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EXECUTIVE SUMMARY

South Tyneside Council (“the Council”) is currently in the process of developing its
Local Plan. To support this process, the Council requires independent viability testing

of its policies to ensure deliverability.

The Council therefore requires the latest draft policies to undergo viability testing. In
particular, we are instructed to advise the Council regarding affordable housing, S106
policy requirements and other policy provisions (such as the potential introduction of

the Nationally Described Space Standards, certain Building Regulations standards etc).

In July 2021 the government published an updated version of the National Planning
Policy Framework (‘NPPF’), replacing the previous version of the NPPF, revised in July
2018, and updated in February 2019. At the same time, the government also published
the Planning Practice Guidance (‘PPG’) on viability setting out more clearly how plan
viability should be approached. The Council therefore requires this updated review to

meet the requirements of the NPPF and PPG.

In terms of the testing methodology, central to undertaking viability testing is the
residual method of valuation (sometimes referred to as a development appraisal). This
is an established valuation approach, where the end value of the scheme once
completed is identified and from this all the costs of delivering the project are
deducted (such as construction costs, professional fees, planning policies, marketing,
developer profit etc). The result or ‘residual’ is equivalent to the price that can be paid
for the land. This residual land value is then compared to a separately assessed
benchmark land value (which is the minimum price deemed appropriate to encourage
a landowner to release the land for development). If the residual land value is below
the benchmark land value, the scheme is unviable. If it is above, the scheme is deemed
to be viable. This approach has been central to the viability testing adopted for the

purposes of this study.
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In line with the guidance, we consider it appropriate to undertake base appraisals (i.e.
with initial assumptions) and then undertake sensitivity analysis where key
assumptions are adjusted in the modelling and the appraisals re-run. This is to provide
a broader view on viability (recognising the approach can never be entirely robust).
The results of the base appraisals and sensitivity analysis can then be considered

holistically before conclusions are reached.

For the testing, the guidance recognises that not every site likely to come forward
during the period of the plan can be appraised, this is not considered to be practical.
Site typologies are therefore recommended, which reflect the likely scale of schemes

coming forward.

In preparing our appraisals we have identified a variety of primary and secondary data
sources. We have also undertaken stakeholder engagement (through a workshop and

a circulated questionnaire) to ensure the assumptions are as robust as possible.

In terms of residential development, our typology testing results shows that different
locations in the borough can sustain different levels of affordable housing. Based on
our modelling we conclude that the following affordable housing policy provisions are
reasonable (noting that the government has a minimum requirement for all sites to

provide 10% of the dwellings as ‘First Homes’).

Cleadon, East Boldon, Whitburn - 30%
West Boldon, Boldon Colliery, Hebburn - 20%
South Shields, Jarrow - 10%
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At these levels of affordable housing the typologies show that additional policy
requirements in relation to biodiversity net gain, electric car charging points,
accessibility and adaptability, Nationally Described Space Standards, forthcoming
changes to Building regulations, Sustainable Drainage Systems, open space, transport
and education can all be viably supported. Overall, expected contributions around
£13,500 per dwelling to cover these policies can be viably supported for the majority
of sites. Furthermore, a ‘stress test’ of additional contributions up to £18,000 per
dwelling show that this could be sustained for the majority of sites. However, beyond

this level scheme viability is likely to be impacted.

For the commercial testing, only the retail warehousing and small supermarket
typologies return a viable outcome, all the rest show a deficit below what is perceived
to be the viable outcome. However, it is stressed that investments of this nature are
particularly sensitive to small changes in yields. If yields were to contract, then it is
likely the leisure typology would return a viable outcome. It is also conceivable that
the medium and large-scale industrial schemes could also reach a viable position,
albeit may not just require a contracting of yields but also an adjustment in developer

profit expectations.
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Summary Schedule — Key ‘Basic’ Viability Assumptions (Residential)

Appraisal input Assumptions

Gross to net ratio 5 dwelling scheme  90%
10 dwelling scheme  90%
30 dwelling scheme  75%
80 dwelling scheme 70%
125 dwelling scheme 65%
250 dwelling scheme 65%
40 retirement flats  70%
100 flats 85%

Scheme density Majority at 35 dwellings per net Ha

Sensitivity testing at 30 and 40 dwellings per net Ha
40 retirement flats 100 per net Ha

100 flats at 400 per net Ha

Average dwelling size 5 & 10 dwelling scheme 98 sqgm

30, 80, 125, 250 dwelling scheme 90 sg m

40 retirement flats 65sqm

100 flats 60 sq m
Average sales values for housing | Cleadon £3,200-£3,500 psm
East Boldon/Whitburn £2,750-£3,000 psm

West Boldon/Boldon Colliery £2,350-£2,500 psm

Hebburn £2,250-£2,400 psm
South Shields/Jarrow £2,100-£2,250 psm
Social rent transfer values 40% of market value
First Homes 70% of market value
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Average ‘basic’ house build cost

£1,085 psm
£964 psm

10 or less dwellings -
11 or more dwellings -

Cleadon & East Boldon / Whitburn increased
to £1,194 psm in smaller scale schemes and
£1,060 psm in larger scale schemes

External / site infrastructure
costs

15% of the basic build cost

Contingency

3.5% of basic build costs and externals for greenfield
4.5% of basic build costs and externals for brownfield

‘Abnormal’ development costs

Greenfield —£200,000 per net Ha

Brownfield — £300,000 per net Ha

Professional fees

8% of build costs
6% of build costs

10 or less dwellings -
11 or more dwellings -

Marketing costs

2% of revenue
3% of revenue

10 or less dwellings -
11 or more dwellings -

Plus legal costs at £800

Finance Costs

per unit
10 or less dwellings - 7% debit
11 or more dwellings - 6% debit

Developer’s return

Market Value & First Homes
10 or less dwellings -
30 dwellings -
50 dwellings or more -

15% of revenue
18% of revenue
20% on revenue

All other affordable dwelling types charged at 6% on

revenue

Benchmark Land Values

Greenfield

Cleadon £800,000 per net Ha

East Boldon/Whitburn £600,000 per net Ha
West Boldon/Boldon Colliery £450,000 per net Ha
Hebburn £400,000 per net Ha

South Shields/Jarrow £300,000 per net Ha
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Brownfield
Cleadon £600,000 per net Ha
East Boldon/Whitburn £510,000 per net Ha

West Boldon/Boldon Colliery £450,000 per net Ha
Hebburn £360,000 per net Ha
South Shields/Jarrow £360,000 per net Ha
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INTRODUCTION

1.1.

1.2.

1.3.

1.4.

1.5.

South Tyneside Council (“the Council”) is currently in the process of developing its
Local Plan. To support this process, the Council requires independent viability testing

of its policies to ensure deliverability.

The South Tyneside Pre-Publication Draft Local Plan was the subject of an 8-week
consultation in 2019. However, the March 2021 Cabinet meeting authorised officers

to review the spatial strategy and produce a new Regulation 18 draft Local Plan.

It is essential that the policies and the allocations in the new draft Local Plan are
supported by robust viability evidence. We are therefore instructed to test the

emerging policies to ensure that they do not undermine development viability.

In July 2021 the government published an updated version of the National Planning
Policy Framework (‘NPPF’), replacing the previous version of the NPPF, revised in July
2018, and updated in February 2019. At the same time, the government also
published the Planning Practice Guidance (‘PPG’) on viability setting out more clearly
how plan viability should be approached. The Council therefore requires this updated

review to meet the requirements of the NPPF and PPG.

CP Viability specialises in providing advice to local authorities on all matters related to
housing and commercial development; including individual site assessments, area
wide studies and also providing expert witness advice at planning appeals. The
company’s Director, David Newham, has extensive experience in undertaking

development appraisals and market studies.
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2. NATIONAL POLICY CONTEXT AND PROFESSIONAL GUIDANCE

2.1. Introduction

2.1.1.

2.1.2.

2.1.3.

2.1.4.

Plan wide viability assessments are subject to a combination of national

planning policies and professional guidance.

The principal national policy is formed through the National Planning Policy
Framework (‘NNPF’). This was initially introduced in 2012 but was revised in
July 2018, February 2019 and most recently in July 2021%. The NPPF sets out the
Government’s planning policies and how these should be applied in plan

making.

