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1. Introduction

SGS Economics and Planning and Savills have been appointed by Inner West Council to analyse the
financial feasibility of development along the Parramatta Road corridor. This will inform changes to land
zoning and principal planning controls along the corridor which will implement the Parramatta Road
Corridor Urban Transformation Strategy (PRCUTS).

This project is divided into the two stages. The first considers the Leichhardt Precinct of the PRCUTS,
while the second focuses on land zones IN2 and B6 along Parramatta Road west of Leichhardt.

The scope of this project includes:

An explanation of the existing market profile, supply and demand for land uses in the Leichhardt
Precinct and along Parramatta Road

Determining project internal rate of return (IRR) with base planning controls that currently apply as
well as proposed planning controls

Determine whether increasing the FSR control along Parramatta Road can deliver a feasible IRR,
and if so what the FSR tipping point to enable this is

Determine the tipping point for financial feasibility in Leichhardt as the mix between residential and
non-residential floorspace is changed

Consider varying assumptions to the feasibility modelling such as parking, access, costs,
sustainability requirements and the need to amalgamate sites

Provide best practice examples of planning mechanisms to encourage site amalgamation as part of
mixed-use development, and recommend planning controls to encourage site amalgamation

Make recommendations on the design of mixed use development and stratum titling to ensure
floor space is suitable to accommodate non-residential uses that are in highest demand in
Leichhardt

1.1  Structure of this report

This report contains the following sections:

‘Chapter 2 — Leichhardt Core Property Market and Feasibility’ summarises Savills feasibility testing
in the Leichhardt Core and discusses the property market and floorspace demand

‘Chapter 3 — Leichhardt Statutory Planning Options’ discusses planning mechanisms to encourage
amalgamation and appropriate design outcomes in Leichhardt

‘Chapter 4 — B6 and IN2 Feasibility’ summarises Savills feasibility testing along the Parramatta Road
Corridor west of the Leichhardt Core and provides recommendations on the planning approach in
this corridor

‘Appendix A — Savills feasibility assumptions’ lists the assumptions used in Savills feasibility analysis
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1.2  Savills feasibility methodology

Savills has undertaken feasibility modelling for this report to inform strategic planning along Parramatta
Road. This modelling has been undertaken with Estate Master and is intended to inform strategic
planning using high level assumptions. Savills market analysis and feasibility methodology is summarised
in the figure overleaf.
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FIGURE 1: SAVILLS PROPERTY MARKET TESTING AND FEASIBILITY MODELLING METHODOLOGY

CONTEXT, MARKET ASSESSMENT AND FEASIBILITY REVIEW

FINDINGS

Review Property . Review Understand Prepare Market Prepare Development A_sselss |mp||cat|on_s of
i Planning Controls o . e findings for planning
Particulars and Vision utilisation Analysis Feasibilities controls
~ ! L4
I:_ A Y

Collect base data including:

- Address

Legal description

Land size

Building size (where
possible)

- Title boundaries

- Encumbrances / easements
Improvements etc.

Additional data required for
full feasibility:

- More detailed building and
lease investigations

- Adjoining ownership details
- Confamination

- Building condition (internal)

Source: Savills 2020

Undertake a rapid review of Council has identified several

current and proposed planning  Sites  for testing.  However
controls fo establish constraints  Savills has made no contact

and opportunities including: gcl:r:l‘t ﬁn“;pﬁﬁefm:rﬁoﬁgd we

- Zoning

- Building heightcontrols  sdgitional data required for a full

- Floor space ratio feasibility:

- Overlays / environmental - Engagement with property owners

- Heritage requirements regarding infentions

- Developable area / use - Detailed analysis of sites with
restrictions / opportunities highest and best use overlay

