STRATFORD-ON-AVON DISTRICT COUNCIL

Town and Country Planning Act 1990

Appeal refs:

APP/J3720/C/18/3215384

LPA ref:

13/00765/VARENF

Appellant:

Westbourne Leisure Ltd

Location:

The Oak (Formally known as The Warwick or the Royal Oak),
Stratford Road, Hockley Heath, SOLIHULL, B94 5NW

Development:

Without planning permission the erection of an extension in the
approximate position hatched black on the plan.

Start Date:

6th May 2020

1

1.

INTRODUCTION

1.1

My name is Gary Moss. I am a Director of MSC Planning Associates Ltd, a
planning consultant instructed by Stratford on Avon District Council to act on
their behalf in the defence of an Enforcement Notice Appeal in respect of the
above.

1.2

I hold a degree in City and Regional Planning and Diplomas in Town Planning
and Urban Design. I am also a member of the Royal Town Planning Institute. I
was previously employed by Stratford on Avon District Council as a Senior
Planning Officer until August 2014.

1.3

This appeal is against an Enforcement Notice which was issued on the 1st
October 2018 and alleges ‘without planning permission the erection of an
extension in the approximate position hatched black on the plan.’

1.4

The reasons for serving the Enforcement Notice are set out in full in the
Statement of Common Ground, but in summary are as follows:
1. Development is ‘inappropriate development’ in the Green Belt and
no ‘very special circumstances’ exist that would sufficiently
outweigh the harm to the Green Belt and any other harm.
2. The Council considers that the extension as built, whilst directly
associated

with

the

existing

lawful

pub/restaurant,

is

not

appropriately related in scale and nature to the existing lawful
activities on site and is significantly in excess of that which would
be considered proportionate to the existing permitted activities on
site.
1.5

The requirements of The Notice are:
(a) Demolish the extension, insofar as it falls on land within the
jurisdiction of Stratford on Avon District Council;
(b) Remove from the Land any materials arising from the above
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Or
(c) Reduce the size of the extension to accord with the plans approved
under permission reference 16/00451/FUL dated 3 rd March 2017.
1.6

The Enforcement Notice appeal by Westbourne Leisure Ltd has been lodged
arguing Grounds (a) and (g), in that planning permission should be granted for
the alleged unauthorised development, or that the period of time to enable
compliance with the Notice is unreasonable. The ground (d) appeal originally
lodged was withdrawn when it was accepted by the Appellants that the
previous Notice served on 10th February 2016 but withdrawn, meant that the
2nd bite provisions applied and the development was not immune from
enforcement action.

1.7

This statement has been prepared in accordance with the guidelines laid down
by the Royal Town Planning Institute and The Planning Inspectorate’s
Procedural Guide ‘Enforcement notice appeals’ – England (March 2016) as
updated.

2.

SITE AND SURROUNDING AREA

2.1

A description of the site and surrounding area is contained in the Statement of
Common Ground.

3.

PLANNING HISTORY/BACKGROUND

3.1

The site’s history and background to this appeal is contained within the
Statement of Common Ground.

4.

PLANNING POLICIES & GUIDANCE

4.1

A detailed list of policies and guidance is contained within the Statement of
Common Ground.
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4.2

Policies specific to the ground (a) appeal include:
Policy CS.1 – Sustainable Development
Policy CS.10 – Green Belt
Policy CS.24 –Tourism and Leisure Development
Policy AS.10 – Countryside and Villages

5.

CASE FOR THE COUNCIL
The Ground (a) appeal
Green Belt

5.1

It is accepted by the Appellant in the Statement of Common Ground that the
extension, the subject of this appeal, constitutes ‘inappropriate development’ in
the Green Belt.

5.2

Policy AS.10 of the Core Strategy, in accordance with the NPPF paragraph 143,
states:
“The purposes of the Green Belt will be upheld by resisting
inappropriate development within it, except in cases where very special
circumstances are justified in accordance with the provisions of national
policy.”

5.3

Paragraph 144 of the NPPF is clear in that:
“When

considering

any

planning

application,

local

planning

authorities should ensure that substantial weight is given to any harm to
the Green Belt. ‘Very special circumstances’ will not exist unless the
potential harm to the Green Belt by reason of inappropriateness, and any
other harm resulting from the proposal, is clearly outweighed by other
considerations.” (Bold/underline my emphasis)
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5.4

The Council argues that the level of harm to the Green Belt is considered
substantial by reason of the extensions inappropriateness, due to its excessive
size and bulk, resulting in a disproportionate addition over and above the size
of the original building. In addition, the development is harmful to the
purposes of including land within the Green Belt, principally due to a loss of
openness resulting from the scale and mass of the extension, which does not
assist in safeguarding the countryside from encroachment.

