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1 Introduction & Background

Introduction

1.1 Donaldsons was instructed by the 5 Towns Network in June 2007 to provide viability advice
on the proposed re-development of the seafront shelter, which is located south of West
Buildings, for café / restaurant use. A planning application was submitted by the Town
Centre Initiative (Application No. WB/07/0141/FULL) which was subsequently granted
approval, subject to conditions in May 2007.

1.2 The following report is meant as an initial scooping report and as such was allocated a
limited budget equating to circa 15 hours of consultancy time. Due to these budgetary
constraints all costings have been assessed using standard building indices as well as initial
conversations with Donaldsons in house building surveyors. We would highlight that the
costs provided have not been verified by a professional Quantity Surveyor and can therefore
only be considered indicative at this stage.

1.3 The existing shelter is situated on Worthing promenade, a short distance west of the town
centre and Worthing Pier. The redevelopment of the Seafront Shelter is seen as an
important development, which will act as a catalyst for further regeneration and revitalisation
of the Worthing Seafront. For ease of reference a location and site plan can be found in
appendix A.

1.4 We understand that the land on which the existing shelter is currently situated is currently
unregistered however the Council have taken full responsibility for managing the seafront
and buildings and are now in the process of applying for title.

Views of the existin

 Views of existing seafront shelter
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 The Proposed Development

1.5 The proposals include a single storey development comprising approximately 340 sq m
(3,700 sq ft) internal and 140 sq m (1,506 sq ft) of external floorspace. It is envisaged that
once complete the café / restaurant will accommodate in the region of 84 covers. Illustrative
designs were produced to support the planning application and for ease of reference these
are shown below.

 Artist’s impressions of café / restaurant

 The Brief

1.6 The following report addresses the four key issues outlined in the Project Initiation Document
(PID), specifically:

Ø An estimate of the build cost, taking into account its location and lack of services to
and from the site;

Ø Comment in respect to the planning conditions, and

Ø A review of the options for taking forward the project, including an indicative financial
analysis of operating costs and expenditure;

Ø Advice on how to market the opportunity.
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Structure of the Report

1.7 The remainder of the report is structured as follows:-

Section Title

Section 2 Property Market Review

Section 3 Planning

Section 4 Viability

Section 5 Procurement Strategy

Section 6 Summary & Conclusions
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2 Property Market Overview

 Introduction

2.1 In order to set the viability assessment into context it has been necessary to undertake a
high level property market review for Worthing. The following section comments on national
trends, the local context, marketing testing and the market prospects for development as
proposed.

 National Trends

2.2 At a national level, recent research indicates that the eating-out market in the UK is worth
£24.4 billion per year and that more people are dining out in restaurants than ever before
(Mintel 2006). Economic growth has led to higher disposable incomes, and coupled with a
change in lifestyle trends there has been an expansion of the dining-out sector. The eating-
out market is incredibly diverse. Established chains have been challenged by a growing
number of smaller independents providing a more original product to cater to customer
demands for greater diversity in terms of product offer and location.

2.3 There continues to be a significant rise of the café market culture. From 1997 – 2005, there
was a 200% market growth of the number of branded café outlets in the UK, with the top 2
chains accounting for over 50% of the market (Starbucks 26%, Costa Coffee 23%) – IGD
2006. This growth can be attributed to the expansion to suburban locations and the
development of flexible format-branded chains in high streets outlets, mobile transport
locations etc.

2.4 A number of lifestyle changes have driven this change:

Ø drinking coffee being about lifestyle rather than thirst quencher

Ø coffee becoming a 24hr product

Ø visits motivated by being “social occasions”

 The Local Context

2.5 Worthing has seen some increase in the A3 sector over the past 5 years with Costa Coffee
and Pizza Express relatively new entrants to the Worthing market. The most significant
relevant development is that of Food in 2005, which has proven to be a success.

2.6 Generally speaking however, the A3 offer is made up of local operators and the overall offer
remains limited for a town of Worthing’s size and the relative affluence of its catchment area
It is our opinion there remains significant potential to expand and diversify this offer further in
Worthing.

