms:

A new 152 year lease will be granted upon the Lessee satisfying the conditions of the
agreement for lease and sale.

No premium is payable as the lease will be subject to a ground rent.

The initial rent of £282,000pa is subject to review on an upward only basis until after
the 3 review.

The reviews are at year seven and every fifth year thereafter the Lease rent is
reviewed. The rent review determines the rent as a percentage of 11% of all receipts
less irrecoverable expenditure by the tenant. The principles of the rent review are as
follows:

a. TSL will provide full open book access to their accounts;

b. the rent review is based upon all the rents received by TSL, (the “Gross
Rent");

c. the Tenant is able to deduct from this any expenses it has incurred in relation
to the management of the development that it cannot recover from the
subtenants. In practice, the tenant would usually recover all its expenses from
each tenant and any expenses not recovered, such as by the tenant leaving
early, becoming insolvent etc. will be deductible from the Gross Rent; and

d. in order to minimise any deductions to the Gross Rent the tenant covenants to
practice good estate management and not to so order its affairs to do
otherwise.

e After the third review the rent will be as calculated as above but without the
upward only restriction.

Easements and Restrictions

We are not aware of any restrictions or easements affecting the car park site which
would impact on value.

However, we understand there is a restriction on title relating to the former Rossi
factory and 29 Herbert Grove. The properties were funded through a grant from the
East England Development Agency (now Homes England) to enable the properties
be included in the scheme, any other disposal would require the grant funding to be
repaid.

LDG20a (10 18)
Private and Confidential Page 10

18



DVS e

3.5

3.6

3.7

3.8

Site Area

The site area is approximately 2.3 hectares.

Services

It is assumed the site can readily be connected to all mains services.

Access and Highways

Access can be gained to the car park from Hartington Road and Chancellor Road
with exit to Queensway.

Planning

I have been provided with various information regarding the planning status of the
land.

The site is within an area where Policy CS6b applies (Seaway Car Park and Marine
Parade).

The policy wording is as follows:

‘The Council will pursue with private sector partners and private landowners and
developers the redevelopment of this area for high quality mixed use development,
including the provision of:

1. leisure, cultural and tourism attractions including restaurants, digital gallery
destination space and quality hotel offer together with new housing and re-
provision of car parking,

2. design and layout solutions that allow for:

a. remodelling of the urban form to create:

i.  a north-south axis which makes a clear sight line from Queensway to the
sea;

n.  a stronger relationship with the Town Centre in particular to the expanded
retail circuit in the Tylers Quarter,

iii. anew link to Marine Parade designed around the ‘Spanish Steps’ concept
of the stepped public urban space;

iv. A series of public and semi-public terraces that negotiate the level change
from Tyler's Avenue through Seaway to Marine Parade,

b.  active and/or attractive frontages to all new and existing streets and spaces;

c.  appropriately sited taller buildings to take advantage of the estuary views
provided they do not cause undue overshadowing or be detrimental to the
amenity of neighbouring development;

d.  materials and colour to reflect the vibrancy and colour of the seaside;

LDG20a (10 18)
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e.  use of sustainable construction techniques and renewable technology
appropriate to the type and scale of development and incorporate best
environmental practice in design and layout.

All development proposals must protect buildings of historical importance particularly
Listed and locally listed Buildings and respect their setting and character.

All development will be required to demonstrate how flood risk has been taken into
account and the measures which have been taken to mitigate against it if required’.

In summary the proposed development will comprise a cinema complex, 4 leisure
units, 10 restaurant units, an 80 bed hotel, cafe and a 555 space car park

The detailed accommodation schedule is as follows:

Unit Description Area Comments
Net Lettable
(saft)

0 Cinema 28,235
L1 Leisure 20,395
L2 Leisure 5,318
L3 Leisure 15,210
L4 Leisure 5,899
R1 Restaurant 6,039
R2 Restaurant 5,005
R3 Restaurant 3,250
R4 Restaurant 4,058
R5 Restaurant 3,498
R6 Restaurant 3,272
R7 Restaurant 2,928
R7A Restaurant 2,928
R8 Restaurant 3,681
R9 Restaurant 1,991

Hotel 30,906 | 80 rooms

Café 969

Parking 119,299 | 555 spaces
Total 262,881

3.13 Eaquality Act 2010
Whilst | have had regard to the provisions of the Equality Act 2010 in making this
report, | have not undertaken an access audit hor been provided with such a report It
is recommended that you commission an access audit to be undertaken by an
appropriate specialist in order to determine the likely extent and cost of any
alterations that might be required to be made to the premises or to your working
practices in relation to the premises in order to comply with the Act.
3.9 Mineral Stability
The property is not in an underground mining area and a Mining Subsidence Report
has not been obtained.
LUG?20a (10 18)

Piwvate and Confidential

Page 12
20



DVS S

3.10 Environmental Factors Observed or Identified

| am not aware of any environmental issues that may impact on the site.
3.11 Rateable Value

The rateable value of the car park is £196,000 with effect from 1% April 2017.

