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Private & Confidential

For the attention of: Jane West

London Borough of Hammersmith and Fulham
Town Hall, King Street

Hammersmith

LONDON W6 9JU

16 August 2012

Dear Sir
Earl’s Court Redevelopment

Capital & Counties Limited (“Capco”), the leasehold owners of the Earl’s Court 1 and 2 exhibition
centres wish to redevelop their land holdings and those of Transport for London (TfL), freehold
owners of Lillie Bridge Depot and Earl’s Court, and those of the London Borough of Hammersmith and
Fulham (“the Council”, “You”) within the Earls Court regeneration area. The Council’s interest in the
regeneration area comprises of two housing estates, West Kensington and Gibbs Green.

You have considered the prospect of a major regeneration across the three landholdings together with
Capco and TfL. Capco have now put forward an offer for the Council’s share of land on the Earl’s Court
site. The consideration offered is supported by a financial model which computes a residual land value
for a development specification over the entire site. We understand from you that this residual land
value calculation is predicated upon the parties selling the land which they currently own with vacant
possession and any costs associated with achieving vacant possession are to be borne by the current
landowner.

The residual land value is pro-rated for the Council’s share of land based on acreage (the Council’s land
represents 20.855 acres of the total 65.866 acre site, excluding the Seagrave car park site). We
understand from you that Capco have also offered cash consideration for the site at Farm Lane and five
additional Council owned properties at Seagrave Road and Rickett Street.

PwC scope of work

This letter documents our review of the latest iteration of the financial model submitted to us (“DFBC
4 for JLL (13.12.11) inc Variable Profit.xlsx, “the 2012 model”) which has been developed by CBRE for
Capco to enable the revenues and costs of the development to be assessed, and the net residual value of
the land to be determined on the basis of project phasing, tenure and market sale assumptions. PwC
have reviewed this model, and have also reviewed its preceding iterations under separate engagement
letters ( “VIABILITY RLV FOCUS 4KSturgevz (Update 25 May 11).xlsx” - “the 2011 model”, and “Earls
Court — Concept II — V1.1 26.11.2010 ECH 5.2.zip” - “the 2010 model”).

The 2012 model sets out the residual land value for the Earl’s Court site only. You have appointed PwC
to undertake a high level review of the scope, content and structure of the 2012 model and the
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assumptions that underpin it to confirm whether it provides an accurate residual land value and
whether it is a reasonable basis to assess the commercial deal proposed by Capco.

We have reviewed the overall structure of the 2012 model; the logical flow of the calculations between
the inputs, workings and output sheets; and we have reviewed the basic mathematics underpinning
these calculations. We have not tested each calculation in detail and therefore cannot comment on the
accuracy of each and every calculation within the 2012 model.

We have cross referenced the model to development schemes of a similar nature to ensure that the list
of model inputs appears complete. Our review has focussed on the material revisions to the key
assumptions driving the model, as compared to the corresponding assumptions in the 2011 and 2010
models. This includes developer assumptions, financing assumptions and macro economic
assumptions. We have not had sight of any of the master plans associated with the development and
have therefore been unable to review the list of assumptions against these. We have therefore only
been able to review infrastructure and construction costs at a high level.

The Council, Capco and TfL accept that the proposed redevelopment scheme is subject to further
design iterations. This may continue beyond the planning application stage and will have an impact on
the revenue and costs which underpin the 2012 model. Any material changes to the schematics of the
redevelopment may have a material impact on the residual land value derived for the Council’s share
of land.

Capco’s Offer for Council Land

The table below summarises Capco’s offer to the Council

_Earl’s Court — e S e =
Council land area 20.855 acres Excludes the Seagrave car park site
Cash consideration £105m This is the absolute value of cash without

applying any discounting to reflect the profiling of
the cash receipts.

Refer to note 1 which details the impact of
discounting, and also details the portion of this
cash consideration received for Council owned
assets outside of Earl’s Court.

Social homes £103m (589 units) Refer to note 2 which details the method by
which this value is determined.

Intermediate homes (gross value to be £104m (171 units) Refer to note 3 which details the necessary

shared with leaseholders) upfront costs attached to taking these units and
the uncertainty surrounding their realisable
value.
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Note 1 — Cash consideration

We understand the amount of £105m is inclusive of the cash consideration the Council have
accepted for the site at Farm Lane and five additional properties at Seagrave Road and Rickett
Street.

We understand from you that the cash consideration attributed to the Farm Lane site and the
additional five properties at Seagrave Road and Rickett Street is expected to be in the region of
£6.2m. We have not been presented with any information supporting this value and are
therefore unable to comment on whether these elements represent Best Consideration.

The site at Farm Lane and the five properties at Seagrave Road and Rickett Street are not within
the Earl’s Court masterplan and do not form any part of the residual land value determined by
the financial model.

