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Development Economics Study: Charnwood Borough Council

Consultation workshop

Background and progress with project

Three Dragons has been appointed by Charnwood BC to look at the issue of viability, affordable housing and site supply in their area.

The question  of the viability of land for housing is central to planning policy as a result of the recently published PPS3 (Para 29) which states that local authorities should, in forward planning,  set targets for affordable housing which reflect the ‘likely economic viability of land for housing’.  Local authorities are now responding to this requirement and it is, we feel necessary and helpful to take on board the views of developers, their agents and RSLs.

Three Dragons are working with the Council to ensure that this study links to related and ongoing work commissioned elsewhere.

Three Dragons are developing for the initial stages of the research a set of sub market areas and a ‘testing framework’ which will be considered as a basis for policy development.  The workshops represented a key milestone in the project and we were looking to obtain the views of experts in the field of housing delivery.

Questions for the agenda

The workshop aimed to discuss the impacts of affordable housing and other Section 106 contributions on the viability of sites and development in the Charnwood area.  Also to understand more about the varying factors that  impact on the deliverability of Section 106: development mix; density; and not least, the existing and alternative use value for sites, site specific infrastructure, market prices and whether the site is located on green field or on previously developed land.

Some specific questions were set out to be addressed:

· Key factors constraining the delivery of affordable housing? (including the current market position);

· The housing market varies – what is the case for split targets recognising viability reflects (in large measure) differences in house prices?

· What is specific about the land market in Charnwood – what types of policy are most appropriate recognising balance between green and brown field sites?  Should there be targets for green and brown field sites specifically?

· Are there areas where only low affordable housing delivery is possible?  If so, why?

· Viability – how to assess it – what are benchmarks?  What are land owner expectations? What’s going wrong (right?) with negotiations?

· Thresholds: is there an appropriate level that makes development viable?  Are small sites less viable than large ones?  Is there a case for a nil (or one unit threshold?)

· Development mix: what should be built to meet needs and demands.  Are there typical mixes that work (Three Dragons will need to test reasonable assumptions here)

· Off site contributions; where are these appropriate in the local market circumstances?  

· Related viability issues: other (than affordable housing) Section contributions; working towards CIL.
· Working protocols: how should viability be dealt with on a scheme by scheme basis; what scope is there for joint working and common practice?
· Any other issues
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1
Introduction

Three Dragons and B.Line Housing set out their approach to the study in a Powerpoint presentation.  This explained the two stage process: ‘High level’ testing and the case study approach.

Three Dragons explained that there will be consistency between the approach used for policy development, and the approach used by the District in negotiating sites.  The Borough’s Toolkit is likely to be the common approach, and will be adopted for this study.

The approach to the study met with general agreement.  It was explained that the study would not be concerned with individual sites and that these will have to be negotiated on their merits as they come through the planning process.

2
Key issues and constraints in delivering affordable housing

2.1
Generally

One issue raised here was the potential stigma impact of affordable housing on selling prices of market housing.  One delegate suggested a reduction of 5% to 10% depending on scale of site.  The impact of social rented housing is normally greater, particularly with larger family (social rented) units.

It was explained that the study will test a range of scenarios both with and without affordable housing grant.  This will highlight the need for public subsidy to bring forward sites where it is needed.

Higher build costs and the Code for Sustainable Homes was raised as a potential constraint to delivery.  It was explained that additional costs can be factored into the testing framework although it is difficult to know where to ‘pitch’ these costs as at each code level there are a range of costs reflecting a range of sustainability levels.

Current market conditions were raised as a potential constraint to delivering Section 106.  There was a concern that the affordable housing policy might directly hold back development.  The consultants stressed the need for the Council to look at policies over the longer (Plan) period over which the market could be quite different to today.  It was not the consultants’ view that the cause of housing market difficulties was explained by affordable housing policies, rather more a lack of mortgage finance.
A key issue in delivering affordable housing is the extent to which option agreements are flexible.  Sometimes developers can negotiate the Section 106 obligation into land owner agreements; in other instances, it is more difficult.

There is concern within the industry about the possible impacts of the CIL (Community Infrastructure Levy).  The consultants confirmed that this would be tested at an appropriate level.
2.2
Green field and brown field sites

Greenfield sites are not necessarily more viable than brownfield ones.  Viability depends not only on the existing use value but also where the scheme will be developed.  Greenfield sites attract additional infrastructure costs that may not apply on brownfield sites.

3 Viability assumptions

3.1
Generally

The consultants ran through their assumptions in relation to interpreting viability.  There was general agreement on the approach to be adopted.

It was highlighted that industrial sites which may otherwise provide affordable housing, have a high existing use value and also present a viability challenge where they accommodate viable business uses.

3.2
Development costs
The consultants outlined their assumptions on development costs.  These are shown in the table below.
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15% margin on gross development value for speculative elements of schemes was thought to be appropriate.  One delegate suggested that some Councils work at around 7% to 8% margin.  This is not considered to be sufficient.

3.3
Development mix and density

Taking into account feedback from both LAs and the workshops, a suggested density:mix testing framework is:
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3.4
Sub markets

Sub markets were discussed.  It was explained that these would be based ongoing work for the Strategic Housing Market Assessment between the consultants and the authority.
The implications of having split affordable targets was discussed.  It was suggested that split targets might lead to more realistic land owner expectations, although also to authorities allocating sites only in the highest value areas and that targets ultimately should reconcile housing needs and viability policy dimensions.
4
Small sites and thresholds

A discussion took place on small sites and thresholds.  Three Dragons questioned whether small sites are necessarily less viable – is it case that the key factors are location, mix and density and not necessarily site size?

It was explained by the consultants that any case for reducing thresholds would normally refer to the profile of sites coming forward as well as the viability of delivering smaller sites including affordable housing.
RSL management perspectives need to be considered on smaller sites.  There is no ‘magic number’ at which a commuted sum is more appropriate. 
One delegate stated that site set up costs (health and safety measures in particular) are more expensive on smaller sites.  In many cases however, these costs could be recouped by the sale of a more exclusive project – smaller scheme premium.

4 On site provision and commuted sums

Whether there is on or off site provision depends on site specific circumstances, not specifically viability.

Problems occur where on and off site contributions are not equivalent.  There are sometimes advantages for developers in a commuted sum in that they are able to achieve higher sales values for outright sale units on site.  It is important that negotiations on commuted sums are taken forward in a flexible manner.

6
Land owners

One delegate suggested (in relation to an east Midlands piece of research) that a realistic hope value for residential land is around £250,000 an acre (around £600,000 per hectare)

It was stated that land owner aspirations are less in lower value market areas.

Land values peaked in the Charnwood area at around £1.5 million per hectare in 2006/7, but these are now significantly lower.
It was stated that paddock land can be sold for £15,000 to £20,000 per acre (up to £50,000 per hectare).  This may be the appropriate existing use value ‘benchmark’ when considering the viability of rural sites for residential use.
