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SUMMARY 
  
In December 2019, Cabinet gave approval for the Council to purchase all the 
commercial units in the proposed Civic Campus scheme from the Joint Venture 
company established by the Council and A2 Dominion (the JV) to deliver the 
scheme. 
 
In January 2020, Full Council gave approval to the budgets necessary to fund the 
acquisition, and approvals to grant leases to a Council company to enable the 
acquisition and development of the commercial units. 
 
Cabinet delegated authority to the Strategic Director for the Economy, in consultation 
with the Cabinet Member for the Economy, to finalise and complete negotiations with 
the JV and enter into all necessary legal agreements to facilitate the purchase of the 
commercial units.  
 
As set out in the report, in light of the Covid-19 pandemic and the potential impact on 
the previous decision, the viability appraisal has been reviewed and updated by 
Colliers and Frost Meadowcroft and reviewed in detail by the Council. Further 
property advice has been obtained on the potential impact on the market. An 
independent review of the valuation and revised model by BNP Paribas has also 
been completed, alongside a RICS red book valuation that confirms the purchase 
price. 
 
This report is seeking approval for the Council to purchase the commercial units, 
using a lease to a nominee company and a development agreement with the LLP as 
the mechanism through which the Council will acquire the units. 
 
 

 
 
RECOMMENDATIONS 
  

1. That appendices 1- 6 are not for publication on the basis that  they contain 

information relating to the financial or business affairs of a particular person 

(including the authority holding that information) under paragraph 3 of 



Schedule 12A of the Local Government Act 1972, and in all the circumstances 

of the case, the public interest in maintaining the exemption outweighs the 

public interest in disclosing the information, be agreed 

 

2. That the Council enters into the development agreement with West King 

Street LLP for the purchase of the commercial units being developed as part 

of the Civic Campus Programme by West King Street LLP for £63,000,000 (a 

draft of which is appended at Appendix 4) 

 
3. That the Council grants commercial leases of the Civic Campus commercial 

units (a draft of which is appended at Appendix 5) to H&F Housing 

Developments Limited 

 
4. That the Council, enters in the Trust Deed with H&F Housing Development 

Limited (a draft of which is appended at Appendix 6)  

 
5. To note that to improve the financial viability of the acquisition and return to 

the council, and to mitigate the impact of increased costs within the financial 

model, that up to £10m of 106 funding for affordable workspace from the 

Olympia Section 106 agreement is proposed to be used to fund part of the 

purchase cost, and the associated decision for this will be included in a future 

cabinet report. 

 
Wards Affected:     Hammersmith 
  

 
 
H&F PRIORITIES  
 

Our Priorities Summary of how this report aligns to 
the H&F Priorities  

Building shared prosperity Investment in the commercial units will 
allow the Council to manage and control 
the affordable workspace elements, 
meaning it can direct their use for 
shared prosperity 

Being ruthlessly financially efficient 
 

The investment in the commercial units 
will allow the Council to generate a long- 
term income and the potential for capital 
receipts in the future 

Taking pride in H&F 
 

Investment in the commercial units 
allows the Council to take a long-term 
stewardship approach to the Civic 
Campus, maintaining quality for the 
long-term benefit of residents 

  
 
 



 
FINANCIAL IMPACT  
 
The full financial implications for the Civic Campus Programme were set out in the 
Full Council report in January 2019 and subsequently updated at Full Council in 
January 2020 which approved an additional capital budget of up to £64m to 
purchase the commercial elements of the scheme (this commercial property 
investment) with the final acquisition price subject to satisfactory valuation advice 
that meets best value requirements.  
 
As set out in the detailed report, in light of the Covid-19 pandemic and the potential 
impact on the previous decision, the viability appraisal has been reviewed and 
updated by Colliers and Frost Meadowcroft. Further property advice has been 
obtained on the potential impact on the market. An independent review of the 
valuation and revised model by BNP Paribas has been commissioned by the council 
and a summary of the Red Book RICS valuations are shown in Appendix 3.  
 
Property valuation 
 
The council is required to ensure that it obtains best value in any property 
acquisition. Whilst there is significant uncertainty in the market, there is market 
confidence and property transactions that support the acquisition of the commercial 
units. BNP Paribas’ red book valuation supports the acquisition price of £63,000,000 
that the Council will pay. 
 
Commercial investment appraisal model 
 
The update to the investment model reflects the latest intelligence of the market in 
light of Covid-19 has increased overall expected costs (including rent free periods), 
although it does not expect any significant impact on overall rental income. There is 
an adverse impact on the previous model and in order to ensure that the purchase 
does not have an adverse impact on the council’s general fund it is proposed that up 
to £10m of the affordable workspace s.106 contributions from the Olympia s.106 
agreement is applied to fund the purchase. A separate decision by the Council is 
required for this to be implemented.  
 
