12 Land and planning issues
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I ntroduction

12.1. Atthetime of the reference to usthe DGFT said that, in his view, the impact of land prices and
related matters on the cost structure of grocery multiples was increasing. He was particularly concerned
about escalating land costs, planning delays and site development costs and the extent to which they
contributed to the cost structure of firms. He believed that significant barriers existed, such that potential
competition from new entrants might not be an effective constraint on the pricing behaviour and other
strategies adopted by grocery multiples (see the press release issued at the time of the reference in
Appendix 3.1). We considered these issues in some detail and appointed specialist land and planning
consultants to assist us. This chapter sets out our findings.

12.2. Land and buildings make up the bulk of the main parties’ investment in fixed assets, so we
begin with a summary of the property holdings of the major parties (Asda, Morrison, Safeway, Sainsbury
and Tesco). We next examine the appraisal procedures that grocery multiples use to determine whether a
proposed new investment is financially viable. We go on to examine the land use planning system in
some detail since, in practice, thisto avery large extent determines the number of new supermarkets that
are built, their location and their size. We examine how grocery multiples acquire, use and dispose of
land and, for acquisitions from June 1992 onwards, their costs of land acquisition and development.
Finally, we examine how these differ from the non-food retail sector and how they differ from costs in
other major European countries.

Themajor parties property holdings

12.3. In this section, we concentrate on the major parties. Table 12.1 gives the total original costs
and the depreciated value of land, buildings and other related costs of these five. It also shows the total
fixed assets of these companies’ UK grocery businesses, and depreciated land and building costs as a
percentage of the total. (Morrison gave no figures for depreciation of land or buildings.)

TABLE 12.1 Land and building costs and total fixed assets

Cost of Cost of Other related Total cost less Total fixed  Depreciated land
land buildings costs depreciation assets and buildings as

Major party £m £m £m £m £m % of fixed assets
Asda*
Morrison
Safeway Figures omitted. See note on page iv.
Sainsbury
Tesco

Source: The major parties.

*Asda’s cost figures derive from an asset revaluation in 1996/97 and are not original cost.

12.4. Multiples own or occupy property chiefly for the immediate purposes of their main business
(stores and their ancillary facilities, warehouses and distribution depots or headquarters and other
offices). Nevertheless some hold significant property not used in this way. It may be in course of
development, let (to commercial or residential tenants) or lie vacant awaiting letting or disposal.
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Operational property

12.5. Table 12.2 lists the total gross floor space of the major parties, broken down into stores and
other operational property.

TABLE 12.2 Gross floor areas of operational property 1999

Number Gross store area Number of other Other operational area
Major party of stores ’000 sq metres properties ’000 sq metres
Asda 227 1,686 22 287
Morrison 95 644 7 217
Safeway* 498 1,659 28 358
Sainsbury 424 2,267 27 346
Tesco 639 2,610 33 675

Source: The major parties.

*Floor area data unavailable for some properties.

Land held for store development

12.6. Table 12.3 shows the number of new store devel opments proposed by each of the major parties
on land in which it holds an interest (for example, through ownership, option or conditional contract),
together with numbers of proposed store extensions on existing sites or on adjoining land. It shows Tesco
to have the greatest expansion programme, and the greatest landbank of sites for development, of the
major parties, though many may be at very early stages of planning and are not certain to be pursued to
the point that contracts become unconditional.

TABLE 12.3 Total numbers of sites held for new stores and extensions

Sites for new stores Extensions

Major party and replacements proposed
Asda 53 *
Morrison 13 1
Safeway 46 21
Sainsbury 114 24
Tesco 153 125
Total 379 171

Source: The major parties.

*Asda proposes five store rebuilds that incorporate extensions.

Non-operational property

12.7. The five aso have significant non-operational property holdings, although there are some
variations in the quantity and types of property held. Broadly speaking, the properties can be categorized
under six headings:

(a) properties that are surplus following the acquisition of another business (mainly former food
stores);

(b) properties built as part of a wider scheme, often as a planning requirement (normally small shop
units or flats but in Morrison’s case including 47 industrial units alongside a store);

(c) vacated stores awaiting letting or sae;
(d) surplus stores which have been let, held either asinvestments or pending disposal;

(e) land acquired in conjunction with the acquisition of land for a store, now held for (non-food)
development; and
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(H land pending disposal where development proposals have been abandoned, usually because of
insurmountable planning or site assembly problems.

There was no evidence of sites held solely for the purpose of preventing another operator from acquiring
them (see paragraph 12.154). In practice, though, once any part of a site has been acquired by a major
party, compulsory purchase by the local authority islikely to be necessary to enable a competitor to build
astorethere.

I nvestment appraisal

12.8. In this section, we summarize how main parties identify sites and how they evaluate proposals
to build new stores. Further detail is givenin Appendix 12.1.

12.9. Five of the main parties (Asda, Safeway, Sainsbury, Somerfield and Waitrose) gave us an
example of formal appraisal documentation submitted to its board for approval to build a new store.
These were dated between May 1996 and October 1998. The level of supporting detail and analysis
shows that formal appraisal is a substantial process that is costly in management and staff time. Morrison
told us about its appraisal methodologies but did not provide example documentation.

12.10. Asda, Safeway, Sainsbury and Somerfield all appraise development sites in the same way.
First they estimate turnover from retail models. These models estimate total food spending in the pro-
posed store's catchment area and apportion it between the new store and existing competing stores,
taking account of drive times and the attractiveness of each store. The multiples then use a discounted
cash flow calculation to determine their preferred maximum buying price. However, when bidding
keenly for an important site this figure may be exceeded. Most use a similar real discounting rate of
about 12 per cent after tax. All make allowance for periodic refurbishments and upgrades. They take into
account losses likely to be suffered by any of their nearby stores and also any losses they might suffer
should a competitor win the site in question. Sainsbury gave the only example which involved a store
closure. It compared the impact on profitability of selling it to another food retailer with the loss of pro-
ceeds on sale to a non-food retailer.

Planning permission

12.11. Once aretailer has decided that it wishes to build a supermarket in a given location it must, if
it has not done so already, obtain planning permission and acquire the site. We turn next to the pro-
cedures for obtaining planning permission.

The legidative framework

12.12. In common with virtually all development, the building or extension of a supermarket
reguires planning permission under the relevant legidation. In England and Wales, this is the Town and
Country Planning Act 1990, as amended by the Planning and Compensation Act 1991. This Act! forms
the basis of the system for regulating the development and use of land. It defines when planning permis-
sionisand is not required, as well as the procedures that need to be followed in applying for permission
and the considerations that need to be taken into account in the determination of planning applications. In
Scotland the statute that forms the basis of the planning system is the Town and Country Planning
(Scotland) Act 1997.% In Northern Ireland it is the Planning (Northern Ireland) Order 1991.3

12.13. The procedure for obtaining planning permission is broadly similar across the UK. A descrip-
tion of the procedures for obtaining planning permission is given in Appendix 12.2, including the key
differences between the four countries.

Together with the Town and Country Planning (TCP) (General Permitted Development Order) 1995, the TCP (General
Devel opment Procedure) Order 1995 and the TCP (Use Classes) Order 1987.

*Together with the TCP (General Permitted Development Order) (Scotland) 1992, the TCP (General Development Procedure)
(Scotland) Order 1992 and the TCP (Use Classes) (Scotland) Order 1997.

*Together with the Planning (General Development) Order (Northern Ireland) 1993 and the Planning (Use Classes) Order
(Northern Ireland) 1989.
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12.14. Planning permission is sought from the local planning authority (LPA) (see Appendix 12.2,
paragraphs 3, 11 and 13). In certain circumstances, LPAs are required to notify the central authority
responsible for the relevant country before determining an application. In these cases the relevant minis-
ter or body may decideto ‘call in’ the application for determination (see Appendix 12.2). In England this
is the Secretary of State for the Environment, Transport and the Regions. In Wales call-in powers are
exercised by the National Assembly for Wales and in Scotland they are exercised by the Scottish
Ministers. In Northern Ireland a dlightly different system operates; it is described in Appendix 12.2.

12.15. In England and Wales section 54A of the Town and Country Planning Act 1990 introduced a
‘plan-led’ approach to development control, which requires LPASs to have regard to a development plan
when determining an application for planning permission, and to determine the application in accordance
with the plan unless material considerations indicate otherwise. Section 25 of the Town and Country
Planning (Scotland) Act 1997 introduced an identical plan-led approach to development control in
Scotland. There is currently no equivalent in Northern Ireland.

12.16. In England, within Greater London, within metropolitan areas and in some non-metropolitan
unitary authority areas, a unitary development plan is prepared by the authority. In other areas thereis a
two-tier development plan which comprises the structure plan prepared by the county councils (and some
unitary authorities) and the local plan prepared by district councils (and some unitary authorities). In
Scotland, the development plan comprises a structure plan and a local plan. Seventeen structure plan
areas have been designated. Eleven of these relate to individual council areas but, in a further six, joint
working between councils is required. In Wales the unitary authorities established in 1996 and the
National Park Authorities will al prepare unitary development plans which progressively will replace the
two-tier system of structure and local plans. In Northern Ireland area plans, which generally cover one or
more district council areas, provide the main development plan framework. These are prepared by the
Department of the Environment.

12.17. The development plan sets out an authority’s policies for the development and use of land in
its area. The policies contained in development plans should be prepared in accordance with national
planning guidance. The plan-led approach means that, in preparing development plans, LPAs should, for
example, define which centres should grow and identify sites for specific types of development where a
need for additional provision has been identified.

12.18. Planning permission generally applies to the land in respect of which the application is made
and selling the land has, therefore, no effect on the validity of the permission. Planning guidance in all
parts of the UK states that it is seldom desirable to provide otherwise. However, in exceptional circum-
stances, it may be appropriate to make a planning permission personal to a specific user. In such cases
the permission is hormally made subject to a condition that it shall exist only for the benefit of a named
person—usually the applicant. In England and Wales, guidance on the use of such conditions is con-
tained in DoE Circular 11/95 (Welsh Office 35/95), which states that a permission personal to a company
is inappropriate because its shares can be transferred to other persons without affecting the legal person-
ality of the company. Hence, the use of such a condition will scarcely ever be justified in the case of a
permission for the erection of a permanent building (paragraph 93). In Scotland, Circular 4/1998 contains
similar guidance (paragraph 92), while in Northern Ireland Planning Policy Statement 1. General
Principles (paragraph 57) acknowledges that the persona circumstances of an applicant, or the diffi-
culties encountered by a business that is of value to the local community, may, exceptionally, be material
to the consideration of a planning application. While such arguments will seldom outweigh general
planning policy considerations, the Department may grant planning permission subject to a condition that
is personal to the applicant.

12.19. In addition to the guidance on the use of personal conditions, there are a number of tests of
reasonableness for conditions that have been established in guidance and through case law. The DETR
told us that a condition which has no relevance to land use planning in the context of the Town and

Country Planning Act would be ultra vires. In this context it is, perhaps, not surprising that none of the
multiplesinvolved in the inquiry had been granted a personal user consent in the last ten years.

Planning policy for supermarkets

12.20. Planning policy is set out in different waysin the constituent parts of the UK.
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12.21. In England, the policy is generally set out in Planning Policy Guidance (PPG) notes.
Government policy for the planning of supermarkets is primarily set out in PPG6: Town Centres and
Retail Developments. In addition, PPG13: Transport provides guidance on how local authorities should
integrate transport and land use planning and includes advice on the location of different types of land
use, including housing, employment, retail, leisure, tourism and recreation. This guidance is currently
being reviewed and a revised draft was published in October 1999. The draft PPG13 contains the same
basic principles as the existing guidance but elaborates on the ways and means of integrating land use
planning and transport and reducing the need to travel.