5.5

In this context, the hotel as now constructed amounts to some 2,412 square
metres of floor space. This is compared to 807 square metres of floorspace
which existed pre-2012; a total of 1436 square metres of floorspace which had
been permitted under application 12/02929/FUL (but which had not been
implemented) and 1890 square metres of floorspace allowed for the 44 bed
hotel granted under application under 16/00451/FUL. In percentage terms the
hotel, as now built, is 298% larger (floorspace) than the building as existing
prior to 2012. This is a further 64% increase over that of the 44-bedroom hotel
scheme allowed under application 16/00451/FUL, although in that case ‘very
special circumstances’ were considered to exist to justify outweighing the harm
to the Green Belt and any other harm.

5.6

The development is also considered to cause additional harm when assessed
against Policies AS.10 and CS.24 of the Core Strategy together with paragraph
84 of the revised NPPF (July 2018). Although these policies provide scope for
new and extended visitor accommodation, this is only acceptable so long as it
is directly associated with and related to the scale and nature of an existing
use and is sensitive to its surroundings.

5.7

The Council argues that the extension as built, whilst directly associated with
the existing lawful pub/restaurant use, is not appropriately related in scale and
nature to the existing lawful activities on site. It is also considered to be
significantly more than that which would be considered proportionate to the
existing permitted activities on site. The extension is also not sensitive to its
surroundings, due to its size, scale and bulk.

5.8

This level of Green Belt and other harm was originally set out by the Council in
determining application 18/00312/FUL. Copies of the officer’s report and
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decision notice for this application are attached at Appendix 1 and supports
the Council’s appeal argument.
5.9

For the reasons given above, the Council argues that the harm to the Green
Belt and any other harm is substantial and in order to be justified the Appellant
needs to demonstrate that ‘very special circumstances’ exist to outweigh this
substantial harm.

5.10

The Appellant’s very special circumstances, as set out in their statement of
case, is based upon the following:
1. A robust viability case, i.e. the scale of development which
exists is the minimum required to retain a commercially viable
use and operation on the site; and
2. Failure to continue to operate the business would see the site
fall into disrepair and lack of on-site management to the
detriment of the Green Belt and result in loss of local rural
employment.
Assessment of viability

5.11

The Appellant originally submitted a viability statement in support of
applications back in 2016 and more recently in respect of application
18/00312/FUL. Despite viability being brought forward, the Council considered
that this and other factors put forward by the Appellant, would not amount to
very special circumstances that justified outweighing the harm to the Green
Belt and any other harm. I refer the Inspector to the officer’s report attached
at Appendix 1.

5.12

In support of the Council’s case for this appeal, the independent viability
consultants Lambert Smith Hampton have been instructed to review the
Appellant’s viability arguments.
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5.13

It is agreed in the Statement of Common Ground that the assessment into
viability is based solely upon the Appellant’s commercial/business data, as
supplied, and includes:
•

Updated management accounts from January 2015 to
January 2020 for the subject business; and

•
5.14

Hotel occupancy figures for Year Ending 2019.

When the appeal was first lodged the Council commissioned a Viability report
based on the appellants submissions to date. The report, which was prepared
in August 2019, and based on the Appellant’s statement of case and business
information (at the time the appeal was lodged), and concluded:
“In summary, our analysis indicates that the inconsistent approach to
costs and the application of a discretionary £81,000 management fee are the
primary reasons that the applicant’s projections suggest that the 44-bed
scenario would not be viable. In addition, had the applicant adopted costs on a
consistent basis with the management accounts, relative to turnover, the 44bed scenario would have been shown to be viable.”

5.15

A copy of this report is attached at Appendix 2.

5.16

An updated report, based on the Appellant’s latest management accounts and
occupancy figures (received by the Local Planning Authority on 16th June
2020), has also been produced and is submitted as part of this appeal
statement at Appendix 3. This updated assessment once again concludes
that:
“In summary, the management accounts provided now both highlight
and support the question whether there is the demand or the requirement for
60 or 62 bedrooms when the 44 bedrooms would have been sufficient and
would have reduced business expenditure based on historic trading levels. This
updated analysis, following the report done in August 2019, further confirms
that a 44-bedroom scenario is indeed profitable and the additional rooms are
not necessary in order to make the business a viable proposition.”
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5.17

The latest report highlights the following points:
•

The new management accounts do not include the management
fees of £81,000 as featured in the previous projections therefore
boosting

earnings

before

interest,

taxes,

depreciation,

and

amortization (EBITDA) substantially for a 44 bedroom hotel as
reflected by the 2018 and 2019 accounts.
•

The numbers prove that occupancy rates with the current 62bedroom hotel are around 59%-65% from 2018/2019, so we have
translated this into the 44 bedrooms scenario which would still be
manageable and be a strong occupancy rate at 83.9%.