The expected rents and costs, and the profile of these, have been updated by Colliers 
and have been reviewed by the Council’s advisers, BNP Paribas, to ensure that the 
assumptions on which the model is based are reasonable.  

 
The high-level impact of the updated model since the December 2019 (January 
2020) decision is summarised in the table below.  



 
 
The model includes revenue financing costs of borrowing including interest (modelled at 
2.81%) and Minimum Revenue Provision (MRP) . The MRP modelling assumes an 
annuity basis resulting in lower costs in earlier years, increasing when the investment 
properties are established and inflation increases expected rental income. 
 
The Council expects to generate an income stream from leasing units on a commercial 
basis to cover these costs. The leases will need to be managed with commercial terms 
to enable the investment to be self-financing and avoid costs falling upon the general 
fund. Income is reduced by costs of management, marketing, rent free periods and 
voids, fees (eg legal, lettings, rent reviews), rates and service charges and other capital 
expenditure. Some smoothing may be required to manage the impact on the general 
fund of the profile of income and expenditure across the asset life. 

 
It is important to consider that, while using s.106 funding significantly improves the 
revenue position of this particular scheme, it represents an ‘opportunity cost’ insofar 
as these monies could otherwise be invested.  If, however, it was the case that such 
funds had only limited alternative applications then the opportunity cost would be 
minimised. In relation, to the s.106 Olympia funds these must be applied to the 
purposes of affordable workspace.  
 
Currently in the Civic Campus the following units are identified as affordable 
workspace, by virtue of their rents being lower than the prevailing market rates or by 
the specification being an affordable specification. 
 

 Block A - Affordable work units 
 Block B - Cinema  

 Block B – Restaurant 

 Block C - units 2 & 3  
 
In order for the s.106 funds to be applied to these units or to any other commercial 
spaces in the Civic Campus, the use of the funds will need to reflect the ‘Affordable 
Workspace Strategy’ that is being agreed as part of the Olympia S.106 and planning 
conditions, in addition to a future cabinet approval to apply the specific funds to the 
Civic Campus project. 
 
It is also important to stress that the low interest rate environment contributes to the   
viability of the scheme and therefore the model is highly sensitive to even small 
changes in rates – for example a twenty-basis point reduction in rates would be 
enough to return the model (based on the 100% PWLB funded scenario) to a 

December 2019

Aug 2020

Scenario 1

(100% PWLB)

Aug 2020

Scenario 2 (with 

S106 funding)

Assumptions/Key Inputs

Interest Rate 2.81% 2.81% 2.81%

Discount Rate 5% 5% 5%

Borrowing 64,000,000.00£     64,000,000.00£     54,000,000.00£  

S106/Internal funding -£                          -£                          10,000,000.00£  

Key Indicators

Discounted Cashflow 28,902,588.62£     21,418,467.57£     27,408,835.59£  

Nominal Cumulative Revenue 4,212,672.83£       5,441,212.67-£       16,641,787.33£  



revenue positive position. Conversely, a twenty-basis point increase in rates would 
nearly double the revenue adverse position to c. £10.7m. 
 
Funding 
 
The January 2020 Full Council report stated that the purchase would be funded from 
external borrowing, with a potential contribution from s.106. Following the revised 
modelling up to £10m s.106 affordable workspace contribution is required to make 
this financially viable. The Olympia s.106 agreement is in place and the £10m 
contribution is scheduled to be received in October 2020, the relevant conditions no 
being in place for its receipt. The remainder of funding will be via borrowing unless 
other capital receipts can be identified and are applied.  
 
Risks and opportunities 
 
There are increased risks to the reported financial impact as a result of uncertainty in the 
commercial property market in the short and long-term as a result of the pandemic. The 
impact is sensitive to the assumptions included in the model around expected income 
from tenants of the commercial properties and market for office and other commercial 
property, interest rates payable on borrowing undertaken by the council to finance the 
purchase, expected costs and inflation on costs and rental and also the capital value on 
exit. BNP Paribas have been engaged to provide independent assurance on the inputs 
into the appraisal model, market commentary and overall investment value, as set out in 
appendix 3. 

 
If these assumptions differ from the base case, these could result in additional income or 
additional costs of the investment. Sensitivity analysis identifies the potential range of 
outcomes based on changes to interest rates and the net income and expenditure.  
 
Finance and Treasury will continue to monitor borrowing interest rates as part of the 
Treasury Management Strategy to take advantage of low interest rates where these may 
be available.  
 
The proposed application of up to £10m S106 contributions for affordable workspace to 
this purchase means that this will not be available to fund any other potential affordable 
workspace scheme within the borough as part of other regeneration schemes. Whilst the 
s.106 contributions are not yet in hand, the conditions requiring repayment have now 
been met and the receipt expected in October 2020.  
 