12.22. PPG6 has evolved as circumstances have changed. It was first issued in January 1988 under
the title Major Retail Development and has been revised twice, in July 1993 as Town Centres and Retail
Developments and most recently in June 1996, again under the title Town Centres and Retail
Developments. The principal issues covered by each version of PPG6 are shown in Table 12.4. In sum-
mary, faced with the very rapid growth in the number of supermarketsin the late 1980s and early 1990s,
guidance has evolved from a position in which out-of-centre development was acceptable to one in
which it should be seen as a last resort. All references to PPG6 in this report are to the 1996 version
unless otherwise stated.

TABLE 12.4 PPG6: evolution of planning policy in England—key changes

PPG6 (1988) The Government has no intention of identifying specific locations suitable for major retail development
or for different types of retailing.

Large new stores, especially those selling convenience goods, should be in locations which are
accessible by both car and other forms of transport.

The function of the planning system is not to inhibit competition between retailers. The public benefit
from competition between retailers. However, in exceptional circumstances, it would be necessary to
take account of the cumulative effects of a proposal and to consider whether they could seriously
affect the vitality and viability of a nearby town centre as a whole.

PPG6 (1993) The planning system should continue to facilitate competition between retail uses, by avoiding
unnecessary regulation of shopping development, while taking into account the important contribution
retail activity could make to securing the vitality and viability of town centres and villages.

The PPG6 (1988) concepts of vitality and viability are extended. There is a need to find a balance in
providing retail development between town centre and out-of-centre facilities.

Acknowledges that out-of-centre retail developments offer benefits that consumers want.

Acknowledges that retailing outside town centres may relieve congestion in the high street and
stimulate competition.

PPG6 (1996) Introduces a strong emphasis on a plan-led approach to promoting development in town centres.

Major generators of travel should be located in existing centres, where access by a choice of means
of transport, not only by car, is easy and convenient.

The sequential approach is introduced for identifying sites for retail and other town centre uses such
as leisure and commercial and public offices. The first preference should be for town centre sites,
followed by edge-of-centre, district and local centres and only then out-of-centre sites in locations that
are accessible by a choice of means of transport.

If there is no need or capacity for further developments, there will be no need to identify additional
sites in the town.

Source: DETR.

12.23. The National Assembly for Wales is responsible for planning policy and guidance in Wales.
Its land use planning policies are set out in Planning Guidance (Wales): Planning Policy (April 1999),
which is supplemented by a series of Technical Advice Notes (TANS) including TAN(Wales)4: Retailing
and Town Centres (November 1996) and TAN(Wales)18: Transport (July 1998). Much of the guidance
is similar to that in England, including the commitment to vitality, attractiveness and viability of town
centres and the application of the sequential approach to retailing and other key town centre uses. How-
ever, there are some distinctive elements such as advice in Planning Guidance (Wales) Planning Policy
that out-of-centre food supermarkets should not be allowed if their provision is likely to lead to the loss
of general food retailing in the centre of smaller towns. There are no predecessors to these documents,
which were the first of their type for Wales, athough before 1996 all PPG guidance applied to both
England and Wales.
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12.24. In Scotland, the Scottish Executive Development Department produces national planning
guidance in the form of National Planning Policy Guidance (NPPG) notes. NPPG8 provides guidance on
Town Centres and Retailing (October 1998). NPPG17 provides guidance on Transport and Planning
(April 1999). Again, the guidance provided is broadly similar to that provided in England; however, it
does not deal with the concept of need. Table 12.5 shows how policy has evolved from National
Planning Guidelines on the Location of Major Retail Developments (1986) to the current version of

NPPG8.

TABLE 12.5 Evolution of planning policy in Scotland—key changes

NPG on
Location of
Major Retalil
Development
(1986)

NPPG8
(1996)

Revised
NPPG8
(1998)

Guidance relates to retail developments for food shopping with a net area in excess of 2,500 sq
metres. Replaces earlier guidelines from 1978.

Wherever opportunities exist planning authorities should support the provision of sites for major retail
development in or adjacent to existing centres.

Policies which restrict all new development to existing centres could deprive consumers of choice and
convenience, so retail policies should be tailored to the circumstances of particular areas rather than
being based on the overall prohibition of off-centre development as set out in the 1978 guidelines.

The protection of the commercial interests of existing individual retailers is not a land use planning
consideration.

It is necessary to take into account the likely longer-term effects of off-centre developments on the
vitality and viability of existing centres.

To be suitable for off-centre retail development sites should meet a number of environmental require-
ments. Sites outside the existing or proposed urban area or in green belts should not normally be
considered for retail development.

Guidance of broader application in that it covers retail development and other related activities in town
centres, as well as retail development in out-of-centre locations.

It is not the function of the planning system to preserve existing individual commercial interests or to
inhibit competition between retailers or between methods of retailing.

The Government wishes to support town centres, avoid inappropriate development in the green belt
and countryside and promote urban regeneration.

Sequential approach to selecting sites for new retail development. The first preference should be for
town centre sites, followed by edge-of-centre, district and local centres and only then out-of-centre
sites in locations that are accessible by a choice of means of transport.

But local circumstances will mean that it is not always possible to locate retail development in or adja-
cent to town centres. In these cases out-of-centre developments may have a role to play in urban
areas where accessible by choice of transport.

Policies which restrict all new development to existing centres could prevent some towns and cities
taking advantage of major new investment in shopping and deprive consumers of choice.

Out-of-centre developments should not be of such a scale as to undermine the vitality and viability of
town centres.

Increased emphasis placed on sustainable development through regeneration of urban areas,
particularly town centres.

Stronger emphasis on town centres as the most appropriate location for retailing.

In terms of sequential approach, only if it can be demonstrated that all town centre options have been
thoroughly addressed, and a view taken on availability, should less central sites in out-of-centre loca-
tions be considered for key town centre uses.

Where development proposals in out-of-centre locations fall outwith the development plan framework,
it is for developers to demonstrate that town centre and edge-of-centre options have been thoroughly
assessed. Even where an out-of-centre location is shown to be the most appropriate location, the
impact on the vitality and viability of existing centres still has to be acceptable.

Source: Scottish Executive Development Department.

12.25. The Department of the Environment is responsible for planning control in Northern Ireland.
The Planning Service, an Agency within the Department, administers its planning functions. The policies
of the Department of the Environment on different aspects of land use planning are set out in Planning
Policy Statements (PPSs). In addition the Department for Regional Development has responsibility for
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the preparation of certain PPSs which have a more strategic function. The main document under which
retail planning applications are assessed is PPS5: Retailing and Town Centres (June 1996) which is
Northern Ireland’s equivalent to PPG6. Also of significance is PPS1: General Principles (March 1998)
which sets out the general principles that the Department of the Environment observes in formulating
planning policies, making development plans and exercising control of development. The Statement also
sets out the key themes that underlie the Department’s overall approach to planning across the whole
range of land use topics which are sustainable development, mixed use, quality development and design.
Other relevant documents include PPS3: Development Control: Road Considerations (May 1996).
Development plans are also considered, but there is no equivalent to section 54A of the Town and
Country Planning Act for England and Wales, which gives prime importance to the development plan.
PPS5 contains some of the same principles as PPG6 and its overall objectives are the same, but there are
some fundamental differences, most relevantly in terms of the advice given on the location of super-
markets. However, the Department for Regional Development is set to undertake areview of the existing
PPS5 and to produce a revised PPS on retailing and town centres. Prior to the introduction of PPSs,
policy for the control of retailing was contained in Area Plans and the Planning Strategy for Rural
Northern Ireland.

12.26. Further details of the planning policy guidelines and the differences between different parts of
the UK are set out in Appendix 12.3.

Policy objectives

12.27. Broadly, the objectives of planning policy in England, Scotland and Wales (there are some
differencesin Northern Ireland—see Appendix 12.3) are:

(a) to sustain and enhance the vitality and viability of town centres;

(b) to focus development in locations where the proximity of businesses facilitates competition and
maximizes the opportunity to use means of transport other than the car;

(c) to maintain an efficient, competitive and innovative retail sector; and

(d) to ensure the availability of a wide range of shops, employment, facilities and services to which
people have easy access by a choice of means of transport.

The DETR said, in respect of England, that through these objectives the Government seeks to promote an
urban renaissance, social inclusion and sustainable development patterns.

12.28. It is not the role of the planning system to restrict competition, preserve existing commercial
interests or to prevent innovation (see Appendix 12.3, paragraph 5). However, neither is it designed to
promote competition between retailers. As such, competition between specific retailers should not
normally be taken into account when planning applications are considered. The identity of a supermarket
operator is not material to the determination of a planning application which relates to a retail land use.
Although retail impact assessments should be supplied in support of planning applications for large
supermarkets on out-of-centre sites, their purpose is to test impact on nearby town and district shopping
centres, rather than on individual competing retailers per se. It is the acceptability of impact on the
vitality and viability of atown centre as a whole that is a material planning consideration and this may,
or may not, coincide with an impact on a single existing supermarket in this centre.

The sequential approach

12.29. The policy is that city, town and district centres should be the preferred locations for devel-
opments that attract many trips; that is, for leisure and commercial, as well as for retail, development.
District and local centres should provide for day-to-day needs and appropriately sized local supermarkets
should be encouraged in these locations.

12.30. Withthisin mind, in England, Wales and Scotland, a sequential approach to identifying addi-

tional sites has been introduced for development (this is not incorporated in the current planning
guidance for Northern Ireland). First preference should be for town centre sites followed by edge-of-
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centre sites, district and local centres and only then out-of-centre sitesin locations that are accessible by a
choice of means of transport.

Need

12.31. Inaddition, in England and Wales (but not in Scotland or Northern Ireland) atest of need has
been introduced. LPAS, in preparing planning strategies and policies, should consider the need for new
retail development in the plan area over the lifetime of the plan.

12.32. Proposals for new retail development which accord with an up-to-date plan strategy, or are
proposed on sites within an existing centre, should not be required to demonstrate that they satisfy the
test of need because this should have been taken into account in the development plan.

12.33. However, developers proposing new supermarkets outside town, district or local centres,
where the proposal is not in accordance with an up-to-date development plan strategy that is consistent
with national planning guidance, must demonstrate that:

(a) thereisa‘need’ for theretail floor space proposed; and

(b) there are no more central sites that are suitable or available for developing such a store, after
having been flexible about format, scale, design and amount of car parking required in a genuine
attempt to fit into the centre.

12.34. The Government has reaffirmed its support for the policies set out in PPG6 on a number of
occasions, most recently to the Environment, Transport and Regional Affairs Committee in October
1999. In particular, the Planning Minister clarified the requirement for ‘need’ in a statement on
11 February 1999. Details are given in Appendix 12.3, paragraph 9.

12.35. The DETR told us that the Government’s current policy on supermarket development has all-
party support as demonstrated by the Environment Select Committee, widespread public support and
widespread industry support. It considered that there was a general consensus about the aims, with com-
mon concerns about the need to focus investment in existing centres, to ensure access for al to food, and
to ensure access by a choice of means of transport. It concluded that the key issue was to ensure that the
Government’s policy provided a level playing field for all players seeking to open new stores, whether
large companies or small operators. When applied consistently, firmly and even-handedly, it provided
the industry with certainty, clarity and consistency, which gave them the confidence to invest.

Compulsory purchase

12.36. Various Acts of Parliament give powers to purchase land by means of a compulsory purchase
order (CPO). The DETR told us that, in general, CPOs should not be made unless there is a compel-
ling case in the public interest. Local authorities should, where practicable, seek to acquire land by
negotiation before embarking on compulsory purchase. However, the DETR acknowledged that in some
cases, for example large urban sites in multiple ownership or urgently required sites, it might be appro-
priate to seek the use of compulsory powers at the same time as attempting to purchase by agreement
(Circular 14/94, paragraph 11).

12.37. In England and Wales, section 226 of the Town and Country Planning Act 1990 gives alocal
authority the power to acquire any land inits area by CPO if:

(a) the land is suitable for and is required in order to secure the carrying out of development, re-
development or improvement; or

(b) itisrequired for a purpose which it is necessary to achieve in the interests of the proper planning
of an areain which the land is situated.

