
MC IL  E v idenc e and A pproac h 

As  Mr Holland noted in his  report in 2012 the Mayor’s  propos als  reflect the unique s ituation 
in L ondon where MC IL  runs  in parallel with B orough C IL s .   

T he approach to viability taken when MC IL  was  es tablis hed was  to s eek to find a method 
that could be applied acros s  L ondon us ing available evidence.  R es idential values  were 
us ed as  a proxy – an approach that was  s upported by the C hief E xaminer.  

In cons idering an   approach for reviewing the MC IL  charging s chedule we have identified 
the following: 

1. A charging schedule and s upporting viability evidence that is  appropriate for Mayor’s  
charging schedule given its  s trategic purpos e and the need to provide robus t evidence 
but without exces s ive detail.   

2. T he L iz  P eace review pointed to the eas e of operation and s implicity of MC IL  in 
identifying it as  an exemplar of C IL  in operation.  

3. B orough C IL ’s  are now in operation with the majority of them having viability tes ting 
undertaken s ome years  ago.  T hes e B orough C IL ’s  allowed B oroughs  to reflect with 
more granularity the s pecific value characteris tics  acros s  their geography.   

4. T he C ros s rail S 106 policy has  been imbedded in property viability as s essments .  In 
C entral L ondon (the C entral Activities  Z one excluding Waterloo, the North of the Is le of 
D ogs  and in 1km zones  around C ros s rail s tations ) higher charges  than thos e typically 
levied through MC IL  have been payable and as  a res ult the s 106 levy has  been 
cons idered as  a “top up” above the core MC IL  charge.  

G iven the plaudits  offered for the way MC IL  has  operated to date the Mayor has  approached 
the MC IL  2 draft charging s chedule in a s imilar manner.   

• A flat rate acros s  B oroughs   
• A new C entral L ondon commercial us es  levy mimicking the former S 106 policy 
• T hree charging bands  with B oroughs  clas s ified according to average hous e prices  
• T he C entral L ondon commercial rates  (which for S 106 purpos es  had to reflect 

impacts  on conges tion) are now more clos ely aligned to viability 
• T he boundaries  of the [C entral L ondon] zone have been modified to incorporate the 

whole of C AZ  reflecting changes  in underlying viability s ince 2012 

Having cons idered the res pons es  at the preliminary draft charging s chedule there appears  to 
be no appetite to increase complexity by changing the flat rate acros s  the borough approach 
although inevitably there are parties  with particular interes ts  who s uggest advers e impacts  
on particular s chemes  or geographies .   

T he overall tenor of those res pondents  that cited potential is sues  was  the cumulative impact 
of Mayor, B orough and other planning policies .  S ome res pondents  point s pecifically to the 
impacts  on O pportunity Areas . 

T he tes t is  whether the propos ed rates  s et an appropriate balance between the need to fund 
infras tructure and the potential implications  in terms  of viability. 

T he impact of any levy needs  to be as s es s ed at the margin.  T here will always  be s chemes  
that are not viable and will not go ahead regardles s  of C IL .  T here will be others  where the 
payment of C IL  can eas ily be afforded.  F inally there will be thos e on the cus p of viability – 
will thes e schemes  or locations  be delayed or cancelled becaus e of MC IL ? 
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T he preferred approach by many development cons ultants  supporting B orough C IL  charging 
s chedules  has  been to undertake viability tes ting acros s  a variety of locations  and us es  
us ually meas uring res idual land values  agains t a benchmark of E xis ting Us e Value plus  
margin.  B uffers  have been allowed to avoid B orough rates  being s et at the limits  of viability. 

O ur approach is  to cons ider the operation of the C IL  regime in practice.  T he trend for MC IL  
collected has  been of continuous  annual increases  in the amount of C IL  rais ed 
notwiths tanding the introduction of B orough C IL  during this  period and the indexation of the 
rates  charged.   