The uncertainty in the market and resulting increased risks to the financial viability of the 
commercial property purchase needed to be considered within the context of the 
potential impact on the viability or delay to the wider Civic Campus scheme. A confirmed 
buyer for the commercial units within the scheme is a condition precedent within the 
Conditional Agreement to Lease and the receipt from the purchase of the commercial 
units affects the overall viability of the scheme. A decision to not progress, due to the 
current market uncertainty, would at the very least cause delays to the scheme which 
will result in additional costs for the council. This might include the need for additional 
capital contributions from the council to make the scheme viable and additional revenue 
costs of leasing our decant properties of c£5m per annum should staff be unable to 

return to the new Town Hall in line with the current programme timetable. 
 



Further commentary on the valuation is included in paragraphs 8-11. 
 
LEGAL IMPLICATIONS 
 
Part 1  
The Council via H&F Housing Developments Limited (the “Nominee”) intends to 
retain long-term ownership of the commercial units. The Council will grant four initial 
leases (the "Nominee Leases") of the relevant space to the Nominee) who will hold 
the lease as bare trustee for the Council.  The beneficial interest in the property 
remains with the Council and the Nominee acts at the direction of the Council.   
 
The Council has power to (a) grant the Nominee Leases to the Nominee under 
section 233 of the Town and Country Planning Act 1990 and the power to enter into 
the trust deed and the development agreement and (b) direct the Nominee to enter 
into the trust deed, to take the grant of the Nominee Leases and enter into the 
development agreement all under section 1 Localism Act 2011;  

  
The current drafts of the forms of the Nominee Leases, the trust deed and the 
development agreement are attached at appendixes 4,5 and 6.  The main risk for the 
Council is that, as the Nominee Leases are granted prior to construction of the 
relevant space and if the development does not proceed/is not completed, the 
Nominee Leases need to be surrendered or varied in the future.  The forms of 
Nominee Leases are appropriate for the long-term interests that the Council is 
granting to the Nominee.  The form of development agreement will provide the usual 
protections for the Nominee concerning the relevant space being constructed for it.  
The Nominee pays for the development costs as they are incurred and if the 
development is not completed, the Council can (under the warranties it is granted) 
step into the building contract to direct completion of the commercial spaces. 

 
The grant of the Nominee Leases of the relevant space to the Nominee arises under 
section 233 of the Town and Country Planning Act 1990 provided it secures 'best 
consideration'.  Although the Council is disposing of the legal interest in the 
commercial units for £1, it is retaining the beneficial ownership in the commercial 
units, so the best consideration test is satisfied. 

 
Further support for the transaction is available under Section 111 of the Local 
Government Act 1972 which enables the Council to do anything which is calculated 
to facilitate, or is conducive to or incidental to, the discharge of any of its functions, 
whether or not involving expenditure, borrowing or lending money, or the acquisition 
or disposal of any rights or property. 

 
The Council’s power to invest arising under Section 12, Local Government Act 2003 
is relevant and can be exercised for any purpose relevant to its functions or for the 
purposes of the prudent management of its financial affairs. In exercising this power, 
the Council would rely on the second limb, namely that the proposals aid prudent 
financial management and should have regard to relevant statutory guidance. The 
financial implications should consider how the proposals assist the prudent 
management of the Council finances.  The Council has secured valuation advice in 
settling the price to be paid for the units. 

 



 
Part 2 
 
The Council is proposing to partially fund the purchase of the commercial units from 
the Affordable Workspace Contribution which is secured in the Olympia Section 106 
agreement dated 25 October 2019.  
 
The definition of Affordable Workspace Contribution in the agreement states that the 
contribution can be used by the Council towards the provision of off-site affordable 
workspace within the borough in accordance with the Affordable Workspace 
Strategy. This report confirms that parts of the commercial units will be used for 
affordable workspace. The Section 106 agreement requires the Affordable 
Workspace Strategy to be submitted and approved in advance of commencement of 
the development. Prior to using the funds from the contribution as proposed, the 
Affordable Workspace Strategy will need to be approved by the Council and include 
amongst other matters set out in the agreement how the contribution will be used in 
connection with this proposal.  A separate approval will also need to be obtained 
authorising the expenditure of the contribution. 
 
Contact Officer(s): 
 
Part 1 – Legal comments 
Name: Richard Beckingsale) 
Position: Partner (Gowlings) 
Telephone: 0870 730 2816 
Email: richard.beckingsale@gowlingwlg.com 
 
Part 2 – Legal comments 
Name: Adesuwa Omoregie 
Position: Head of Law 
Telephone – 0208 753 2297 
Email – Adesuwa.omoregie@lbhf.go.uk 
  
Name: Chris Harris  
Position:  Chief Accountant 
Telephone: 07786 515046 
Email: Christopher.harris@lbhf.gov.uk 
Verified by: Emily Hill, Director of Finance 
 
Name: David Burns 
Position: Assistant Director of Growth 

Telephone: 07717 450746 
Email: david.burns@lbhf.gov.uk 
  

 
 
BACKGROUND 
  

1. The Civic Campus Programme will create a new quarter in Hammersmith, 
described in previous Cabinet and Full Council reports. It will include the 

mailto:richard.beckingsale@gowlingwlg.com
about:blank


redevelopment of Hammersmith Town Hall to provide new Council offices, a 
new cinema, new affordable homes, new offices for established private and 
start-up businesses, shops, a café and a restaurant, a new public square and 
public realm that will rejuvenate the western end of King Street. It will 
transform the way the Council currently operates and delivers its services to 
residents.  