•

The average room rate is low which shows the owners may have
dropped this to raise the occupancy levels to fill the rooms. If the
room rates were raised with less bedrooms (44) then turnover
would be very much the same.

•

Focused on the reduction of expenses if there were 44 bedrooms
rather than 60+ therefore further boosting the EBITDA.

5.18

In summary, the Council’s independent assessment of the Appellant’s business
operation confirms that whilst a large hotel may be more profitable, it is not
essential in making the hotel operation viable. Furthermore, it confirms that a
44-bedroom hotel would be very profitable and based on the historic
occupancy levels it would do well as a business.

5.19

The Council therefore argues that the viability argument put forward by the
Appellant, individually or cumulatively with their other arguments, does not
amount to ‘very special circumstances’ to justify outweighing the harm to the
Green Belt and any other harm.

5.20

Given that the assessment concludes that the business is viable with less
bedrooms, the Appellant’s subsequent argument that the business would close
resulting in the site falling vacant and falling into disrepair cannot be justified.

5.21

The report also considers the issues surrounding the hospitality sector following
the COVID 19 pandemic. Although the future remains uncertain, the report
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indicates that a drop in occupancy rates as is to be expected, would not
necessarily hinder the business operation, and may actually support the
smaller 44-bedroom hotel provision.
5.22

In respect of this point, given the change in appeal process from an inquiry to
a written representations, the Council has not seen the Appellant’s full
statement and thus this statement is based on the information available, as set
out in their grounds of appeal. Furthermore, given the delay between the
appeal being lodged and the subsequent start date and the unforeseen COVID
19 pandemic, the Council would respectfully ask that if the Appellant’s case is
fundamentally different and/or new information/arguments are raised that the
Council are not prejudiced and have an appropriate opportunity to make
further representation, as necessary.
Assessment against Policies CS.1, CS.24 and AS.10

5.23

In addition to their very special circumstances, to address the second reason
for issuing the Enforcement Notice, the Appellant argues in their Grounds of
Appeal the following, in line with the criteria contained in Policy CS.24 of the
Core Strategy:
1. The public house and restaurant have been operating since pre1975 and is an established use that is integrated into its surroundings
by the very nature of it having been operating for a substantial period
of time. It also benefits from an extant planning permission (ref:
16/00451/FUL, Appendix 1) for the provision of hotel accommodation
as a diversification of the original use. The use attracts visitors both
for business and on a recreational level and is an appropriate use in
the area, serving the local community. The Framework supports the
retention of existing businesses in the rural area and the proposed
development would help support the retention of the business.
2. The proposed development does not adversely affect the local
landscape or any settlements and, with reference to landscape impact
and environmental improvements, evidence will be provided to show
that there would be a net benefit to the locality. It comprises
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development within an existing Site, with the development replacing
a previous extension in the same location and is seen in the context
of the existing development.
3. In addition, the development does not result in the site or
development being any closer to the nearest settlements or adjacent
development and uses, maintaining the network of roads and lanes
with belts of mature trees as at present.
4. The proposed development and diversification of the use to provide
hotel

accommodation

at

the

level

proposed

in

this

planning

application is vital to the continued operation of a long-established
business in this location, ensuring it remains a going concern with
associated benefits to the economy through the creation of jobs for
local people. This is a point which has been established in the Viability
Appraisal which accompanies the planning application.
5. The proposed development would have no adverse highways
impacts. The site is accessed off Stratford Road and the existing site
access would not alter because of the proposed development. There
is more than sufficient car parking on the site to serve the hotel and
public house/restaurant use. The site’s relationship with the local
road network would not alter because of the development the subject
of this application.
6. The site is accessible by bus services which run 7 days a week
along Stratford Road, with bus stops outside the site in both northerly
and southerly directions. The site is accessible by modes of transport
other than the private car for both staff and visitors.
5.24

In respect of points 1 to 4, the Council argue in line with the earlier Green Belt
and viability assessment

above, that the development, would not be

appropriately related in scale and nature to the existing lawful activities on site
and that the extension, as built, is not sensitive to its surroundings. It cannot
therefore be considered a sustainable development and is contrary to the
Development Plan and the NPPF.
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5.25

Whilst well connected, the existing leisure use on site was originally a roadside
pub/restaurant. This does not immediately suggest the need for a 60-bedroom
scale hotel. Notwithstanding the earlier approval as a 44-bed hotel, a hotel
comprising an additional 16 bedrooms (36% increase), results in a significant
change in the use of the site. In conclusion, whilst the Council has accepted a
hotel use on the site to be appropriate, that use has been limited in scale. The
current development is significantly larger than anything else previously
approved and is considered disproportionate to the existing permitted activities
on site.

5.26

Furthermore, the Appellant’s viability argument for the larger hotel is not
accepted and confirms that the approved 44-bed hotel, is a viable proposition
in any event.