In support of the NPPF, the government has also published (in July 2018 and
last updated in September 2019) a Planning Practice Guidance (‘PPG’) on
viability?. This provides detail on how viability assessments should be

undertaken, providing guidance on some key aspects of the process.

The NPPF and PPG supersede previous guidance documents. These documents
reiterate the importance of viability in plan-making, confirming that Local
Authorities should seek to ensure emerging policies are set at achievable levels
that do not financially undermine development sites being brought forward.
We have provided a brief overview of these documents and in particular the

areas relating specifically to viability testing.

1

https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/1005759/NPP

F July_2021.pdf

2 https://www.gov.uk/quidance/viability
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In addition to the government’s guidance, in March 2021 the Royal Institute of
Chartered Surveyors (“RICS”) also published a guidance note entitled
“Assessing viability in planning under the National Planning Policy Framework

2019 for England” 1%t Edition (see attached Appendix 1).

By way of context this chapter summarises the key aspects of the respective

guidance.

2.2. National Planning Policy Framework (‘NPPF’) July 2021

2.2.1.

2.2.2,

2.2.3.

2.2.4.

The NPPF sets out the Government’s planning policies and how these should

be applied in plan making. The latest version was updated in July 2021.

The NPPF states that developer contributions are to be expected from

development:

Paragraph 34 — Plans should set out the contributions expected from
development. This should include setting out the levels and types of affordable
housing provision required, along with other infrastructure (such as that needed
for education, health, transport, flood and water management, green and
digital infrastructure). Such policies should not undermine the deliverability of

the plan.
The NPPF is clear that there has to be a balance struck between Council policies
and scheme viability. It should not be the case that Council plans undermine

viability and therefore development.

The NPPF also explicitly refers to viability on a number of occasions. The key

paragraphs are stated below:

11
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Paragraph 58 — Where up-to-date policies have set out the contributions
expected from development, planning applications that comply with them
should be assumed to be viable. It is up to the applicant to demonstrate
whether particular circumstances justify the need for a viability assessment at
the application stage. The weight to be given to a viability assessment is a
matter for the decision maker, having regard to all the circumstances in the
case, including whether the plan and the viability evidence underpinning it is
up to date, and any change in site circumstances since the plan was brought
into force. All viability assessments, including any undertaken at the plan-
making stage, should reflect the recommended approach in national planning

guidance, including standardised inputs, and should be made publicly available.

Paragraph 68 — Strategic policy-making authorities should have a clear
understanding of the land available in their area through the preparation of a
strategic housing land availability assessment. From this, planning policies
should identify a sufficient supply and mix of sites, taking into account their

availability, suitability and likely economic viability. Planning policies should

identify a supply of:
a) specific, deliverable sites for years one to five of the plan period; and

b) specific, developable sites or broad locations for growth, for years 6-10 and,

where possible, for years 11-15 of the plan.

12
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Paragraph 77 — To help ensure that proposals for housing development are
implemented in a timely manner, local planning authorities should consider
imposing a planning condition providing that development must begin within a
timescale shorter than the relevant default period, where this would expedite
the development without threatening its deliverability or viability. For major
development involving the provision of housing, local planning authorities
should also assess why any earlier grant of planning permission for a similar

development on the same site did not start.

Paragraph 124 — Planning policies and decisions should support development

that makes efficient use of land, taking into account:

(b) local market conditions and viability [et al]

The general tone of the NPPF regarding viability is that the policies set by Local
Authorities through their plan-making should be set at levels which do not
undermine the viability of development. The NPPF is clear that there is a finite
level of available monies derived from development which can be used to meet
policy requirements. If the Local Authorities set their policies above this finite
threshold, then this will undermine scheme delivery. Policies should therefore

be carefully considered and set at realistic and deliverable levels.

With regard to affordable housing, the NPPF now explicitly refers to mix of
tenure and sets a minimum expectation by stating that at least 10% should be
made available for affordable home ownership. There are some exemptions,
albeit viability is not referred to as being a reason which qualifies as an
exemption (therefore this requirement also applies to sites located within low

demand areas):

13
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Paragraph 65 — Where major development involving the provision of housing is
proposed, planning policies and decisions should expect at least 10% of the
homes to be available for affordable home ownership, unless this would exceed
the level of affordable housing required in the area, or significantly prejudice
the ability to meet the identified affordable housing needs of specific groups.
Exemptions to this 10% requirement should also be made where the site or

proposed development:

a) provides solely for Build to Rent homes;

b) provides specialist accommodation for a group of people with specific
needs (such as purpose-built accommodation for the elderly or
students);

c) is proposed to be developed by people who wish to build or commission
their own homes; or

d) is exclusively for affordable housing, an entry-level exception site or a

rural exception site.

In Annex 2 what constitutes ‘affordable housing’ is defined as follows:

Affordable housing to rent: meets all of the following conditions: (a) the rent is
set in accordance with the Government’s rent policy for Social Rent or
Affordable Rent, or is at least 20% below local market rents (including service
charges where applicable); (b) the landlord is a registered provider, except
where it is included as part of a Build to Rent scheme (in which case the landlord
need not be a registered provider); and (c) it includes provisions to remain at an
affordable price for future eligible households, or for the subsidy to be recycled
for alternative affordable housing provision. For Build to Rent schemes
affordable housing for rent is expected to be the normal form of affordable

housing provision (and, in this context, is known as Affordable Private Rent).

14
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Starter homes: is a specified in Sections 2 and 3 of the Housing and Planning
Act 2016 and any secondary legislation made under these sections. The
definition of a starter home should reflect the meaning set out in statute and
any such secondary legislation at the time of plan-preparation or decision-
making. Where secondary legislation has the effect of limiting a household’s
eligibility to purchase a starter home to those with a particular maximum level
of household income, those restrictions should be used. Please note that
‘Starter Homes’ have effectively been replaced by ‘First Homes’ (see below for

further detail).

Discounted market sales housing: is that sold at a discount of at least 20%
below local market value. Eligibility is determined with regard to local incomes
and local house prices. Provisions should be in place to ensure housing remains

at a discount for future eligible households.

Other affordable routes to home ownership: is housing provided for sale that
provides a route to ownership for those who could not achieve home ownership
through the market. It includes shared ownership, relevant equity loans, other
low cost homes for sale (at a price equivalent to at least 20% below local market
value) and rent to buy (which includes a period of intermediate rent). Where
public grant funding is provided, there should be provisions for the homes to
remain at an affordable price for future eligible households, or for any receipts
to be recycled for alternative affordable housing provision, or refunded to

Government or the relevant authority specified in the funding agreement.

15



Local Plan Viability Testing
CP Viability Ltd December 2021

CPV

2.3. First Homes Guidance May 20213

2.3.1. This is defined in the guidance (Paragraph 001) as being “...a specific kind of
discounted market sale housing and should be considered to meet the
definition of ‘affordable housing’ for planning purposes”. The guidance goes on

to set out the following criteria to qualify as a First Home:
a) must be discounted by a minimum of 30% against the market value;

b) are sold to a person or persons meeting the First Homes eligibility criteria (see

below);

c) on their first sale, will have a restriction registered on the title at HM Land
Registry to ensure this discount (as a percentage of current market value) and

certain other restrictions are passed on at each subsequent title transfer; and,

d) after the discount has been applied, the first sale must be at a price no higher

than £250,000 (or £420,000 in Greater London).
2.3.2. Paragraph 001 goes on to state that:
First Homes are the government’s preferred discounted market tenure and

should account for at least 25% of all affordable housing units delivered by

developers through planning obligations.

3 https://www.gov.uk/quidance/first-homes

16
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The guidance is therefore clear that whatever the Council’s affordable housing
policy, at least 25% of the affordable houses provided should meet the First
Homes definition. This policy requirement needs to be considered alongside
the NPPF requirement (Paragraph 65, as set out above in Section 2.2) that all
homes delivered should provide at least 10% affordable home ownership,

which First Homes would qualify as.