 
2. In December 2019, Cabinet gave approval to purchase all the commercial 

units from the JV. It delegated authority to the Strategic Director for the 
Economy, in consultation with the Cabinet Member for the Economy, to 
finalise and complete negotiations with the JV and enter into all necessary 
legal agreements. 
 

3. In January 2020 Full Council approved a capital budget of up to £64m and the 
associated professional fees and Stamp Duty Land Tax (SDLT) for the 
purchase of the commercial units from the JV at the civic campus. 
 
Cabinet and Full Council agreed to the acquisition on the basis that it would 
allow it to:  

 

 Retain control of the campus as a whole, maintaining the appropriate long-
term stewardship role for the Council in the regenerated campus 

 Benefit from the regeneration uplift the scheme will deliver 

 Ensure the buildings’ occupiers help to achieve the Council’s H&F 
Industrial Strategy  

 Benefit from the long-term income streams and potential future capital 
receipts available from the investment 

 Help fund the redevelopment/refurbishment of the town hall including the 
creation of the Council's new offices. 

The commercial units to be purchased were: 
 

 B1 office space. Start-up units.  

 Commercial uses in A1–A3 use class.  

 A new four-screen cinema  

 Restaurant 
 

4. The Conditional Agreement for Lease (CAL) between the Council and the LLP 
(signed March 2020) acknowledged that there may be a variation to the 
existing planning permission to optimise design and costs. Therefore, the CAL 
provided for minor variations of plus or minus 5% too allow for this 
optimisation 
  

5. The viability modelling and sensitivity testing the Council completed at that 
time (December 2019) showed the acquisition was financially viable, would 



generate a surplus in the long-term, and had a positive NPV, supported by 
external valuation. An exempt Appendix setting this out, produced with advice 
from Colliers and Frost Meadowcroft and reviewed by BNP Paribas, was 
included with the report to Cabinet. 
 

6. Updated financial modelling has been carried out in July and August 2020 
with advice from Colliers and Frost Meadowcroft. BNP Paribas has been 
commissioned to review the updated modelling taking into account the current 
value and the value at completion in 2022. 
 

7. For the Council to purchase the commercial units, it will not enter into a lease 
with the LLP for the units themselves. Instead, it will be achieved by the 
Council granting leases of the commercial units to a private company, wholly 
owned by the Council – H&F Housing Developments Limited (the Nominee).  
 

8. The Nominee holds the legal interest in the Commercial leases on bare trust 
from the Council. The beneficial interest in the commercial leases is retained 
by the Council. The Council and the Nominee will then enter into a trust deed 
which states that the Nominee acts at the direction of the Council. The 
Council and the Nominee enter into a development agreement with the joint 
venture to construct the commercial units, with the Council funding the 
construction costs. The Nominee will in the future enter into leases with 
commercial tenants for the individual units. 
 

9. The leases that the Council grants to the LLP for the land on which the rest of 
the buildings will be constructed will be made subject to the Council 
Nominee’s leases. 
 

10. The value of the commercial units is crucial to the viability of the scheme and 
the LLP’s ability to generate the land value need to fund the cost of the 
vertical extension at the town hall. As there is a condition precedent to the 
lease that a buyer for the commercial units needs to be found before the 
scheme can proceed to signing a build contract and start on site, a decision is 
required on whether the Council wishes to proceed with the acquisition. 
 
Property Valuation Advice 
 

11. External property advice from BNP Paribas has provided two Red Book RICS 
valuations and also reflected recent market transactions (August/September 
2020) of office lettings in Hammersmith area.   
 

12. The first valuation basis assumed the asset was acquired (as if it were 
completed) in September 2020 and it was fully vacant. This reflects the need 
for extensive marketing, rent free periods and poorer yield performance that 
shows the value is £56.2 million. 
 

13. The second valuation is based on its value at completion, with normal 
marketing and rent free periods and based on the recent evidence of sales 
and rent/yields. There is an underlying confidence from BNP Paribas and the 
Council that in 2022 there will be demand for accommodation in this locality, 



and in particular in high quality developments that have been carefully 
designed as a campus. This gives a valuation of £67.2 million which is slightly 
higher than original figure of £63 million in late December 2019. This valuation 
is the basis upon which the Council is acquiring the units, for an agreed price 
of £63,000,000. 
 

