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Disclaimer 

This report should not be relied upon as a basis for entering into transactions without seeking 
specific, qualified, professional advice. Whilst facts have been rigorously checked, DTZ can take no 
responsibility for any damage or loss suffered as a result of any inadvertent inaccuracy within this 
report. Information contained herein should not, in whole or in part, be published, reproduced or 
referred to without prior approval. Any such reproduction should be credited to DTZ. 
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Introduction 
This report provides the summary findings and recommended policy options to inform Westminster’s City 
Management Plan policy for payments in lieu of residential provision in commercial schemes. The findings 
and recommendations reflect the results of a modelling exercise on Mixed Use Payments in Lieu for the City 
of Westminster. The modelling forms an extension to the Affordable Housing Viability Study produced by 
DTZ in July 2010.  

The City of Westminster’s Mixed Use Policy 
Within the Central Activity Zone (CAZ), Westminster City Council seeks mixed-use developments, in order to 
support its living, working and visiting populations. Core Strategy Policy CS1 states that where more than 
200 sq m of additional gross commercial floorspace is proposed, the provision of an equivalent amount of 
residential floorspace is required. While this should normally be provided on-site, where it is not appropriate 
or practicable provision on a site nearby may be acceptable. This residential off-site floorspace would then 
need to equal the total additional on-site commercial floorspace on the original site. For example, a 400 sq m 
mixed use scheme would be required to provide 200 sq m of the floorspace as residential on-site (to match 
the 200 sq m of on-site commercial), or 400 sq m of residential off-site (to equal the increased commercial of 
400 sq m being delivered on-site).  

Under exceptional circumstances, a payment in lieu of providing this residential floorspace may be accepted. 
Where the gross additional floorspace of the residential element of mixed use schemes is greater or equal to 
1,000 sq m (e.g. a total mixed use scheme of 50% office and 50% residential of greater or equal to 2,000 sq 
m), affordable housing will also be sought. The policy requirement for affordable housing in mixed-use 
schemes in locations in the CAZ where an increase in commercial floorspace is most likely to be acceptable 
is up to 25% of the overall residential floorspace proposed. This is determined by the amount of additional 
residential floorspace in line with a sliding scale up to 2,500 sq m. 

Approach 
This study employs a modelling exercise to establish an applicable payment in lieu figure (£s per sq m) for 
office and residential mixed use schemes in the relevant office locations within the Core Central Activity 
Zone (Core CAZ) of Westminster and the Named Streets in Marylebone and Fitzrovia. It is based on 
Westminster’s mixed use policy CS1 as described above. Other commercial uses, such as hotels and retail, 
are not modelled in this study due to the different factors that influence their viability. A separate analysis 
would be required for these commercial uses.   

The approach adopted in this study for calculating a payment in lieu for mixed use schemes is based on the 
concept of ‘value neutrality’. Through this, any payment in lieu is set at a level that ensures the residual land 
value of a typical scheme subject to the payment is the same as if the target level of housing were provided 
on site. The approach seeks to extract the financial benefit the developer would gain from providing 100% 
office on site, as opposed to 50% of the floorspace as housing (including affordable housing where 
applicable). This approach is in line with that used in the main Affordable Housing Viability Study. 

A series of archetypes have been developed to cover the anticipated range of schemes where a payment in 
lieu of onsite housing provision is likely to be acceptable. These are within the range from 250 sq m to 
10,000 sq m of mixed use development. Where appropriate, the policy requirement for affordable housing 
has been included within the residential component. The archetypes reflect the fact that a payment in lieu will 
generally only be applicable in exceptional circumstances and mainly for smaller schemes, where there is 
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greater likelihood that there will be a justifiable reason why housing cannot be provided either on or off-site. 
The archetypes used are shown in Figure 1 below.  