By way of an example, for a 100 dwelling scheme if the Council had a 30%
affordable housing provision the following would need to be provided as a

minimum:

- First Homes: minimum requirement 25% of overall affordable houses = 7.5

(say 8 units)

- Discounted Market Sale: minimum requirement 10% of overall affordable
houses = 10 units in total. 8 already delivered as First Homes, so there would
be need for a further 2 Discounted Market Sale units (these could be
provided through a further 2 First Homes or some other form of Discount

Market Sale).

The criteria for a purchaser to qualify as a First Home buyer is stated in

Paragraph 007 of the First Homes guidance, as follows:

A purchaser (or, if a joint purchase, all the purchasers) of a First Home should

be a first-time buyer as defined in paragraph 6 of schedule 6ZA of the Finance
Act 2003 for the purposes of Stamp Duty Relief for first-time buyers.

17
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Purchasers of First Homes, whether individuals, couples or group purchasers,
should have a combined annual household income not exceeding £80,000 (or
£90,000 in Greater London) in the tax year immediately preceding the year of

purchase.

A purchaser of a First Home should have a mortgage or home purchase plan (if
required to comply with Islamic law) to fund a minimum of 50% of the

discounted purchase price.

2.4. Planning Practice Guidance (‘PPG’) on Viability (published July 2018 and updated

most recently in September 2019)

2.4.1.

2.4.2,

2.4.3.

This is an online tool, which has been regularly updated in recent years. This
seeks to provide planning guidance in the context of the NPPF, covering a
variety of areas including: viability, Build to Rent, CIL, Planning obligations,
Housing — optional technical standards, self-build and custom housebuilding

(amongst others).

This is split into 4 sections, as follows:

Section 1 — Viability and plan making
Section 2 — Viability and decision making
Section 3 — Standardised inputs to viability assessment

Section 4 — Accountability

We have summarised what we consider to be the key points raised in each

section, as follows:

18
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Section 1 — Viability and plan making

- Plans should set out the contributions expected from development. This
includes affordable housing and infrastructure (e.g. education, transport,

health etc).

- Affordable housing requirements should be expressed as a single figure

rather than a range.

- The role of viability assessment is primarily at the plan making stage.

- It is the responsibility of plan makers in collaboration with the local
community, developers and other stakeholders, to create realistic,

deliverable policies.

- Drafting of plan policies should be iterative and informed by engagement

with stakeholders.

- The price paid for land is not a relevant justification for failing to accord with

relevant policies in the plan.

- Assessing the viability of plans does not require individual testing of every
site or assurance that individual sites are viable. Plan makers can use site

typologies to determine viability at the plan making stage.

- It is the responsibility of site promoters to engage in plan making, take into
account any costs including their own profit expectations and risks, and

ensure that proposals for development are policy compliant.

19
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Section 2 — Viability and decision making

Where up-to-date policies have set out the contributions expected from
development, planning applications that comply with them should be

assumed to be viable.

It is up to the applicant to demonstrate whether particular circumstances

justify the need for a viability assessment at the application stage.

Where a viability assessment is submitted to accompany a planning
application this should be based upon and refer back to the viability
assessment that informed the plan; and the applicant should provide

evidence of what has changed since then.

Section 3 — Standardised inputs to viability assessment

Any viability assessment should follow the government’s recommended
approach to assessing viability as set out in this National Planning Guidance

and be proportionate, simple, transparent and publicly available.

With regards to revenue, for viability assessment of a specific site or
development, market evidence (rather than average figures) from the actual
site or from existing developments can be used. For broad area-wide of site

typology assessment at the plan making stage, average figures can be used.

Assessment of costs should be based on evidence which is reflective of local
market conditions. Costs include build costs, abnormals, site-specific
infrastructure, policy requirements, finance, professional fees and

marketing.

20
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Explicit reference to project contingency costs should be included in
circumstances where scheme specific assessment is deemed necessary, with

a justification for contingency relative to project risk and developers return.

To define land value for any viability assessment, a benchmark land value
should be established on the basis of the existing use value (EUV) of the land,
plus a premium for the landowner. This should reflect the implications of
abnormal costs; site-specific infrastructure costs; and professional site fees.
This should also be informed by market evidence including current uses,
costs and values wherever possible. Where recent market evidence is used
to inform assessment of benchmark land value this evidence should be
based on developments which are compliant with policies, including for
affordable housing. However, it is stressed that the principal method for

determining benchmark land value is the “EUV plus premium” method.

Where viability assessment is used to inform decision making under no
circumstances will the price paid for land be a relevant justification for failing
to accord with relevant policies in the plan. Local authorities can request
data on the price paid for land (or the price expected to be paid through an

option agreement).

Existing Use Value is the first component of establishing the benchmark land
value. Existing use value is not the price paid and should disregard hope
value. Existing use values will vary depending on the type of site and
development types. The premium (or the ‘plus’ in EUV+) is the second
component of benchmark land value. The premium should provide a
reasonable incentive for a landowner to bring forward land for development

while allowing a sufficient contribution to comply with policy requirements.

21
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For the purpose of viability assessment alternative use value (AUV) refers to
the value of land for uses other than its current permitted use, and other
than other potential development that requires planning consent, technical
consent or unrealistic permitted development with different associated
values. AUV of the land may be informative in establishing benchmark land
value. If applying alternative uses when establishing benchmark land value
these should be limited to those uses which have an existing implementable
permission for that use. Where there is no existing implementable
permission, plan makers can set out in which circumstances alternative uses

can be used.

For the purpose of plan making an assumption of 15-20% of gross
development value (GDV) may be considered a suitable return to developers
in order to establish the viability of plan policies. A lower figure may be more
appropriate in consideration of delivery of affordable housing in
circumstances where this guarantees an end sale at a known value and
reduces risk. Alternative figures may also be appropriate for different

development types.

The economics of build to rent schemes differ from build for sale as they
depend on a long-term income stream. Scheme level viability assessment
may be improved through the inclusion of two sets of figures, one based on

a build to rent scheme and another for an alternative build for sale scheme.

Section 4 — Accountability

The inputs and findings of any viability assessment should be set out in a way

that aids clear interpretation and interrogation by decision makers.

22
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- Any viability assessment should be prepared on the basis that it will be made

publicly available other than in exceptional circumstances.

- In circumstances where it is deemed that specific details of an assessment
are commercially sensitive, the information should be aggregated in
published viability assessments and executive summaries, and included as

part of total costs figures.

There is also a PPG on Community Infrastructure Levy (‘CIL") charging. This

states the following:

Charging authorities should set a rate which does not threaten the ability to
develop viably the sites and scale of development identified in the relevant Plan
(the Local Plan in England, Local Development Plan in Wales, and the London
Plan in London). They will need to draw on the infrastructure planning evidence
that underpins the development strategy for their area. Charging authorities
should use that evidence to strike an appropriate balance between the
desirability of funding infrastructure from the levy and the potential impact

upon the economic viability of development across their area.

An area-based approach should be therefore adopted, where viability is tested
across the different market areas of the Council’s boundary. Clear evidence
should be provided to support the adopted CIL rates and a balance should be
sought between maximising funds for infrastructure projects ensuring that
schemes remain viable and deliverable. In this regard, a ‘buffer’ allowance in
setting the CIL charge is recommended, which will help limit the impact of

changing market conditions on scheme deliverability.

23
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2.5. RICS “Assessing viability in planning under the National Planning Policy Framework

2019 for England” 15t Edition (published March 2021)

2.5.1.

2.5.2.

2.5.3.

2.5.4.

The RICS (Royal Institute of Chartered Surveyors) is a professional body which
sets professional standards for valuation work. With viability testing principally
being a valuation exercise the RICS standards are therefore an important point

of reference when undertaking viability assessments.

The purpose of this guidance note is to assist practitioners when undertaking
viability testing to ensure that the requirements of the Planning Practice

Guidance: Viability are met.

One of the key concepts set out in the Planning Practice Guidance: Viability
relates to how land value is accounted for in the modelling. In the foreword to

the RICS guidance, it states:

Previously in financial viability assessments, the prices paid for land in the
market were sometimes used as a justification by developers for being unable
to deliver planning policy requirements, introducing an element of circularity
within the process. Higher land prices reduce developer contributions and
reduced developer contribution expectations can fuel higher land prices. The
PPG now makes explicit that this should not occur under the new approach.
Market valuations of land will need to take account of this stronger expression

of policy requirements.