2.7 There are several reported requirements from national operators (detailed in the table below)
however the subject site is unlikely to meet their operational requirements. The types of
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operators named below, with the exception of Café Rouge, would not be of sufficient quality
to meet the aspirations for this key landmark site.

Name / Operator Size of Requirement Date of Requirement

Bakers Oven Ltd 1,200 - 2,500 sq ft 22/01/2007

Cafe Rouge Ltd 3,500 sq ft 01/03/2007

Harvester Restaurants 8,000 sq ft 30/10/2006

Mcdonalds Restaurants
Ltd

700 - 21,780 sq ft 14/03/2007

O'neill's 900 - 1,200 sq ft 23/03/2007

Obriens Irish Sandwich
Bars (Uk) Ltd

200 - 1,400 sq ft 12/02/2007

Pizza Hut (Uk) Ltd 3,189 sq ft 23/03/2007

Regent Inns Plc 6,000 - 16,000 sq ft 26/03/2007

 Source: Focus June 2007

2.8 It is also worth highlighting that a key criteria for a large majority of national operators is foot
fall and proximity to the town centre. Although the subject site is in real terms a relatively
short distance from the town centre and the main commercial activity on the seafront, it is
likely that national operators would consider the site to remote.

Worthing Concessions

2.9 Many of the existing concessions have been negotiated on an adhoc basis and therefore
lease terms and rents vary greatly. The table below provides details of the ground rents for
the Lido, the amusements on the pier, The East Kiosk and the static ice cream concession.

Concession Rent (Per annum)

The Lido £11,200

Amusements locates on the Pier £40,000

East Kiosk £8,000

Static ice cream concession £25,000

 
  Initial Market Testing

2.10 We have made initial contact with a number of national operators, including Pizza Express,
Ask Central and Café Rouge, who confirmed the view expressed above that this opportunity
did not meet their operating requirements. The primary reason for this was the remote /
stand alone nature of the opportunity.

2.11 In addition to the above we are aware that the Worthing Town Centre Initiative (TCI) sought
initial expressions of interest from potential operators / developers to gauge interest from the
local market. The TCI received five expressions of interest including three from restaurant
operators, all of which have existing premises in Worthing. In addition two local developers
also expressed an interest in this opportunity.
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East Beach Café, Littlehampton

2.12 There are clear parallels between the proposed development and the East Beach Cafe in
Littlehampton, which officially opened its doors to the public in June. The East Beach Café
was constructed on part of the East Car Park and Promenade in Littlehampton. The site is
located to the east of the promenade, and similar to the subject site is somewhat divorced
from the main area of activity, which is located to the west, surrounding Harbour Park. The
East Beech Café is of bold design by Thomas Heatherwick and comprises circa 390 sq m
(4,200 sq ft). The facility can accommodate circa 80 covers, which is a similar size to that of
the proposed development.

 Source: East Beach Café Website

2.13 We understand that Jane Wood, the owner of the Café, acquired the existing lease of the
East Beach Kiosk with a view of expanding the operation. After a period of heavy promotion
and consultation with the Council and key stakeholders, a deal was negotiated whereby the
existing 15yr lease was surrendered and a new 99 year lease granted. The owner was
responsible for the full cost of construction and to pay £6,000 pa ground rent (same as
payable on the term of the kiosk lease) to the Council. This new lease is subject to 10 yearly
rent reviews which is linked to the retail price index. It is believed that the cost of construction
was circa £500,000 which equates approximately to £120 per sq ft.

 Market Prospects

2.14 Following on from the Masterplan, there is already an increase in interest in Worthing as an
investment location. With new investment planned for both the seafront and public realm this
will further assist in making the site a more attractive commercial and investment proposition.
Worthing has already seen organic growth from local operators and it is likely the interest for
this opportunity will come from this market.