5.27

Whilst the design and visual impact of the development may not be harmful in
its own right, the sheer size and scale of the development within the Green
Belt, means that it is not sensitive to its surroundings.

5.28

In respect of points 5 and 6 above, the Council raise no objection or issue.

5.29

In conclusion, the viability and other arguments put forward by the Appellant
in support of their appeal are not justified, as confirmed by independent
assessment. The development remains as inappropriate development that
causes substantial harm to the Green Belt and together with the other harm, is
not outweighed by the very special circumstances advanced by the Appellant.
Furthermore, the development

5.30

The Council respectfully asks that the Inspector dismisses the ground (a)
appeal.

5.31

If, however, the Inspector is minded to allow the ground (a) appeal then a list
of agreed ‘without prejudice’ conditions is attached to the Statement of
Common Ground.
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The Ground (g) appeal
5.32

The Enforcement Notice requires compliance within 8 months. The Appellant in
their original Grounds of Appeal request that this period be extended to 12
months.

5.33

The Local Planning Authority consider that it is reasonable to allow an extended
period for compliance given the impact of COVID 19 and its implications for the
hospitality sector.

5.34

As agreed in the Statement of Common Ground the Local Planning Authority
would therefore agree to an extended period of 12 months for compliance. If
the appeal is allowed, we respectfully ask the Inspector to amend the notice
accordingly.

5.35

However, the Appellant’s agent has indicated in an e-mail dated 13th July 2020
(See Appendix 4) and in the Statement of Common Ground that they are
likely to seek a longer period of compliance than originally set out in their
grounds of appeal. The Appellant’s agent has indicated that they are likely to
seek a period of 12 – 18 months to fulfil all bookings, in particular those that
have been cancelled from this year and moved back to next year, with a
further 12 months required to carry out the works to the building.

5.36

The Council, in already agreeing to an extension of 4 months, argue that this is
more than sufficient time to enable the hotel to make alternative arrangements
and undertake the necessary works. In terms of physical works, the fallback of
the

44-bed

permission

is

relatively

straight

forward,

given

the

compartmentalisation construction and layout of the building, meaning that
many rooms can be continued to be used despite building works being
undertaken, this is shown on the plan attached at Appendix 5. It is therefore
argued that a period of 12 months just to undertake demolition and restoration
is totally unreasonable and unjustified.
5.36

Even considering the COVID 19 situation, the period for compliance requested
by the Appellant, which would amount to some 2 to 2.5 years, is totally
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unreasonable and unjustified and effectively results in the granting of a
temporary permission.

6.

CONCLUSION

6.1

The Appellant has appealed on grounds (a) and (g) in that planning permission
should be granted for the development or that the time for compliance is
unacceptable.

6.2

The Council, in issuing the Enforcement Notice, argues that the development
constitutes inappropriate development in the Green Belt, a fact not disputed by
the Appellants, in line with Policy CS.10 of the Core Strategy. The Council also
argue that the level of harm to the Green Belt and other harm is substantial
and that the very special circumstances advanced by the Appellant are not
sufficient to outweigh this harm, as verified by independent assessment in
respect of viability.

6.3

In addition, the development, would not be appropriately related in scale and
nature to the existing lawful activities on site and that the extension, as built,
is not sensitive to its surroundings, due to its size and scale. It cannot
therefore be considered a sustainable development and fails to accord with
Policies CS.1, CS.24 and AS.10 of the Core Strategy.

6.4

In respect of the Ground (g) appeal, The Council has agreed that it is fair and
reasonable to allow 12 months for compliance with the notice, given the
current COVID 19 situation, rather than the 8 months originally stated, as
confirmed in the Statement of Common Ground. The Council would therefore
invite the Inspector to amend the notice in this respect, as necessary.

6.5

The Council would argue, however, that the Appellants intention to seek a
longer period for compliance consisting of 12 – 18 months to allow
functions/events to be re-scheduled then a further 12 months to undertake
works to the building is totally unjustified and unreasonable. The period of 2 to
2.5 years is effectively the same as seeking a temporary consent, for
unauthorised works and is unjustified/reasonable given the level of harm.
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6.6

Finally, the Council’s statement is based upon the information provided in the
Appellant’s grounds of appeal and due to the change in process has not seen
the Appellant’s full statement of case. The Council therefore respectfully asks
that due to this change; the delay between the appeal being lodged and the
subsequent start date and the unforeseen COVID 19 pandemic, that if the
Appellant’s case is fundamentally different and/or new information/arguments
are pursued that the Council are not prejudiced and have an appropriate
opportunity to make further representation, as necessary.