From the outset, the RICS guidance therefore acknowledges that when
attributing land value in a viability assessment ‘Market Value’ should not be
applied, instead the concept of ‘Benchmark land value’ (as defined in the

Planning Practice Guidance: Viability) should be applied.

24
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2.5.5. Insection 2.3 the guidance sets out a number of key principles, which we would

summarise as follows:

Local planning authorities have housing and commercial needs that are likely
to require the provision of infrastructure (e.g., education, health, affordable
housing etc). However, other stakeholders have requirements and
expectations (e.g., developer requires a return, landowners do not have to
release land for developer therefore they need to be incentivised). There is
therefore a balance which needs to be struck between these competing

requirements.

Landowners are therefore a key component. However, the RICS guidance

o

acknowledges that landowner expectations “... may include individual
criteria, such as cultural ties to the land, that create different values to
individual. Owners and may impact on the release price of that land. The
viability assessment system has to operate on a more objective level, and
landowners and other stakeholders in the planning process cannot expect
assessors to include subjective individual criteria when producing objective
market evidence. The reasonable landowner is not defined in the PPG but is

not interpreted in any other property market valuation as the actual owner”

(Paragraph 2.3.4).

25



Local Plan Viability Testing
CP Viability Ltd December 2021

CPV

The guidance goes on to indicate that one alternative option for a landowner
(to releasing the land for development now) is to wait for a different cycle in
the property market, which could result in a higher return. However,
Paragraph 2.3.6 notes that, “Plans need to consider potential changes to the
planning and development environment over the plan and the effect that
might have on proposed plan policies. Landowners should be aware of the
possibility that land allocated in the plan but not brought forward during the
life of the plan may not have that allocation renewed in a reviewed plan”. In
other words, simply holding out on releasing the land is not a guarantee that
a higher value in the future could be achieved and if the allocation is lost

then the value of the land would return to its existing use value.

This section of the guidance also briefly discusses the method used to
determine viability, which is referred to as the ‘residual’ method. Whilst the
guidance indicates that this is a reasonable approach to apply, it does
indicate that there are weaknesses associated with this method (see Section
3 of this report), being that “It is particularly prone to valuation variation at
the date of valuation, caused by a range of input assumptions at the

valuation date” (Paragraph 2.3.7).

To address the weaknesses in the residual method when assessing plan-
making viability the RICS guidance indicates that mandatory sensitivity

testing should be applied (Paragraph 2.3.9).

Developer risk is reflected in the level of developer return applied to the
viability modelling. However, as noted in Paragraph 2.3.13, “A review
intending to reduce developer contributions based on reduced income or
increased costs would be an attempt to protect the developer return and is

precluded under PPG paragraph 009”.
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- This section of the RICS guidance concludes as follows (Paragraph 2.3.15),
“The level of uncertainty regarding both valuations and market cyclicality,
the use of generic typologies and less fine-grained data in plan making, and
the number of other factors that drive development values make it
particularly important to treat the FVA as indicative rather than definitive in
terms of the viability of development when assessing the level of
contributions across a plan area. PPG paragraph 002 constrains plan-makers
not to use this variation to stretch the level of contributions beyond what is
indicated as viable. The PPG envisages that the policy requirements should
be set without the need for further viability assessment at the decision
making stage. Equally, developers and landowners should adjust their
expectations to fit. The requirements of the planning policy”. In other words,
there needs to be an appropriate balance between the requirements of
Landowners, Developers, Local Authorities and other Stakeholders to ensure

that developments can be viably delivered.

2.5.6. Therest of the RICS guidance document discusses the various paragraphs of the

2.5.7.

Planning Practice Guidance: Viability in more detail, upholding the principles

and key requirements, discussed above in Section 2.4 of this report.

One key element, not referred to above, is how abnormal costs are reflected in
the viability modelling. Paragraph 4.4.7 of the RICS guidance states, “Abnormal
costs related to the development and enabling infrastructure normally impact
on the development land value and not the EUV. Each case needs to be treated
on its merits, but if the development site value is reduced and the EUV is
unaffected, the premium is reduced. Any land transaction evidence also needs
to consider the correct adjustments for abnormal costs and enabling

infrastructure”.
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This is discussed further in Paragraph 4.4.8 which states, “Anticipated rather
than actual abnormal costs also reduce the land value and therefore the
premium, rather than impacting on the developer’s return or planning
contributions. The risks that anticipated costs are higher or lower than
anticipated, and that unanticipated costs will occur, are part of the risk
premium within the profit margin required by developers. It is only where the
premium above EUV falls below the minimum level needed for a reasonable
landowner to bring forward the site for development, that reducing emerging
or actual policy requirements, taking into account the deliverability of the plan

and all relevant circumstances, should be considered”.

Paragraphs 4.4.9 and 4.4.10 are also important, stating:

Where a residual valuation is being used to identify the residual planning

obligations, the BLV used in that calculation must allow for the reduction in land

value of a site that has abnormal costs.

If abnormal costs are not taken into account at the plan-making stage, they may

need to be taken into account in any decision-taking FVA, if applicable.

2.5.10.Section 5 of the RICS guidance explores the concept of Benchmark Land Value

in more detail, with particular consideration of how this relates to Market
Value, how this is arrived at and how factors such as abnormal costs feed into

the assessment. By way of summary:
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- There are 2 important differences between the concepts of Market Value

(used for other valuation exercises) and Benchmark Land Value (used

exclusively for viability testing) are method and evidence base.

(i)

(i)

In terms of method, Benchmark Land Values are established in a
specific way, with the Planning Practice Guidance; Viability setting
out clearly that the preferred method is through the ‘existing use
value plus premium’ method. In contrast, Market Value is based
on a combination of the residual approach and comparable land

transactions evidence.

In terms of evidence, Market Value has a greater reliance on
comparable land evidence. However, for Benchmark Land Value
Paragraph 5.1.4 states, “The PPG reduces the status of
comparable land transactions to that of a cross-check of the BLV

[Benchmark Land Value]”.

2.5.11.The most difficult element of establishing the Benchmark Land Value using the

‘Existing Use Value plus premium’ method advocated in the Planning Practice

Guidance: Viability is calculating the level of premium deemed necessary to

incentivise a landowner to sell the site. As noted in Paragraph 5.3.3 of the RICS

guidance, “There is no standard amount for the premium and the setting of

realistic policy requirements that satisfy the reasonable incentive test behind

the setting of the premium is a very difficult judgment”.

2.5.12.To establish the premium uplift the RICS guidance sets out (Appendix D) how

market evidence can be used to inform this. In Paragraph D.1.1 the 2 main

sources of evidence are stated as being:
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(i) Benchmark land value from other financial viability assessments
(ii) Land transactions, but only a cross-check to other evidence (and also

only land transactions that delivered full planning policies).

2.5.13.The RICS guidance therefore deems that the use of benchmark land value
premiums agreed on individual sites is suitable source of evidence for assessing
premiums within plan-making viability assessments. Paragraph D.2.3 states

that:

The assessor will need to have knowledge of the circumstances and factors that
were considered in determining the EUV and premium uplift within each
comparator. This also includes the policy considerations, particularly where

comparables are from outside the local plan area.

2.5.14.The RICS guidance is therefore clear that it is appropriate to consider premium
uplifts agreed on individual sites, even if they fall outside the Local Plan area.
However, adjustments do need to be made to ensure, as much as possible, a

‘like for like’ comparison is made.

2.5.15.Paragraphs D.2.6 and D.2.7 note that for brownfield sites the premium uplift is
usually a percentage of the existing use value, whereas for greenfield sites the

premium is more likely to be a multiplier.

2.5.16.For land transactional evidence the RICS guidance states (Paragraph D.3.3) that
land transactions need to be adjusted to ensure they are policy compliant.
Furthermore, there is an acknowledgement in Paragraph D.3.4 that the weight
given to land transaction evidence will be reduced “...where circumstances and
facts are not known...Land transaction information is partly in the public
domain (the Land Registry and other sources), but rarely is all relevant

information available”.
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2.5.17. In summary, the RICS guidance therefore builds on the Planning Practice
Guidance: Viability and explores in more detail the technical approaches that

are required to meet its requirements.
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3. METHODOLOGY

3.1. The Residual Method

3.1.1.