4. Review of the Savills Methodology and Evidence

4.1 Valuation Methodology / Approach and Reasoning

Essentially in order to demonstrate that the Council are obtaining best value they
need to follow the guidance in Circular 06/03. It is necessary to demonstrate that the
site is not being sold for less than best consideration and if it is does exceed the sum
for which they will be required to seek consent.

The unrestricted value is the best price reasonably obtainable for the property and
should be expressed in capital terms. In general terms, unrestricted value is
intended to be the amount which would be received for the disposal of the
property where the principal aim was to maximise the value of the receipt. Apart
from the inclusion of bids from a purchaser with a special interest it is defined in
the same way as market value.

The restricted value is the market value of the property having regard to the terms
of the proposed transaction. It is defined in the same way as unrestricted value
except that it should take into account the effect on value of any voluntary
condition(s).

In the case of a disposal of a leasehold interest, the unrestricted value should be
assessed by valuing the authority's interest after the lease has been granted plus
any premium payable for its grant. This will usually be the value of the authority's
interest subject to the proposed or assumed lease. In other words, it will be the
value of the right to receive the rent and other payments under the lease plus the
value of the reversion when the lease expires.

Savills have undertaken three valuations which are as follows:

¢ Restricted Valuation 1 - The current Market Value of the freehold interest, upon the
Special Assumption there is no alternative use value (“Special Assumption Value'),
In respect of the trading business, once fully established this type of property normally
changes hands in the open market as a fully equipped operational business unit, and is
therefore valued including:

o all plant, equipment, furniture, furnishings, fixtures and fittings on the assumption that
these are free from lien and encumbrance.

o the market's perception of the trading potential excluding any personal goodwill.

s all licences, consents, certificates and permits necessary to allow the property to properly
trade on the assumption that these will be received as required.

LDG20a (10 18}
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o all existing staff, membership and bookings but excluding stock in trade, consumables
and any additional value attributable to works of art, historic artefacts and the like

¢ Restricted Valuation 2 - The current Market Value of the freehold interest, subject to the
proposed long lease and upon the Special Assumption the current scheme has been
granted planning consent (“Special Assumption Value”),

e Unrestricted Valuation 3 - The current Market Value of the freehold interest, upon the
Special Assumptions of Vacant Possession and the current scheme has been granted
planning consent (“Special Assumption Value")

Valuation 1

Savills have approached this by looking at the current Market Value of the freehold
interest, upon the Special Assumption there is no alternative use value (“Special
Assumption Value”); i.e. the value of the operational car park business, but assuming
no development potential.

The property has been principally valued by the profits method having regard to the
income generated by the car park Savills have had regard to the last three years
income and then adjustment this to reflect the reinstatement of coach parking. This is
a reasonable approach.

The income has been correctly adjusted for VAT.

The fair maintainable turnover is estimated at £432,000.

They have then deducted various expenditure for items such as business rates,
enforcement, maintenance and security which results in a Fair Maintainable

Operating Profit of £345,600 pa.

The income has been has been capitalised at 8.5% which is in the middle of the
range of yields from table 1 to reflect the size of the property.

They have then allowed for resurfacing of the car park which has been neglected due
to the development plans resulting a value of £3.8 million.

The valuation breaks back to £8,444 per space if this is decapitalised at 6% this
would result in a potential rent of £506 per space or £227,988pa which compares with
the current rateable value of £196,000 although this is based on a different number of
spaces.

Parking Charges

Summer Tariff
(01/04 - 31/10)

2 hours - £2.90

4 hours - £6.60

6 hours - £10.00
7+ hours - £12.00

Winter Tariff
(01/11 - 31/03)

2 hours - £2.20
4 hours - £5.00
6 hours - £7.70
7+ hours - £9.60

LDG20a (10 18)
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[Named Car Park Zone 1 |[Winter Weekday Only |
| [Annual £200 ]
| [Monthly £50 |

DVS are aware of the sale of car park in Haywards Heath that sold in 2015 for

in 2015 which purportedly let to national operator at . _giving a yield of 5.67%.
The rent reflects around £680 per space, however the new owner is seeking to
develop the site although the car parking is still operating. The yield 1s however in line
with those provided by Savills for investment properties.

The Haywards Heath car park is close to a railway station with good links to London
although daily prices are less than subject property it probably has a better overall
occupancy level but is also considerably smaller.