14. At the time of the commercial buildings being completed in 2022 it is difficult 
to predict the market conditions that may affect rent and yield performance of 
particular sectors. The Council has shown there is confidence in the market 
for pre-lets for the largest retail unit and also the cinema unit, with agreed 
heads of terms to be approved in a separate report. In addition, negotiations 
continue with potential lessees of the other commercial units. However, it is 
too early to consider a pre-let for any office letting and BNP Paribas 
recommends waiting until late 2021 to launch the office block for marketing, 
which will give an opportunity to understand the rental levels being achieved 
and also market incentives.  
 
IMPACTS OF COVID-19  
 

15. It is difficult, yet, to assess the financial impact of Covid-19 on the value of 
commercial property because of lack of letting and investment transactions in 
all key commercial property sectors. The short, and longer- term impacts are 
beginning to come into focus as estate agents have opened up and the 
housing market comes back to life, shops have re-opened and people are 
slowly returning to offices. Assessment of the impact to date is based on 
recent advice received from local agents Frost Meadowcroft and West End 
agents Colliers (Appendix 2). While increased vacancy of second-hand space 
is expected, and more than half of London's submarkets have seen vacancy 
of office space rise by more than 10%, Hammersmith's vacancy levels have 
risen by only 2%, despite a lack of deals activity, leaving the local market in a 
relatively strong position. Release of tenant space has been 'insignificant' in 
Hammersmith but it is recognised there may be new other space in 2022 that 
is competition for the new Block B office. The downturn initiated by the 
pandemic is expected to be short-lived in terms of rental impacts and talk of a 
large reduction in demand for space of perhaps 50% is seen as 'alarmist'. 
Although it is expected that economic impacts of Covid-19 will create more 
distressed occupiers. And there may be a shift from desk-based 
environments, to more of a balance between home-working, collaboration and 
team building endeavours in the office.  
 
Short-term  
 

16. Physical use: The primary short-term impact is that occupiers of offices, 
shops, restaurants and cinemas - the four commercial uses proposed in the 
element of the Civic Campus scheme - may no longer be able to use the 
spaces created entirely in the way envisaged.   
 

17. Most businesses are devising ways to accommodate social distancing 
affecting access, egress, circulation, primary use spaces (sales, cinema and 
restaurant seating, receptions, offices/workspace, etc). This means fewer 



people can use space and functionality/financial returns for businesses may 
be impaired. 
 

18. Rents: The secondary impact of this physical adjustment, while regulations 
remain flexible and uncertain in the short to medium, and possibly longer-
term, is that there may be downward pressure on rents. Economic impact on 
businesses could also exert temporary downwards pressure on rents. There 
is some evidence emerging in new rental deals that rental levels are, 
however, being sustained in Hammersmith. It remains unclear whether a 
'second wave' of the virus will appear and intensify economic impacts. It 
seems likely that business activity will return gradually, over up to two years, 
to current levels before growth is resumed. But the type of occupiers and the 
way in which they occupy office space may differ from the pre-Covid-19 
market. 
 

19. Investment values: The tertiary impact is that Covid-19 has severely tested 
investors' desire to transact. Investors temporarily do not know what occupiers 
are prepared to pay, so capital values are also uncertain because the 
prospective income stream is uncertain and there has been an almost 
complete absence of investment deals completed during lockdown. This too 
may be a short-term effect as investors assess the impact on income, but 
their view will only be fully established when the general level of business 
activity becomes clear and new or revived transactions establish investment 
values. There has been no evidence in the borough to suggest that capital 
values have been diminished for new offices, while there is still a shortage of 
available product in the right location and correct specification. 
 
Longer-term  
 

20. Working patterns: Many substantial businesses will undoubtedly wish to 
continue to occupy offices. But many, however, have also made it clear their 
operational methods will change, with new patterns of more home-working 
combined with shift working to enable fewer workers per day to use office 
space limited by social distancing.  
 

21. Role of offices: There are also indications that the role of major office 
buildings may change to become places where people come to train, learn 
and share experiences and to engage in creative thinking, rather than places 
where basic tasks are carried out. This applies to smaller creative industries 
too. Owners and operators of existing office buildings are having to decide 
how to create physical environments that comply with social distancing, at 
considerable expense, but also how to continue to give people the kind of 
creative stimulus and social interaction that is not available with remote, digital 
working.  
 

22. Design change: Developers of offices and other commercial spaces that 
have yet to be built are considering how designs might be altered to 
accommodate social distancing rules, with reduced points of physical contact, 
and other trends for a variety of commercial space. And to assess future 
demand, where lessons have been learnt from people's experience of working 



from home. More working from home and different kinds of working in the 
office or workplace indicate design changes will be needed. 
 