3.1.2.

3.1.3.

Central to undertaking viability testing is the residual method of valuation
(sometimes referred to as a development appraisal), as referred to in Section 2
above. This is an established valuation approach, which can be illustrated by

the following equation:

Completed Development Value
(i.e. Total Revenue)
Less
Development Costs
(Developer’s Profit + Construction + Fees + Finance)
Equals

Residue for Land Acquisition

In other words, to arrive at the land value the assessor assumes the scheme has
been completed, and from this income takes away all the costs associated with
delivering that scheme. The remaining sum, or ‘residual’ (if any is left), equates
to the value that could be paid for the land based on the development being

proposed.

Whilst a simple concept, it is stressed that in reality the residual method often
becomes a complicated and detailed approach. This is because the
methodology inherently requires a wide variety of inputs to be factored into
the assessment, all of which are subject to variance (e.g. sales values, build
costs, professional fees, abnormal works, Council policies, profit, marketing,
finance etc). All of these inputs need to be considered carefully, as potentially
relatively small variances to one or two inputs could have a significant impact

on the results of the assessment.
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This inherent flaw in the methodology is recognised by the RICS and wider
industry, and as a result ‘sensitivity’ testing is recommended to try and
minimise the impact of these potential variances. This involves adjusting key
elements of the appraisal (typically being stepped percentage changes in sales
values and build costs) to show the impact this could have on the viability
outcome. Nevertheless, and despite the limitations of the approach, the
industry still considers this to be the most appropriate methodology for

assessing development sites and appraising land value.

Furthermore, in undertaking a residual appraisal it is important to factor in the
impact that the timings of payments and income can have on funding and cash
flow. For this reason, and particularly for more complex developments, it is
appropriate to use a discounted cash-flow approach when preparing a residual

appraisal.

The residual method can be applied to both residential and commercial
development and is therefore applicable to area wide viability testing. We have

subsequently utilised this approach in undertaking our viability testing.

The guidance (Planning Practice Guidance: Viability and RICS guidance) is clear
that the appraisal inputs (e.g. revenue, build costs, professional fees,
developer’s profit etc) should be evidence based and reflect the dynamics of
the market being assessed. Stakeholders should be engaged to ensure the

adopted inputs are as robust as possible.

The residual method allows an iterative approach to be undertaken, as certain
appraisal inputs (such as planning policies) can be varied and tested to
determine their impact on overall viability. The method is therefore consistent
with the requirements of the National Planning Policy Framework and Planning

Practice Guidance: Viability.
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3.2. Benchmark Land Value (‘BLV’)

3.2.1.

3.2.2.

3.2.3.

3.24.

3.2.5.

As referred to above in Section 2, in short, the BLV represents the minimum
land value that a hypothetical landowner would accept to release their land for
development, in the context of the prevalent planning policies, as well as the
implications of abnormal costs, site specific infrastructure costs and
professional site fees. A BLV does not therefore attempt to identify the Market
Value, it is a distinct and separate concept used solely for the purposes of

viability testing.

To establish whether a site is deemed to be viable or not, the assessor will run
a residual appraisal (as described above) to identify the residual land value for
that particular site. This is then compared to the BLV (which is separately
assessed, as described below). If the residual land value is above the BLV, the

scheme is deemed to be viable. If it is below the BLV it is deemed to be unviable.

Establishing the BLV is therefore crucial in determining whether a site is viable

or not.

The approach to assessing BLV is discussed above in Section 2, with a particular
focus on what is set out in the RICS 2021 viability guidance and its technical
detail. However, for the purposes of this section, and to reiterate the key
concepts, we have referred to the requirements as set out in the Planning
Practice Guidance: Viability, which provides the framework for the concept of

Benchmark Land Value:

Paragraph 014 of the Planning Practice Guidance: Viability states the following:
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Benchmark land value should:

e be based upon existing use value

e allow for a premium to landowners (including equity resulting from
those building their own homes)

o reflect the implications of abnormal costs; site-specific infrastructure

costs; and professional site fees

3.2.6. The Planning Practice Guidance: Viability (again Paragraph 014) goes on to say
that:

- Existing use value should be informed by market evidence of current uses,

costs and values.

- Market evidence can also be used as a cross-check of benchmark land value
but should not be used in place of benchmark land value. There may be a
divergence between benchmark land values and market evidence; and plan
makers should be aware that this could be due to different assumptions and
methodologies used by individual developers, site promoters and
landowners. This evidence should be based on developments which are fully
compliant with emerging or up to date plan policies, including affordable
housing requirements at the relevant levels set out in the plan. Where this
evidence is not available plan makers and applicants should identify and
evidence any adjustments to reflect the cost of policy compliance. This is so
that historic benchmark land values of non-policy compliant developments

are not used to inflate values over time.

- In plan making, the landowner premium should be tested and balanced

against emerging policies.
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The Planning Practice Guidance: Viability goes on to explain and define ‘existing
use value’. This is stated as being the first component of calculating the BLV. It
is not the price paid for land and should disregard hope value for any future

development.

The second component of establishing the BLV is the premium (or the ‘plus’ in
the EUV+). This is described in paragraph 016 of the Planning Practice Guidance:

Viability as being:

It is the amount above existing use value (EUV) that goes to the
landowner. The premium should provide a reasonable incentive for a
landowner to bring forward land for development while allowing a

sufficient contribution to fully comply with policy requirements.

In other words, as abnormal costs increase, site value decreases and vice versa
(although it is not necessarily the case that cost equals value). This is because a
landowner would be forced to reduce their expectations of value as a developer
would have to factor in the cost of the undertaking the abnormal costs,
resulting in a lower offer. As long as the landowner still secured a reasonable
uplift over the EUV this would represent an acceptable deal and therefore the
scheme would be viable. It would become unviable if the offer became too
close to the EUV leaving no incentive for the landowner to release the land for

development.

3.2.10.In terms of assessing the uplift above the EUV, a differential should be made

between assessing previously developed land and agricultural (greenfield) land.
This is because the underlying EUV of an agricultural field will typically be
significantly lower when comparted to previously developed land. This means
that different premiums will need to be applied to encourage landowners to

sell.
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3.2.11.The Planning Practice Guidance: Viability is silent on the precise level of

premium that should be applied to existing use values, stating at Paragraph

016:

Plan makers should establish a reasonable premium to the landowner
for the purpose of assessing the viability of their plan. This will be an
iterative process informed by professional judgement and must be
based upon the best available evidence informed by cross sector
collaboration. Market evidence can include benchmark land values from
other viability assessments. Land transactions can be used but only as a
cross check to the other evidence. Any data used should reasonably
identify any adjustments necessary to reflect the cost of policy
compliance (including for affordable housing), or differences in the
quality of land, site scale, market performance of different building use
types and reasonable expectations of local landowners. Policy
compliance means that the development complies fully with up to date
plan policies including any policy requirements for contributions
towards affordable housing requirements at the relevant levels set out
in the plan. A decision maker can give appropriate weight to emerging
policies. Local authorities can request data on the price paid for land (or
the price expected to be paid through an option or promotion

agreement).

3.2.12.As stated above, evidence for premium uplifts can be based on benchmark land

values agreed through the viability process at decision making stage (this is also

discussed further in Section 2.5 of this report, which refers to the technical

approach as set out in the RICS guidance).
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3.2.13.Furthermore, the guidance does point to land transactions as being evidence
which can be referred to in an assessor’s considerations. However, the
guidance indicates that this should be used as a “cross check” only. If land
transactions are referred to, then it is appropriate for the assessor to ensure
that these are adjusted to the full planning policy requirements for that
particular scheme (as stated in Paragraph 014 of the Planning Practice
Guidance: Viability so that “historic benchmark land values of non-policy

compliant developments are not used to inflate values over time”).

3.2.14.Based on our experience in the market place a premium in the region of 5% to
30% above the EUV is typically expected for previously developed land
(dependent on the nature of the land). For agricultural land, where values will
be relatively consistent regardless of locational factors, the level of premium
will be significantly higher (and can fluctuate typically from 5 to 20 (or higher)
times the EUV).