The circumstance described in (a) is used by local authorities to assemble important sites, such as those
needed to achieve town centre redevel opment schemes.
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12.38. Broadly similar provisions are provided in section 189 of the Town and Country Planning
(Scotland) Act 1997 and section 87 of the Planning (Northern Ireland) Order 1991.

12.39. The designation of the site in the development plan or the grant of planning permission for the
proposed development will normally precede a CPO. Under section 226 of the Town and Country
Planning Act the local authority and the Secretary of State should, in deciding whether to make or con-
firm a CPO, consider: the relevant provisions of the development plan; whether there are any extant plan-
ning permissions for the land; and any other considerations material to an application for planning
permission for the development that has necessitated the use of compulsory purchase powers. It is
immaterial who ultimately carries out the development.

12.40. Compulsory purchase is rarely used for site assembly for retail development. We were given
details of some 150 sites which were being assembled from separate parcels, only two of which included
pieces of land being acquired compulsorily.

12.41. In April 2000 the DETR told us that compulsory purchase powers had in the past been used
extensively by local authorities, but their use had now declined. Specifically, in the early 1980s the
Government was very much against the use of compulsory purchase power and it was seen as a last
resort. The reduced use of CPO meant that skills within local authorities atrophied and much of the
expertise was lost. The DETR explained that a review of compulsory purchase had been put in place and
a manual of guidance for local authorities was being prepared in order to try and reinstate expertise in
this area.

The planning system in practice
The growth of supermarkets

12.42. Data supplied by the main parties enabled us to construct Table 12.6 which shows the
numbers of reference stores (net of closures), and their total net trading area, opened in each year from
1990 to 1998. Budgens did not give opening dates for its stores, which are therefore not included in the
table.

TABLE 12.6 Reference store openings, 1990 to 1998 (net of closures)

Number Cumulative

opened in Trading area Cumulative trading area

Year year (sq metres) total (sq metres)
1990 130 368,700 2,050 4,598,000
1991 181 405,000 2,231 5,003,000
1992 222 435,100 2,453 5,438,100
1993 197 373,000 2,650 5,811,100
1994 304 487,600 2,954 6,298,700
1995 310 418,200 3,264 6,716,900
1996 167 230,800 3,431 6,947,600
1997 172 331,400 3,603 7,279,100
1998 135 219,100 3,738 7,498,200

Source: The main parties.

Planning applications

Determ nations by local authorities

12.43. We examined the numbers and results of planning applications for new stores and extensions,
including on the basis of PPG6" location (ie town centre, edge-of-centre, out-of-centre, out-of-town, dis-
trict centre and local centre), in order to assess the effect of the 1996 guidelines. The results are sum-
marized below. Further details are given in Appendix 12.4.

*And its equivalentsin Scotland and Wales.
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12.44. We asked the main parties to provide details of al full, outline or change of use applications
for new stores or extensions to stores determined since 1 July 1996 and also details of current applica-
tions as at September 1999. The applications were classified in terms of PPG6 locations. Where the
classification of a site’s location was an issue for dispute between an applicant and the LPA we took the
view of the latter. 19 per cent of applications were made in respect of town centre sites; 25 per cent were
on edge-of-centre sites; 45 per cent were on out-of-centre/out-of-town sites; while 9 per cent were in
district or local centre locations. In afew cases the location of the site was not known (2 per cent).

12.45. Table 12.7 shows—for Aldi, Asda, Budgens, Morrison, Netto, Safeway, Sainsbury,
Somerfield, Tesco and Waitrose—the outcome of local authority decisions on those applications on
which the local authority had made aresolution since 1 July 1996. The decisions shown include the grant
or refusal of planning permission, and also aresolution to grant consent as this indicates the ‘in principle
acceptance by the local authority of the land use on the application site. Table 12.7 also includes those
applications where an appeal had been lodged against non-determination, as in these cases the local
authority would no longer be making a decision on the application and there has been a ‘ deemed refusal’.
Some of the applications shown in Table 12.7 were made before 1 July 1996, and hence submitted when
the 1993 version of PPG6 was in force. However, all the decisions were made under the 1996 guidelines.

TABLE 12.7 Decisions by local authorities and appeals against non-determination of applications for new
stores and extensions since 1 July 1996

Total LPA Resolution to Non- Grant/
decisions Granted Refused grant determination resolution
+ non- to grant
Retailer determinations  Number % Number % Number % Number % %

Aldi 82 45 55 18 22 16 20 3 4 74
Asda 76 55 72 8 11 12 16 1 1 88
Budgens 4 0 0 0 0 4 100 0 0 100
Morrison 26 13 50 4 15 7 27 2 8 77
Netto 5 5 100 0 0 0 0 0 0 100
Safeway 98 78 80 9 9 6 6 5 5 86
Sainsbury 224 157 70 21 9 41 18 5 2 88
Somerfield 28 20 71 3 11 4 14 1 4 86
Tesco 225 117 52 38 17 36 16 34 15 68
Waitrose _18 _7 39 _1 _6 _10 56 0 0 94
Total 786 497 63 102 13 136 17 51 6 81

Source: The main parties represented in the table.

12.46. Table 12.7 shows that there were significant differences between multiples, both in the
number of applications they made and their success rate. Sainsbury and Tesco both made more than 200
applications; Aldi, Asda and Safeway between 75 and 100. No other retailer made more than 30. Tesco
(68 per cent) and Aldi (74 per cent) had the lowest success rate in terms of achieving a grant of planning
permission or aresolution to grant.

12.47. The proportions of decisions which result in planning consent being granted, or a resolution
to grant, are high (81 per cent), reflecting the fact that, in many cases, an applicant will only let an appli-
cation progress to the point when a decision is made where it is reasonably sure of success. In other
cases, an applicant may continue to negotiate on a scheme, resulting in the long determination periods
referred to by the main parties.

12.48. The figures in Table 12.7 do not necessarily reflect ultimate success rates. In some cases,
applications which are supported by the local authority with a resolution to grant may ultimately be
refused by the central authority for the relevant part of the UK if called in, or may subsequently be
refused by the local authority if, for example, negotiations on legal agreements fail. Conversely some of
the applications which have been refused by the local authority may be successful on appeal (see para
graphs 12.53 to 12.55).

12.49. Table 12.8 analyses the data on the basis of the location of each planning application in accor-
dance with the definitions given in PPG6 (ie town centre, edge-of-centre, out-of-centre, out-of-town,
district centre and local centre.) (Table 12.8 shows dlightly fewer cases than Table 12.7 as it omits those
where we did not know the location.) The proportion of applications resulting in a planning consent or a
resolution to grant consent ranged from 77 per cent in out-of-centre and out-of-town sites to 89 per cent
for town centre sites. Detailed results are given in Appendix 12.4.
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TABLE 12.8 Decisions by local authorities and appeals against non-determination of applications for new
stores and extensions since 1 July 1996—by location

Grant/
Total LPA Resolution Non- resolution
decisions + Granted Refused to grant determination to grant
non-

Location determinations  Number % Number % Number % Number % %
Town centre 161 118 73 10 6 26 16 7 4 89
Edge-of-centre 211 129 61 28 13 40 19 14 7 80
Out-of-centre/

town 331 205 62 50 15 49 15 27 8 77
District/local
centre 72 41 57 11 15 17 24 3 4 81

Source: The main parties and local authorities.

12.50. Asshown in Table 12.9, 20 per cent of the planning applications in our survey were awaiting
determination by the local authority. These include applications which had been recently submitted but
also applications that had been before the local authority for significantly longer than the target eight-
week period for determination.

TABLE 12.9 Applications for new stores and extensions made since 1 July 1996: proportion of applications

pending
Total Applications pending Applications pending

Retailer applications (number) %
Aldi 101 8 8
Asda 100 16 16
Budgens 5 0 0
Morrison 34 6 18
Netto 5 0 0
Safeway 125 25 20
Sainsbury 312 79 25
Somerfield 32 3 9
Tesco 339 82 24
Waitrose 18 _0 0

Total 1,070 219 20

Source: The main parties represented in the table.

Local planning authorities’ reasons for refusal

12.51. Where planning applications determined since 1 July 1996 had been refused planning permis-
sion by the LPA, we asked the main parties to give the reasons for refusal. The response was not com-
prehensive, but we analysed the responses that were submitted to see how often the reasons for refusal
were related to policy contained in PPG6 or its equivalents in Wales, Scotland and Northern Ireland. The
results are shown in Table 12.10.

TABLE 12.10 Applications for new stores and extensions determined since 1 July 1996: LPAs’ reasons for

refusal
Applications refused Reasons for refusal Reasons for refusal
planning consent include PPG6 non- include PPG6 non-
by LPA compliance compliance

Retailer (number) (number) %
Aldi 18 3 17
Asda 8 4 50
Budgens 0 0 0
Morrison 4 2 50
Netto 0 0 0
Safeway 9 4 44
Sainsbury 21 10 48
Somerfield 3 3 100
Tesco 38 19 50
Waitrose 1 0 0
Total 102 45 44

Source: The main parties represented in the table.
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12.52. Table 12.10 shows that overall 44 per cent of the planning applications that were refused by
LPAs included non-compliance with some aspect of PPG6 or its equivalents in the reasons for refusal.
However, as reasons were not always stated, or only the briefest of details were given, the true percent-
ageislikely to be higher than this.

Appeal s and cal l ed-in applications

Appeals

12.53. We looked at the number of planning applications which involved appeals and examined the
subsequent outcomes. The results are shown in Table 12.11. Fifty-one appeals were lodged against hon-
determination, 60 against refusal (59 per cent of all refusals) and the reason for appeal was not stated in
three cases—giving 114 appealsin total. Tesco lodged almost half the total.

TABLE 12.11 Applications for new stores and extensions determined since 1 July 1996 and current applica-
tions: reasons for appeal and appeals lodged following an LPA refusal

Appeal on non- Total Proportion of LPA

Refusals Appeal on refusal determination appeals refusals appealed
Retailer (number) (number) (number) (number) %
Aldi 18 9 3 13 50
Asda 8 5 1 6 63
Budgens 0 0 0 0 0
Morrison 4 3 2 5 75
Netto 0 0 0 0 0
Safeway 9 6 5 11 67
Sainsbury 21 13 5 18 62
Somerfield 3 3 1 4 100
Tesco 38 20 34 56 53
Waitrose _1 1 0 1 100
Total 102 60 51 114 59

Source: The main parties represented in the table.

Note: In three cases (two for Tesco, one for Aldi) the reason for appeal was not given.

12.54. The outcomes of the appeals are shown in Table 12.12. 30 per cent of appeals lodged were
allowed; 23 per cent were dismissed; 17 per cent remained pending; and 24 per cent were withdrawn. In
eight cases an outcome was not stated.

TABLE 12.12 Applications for new stores and extensions determined since 1 July 1996 and current applica-
tions: number of appeals lodged and outcomes

Retailer Appeals Allowed Dismissed Pending Withdrawn Not stated
(number)  Number % Number % Number % Number %  Number %
Aldi 13 7 54 1 8 2 15 1 8 2 15
Asda 6 0 0 4 67 0 0 2 33 0 0
Budgens 0 0 0 0 0 0 0 0 0 0 0
Morrison 5 0 0 2 40 2 40 0 0 1 20
Netto 0 0 0 0 0 0 0 0 0 0 0
Safeway 11 5 45 1 9 2 18 1 9 2 18
Sainsbury 18 3 17 6 33 5 28 3 17 1 6
Somerfield 4 3 75 0 0 1 25 0 0 0 0
Tesco 56 15 27 12 21 7 13 20 36 2 4
Waitrose _1 1 100 0 0 0 0 0 0 0 0
Total 114 34 30 26 23 19 17 27 24 8 7

Source: The main parties represented in the table.

