DTZ FINANCIAL STATEMENT DOCUMENT

10 APRIL 2008

In support of Document 28 (The Case In Support of the Planning Application prepared by DPP) DTZ
have been asked to comment on the Financial Considerations. This aspect is a material consideration
in support of the planning application submitted to the Council in March 2008 and this Financial
Statement comments on the following areas;

¢ Everton Football Club’s (EFC) current financial position
e Cost of a new stadium
e The enabling role of the retail element of the scheme

1. Context

1.1. The basis of the viability assessment for the land in and to the south of Kirkby town centre
has been the residual development appraisal model. The development appraisal has been
constructed utilising a range of inputs provided by the Tesco consultant team which
includes;

e AYH - Project Manager

e Development Planning Partnership - Planning

e DTZ - Development Consultants

e Steer Davis Gleave — Transport Consultant

e Tweeds — Cost Manager

e Buro Happold Ltd — CDM Co-ordinator

e Broadway Malyan — Architect (Shopping Centre & Masterplan)
e CSA Consulting Engineers — M&E Engineer

e Morgan Williams — Letting & Investment

e Waterman — EIA Ecology and Archeology

e Aspect Landscape Partnership — EIA Landscaping

e WSP — EIA Noise & Vibration

e Solum Environmental Ltd — Ecology & Brook Diversion

1.2. The extensive team provides a full range of expertise on all aspects associated with the
project.

1.3. The residual development appraisal approach is widely used by the development market as
a recognised method of estimating the likely viability of a development proposal. Residual
development appraisals calculate the estimated costs associated with undertaking a



development which are off- set against income/revenue streams associated with a
completed development.

1.4. Itis important to highlight that throughout the development process, the development
appraisal is constantly evolving. The current development appraisal represents the best
estimate of viability at any one point in time and is accompanied by a set of Assumptions
and Caveats.

1.5. Tesco has shared the development appraisal with Knowsley Metropolitan Borough Council
(the Council) and their advisors. Ongoing discussions have taken place on the key elements
of the appraisal to ensure that the Council and their advisors are comfortable with the
adopted approach and structure of the appraisal which they have confirmed.

1.6. The consultant team has undertaken detailed analysis of the application site to achieve a full
understanding of its requirements and complexities in terms of delivering an appropriate
scheme which is both deliverable and viable. The development appraisal scheme has had to
reflect these requirements and complexities including the following;

e Costs associated with construction, demolition works, appropriate remediation measures,
land acquisition, infrastructure requirements (including upgrade to Kirkby train station,
coach parking facilities and extensive highway works),

e The required phasing of the scheme to meet necessary timescales,

e Section 106 allowances (which includes necessary infrastructure improvements to
enable the scheme to go ahead),

e Ecological improvements,

Relocation of residential accommodation (and other accommodation),
Retall letting market.

2. Everton Football Club& Current Financial Position

2.1. Proposed StadiumforEFC ( Document 13) indicates that *‘EFC |
need for a new stadium given the age and condi ti
concludes that *‘of all the alt dtesoffetthebest si t es ass:¢

potential foranumb er of genui ne .pebanerbéen alvisecttlzastieen s’

November 2007 Committee Report indicates that a similar situation was identified in

Liverpool Football Club’s (LFC) search for a new
to identify any suitable alternative to Stanley Park and this was subsequently confirmed by

the Government Office who declined to intervene.

2.2. As reiterated within paragraph 4.1 of Document 28 ‘there are two key objectives of the
overall development proposals: first, to meet the new stadium needs of EFC; and second, to
partially fund this and deliver the transformational regeneration of Kirkby town centre
through new retail and other town centre uses’

2.3. Paragraph 4.3 states that the key principle that underpins the development proposal is that
the stadium, for viability/costreasonse x pl or ed wi thin section 4 ‘canno
the enabling retailing development that is proposed as part of the overall initiative. In



2.4.

2.5.

2.6.

2.7.

2.8.

2.9.

essence, without the retail there can be no stadium, and as the applicant concedes, without
the stadium the amount of retailing proposed would be less supportable by the Council for
policy reasons.’

