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The future of temporary construction
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mpty offices + housing shortage
= office-to-resi conversions. It
must have sounded like a simple
enough sum to government
ministers when they announced
that planning rules would be
temporarily relaxed so that buildings can be
changed from offices into homes. As usual –
and as surveyors are all too aware – the devil
is in the detail. If conversions are to be the
solution to either the affordability crisis in
housing or unwanted commercial buildings
left gathering dust by the recession, it will only
be after a range of financial, technical and
political constraints are overcome.
The strength of opposition to the policy
certainly took ministers by surprise. When
a free-for-all on the conversion of all
commercial uses was first mooted back in
2011, there was such an outcry that it was
shelved for more than a year, only resurfacing
in January this year. Local authority planners
warned of dystopian scenes, with the UK’s
commercial centres turned into luxury
apartments and bought up by absent overseas
investors, while entrepreneurs struggled to
find office space. The watered-down version
finally brought in from May 2013 applies only
to offices, and local authorities could apply to
exempt certain areas where there would be a
detrimental economic impact. Many applied,
and 17 were successful, including 11 in London.
So what will the consequences be for the
UK’s towns and cities? So far, surveyors report
definite interest from residential developers,
and some office-to-resi conversions are
already going ahead through the conventional
planning route, including a £350m scheme
at London’s 1960s Centre Point tower to
create 82 flats. Even small changes to the
complex planning system can have dramatic
unintended consequences, but there’s a
question over how much impact this
temporary relaxation in the rules can have
when there are so many other factors in play.
‘We’re seeing pockets of activity across the
UK, but it’s all about economics and it’s very
geographically specific,’ says Mark Farmer
MRICS, head of residential at EC Harris. The
financial viability of an office-to-residential
conversion is an intricate balance between its
likely value before and after, and the cost of the
conversion itself, and the potential value and
cost of a complete redevelopment. Farmer
points out that converting purpose-built
offices into residential units is easier said
than done. The crucial factor is the shape and
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Office to residential

ARE YOU
CONVERTED?
TEMPORARY RELAXATION OF PLANNING CONTROLS
MEANS THAT EMPTY OFFICES COULD NOW BECOME
NEW HOMES. BUT IS THIS REALLY THE ANSWER TO
THE UK’S HOUSING SHORTAGE?
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dimensions of the building: anything built
since the mid 1980s is unlikely to be suitable
without major structural alteration, because
these buildings can have deep floorplates,
and were designed to be air-conditioned
and artificially lit. ‘You end up having to cut
lightwells into the building or oversizing the
central core to get enough daylight,’he explains.
In central London, conversion rarely stacks
up financially because sky-high residential
values demand a premium product: ‘If you
attempt to convert an existing office building
into premium residential, you’re usually
compromising on the product,’ says Farmer.
‘Returns can therefore be significantly lower
than if you optimise the design, even with the
extra time and cost of a new build factored in,’
he adds. High-rise buildings are usually the
exception, where the additional costs and time
associated with major demolition shifts the
scales back towards conversion.
Even outside London, the economics still
rule out conversion in many cases. In markets
where there is still significant demand for
commercial space, such as Cambridge, the
value created by the conversion doesn’t justify
the cost of buying out leases and carrying out
the building work. Meanwhile, unwanted
offices on industrial estates will hardly be
more in demand as residential units: ‘No one
is going to buy dark, dingy conversions,’
comments Mike Derbyshire, director in the
London planning team at Savills.

Developers are also racing against the clock.
The permitted development rights expire in
May 2016, which means they have only three
years to find a suitable building, convert it and
begin the residential use. ‘What do you have
to have done to have “begun use”?’ wonders
Marcus Bate, a senior associate and planning
specialist at Pinsent Masons. ‘There might
be a limit to the size of project that can be
realistically completed within three years.
Also, it’s all very well changing the planning
rules, but how many buildings out there are
actually vacant and fit for residential use?’
Then there is the thorny issue of persuading
the local authority that planning permission
isn’t required in the first place. Developers
must first submit a prior notice demonstrating
that they’ve considered floor risk, and that the
development will not have an impact on local
transport. ‘The latter certainly is a matter of
judgement,’ says Derbyshire. In fact, local
authorities have considerable opportunity to
frustrate the process if they are so minded – a
worry for developers given the strength of
local authority opposition.‘We’re only dealing
with the first applications now, so it’s still to
be seen how reasonable and proportionate
authorities are going to be,’ says Bate.
‘You could end up having to give so much
information to the authority before they say
you don’t need any further approval, or that
such approval is given, that it almost becomes
as onerous as a planning application anyway.’ >>
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There’s also the catch that planning
permission will be required for any external
changes to the building, such as recladding
and adding balconies or car parking – and few
office buildings could realistically be made
habitable or attractive without some external
modification. But everyone believes that there
are a few cases where all the right ingredients
are in place. ‘I think it will work for tired old
buildings coming to the end of their useful
life that are next to city centre transport links,’
says Derbyshire. ‘I see it more as a welcome
injection of energy in difficult times than a
long-term structural change.’ He believes the
greatest opportunities are just outside the
central London exemption zone. ‘Places like
the edges of Camden Town and Kentish Town
are attractive to developers because residential
values are so high and you don’t need parking.’
Bate agrees that the exemption zone in
London could create value at the fringe:‘It’s an
opportunity for areas just outside the Central
Activities Zone to punch above their weight.
Previously, an investor or developer might
not have looked outside Zone 1, but if a site
doesn’t need planning permission, and is also
subject to lower Community Infrastructure