Additional data required for 8 Further information on capacity to
full feasibility: {edevefop any sites with tenants
- Detailed planning in place

assessment (incl. DCP)
- Discussion with responsible

authorities

SGS ECONOMICS AND PLANNING: PARRAMATTA ROAD FEASIBILITY TESTING

Conduct a preliminary market
analysis to determinethe
market conditions for IN2 and
B6 for the potential future use
options identified

The data gathered & planning
info. was used to inform the
the preparation of feasibility
assumptions and inputs

Additional data required for a
full feasibility:
- More detailed investigations
- Confirmation of adjoining

land owner opportunities
- Validate keyassumptions
particularly via architectural input
- Market sounding

Gather data and prepare a high
level feasibility model(s)

NOTE: The hypothetical
development feasibility does
not consider potential heritage
impacts or detailed DCP
controls which may limit the
development potential of each
site

Additional data required for a
full feasibility:

— Validate Highest Best Use

- Validate development / design
assumptions

- Validate keyassumptions

Prepare a report based on the
findings from the feasibility and
market research. This is {o focus
on proposed planning controls
particularly the FSR controls for
IN2 and B6 zoned land on
Parramatta Road in the Inner
West Council areas

Additional data required for a

full feasibility

- All preceding data, analysis and
understanding how ‘mixed use’
controls are working in other
centres.



2. Leichhardt Core Property Market and
Feasibility

2.1 Leichhardt context

Council has created a draft structure plan for the Leichhardt Precinct from PRCUTS. This masterplan
identifies key development principles, FSR controls, height controls and character areas. The existing B2
Local Centre zone is intended to be retained, and to facilitate mixed use development around Norton
Street and along Parramatta Road. In this chapter the feasibility of mixed use development with a non-
residential component along Norton Street has been considered.

Floorspace ratio controls (FSRs) would range up to 3:1 along much of Parramatta Road in the Leichhardt
Core and Frame and along the most of the eastern side of Norton Street between Norton Street and
Balmain Road, and between Parramatta Road and Marion Street. An FSR of 1.9:1 would apply to the
block between Norton Street and Renwick Street, and FSRs of 1:1 and 0.5:1 would apply elsewhere.
Council is considering requiring a minimum non-residential component in some of the B2 zone to
enable long-term employment use.

As outlined in Council’s Draft Leichhardt Precinct Guidelines which were provided for this report, the
future character for Norton Street is to be a vibrant shopping street containing a mix of uses and
maintaining the distinct local style characterised by historic terrace housing. Multiple ways to realise
this vision are outlined, with those of most relevance to this study including:

revitalising Norton Street and key sites along Parramatta Road through appropriate intensification
of residential and retail uses with minimal adverse impacts on the adjoining low-density residential
areas

intensifying employment in the Leichhardt/Norton Street Centre by requiring minimum
employment floorspace on the ground and first floors of mixed-use developments — subject to the
findings of feasibility analysis in this report

maximising east-west connections to improve permeability and create new laneway experiences
and connections

providing activated streetscapes and improved public domain particularly on north-south streets to
create new ‘green lungs’

reducing parking rates across the Precinct to reflect existing public transport and the prospect of
enhanced public transport along Parramatta Road, plus making a contribution to achieving low
carbon standards

incorporating car parking (including unbundled and decoupled parking) in future development to
unlock existing car parks
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2.2  Property market

Savills analysed the local retail, residential and office property markets and consulted with estate agents
both inside Savills and others operating within Leichhardt. The results of this analysis are summarised
below.

Retail

Savills found that local agents report a moderate level of leasing enquires for retail, but on inspection
interest falls away due to the “emptiness in the once vibrant Leichhardt main street”. This is particularly
the case in the Forum (23 Norton Street).