6.7

The Inspector is therefore respectfully asked to dismiss the Enforcement Notice
appeal but asked to amend The Notice, as necessary, for allowing 12 months
rather than 8 months for compliance.
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19 August 2019

T +44 (0)1604 664 366
www.lsh.co.uk

Private & Confidential
Ms C Eynon
Planning Manager (Performance, Appeals and Enforcement)
Stratford-upon-Avon District Council
Church Street
Stratford-upon-Avon
Warwickshire
CV37 6HX

Lambert Smith Hampton
Pyramus House
Roman Way
Grange Park
Northampton
NN4 5EA

Dear Ms Eynon
Our Ref:

0142035-BI-0000

Property Address:

The Oak Hotel, Stratford Road, Hockley Heath, Solihull, West Midlands, B94 5NW

We refer to your email instructions dated 4 December 2018 to provide our professional opinion with regards to a Viability
Appraisal prepared in respect of the above property and business.
In preparing this report we have relied upon the following.





Brief inspection of the subject property on 28 January 2019.
Meeting with Clare Eynon, Planning Manager, Stratford-upon-Avon District Council and Gary Moss, MSC Planning
Consultants on 28 January 2019.
Viability Appraisal – Operating Projections prepared by Lancaster Haskins Chartered Accountants (appended to
this report) .
Grounds of Appeal Statement prepared by WYG and dated November 2018 (appended to this report).

We have not undertaken any enquiries in relation to the property or business outside of the information provided in the
aforementioned documentation. In addition, this report provides analysis of the information provided by the applicants,
with particular reference to the Viability Appraisal – Operating Projections, but is not intended to be a formal appraisal of
the subject business.
The aforementioned Viability Appraisal – Operating Projections document was submitted by the applicants, Westbourne
Leisure Limited, in appealing Enforcement Notice reference 13/00765/VARENF, which was issued by Stratford upon Avon
District Council on 1 October 2018.
The Enforcement Notice is described as “Without planning permission the erection of extensions (notice 05/11/2018 1145)
and erection of an extension (Notice 1213)” and is understood to relate to the hotel having been extended to 62 bedrooms
whilst planning consented existed for only 44 bedrooms.
In summary, the Viability Appraisal makes comparisons between 60 bedroom and 40 bedroom scenarios and concludes that
a 44 bedroom hotel would not be viable and “the 60 bedrooms hotel is the only scenario that projects a sustainable,
profitable position for the hotel, ensuring the future value and operation of and employment of its staff”.
In line with your instructions, we have considered whether this conclusion is reasonable based on the information available.

1.0 Management Accounts and Projections Comparison
The Viability Appraisal prepared by Lancaster Haskins does not make any direct comparison between The Oak management
accounts for the year ended 30 September 2017 included in their report as table 2.3.3, at which point the hotel operated
with 62 rooms, and the annual projections for the 60 bedroom and 44 bedroom scenarios. This is despite the fact that the
appraisal states that “our projections are guided by the actual performance of The Oak for the year ended 30 September
2017 as well as our experience of the company’s standards and internal benchmarks”.
In the following table we have presented the management accounts (62 bed) and the scenario 1 (60 bed) and scenario 2 (44
bed) projections in such a way that direct comparison can be made. The same headings have been adopted as used in the
management accounts and projections, with the exception that we have included an Adjusted Net Profit after adding back
the Management Fee.
Management
accounts