The Council have confirmed that the amount of £105m will be subject to inflation if payments
are made beyond the payment dates scheduled within the CLSA, to reflect inflation for the
payment delay period only.

The cash amount of £105m should be discounted to reflect its value to the Council in present
value terms. The minimum discount rate applied for this purpose should be 6.60% (which
reflects the government risk free rate based on a long term inflation assumption of 3.00%). The
present value of the consideration would then be £82m.

The actual discount rate applied may be higher than 6.60% to reflect the risk of non delivery by
Capco. The present value of the cash consideration would then be lower than £82m.

Note 2 — Social homes

We understand from you that Capco have undertaken to provide 589 replacement homes. Up to
162 of these will be provided at Seagrave Road. Whilst this creates some uncertainty with
regards to the number of replacement social homes to be provided on the Earl’s Court site, the
Council have confirmed that in all scenarios, they are to receive 589 replacement homes in total.
The Council have also confirmed that under all scenarios, the total square footage of social
housing provided on the Earl’s Court site will remain as per the figures set out in the 2012
model.

We understand from you that, under the terms of the conditional land sale agreement with
Capco, upon the sale of the Council’s share of land on the Earl’s Court site, an obligation is
created for the Council to re-house the existing tenants residing there. The Council’s obligation
may be extinguished on the provision of replacement social homes by Capco.

On this basis, the Council have opted to value the consideration offered by the replacement
social homes at the construction cost of those homes (including professional fees applied at
12.5% but excluding any associated cost of finance).

The construction cost for the 427 social homes at Earl’s Court (this does not include the homes
provided at Seagrave Rd) has been provided by Capco as £66m and this has been pro-rated to
arrive at a construction cost of £91m for the entire suite of 589 units. Professional fees of 12.5%
have then been applied to arrive at a cost of £103m.

We have not reviewed the construction cost assumptions. Technical consultants should review
the robustness of this assumption and we understand that the Council are seeking a duty of care
from them.

We have not considered the cost or opportunity cost of securing vacant possession of sites
occupied by the two Council estates or the value of the new homes as they are to be recorded on

Page 3 of 17



.-

pwc

the balance sheet of the Council’'s HRA (which is likely to be at a discount to the value of their
construction cost).

Note 3 — Intermediate homes

. We understand from you that the figure of £104m represents the market value of the 171
replacement homes. This is based on market values provided by Capco and we have not
reviewed these values. Technical consultants will review the robustness of this assumption and
the Council are seeking a duty of care from them.

. We understand that the Council has chosen to value the consideration represented by the
intermediate homes at the market value of the homes. As explained below, the Council may
realise the market value of these homes by selling them on the open market, or offer equity in
these homes to the existing leaseholders to effectively meet the costs of vacant possession which
the Council would otherwise incur.

. The following information has been provided for information purposes and is based on
information provided by the Council; it is not included within our financial model review work:

Overview

. The Council have informed us that there are 171 existing leaseholder units on the Earl’s Court
site, of which we understand 117 units are owner occupied with the remaining 54 being non
resident owners.

. In the absence of the provision of replacement intermediate homes by Capco, the Council would

bear an obligation to buy out existing leaseholders or to provide them with replacement homes.
This would effectively constitute a cost of vacant possession to be borne solely by the Council, as
the residual land value received by the Council is predicated upon land being sold with vacant
possession having already been achieved.

. However, all 171 existing leaseholder units are to be replaced by Capco (with upto 38 of these
units to be provided at the Seagrave Road site). These replacement homes therefore allow the
Council to meet the costs of vacant possession as follows:

Non resident leaseholders (all figures and information provided by the Council):

. The 54 non resident leaseholders will be given a total cash payment of £18m, which is to be

provided by the Council.
e The Council will then have sole ownership of 54 new homes and may sell them on the open
market generating receipts of up to £32m.
° In net terms (after the cost of obtaining vacant possession), these 54 replacement homes are

therefore worth £14m to the Council but it must be borne in mind that the Council retain sales
price and sales timing risk on these units.

Resident leaseholders (all figures and information provided by the Council):
o The 117 resident leaseholders will have the option to either:

(i) receive a cash payment from the Council to the value of their existing property plus, if
appropriate under the leaseholder offer, additional payments that may be due for home loss
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and disturbance. The Council will then have sole ownership of the new home and may sell it
on the open market at full market value; or

(i) receive an equity stake in a new home at the market value of their existing property plus an
additional 10% to reflect a home loss payment. A 10% off-plan purchase discount may also
be taken into account. The Council will then have ownership of the remaining equity portion

in that home.
. The Council’s equity share in these units therefore remains uncertain and is dependent upon
whether existing leaseholders opt for a cash payment or an equity stake in the new property.
. Based on Council calculations, should all 117 owner occupied leaseholders opt for an equity

stake in a new home, the Council would require an upfront cash payment of £1m (relating to
disturbance) and would have a retained equity stake in those units of £24m.