In Norton Plaza (Pre-COVID) the Coles supermarket was generating a moving annual turnover (MAT) of
$17,455/m? and lies 37.9% above the benchmark for a Neighbourhood Shopping Centre. The specialty
tenancies within Norton Plaza were also trading 28.0% (511,274/m?2) above the average of $8,808/m?2.
The average gross specialty rent of $1,574/m? lies significantly above the average of $1,022/m? for
similar Neighbourhood Shopping Centre. Whilst the average gross specialty rents for Norton Plaza may
appear high, we are of the opinion the Norton Plaza trades between a typical Neighbourhood and Sub-
Regional Shopping Centre and based on the turnover these specialty rentals appear sustainable in the
medium term. Furthermore, household incomes in the Main Trade Area are approximately 45% above
the Sydney average.

Retail agents in Savills and locally advise that retailers in Leichhardt typically want more parking or
longer stay / free parking; more through links to parking spaces and parking on side lanes. We
understand this needs to be balanced with Council’s desire to encourage a reduction in private vehicle
use and also note that increased walking and public transport use is more environmentally sustainable.

Savills and local agents have found buyer and leasing activity in Leichhardt has been low during COVID.
Buyer activity for retail assets is typically a result of factors including local businesses looking to
purchase their existing tenancies, owner occupiers wishing to secure their location, investors seeking
retail assets with strong, long term leases, and demand from developers.

Retail market outlook

Savills notes that generally sales activity for retail is also driven by fluctuations in capital values. In a
strong market, investors typically look to capitalise on their investment and reinvest in other areas with
greater growth prospects. Conversely, some sellers are motivated by increasing vacancies and it is not
uncommon to see a newly leased asset placed on the market for sale. Increases in holding costs and
perceived risks can also drive retail assets onto the market. The move to online shopping and COVID has
forced some retailers to close storefronts and increased the number of properties listed for lease or
sale, including in Leichhardt. In Leichhardt several owners have been seeking to sell their retail
tenancies for 1-2 years. Particularly in the Forum this is difficult as strata fees (reported to be $15,000
per quarter for 163 m2) are higher than rents achievable.

Savills note that a driving factor of supply and demand for retail in some areas, including parts of the
Inner West, was the surge of residential property values (pre-COVID) which coincided with an increase
in the redevelopment of mixed use sites. This surge in redevelopment has seen an increase in the
supply of ground floor retail space, which is often required under planning provisions. A good example
of this trend can be seen across South Sydney and Canterbury Road, which saw a surge in retail supply
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when developments reached completion. This has led to an oversupply of such stock, which has now
been an issue in some areas for five to ten years. In other areas, adaptation to changing demands has
resulted in renewed tenant demand. Examples of this can be seen in parts of Zetland and Summer Hill.
These two local retail precincts have traditionally been dominated by local businesses that service the
local population and whilst this remains the case, both of these areas saw an increase in demand as
they became more ‘go to’ locations for small restaurants and bars.

Savills view is the retail market appears to be facing a longish recovery period, for which we cannot
know the full extent as yet, but it seems capital values will decline and demand will be weaker than
average for the next few years in Leichhardt.

First floor uses

Savills desktop analysis and brief inspections on Norton Street (between Parramatta Road and Marion
Street) indicate around 28% of buildings don’t have a first floor. Of the buildings with a first floor (i.e. 51
buildings) around 60 per cent of these buildings appear to have the first floor used for retail/restaurant
or office space and around 40 per cent appear to have the space used for shop top / residential
development.

Savills analysis indicates it is mainly medical services (such as doctors, dentists , pathology, skin and
laser clinics) and other health and beauty (massage, hair, nails) and a small number of professional
services (such as accountants, psychologists and lawyers) that occupy first floor space. Local real-estate
agents report a lack of parking, lower rents elsewhere and a limited number of buildings with a lift can
all be disincentives to prospective tenants considering first floor space. These types of ‘population
serving’ firms are also found in Renwick Street, Balmain Road and side streets (such as Wetherill Street).