EFC has been identified as the appropriate occupier of the stadium and reflecting the above

itisi mportant to consider EFC’ AssatbutwithinDpcunemt f und a r

13 EFC is not considered as one of t heEFBr e mi

appointed the Sports Business Group at Deloitte to work with the management of EFC on
their business plan in connection with a potential new stadium and the associated financial
projections for the period to 31 May 2012. The attached letter (Appendix 1) from Deloittes (2
April 2008) advises that the Club has explored all of the options available in order to fund a
new stadium. Whilst the Club has stabilised its position in the last few years there has been
a legacy of debt which is long term in nature and impacts on present and future borrowing
possibilities.

In addition, the present stadium revenue streams are constrained (and we are advised are
much lower than other Premiership clubs) and the North West is still a relatively price
sensitive market compared to other locations, such as the Emirates Stadium in north
London.

A number of funding options are currently being pursued and will comprise a combination
of:

e Long term bank debt

e Syndicated debt

e Private Equity Funding

e Securitisation of future income streams

e Securitisation of new stadium naming rights

e Realisation of existing assets

The Club expect that a combination of these funding methods will allow the Club to reach
the point whereby, with the circa £52m enabling contribution, the stadium project is viable.
The Club have indicated that additional borrowing beyond this point could expose the Club
to an unsustainable level of debt, resulting in an unviable proposition.

The combination of the funding methods described above, along with the enabling
development allow a Premiership standard stadium to be funded, suitable for the Clubs
purposes.

Significant elements of enabling development funding have become typical in the funding of
new stadium projects in the last ten years. Arsenal, Coventry City, Bolton Wanderers,

er shi



Cardiff City, Swansea City, Southend Utd and Reading have all relied heavily on enabling
development to fund their new stadium projects. The reliance of EFC upon the enabling
development provided through the retail floorspace is therefore typical of how modern stadia

are required to be funded.

3. Cost of anew stadium

3.1. The Project Cost Plan produced by Barr Ltd (dated December 2007) shows a total cost
excluding fit out of circa £99.9m. The fit out cost was produced by Franklin & Andrews (April
2008). A breakdown of the stadium cost is shown below:

BARRLTD 17 CONTRACT SUM ANALYSIS

Substructure and piling

Frame, roof, floors and external surfaces

Internal fittings, furniture and finishes

Internal mechanical and engineering and associated services
External works and associated services

Design, insurances and preliminaries

Empl oyer’s Provisional Sums
On Cost and Contribution @ 4.5%

PCSA

Stadium Construction Cost at Q3 2007

Inflation

Projected outturn cost

Fit Out and moving costs

Total Cost of Element

circa £5.8m

circa £32.6m

circa £10m

circa £20.6m

circa £1.9m

circa £10.9m

circa £2m

circa £3.8m

circa £2.4m

circa £90m

circa £9.9m

circa £99.9m

circa £30m

TOTAL circa £130m

3.2. These costs reflect that EFC is not simply seeking to develop a direct, like for like
replacement for Goodison Park. As stated within Document 13 in replacing the stadium EFC
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attractive yet highél’ f oo tWeatlakhlasApmaddid @ cost
bench marking information provided by Arcadis AYH which further illustrates this point.

3.3. Given that Goodison Park is outdated, lacks modern facilities and the ability to raise
additional revenue on match days EFC believe this means that the club is at a financial
disadvantage when compared with most other premiership team. The situation has become
more exaggerated in recent years as many other Premiership clubs have secured
significantly improved stadia.

3.4. EFC need to have a new stadium and ideally the new stadium will be complete and
operational for the start of the 2010/11 football season. Re locating mid-season is logistically
impractical for the following reasons:

e The Club need to sell season tickets pre-start of the season and specifically set up for
the stadium seating arrangement in terms of layout and price allocation.

e The Stadium, which the Club intends to play their UEFA games at, needs to be
registered before the first game. Itis a UEFA rule that all subsequent games must be
played in that same stadium for that entire season.

e The changes in operation from Goodison to the new Kirkby Stadium would be vastly
different. It would be impossible for the operations team to manage a seamless move
part way through a season. There would be changes in staffing levels, stewarding,
staffing types, operational procedures, health and safety, training programmes etc.