23. Locational change in demand: On the upside, there may be increased 
demand for new, high quality, flexible offices, set within a civic, mixed-use 
environment, with world class architecture and townscape, close to great 
transport links, with a café, convenience store, restaurant and cinema 
included, as envisaged in the Civic Campus. Few office schemes, and 
arguably none in Hammersmith, will be able to offer that kind of new 
environment.  
 

24. Some employees and larger businesses may show an increased interest in 
high quality flexible space that is closer to where people live with good 
transport links in the affluent inner suburbs, such as Hammersmith, rather 
than in central London.  
 

25. Businesses may be happy to see valuable employees work from home and/or 
use local offices for some of the time rather than accommodating all workers 
in expensive central London offices. Commute time would be reduced, with 
environmental impacts also reduced. People could either work from home or 
meet and work in local offices that offered flexible shared space. Block B 
within the Civic Campus is capable of being let floor-by-floor and each floor 
plate can also be split/divided to suit smaller occupiers.  
 

26. Those office schemes that judge these changes correctly will attract more 
demand and higher values by offering the right product in the post-Covid-19 
market. The office space in Block B within the Civic Campus has been 
designed to do this, as described in paragraphs 27 – 47 which look at options 
considered. 
 
Considerations reviewed before recommending implementation of the 
decision 

27. Since the original decisions by Cabinet and Council, there has been a global 
pandemic. This has the potential to influence the Council’s decision to 
implement the delegated decision to acquire the commercial units. 
 

28. Factors arising from the impact of Covid-19 can be summarised as follows: 
 

 Is the proposal, agreed by the Council, to acquire the commercial space in 
the Civic Campus still viable in the current circumstances arising from the 
Coronavirus pandemic? 

 Will the scheme still deliver a value of £63m to the JV, and contribute to 
the land value that will enable the 'glass pod' built? 

 And will the agreed value remain viable over a 45-year term, paying down 
the finance used to deliver the scheme and delivering a cash surplus? 

 What are the exit routes for the Council if a downside scenario prevails? 



These issues are considered in more detail below. 

Impact of not making a decision and delay 
 

29.  An appropriate response for a normal business occupier or developer would 
be to delay making a decision until the situation becomes clearer, in terms of 
demand and values. The Council is a different kind of investor/occupier and 
faces different circumstances.  However, as a civic entity, a user of office 
space and as a partner in the JV, the consequences of delay are not simply 
financial. 
 

30. Not to build the proposed cinema for example would be to forego a key 
placemaking element of the proposed scheme that is highly valued by the 
local community. 
 

31. To delay building the commercial elements would also have a severe knock-
on effect on the rest of the scheme. To delay the land receipts from the sale of 
the commercial elements would prevent the Council from proceeding with the 
renewal of the Town Hall and the creation of the vertical extension to the 
Council offices. The lease conditions approved by cabinet mean that if the 
Council want to continue while delaying the development of the office, the 
Council would likely have to invest an estimated additional £16m in 
construction costs to bridge the land value gap. 
 

32. There would be substantial, long-term consequences. Not least the additional 
cost of renting temporary offices to house staff displaced from the Civic 
Campus, estimated at a minimum of £4m - £5m a year and negotiating 
flexible lease terms may be challenging in 2022.  
 

33. There would also be the 'opportunity cost' of foregoing the local spending of 
the 1000-plus employees that the commercial elements of the proposed 
scheme would accommodate, and its regenerative effect on the local 
economy. 
 

34. Achievement of the ambitions expressed in the H&F Industrial Strategy would 
be prevented, and current problems caused by progressive decline of high 
streets exacerbated.  
 

35. The Council is also working with other west London councils in the West 
London Economic Prosperity Board. They have launched the ‘Back West 
London’ campaign to encourage infrastructure investment and drive economic 
recovery for local people, kick-start the local (and wider UK economy), and to 
ensure a greener, stronger, fairer economy. The Council therefore wants to 
lead the way in continuing investing in the borough. 
 

36. For these reasons, to delay implementing the delegated decision, which could 
entail £16m of extra construction cost needing to be sources, plus a further 
£4-5m in additional occupational costs, is not recommended. 
 
Is it still the most viable use of the site?  



 
37. To remove the uncertainty arising from possibly diminished demand for office 

space in Block B, and to retain the cinema and restaurant, start-up offices and 
other retail spaces, consideration was given to replacing the main office space 
with residential. This would require a decision by the Joint Venture, rather 
than the Council, for it to be implemented. 
 

38. An analysis of converting Block B, (which, under permitted development rules, 
might not require a planning application), demonstrated potential for 58 
apartments to be created, but with much added complexity.  
 

39. An appraisal of this option, including a policy-compliant 50% affordable homes 
and 50% Build to Rent was insufficient to deliver a capital value that could 
contribute to the £63m needed under the present deal with the JV. Because of 
the consented floorplate layouts, the design of the scheme would be 
significantly compromised and not of the standard the JV would wish to 
pursue. 
 