Overall the approach appears logical and the valuation appears reasonable
having regard to the established income and condition of the car park. The
income achieved seems to suggest that the current car park is not overly
utilised the whole year round hence why concessions are available for the
winter months.

No value has been included for the former Rossi Factory and 29 Herbert Grove,
it is assumed this is due to the restriction on title which does not appear
unreasonable.

Valuation 2

Savills have approached this by looking at the Market Value of the freehold interest,
subject to the proposed long lease and upon the Special Assumption the current
scheme has been granted planning consent (“Special Assumption Value); i.e. the
capitalisation of the rental income to be received by SBC accounting for the specific
lease terms.

They have adopted the investment method of valuation whereby the rental income
stream is capitalised at appropriate capitalisation rates based on current comparable
investment market transactions.

In relation to the current market rental values of the proposed units, Savills consider
that this would result in a Ground Rent below the current guaranteed rent, however

the agreed commencing rent is guaranteed for the first 17 years. Some of the rents

are subject to indexation

They have capitalised the guaranteed rent at a yield of 4% to reflect the guaranteed
income of £282,000pa and then reverted to their estimation of the market rent which
is £250,253 which they have capitalised at 5.75%.

Savills have not had regard to the rents which are indexed within their valuation which
potentially would result in a higher rent at review than currently assessed This is a
cautious approach but probably not unreasonable in the current market.

LDG20a (10 18)
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This approach appears to be a term and reversion and in my view in order to get to
the valuation figure the term yield is 4.75% rather than 4% as stated, however, this
may be a result of the valuation software used

The investment is effectively over-rented initially, so | consider it prudent to value the
market rent at a market yield and then to value the over-rented element at a lower
yield to reflect the value of the guaranteed income. This approach results in a value
extremely close to that provided by Savills and well within accepted valuation
tolerances.

The initial yield ignoring purchaser's costs reflects around 6.2% which is a significant
return on what is effectively a fixed income stream of 17 years.

Valuation 3

Savills have approached this by looking at the Market Value of the freehold interest,
upon the Special Assumption the current scheme has been granted planning consent
(“Special Assumption Value”); i.e. the valuation of a policy complaint scheme that
would likely be constructed at the site.

It is my view that the approach taken by Savills to assume that the proposed scheme
represents the most likely development as result of the consultations and significant
time spent by both SBC and the Developer, is a reasonable approach and fulfils the
policy requirement of the planning authority.

Savills have undertaken a residual appraisal which is an accepted method used to
value property with development potential.

The land value is identified in their appraisal as the residualised price which forms
part of the acquisition costs. The rationale of this method is very simple, namely;

The value of the completed development.

Less The total cost of development plus the development profit
Equals The Value of the existing property for development purposes

Because of the large number of variables, which are generally used, the method
comes in for considerable criticism from many quarters the most common being that a
large number of estimates have to be made by the valuer, which increases the
chance of error. However in the methods defence, its use enables the likely financial
success of a possible scheme to be considered (and refined when more variables are
included) at an early stage so helping parties to decide whether or not to proceed.

The valuation has been undertaken using ARGUS Developer, propriety software used
widely by the property industry.

The residual value will represent the freehold value of the site if it was to be sold as a
site rather than under the terms of the proposed agreement.

The development appraisal has been undertaken having regard to their assumptions
on rent and yield and therefore adopts a lower level of rent than will be received by
Southend.
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My only observation in relation to valuation 3 relates to the requirement of the RICS
Guidance for the Valuation of Development Land (VIP 12) to give an appraisal
context by referring the land transactions where possible

Practice Statement 6.8 of the RICS Red Book does require negative figures to be
reported. In this case the valuation is subject to the special assumption for the agreed
development to be sold on a freehold basis and would not represent best value

| am not aware of any useful current transactional evidence which would help give
context to the appraisal but it is also my view that the appraisal would result in a
negative land value based on the current information and would not be deliverable if
developed on a freehold basis,

42  Savills Comparable Evidence and Market Overview

In the Savills report they have provided comparable evidence and a commentary on
the information provided. | have also undertaken my own research to see if the views
given seem reasonable
Car Park
There is a lack of evidence for Operating Car Parks and where they do come to the
market it is often for redevelopment.
Savills have provided two tables of transactions, the first, area specific sales giving a
guidance for potential yields to be applied to the income for freehold properties and
the second table details to investments sales.
The transactional evidence in the first table is fairly historic showing yields of between
7% and 9.32% in addition a car park failed to sell at auction in July 2018 with the last
bid reflecting around 4.76%.
The second table comprises car park mostly let to major car park operators. The yield
range Is 4.33% to 7.5%. Most of these deals however are still fairly old but there is a
lack of evidence.
However, overall the evidence provided does help give the valuation context.
CinemallLeisure
Savills have provided a summary of the cinema market in the UK and the significance
of the various sectors of the market
Savills have accepted the rent agreed by the Empire Cinemas and the pre-let to
Hollywood Bowl reflect the market value.
| have no evidence to contradict this view
The two key leisure rents represent just under 25% of the total rent roll and both will
be let on 25 year leases

LDG20a (10 18)

Pivate and Confidential Page 17

25



DVS e

Savills make observations in relation to the other 3 leisure units but at this stage there
is no other confirmed interest so they have taken a conservative approach to value
and yield in the appraisal.