D evelopment volumes  have commens urately increas ed.  T his  confirms  our opinion that the 
big factors  for development viability economics  are trends  in values , building cos ts  and 
confidence in the future and that the impact of C IL  has  not been as  s ignificant determinant 
on whether a s cheme has  proceeded or not. 

Another way of tes ting this  propos ition is  to cons ider the pos ition where both MC IL  and the 
C ros s rail S 106 policy are combined. If the C ros srail S 106 obligations  (set s ubs tantially 
above the relevant B orough C IL  rates ) were impacting development this  would be evidenced 
by a negotiation of the S 106 top up.  However bas ed on res pons es  from the B oroughs  in 
ques tion and evidence s upplied where “s trategic” applications  have been referred to the 
Mayor very few reductions  in the S 106 contributions  have been negotiated and none in the 
las t three years .   

T his  s upports  the view that the underlying level of MC IL  has  been affordable and in C entral 
L ondon s o have the higher levels  of S 106 for commercial us es .   

Agains t this  background are the propos ed increas es  in MC IL  likely to change the direction of 
travel?   B y reference to T able [   ] it can be s een that the R ed and B lue boroughs  have 
achieved the greates t development volume and average hous e prices  in thes e B oroughs  are 
in the bracket £X X X  - £X X X .   

An increas e in C IL  above the indexed MC IL  1 figures  is  in the order of £15 ps m or les s  than 
__%  of the capital value of a completed res idential unit.  It is  unlikely that a change of this  
magnitude will alter the go/no go decis ion for a developer.  

In the C entral Area the ris e in rates  is  approximately £23 ps m for offices , £60 ps m for retail 
and £70 psm for hotels .   

An office building in the C ity might typically be apprais ed at capital value £13,791 psm (£65 
ps f/4.75% ) after allowance for purchas er’s  cos ts .   

T he proposed increas e for MC IL  2 is  approximately £23 ps m (gros s  internal area) or £30.66 
ps m (net internal area). T he increase in MC IL  as  a proportion of the likely end value of the 
completed inves tment is  0.22% .  T he overall C IL  charge is  les s  than 2%  of the capital value.   

F or retail the pos ition is  us ually that the viability characteris tics  are mas ked to s ome extent 
by other us es  within the development.  O nly in s elected prominent s hopping s treets  is  retail 
value likely to be the principal factor when cons idering viability.  We have extracted details  of 
rent levels  and pricing that relates  to the s ale of 190 O xford S treet in early 2017.  R ent levels  
are between £550 and £672 IT Z A or between £141 ps f and £181 ps f overall.  T he yield 
achieved was  3.3%  net of purchas er’s  cos ts .   

Us ing £160 ps f/£1722.22 ps m and a 3.3%  yield the capital value is  in the order of £48,864 
ps m, net of purchas er’s  cos ts .   
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T he C IL  increas e of £60.80 ps m gros s  or s ay £70 ps m net repres ents  approximately 0.15%  
of capital value ps m.   

F inally we look at the s ale of the 4 s tar D oubletree Hotel by H ilton in J ohn Is lip S treet, S W1P  
4D D .  T his  464 room hotel has  a reported area of 233,112 s q ft/21,657 s q m or c500 s q 
ft/46.43 s q m G IA per room.  T he report s ale in J anuary 2017 at £187.5m breaks  back to 
£8657.70 psm capital value.  T he C IL  increas e of £69.38 ps m equals  approximately 0.8%  of 
the completed capital value.   

O verall the increas ed C IL  propos ed repres ents  between 0.15%  - 0.8%  of the capital value of 
the completed inves tment.  T aking the wors t cas e a fall of 0.8%  of the value on a s cheme 
that otherwis e would have produced 20%  profit on cos ts  (including land) would reduce the 
projected profit on cos t to 19%  which is  unlikely in our opinion to be of s ufficient s ignificance 
to change the decis ion on whether to proceed or not.  
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