Figure 1: Mixed Use Archetype Characteristics (gross external area) 

Archetype Total Floorspace 
(sq m) 

Commercial 
Floorspace 

(sq m) 

Residential 
Floorspace 

(sq m) 

Affordable 
Floorspace 

(sq m) 

Affordable as % 
of Residential 

Floorspace 

A 278 139 139 0 0% 

B 790 395 395 0 0% 

C 2,718 1,359 1,359 174 13% 

D 3,688 1,844 1,844 308 17% 

E 5,144 2,572 2,572 639 25% 

F 8,800 4,400 4,400 1,080 25% 

 
The above archetypes have been tested across a range of different value areas in Westminster. These have 
been defined through the previous Affordable Housing Viability Study (for the residential values) and DTZ 
research into the commercial office market (for office values). This has resulted in the matrix of value areas, 
set out in Figure 2 below. These are shown graphically in Figure 8, along with the Core CAZ boundary. It 
should be noted that the value areas are best fit aggregates of smaller areas with similar sales values, and 
there is likely to be considerable variation within each value area.  

Figure 2: Residential and Office Value Areas 

Value Area Adopted Residential Value Area Office Value Area 

Mayfair1 Mayfair Prime Core West End 

St James St James Core West End 

Marylebone2 Marylebone Noho3  

Fitzrovia Fitzrovia Noho  

Covent Garden & Soho4 Covent Garden & Soho Soho & Covent Garden 

Victoria & Pimlico Victoria & Pimlico Victoria 

 
The viability model has been run for a scenario where each archetype is compatible with planning policy i.e. 
the total scheme floorspace on-site is split 50% office and 50% residential (including the affordable 
floorspace where applicable), and a scenario with 100% of the total on-site floorspace consisting of office 
floorspace. The difference in residual land value between these two scenarios for each archetype reflects the 
value gain to the developer in not providing any housing on site. These value differences have been 
converted to £ per sq m figures, based on the amount of residential floorspace in the ’policy compatible’ 

                                                      
1 The Mayfair value area includes the small parts of North Knightsbridge & Hyde Park and Belgravia value 
areas (as defined in the main viability report) that fall within the Core CAZ. 
2 The Marylebone value area includes the small part of the Hyde Park value area (as defined in the main 
viability report) that falls within the Core CAZ 
3 Noho equates to the area north of Oxford Street covering Marylebone and Fitzrovia 
4 Due to limited data, Chinatown has been included within the Covent Garden & Soho value area 
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scenario (i.e. so a payment in lieu figure can be established for each sq m of residential that the developer is 
not providing on site). All floorspace figures are expressed as gross external area (GEA).  

Assumptions for the residential elements are drawn from the Affordable Housing Viability Study for 
consistency. The assumptions used for the office elements reflect market reality over the period used in the 
previous residential modelling (i.e. they are based on 2008 office values and 2006-08 build costs). It should 
be noted that average costs and values have been used out of necessity – which include assumptions on 
elements including building height and complexity, build periods and demolition. It is recognised that costs 
and values are likely to vary on a site by site basis but the proposed figures are intended to reflect a value 
neutral sum which is applicable to most schemes in those Value Areas, It is advised that the Council apply 
the Payment in Lieu figures with a degree of flexibility in order to reflect the individual circumstances of some 
schemes.  

Within the modelling, the basis of calculating the contribution of affordable housing to scheme Gross 
Development Value (GDV) is the same method used in the Affordable Housing Viability Study. This pre-
dated the introduction of Affordable Rent policies, which in future will form the basis of affordable housing 
supply. According to the council’s draft statement on affordable rent, these are expected to be set at a level 
less than 80% of the private market rental levels but greater than existing social rents. This increased rental 
income would therefore potentially enhance the viability of schemes that include affordable housing 
compared to the present position with social rent. However, as the implementation of affordable rent is still 
being developed, the modelling adopts social rent and shared ownership as the basis for affordable housing 
– which will provide a conservative view in terms of viability. 

It should also be noted that in the main Affordable Housing Viability Study and previous Payments in Lieu of 
Affordable Housing study, a performance measure of 15% Internal Rate of Return (IRR) has been adopted5. 
However, as the schemes tested here are of a smaller size, the consequent build periods (and therefore the 
time between outgoing costs and incoming revenues) are short, producing higher typical IRRs.  

For a developer to be interested in a scheme, a high IRR is not enough (especially for small schemes), as 
they would need to ensure they could achieve a minimum profit on their investment. Therefore, for small 
schemes especially, it is likely that instead of achieving a set IRR%, a developer would require a ‘profit on 
cost’ of around 17.5% to invest in a scheme. This has therefore been used as the preferred measure to 
assess the viability of schemes in this paper.  