Restaurant

There is detailed commentary on the restaurant market which covers the recent
issues faced by many operators. They highlight a number of major casualties and
draw the conclusion that the current market rental values of the restaurants in the
developer's appraisal are overstated. This is backed up by the recent report by
Accountancy firm Moore Stephens who said there had been 1,219 insolvencies,
ranging from standalone restaurants up to large investor-backed chains - up from 985
in 2017.

Moore Stephens also stated that insolvencies were at their highest level since it
began tracking the sector in 2010.

It blamed an influx of private equity investment that had led to some restaurant chains
opening too many sites that were now failing to break even.

It also said interest rate rises and Brexit concerns had "put a dent”" consumer
spending growth, as operators faced rising overheads such as the minimum wage
and ingredient costs

Savills are fairly pessimistic about the rental values and incentives on the scheme
and indicate that they are lower than the assumptions on which the guaranteed rent is
based.

However, they do state that the investment market is fairly good due to the lack of
stock and the current concerns regarding restaurant operators is not translating into
the investment market even though some are seeking CVA'’s.

There are a total of ten restaurant units in the scheme of which there appears to be
interest and terms agreed in principle for around half, clearly in the current market this
is concerning but not a direct issue for Southend at this stage due to the rental
guarantee for the first 17 years.

Hotel

An extensive and detailed commentary has been provided with a significant schedule
of comparables for both investments and rents

The hotel comparables relate to those sold for investments or rented in chain hotels
which is in line with the proposed development.

They have also undertaken an indicative profit and loss valuation which appears to
adopt fairly reasonable assumptions. The proposed rent reflects £ er key and
this is at the top end of the range of comparable but commensurate with some
significant tourist locations.

Their conclusions are that the proposed rental is at the top end of the range and as
such have adopted a yield at the top end of the comparable yield evidence.
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4.3

4.4

4.5

4.6

4.7

The capital value breaks back to circa J per room and this is does not appear
unreasonable from the evidence we have reviewed.

| also understand the rent is subject to a level of index linking at review which is
beneficial in maintaining the overall rent received by Southend.

Overall Comment

Overall the assumptions adopted by Savills do not appear unreasonable, | have
looked at Festival Leisure Park at Basildon which is probably the nearest direct
comparable and the rents achieved there appear to support the proposed rents.

Savills Opinion of Value

Valuation 1 - £3,800,000 (THREE MILLION EIGHT HUNDRED THOUSAND
POUNDS)

Valuation 2 — £4,585,000 (FOUR MILLION FIVE HUNDRED AND EIGHTY
FIVE THOUSAND POUNDS)

Valuation 3 - NEGATIVE (£3,155,378).

Currency

All prices or values are stated in pounds sterling.
VAT

Savills valuation is exclusive of VAT.

This is normal practice unless advised otherwise.

Costs of Sale or Acquisition and Taxation

No allowance has been made for liability for taxation, whether actual or notional, that
may arise on disposal.

This is normal practice unless advised otherwise.

Market Commentary

Savills have provided a detailed analysis of the relevant property markets and this
needs to be set against the background of a challenging period in the history of the
United Kingdom although the economy is in a reasonable state there is still
considerable uncertainty.

Following the referendum held on 23 June 2016 concerning the UK's membership of
the EU, the impact to date on the many factors that historically have acted as drivers
of the property investment and letting markets has generally been muted in most

sectors and localities. The outlook nevertheless remains cautious for market activity
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over the coming months as work proceeds on negotiating detailed arrangements for
EU exit and sudden fluctuations in value remaining possible. We would therefore
recommend that the valuation is kept under regular review. Should you intend to
effect a disposal, we recommend that specific marketing advice be obtained at that
time.

The negotiations for the UK exit from the EU have been ongoing for many months
and there is now a draft agreement on the table but it is unclear at this stage whether
it will be acceptable to the UK parliament or the remaining EU member states.

In terms of the general economy the key indicators in respect of unemployment,
inflation and growth according to the ONS are as follows:

There were an estimated 1 38 million unemployed people (people not in work but
seeking and available to work), 20,000 more than for May to July 2018 but 49,000
fewer than for a year earlier.