40. There is potential to achieve a more viable (and better designed) number of 
homes on the site, but the JV would have to 'start from scratch' in design 
terms. A new detailed planning application would be required, however, 
involving significant delay, fresh planning risk and substantial further financial 
impact.  
 

41. The financial impact of delay is likely to be much greater than the actual 
diminution in receipts from the agreed deal. It would also require the Council 
to rent the leased office accommodation for longer. For these reasons, office 
uses remain the most viable use. The viability appraisal carried out confirms 
this. 
 
Rationale for implementing the decision to purchase the commercial 
units 
 

42. Despite the wider uncertainties arising from Covid-19 and the absence of 
market commercial transactions, Hammersmith office market's fundamental 
characteristics remain sound: shortage of supply in relation to perceived 
demand in the longer term; good location; excellent transport links; rents 
competitive with central London markets. 
 

43. In essence there is more uncertainty now in the initial business case, but it is 
still the best evidenced and most sound option and delivers the Council's 
strategic objective. 
 

44. Once the physical impact on occupation is understood and assimilated, 
demand is likely to reassert itself and insufficient supply, especially of new, 
high quality flexible space will again drive values.  
 

45. A longer-term view of demand for offices, and in particular the local market, 
could see current uncertainty as relatively short term. To focus on the short 
term consequences would disadvantage the more significant, likely long-term 



benefits of acquiring the commercial space and proceeding with the Council's 
decision without further delay. 
 

46. London's local markets, like Hammersmith, could benefit from the pause 
caused by reactions to Covid-19. Block B on the Civic Campus could attract 
new increased local demand from businesses who prefer to rent offices near 
where workers live, or from individuals working from flexible co-working 
spaces paid for by their businesses/employers, which mean workers avoid 
travelling on crowded public transport.  

 
47. The design of Block B has been amended, in response to advice secured 

from Colliers and Frost Meadowcroft, to make it as flexible and as high-quality 
as possible to appeal to the post-Covid-19 service sector workers and 
businesses which will help it compete successfully with other new, prime 
space on the market. The building can be let in its entirety to a single 
occupier, or businesses can take whole or part floors. Floors can be linked via 
'soft spots' that facilitate insertion of stairs between floors exclusive to a single 
letting over two or more floors, encouraging vertical circulation and visual 
links. Creating this flexibility for occupants is critical to ensure the scheme is 
attractive to a variety of occupiers and can accommodate post-COVID 
changes to working patterns.  
 
Financial appraisal and regeneration  
 
Regeneration implications  
 

 Pursuing the current deal will deliver the wider benefits the Council is 
seeking in terms of regeneration, achievement of the Industrial Strategy, 
etc. 

 The impact of good placemaking on the local economy will be significant, 
improving quality of life for residents and lift the economy of the western 
section of King Street which will become a more desirable location for a 
wide range of social and economic activity 

 It will help deliver the strategic aims of the Council’s Industrial Strategy 
including affordable workspace and place making 

 It will help deliver the West London Economic Prosperity Board’s ‘Back 
West London campaign’ 

 It will deliver the aspirations of the local community expressed through the 
independent, voluntary Hammersmith Town Hall Commission and the 
Disabled Residents Team which influenced the scheme's design, in 
particular the transformation of the original town hall, the new town square, 
the number of affordable homes and the new cinema. Not to deliver, or to 
delay significantly the fulfilment of these aspirations would be to undermine 
the achievements of these highly regarded community-building exercises. 

 
 Financial appraisal  
 
48. The commercial units’ financial viability appraisal previously supported a value 

of £63million. That value was supported by BNP Paribas in November 2019. 
Immediately following that there were indications that the Hammersmith 



commercial market continued to improve following the General Election and 
increased certainty around Brexit. A number of comparable office recent 
letting deals had been struck within this period (See exempt Appendix 1 for 
further details). 

 
49. Temporarily reduced rents, capital values and our agents' advice that 

increased rent-free periods, and/or capital contributions towards fit out costs, 
will be needed to attract prospective tenants, post Covid-19 have adversely 
affected the viability of the scheme over the first five years.  Over the life of 
the scheme, which assumes sale of the asset in year 43, the viability model 
continues to demonstrate a positive discounted cashflow of £21.4m (against 
£28.9m in December 2019), however the cumulative nominal revenue return 
has turned negative.  The cumulative revenue return is currently forecast at 
minus £5.4m (against £4.2m in December 2019).  The differential between the 
cash position and the revenue position is primarily down to the Council’s 
obligation to make Minimum Revenue Payments (MRP) which sets aside 
sums from revenue to repay any borrowing principal over the life of an asset. 
BNP Paribas have adopted a traditional valuation approach to the rental 
income over the life of the building and this resulted in slightly higher capital 
value of the office building assuming it is fully let then undertaken by 
Colliers/Frost Meadowcroft. 
 