  

                                                      
5 Internal Rate of Return (IRR) is an investment performance measure involving the discounted cash flow of 
a scheme i.e. it takes account of the timings of costs, revenues and the impact of necessary financing. It is 
therefore an important performance measure for large, longer term or more complex schemes.  
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Analysis 
Value differences have been produced across the above archetypes (taking an average across the six 
adopted value areas). The average value difference for each of the archetypes is set out below in Figure 3. 
This indicates a range of £1,456 to £3,591 per sq m (GEA) of residential floorspace, with an average figure 
across these archetypes of £2,004 per sq m. There is very little variation between Archetypes B to F, with 
these ranging from £1,456 to £1,942. However, Archetype A is considerably different from these, with an 
average value difference of £3,591 – over double the average value of the other four archetypes.  

This difference is due to Archetype A comprising a single 2-bed flat, where the capital value of a single 
residential unit is much less than the equivalent office floorspace in each area of Westminster. The narrow 
range of the other archetypes helps to illustrate that the average value difference without Archetype A is 
more likely to be representative of typical developments coming forward in Westminster. For this reason, 
Archetype A has not been included in the remainder of the analysis.  

Figure 3: Average Value Difference by Archetype 
Archetype Average Value Difference per sq m of 

Residential (£) 

A  £ 3,591  

B  £ 1,456  

C  £ 1,544  

D  £ 1,721  

E  £ 1,768  

F  £ 1,942  

Average (inc. A)  £ 2,004  

Average (exc. A) £ 1,686 
 

The average value differences are also shown in Figure 4 (with the red solid line indicating the average value 
across the archetypes including Archetype A, and the red dotted line indicating the average value excluding 
Archetype A). It can be seen that the average value difference is slightly higher for the archetypes that 
include an affordable housing requirement (i.e. Archetypes C – F). However, as the difference between 
Archetype B (without affordable housing) and the remaining archetypes is relatively small, it is sensible to 
establish a PIL that is an average for all schemes, rather than establishing a PIL that differentiates between 
those schemes with an affordable housing requirement and those without. 
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Figure 4: Graph of Average Value Difference by Archetype 

 

In addition to analysing the value differences for each archetype, the following analysis takes the overall 
average difference for these and examines how this changes across each of the six adopted value areas. 
The following analysis has been undertaken excluding this archetype. As Figures 5 and 6 show, there is 
considerable variation across the value areas, with a range of £515 to £2,255 per sq m.  

Figure 5: Average Value Difference by Value Area 

Value Area Average Value Difference per sq m of 
Residential (£) 

Mayfair £ 2,255 

St James £ 2,221 

Marylebone £ 515 

Fitzrovia £ 1,468 

Covent Garden & Soho £ 1,434 

Victoria & Pimlico £ 2,223 

Average £ 1,686 
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Figure 6: Graph of Average Value Difference by Value Area 

 
Note: The blue solid line in Figure 6 indicates the average value difference across all value areas 
 
This analysis indicates there are three groupings of value area, with very similar value differences within 
each group. Firstly, Mayfair, St James and Victoria & Pimlico have an average value difference of £2,230 per 
sq m of residential (and a range of £34). Secondly, Fitzrovia and Covent Garden & Soho have an average 
value difference between them of £1,450 per sq m of residential (again with a range of only £34). Finally, 
Marylebone has a figure of £515 per sq m of residential. 

It should be noted that this lower value difference for Marylebone does not imply that it is a less viable area 
for mixed use schemes. Rather, that the differential between office and residential values in this area is 
simply less than the other areas. Consequently, the additional value generated from a 100% office scheme 
(compared to 50% residential) is much less than in areas where the difference in value between the two 
uses is greater. Indeed, the average residual land values for the archetypes under the ‘policy on’ scenario 
are higher in Marylebone than in Victoria or Covent Garden. This small difference does not therefore equate 
to an ‘inability to pay due to viability’. 
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Recommendations 
Mixed Use Payment in Lieu Figure 

The above analysis of the archetypes, excluding Archetype A, reveals that the average value difference for 
the other Archetypes falls within a small range – with the value difference increasing in line with the 
increasing requirements for affordable housing. The average value difference for these archetypes is £1,686 
per sq m of residential. The analysis by value area suggests that all areas show strong residual land values 
for both purely office and mixed use schemes (indicating that both types of scheme are viable in all areas), 
but with three broad areas of value difference.  