3.5. In respect of the timescale there is currently a window of opportunity to deliver the stadium
and a transformational and comprehensive regeneration of the town. This opportunity clearly
exists at this moment in time and as such could be lost for a variety of business and
commercial reasons. The Tesco team have estimated that a delay of one year will increase
the cost of the project by circa £15m and the stadium cost by circa £6m excluding fit out.
The impact of new legislation or guidance on stadia design could further increase costs and
reduce capacity.

4. The enabling role of the retail element of the scheme

4.1 Reflecting the current financial position of EFC against the realistic costs of building a new
mid- level quality stadium the club have made clear that the funding from enabling
development is an integral assumption to the successful funding of a new stadium for EFC.

4.2 As set out within the sections above the key headline figures are;
e Total cost of the new stadium circa £130m
e EFC contribution circa £78m

e Shortfall circa £52m

4.3 A key to delivery of the stadium is therefore how the shortfall to meet the costs of the new
stadium can be met and within this context the enabling role of the application scheme.



4.4 The planning application is a mixed use regeneration scheme comprising a quantum of
retailing, as defined in the planning application, but serves a dual purpose of regenerating
the town centre and enabling the stadium development.

4.5 As set out above the viability of the scheme is assessed by the use of a residual
development appraisal which calculates the estimated costs associated with undertaking a
development which are off- set against income/revenue streams associated with a
completed development. The appraisal adopts a phased approach and as would be
expected the detail of the development appraisal are commercially confidential. However,
for the purposes of this statement we set out below a summary of the key elements of the
indicative viability assessment.

4.6 The indicative viability assessment reflects, as appropriate, a view on the likely rental levels
that will be achievable from the completed development of the scheme which includes; retail
uses, leisure uses and income generated by car parking on match days. Additional value is
also generated by capital allowances.

4.7 As indicated within the letter attached at Appendix 3 (dated 8 April 2008) Morgan Williams,
Tesco’s | etting an dave advsedshatma eentdin crtichvmass ofresail
development is required to generate the step change that will attract the premier retailers
and therefore achieve the rents necessary for a viable scheme. Morgan Williams
professional advice is reflected in the quantum of retail proposed in the application scheme.
Within the correspondence Morgan Williams state
same level of retailer interest and therefore from a commercial perspective, | consider that
the total quantum of floorspace is necessary to secure an attractive shopping destination
and alter the curr enlhadditon Bz Wwoulgpsuggésithaeifam f Ki r kby'’
element of the retail development is replaced by other uses additional land would be
required to generate the values necessary for delivery of the stadium.

4.8 Compelling support is provided on this point within the letters attached at Appendix 4 from
TK Maxx and Marks & Spencer dated 27 November 2007 and 29 November 2007
respectively. TK Maxx indicate that they have ‘r
representation on Tesco’'s proposed scheme at Kirl
comprehensive nature, its relationship to the existing town centre and the fact that it will
create a strong retail destination in an area t hq
state ‘were such a development to occur at a smal
key benefits to the sTkththe meorwoad o mdbaneeifstdm Mar k
suggests a similar view in terms of the required scale of the development. Marks & Spencer
indicate ‘1 f M&S are to commit t o b&requitebiy t hen a
order to transform the trading potential of the
that the proposed size of the scheme and the level of investment intended will deliver a
significant step change and attract both new retailersand new shoppers to the toc



4.9 To determine the value of a property, the annual rental income from a property or scheme is
capitalised by a multiplier, referred to as a yield, to produce a capital value. The yield
reflects the property markets view of the attractiveness of the investment; the better the
quality of rental income (including perceived opportunity for rental growth and, the security
of the income) the higher the multiplier, and hence the higher the capital value.

4.10 Morgan Williams is advising Tesco on the appropriate yield for the scheme. Morgan
Williams have confirmed that the yield adopted within the appraisal assumes lettings to
‘premier’ fashion and complementary retailers generally associated with the top location
who in turn will only be attracted if we deliver the required 'step change' to the existing retail
offer.