Savills found local real estate agents indicate there is some demand for small first floor office space (c.
50 m2 - 100 m2) including from people wanting to find an alternative to working at home and
population serving business, but very low demand for larger space. For example, 93 Norton Street (500
m2+) has been for lease for over a year despite the owner indicating they would lease the space for
$400 m2 gross for a 5 year deal. First floor space in 92 — 94 Norton Street (circa 400 m2) has been on
the market for around 3 months, interest has been low but the owner is offering it at 52,400 per week
(which is $315 m2 gross) and is also adding glass partitions to lease the space. The former occupant was
a construction company.

Further, demand from larger restaurants or medical services that take two floors has been weak over
the past 12 months.

Recent sales and leasing activity

Apartment sales

New apartment sales in Leichhardt achieve an average price of approximately $14,500 per square
meter. ‘Off the plan’ sales achieve a higher sales rate compared to ‘established’ products.

Price per square metre provided is a blended rate noting the absence of detailed property information
at this time (floor plans etc.).
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Retail sales

There are a limited number of recent (2020) sales of retail assets within Norton Street. The largest sale
in the past few years was Norton Plaza which sold for $12,944 psgm ($153.2 million in August 2019).
Sales of new retail with a lease in place, particularly for tenants attracting non- discretionary spending,
can achieve a price of $9,000 psgm to $13,000 psgm.

Development site sales

There are a very limited number of recent comparable development site sales in Leichhardt. We
observe differences in the price per square metre as there is a broad range of unit mixes in
developments. There is more consistency when looking at rate per GFA at around $3,500 m2.

Retail and commercial leasing data

Offices in Leichhardt typically lease for $350 m2 - $550 m2 with around $400 m2 gross ($350 m2 net)
an average for well located space. The rents are typically lower on Parramatta Road, in converted
industrial buildings which are popular with creatives and some professional services firms and in
surrounding streets (Renwick, Balmain Road, Wetherill Street etc.) that are popular with some medical
centres and personal services companies.

Retail space on Norton Street (between Parramatta Road and Marion) can lease from $550 m2 - $800
m2, with some interest from non-discretionary retailers and food and beverage, but a loss of interest
particularly in the Forum due to subdued activity. Rents in the Plaza are significantly higher $1,574 m?
for specialty shops.

There is moderate interest in first floor offices, but larger space (circa over 200 m2+) is very hard to
lease with several tenancies on the market for over 12 months on Norton Street.
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2.3 Feasibility results

Savills tested the feasibility of development on various sites along Norton Street, including the provision
of a required amount of non-residential floorspace. This amount was varied to determine the tipping
point, above which an increase in the non-residential floorspace requirement may make development
unfeasible, and below which development is likely to be feasible.

Feasibility testing assumptions are outlined in Appendix A.

A summary of feasibility results is shown in the table below. Development was found to be viable in all
cases including the provision of non-residential floorspace generally at 0.6:1-0.7:1.

Location FSR

97 Norton Street

East side of road, site of
880sgm, currently large retail
tenancy (JB Hi-Fl)

33 Norton Street
East side of road, narrow site 3:1
approximately 221 sgm

Norton Plaza
East side of Norton Street,
with access from Balmain

3:1
Road, currently shopping
centre, approximately 1.099
ha
62-64 Norton Street
West side of road, 1.9:1

amalgamated site of 429 sqm

Proposed

Employment
tipping point

0.7:1 non-
residential
(616 sgm of
floorspace)

0.7:1 non-
residential
(155 sgm of
floorspace)

1.5:1 non-
residential
(16,485 sgm of
floorspace)

0.6:1 non-
residential

Source: SGS 2020, TfNSW 2020 TZP19 Forecasts
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Savills comments

Feasibility based on between 400 m2 — 670 m2 of
commercial/retail space (with a total GFA on the site
tested 97 Norton Street of 2700 m2).

We note JB-HI-Fl leases around 900 m2 which would
be 1:1, but on the ground floor. We believe it will be
difficult to lease over around 200 m2 — 250 m2 on a
first floor and would recommend Council consider
allowing the ground floor to be used to meet the retail
/ commercial floorspace if necessary. — as there are
relatively few tenancies for large occupiers outside the
Plaza.