3.3. Site Types

3.3.1. In Paragraph 003 of the Planning Practice Guidance: Viability it states the

following:

Assessing the viability of plans does not require individual testing of
every site or assurance that individual sites are viable. Plan makers can
use site typologies to determine viability at the plan making stage.
Assessment of samples of sites may be helpful to support evidence. In
some circumstances more detailed assessment may be necessary for

particular areas or key sites on which the delivery of the plan relies.
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3.3.2. Adopting a typology approach is therefore accepted when undertaking a plan
making viability assessment. Once identified, these are then tested using the
residual method, with comparisons to the separately identified BLV, as outlined

above.

3.3.3. The Planning Practice Guidance: Viability goes on to state in Paragraph 004 that
the types of sites assessed as part of the viability testing should represent the
likely supply of development over the plan period. Other characteristics of the

typology testing, as set out in Paragraph 004, include:

- Sites can be grouped by shared characteristics such as location, whether
they are brownfield or greenfield, size of site, current and proposed use,

type of development etc.

- Average costs and values can be applied to the different typologies.

- There should be engagement with landowners, site promoters and
developers to help ensure that the average assumptions applied are

“realistic and broadly accurate”.

3.3.4. Asfor strategicsites, Paragraph 005 of the Planning Practice Guidance: Viability

indicates that a site specific assessment is appropriate:
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It is important to consider the specific circumstances of strategic sites.
Plan makers can undertake site specific viability assessment for sites
that are critical to delivering the strategic priorities of the plan. This
could include, for example, large sites, sites that provide a significant
proportion of planned supply, sites that enable or unlock other
development sites or sites within priority regeneration areas.
Information from other evidence informing the plan (such as Strategic
Housing Land Availability Assessments) can help inform viability

assessment for strategic sites.

3.4. Iterative Approach / Sensitivity Testing

3.4.1.

3.4.2.

Through the appraisal testing stage adjustments can be made to the planning
policy contributions to adjust the outcome of the viability. For example, if the
full aspirational policy provisions are applied and the scheme is shown to be
unviable, this would demonstrate that the policy provisions are unlikely to be
deliverable (therefore failing to meet the requirements of the National Planning
Policy Framework). In this scenario, the policy provisions can be reduced and
the scheme re-tested. This can be done on an iterative basis up to the point

where the scheme is deemed to be viable.

Alternatively, it may be that the aspirational policy provisions are tested and
the scheme is comfortably viable, generating a surplus of income. Under this
scenario, the policy provision could be increased and the scheme re-tested until

there is a pre-set position of viability reached.

40



Local Plan Viability Testing
CP Viability Ltd December 2021

3.4.3.

3.44.

3.4.5.

3.4.6.

CPV

In adopting an iterative approach, it is therefore important to identify ‘base’
appraisals, from which adjustments can be made. This may involve simply
making an initial judgment on the planning policies to include in the appraisal

(for example onsite affordable housing and S106 contributions).

Having established a ‘base’ position, the model can then be re-run based on
adjustments to (i) planning policies (ii) key appraisal assumptions (a form of

sensitivity testing).

By way of example, if (in the base appraisals) a scheme is shown an unviable
outcome with a 20% affordable housing provision, the level of affordable
housing could be reduced to 15% and re-tested to determine with this
generates a viable outcome. In terms of sensitivity testing, sales values could
be increased by 5% and also separately reduced by 5% to see the impact this
has on the viability and subsequent planning policies. Likewise, it may be that
benchmark land values are adjusted (both up and down) to again see how these

impact on the viability outcomes.

The intention is therefore to have various appraisal ‘sets’ showing the viability
outcomes, which reflect the different assumptions applied. For example, one
‘set’ could be the base appraisals at 20% affordable housing, another ‘set’ could
be at 15% affordable housing, another would be the model with sales values
increased by 5%, another with sales values reduced by 5% and so on. The results
of the sets can then be reviewed holistically before a final conclusion is reached

on the suitable level of planning policies.

3.5. Our Approach

3.5.1.

On the basis of the above we have adopted the following approach for the

purposes of the plan wide viability testing:
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- We have identified hypothetical site types (in line with the previous study),
which we consider to best reflect the future supply of sites across South

Tyneside district.

- For each hypothetical site type or real site we have modelled a base
development appraisal, inputting the revenue and costs associated with
that scheme. This has been modelled in accordance with the residual
method, whereby the outcome is the land value (with all other inputs fixed

costs).
- Initially, we look to test base appraisals, building in the emerging policies.

- Adjustments are then made to policy provisions dependent on the viability

outcome of the base test.

- Furthermore, sensitivity testing is undertaken, where key appraisal inputs
are varied to test the impact on viability. This aids the overall analysis and

ensures that the conclusions reached are as robust as possible.

- In forming our recommendations, a holistic approach is taken to all testing

results.

3.6. Evidence

3.6.1. Primary datais crucial to ensuring the viability testing is robust. This can include
a variety of sources, such as the Land Registry for residential, build cost
databanks such as the Build Cost Information Service (BCIS) part of the RICS,
historic viability assessments undertaken across the region giving parameters

for appraisal inputs etc.
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Likewise appeal decisions from the Planning Inspectorate can provide a useful
indication of appraisal inputs, albeit the context of each case needs to be
understood before conclusions are reached. We have identified a number of

cases which we consider to be useful in the context of viability testing:

Parkhurst Road Ltd vs Secretary of State for Communities and Local Government

A High Court of Justice decision between Parkhurst Road Limited, the Secretary
of State for Communities and Local Government and the Council of the London

Borough of Islington (Citation Number [April 2018] EWHC 991).

The claimant (Parkhurst Road Limited) sought to challenge a previous appeal
decision relating to the development of a Former Territorial Army Centre in
Islington, London, which had previously been dismissed through a Planning
Appeal process. The case involved the examination of a number of key viability

issues, most notably in relation to establishing Benchmark Land Values (“BLV”).

Mr Justice Holgate dismissed the appeal and in his judgement supported the
approach adopted by the Council to establish the BLV of the site for the
purposes of the viability appraisal. The method used involved establishing the
existing use value and then applying a premium uplift to this figure to arrive at
a suitable BLV. This decision was a key influencing factor in the preparation of
the Planning Practice Guidance: Viability and in particular the requirements

relating to how BLV’s are established.

Land off Poplar Close, Ruskington, Lincolnshire (APP/R2520/5S/16/3150756) —

see Appendix 2

This related to a greenfield site comprising 67 dwellings.
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The Inspector ruled that it was appropriate to depart from the BCIS median
when identifying build costs, on the grounds that the BCIS data can be
considered to be inherently high and did not represent the savings made by

larger regional / volume housebuilders in terms of materials and labour.

Land off Flaxley Rd, Selby (APP/N2739/s/16/3149425) — see Appendix 3

This related to a greenfield site comprising 202 dwellings.

The Inspector went further than the Ruskington decision outlined above and
ruled that it was appropriate to depart from the BCIS lower quartile when
identifying build costs. Again, this was on the grounds that the BCIS has its
limitations as a data set and can be regarded as being inherently high for

schemes likely to be implemented by larger regional or volume housebuilders.

Land off Lowfield Road, Bolton upon Dearne, Barnsley

(APP/R4408/W/17/3170851) — see Appendix 4

3.6.10.This related to Phase 3, greenfield site of 97 dwellings.

3.6.11.This case related to the implication of a development in a low value area by a

‘low cost developer’ specialist (in this case Gleesons, but could also apply to
Keepmoat Homes, Lovell Homes, Kier Homes etc). The Inspector recognised
that for this type of development in this location, the developer would

implement a different type of product compared to other high value locations.
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3.6.12.To reflect this, the viability assumptions should therefore be adjusted to take
into account: significantly lower base build costs (particularly when compared
to the BCIS rates), a higher percentage allowance for external works, lower
professional fees and a lower debit interest charge. These adjustments resulted
in the scheme being shown to be viable (which was considered to be

appropriate as Phase 1 and 2 of the project had been delivered).