The unemployment rate (the number of unemployed people as a proportion of all
employed and unemployed people) was estimated at 4.1%, virtually unchanged
compared with May to July 2018 but lower than the estimate for a year earlier (4.3%).

The Consumer Prices Index including owner occupiers’ housing costs (CPIH) 12-
month inflation rate was 2 2% in November 2018, unchanged from October 2018.

The largest downward contributions to change in the 12-month rate came from falls in
petrol prices ‘and across a variety of recreational and cultural goods and services,
principally games, toys and hobbies, and cultural services.

The Consumer Prices Index (CPl) 12-month rate was 2.3% in November 2018, down
from 2.4% in October 2018

The rate of Retail Prices Index (RP1) inflation, which is calculated differently, was
3 2% in November 2018, down from 3.3% in the previous month

UK gross domestic product (GDP) in volume terms was estimated to have increased
by 0.6% between Quarter 2 (Apr to June) 2018 and Quarter 3 (July to Sept).2018.

All four sectors of output contributed positively to growth in Quarter 3 2018, with the
largest contribution from the services industries at 0.3 percentage points.

The Bank of England base rate was increased to 0.75% in August 2018 following a
unanimous vote. In the early part of the year there was a belief that rates will rise over
the next three years although this may not be more than a further 0.75% (1.25%) and
the increase in August was clearly the first step.
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5.1

5.2

5.3

5.4

5.5

General Information

Status of Valuer

It 1s confirmed that the review of the valuation has been carried out by a
RICS Registered Valuer, acting in the capacity of an external valuer, who has the
appropriate knowledge and skills and understanding necessary to undertake the
valuation competently, and is in a position to provide an objective and unbiased
valuation.

This report has been reviewed by . . a RICS Registered Valuer for
internal quality assurance purposes.

Conflict of Interest

Checks have been undertaken in accordance with the requirements of the RICS
standards and have revealed no conflict of interest. DVS has had no previous
material involvement with the property.

Restrictions on Disclosure and Publication

The client will neither make available to any third party or reproduce the whole or any
part of the report, nor make reference to it, in any publication without our prior written
approval of the form and context in which such disclosure may be made.

You may wish to consider whether this report contains Exempt Information within the
terms of paragraph 9 of Schedule 12A to the Local Government Act 1972 (section 1 and
Part 1 of Schedule 1 to the Local Government (Access to Information Act 1985) as
amended by the Local Government (access to Information) (Variation) Order 2006.

Limits or Exclusions of Liability

Our valuation is provided for your benefit alone and solely for the purposes of the
instruction to which it relates. Our valuation may not, without our specific written
consent, be used or relied upon by any third party, even if that third party pays all or
part of our fees, directly or indirectly, or is permitted to see a copy of our valuation
report. If we do provide written consent to a third party relying on our valuation, any
such third party is deemed to have accepted the terms of our engagement.

None of our employees individually has a contract with you or owes you a duty of
care or personal responsibility. You agree that you will not bring any claim against
any such individuals personally in connection with our services.

Validity
This report remains valid for 6 (six) months from its date unless market circumstances

change or further or better information comes to light, which would cause me to revise
my opinion.

LDG20a (10 18)
Private and Confidential Page 21
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6.1

6.2

6.3

6.4

6.5

6.6

6.7

Recommendations

The report provided by Savills is detailed, logical and well evidenced having regard to
the nature of the scheme.

| consider that the conclusion drawn by Savills that the proposed deal represents best
value is appropriate and reasonable.

The value of the new interest being created safeguards the Council’s income whilst
providing them with an investment which has a higher underlying value than the
property reflecting the existing use. The initial rent is also not dependent on the initial
success of the scheme so hopefully by the time of the expiry of the guaranteed rent
the scheme will be well established and producing a higher level of value than
currently suggested by Savills.

Whilst there are concerns over the current restaurant market the scheme has 3 major
anchor tenants which account for a large part of the rent. The hotel and cinema rents
are also indexed linked which will help maintain the overall rental value.

The value of the proposed interest is also greater than the value that could be
achieved if sold on a freehold basis. In reality the valuation figure provided showing a
negative figure is of little relevance as a landowner is not going to dispose of site at
less than the market value of the existing use. Where an asset is still operational
anyone looking to acquire the land for development would potentially have to provide
some level of incentive to persuade the landowner to sell.

The value of the Council’s new interest is 20.65% higher than the value reflecting the
existing use and this is considered to be a reasonable uplift and this may well
increase depending on the success of the scheme.

The Council has the benefit of an overage arrangement to capture a share of profit if
the scheme exceeds the agreed profit threshold which is also reasonable.

| trust that the above report is satisfactory for your purposes. However, should you require
clarification of any point do not hesitate to contact me further.