‘I see it more as an
injection of energy in
difficult times than a
structural change’
Levy charges and has good transport links, it
could become more attractive.’ Against the
cost of the conversion, the change of use
application may be a small element – but it
could just sway the balance on marginal sites.
While they may increase housing supply,
what conversions won’t do is bring forward
more affordable homes. Registered social
landlords must meet a range of very tough
standards to secure a social housing grant –
such as level 4 of the Code for Sustainable
Homes – which would be impossible or
prohibitively expensive to achieve with a
1960s office building, especially with the
lower value that affordable units would
generate. In fact, housing bodies fear the net
result may be fewer affordable homes, as
developers are able to swerve obligations
demanded by planners. ‘One of the principal
ways local authorities are able to ensure
affordable housing is built is through the

planning system,’ says Pippa Read, policy
leader at the National Housing Federation.
‘Converting commercial property into
residential property without going through
the planning system could increase supply in
some areas – but we’re concerned it may allow
developers to escape their obligation to deliver
affordable housing.’
Meanwhile, concerns remain that office
space taken out of the market will be hard to
replace when the upturn does come.‘If there’s
less commercial space, it could become more
expensive,’says Jeremy Blackburn, head of UK
policy at RICS. ‘There won’t be an immediate
drying up because there’s too much space at
the moment – but when the economy begins
to turn around, that might kick in.’
Residential-to-office conversions are much
more unusual – not least because of the
differences in ownership models: the average
commercial lease is now just 4.8 years
according to the British Property Federation,
while residential properties are sold with
leases of 99, 125 or even 999 years. Which
means that while the policy may be temporary,
any conversions that do take place will be as
good as permanent.
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‘There’s no harm in the policy but
it probably won’t revolutionise UK
cities. I think it will result in some
disused offices being turned into
housing – but not much and not
necessarily affordable housing. If
I were a developer, I wouldn’t look
at disused offices first unless it
was a really fantastic site – and
then I might be looking at the site
rather than the building. There
may be places where it works for
everyone and has a local impact,
but it won’t be something that
shows up in the figures looking
back. This happens every time
there’s a recession and excess
space in one area. In the 90s, a
policy to encourage switch of use
from offices to residential resulted
in a few conversions, but only
in the thousands of units.’

‘It’s about balance. It could be a
real problem if everyone’s living
in expensive homes and there’s
nowhere to accommodate new
businesses. But there are many
empty office buildings around
the UK – particularly in city centre
fringe locations – that have no
future as offices. They’re often 60s
or 70s buildings that don’t meet
modern requirements or are in the
wrong place. For these buildings,
it’s a stark choice: conversion to
another use, or the wrecking ball.
Here, the planning changes are a
positive thing, as they could smooth
the passage of a development
that’s currently just on the wrong
side of the economic dividing line
due to the cost of planning. When
that’s stripped away, a developer
might think it’s worth a punt.’

‘In regional towns, where there’s
very little demand for commercial
stock, this could be a boost. But
there’s a risk that many conversions
could change the dynamic of a city.
In São Paulo, Brazil, residential and
office accommodation is mixed up
over the core, which is chaotic and
means the city has little structure.
Whereas the City of London, which
has actually opted out of the policy,
is known for being very busy during
the day and very quiet at night –
and it obviously works. Residential
and office buildings need servicing
in ways that are incompatible – for
example, offices tend to be serviced
during the silent hours, when
residents would be trying to sleep,
while residential rubbish collection
takes place in the morning when
people would be going to work.’

‘I think there will be a handful of
conversions, but we’re not going
to see a wholesale “de-officing”
of towns and cities. Many office
buildings that come to the market
are in inappropriate locations,
surrounded by other offices, while
others are the wrong shape and
have low floor-to-ceiling heights.
There aren’t many office buildings
close to good transport links and
local amenities that haven’t been
redeveloped already. There’s also
a limited number of people that
can do it: as a rule, housebuilders
won’t consider older buildings, and
social housing providers require
Code for Sustainable Homes level
4, which is hard to achieve in a
conversion. That leaves the private
rented sector, but it will be hard for
non-housebuilders to get funding.’
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