Land at Warburton Lane, Trafford (APP/Q4245/W/19/3243720) - see

Appendix 5

3.6.13.This related to a greenfield site of up to 400 dwellings, situated in a buoyant

market area within the district.

3.6.14.The Inspector concluded that there is a relationship between the level of
abnormal costs and the corresponding benchmark land value (on the basis that
as abnormals increase the benchmark land value decreases and vice versa). The

scheme details were as follows:

- The gross site area is 61.70 acres. The net developable area is 33.75 acres
(the areas are stated on page 25 of the decision notice, footnote 13).

- Abnormal costs were significant (and disputed). The appellant suggested
£486,500 per net developable acre, however the Inspector stated in
paragraph 127 that “...this information does not allay my concern that a
conservative position has been adopted [with regards to the abnormal
costs]”.

- The existing use value deemed appropriate by the Inspector totalled

£493,600. This is therefore equivalent to £8,000 per gross acre.
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- The Inspector goes on to state (in paragraph 119 of the appeal decision) that
a benchmark land value of £2.9million is appropriate. This is calculated by
applying 10 times multiple to the net developable area (33.75 acres) and
then a rate equivalent to £8,000 per acre for the remaining, undevelopable

land (27.95 acres).

3.6.15.Based on this decision, a multiple of the existing use value should therefore be

applied to the net developable area, not the gross site area.

3.6.16.Furthermore, a multiple of 10 times the existing use value was deemed to be
appropriate in the context of high abnormal costs (although the Inspector had
reservations as to the veracity of the suggested abnormal costs, but still judged

a multiple of 10 times the existing use value to be reasonable).
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4. COUNCIL DRAFT PLAN POLICIES

4.1. Introduction

4.1.1.

4.1.2.

The Council has provided us with an initial set of draft plan policies where there
is an anticipated impact on scheme viability (and therefore require

consideration within the plan wide viability testing).

Please note, this does not preclude other plan policies being introduced as the
Local Plan process progresses, which would also potentially impact scheme
viability. If other plan policies are introduced at a later stage, we would look to

revisit the viability testing by way of an addendum.

4.2. Policy 18: Affordable Housing

4.2.1.

4.2.2.

4.2.3.

This draft policy will seek an onsite provision off affordable housing (unless an
offsite commuted sum in lieu of an onsite provision is deemed acceptable by
the Council, to be determined on a site-by-site basis at the decision-making
stage). This will apply to all residential development providing 10 or more

dwellings or where the gross internal area is greater than 1,000 sq m.

The policy will set out a percentage requirement for affordable housing. The
level of percentage requirement, whether different percentages should be
applied to different locations / site types is to be determined through the

viability testing.

In terms of tenure mix, as per the current government requirements, 10% of
the housing delivered on a scheme will be delivered as affordable home

ownership.
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4.2.4. The Council has indicated that, based on the South Tyneside Strategic Housing

Market Assessment 2021 (“SHMA”) there was a need for 209 affordable units

per annum, with a suggested split of 75% for affordable housing for rent and

25% affordable home ownership. This needs to be considered alongside the

national requirement for at least 25% of all affordable dwellings provided to be

Discounted Market Sale.

4.3. Policy 20: Technical Design Standards for New Homes

4.3.1. This includes 2 elements, as follows:

(i)

All new build dwellings to comply with Building Regulations M4(2)
Category 2: Accessible and adaptable dwellings. To meet this standard
reasonable provision must be made for people to gain access to and use
the dwelling and its facilities. The provision made must be sufficient to
meet the needs of occupants with differing needs including some older
or disabled people and to allow adaptation of the dwelling to meet the
changing needs of occupants over time. As this is an optional standard,
there is limited available evidence to demonstrate the impact meeting
this standard would have on overall build costs. However, the Ministry
of Housing, Communities & Local Government released a consultation
paper in September 2020 titled “Raising accessibility standards for new
homes” (see Appendix 6), in which it stated (Paragraph 45) that the
estimate to meet the M4(2) standard was £1,400 per new dwelling.
Allowing for sales price inflation, and adopting a cautious approach, we

consider a £1,500 per dwelling allowance to be appropriate.

48



Local Plan Viability Testing

CP Viability Ltd December 2021 @

(i)

CPV

Up to 12.6% of new build housing for schemes of 50 dwellings or more
to comply with Building Regulations M4(3) Category 3: Wheelchair user
dwellings. Reasonable provision must be made for people to gain access
to and use the dwelling and its facilities. The provision must be made
sufficient to (a) allow simple adaptation of the dwelling to meet the
needs of occupants who use wheelchairs or (b) meet the needs of
occupants who use wheelchairs. As this is again an optional standard,
there is limited available evidence to demonstrate the impact meeting
this standard would have on overall build costs. For this reason, it is
considered the EC Harris “Housing Standards Review — Cost Impacts”
report from Sept 2014 (see Appendix 7) provides an important evidence
base for the construction costings. The report includes a variety of cost
estimates related to construction work, process costs, approval costs
etc. For M4(3) adaptable the cost estimate (as set out in Pg 38 of the EC
Harris report), the costs range from £7,607 to £10,568, dependent on
dwelling type. According to the BCIS All-in Tender Price Index (a
measure of construction cost inflation regularly used in the industry)
build costs have increased by 26% since Sept 2014. This adjusts the
range to £9,585 to £13,316. However, the upper end of the range
reflects housing (and the lower end flats). For the purposes of the
modelling, we consider the housing to be more appropriate, therefore
we have applied a (rounded) average rate of £13,000 per dwelling to
meet the M4(3) adaptable standard. Adopting the same approach for
the M4(3) accessible standard, we calculate an average cost of £28,000

per house.
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4.4. Policy 47: Design Principles

Policy SP2: Strategy for Sustainable Development to meet identified needs

Policy 48: Promoting Good Deign with New Residential Developments

4.4.1. This group of policies relates to general design. Policy 47 relates to a

4.4.2.

requirement for high quality design in all developments and sets out a specific
list of design principles which would be supported by the Council. Policy SP2 is
a commitment to deliver sustainable development, with specific reference to
reducing carbon emissions, re-use of brownfield land (where possible) and
deliver between 20Ha and 37Ha of land for general economic development,
amongst other targets. Policy 48 relates to major developments providing 10
units or more and lists a number of design requirements, including the

incorporation of electric vehicle points.

In terms of how these policies can impact on viability, of particular relevance is
the changes to Part L of the Building Regulations (which the government
announced in Jan 2021). This is based on “Option 2 — Fabric Plus Technology”,
intended to deliver a 31% improvement on current Part L standards by minor
fabricincreases alongside low-carbon heating and renewables. The Interim Part
L regulations are due to come into effect from June 2022. However, there is
also a 12 month transitional period. Larger sites registered before June 2022
will therefore be able to take advantage of the transitional arrangements (and
build to the current standards) until June 2023. The way the transitional
arrangements work is that this applies to individual dwellings, not schemes. If
a scheme is therefore midway through being constructed at June 2023, the
dwellings constructed before June 2023 will not need to meet the new Part L

requirement, but those built after June 2023 will have to.
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Paragraph 2.3 of MHCLG’s “The Future Home Standard” 2019 consultation (see
Appendix 8) estimates an average cost of £4,850 per dwelling to meet the
Option 2 standard. However, an article from Savills dated 17t February 2021
(see Appendix 9) refers to a range of £3,000 to £5,000 per unit. This article also
states, “Higher build costs to adhere to Future Homes Standard are already
being factored into land bids with vendors being asked to include these extra

costs in their land appraisals”.

In order to ‘futureproof’ the Local Plan viability testing it is considered
reasonable to allow for costs associated with the forthcoming Part L changes
within the modelling (and to the 31% requirement set out by the government).