2.15 It will be critical that whoever operates the new café / restaurant, the business model has
sufficient flexibility to adapt to the different customer requirements during the day and
evening and seasonality issues in Worthing.
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3 Planning

3.1 We have been asked to comment on the conditions attached to the planning application.
Having reviewed the conditions, these relate primarily to minor issues such as design,
disturbance and hours of opening. We would not consider that any of the conditions are
unduly onerous and therefore are unlikely to impact on the lettability or commerciality of the
development.

3.2 Assuming a developer led approach to the development of the subject site, the Council
should work with the developers appointed architect to address any outstanding design
issues attached to the Planning Application / Conservation Area Consent. In respect of the
more specialist areas of concern such as external noise. We would recommend that a
Council seek specialist advice at the appropriate time.

3.3 For ease of reference attached in Appendix B are the conditions attached to the planning
application.
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4 Procurement

 Introduction

4.1 Before commenting on the overall viability of development it is important to understand the
procurement options available to Council of which there are broadly two, as set out below:-

1. Private sector led: - Procuring a private sector partner to develop and then operate or
procure an operator.

4.2 This option would require the Council to produce a development / marketing brief which sets
out the key aspirations and selection criteria. Following open marketing, the Council would
then assess the submissions received against the agreed selection criteria in the marketing
brief and select a developer.

4.3 The developer would then be granted a long term ground lease (circa 99 years) to develop
the site and either operate themselves or procure an operator. The Council would receive a
ground rent from the developer.

4.4 The primary benefit of this option is that the development costs and development risks are
transferred to a third party. There would however be marketing costs which the Council
would incur in selecting a developer for the site.

4.5 The main disadvantage of this approach is the limited market for developers / occupiers
given the specific characteristics of the opportunity. The interest for this opportunity is likely
to come from the local market or entrepreneurs and therefore interested parties may have
limited or no experience of development of this nature.

2.  Public Sector led: - the Council / public sector to procure, design and build to shell and
market to an end operator.

4.6 Option two would require the Council to develop the building and then once complete lease
to an operator. This route is a more risky approach for the Council and would require
significant upfront public sector capital investment.

4.7 This approach would importantly provide the Council with a greater level of control over the
future development including the design and ongoing management issues. Given the
sensitive nature of the site and potentially the wider regenerative benefits, it maybe more
appropriate for the public sector to take the lead on development.

4.8 Under this scenario the Council would procure the construction of the facility and then
market the opportunity to attract an operator. This option would be more attractive to the
operator market as it would represent a less risky proposition. In addition it would give the
Council a greater level of control, in respect of the quality of operation, as well as a providing
the Council with an ongoing revenue stream.
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5 Viability

5.1 It has only been possible to comment at a high level as to the viability of the re-development
of the seafront shelter at this stage. To enable a clearer view on project viability, further
detailed scheme designs would be required.

Construction Costs

5.2 A detailed specification has not been provided at this stage and we have not consulted a
quantity surveyor and therefore the costs below are indicative only. For the purpose of this
study we have relied on BCIS, the Building Cost Information Service, Donaldsons Building
Surveyors and our knowledge of similar schemes and specifically the East Beach Café
development of which there are clear parallels.

5.3 The following table considers the costs of demolition, the connections of services, build cost
as well as professional fees. We have assumed that all main services and utilities are
currently located along Marine Parade and that the connections for the development would
be made via Marine Parade.

5.4 Given that the new development is located on the promenade and therefore on made up
ground, there are likely to be abnormal ground conditions and costs associated with
development. We have assumed 10 % allowance on total construction costs to allow for
piling and sea defence measures which will help to ensure the buildings integrity over time.
In addition we have assumed £50,000 for external costs such as decking, screening and
landscaping. An indicative allowance of £50,000 has been included for fit out at this stage.

Indicative Capital Costs Cost Assumption Overall Cost

Demolition £20,000 £20,000

Connection of Services (gas, electric, water &

waste)

£20,000 (£5,000 per service) £20,000 (£5,000 per service)

Base Construction Costs – (based on estimated

internal area) 3,700 sq ft

£80 per sq ft £296,000

External Construction Costs £50,000 £50,000

Abnormal Allowance of base construction costs

(10%)

£8 per sq ft (10%) £29,600

Fit Out Cost £50,000 £50,000

Professional Fees (7.5%) £35,000

Contingency (10%) £46,560
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Total Circa £547,160

5.5 Although the above provides an indication of the likely costs we would recommend the
appointment of a specialist quantity surveyor to provide further detailed cost advice as the
project evolves.