12.55. We examined the appeal figures on the basis of the location of each planning application in
accordance with the definitions given in PPG6 and its equivalents (ie town centre, edge-of-centre, out-of-
centre, out-of-town, district centre and local centre). As shown in Tables 12.13 and 12.14, the highest
number of appeals were in out-of-centre locations, but the highest rate of appeal against local authority
refusals was in edge-of-centre locations (71 per cent). The success rates for appeals were fairly similar
for al locations ranging between 27 and 32 per cent. Only 8 per cent of appeals in town centre locations
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were dismissed, but this figure rose to 22 per cent for out-of-centre locations and 32 per cent for edge-of-
centre locations. However, significant number of appeals had been withdrawn, or were still pending.
Detailed results are given in Appendix 12.4.

TABLE 12.13 Applications for new stores and extensions determined since 1 July 1996 and current applica-
tions: reasons for appeal and appeals lodged following an LPA refusal—by location

Appeal on Appealed on non- Total Proportion of LPA

Refusals refusal determination appeals refusals appealed
Location (number) (number) (number) (number) (%)
Town centre 10 6 6 13 60
Edge-of-centre 28 20 14 34 71
Out-of-centre/town 50 27 27 55 54
District/local centre 11 6 3 10 55

Source: The main parties and local authorities.

Note: In three cases the reason for appeal was not given.

TABLE 12.14 Applications for new stores and extensions determined since 1 July 1996 and current applica-
tions: number of appeals lodged and outcome—by location

Appeals Allowed Dismissed Pending Withdrawn Not stated
Location (number) Number % Number % Number % Number %  Number %
Town centre 13 4 31 1 8 3 23 4 31 1 8
Edge-of-centre 34 11 32 11 32 4 12 3 9 5 15
Out-of-centre/ town 55 15 27 12 22 9 16 17 31 2 4
District/local centre 10 3 30 2 20 2 20 3 30 0 0

Source: The main parties and local authorities.

Called-in planning applications

12.56. Table 12.15 shows the number and outcome of called-in applications. The overall percentage
of planning applications called in was small (5 per cent). Called-in applications were more likely to be
dismissed than allowed (21 dismissed against 9 allowed). However, the outcome of 16 called-in applica
tions was ‘pending’, waiting for either the inquiry or a central authority’s decision.

TABLE 12.15 Applications for new stores and extensions determined since 1 July 1996 and current applica-
tions: number of call-ins and outcomes

Total

Retailer applications Call-in Call-in Allowed Dismissed Pending

(number) % (number) (number) (number)
Aldi 101 1 1 0 0 1
Asda 100 9 9 2 0 5
Budgens 4 0 0 0 0 0
Morrison 34 2 6 0 2 0
Netto 5 0 0 0 0 0
Safeway 125 5 4 0 3 2
Sainsbury 312 11 4 3 6 1
Somerfield 32 0 0 0 0 0
Tesco 339 21 6 3 10 7
Waitrose 18 1 6 1 0 0
Total 1,070 50 5 9 21 16

Source: The main parties represented in the table and local authorities.

Note: Three called-in applications were withdrawn. In one case an outcome was not stated.

12.57. We examined the cal-in figures on the basis of the location of each planning application in
accordance with the definitions given in PPG6 (ie town centre, edge-of-centre, out-of-centre, out-of-
town, district centre and local centre). As shown in Table 12.16, over half of all call-ins occurred in out-
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of-centre and out-of-town locations (56 per cent). Of the 19 out-of-centre and out-of-town applications
that were called in, and which had been decided, two-thirds were refused. Detailed analysis by PPG6
location is given in Appendix 12.4.

TABLE 12.16 Applications for new stores and extensions determined since 1 July 1996 and current applica-
tions: number of call-ins and outcomes—by location

Total Call-in Call-in Allowed Dismissed Pending
Location applications (number) % (number) (number) (number)
Town centre 202 4 2 0 1 2
Edge-of-centre 270 11 4 1 5 3
Out-of-centre/
town 484 28 6 6 13 9
District/local
centre 95 7 7 2 2 2

Source: The main parties and local authorities.

Note: Three called-in applications were withdrawn. In one case an outcome was not stated.

Trends in the number of appeals and called-in applications

12.58. Our consultants told us that during the period January 1983 to December 1998, there were
some 842 decisions on appealed and called-in planning applications for new supermarket devel opments,
an average of 53 per year. The trend is shown in Figure 12.1.

FIGURE 12.1

Long-term trendsin appeals and call-ins
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12.59. Given that an appeal/call-in decision would typically occur some 12 to 18 months after an
appeal was lodged or an application called in, the pattern broadly follows movements in the wider econ-
omy. There was a peak in 1987, a dump in the early 1990s and a new peak in 1994 as the economy
moved out of recession. Between 1990 and 1994 the total number of schemes being appealed or called in
more than doubled. However, the fall in the number of appeals and call-ins between 1994 and 1996—a
reduction of about one-half—was out of step with the relatively strong performance of the sector. This
could have been caused by uncertainty in the face of the imminent publication of revised PPG6 for
England; general delays in the date for getting an inquiry; or the emerging plan-led system and general
tightening of policy guidance.
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12.60. The number of appeals increased again between 1996 and 1997 from 39 to 53. However, suc-
cess rates at appeal and call-in were falling during this period. Perhaps as a result of this falling success
rate and a slowing economy, the number of appeals and call-ins in 1998 fell back to 39 for the whole
year, reflecting the continuing tightening of guidance, with retailers, developers and landowners looking
for sites, attractive in terms of the sequential approach, in town centres.

Objections to planning applications

12.61. We asked the main parties whether, since 1 July 1994, they had objected to any planning
application for a grocery store, by way of representations to the LPA or at an appeal, in circumstances
where they were not competing for the same site, or whether they had funded a third party to do so. The
results are shown in Table 12.17.

TABLE 12.17 Objections to grocery store planning applications made since 1 July 1994

Multiple making Number of Number of funded
objection direct objections third party objections
Aldi 0 0
Asda 13 0
Budgens 30 3
Morrison 24 1
Netto 0 0
Safeway 114 45
Sainsbury 13 2
Somerfield 740* 0
Tesco 15 0
Waitrose 0 0

Source: The main parties represented in the table.

*Since 1993.

12.62. The responses indicate that the extent to which multiples object to grocery store applications
varies enormously. Somerfield had undertaken a comprehensive monitoring programme of al planning
applications since 1993 and frequently objected to schemes as a result of this programme. However, the
results show that among the larger multiples the practice is not commonplace, with the exception of
Safeway which has submitted 114 direct objections and funded 45 third party objections to competitors’
schemes since July 1994.

Time taken for determination

12.63. The main parties drew to our attention the often lengthy time periods taken to obtain planning
permission for new stores and extensions. We asked them how long, on average, it had taken to obtain
planning permission by store type, location and region of the country. We also asked what practical
measures they believed could speed up the process.

12.64. The responses varied between them, with a clear trend for the operators of smaller stores to
report faster determination times. For example, Aldi said 4 to 5 months was the norm, the Co-ops 6 to
9 months, Netto 6 months and Iceland 6 to 8 months. In comparison, Asda allowed 18 to 24 months,
Morrison 15 months and Tesco 11 months for determination by a local authority. However, most main
parties reported that the time was very variable; in particular call-in by the central authority for the
relevant part of the UK would typically add 18 months to the time taken to reach a decision. A number of
proposals for improvement were made. Suggestions of clearer timetables (perhaps with sanctions for
failing to meet them) were mentioned most often.

12.65. We asked the main parties if the average time it takes to obtain planning permission for
supermarkets/superstores had changed over the last ten years. Most of the main parties considered that it
had increased. There was also general agreement that a much wider range of supporting material was
now reguired in association with major applications, including retail impact assessments, examination of
the sequential approach and ‘need’, transport assessments that included public transport accessibility, and
possibly environmental impact assessments. This inevitably meant that the applications took longer to
prepare and often to process.
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Costs

12.66. We asked the main parties for details of their abortive planning costs. These costs may not
have been calculated on a consistent basis and may not, therefore, be directly comparable.

12.67. Asdasaid that a significant amount of time and expense was spent on aborted planning appli-
cations but that it did not keep records of the exact figures. Morrison, Safeway, Sainsbury and Tesco
spend about £5 million a year between them on abortive costs. For most companies the average cost per
project is about £50,000, but for Morrison and Safeway it was between £150,000 and £200,000.

Viewson the planning system

The main parties

12.68. We asked the main parties for their views on the planning system and its implementation. All
except Budgens and Lidl responded.

12.69. Many of the main parties said that there was a substantial consumer demand for one-stop
shopping using a car, and that attempts to restrict this form of shopping by the Government would be
unsuccessful. Many of the smaller operators were concerned that consumers would continue to shop in
those stores which could meet their bulk food shopping needs, resulting in those stores trading more
heavily and consolidating the position of the companies operating them. On this view, the impact of
PPG6 and its equivalents in Scotland, Wales and Northern Ireland on consumers' convenience and shop-
ping patterns would depend on the extent to which new food-store development was of a kind which
could compete directly with out-of-centre stores in attracting car-borne trade—in particular, on the ability
of operators to achieve their required parking provision on town centre sites. Some argued that if PPG6
and its equivalents resulted in town centres becoming more attractive, this might help to offset the com-
petitive advantage of out-of-town stores.

12.70. All the main parties which responded, except Tesco (see paragraph 12.73), believed that the
impact of PPG6 and its equivalents on the groceries sector had been significant. Many said that, although
the grocery sector was generally competitive, site availability and the current planning regime were
serious constraints on entry and expansion. Many of the larger chains were responding by developing
different formats suited to different locations, which were particularly pronounced in London and the
South-East. Asda said that its financial crisis in the early 1990s meant that it had been unable to expand
at a time when its competitors were engaged in intensive development. Its inability to expand signifi-
cantly through new store openings since then largely reflected the impact of PPG6.

12.71. Some said that over-concentration of grocery development in town centres would increase
traffic congestion and pollution. Others believed that appropriately located new superstores could serve
to reduce traffic congestion in town centres by diverting some traffic away from some of the most
heavily congested parts of town. Town centre locations were not, they said, necessarily the most acces-
sible places for bulk weekly food shopping.

12.72. There was aso concern over the draft revision to PPG13. Morrison argued that the way in
which people shopped determined the provision which a store should make in order to be competitive. It
said that a number of fundamental shopping habits underlay this:

(a) the weekly bulk food-shopping trip had become the norm and, realistically, could only be under-
taken by car; and

(b) theonly aternative was to make many more trips by other modes, on each occasion carrying less
shopping. To expect people to shop in this different fashion was both unrealistic and probably
undeliverable given the work patterns of people in modern society.

It suggested that the maximum allowance of car parking space was inadequate. It argued that its own
survey into car parking take-up at its stores had established that a minimum requirement of one parking
space per 14 sq metres of sales area was typically needed, although if a car park were for the sole use of
the store and public transport facilities were both good and well used, this could be reduced to one space
per 15/16 sq metres.
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12.73. Tesco said that it was too early to assess the impact of PPG6 on the grocery retailing sector.
In general terms, it said that there was a common misconception that PPG6 limited the amount of overall
space available for the development of grocery stores, whereas it told us that overall new net grocery
selling area had increased each year since 1996, from 320,000 sg metresin 1996 to 410,000 sg metresin
1999. Current planning policy had been principally directed at atering location: new stores were now
more likely to be in town centre or edge-of-town-centre locations. Tesco said that in the light of this
planning environment it had developed a new format strategy which provided it with more flexibility
when assessing new sites. It told us that although it was intended that there should be a plan-led approach
to identifying sites for new development, it was far more common for the proposal for a supermarket to
come from one or more of the grocery retailers rather than as a planning authority initiative arising out of
a development plan. Tesco added that with many authorities there was very little positive operation of
planning policies to encourage investment.