. Should some of the owner occupiers opt for a cash settlement, the Council will have the ability to
sell the corresponding replacement homes. The value of the Council’s cash receipt may then
increase, and the Council’s retained equity would then dwindle.

o Based on Council calculations, in the scenario where all leaseholders opt for a cash payment, the
maximum upfront cash payment required from the Council is £59m (this includes the
disturbance payment). Based on figures provided by Capco, the Council may then become the
sole owners of new homes with a market value of £72m. In net terms (after the cost of obtaining
vacant possession), the 117 resident leaseholder homes would therefore be worth £13m to the
Council in market value terms, but it must be borne in mind that the Council would retain sales
risk on these units.

. It must also be borne in mind that the existence of a market for the Council’s equity share in
these units is uncertain and the Council are advised to carry out further work to assess the value
of this equity investment given its relatively illiquid nature. Such a valuation should recognise
that the Council’s equity stake does not earn any rental income and there is no certainty as
regard to the timing of when a leaseholder will choose to sell their home.

Residual land value of Council owned land
The residual land value of the Council’s 1and derived by the Capco model is £182m.

We have raised a number of questions on the revenue and cost assumptions used to derive this
residual land value. This analysis, and the impact on the Council’s land value is considered in the
Financial Model Analysis section below.

PwC Conclusion

Based on the scope of work that we have undertaken (within the constraints outlined above), we have
confirmed that the 2012 model uses a format, typical for projects of this type, to calculate a residual
land value for the land parcel held by the Council, Capco and TfL. We have found no material errors
with the logic and arithmetic underpinning the calculations within the financial model. On reviewing
the list of model inputs and assumptions, we have found no material omissions when compared
against development schemes of a similar nature. We therefore conclude (within the constraints
outlined above) that the 2012 model provided by Capco provides a reasonable basis to assess the value
of the Council’s share of land on the Earl’s Court site.
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By reference to the scope of work we have performed and our comments noted in this letter, the offer
made by Capco for the Council’s share of land on the Earl’s Court site appears to offer best
consideration based on the financial model and its input assumptions and the high level nature of the
development plans. Given the scale of the development and high level nature of the development plans
and model, the value of the Capco offer is sensitive to relatively small adjustments to input
assumptions.

The proposed redevelopment scheme is subject to further design iterations. This may continue beyond
the planning application stage and will have an impact on the revenue and costs which underpin the
2012 model. Any material changes to the redevelopment may have a material impact on the residual
land value derived for the Council’s share of land. Before accepting Capco’s offer, we understand that
the Council are awaiting receipt from Capco’s cost consultants confirming the duty of care they owe to
all parties over key model cost and revenue inputs, and are also awaiting the results of an external
model audit which has been commissioned.
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This letter includes information obtained or derived from a variety of publicly available sources.
PricewaterhouseCoopers LLP ("PwC") has not sought to establish the reliability of these sources or
verified such’ information. PwC does not give any representation or warranty of any kind (whether
express or implied) as to the accuracy or completeness of this letter. The letter is for general guidance
only and does not constitute investment or any other advice. Accordingly, it is not intended to form
the basis of any investment decisions and does not absolve any third party from conducting its own
due diligence in order to verify its contents. Before making any decision or taking any action, the
recipient should consult a professional adviser. For the avoidance of doubt this Engagement is not an
assurance engagement and PwC is not providing assurance nor are the services being performed in
accordance with the International Standard on Assurance Engagements 3000 (ISAE 3000).

This document has been prepared only for you and solely for the purpose and on the terms agreed with
you. We accept no liability (including for negligence) to anyone else in connection with this document,
and it may not be provided to anyone else.

In the event that, pursuant to a request which the London Borough of Hammersmith and Fulham has
received under the Freedom of Information Act 2000 or the Environmental Information Regulations
2004 (as the same may be amended or re-enacted from time to time) or any subordinate legislation
made thereunder (collectively, the “Legislation”), the London Borough of Hammersmith and Fulham
is required to disclose any information contained in this letter, it will notify PwC promptly and will
consult with PwC prior to disclosing such letter. The London Borough of Hammersmith and Fulham
agrees to pay due regard to any representations which PwC may make in connection with such
disclosure and to apply any relevant exemptions which may exist under the Legislation to such letter.
If, following consultation with PwC, discloses this letter or any part thereof, it shall ensure that any
disclaimer which PwC has included or may subsequently wish to include in the information is
reproduced in full in any copies disclosed.

Yours sincerely

ikl P@V

Richard Parker
Richard.parker@uk.pwc.com
T: +44 (0) 121 232 2455
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