Income / Viability

5.6 As mentioned in the property market overview, there is limited rental evidence for standard
café / restaurants in Worthing and given the specialist nature of the subject property it is
difficult to assess the appropriate rental level.

5.7 Generally speaking rental levels for A3 users in Worthing are in the region of £15 – £20 per
sq ft for the town centre. Given the specialised nature of the subject site and likely trading
hours however it is likely that this would be at the lower end of this range. Assuming a
lettable area of 3,145 sq ft (85% gross to net ratio) this equates to a rental value £47,150.

5.8 In order to consider the affordability of this rental value we have produced an indicative but
realistic business plan. We would highlight that it has been necessary to adopt a number of
operational assumptions which are detailed in the table on the following page. The business
plan shows an operating profit of circa £82,080 pa excluding premise costs / operator rent.
We would expect the cost of premises to be between 10% and 20% of total expenditure for a
business of this nature. Deducting premises cost from the gross operating profit this
indicates a viable business opportunity.

Seafront Shelter: Restaurant / café viability review

Key Assumptions:

All year round operation (50 weeks)

Core hours 1-4pm

Limited winter operation

Weekend evening opening (June - September)

Covers (internal) 84

Average covers per day 210

Average spend per cover (£) 4.00

Income

Daily turnover  840

Weekly turnover  5,880

Turnover pa (50 weeks)  294,000  294,000
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Expenditure

Cost of sales @ 40%  117,600

Cost of staffing @28%  82,320

Maintenance and repairs  2,000

Marketing  5,000

Other costs  5,000

Total costs  £211,920   

Net profit
 
£82,080

5.9 An alternative approach to an open market rental basis would be for the operation to be let
on a turnover rent basis whereby the rent paid is a percentage of annual turnover. Typical
turnover rents are 10% to 20% of turnover which on the basis of the business plan
assumptions outlined below, would equate to a turnover rent of £30,000 - £60,000 pa.

5.10 We have considered viability for each of the procurement options mentioned above.

5.11 Firstly we have considered viability from a developer led approach. We have undertaken an
indicative development appraisal, which is appended to this report. We have assumed an
operator rent of £15 per sq ft, construction costs as above, a 15% developers profit on costs
and assumed the site is sold on a long ground lease (99 years) basis. The development
appraisal shows a viable scheme and produces a ground rent to the Council of circa 5% of
net rental income (circa £2,500 pa).  

5.12 Secondly, on the basis of a public sector led approach to development and on the same
assumptions as above, however without any allowance for developer profit, a rental income
of £47,150 pa represents a return on capital invested of 8.6%. Although this option will
involve more risks for the Council, and will need to be considered in relation to other
opportunity costs, the viability assessment indicates this option produces a greater level of
return.
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6 Summary & Conclusions

6.1 The purpose of this report is to provide advice on the future redevelopment of the seafront
shelter, located south of West Buildings on Worthing promenade. The development of the
shelter represents a significant opportunity to enhance the leisure provision in the area and
to act a catalyst for further development along the seafront.

6.2 In order to provide context to the viability assessment a high level property market
assessment was undertaken which considered the East Beach Café in Littlehampton for
comparable purposes. The property market assessment concluded that interest in this
opportunity is likely to come from local operators or independent entrepreneurs rather than
from national operators. It also highlighted the importance of flexibility in the business plan to
cater for different markets during the day and evening and also responding to seasonality
issues.

6.3 Consideration was given to the conditions attached to the planning application approval. It
was concluded that the conditions where not unduly onerous and therefore unlikely to have
any impact on the lettability or commerciality of the development.