12.74. A general view among the main parties was that the requirement to demonstrate need made
the planning process more uncertain for out-of-centre/edge-of-centre sites due to the lack of clarity on
how exactly ‘need’ was demonstrated or assessed. Some said that the Minister’ s statement had done little
to clarify the position of need and provided LPAs with an excuse to be negative about most retail
proposals. They also believed it opened planning authorities to criticism and challenge on the grounds of
lack of consistency. The general view was that the Government should set out clearly the factors that
congtitute need. Some parties considered that this should include reference to choice. There was concern
that the need test gave LPAs a very broad discretion and opened them to potentia criticism and challenge
on the grounds of lack of consistency.

12.75. There was also concern that the requirement for access by means of transport other than the
car made it more difficult to pursue retail development on urban fringe and greenfield sites remote from
public transport services. However, generally the main parties believed it was in their own interest to be
as accessible as possible to as many people as possible whether they be travelling by car, public transport
or other means, and to avoid congestion. It was, they said, of prime importance to the consumer that
stores should be accessible by car and public transport. Several multiples provide free bus services to
some of their stores. In addition, some liaise with local bus authorities to ensure that bus routes pass by
the stores, helping the authorities to understand what local demand might be stimulated by the new store.

12.76. Safeway pointed out that the average weekly ‘family’ shop weighed around 36 kg (80 Ibs)
and contained frozen and other temperature-sensitive foodstuffs. It was neither feasible nor desirable for
this to be carried by hand, bicycle or on the bus for any distance.

12.77. We asked the main parties how consistently PPG6 and its equivalents were applied across the
UK. Comments were generally restricted to England, with only limited observations on experience in
Wales, Scotland or Northern Ireland. The comments ranged from the Co-ops, which said that their
experience suggested that PPG6 was being applied consistently, to Morrison which said that in England
PPG6 was applied inconsistently at all levels—by the LPA, by the government offices in the regions and
by the Secretary of State on call-ins. Morrison considered that the reason for this inconsistency was that
much of the advice in PPG6, ie demonstrating need, the sequential approach, and assessing retail impact
and impact on travel patterns, was subjective and open to wide interpretation. Most of the multiples
thought that there were some inconsistencies in the way PPG6 and its equival ents were applied.

The Select Committee on Environment, Transport and Regional Affairs

12.78. Concerned at what it saw as threats to current planning guidance, the Select Committee on
Environment, Transport and Regional Affairs held a short inquiry into the environmental impact of
supermarket competition. It concluded in December 1999 that there was widespread support for the
existing regime of planning policy guidance contained in PPG6 and PPG13, but that there were areas
where it was too lax, or in need of clarification. It considered that PPG6 required some modification to
ensure that it worked more effectively and gave town centres more protection, and that even if the plan-
ning guidance were a greater barrier to entry than the evidence indicated, any relaxation would not be
justified because the effect on town centres and village shops would be far too damaging.
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Local authorities

12.79. In order to ascertain the views of LPAS, we sent a questionnaire to a sample of 87 local
authoritiesin England, Scotland and Wales. Applications for planning permission in Northern Ireland are
dealt with under a different system—see Appendix 12.2—but a copy of the questionnaire was sent to the
Planning Services Agency for its comments. The sample was selected at random, other than ensuring
representative mixes of English, Scottish and Welsh authorities and, within England, of unitary and dis-
trict councils. We received 66 responses which gave a generally positive view of the current and poten-
tial impact of the latest planning policy guidelines. Full results are given in Appendix 12.5.

12.80. Numerical information on the development of supermarkets was sought for 1992/93 to
1998/99, with a brief update on the situation as at 30 September 1999. A few authorities were unable to
give specific data for the early years of the period. Hence, for some questions, the results may under-
estimate the effects of the most recent planning guideline changes.

12.81. The responses showed that for many authorities, a planning application for a new supermarket
was a fairly rare event, although almost half said that they had dealt with an application that had raised
significant policy issues over the seven years. The numerical results from the local authority question-
naire were not always consistent with the corresponding information supplied by the main parties. For
example, local authorities reported higher refusal rates than the retailers. This may be because local
authorities would record a site which had been refused but was successful on resubmission as a refusal
whereas retail ers were more concerned that the application had been ultimately successful.

12.82. The numbers of applications refused, called in, withdrawn and appealed all appear to have
been lower since the latest guidelines were introduced. Most applications which were called in or the
subject of an appeal were unsuccessful: only two instances of applications granted on appeal/call-in were
reported for the period 1996/97 to 1998/99. The most frequent of reasons for refusing applications were:
‘contrary to other land use policy (eg green field site)’; ‘impact on other centres'; ‘not in accordance with
sequential approach’; and ‘ unacceptable traffic impact’. The relative frequency with which ‘not in accor-
dance with sequential approach’ and ‘lack of need’ were cited has increased under the latest planning
guidelines, while the other reasons were more frequent under the previous guidelines.

12.83. Three hundred and thirty-nine applications for new grocery outlets over 600 sq metres were
granted in the seven-year period, but only 173 openings were reported in the same period (a ratio of
51 per cent). The low ratio of openings to consents is somewhat surprising. Clearly there is alag between
receiving permission and completing development, but it is assumed that the stores opening in the period,
which received permission prior to 1992, should largely be balanced by those which received permission
in the last two years of the period but have not opened yet.

12.84. Thirty-nine applications for extensions were reported for the last two years of the period,
compared with only 20 applicationsin the preceding five years. There were no reports of applications for
extensions being refused. Nineteen supermarket extensions opened during the period. One authority
commented that most applications for supermarket extensions were below the 250 sq metre threshold for
the questionnaire.

12.85. We asked LPAs for their views on the impact of supermarkets on towns and villages in the
area, and on the operation of the current guidelines (PPG6/TAN4/NPPG8). 68 per cent considered that
there had been some decline in the viability and vitality of their town since 1992, but 55 per cent con-
sidered that there had been an improvement since the issue of the latest guidelines. Nearly all thought
that this would continue, at least to some extent. The Planning Services Agency commented that national
grocery multiples had moved into Northern Ireland only relatively recently. Several new purpose-built
superstores had opened in locations outside of town centres, but it was perhaps too early to gauge the
impact of these developments on the vitality and viability of town centres in Northern Ireland. For more
detail on local authorities’ views on issues surrounding the decline of town and district centres, see para-
graphs 13.82 to 13.95. For a broader discussion of thisissue, see paragraphs 13.40ff.

12.86. The four most significant causes of the adverse effects on town centres cited were: lack of
investment; economic changes; excessive high street traffic flows;, and building out-of-town super-
markets. Nearly al respondents believed the impact of out-of-town supermarkets was influenced by the
overall quality, number and range of retail outlets in existing centres and the range of franchised services
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offered by supermarkets. The magjority of respondents considered that local centres, district centres, small
towns and villages had also been adversely affected by out of town centre supermarkets.

12.87. 36 per cent of LPAs considered that the latest guidelines would have major benefits in sus-
taining and enhancing town centres, while 62 per cent considered that there would be some benefits.
65 per cent believed there would also be at least some benefits for small towns and villages and 77 per
cent believed there would be at least some beneficial impact on the competitiveness of town centre
stores. There was a consensus that the latest guidelines would increase land costs in town centres, but
improve the accessibility to sites by a variety of means. Opinion was divided on whether there would be
a minimal or major impact on traffic problems, retail competition and the time and cost of planning
applications. The Planning Services Agency again thought it was too early to comment on the effect of
the latest policies on town centres and retail development in Northern Ireland.

12.88. We asked about issues relevant to determining applications. Of the nine we listed, five were
cited asimportant for over 90 per cent of respondents:

— whether thereis a need for afurther store;

— whether there are suitable sites available in the town centre;

— whether there is likely to be an adverse effect on the vitality and viability of existing centres;
— whether there would be poor accessibility on foot, by bicycle or by public transport; and

— whether there would be an impact on traffic.

The remaining four issues were cited as important for over 75 per cent of respondents. 80 per cent of
authorities considered that capacity assessment, the ratio of available expenditure to floor space, was a
particularly important objective assessment criterion.

12.89. Some local authorities said that they believed that greater clarification of how need was to be
demonstrated or assessed was required. Clarification of the application of the sequential approach, the
requirements for retail impact assessments and the position of bulky goods sales would also be helpful. A
selection of respondents’ comments on the interpretation of the guidelinesisincluded in Appendix 12.5.

12.90. 95 per cent of respondents agreed that current planning policy guidance would increase town
centre and edge-of-centre supermarket development at the expense of out-of-centre and out-of-town
locations. Respondents appeared to have a broad range of views on the extent of the impact in each area,
but agreed that there would be alesser impact on development in district centres. No respondent believed
that the latest guidelines would reduce competition or consumer choice significantly—70 per cent
believed that there would be no reduction at all. 92 per cent believed that it would increase choices for
those without access to a car, at least a little, and 27 per cent thought this would be significant or a great
deal.

12.91. We asked about the average time taken to determine planning applications. Some respondents
commented that they received too few applications to estimate a realistic average and others quoted a
range of times. Based on the responses given, a large out-of-town store takes about 6.6 months on
average (with arange of 2 to 20 months) and a small town centre store takes 3.5 months on average (with
arange of 1.5 to 9 months). These averages are somewhat lower than those reported by some multiples
(see paragraph 12.63). 33 per cent of respondents thought that the time taken for determination was about
the same asin 1992, 28 per cent thought that it had increased and 36 per cent did not give a view. Most
of the main parties considered that the time had increased between 1989 and 1999 (see paragraph 12.65).

12.92. About one-half and one-quarter, respectively, of the local authorities thought that there were
practical measures that could be taken to speed up and reduce the cost of applications to the multiples.
Reasons for delaysidentified included:

« gspeculative applications which ignored national and local planning policies and plans could raise
major policy issues for the local authority;

« retail and traffic impact assessments sometimes not forwarded for a considerable period after the
planning application had been lodged; and
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e applicants’ retail and traffic impact assessments not seen as independent, meaning critical
assessments need to be commissioned.

Suggested improvements included:

« applicants seeking pre-application meetings to confirm local planning policies and data require-
ments;

« submitting applications which took cognizance of national and local policies and plans;
« submitting al relevant data, including impact assessments with the application; and
« asystem of independent transport and retail impact studies.

Some examples of respondents’ comments are included in Appendix 12.5.

12.93. Loca authorities were asked about the weight they gave to competition between grocery
multiples in developing their plans and in determining planning applications. The most common
response to both parts was ‘none’, but a substantial minority indicated that some weight was given to
competition. The additional comments provided by some respondents suggested that this apparent differ-
ence reflected different interpretations of our question, rather than different views of the guidelines.
Competition between multiples, on its own, was not a planning issue, but the latest guidelines make clear
that the viability and vitality of town centresis a primary planning issue, and this is affected by compe-
tition between multiples.

12.94. Other paints relating to the likelihood, or otherwise, of a planning application being success-
ful were:

(a) 53 per cent of respondents considered that willingness to provide planning obligations would
speed up the process, at least alittle. No instance of a multiple reneging on a planning obligation
agreement was reported.

(b) 70 per cent of respondents said that they were not influenced by the likelihood or potential cost
of an appeal.

(c) 56 per cent of respondents believed that the limited resources available to them made it difficult
for them to commission independent impact and other assessments to compare with work carried
out by or for grocery multiples.

(d) 30 per cent of respondents had, in the past five years, granted planning consent on land that they
owned, or had previously owned, in whole or in part.

(e) 67 per cent of respondents identified sites for retail development in their plans.