Scenario 1 60
bed projection

Scenario 2 44
bed projection

Y.e. 30/09/17

Y.e. 30/09/18

Y.e. 30/09/18

Turnover
Wet sales

£252,446

20.5%

£258,454

20.0%

£204,179

19.6%

Dry sales

£341,044

27.7%

£352,318

27.3%

£278,331

26.7%

Accommodation

£636,966

51.8%

£678,902

52.6%

£561,869

53.8%

Total Income

£1,230,456

100.0%

£1,289,674

100.0%

£1,044,379

100.0%

Cost of Sales
Opening wet stock

£0

0.0%

£9,995

0.8%

£9,995

1.0%

Opening dry stock

£0

0.0%

£6,126

0.5%

£6,126

0.6%

Wet purchases

£131,165

10.7%

£135,630

10.5%

£107,190

10.3%

Dry purchases

£169,330

13.8%

£175,224

13.6%

£138,453

13.3%

Sundry purchases

£14,758

1.2%

£15,476

1.2%

£12,533

1.2%

Booking costs

£63,126

5.1%

£68,230

5.3%

£56,468

5.4%

Licence costs

£723

0.1%

£1,290

0.1%

£1,312

0.1%

Wages

£365,749

29.7%

£388,401

30.1%

£344,618

33.0%

£13,309

1.1%

£14,186

1.1%

£14,436

1.4%

Closing wet stock

£0

0.0%

-£10,195

-0.8%

-£10,195

-1.0%

Closing dry stock

£0

0.0%

-£6,249

-0.5%

-£6,249

-0.6%

Entertainment

Total Cost of Sales

£758,160

61.6%

£798,114

61.9%

£674,687

64.6%

Gross Profit

£472,296

38.4%

£491,560

38.1%

£369,692

35.4%

£52,165

4.2%

£45,000

3.5%

£45,000

4.3%

£5,215

0.4%

£5,088

0.4%

£5,088

0.5%

Rates

£56,351

4.6%

£59,325

4.6%

£60,368

5.8%

Light and Heat

£61,883

5.0%

£66,418

5.1%

£60,828

5.8%

Repairs and maintenance

£28,554

2.3%

£55,456

4.3%

£56,431

5.4%

£5,814

0.5%

£6,448

0.5%

£6,562

0.6%

Expenditure
Salaries
Employer's NIC

Waste collection
Laundry

£40,334

3.3%

£42,559

3.3%

£34,465

3.3%

Printing, postage and stationery

£3,761

0.3%

£3,869

0.3%

£3,937

0.4%

Advertising

£2,392

0.2%

£2,579

0.2%

£2,625

0.3%

Telephone

£8,458

0.7%

£9,028

0.7%

£9,186

0.9%

Legal and professional

£2,945

0.2%

£2,579

0.2%

£2,625

0.3%
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PDQ commission
Management fee

£17,717

1.4%

£0

£18,055

1.4%

£14,621

1.4%

0.0%

£81,000

6.3%

£81,000

7.8%

Total Expenditure

£285,589

23.2%

£397,404

30.8%

£382,736

36.6%

Net Profit

£186,707

15.2%

£94,156

7.3%

-£13,044

-1.2%

Management fee added back
Adjusted Net Profit

£0
£186,707

£81,000
15.2%

£175,156

£81,000
13.6%

£67,956

6.5%

It will be noted that there is a strong net profit of £186,707 in the management accounts. However, the 60 bed projection
shows a much lower net profit of £94,156, despite the trading format being broadly unchanged and reporting an increase in
turnover. This is primarily as a result of inconsistent application of costs in the projections compared to the management
accounts.
When the costs are applied on a basis consistent with the management accounts, the applicant’s own figures show the
business to be very profitable in the 60 bed scenario and comfortably viable in the 44 bed scenario.
We comment as follows in respect of those specific costs that have had the most direct impact on the net profit presented
in the applicant’s projections.
1.1 Management Fee
It will be noted that the management accounts do not include a management fee but the applicants have applied a figure of
£81,000 to both projections.
The Viability Appraisal states that “management fees have been incorporated into our forecasts to cover essential operating
functions carried out by head office on behalf of The Oak. These costs were not included in the previous report”. The
previous report to which they refer is a viability appraisal prepared by Bilfinger GVA in January 2016.
It should be appreciated that the inclusion of a management fee, and at what level, is at the absolute discretion of the
operator and/or their accountants.
The applicants state that the management fee is “based on 20% of the average monthly head office payroll costs, covering
book-keeping, accounting function, wet and dry ordering, payroll, HR and the hotel area manager”.
We would suggest that it is not consistent to adopt a management fee in the projections when it is not the applicant’s
practice to include a management fee when preparing their accounts and a management fee was not included in previous
forecasts.
In addition, in our experience, a figure of £81,000 is unusually high and it is not explained why 20% of total head office costs
are attributed to this business.
We would also suggest that it is inconsistent to apply the same level of management fee to both the 60 bed and 44 bed
scenarios. The management fee equates to 6.28% of the 60 bed turnover and, on the same basis, the management fee for
the 44 bed option would be £65,594.
In summary, the discretionary management fee is the primary reason the 44 bed scenario shows a loss and, had it not been
applied, the same 44 bed projection would have shown a more viable net profit of £67,956.
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1.2 Costs of Sales
There is some inconsistency as to how the wages have been applied in the three scenarios.
60 bed
Y.e. 30/09/17
Wages

£365,749

29.7%

Y.e.
30/09/18
£388,401

44 bed

30.1%

Y.e.
30/09/18
£344,618

33.0%

Relative to turnover, wages are consistent in the management accounts and the 60 bed scenario. However, whilst wages
reduce from £365,749 to £344,618 between the management accounts and 44 bed scenario, as a proportion of turnover
wages increase from 29.7% to 33.0%.
In addition, relative to turnover, the applicants have adopted significantly higher wages costs in the 44 bed scenario than
the 60 bed scenario.
Whilst we would expect some modest economies of scale, a difference of circa 3% is considered excessive.
To put this in context, had wages been adopted in line with the management accounts (29.7% of turnover) in the 44 bed
scenario, the reported wages would have been £307,020, which would have increased net profit by £37,598.
1.3 Administrative Expenses
The total administrative expenses in the three sets of figures, as a proportion of turnover, are as follows.
Management Accounts (62 bed)
Scenario 1 (60 bed)
Scenario 2 (44 bed)