6.4 Consideration was given to both public and private procurement routes, and although it has
only been possible to comment on the viability from a high level, the analysis indicates that
both options are potentially viable propositions for the Council.

6.5 Option 1, the developer led approach, would involve less risk for the Council but potentially
reduced financial benefits and a lower level of control over the future use and management
of the development.

6.6 Option 2, the public sector approach, shows a greater level of return and will provide the
Council with additional control in respect of the ongoing management of the operation.
Option 2 however has the greater risks and will require significant upfront investment from
the Council. It is also important for the Council to consider this development in relation to
other opportunity costs.

6.7 We would be happy to discuss the benefits and disadvantages of each option further
however largely the appropriate route is dependent on the level of risk and control the
Council feel comfortable taking.

Next Steps

ð· We would recommend that a concise marketing brief is produced with a view of
marketing the site. The marketing campaign should target selected national
operators as well as comprehensive coverage in the regional and local catering and
property press to gage developer / occupier interest for this opportunity. It could also
be advertised on the Council’s website.
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ð· In parallel we would recommend the Council seek independent cost advice to gain a
further understanding of the likely costs and build options available in this location.

ð· If the Council proceed with Option 2, we would recommend further detailed viability
advice, including the production of an outline business plan. The business plan
should consider best practice examples of operations in comparable seaside towns.
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Appendix 3 – Option 1 Development appraisal

REVENUE  File: Seafront
 Cafe / Restrauant 47,175
 Inv.Value-A  Gross annual income 47,175

 Less: Ground Rent at 5.00% 2,359
 Net annual income 44,816
 Capitalised at 6.5% Yield 689,481
 Less Purchasers costs at 5.75% 37,489 651,991

 REVENUE 651,991

 COSTS
 Total Costruction Cost 547,160

 Build Costs 547,160

INTEREST  (See CASHFLOW) 21,836
 7.25% pa  on Debt charged Quarterly and compounded Quarterly

 Building Costs  Month 3 to 14 (Sep 07 - Aug 08)
 Investment Sales  Month 15 (Sep 08)
 PROFIT 82,995 COSTS 568,996
 PROFIT/SALE 12.73%  PROFIT/COST 14.59%
 IRR  N/A  RENT COVER  1.8 years
 YIELD/COST 7.88%



Donaldsons (Part of DTZ)
48 Warwick Street, London W1B 5NL

Tel: +44(0)20 7534 5000 Fax: +44(0)20 7434 0045
www.donaldsons.co.uk

Donaldsons UK Offices

Birmingham
120 Edmund Street,
Birmingham, B3 2ED

Tel: +44 (0)121 212 1090
Fax: +44 (0)121 212 1099

Cheltenham
Vittoria House, Vittoria Walk,

Cheltenham, GL50 1TW
Tel: +44 (0)1242 521 102
Fax: +44 (0)1242 221 754

Leeds
St Paul’s House, 23 Park

Square South, Leeds, LS1 2ND
Tel: +44 (0)113 246 1161
Fax: +44 (0)113 244 1637

Bristol
Rivergate House, 70 Redcliff

Street, Bristol, BS1 6AL
Tel: +44 (0)117 910 6640
Fax: +44 (0)117 929 8270

Edinburgh
93 George Street,

Edinburgh, EH2 3ES
Tel: +44 (0)131 243 2558
Fax: +44 (0)131 243 2542

Manchester
Century House, 11 St.Peter’s
Square, Manchester, M2 3DN

Tel: +44 (0)161 237 9977
Fax: +44 (0)161 237 3311

Glasgow
90 St.Vincent Street,
Glasgow, G2 5UQ

Tel: +44 (0)141 221 2871
Fax: +44 (0)141 221 1099

and the Donaldsons europe network of affiliated companies


	Page #1
	Page #2
	Page #3
	Page #4
	Page #5
	Page #6
	Page #7
	Page #8
	Page #9
	Page #10
	Page #11
	Page #12
	Page #13
	Page #14
	Page #15
	Page #16
	Page #17
	Page #18
	Page #19
	Page #20
	Page #21