Reviewed by
( -
F y
RICS Registered Valuer ' RICS Registered Valuer
DVS DVS
LDG20a (10 18)
Private and Confidential Page 22
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Site Plan
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24 January 2019

L]
Our Ref PB/406347 SaVI "S

A Richards Esq

Group Manager Asset Management Paul Bird BSc (Hons) MRICS

Finance and Resources E phird@savills com
Department of the Chief Executive DL +44 (0) 1245 293285
Southend on Sea Borough Councll F +44 (0) 1245 293201
Civic Centre, Victoria Avenue

Southend on Sea Parkview House
Essex, SS2 6ER Victoria Road South

Chelmsford, CM1 1NG
T +44 (0) 1245 269 311
savills com

Dear Alan

Seaways Car Park, 1-3, 29 Herbert Grove and the former Rossi Factory, Lucy Road, Southend on Sea.
S$81 2SA

| refer to your request for a supplementary letter to assist in answering queries arising from the publication of
your report to Cabinet on 17 January 2019

[ confirm that | have reviewed the report and that

1 Our valuation work and advice is aligned to the figures published in the report and the report does not
contain any information which would lead us to arrive at different conclusions, or to amend our
advice, and

2 The report fairly reflects our assessment of the scheme and our conclusions In relation to the
Council's position in the context of s 123 of the Local Government Act 1972

You have requested further commentary on the way that 29 Herbert Grove and the site of the former Rossi
Factory have been taken in to account in our valuation, particularly the valuation of the existing site (referred
to as Valuation 1 within our report dated 21 November 2018)

The position in relation to these 1s set out very clearly in the Cabinet report of 17 January 2019

The properties were acquired with public funding and their future use 1s restricted, such that they could not be
sold other than in the context of a wider development of the Seaway Car Park and only then with the express
permission of the East of England Development Agency (subsequently the Homes and Communities Agency
and now Homes England) There is a restriction on the registered title to this effect

Furthermore, part of your original instruction included reference to our report being made available to Homes
England, so that they might share it with their advisers, with the aim of establishing the claw-back payment
due to Homes England in relation to 29 Herbert Grove and the site of the former Rossi Factory Our report
was duly provided for this purpose and it i1s evident from the Cabinet report that the clawback has been
assessed and settled at £166,000

In terms of our valuation, the fact that these properties cannot be sold other than in connection with a wider
scheme of development on Seaways means that any potential Market Value i1s eradicated unless agreement
could be reached with Homes England to accept repayment of the grant in exchange for a release of the
restrictions on title This would however be at odds with the purpose of the funding, which 1s to deliver the
wider regeneration scheme, be a significant and unbudgeted cost for the Councl, and would likely be
damaging for the Counclil in securing future funding

Offices and associates throughout the Amencas, Europe, Asia Pacific, Africa and the Middle East !»,. ° | i%gz o .

K 4
Savills (UK) Limited Chartered Surveyors A subsidiary of Savills plc Registered in England N%SHB & SGS SGS
Registered office 33 Margaret Street, London W1G 0JD



savills

In our view It would also send a clear message to the development market, which is likely to damage
confidence, meaning securing future investment (public and private) would be harder

It 1s often the case with acquisitions connected to wider development schemes that land and property s
acquired to enhance a scheme and that the value I1s only realised as part of the whole scheme This Is one
reason why Local Authorities and public bodies are so instrumental in major regeneration schemes and the
assoclated land assemblies so often required

In the Description section of our November 2018 report, the property is described as follows

“The property predominantly comprises a surface level pay and display car park owned by SBC It is roughly
fniangular in shape extending to approximately 5 2 acres (2 1 Hectares) The remainder of the site includes
highway land, the former Rossi Factor (now demolished), 29 Herbert Grove (a temporary residential let) and
1-3 Herbert Grove (which 1s due to be demolished) In all, we understand the property extends in total fo
approximately 6 96 acres (2 82 hectares)”

We have not dwelt on the valuation treatment of 29 Herbert Grove and the Rossi Factory for the reasons set
out above We understand that the Rossi Factory was acquired for £1 55M, subject to a short-term
leaseback with onerous strip out obligations and that 29 Herbert Grove was acquired for £200,000 At the
date of our valuation, the Rossi Factory was a cleared site and 29 Herbert Grove remained subject to a short-
term residential tenancy

To realise any positive value out of these assets, the Council would first have to repay the grant, leaving it in
a negative financial position For this reason, Valuation 1 assumes that 29 Herbert Grove and the Rosst
Factory have no financial value to the Council The value rests with Homes England and 1s protected through
therr restriction on title