23.2%
30.8%
36.6%

The main reason for the difference between the management accounts and the projections is the management fee.
However, if the management fee is excluded, the three sets of figures remain inconsistent.
Management Accounts (62 bed)
Scenario 1 (60 bed)
Scenario 2 (44 bed)

23.2%
24.5%
28.9%

Whilst the total administrative expenses are reasonably consistent between the management accounts and the 60 bed
scenario, it is evident that there are inconsistencies between the approach taken to the 60 bed and 44 bed scenarios.
Whilst accepting that a larger hotel will benefit from some modest economies of scale, we would suggest that the
differential is beyond expectations.
Below is a comparison of the administrative expenses adopted in the two scenarios.
Scenario 1 60
bed
projection

Scenario 2 44
bed
projection
Y.e.
30/09/18

Y.e. 30/09/18
Administrative Expenses
Salaries

£45,000

3.5%

£45,000

4.3%

£5,088

0.4%

£5,088

0.5%

Rates

£59,325

4.6%

£60,368

5.8%

Light and Heat

£66,418

5.1%

£60,828

5.8%

Repairs and maintenance

£55,456

4.3%

£56,431

5.4%

Employer's NIC
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Waste collection
Laundry

£6,448

0.5%

£6,562

0.6%

£42,559

3.3%

£34,465

3.3%

Printing, postage and stationery

£3,869

0.3%

£3,937

0.4%

Advertising

£2,579

0.2%

£2,625

0.3%

Telephone

£9,028

0.7%

£9,186

0.9%

Legal and professional

£2,579

0.2%

£2,625

0.3%

PDQ commission

£18,055

1.4%

£14,621

1.4%

Management fee

£81,000

6.3%

£81,000

7.8%

Total Expenditure

£397,404

30.8%

£382,736

36.6%

It will be noted that the majority of the costs adopted in the 44 bed scenario are higher, relative to turnover, than adopted
in the 60 bed scenario.
In addition, some of the costs are not only higher relative to turnover, but are also higher in ‘cash’ terms, such are Rates
and Repairs and Maintenance.
The vast majority of the administrative expenses are, typically, linked directly to either the size of the property and/or
trading levels. Given that the premises will be significantly smaller and trading at lower levels, we would suggest that the
increase in total expenditure, relative to turnover, of circa 5.8% is excessive.
To put this in context, had the administrative expenses been adopted at 30.8%, in line with the 60 bed scenario, the
reported total administrative expenses in the 44 bed scenario would have been £321,669, which would have increased net
profit by £61,067.
1.4 Alternative Projections
In Appendix 1 we have included a projection on the assumption of that the same direct costs and administrative expenses,
relative to turnover, had been adopted for the 44 bed projection as were adopted in the 60 bed projection.
As will be appreciated, this approach results in the same net profit margin as the 60 bed projection (13.6%) before any
allowance for the management fee. On this basis the net profit is as follows.
Adjusted 44
bed projection
Adjusted Net Profit

£141,841

13.6%

In addition, we have also included a projection on the assumption that the same direct costs and administrative expenses,
relative to turnover, had been adopted for the 44 bed projection as were shown in the management accounts for the year
to 30 September 2017.
As will be appreciated, this approach results in the same net profit margin as the management accounts (15.2%). On this
basis the net profit is as follows.
Adjusted 44
bed projection
Adjusted Net Profit

£158,472

15.2%

The above demonstrates that, had the margins and costs been applied entirely consistently with the 60 bed projection
and/or management accounts, the viability report would have shown significantly higher levels of net profit for the 44 bed
scenario.
The two approaches indicate a range of net profit from £141,841 to £158,472 before any adjustment for a management
fee.
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Whilst accepting that this range might be considered ‘full’, as there is no allowance for the modest economies of scale that
might be expected between a 62/60 bed hotel and a 44 bed hotel, the above demonstrates that, had the applicants applied
the margins and costs consistently, relative to turnover, the report would have shown the 44 bed scenario to be viable.
In addition, on this basis, a 44 bed hotel would be viable both before and after payment of the proposed £81,000
management fee.
1.5 Conclusion
As demonstrated throughout this correspondence, we are of the opinion that the applicants have adopted a variety of
inconsistent approaches to the figures in arriving at the conclusion that the business will not be viable with 44 rooms,
rather than 60 rooms.
We consider the main inconsistencies/issues to be as follows:

Despite the fact that the appraisal states that “our projections are guided by the actual performance of The Oak
for the year ended 30 September 2017 as well as our experience of the company’s standards and internal
benchmarks”, it does not make any direct comparison between The Oak management accounts for the year
ended 30 September 2017 and the annual projections for the two scenarios (60 bedrooms and 44 bedrooms).



Despite a strong net profit of £186,707 in the management accounts, the projections show much lower levels of
net profit. This is primarily as a result of inconsistent application of costs in the projections compared to the
management accounts.