Other parties

12.95. Environmental protection groups, such as the Council for the Protection of Rura England
(CPRE), believed that PPG6 and PPG13 still did not go far enough. In its evidence to the House of
Commons Environment Committee, the CPRE welcomed the 1996 revision of PPG6, but said that some
issues still needed to be addressed, including the need for further revisions to PPG6 to address the prob-
lems of traffic generation associated with new retail development and the impact on rural areas. It also
wanted to see:

(a) policy targets for land use planning;
(b) amore proactive role for, and better structured and resourced, government regional offices;
(c) more effective use of cal-in procedures on development plans and planning applications; and

(d) aselective third party right of appeal against planning consent for development in contradiction
with an adopted development plan.
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12.96. The CPRE made a number of specific recommendations:

(a) It should be a specific objective of PPG6 to reduce the amount of car travel for shopping
purposes.

(b) The test of accessibility by a choice of means of transport should be strictly applied and high
thresholds of use by modes other than the car should be included.

(c) Reducing the dominance of the car in the layout and design of new retail development should be
a specific objective of arevised PPG6.

(d) PPG6 should encourage smaller, more locally-based retail outlets to help counter these environ-
mentally damaging trends.

(e) PPG6 should be much stronger in requiring a cumulative assessment of the impact of retail
development proposals on villages and in protecting them from damaging competition.

() PPG6 should address retail development at petral filling stations in the same way as it addressed
it elsewhere and the same standards of design and layout should apply.

12.97. The CPRE's main concern, however, related to the need for more effective implementation of
policy shifts such as that involved in the 1996 review of PPGB. It said that there remained a significant
gulf between the views expressed in Ministerial speeches and national planning guidance on the one
hand, and the reality of policy and development on the ground on the other.

Planning regimesfor supermarket development in other European countries

12.98. The CPRE’s part of their investigation into land and building costs in France, Germany and
Holland (see paragraph 12.132) our consultants examined recent developments in the planning regime
for those countries. We were also provided with some information on the planning regime in Italy by the
DETR. These reviews are summarized in Appendix 12.6.

12.99. France, Germany and Holland have planning regimes which are designed to control the
growth of large supermarkets. As aresult, the planning regime in these countries is at least as restrictive
asitisinthe UK. The regimein France has been so restrictive since the enactment of the Loi Raffarinin
1996 that very few large supermarkets have been built since. In Italy, by contrast, where the retail sector
isless well developed, the law has been modified to make it easier to establish new retail outlets, in order
to modernise the market. An important feature of the planning regime in France is that, in addition to
needing a building permit, the developer of alarge retail outlet also needs alicence. In the UK, planning
and licensing are both included in the planning consent.

A possiblelicensing system for the UK

12.100. In France, the licensing system is independent of the planning system and the licence has
some of the characteristics of a personal user planning consent (see paragraph 12.18) in that it does not
necessarily transfer to the new owner if the land is sold before the completed outlet has been in operation
for sometime.

12.101. We asked our consultants what resources might be required to operate a similar licensing
system in the UK on the assumption that such a body would deal with applications for new stores over
1,400 sg metres and extensions over 500 sg metres where these were made by an operator who already
had a large market share in the locality. As a guide we suggested that this might cover perhaps a quarter
of al applications from the major parties.

12.102. We also carried out an assessment of the staffing resources that would be required for such a
self-standing unit in the OFT. We assumed, based on historic trends, that one-quarter of the 125 applica-
tions a year by the major parties would be referred to the unit and that one-third (about 11) of these
would then be contested, leading to an appeal. We estimated that a unit consisting of up to four full-time
professional staff and up to four support staff (including one legal adviser) would then be required.
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12.103. We recognize that this can only be a broad estimate but we do not think that a specialist unit
would need to be larger than this. Our consultants observed that it was difficult to predict the level of
resources required with any degree of certainty, bearing in mind that the level could change from year to
year reflecting changing market trends and the impact of planning policy.

Site acquisition
Methods of site acquisition

12.104. In edge-of-centre and out-of-centre locations, the main parties generally buy sites freehold or
on long leases and develop stand-alone stores themselves. Less often, a developer will acquire a site
(assembling it from separately-acquired plots if necessary) and sell it on to aretailer with a commitment
to build the store shell. Storesin atown or district centre development are more likely to be rented than
stand-alone stores. Overall, fewer than 10 per cent of proposed supermarket developments are rack-
rented. Larger multiples told us that there were no financial advantages in renting (see paragraph 12.121)
and that factors which militated against rack renting included the freedom ownership gave from landlord
interference in land use and the lack, in the UK, of any turnover and profit-related components of rents.

12.105. The main parties acquire land in a number of ways. First, they may buy existing stores from
other multiples (though sales of larger properties are comparatively rare). Second, they may compete for
entire sites where planning consent is likely, either in private negotiations or on the open markett. The
successful bidder will then either enter into ‘preferred developer’ arrangements (in which the vendor
gives the bidder exclusive negotiating rights for a short period to resolve outstanding issues) or short-
term contractual commitments conditional upon the grant of planning consent. Third, they may acquire
entire sites for which planning consent is uncertain, by way of conditional contracts or options. An initial
fee or deposit is paid and the buyer takes the site through the planning process. If the planning applica-
tion is successful, the retailer acquires the site at the agreed price. If not, it remains with the original
owner. There may be a lengthy interval between the initial conditional contract or option and the even-
tual completion of the transaction. Fourth, main parties may acquire sites unconditionally, even though
planning consent is uncertain.

12.106. Significant numbers of store sites are assembled from more than one parcel of land. Risk can
be controlled by securing options or conditional contracts, but outright strategic purchases of component
parcels are also made. Site assembly is generally slow—uwe were told of sites taking five years to put
together and of one taking ten. Even then planning consent may not be granted.

12.107. Details given to us of site-purchase contracts entered into but not yet completed show that
the proportion of single-plot sites fell in the period from 1996 to 1999. This suggests that large, single-
plot sites for superstores were becoming harder to find.

12.108. Once aretailer has acquired a site and built a store it may choose to sell it and lease it back.
Such arrangements were commonly used in the late 1980s when interest rates were running at histori-
cally high levels while property yields remained low. Since then, interest rates have fallen to levels close
to the yields on supermarket property investments and straightforward sale and leaseback is no longer so
attractive.

Differences between major parties acquisition profiles

12.109. We examined the differences between the acquisition strategies of Asda, Morrison, Safeway,
Sainsbury and Tesco. Two-thirds of Sainsbury’s sites for which we had sufficiently detailed information
were assembled from multiple ownership as were one-third of Morrison’s sites. Asda, Safeway and
Tesco tended to concentrate on sites in single ownership under conditional contracts or options, while
also buying some sites in multiple ownership.

12.110. Asda limited its acquisitions to sites for large-format stores—typically of 6,500 sq metres
(gross) and upwards—more often than not at premium prices, although it stated during our inquiry that it
was now considering smaller formats. Safeway, Sainsbury and Tesco looked for a wide range of sitesin
awide range of places while Morrison bought mainly large sites in secondary, less expensive, locations.
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Bidding

12.111. We analysed bidding data in some detail. We were particularly interested in whether bidders
took similar views about the value of sites.

12.112. The major parties provided particulars of their unsuccessful as well as their successful bids.
We were given data on 144 separate sites across the UK, with sufficient for an analysis of outcomes in
138 cases (for example, we were unable to determine the outcome of bidding where the buyer was not a
multiple). Table 12.18 analyses these 138 cases, showing the number of successful and unsuccessful bids
made by each of the five between 1994 and 1999 and the percentage of successful bids.

TABLE 12.18 Bidding outcomes

Number of
Number of unsuccessful Total number % of successful
Multiple successful bids bids of bids made bids
Asda 40 24 64 62
Morrison 9 28 37 24
Safeway 18 57 75 24
Sainsbury 31 42 73 42
Tesco 40 39 79 51

Source: The major parties.

12.113. We compiled a bidding profile for as many sites as possible. (There were sufficient data in
only 46 cases.) The data in these cases show that Tesco and Asda generally tendered higher bids and
succeeded most frequently. Morrison, in contrast, did not bid the higher prices needed to secure the better
sites and had a lower success rate. Safeway was also relatively unsuccessful but sometimes bid high to
obtain a specific site. Sainsbury was somewhat less successful than Tesco. The data also show that in
about 25 per cent of cases the highest bid was more than 50 per cent above the second highest—our con-
sultants advised us that spreads of up to 50 per cent might be expected when there was no directly com-
parable development site locally and where bids were calculated by reference to each bidder’s estimate
of profitability, and we saw examples where the successful bidder bid twice as much as the second
highest and three times the third highest.

12.114. The differences in proposed store area or development costs do not appear sufficient to
account for such a wide spread of bids. Retailers may differ in their views on a site’s potential turnover
and profitability (see, for example, the differencesin turnover per sq metre in Table 12.22) but, again, the
differences appear too great to be explained by this alone. Some may bid in hope rather than expectation.
Others may have strategic reasons for acquiring particular sites—such as breaking into a new area.

Costs of land

12.115. We looked at two aspects of land prices. First, we looked at the land costs of operationa
stores. Second, we looked at the prices specified in conditional contracts or options agreed between 1996
and 1999 and yet to become unconditional, which represent the most up-to-date information on land
prices available to us.

Land costs of operational stores

12.116. Table 12.19 summarizes the spread of costs agreed by a number of the main parties, over the
period 1992 to mid-1999, for the acquisition of land for complete stores which had opened by mid-1999.
(Sites acquired for extensions to stores are not included.) The data were incomplete. In particular, site
area was not always given—rarely so in Sainsbury’s and Somerfield's cases—so land costs per hectare
could not be calculated. Consequently, Table 12.19 does not take account of all stores opened. Despite
the small number of Sainsbury and Somerfield stores, it shows a very clear division between five
multiples who paid, on average, more than £] < ] million per hectare for sites (Safeway, Asda, Tesco,
Sainsbury and Waitrose) and four others whose average land costs were less than £] s< ] million per
hectare. The latter are mainly discounters, with the exception of Morrison whose policy has been to avoid
prime sites and whose supermarkets are nearly all located in the North of England. The high average
price paid by Waitrose reflects, at least in part, its concentration in the South of England.
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TABLE 12.19 Average land costs of existing supermarkets (prices agreed, 1992 to 1999)

Netto  Morrison Somerfield Aldi  Safeway Asda Tesco Sainsbury Waitrose
Average land cost

(£'000 per hectare) [ Figures omitted. See note on page iv. ]
Number of sites 11 28 1 112 78 18 66 7 9

Source: The main parties represented in the table.

12.117. Table 12.20, based on the same data as Table 12.19 (except for two transactions agreed in
1999), shows the average prices agreed by these two groups of multiples, for each of the years 1992 to
1998.

TABLE 12.20 Spread of land costs (prices agreed, 1992 to 1999)
Year of price agreement

1992 1993 1994 1995 1996 1997 1998

Asda, Safeway, Sainsbury,  Number of sites 28 42 25 31 22 21 9
Tesco and Waitrose Average price

(E£'000/hectare) 2,239 2,431 1,473 1,690 1,725 1,945 3,094

Aldi, Morrison, Netto and Number of sites 21 37 24 16 24 16 12
Somerfield Average price

(£'000/hectare) 852 764 1,236 420 1,203 1,564 983

Source: The main parties represented in the table.

Land pricesin recently-struck deals

12.118. Table 12.21 summarizes the information on recently-struck deals given to us by the major
parties. It is our most up-to-date information on food store land prices. Table 12.20 shows little consis-
tent trend in the prices agreed for large food store sites between 1992 and 1997 but both Tables 12.20
and 12.21 suggest a significant rise between 1997 and 1998, at least for the larger multiples. Asda and
Sainsbury also commented that prices had risen in the period from 1996, though Tesco considered that
prices had tended to fall over this period. Over the same period, there was a rapidly hardening market for
development land in London, the South-East and more favoured residential areas in the rest of the
country.

TABLE 12.21 Spread of land costs: deals struck, 1996 to 1999

Year deal struck

1996 1997 1998 1999*
Number of deals 10 35 60 30
Lower quartile (£'000/hectare) 1,285 1,532 1,468 1,631
Average price (£'000/hectare) 2,147 2,019 2,743 2,735
Upper quartile (£'000/hectare) 2,943 2,347 3,259 3,138

Source: The major parties.

