Elephant & Castle Regeneration - Affordable Housing Offer
With reference to the above, the Council is now in a position where two alternative scenarios are under review. We outline each in turn below and sum up with our observations. 
A. Commitment to Provide of a Policy Compliant Scheme at the Outset
Our initial view, upon the assumption that the Council accepts the Applicant’s offer of 36% Affordable Housing is that they could deliver this level on the basis of a fully compliant tenure mix with 86% within the lowest 3 income bands. This was predicated upon an initial IRR of 6.50%, which, through rental growth and cost management over the construction period, would be in the order of 10 to 12 % upon practical completion. 
B. Commitment to Provide of a Policy Compliant Scheme Under Review Mechanism
During subsequent discussions the Applicant has proposed acceptance of the offer of 36% but with 40% in the lowest 3 income bands. This offer is contingent upon a robust and sophisticated a review mechanism designed to increase the most affordable units to a point as close as possible to a policy compliant scheme. In cognisance of this, the Applicant has conceded that 7.15% initial IRR plus annual growth to 11.00% over the construction period is acceptable. All current forecasts suggest that this growth in IRR over the construction period is achievable and probably conservative. Based upon current market data we can see no reason why this approach could not deliver a fully compliant scheme. 
Observations
[bookmark: _GoBack]Scenarios A and B essentially seek to deliver one and the same thing; a policy compliant scheme. The essential difference concerns the burden of risk. A policy compliant scheme is not viable at an IRR of 6.50 to 7.00 % whereas it is at 11.00 %. This being the case, scenario A involves the Applicant taking the risk of offering an unviable scheme, should rental growth stall or decrease over the construction period. Scenario B on the other hand allows the Applicant to offer a compromise at the outset contingent upon their increasing their offer under the review mechanism. This is less risky since they will be using real time data to review liability rather than forecasts. We would reinforce our view that, in a scheme such as this, the review mechanism will, of necessity, have to be sophisticated enough to capture every opportunity to maximise affordability with the IRR trigger levels being a key component. 





 