50. The adverse impact on the forecast revenue position requires the Council to 
review the funding structure of the scheme to restore the viability of the 
proposed acquisition. 
 

51. Alternative funding scenarios have been modelled based on the inclusion of 
up to £10m of s.106 monies in place of external borrowing.  Exchanging 
funding in this manner restores the cashflow to a position not dissimilar to that 
forecast in December 2019 but significantly improves the revenue position as 
both external interest costs and MRP are saved.  This option to use developer 
contributions from s.106 was considered as part of the decision to acquire the 
units approved at Full Council in January 2020. 

 
52. Subject to confirmation of s.106 funding options, the timing of any borrowing 

and the final confirmation of the purchase value by BNP Paribas, purchasing 
the commercial units remain the most financially viable option. Whilst there 
continues to be significant uncertainty as to the impact of Covid-19 the cost of 
delaying implementing the decision, or change of use to residential are likely 
to leave the Council in a worse situation financially.  
 

53. To delay would prevent the Council from proceeding with the renewal of the 
Town Hall and the creation of the vertical extension to the Council offices. The 
lease conditions approved by cabinet mean that if the Council want to 
continue while delaying the development of the office, the Council would likely 
have to invest an estimated additional £16m in construction costs to bridge 
the land value gap.  Delay would also result in additional cost of renting 
temporary offices to house staff displaced from the Civic Campus, estimated 
at a minimum of £4m - £5m a year.  
 



54. Delaying also carries a number of indirect financial risks such as losing the 
pre-let to a Cinema operator, the ‘anchor’ in the scheme. and postponing the 
economic benefits of having 1,000-plus new office workers in the 
neighbourhood. 
 

55. Switching to residential use realistically implies a fresh planning application, at 
a cost of several hundred thousand pounds and significant delay. 
 

56. If the JV were to sell to a private investor, it would probably seek a reduction 
in the value of the deal today, which would reduce the land receipt. 

 
RISK, EXIT AND MITIGATION STRATEGIES  
 
Set out below are the exit and mitigation strategies considered. They are 
based on advice received from our agents. 
 

 Exit strategies 
 
57. What exit strategies could the Council pursue if the worst potential outcomes 

prevail?  
 

 The sale of the completed and let commercial spaces, including offices, 
start up space, cinema, restaurant, café and shops (or parts thereof) on a 
long lease, possibly with a leaseback to the Council, is highly likely to be of 
interest to an investor. The price likely to be achieved could cover or 
exceed most if not all of the debt incurred to acquire and develop the 
scheme. 

 The scheme could be sold in its entirety to a property investor who would 
take on the letting risk and lease out all the properties. The price would 
reflect this enhanced risk to the purchaser.  

 The property could be sold in separate lots, i.e the office to an office owner 
occupier, the cinema and retail elements to a different investor, with the 
affordable start-up offices remaining in Council ownership. 

 The property could be sold in separate lots with Block B sold to a 
developer who tries to obtain planning consent for a different use (perhaps 
taking advantage of proposed permitted development rights), for example 
student accommodation for a D1 college use, or a medical building, or 
similar. The cinema and retail would then be sold to a different investor 
and the affordable offices held by the Council. 

 There are investors, we are advised, who would buy now, take on the 
development risk. There are also investors who would buy on practical 
completion and take on the letting risk.  

 The Council could work in partnership with an investor, possibly creating a 
joint venture so cash could be taken out of the asset while still retaining a 
level of control and the regeneration uplift from the development.  

 All the options above would provide different capital receipts and risk 
profiles depending on the time of the sale, the market conditions and also 
the structure of the deal. The Council would lose control of the wider place 
making aspect of the campus. 

 



Mitigation strategies 

58. The longer-term risk concerns the ability to let and manage the units and to 
protect assumed net operational income. The following mitigations have been 
considered (and reported in previous options reports): 
 

 Where a sale is desired, if office rents were lower than profiled or there 
were voids, then the Council could re-locate staff (and that of its partners) 
from other Council-owned properties to allow the assets to be sold or re-
developed with an income. The cost/benefits of moving H&F staff into the 
office accommodation would need to be assessed so financial 
expenditures were understood. 

 Where a sale is not desired or possible, the Council could sub-let some or 
all of the new space created in the Town Hall element of the campus, to 
bring in extra income, but this may need to be offset against the cost of 
temporary office space elsewhere. 

 The Council could consider letting space in the new Civic Campus (new 
top floor) on a commercial lease for an events company with some 
reserved times for community/civic uses to secure a capital receipt or 
revenue stream. And as further agile working is implemented space might 
also be let to other public sector partners, or meanwhile uses could be 
considered. 

 Lease out space at 145 King Street to provide additional income and this 
could be floor by floor. 

 The Council could release capital from the disposal of surplus assets such 
as 145 King Street on completion of the Civic Campus offices and 
relocation of staff to repay / finance the debt. 
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