*Incomplete year.

12.119. Most prices for the stand-alone store sites included in Table 12.21 ranged from around
£1.5 million to £3.3 million per hectare (£3.7 million per hectare in London and the South-East).* There
were exceptions. some prices in the conditional contracts reported to us were in a range from
£0.5 million to more than £8 million per hectare. Prices will depend on many factors including: location;
competition for the site; whether the site is bought with planning permission or not; whether the siteis a

!t should be noted that these figures represent the prices paid to the vendor, excluding financing costs and fees. We were not able
to obtain full-cost data on a consistent basis from the five.
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single plot or in fragmented ownership; and whether it is a replacement store or not. It should be noted
that if we had excluded Morrison from Table 12.21, the average land values would have been higher.

Rents

12.120. Asalready noted (see paragraph 12.104), most main parties prefer to buy sites freehold or on
long leases rather than rack-rent stores (though this is not always possible, especially in town centres).
However, we did review 20 rack-rental contracts entered into between 1997 and 1999, which covered the
whole of the UK. In 16 cases, the annual rent was between £110 and £180 per sq metre. In three cases,
all in central London, it was significantly higher (ranging from £240 to £538 per sgq metre) and in one
poor location it was significantly lower (E73 per sq metre). Rents for deep discounters typically ranged
from £80 to £120 per sq metre.

12.121. Asda and Safeway told us that in strict financial terms the advantages of rack renting were
marginal at best and could be negative. A similar view was put to us by Morrison. Safeway told us that it
could borrow (for example, by issuing ten-year bonds) at about 7 per cent before tax while the developer
of arack-rented store might expect an immediate yield of 8 to 8.5 per cent on his investment and upward-
only rent reviews. Over aten-year period, this might equate to 13 to 13.5 per cent, well above Safeway’s
cost of borrowing for purchase. Non-food retailers, on the other hand, might find rack rental the cheaper,
or only, option.

The cost of land for other uses

12.122. In view of the importance of main parties' land and buildings in their asset structure and
their potential impact on profitability and consumer prices, we sought to compare their land costs with
those of land for industrial or residential use and with those of retailers in non-food and discount food
sectors. Most of the main parties did not have details of any valuations of their property on the basis of
non-supermarket use so we relied on indirect methods of comparison.

Industrial and residential values

12.123. We used Vauation Office Agency (VO) statistics on prevailing industrial and residential
values. The VO publishes six-monthly average prices for a sample of towns and cities across England,
Wales and Scotland. These were compared with the main parties' data on prices paid for a sample of
stand-alone store sites. In making site-by-site comparisons we used, wherever possible, VO data relating
to a nearby town at the time the price of the store site was agreed; we relied on the market knowledge of
our consultants when no statistics were available for a nearby town.

12.124. Though our methodology was indirect, the results are reasonably clear. There are some low-
price transactions for store sites but, in the mgjority of cases, such sites command prices substantialy
greater than local values for residential or industrial development. The average cost per hectare of the
sampl e of transactions for stand-alone supermarket and hypermarket sitesin Table 12.21 was some six to
eight times the VO's prevailing industrial values and around four times its prevailing residential values
(although these factors vary greatly from site to site).

Other retail values

12.125. We next looked at values of land for non-food retailing. The most valuable non-food sites
tend to be those for large-scale retail outlets (‘retail warehouses'), for example for electrical goods or
DIY. Those with ‘open Al retail (non-food)’ consents are more valuable than those with conditions
limiting retailing to the sale of bulky goods. Away from town centres, food and non-food uses are not
readily interchangeable because of planning restrictions. Although the same PPG6 sequential approach
applies to both uses, retail impact tests for food and non-food developments are differently based. Whilst
an area may have a shortfall of floor space for food sales it could have a surplus of non-food space and
vice versa. Accordingly developers cannot usually choose between retail warehouse or food-store use of
asite.
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12.126. Thereis no public register or list of sales of retail warehouse sites. The market, like that for
food-store sites, is highly secretive. We were given data on a number of retail warehouses owned by two
of the major parties and, through our consultants, obtained information on other transactions involving
third party developers. Though prices varied considerably, most salesin 1998 and 1999 for which we had
details were in the range £1.1 million to £2.7 million per hectare. Though these figures could not be con-
sidered fully representative, they are not inconsistent with our consultants' advice that, in their experi-
ence, the general level of retail warehouse land costs in recent years had been some half to two-thirds
those of Asda, Safeway, Sainsbury, Tesco and Waitrose stores. Several main and other parties suggested
that the prices of land for supermarkets and for retail warehousing were converging.

12.127. Land prices for different uses will depend on the profit that can be generated from the land in
future years. Supermarkets achieve higher sales densities than other forms of retail, although in some
cases the profit margin will be lower. We compared turnover and operating profit per sq metre for differ-
ent retail sectors. Where we were able to obtain figures from annual reports we have used them, but in
some cases we have relied on the Retail Rankings—1999 Edition (Retail Intelligence 1999) for estimates
of sales per sq metre of selling area. The results are shown in Table 12.22. Given that the data have been
gathered from different sources, the figures for different retailers are not necessarily directly comparable,
and should be treated as indicative only.

TABLE 12.22 Sales per sq metre by retail sector

Operating  Operating profit

Sales (£ per margin £ per
Retailer Year sq metre)* % sq metre

Grocery sector
Sainsbury 1998/99 11,442 5.90 675
Tesco 1998/99 11,465 5.371 617
Morrison 1998/99 8,027 6.67 535
Asdat 1997/98 9,135 5.43 496
Safeway 1998/99 7,993 5.62 449
Waitroset 1998/99 9,263 4.018 374
Somerfield 1997/98 5,896 3.68 217
Budgens 1998/99 5,550 3.60 200
Furniture
IKEAT 1998 2,808 18.27 513
DFS%t 1998 4,423 11.39 504
MFIf 1998 2,033 8.24 168
Furniture Villaget 1998 2,453 3.37 83
Electrical & other durable goods
PC Worldt 7,145 474
Dixonst 1997/98 6,510 6.641 432
Currys Superstorest 5,068 337
Powerhousef 1997/98 4,950 3.91 193
Comet 1999 4,710 3.87a 182
Tempo 1999 3,340 5.24 175
DIY
B&Q 1999 1,419 9.86¢a 140
Wickest 1998 2,077 4.16 86
Homebase 1999 1,260 5.24 66
Focus Do It All Ltdt 1999 769 53 41

Source: Company annual reports, Retail Rankings 1999.

*Excluding taxes.

tCorrected to 52 weeks.

fSales per sq metre figures from Retail Rankings.

8Trading margin.

fIBreakdown for individual companies not available—figure is for Dixons Group in total.
oRetail margin.

12.128. Table 12.22 confirms that, in general, the larger food retailers make more profit per sq metre
than is made by non-food retailers, whereas for smaller operators the figures are similar. However, the
most successful non-food retailers achieve levels of operating profit per sq metre similar to those of the
larger food retailers. We had insufficient data to determine whether the more successful non-food
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retailers generally paid more for sites than others (and, in any event, non-food retailers do not typicaly
purchase their stores) although we did see some isolated examples suggesting that, to some extent, land
prices depend on the profit stream that can be generated.

12.129. Tesco confirmed that a differential existed between what it paid for land and the alternative
use value and that this differential was depreciated in its accounts. It attributed the differential mainly to
the fact that buyers frequently contracted to buy land only on condition that they got planning consent
(relatively hard to obtain for food use). This increased the risk to the seller who then needed to be com-
pensated via a higher price.

Land costs outside the UK

12.130. Some parties suggested to us that property costs in the UK were high in international terms
and independent surveys of property markets tend to support this view. Table 12.23, based upon analysis
by Deutsche Bank, suggests that leading UK grocers face land prices up to six times those of leading
Continental European retailers. Deutsche Bank suggests that land in the UK costs around $3,000 per sq
metre of selling space; in France, before the Raffarin Law was passed, it rarely exceeded $1,200 per sq
metre, while in the USA, the cost is $500 or below (Global Food Retailing, Deutsche Bank Research
(August 1999)). Taking a typical UK ratio of 1,250 sq metres of sales area per hectare of land, and an
exchange rate of 1.6 dollars to the pound, $3,000 per sq metre of selling space equates to £2.3 million per
hectare for the land—very much in line with the range £1.5 million to £3.3 million per hectare shown by
our data (see paragraph 12.119).

TABLE 12.23 Comparison of the cost of land between UK, European and US Retailers (US$ per sq metre of
selling space)

uss

1991 1996 1999*

Tesco 2,150 3,000 3,040
Sainsbury 2,700 3,350 3,400
Safeway 1,280 2,700 3,150
Asda 1,680 2,240 2,800
Morrison 1,600 2,000 2,560
Stoc (Carrefour group) 200 350 500
Albert Heijn (Ahold group) 450 500 750
Pryca 800 900 1,000
Colruyt 400 500 550
Safeway Inc 250 280 300

Source: Global Food Retailing, Deutsche Bank Research, August 1999.

*Estimated.

12.131. Deutsche Bank Research concluded that land costs tended to be higher in the UK than in
other countries because of:

e population density;
¢ planning constraints; and
e poor road infrastructure.

LE, echoing these views, said that planning constraints were the most important reason, since the intro-
duction of PPG6 and PPG13 and their equivalents had reduced the ability of retailers to develop out-of-
town sites, reducing the choice of locations for the retailer and increasing the demand for, and therefore
price of, town centre sites. It added that poor road infrastructure in the UK relative to Continental Europe
and the USA may aso limit the number of suitable locations for development in the UK and again
increase their price. We noted that sales densities were higher in the UK than in some other countries
(see paragraph 10.89), which might also contribute to higher land prices.
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12.132. In order to investigate these issues in more detail, we asked our consultants to carry out a
detailed survey of land costsin France, Germany and Holland. A summary of their analysis can be found
in Appendix 12.7. This suggests that land costs for supermarkets outside the centres of cities such as
London and Paris are typicaly five to ten times higher in the UK than in France, two to three times
higher than in Germany and five to seven times higher than in the Netherlands. As noted in paragraph
12.99, akey point of difference between the UK and France is the requirement for alicence in addition to
the equivalent of planning consent. Licences are not tradeable, but our consultants considered that, if they
were, their value could be 100 to 300 per cent of the cost of the undeveloped land. This suggests that, if
licences were tradeable, UK land costs would be some two to three times the cost of land plus the licence
in France.

12.133. We sent our consultants’ reports to the main parties for their comments. In general, they
were accepted as a reasonable attempt to quantify the differences between the countries, given the
scarcity of market data. Tesco appointed its own consultants to prepare a critique. Tesco's consultants,
apart from pointing to what they considered to be a number of factual errors in the reports, were of the
view that they did not arrive at any useful or supportable conclusions that would give worthwhile
pointers to areas for better practice in the UK. No alternative land valuations, or approaches to land
valuation, were proposed. Sainsbury was also critical of the reports, suggesting that worthwhile conclu-
sions could not be drawn from them (but without offering any alternative approach).

12.134. LE suggested that the cost of renting also varied widely from country to country. It observed
that the structure of leases varied between countries—see Table 12.24—and this could lead to differing
costs between countries. It said that leases in the UK were generally longer than leases el sawhere though
the length of UK leases was falling. In 1989 the average length of new commercial leases was 20 years
but by 1993 this had fallen to ten years. The biggest falls in lease lengths had been for retail property
where Ihe traditional 25-year lease common ten years ago had been widely supplanted by 10- or 15-year
leases.

