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Drivers Jonas Deloitte. o

Tel:+44 (0) 20 7936 3000
Fax:+44 (0) 20 7583 1198
www.deloitte.co.uk

Direct: +44 (0)20 7303 3208

Direct Fax:+44 (0) 20 7583 1198

Jon Abbott dalov att@ddeloitte.co. uk
Project Director — Elephant and Castle

L.ondon Borough of Southwark

160 Tooley Street

London

SE12QH

21 June 2012

Dear Jon

E&C - Heygate Estate Demolition Business Case

Drivers Jonas Deloitte (DJD) act on London Borough of Southwark's (LB Southwark) behalf as project
monitor for the Elephant and Castle scheme. This letter sets out below both DJD’'s monitoring role and
our comments on the business case which supports LB Southwark funding the demolition of the Heygate

Estate.
Our Role

DJD’s role is primarily focused on monitoring the viability of the scheme but also includes an element of
cost monitoring.

As part of our cost monitoring we have set up a monthly monitoring system with Lend Lease (LL) which
allows us to review monthly budget changes for the scheme as a whole. Where significant changes are
identified then these are discussed and LL are required to justify any changes. A monthly report is issued
to LB Southwark which outlines cost changes and justifications.

As an addition to our role we have also agreed that we will monitor any procurement over £100k. This is
to ensure that LL are procuring on the basis of 'best value' and that they are using robust procurement
methods. As a first stage we have reviewed, with Lend Lease, the procurement of the Phase 1 Architect
and can report, on the basis of what we have been shown, that LL processes are robust.

Heygate Estate Demolition Business Case

We hawe reviewed the proposal regarding the demolition of the Heygate Estate and we are of the opinion
that LB Southwark’s conclusion to fund the demolition of the Heygate Estate is entirely sensible. We
would anticipate that the costto Lend Lease of obtaining finance from the market could exceed the cost

Deloitte LLP is a limited liability partnership registered in England and Wales with registered number OC303675 and
its registered office at 2 New Street Square, London EC4A 382, United Kingdom.
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separate and independent entities. Please see www.delcitte.co.uk/about for a detailed description of the legal
steucture of DTTL and its member firms. Drivers Jonas Deloitte is regulated by RICS.
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of the council providing funding for the demolition directly.

In order to ensure a robust process we would strongly recommend that the demolitionis tendered and we
welcome the fact that Lend Lease will seek 5 quotes. In line with best practice these quotes will be sought
‘at arms length’ from contractors with no connection to Lend Lease. Under the terms of the variations to
the Regeneration Agreement that are currently being discussed, LL will be required to refund the costs of
demolition, subject to conditions, at a later date, expected to be 2015/2016. Ifthese conditions are not
met the Council will not be reimbursed and this is clearly a risk, however, in the worst case LB Southwark
will be left with a cleared site which is ripe for redevelopment. Presumably the Council will also benefit
from a reduction in site security costs which add further weight to the case for demolition.

An additional benefit is likely to be a reduced interest cost on the demolition which would have been
accrued in the development account. In principle that should have a positive impact on LB Southwark’s

overage position.

We have previously commented on the business case for the demolition of the Heygate Estate, see
below, and our view remains the same:

‘It is important to note, as costs are reasonably incurred the councils land value will improve as further
certainty is obtained around the development and town planning. The early demolition of the Heygate
Estate is an example of the sart of investment that will benefit the scheme and its viability. Ultimately,
increased certainty will benefit the council whether Lend Lease progress with the development or not.’

We have reviewed the risk assessment itis considered to be a reasonable assessment of the project
risks at this stage in the project process. In terms of mitigation we note that the base budget includes for a
10% contingency and we consider this is appropriate at this stage of a project given the inherent risksin a

project of this type.

As part of our role DJD will monitor the procurement of the demolition contractor for the Heygate Estate
and report on the process to LB Southwark. We will discuss the detail on how this process should be
monitored over the coming weeks.

Conclusion

On the basis of the information provided to us we believe that LB Southwark’s decision to fund the
demolition of the Heygate Estate is a logical step. DJD will monitor and report on the procurement and
this should give LB Southwark comfort that their money will be spent and used appropriately by LL.

If you have any queries regarding any of the above please do not hesitate to contact me.
Yours faithfully

Daniel Lovatt
Deloitte LLP (trading as Drivers Jonas Deloitte)