Uses 176 m2 of commercial/retail space (88 m2 on
ground floor and 88 m2 on first floor).

The feasibility / tipping point for Norton Plaza is
difficult to determine without knowing whether the
entire centre would need to be knocked down to be
developed. We note extra retail demand for over
10,000 m2 of retail space in Leichhardt and note
Norton Plaza already has two floors and is developed at
around 1:1

Feasibility Identifies between 186 m2 and 410 m2 as
tipping point for non-residential. We note having over
around 200 — 250 m2 on first floor will be hard to
lease. Highest and best use suggests setting retail /
commercial at around 12.5 % of total GFA.
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Savills also tested whether a developer acquiring additional land as part of a development and
dedicating it to Council to provide a through-site link would compromise development feasibility. In all
cases development was found to be unfeasible unless either the FSR on the base site was increased
(generally by 1:1), or floorspace rights were transferrable from the land dedicated to Council onto the
land to be developed.

Proposed

Location FSR Results
106 Norton Street and 105 Renwick Street Development not feasible based on 1.9:1
West site of Norton Street, 105 Renwick Street is floorspace rights of 106 Norton Street alone.

narrow and could be used to provide a through-site  1.9:1

link, but could not host development without
further amalgamation of adjacent properties.

Development is feasible if GFA is calculated
based on FSR and combined site area of 106
Norton Street and 105 Renwick Street.

62-64 Norton Street Development not feasible based on 1.9:1
West side of Norton Street (also in table above). floorspace rights of 62-64 Norton Street alone.
Site could be amalgamated with properties behind 1.9:1

to provide through-site link

Development is feasible if GFA is calculated
based on FSR and combined site area, including
amalgamated sites behind.

97 Nor.ton Street _ It would not be feasible for a developer to
West side of Norton Street (also in table above). purchase the site next door exclusively for the
Adjacent property on Norton Street could be 31 purpose of providing a through site link,
purchased and dedicated to Council as a through- ' although development would be feasible if

site link to the adjoining laneway at the rear, allowable GFA was calculated using FSR of both
providing access to McDonald St sites.

Source: SGS 2020, TfNSW 2020 TZP19 Forecasts

Car parking

Underground car parking is typically very expensive to construct, and so how much car parking is
provided in a mixed use development can have a large impact on overall development feasibility.

Savills adopted the following car parking rates for apartments in Norton Street, based on PRCUTS
parking rates:

Studio apartments: O car spaces
1-bedroom apartments: 0.3 car spaces per apartment
2-bedroom apartments: 0.7 car spaces per apartment

Based on speaking with local agents and reviewing sales prices for over 40 x 1 bedroom and over 100 x
2-bedroom units it is around $50,000 more expensive to buy an apartment with parking compared to
an apartment with no parking. This makes sense, as it is line with the cost to build basement parking
depending on the site (Savills modelled this cost at $50,570 per space).
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Feedback from local real-estate agents and Savills Residential Marketing Team indicates that most
buyers and renters looking for a one bedroom or studio apartment in in Leichhardt are open to having
no parking. This assumes the apartment is close to shops and transport. In fact, almost 45 per cent of 1-
bedroom units that sold in Leichhardt in the past 12 months had no car parking. However, real estate
agents report it is much more difficult to sell or lease 2-bedroom units without parking. The occupiers
are typically couples or two adults sharing a unit with at least one driver and there is higher demand for
2-bedroom apartments with a car space. Savills found that from 100 x 2-bedroom apartment sales in
Leichhardt only 17 of these apartments had no parking space.

The development cost for a car parking space, and the amount it adds to an apartment’s sale price are
similar. As such the inclusion or not of basement car parking would not substantially impact on
development feasibility, but only if there was a market for apartments with no car parking spaces. As a
developer can sell a 2-bedroom apartment faster by providing a car space for a 2-bedroom apartment
under current market demand, having no parking spaces in a development for 2-bedroom apartments
would negatively impact development feasibility.