As clearly set out in the Cabinet report, 1-3 Herbert Grove i1s within the area to be developed, but i1s not within
the area to be leased to Turnstone We understand it will not form part of any land transaction but instead to
be subject to a licence for demolition and landscaping works required to enhance the public realm and we
have not attached any value for this property As with 29 Herbert Grove and the Rossi Factory, the value sits
with Homes England

As set out above, Homes England’'s advisers have since been provided with our report and the clawback
contribution has been settled

You have requested my view on the release of our full valuation report which was of course prepared on the
understanding that it would be confidential with the supplementary s 123 covering letter being prepared for
publication with the Cabinet report

The full valuation report 1s not suitable for wider circulation It contains commercially sensitive information of
Turnstone’s scheme, pre-let arrangements and our detailed analysis of the same The release of the report
would likely prejudice the commercial interests of the Counclil, Turnstone, and potentially those tenants whom
have signed and those yet to sign

Our report has been disclosed at the Council’s request and with Turnstone’s knowledge, to Homes England’s
advisers and to the District Valuer Service (DVS), who both, under the terms of a signed letter of reliance, are
to protect the confidential information contained within | note at the end of the Cabinet report there 1s a link
to the Information Commuissioner’s view on the disclosure of our original report and the same justifications
apply in relation to the latest report

| confirm that this letter can be released to the DVS for independent review, as was completed for our
valuation report

| also confirm that this letter has been prepared on the understanding that it will be made more widely
available

Chent Southend Borough Councit 36
Property Land at Lucy Road, Southend on Sea, Essex
Date January 2019

Page 2 of 3



savills

| trust the contents of this letter are satisfactory for your purposes however, should you require any further
information then please do not hesitate to contact me

Yours sincerely,

gy

Paul Bird BSc (Hons) MRICS

RICS Registered Valuer

Director

Valuation & Development Consultancy

Client Southend Barotigh Council 37
Property Land at Lucy Road, Southend on Sea, Essex
Date January 2018

Page 3 of 3
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Alan Richards MRICS

Finance and Resources
Department of the Chief Executive
Southend on Sea Borough Council
Civic Centre

Victoria Avenue

Bopdin & 7

DVS Property Specialists
for the Public Sector

Oxford Valuation Office
4400 Nash Court

Oxford Business Park South
Oxford

OX4 2RU

Our Reference : 1682654/1K8
Your Reference *

Please ask for

Southend on Sea Tel :

Essex Mobile :

SS2 6ER E Mall @voa.gsi.gov.uk
By Email

Date : 25t January 2019

Dear Alan

Client Name: Southend-on-Sea Borough Council
Property Address: Seaway Leisure Scheme, Southend-on-Sea

Further to your email and the letter provided by Savills dated 24" January 2019 providing
clarification to various points raised at committee.

| have previously provided a report dated 215! December 2018 to Southend on Sea BC which
comprised a review of the Savills valuation report and s123 letter dated 21 November 2018
relating to the proposed sale of a long leasehold interest to Turnstone to enable the Seaway
Leisure Scheme.

| have reviewed the content of the letter dated 24" January 2019, specifically in relation to
the treatment of the properties at the former Rossi Factory, 29 Herbert Grove and 1-3
Herbert Grove in context of Valuation 1 of the aforementioned reports.

| agree with the following statements as set out in the Sauvills letter:

To realise any positive value out of these assets, the Council would first have to repay the
grant, leaving it in a negative financial position. For this reason, Valuation 1 assumes that 29
Herbert Grove and the Rossi Factory have no financial value to the Council. The value rests
with Homes England and is protected through their restriction on title.

As clearly set out in the Cabinet report, 1-3 Herbert Grove is within the area to be developed,
but is not within the area to be leased to Turnstone. We understand it will not form part of
any land transaction but instead to be subject to a licence for demolition and landscaping
works required to enhance the public realm and we have not attached any value for this
property. As with 29 Herbert Grove and the Rossi Factory, the value sits with Homes
England.

The issue relating to the overage payments to Homes England was not part of my instruction
so | cannot comment further.

Having reviewed the letter and clarifications provided and | see no reason to amend the
conclusion of my report which was as follows:

| consider that the conclusion drawn by Savills that the proposed deal represents best value
is appropriate and reasonable.

39



I trust this is sufficient for your purposes, but if you have any queries please do not hesitate
in contacting me.

Yours sincerely

RICS Registered Valuer
DVS

40
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Rivergate House
70 Redcliff Strest

III' CUSHMAN & Bristol BS1 6AL
Tel  +44 (0) 117 926 2210

'" . WA KEFI ELD cushmanwakefield.co.uk
Southend-on-Sea Borough Council Email @cushwake.com
Civic Centre Direct
Victoria Avenue Mobile
Southend-on-Sea
SS2 6ER

Our Ref SW/Seaway Leisure
23" January 2019
Dear Sirs

Seaway Leisure, Lucy Road, Southend-on-Sea, Essex
Agreements for Lease

We act for Turnstone Southend Limited as joint letting agent in relation to the proposed Seaway
Leisure scheme.