TABLE 12.24 Typical lease structures for retail property

Length Premiums and Tenant's
(years) Rent increases key money leasing fees
France Minimum 9 Indexed annually to INSEE construc- In some prime locations Up to 30% of
tion cost index first year's rent
Germany Generally 10 Turnover to rent common indexed Rare 15-30% of
annually to cost of living index annual rent
Italy 6 Indexed annually to a maximum of Common and often 10% of annual
75% of cost of living substantial rent
UK Traditionally Upward-only review every 5 years Sometimes payable to 7-10% annual
25, but 10 landlord or tenant rent

now common
USA Between 5 Rent as a percentage of turnover com-  Rare Not applicable
and 10 mon with minimum payment indexed
to cost of living

Source: Jones Lang LaSalle.

12.135. Our consultants looked at rental values in France, Germany and Holland, and found signifi-
cant differences: rents in the UK were typically 20 to 100 per cent higher than in France, 40 to 80 per
cent higher than in Germany and 60 per cent above those in the Netherlands.

Comparison of land costs

12.136. In summary, a group of the main parties—Asda, Safeway, Sainsbury, Tesco and Waitrose—
have paid much more for land than other main parties (including Morrison). They have also paid more

Commercial Leases—A permanent Revolution? Drivers Jonas, 1997.
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for land than non-food retailers or industrial and residential users in the UK, and their counterparts in
other European countries. Table 12.25 shows typical values in each case (bearing in mind that land
values vary enormously, depending on location and condition).

TABLE 12.25 Comparison of land costs
Land cost
£'000 per hectare

Asda, Safeway, Sainsbury, Tesco and Waitrose 1,500-3,300
Other main parties 500-2,000
UK retail warehouses 1,100-2,700
UK industrial use 180-520

UK residential use 330-800

France food store 140-750*
Germany food store 500-1,600
Netherlands food store 250-5001

Source: CC analysis.

*Excludes ‘licence premium’.
TExcludes payments in lieu of parking spaces.

12.137. We discussed the financial impact of differences in land prices on profitability in paragraphs
8.90 and 8.91. There, we estimated that an increase of £125,000 per hectare in land prices would require
an increase in store prices of 0.14 per cent to maintain the same RONOA. The figures in Table 12.25
indicate that some of the larger main parties have, indeed, paid much higher prices for land, at least by
comparison with other retailers and their European counterparts. Prices paid by other main parties are in
line with those paid by non-food retailers but still higher, in general, than elsewhere in Europe.

Costs of development

12.138. The main parties gave us details of the development costs of store buildings opened from
mid-1992 onwards. The data did not include the costs of fixtures, and fittings were broken down into
four categories:

the shell building;

internal finishing;
« external works (eg site decontamination, parking, roads); and
o feesrelated to these.

The shell building was usually the largest part of total costs, although external works could sometimes
exceed it. Finishing costs ranged widely, from small up to as large as and occasionally greater than, the
cost of the shell building. Fees were almost never a significant element.

12.139. Table 12.26 shows averages of total building costs per sq metre of gross floor area for the
major parties for the period 1996 to 1999. Data are included only when figures were given for each of the
four cost categories listed above and rack-rented stores are excluded.
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TABLE 12.26 Average costs of buildings
£ per sq metre of gross floor area

Year of opening

1996 1997 1998 1999*

Number Number Number of Number
Major party Cost of stores Cost of stores Cost stores Cost of stores
Asda 2 9 9 2
Morrison - 6 5
Safeway =< 7 =< 12 =< 16 =< 4
Sainsbury 5 12 10 3
Tesco 15 16 20 2

Source: The major parties.

*Part year.

12.140. Table 12.26 shows that, in 1996, these parties were paying similar amounts. Since then costs
have risen, but Sainsbury’s and Tesco's costs have risen significantly more than the others’. The com-
parison between these and land costs in Table 12.27 shows that building costs and land costs are similar
for atypical store built at 2,100 sg metres of gross floor space per hectare.

TABLE 12.27 Comparison of food-store land and building costs

1996 1997 1998 1999

Average building cost (£ per sq metre) 1,264 1,395 1,540 1,507
Average building cost (£'000 per hectare @

2,100 sq metres per hectare) 2,653 2,791 3,234 3,165
Average land cost (£'000 per hectare)* 2,147 2,019 2,743 2,735

Source: The major parties.

*Figures from Table 12.21.

12.141. We did not have data on the building costs of multiple non-food retailers. Current represen-
tative figures are given in Spon’s Architects and Builders' Price Book' which quotes retail warehouse
costs (including fitting-out) of £470 to £630 per sq metre of gross floor area. The same publication gives
arange of £850 to £1,140 for a large food store. None of these figures includes fees or costs of external
works such as site preparation and roads (included in the data we obtained from the parties) but they do
include costs of fixtures and fittings such as refrigeration, shelving and check outs, excluded from our
data. Spon’s figures are therefore not directly comparable with the figures in Tables 12.26 and 12.27 but
nevertheless indicate the substantially greater building costs of supermarkets.

Costs of development outside the UK

12.142. Published information suggests that not only does land for UK stores cost more to acquire,
but that building costs are also higher. Deutsche Bank calculations of gross tangible assets per sq metre
of retail space for leading grocery retailers (taken as land costs, construction, other store build costs,
fixtures and fittings and IT systems) suggest that in the UK a store of 2,500 sq metres net floor space
costs between £15 million and £18 million.? This would be 2.5 and 3.5 times the cost in Spain, Germany
and France and five to six timesthe cost in USA.

12.143. LE suggested that tight planning restrictions in the UK might force external appearances to
conform to a higher specification than those in other countries, where retailers operated from factory-like
sheds rather than brick buildings, and that restrictions aimed at protecting old buildings could aso
increase costs for town centre stores.

"Davis Langdon & Everest, 2000.
%Global Food Retailing, August 1999.
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Comparison of development costs

12.144. Our consultants also examined building costs in France, Germany and the Netherlands (see
Appendix 12.7). Their analysis suggested that development costs in the UK were typically 2.5 times
higher than in France, 1.6 times higher than in Germany and 2.7 times higher than in the Netherlands.
Since development costs in the UK are the same order of magnitude as land costs for a typical super-
market, these differences are significant.

TABLE 12.28 Typical recent construction costs

Construction (shell only)
£ per sq metre*

Asda, Safeway, Sainsbury, 800
Tesco and Waitrose

Other main parties 300
UK retail warehouses 300
France food store 320
Germany food store 500
Netherlands food store 300

Source: CC analysis.

*Total building costs (including shell, externals, finishes and fees) are about twice those shown for shell.

Letting and sales: restrictions on use

12.145. The main parties cited a number of reasons for the sale of surplus stores—most frequently:
poor trading; the store did not fit company criteria (usually too small); or a replacement store had been
acquired or built. Occasionally stores are sold because an exceptional offer is received or to escape from

an onerous lease. Land becomes surplus and is sold usually because the supermarket fails to secure plan-
ning consent or, occasionally, because site assembly proves too difficult.

12.146. We reviewed the main parties' data on lettings and sales of surplus stores and land for evi-
dence bearing on two questions in particular:

O whether they restrict the use to which their surplus stores are put; and

O whether they hold non-operational land principally for the purpose of blocking development by
a competitor.

There are two main ways a multiple might restrict or prevent the reuse of a surplus store (or land) for
food retailing:

O letor sell to anon-food retailer; or
0 sl for redevelopment or break-up.

In both cases the seller may also place a restrictive covenant on the property, precluding food sales.

Letting of former stores

12.147. Table 12.29 shows the number of former stores held by each of the major parties now let or
sub-let for food store use. It shows that, with the exception of Safeway, these parties rarely let or sub-let
former stores to other food retailers. Most of the few counter-examples are comparatively small lease-
hold properties let to budget operators such as Kwik Save, Somerfield or Lidl, and independent retailers.
We saw no case in which store occupancy had changed between the major parties.
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TABLE 12.29 Stores let for food and non-food use

Former stores for Former stores for
Multiple food store use non-food use Total
Asda 2 3 5
Safeway 35 50 85
Sainsbury 1 8 9
Morrison 0 0 0
Tesco 1 28 _29
Total 39 89 128

Source: The major parties.

Sales

12.148. When disposing of a surplus store, a retailer may have little choice over its future. For
example, if aretailer were looking to build a new store the planning authority may consider that such a
development would be inappropriate if it entailed closure of an existing outlet in the town or district
centre.

12.149. When selling surplus property the main parties aim to maximize the value obtained. If the
value for non-food retailing or devel opment exceeds the food store value, it can simply sell to the highest
bidder, with or without a restrictive covenant precluding use as a food store. If the food-store value is
likely to exceed any aternative use value, then the retailer will take into account any effect that a sale to
a competitor will have on their trade from nearby stores. If this effect is likely to be significant, aretailer
may seek to avoid selling to a competitor, even if this means accepting a lower price. The examples
described in Appendix 12.1 illustrate how certain of the main parties assess the effect of retention of the
former store on their turnover and profitability and compare this with any reduction in sale proceeds if
the property is sold for non-food use.

12.150. If amain party imposes a restrictive covenant, it is usually to restrict the use of former stores
to non-food retailing where a replacement store is to be opened, with the aim of protecting the trading
position of the new venture. Sometimes a retailer may impose a covenant to satisfy the planning
authority’ s requirement to restrict the total amount of space for food sales, but this is unusual. We noted
that, under section 84 of the Law of Property Act 1925, the Lands Tribunal has powers to modify or
overturn restrictive covenants in a variety of circumstances, including if it is against the public interest,
and can require compensation to be paid to the beneficiary of the covenant. The Lands Tribunal told us
that most of the requests relate to residential properties and concern historic covenants (more than ten
years old) where circumstances have changed. It would be very unusual to overturn a recently-imposed
covenant (say within the previous five years) without a material change of circumstances.

12.151. If a store is sold for non-food use, without a covenant on the purchaser precluding food
sales, there is no guarantee that food sales will not be restored in the future, but early resumption is
unlikely. Redevelopment and, to a lesser extent, break-up offer more certainty that large-scale food
retailing will not be resumed on the site.

12.152. The main parties gave us details of sales of surplus properties since July 1994—mainly of
stores but also of land. These data suggest that many of them sometimes try to prevent stores surplus to
their needs being reused for food by potential competitors, particularly when the sale is associated with
the opening of a new store. On the other hand, some of them appear to be content to sell small stores for
reuse as convenience stores. Safeway and, to a lesser extent, Somerfield have sold many smaller prop-
erties for such use. Slightly larger stores are sometimes sold for continued use as food stores—mainly to
operators such as Kwik Save, deep discounters and independents. There was no evidence that such stores
are traded between the larger main parties though they occasionally buy going concerns from smaller
operators. In line with this, Safeway commented to us that the likelihood of negotiating a store-swap with
another of the major multiples was minimal.

12.153. Table 12.30 summarizes our findings in respect of the major parties by numbers of prop-
erties and the use to which they were subsequently put.
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TABLE 12.30 Uses of former sites

Asda Morrison Safeway Sainsbury Tesco

Total sales 9 3 475 49 60
Former use:

Food store 7 3 466 22 43

Other* 2 - 9 29 17
New use:

Convenience 344

Frozen food 16 2

Supermarket 1 1 21 4 7

Non-food retall 2 1 45 12 24

Development or break-up 6 1 49 33 27
Subject to covenant 4 1 8 7 14
Replacement store? 2 1 25 N/A 16

Source: The major parties.

*Mostly land.

Blocking purchases and retention

12.154. Most surplus sites are held pending disposal following refusal of planning consent. We
found no evidence in the data of surplus property retained primarily to block a competitor. Nevertheless,
where land is acquired to assemble a site for development it will effectively exclude a competitor from
acquiring it, unless the local authority resorts to compulsory purchase (an example is described in the
following paragraph).

12.155. In some cases we noted that the major parties had bought or acquired options on small
parcels but had not followed them up. Safeway told us of sites it held but where development had been
suspended as the expected financia returns had become inadequate. In another case a local authority,
having chosen Morrison to develop a site, is having to compulsorily purchase a part of the site which
Morrison told us had been bought by Tesco.
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