Sustainability costs

Savills added $10,500 per apartment to the construction cost of each apartment to allow for
sustainability requirements. The allowances were informed by other residential projects.. Savills
modelling showed that this cost does not make development in Leichhardt unfeasible.
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2.4  Floorspace demand analysis

The market demand for commercial spaces along Norton Street is strongly related to the local property
market, which is outlined in Section 2.2 above. SGS have also conducted economic analysis of likely non-
retail floorspace demand, based on past employment in the Leichhardt Precinct and employment
projections. The results of this analysis are contained in this section and should be viewed alongside the
property market discussion of Section 2.2 to paint a more complete picture of the likely future
employment prospects of Norton Street and the Leichhardt Precinct.

Inner West EaRLS

The Inner West Employment and Retail Lands Strategy (EaRLS) is supported by a Study prepared by
HillPDA. According to the study:

The Leichhardt Core contains 58,743 sqm of employment generating floorspace, of which 26,707
sgm (46%) is retail, 25,056 sqm (43%) is non-retail, and 6,980 sqm (12%) is vacant

Approximately 11,511 sgm of additional retail floorspace is likely to be required by 2036 and 20,065
sgm of additional office floorspace, making 31,576sgm in total

There is capacity for around 25,492 sqm of additional employment generating floorspace under
current planning controls, or 1,159 jobs at 22 sgm GFA per employee

If the PRCUTS planning recommendations were implemented, the capacity for additional
employment generating floorspace would increase from 25,492 sqm to 41,257 sgqm, or to 1,875
jobs at 22 sqm GFA per employee

Realisation of floorspace demand would require redevelopment of a significant proportion of
Norton Street, which may be hampered by current built form and heritage properties

The Strategy recommends securing commercial floorspace at ground and podium level along Norton
Street and enabling the evolution of the Centre into an office/professional services mixed use precinct
with improved development and urban design outcomes.

It is noted that the HillPDA study supporting EaRLS does not appear to forecast an increasing market
share for online retail, which could reduce the additional retail demand likely to be captured at Norton
Street.

Parramatta Road Corridor Urban Transformation Strategy (PRCUTS)

The PRCUTS contains growth projections of 3,250 additional jobs in the Leichhardt Precinct in the short
term (by 2023), increasing to 3,602 in the long term (by 2050).

These additional jobs are associated with 37,000sgm of additional employment generating floorspace in
the Leichhardt Core (as defined in PRCUTS), all of which is anticipated to be delivered in the short term
(by 2023), and 77,000sgm in the Frame area, with 34,000sqm of this to be delivered in the short term
(by 2023).

It is possible to derive the number of additional jobs anticipated in the Leichhardt Core based on the
short term employment project and floorspace breakdown between the Core and Frame Area. On this
basis, PRCUTS proposes accommodating around 1,700 additional jobs in the Leichhardt Core and the
remaining 1,902 (or 1,550 in the short term) in the Frame Area.
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Small area growth forecasts

SGS has assessed the TZP19 small area employment forecasts prepared by Transport for NSW to

provide additional context for how much growth may be accommodated in the Leichhardt Core. These
projections inform strategic planning across the NSW Government but are based on high-level industry
growth rates and so do not reflect local economic circumstances and development intentions.

The travel zone containing the Leichhardt Core is shown in the figure below. It contains all properties in
the Core currently zoned B2 Local Centre Zone between Renwick Street, Balmain Road, Parramatta
Road and Marion Street. It also extends east to the Whites Creek Lane, but captures few other

employment generating uses besides premises along Parramatta Road. As such, it provides a good
estimate of employment within the Leichhardt Core.

FIGURE 2: LEICHHARDT CORE AREA USED FOR SMALL AREA GROWTH FORECASTS
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