Given this and the above analysis, there are three policy options that could be adopted as the basis for a 
payment in lieu figure: 

- Set a single payment in lieu figure based on the average for archetypes B to F, with a willingness to 
negotiate this down for smaller schemes, depending on their individual circumstance. While this 
would likely result in a potentially greater payment in lieu income, it would also require greater 
council time and resources to negotiate and administer these payments. A recommended payment 
in lieu figure based on this is £1,700 per sq m GEA of the on-site residential requirement. This is the 
rounded average figure across the archetypes (excluding Archetype A) from Figure 3. 

- Set three payment in lieu figures based on the average for the three groups of value areas: one for 
Mayfair, St James and Victoria & Pimlico, one for Fitzrovia and Covent Garden & Soho, and one for 
Marylebone. Due to the small variation within these categories seen in the modelling, this approach 
would likely ensure that the vast majority of schemes subject to a payment in lieu would continue to 
be viable under the policy. It would also keep as many schemes as possible close to a ‘value neutral’ 
position. However, this approach may miss gaining as much payment from developments as other 
options. Recommended payment in lieu figures based on this approach are: £2,230 per sq m GEA 
of the on-site housing requirement for Mayfair, St James and Victoria & Pimlico, £1,450 per sq m 
GEA for Fitzrovia and Covent Garden & Soho, and £500 per sq m GEA for Marylebone. These 
figures are the rounded average figures for each value area grouping from Figure 5. 

- Set out in policy the criteria for when a payment in lieu for mixed use schemes would be appropriate 
and the method for calculating the figure, and determine payments on a scheme by scheme basis 
when it is deemed appropriate. While this approach would allow the council to extract the exact 
value difference for each individual schemes, this is likely to require significant council time and 
resources. It also fails to provide the council or developers with any certainty in advance of planning 
application as to the expected levels of payment. 

DTZ recommend adopting the second approach; setting a differing payment in lieu figure for the three 
categories of value area. This takes into account the differential in value created by changing office and 
residential values across the Core CAZ area of Westminster, and is justified by the small range of value 
differences within each of these three categories of area. It also reduces the amount of Council time required 
to administer the policy compared to the third approach and provides certainty for developers, whilst 
reflecting the broad value differences between areas within Westminster. 

The recommended PIL figures are based on schemes up to 10,000 sq m total floorspace. It is unlikely that 
the Council would find a PIL acceptable for mixed use schemes larger than this. However, in exceptional 
circumstances where this may be deemed appropriate, we recommend that the viability of any PIL is 
considered on an individual scheme basis. 
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Updating the Mixed Use Payment in Lieu Figure 

The recommended payment in lieu figures are based on the difference in residual land value between the 
developer providing  a policy-compliant 50% office and 50% residential scheme (including the affordable 
floorspace where applicable), and a scenario with 100% of the total scheme floorspace being office. This 
method therefore takes into account the full range of development costs and revenues involved (e.g. sales 
values and build costs), rather than being based on a single factor. It therefore does not need updating or 
inflating annually in line with changes in any single factor. Instead, the study is only likely to need reviewing if 
the broad balance of factors changes substantially – for example if either build costs are inflating consistently 
faster than sales values (or vice versa), or if the balance between residential and office values changes 
substantially.  

The current ratios between private residential sales values per sq m and office rental values per sq m are 
set out in Figure 7 for each value area. These ratios are intended to allow the Council to use easily 
accessible property market data to monitor any substantial change in the balance of residential and office 
values, which would then indicate a need to update the PIL figure.  

Figure 7: Ratio of Private Residential Sales Value to Office Rental Value 

Value Area Residential Sales: Office Rental Ratio 

Mayfair 12:1 

St James 12:1 

Marylebone 14:1 

Fitzrovia 11:1 

Covent Garden & Soho 11:1 

Victoria & Pimlico 9:1 
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  Figure 8: Map of Westminster Core CAZ, Named Streets, CAZ and Value Areas 

 