4.11 The costs of delivering the scheme reflect the complexities associated with a scheme of this
scale and nature. The costs relating to the preparation of the site and construction of the
developmenthave been provided by Tesco’s consultant t
consultants Tweeds. The development appraisal also includes an estimated allowance for
costs such as the following;

e Site Acquisition

e Surveys

¢ Planning

e Demolition

e Construction Costs

¢ Replacement of the affordable housing units on the site
¢ Allowances for phasing (inflation) assuming stadium opening in 2010
e Section 106 budget

e Professional fees

e Marketing

e Finance Costs

e Letting costs — including tenant incentives

4.12 The Development Appraisal also reflects the d e v e | oppft, ndrrsally calculated as a
return on cost. The appraisal currently shows a return of 10.25% which DTZ would suggest
is below the level that would normally be considered as acceptable for a scheme of this
profile and risk level. This profit position highlights that the current appraisal is not
generating value over and above that which is required to ensure a viable and deliverable
scheme and Tesco have continued to show commitment to progressing the scheme and
improving this position.



Value Costs

e |nvestment Value circa £280m e Construction and other circa £211m
development costs

e Grant circa £10m
e Profit circa £27m
e Cross subsidy from circa £52m
enabling development
Total circa £290m Total circa £290m

4.13 The above indicates third party funding in the form of grant assistance. Discussions are
currently ongoing between KMBC, Tesco and various funding agencies regarding funding
for the project. The form of funding has yet to be agreed, however, the grant will be limited
to a range of works (including items such as public realm, demolition and infrastructure)
which could otherwise form development costs.

4.14 The appraisal calculates costs and revenue from Phases 1, 2, 3a and 3b but not Phase 4.
Phase 4 is not within the control of Tesco and as such if it is developed by a third party no
cross subsidy will be generated. In circumstances where Tesco developed this site it must
be assumed this site could not be acquired at a value which would generate a cross
subsidy.

4.15 In view of the current status of the development appraisal position, in parallel with the critical
mass of retail development required to achieve the rents necessary for a viable scheme and
the potential impact on yield of a revision to the scheme, DTZ support the statement within
paragraph 4.3 of Document 28. This statest h aetucihgrthe level of retailing reduces the
level of cross subsidy that is available to fund the stadium, meaning that the stadium
becomes unviable’.

4.16 Document 28 also states within clause 4.3 that * ithout the stadium the profile building
development that the town so badly needs cannot be delivered, and with it prospects of
achieving the transformational regeneration of the town centre’.

417Clause 6.2 5 al s o c o mmetmthedacttthatahe Clubdannot and are unlikely to be
in a position in future to fund all of the overall costs of the stadium, enabling development is
required. Due to land values, the need for new retail floorspace and retailer interest in
taking the floorspace, the most appropriate use to enable the shortfall to be met is retailing’.

4.18 The wider regeneration aims which the Council support are best met by achieving a
transformational ‘step change’ through a retail based scheme and any other form of



development would fail to deliver the critical mass and quality of retailers required to deliver
the required step change.

5 Conclusion

51

5.2

5.3

Reflecting the current financial position of EFC against the realistic costs of building a new
mid- level quality stadium the club have made clear that the funding from enabling
development is an integral assumption to the successful funding of a new stadium for EFC.
A key to delivery of the stadium is therefore how the shortfall to meet the costs of the new
stadium can be met and within this context the cross subsidisation role of the application
scheme.

Morgan Williams have advised that a certain critical mass of retail development is required
to generate the step change that will attract the premier retailers and therefore achieve the
rents necessary for a viable scheme. This they believe is reflected in the quantum of retail
proposed in the application scheme Compelling support is also provided on this point within
correspondence from TK Maxx and M&S. Furthermore, Morgan Williams have confirmed
that the yield adopted within the appraisal assumes lettings to '‘premier' fashion and
complementary retailers generally associated with the top location who in turn will only be
attracted if we deliver the required 'step change' to the existing retail offer.

Taking into account the current status of the development appraisal position; the critical
mass of retail development required to deliver the rents necessary for a viable scheme, and
the potential impact on yield that a revision to the scheme could have, DTZ support the
statement within Document28t hat ‘reducing the | evel of
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Appendix One i Letter from Deloittes 2" April 2008

10



Appendix Two 1 Cost Bench Marking Information Provided by Arcadis AYH
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Appendix Three - Letter from Morgan Williams 8th April 2008
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Appendix Four - Letters from TK Maxx and Marks & Spencer 27 November 2007 and 29
November 2007
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