We understand you have requested confirmation of the Agreement for Leases currently in place, the
details of which are set out as follows:

Agreement Date Unit Tenant
29" November 2017 Cinema Southend Cinema 2 Limited
Empire Cinema Group (UK) Limited
12" August 2016 & Hotel Travelodge Hotels Limited
20" September 2018 (Deed of
Variation)
16" March 2018 Unit L1 The Original Bowling Company Limited

| trust this is satisfactory.

Yours faithfully,

——

Partner
Cushman & Wakefield LLP

cc. Tim Deacon - Turnstone

Cushman & Wakefield LLP is a limited liability partnarship registerad (n England & Walas with registration number OC328588 The members of the LLP are
Cushman & Wakafield (U.K.) Ltd and Cushman & Wakaliald Dabenham Tis Leung Limited. Registared office at 125 Old Broad Street, London, EC2N 1AR Regulated by RICS
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CHARTERED SURVEYORS
Southend-on-Sea Borough Council
Cwic Centre
Victoria Avenue
Southend-on-Sea
552 6ER
24™ January 2019

FAO: The Group Manager for Asset Management
Dear Sirs
SEAWAY LEISURE, LUCY ROAD, SOUTHEND-ON-SEA, ESSEX - FUNDING ARRANGEMENTS

We act for Turnstone Southend Limited in relation to the Seaway Leisure and the procurement of
funding for the project. We understand you require some background to the proposed method of
funding and Turnstone’s track record in attracting such funds.

There are a number of ways in which a project of this type will be funded. We anticipate in this case
the project will be forward funded by an institutional investor This 1s a very common method of
funding pre-let commercial projects. The site, in this case a long leasehold interest (with geared
ground rent), will be drawn down directly to the nstitutional investor who will then provide the
necessary funding to Turnstone to deliver and complete the project. The lease will only be drawn
down when planning and other conditions are satisfied with the Council Turnstone maintains their
development obligations to deliver the scheme, including procuring a building contractor and securing
further agreements for lease until the project reaches practical completion and is fully let It s typical
for the investor to then become a long term holder of the completed project who will benefit from
income via the leases to occupational tenants.

Turnstone have a good track record in procuring funding upon this basis across a range of project
types For example, in Chelmsford Turnstone had purchased a site on London Road. They secured
planning permission for a 42,000 sq ft office building The project was forward funded by RBS Pension
Trustees (managed by Standard Life) which totalled £16m and the project completed in 2007. At the
Rowley Art Centre project in St Neots forward funding was secured in 2012 from the Harmsworth
Property Trust (Daily Mail Pension Fund) The scheme had been pre-let to Cineworld, Frankie &
Benny’s, Pizza Express and Prezzo. The long leasehold interest was drawn down directly to
Harmsworth who then provided funds to complete the project In this case Britannia Construction
were procured to construct the scheme. The total funding level was £6.6m. More recently Turnstone
forward funded their Ely Leisure Scheme with Aberdeen Standard Investments in 2016 The scheme
had been pre-let to Cineworld, Greene King, Frankie & Benny’s, McDonalds, KFC and Costa. Again, the
site was drawn down directly to Phoenix Life Limited (managed by Aberdeen Standard Investments
and Turnstone procured a building contract with RG Carter Projects and secured further lettings. This
project reached practical completion in 2017 and the final unit has just been let to Nando’s.

14 Brook's Mews a Mayfair « London » W1K 4DG
T 0207534 0990 « cortexpartners.co.uk

Cortex Partners LLP [0C377642} Registered office as above 43
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CHARTERED SURVEYORS

This type of investment product is in short supply and remains attractive to investors owing to the
long secure leases offered by the leisure, restaurant and hotel sector, particularly where rents are
reviewed to the Retail Price Index or to fixed increases. Turnstone have secured such leases with
Empire, Travelodge and Hollywood Bowl which will attract good investor demand once planning I1s
secured During the last few years a number of institutional investors have made approaches to seek
the opportunity to fund Seaway Leisure Most notably discussions have taken place with Legal &
General’s Leisure Property Fund who remain very interested.

| trust this assists you with your funding enquiries.

Yours faithfully

TIRCo

James Welch
Partner

For and on behalf of
CORTEX PARTNERS

14 Brook's Mews » Mayfair » London « W1K 4DG
T 020 7534 0990 « cortexpartners.co.uk

Cortex Partners LLP [0C377642] Registered office as above 44
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