The management accounts do not include a management fee but the applicants have applied a figure of £81,000
to both projections.



In our experience, a figure of £81,000 is unusually high and it is not explained why 20% of total head office costs
are attributed to this business.



The discretionary management fee is the primary reason the 44 bed scenario shows a loss and, had it not been
applied, the same 44 bed projection would have shown a viable net profit of £67,956.



The majority of the costs adopted in the 44 bed scenario are higher, relative to turnover, than adopted in the 60
bed scenario and the management accounts. In addition, some of the costs are not only higher relative to
turnover, but are also higher in ‘cash’ terms.



Our alternative projections, which assume the same direct costs and administrative expenses, relative to
turnover, had been adopted for the 44 bed projection as were adopted in the 60 bed projection, indicate a range
of net profit from £141,841 to £158,472 before any adjustment for a management fee.

In summary, our analysis indicates that the inconsistent approach to costs and the application of a discretionary £81,000
management fee are the primary reasons that the applicant’s projections suggest that the 44 bed scenario would not be
viable. In addition, had the applicant adopted costs on a consistent basis with the management accounts, relative to
turnover, the 44 bed scenario would have been shown to be viable.
Report prepared by:

Andrew Morgan BSc (Hons) MRICS
RICS Registered Valuer
Business Appraiser and Valuer
Associate Director
For and on behalf of
LAMBERT SMITH HAMPTON
The Oak, Hockley Heath, Solihull
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APPENDIX 1
ALTERNATIVE PROJECTIONS

Scenario 2 (44 bed) projection adopting the margins and costs, relative to turnover, stated in the management
accounts for the year ended 30 September 2017.
Adjusted
40 bed
Projection
Y.e. 30/09/18
Sales
Wet sales

£204,179

19.6%

Dry sales

£278,331

26.7%

Accommodation

£561,869

53.8%

Total

£1,044,379

100.0%

Cost of Sales
Opening wet stock

£8,094

0.8%

Opening dry stock

£4,961

0.5%

Wet purchases

£109,833

10.5%

Dry purchases

£141,897

13.6%

Sundry purchases

£12,532

1.2%

Booking costs

£55,253

5.3%

Licence costs

£1,045

0.1%

Wages

£314,527

30.1%

Entertainment

£11,488

1.1%

Closing wet stock

-£8,256

-0.8%

Closing dry stock

-£5,060

-0.5%

Total Cost of Sales

£646,313

61.9%

Gross Profit

£398,066

38.1%

£36,441

3.5%

£4,120

0.4%

Rates

£48,041

4.6%

Light and Heat

£53,785

5.1%

Repairs and maintenance

£44,908

4.3%

Expenditure
Salaries
Employer's NIC

Waste collection

£5,222

0.5%

£34,464

3.3%

Printing, postage and stationery

£3,133

0.3%

Advertising

£2,088

0.2%

Telephone

£7,311

0.7%

Legal and professional

£2,088

0.2%

PDQ commission

£14,621

1.4%

Total Expenditure

£256,224

24.5%

Net Profit

£141,841

13.6%

Laundry

Scenario 2 (44 bed) projection adopting the margins and costs, relative to turnover, adopted by the applicants
in the Scenario 1 (60 bed) projection for the year ended 30 September 2018.
Adjusted 40
bed
projection
Y.e.
30/09/18
Turnover
Wet sales

£204,179

19.6%

Dry sales

£278,331

26.7%

£561,869

53.8%

Accommodation
Total Income

£1,044,379

100.0%

Cost of Sales
Opening wet stock

£0

0.0%

Opening dry stock

£0

0.0%

Wet purchases

£111,329

10.7%

Dry purchases

£143,723

13.8%

Sundry purchases

£12,526

1.2%

Booking costs

£53,580

5.1%

£614

0.1%

Licence costs
Wages

£310,438

29.7%

£11,296

1.1%

Closing wet stock

£0

0.0%

Closing dry stock

£0

0.0%

Entertainment

Total Cost of Sales

£643,506

61.6%

Gross Profit

£400,873

38.4%

£44,276

4.2%

£4,426

0.4%

Rates

£47,829

4.6%

Light and Heat

£52,525

5.0%

Repairs and maintenance

£24,236

2.3%

£4,935

0.5%

Expenditure
Salaries
Employer's NIC

Waste collection
Laundry

£34,234

3.3%

Printing, postage and stationery

£3,192

0.3%

Advertising

£2,030

0.2%

Telephone

£7,179

0.7%

Legal and professional

£2,500

0.2%

PDQ commission

£15,038

1.4%

Total Expenditure

£242,401

23.2%

Net Profit

£158,472

15.2%

APPENDIX 2
VIABILITY APPRAISAL – OPERATING PROJECTIONS

APPENDIX 3
GROUNDS OF APPEAL STATEMENT