However, we would make the following comments:

- Itis important to stress that the viability modelling to date is based on ‘pre-
Part L update’ dwellings therefore the sales values are based on dwellings
that have not been subject to these changes. The reality is that, at least to
some degree, housebuilders will try to mitigate these costs by inflating sales
price. This is not to say that there will be a corresponding uplift in the sales
value to offset the precise cost of the Part L changes, but housebuilders will
try as much as they can to pass over some of these costs to house
purchasers, which will serve to water down the impact on the scheme
viability. This is the natural process involved in setting new build house
prices (the starting point for a housebuilder is to adjust prices to
appropriately reflect the costs incurred in building that dwelling whilst

achieving a target level of profit).
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- Itisalso likely to be the case that costs to meet the Part L regulations will fall
over time as these become a standard requirement (through economies of
scale). By way of an example, “Option 2” of the Part L changes include a
provision for Photovoltaic (solar) panels. According to the International
Renewable Energy Agency’s “Renewable Power generation Costs in 2020”
report published in June 2021 (see Appendix 10), as stated on Pg 26, the cost
of solar panels fell by 85% between 2010 and 2020. This is explained by
“...declines in module prices — which have fallen by 93% since 2010, as
module efficiency has improved and manufacturing has increasingly scaled-
up and been optimised”. With the market for Solar Panels still growing it is
anticipated that costs will continue to fall, which would leave MHCLG’s

estimate from 2019 as being outdated.

Taking into account efficiency savings through economies of scale,
housebuilders looking to ‘pass over’ costs to purchasers in the future and also
these costs being net from land values, it is important that the costs associated
with the Part L changes are not overstated in the viability modelling (as this
would potentially undermine Council policy requirements). Having considered
this, and in looking to adopt a reasonable and balanced approach, we have
assumed a fixed average cost of £2,500 per dwelling to reflect the Part L

changes.

In addition, with the government’s target of 2030 to end the sale of
conventional petrol and diesel powered cars, it is also considered appropriate
to allow for electric car charging points within new build schemes (which are
becoming increasingly common place through new development). Based on
our experience of testing sites across the country, we consider an average

allowance of £500 per dwelling to be appropriate to cover these costs.
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4.5. Policy 43: Development Affecting Designated Heritage Assets

Policy 44: Archaeology

Policy 45: Development Affecting Non-Designated Heritage Assets

4.5.1.

4.5.2.

4.5.3.

4.5.4.

This group of policies relates to the development of designated and non-

designated heritage assets and where archaeological study is required.

In our experience, designated and non-designated schemes will vary
significantly from site-to-site, owing to the individualistic nature of this type of
development. It is not therefore possible to test viability at the Local Plan stage
in any meaningful way for this type of development category. Instead, viability

will need to be tested on a site-by-site basis at the decision-making stage.

As for archaeological requirements, this will not impact on every site therefore
it is not necessary / appropriate to allow for costs associated with this policy
within every typology. Furthermore, the impact on viability will also fluctuate
from site-to-site dependent on the specific nature of the archaeological works

required.

For the purposes of the plan viability testing, though, we do consider it
appropriate to include a sensitivity test which reflects this particular policy. Our
Sensitivity Test 1 subsequently applies the base appraisal assumptions, but also
includes an additional £50,000 sum to cover archaeological works, plus a 6

month delay in the pre-construction phase.
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4.6. Policy 33: Biodiversity, Geodiversity and Ecological Networks

Policy 34: internationally, Nationally and Locally Important Sites

Policy 35: Delivering Biodiversity Net Gain

Policy SP23: Green Infrastructure

4.6.1.

4.6.2.

4.6.3.

Policy 33 includes a requirement to avoid / minimize adverse impacts upon
biodiversity and geodiversity (in accordance with the mitigation hierarchy) and
provide measurable net gains for biodiversity. Policy 34 refers to how important
sites will be protected and details the circumstances in which development that
affects these sites may be deemed suitable. Policy 35 sets out a requirement
for Biodiversity Net Gain of at least 10%, with a focus on delivering biodiversity
net gain onsite (if possible). If onsite provision cannot be provided an offsite
compensation is to be agreed with the Council. Policy SP23 relates to the

Council’s delivery of green spaces throughout the borough.

To calculate the biodiversity value of a site the Department for Environment,
Food & Rural Affairs (“DEFRA”) recommends the use of its biodiversity metric
(an online tool freely available to use). The metric calculates the values as
“Biodiversity Units”, which are calculated using the size of the habitat, its

quality and location. This assessment is required on a site-by-site basis.

In terms of an onsite provision, the cost estimate as set out in the Regulatory
Policy Committee summary dated 6™ June 2019 (see Appendix 11) is a cost
equivalent to £900 per Ha for site surveys and £19,698 per Ha for creation and
30 years maintenance. This is therefore a combined cost estimate of £20,598

per Ha.
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4.6.4. Interms of the offsite provision, DEFRA’s consultation refers to “compensation
habitats”. There is also reference to “Habitat Banks” (which are existing
schemes elsewhere that a developer could pay towards to acquire “Biodiversity

Credit” to offset the requirement identified on their specific site.

4.6.5. In terms of how this works in practical terms, based on our research of other
Local Authorities that have an existing Biodiversity Net Gain policy (including
Greater Manchester Combined Authority, Leeds City Council, Wakefield Council

and Kirklees Council), we note 2 main options to meet the policy requirement:

(i) Use of off-site land under the control of the applicant.

(ii) The use of land currently controlled by the Local Authority or a third-
party (i.e. a Habitat Bank). A net gain for biodiversity Sum (Biodiversity

Credit) is then calculated based on the Biodiversity Units.

4.6.6. In terms of how the Biodiversity Units are calculated, from our review, we
consider the approach set in Leeds City Council’s policy to reflect a reasonable
position®. This indicates that 1 Biodiversity Unit will be £20,000 and index
linked. It will also be pro-rate (for example if 0.4 Biodiversity Units are

calculated this will equate to £8,000).

4 https://www.leeds.gov.uk/planning/conservation-protection-and-heritage/achieving-net-gain-in-biodiversity-
guidance-for-developers
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The Council commissioned The Ecology Consultancy to undertake a review of
potential site allocations across the Borough with regards to likely ecological
constraints and the deliverability of 10% Biodiversity Net Gain (completed in
September 2021 see attached Appendix 12). This considered 7 different
potential sites. The report concludes that the majority of the sites were unable
to meet the full 10% Biodiversity net Gain requirement through an onsite
provision. Instead, a combination of on and off-site provision was deemed

necessary.

As set out above, the level of Biodiversity Value will fluctuate from site-to-site
dependent on the Biodiversity Metric. However, for the purposes of the Local
Plan viability testing it is considered reasonable to adopt an overall average
assumption to be included in the modelling. Based on the findings of The
Ecology Consultancy report, we consider it appropriate to assume in our
typology testing that this policy would likely be met through a part onsite /

offsite provision.

Adopting a cautious approach, for the onsite provision we have assumed that
10% of the gross site area would be provided as land that meets the
requirement of the Biodiversity Net Gain policy. This is charged at £20,598 per
Ha. For the offsite provision, we have assumed an equivalent portion of 100%
land would need to be offset for example through the use of a Habitat Bank, as
described above). For illustrative purposes, if a 10Ha site had a 10% onsite
provision of 1Ha, our approach assumes that a further 10Ha would be required

offsite. This is calculated at £20,000 per Ha as discussed above.
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4.7. Policy 37: Protecting and enhancing Open Spaces and Green Infrastructure

4.7.1. This draft policy requires that for all developments providing 10 or more

4.7.2.

4.7.3.

dwellings there will be a requirement for onsite open space provision. Where
onsite provision cannot be provided (and is proven) an offsite commuted sum

would be payable.

We have assumed that there would be some level of onsite provision within the
typologies, to reflect the Council’s desire for onsite provision (where possible).
However, and adopting a cautious approach, it is assumed that some level of

offsite contribution would also be required to meet this policy requirement.

The offsite contribution would be calculated on a site-by-site basis. However,
for the purposes of the Local Plan viability testing we have assumed an average
rate to apply to the modelling. To identify a reasonable average figure we have
reviewed the open space offsite contributions collected by the Council for past

schemes that have come forward and note the following:
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Amount

CPV

Planning
Granted

Development
ST/2316/09/FUL
ST/0885/10/FUL
ST/1787/09/FUL
ST/2042/10/FUL
ST/1451/11/FUL
ST/1826/11/FUL
ST/1827/11/FUL
ST/1323/10/FUL
ST/0624/12/FUL
ST/0013/13/FUL
ST/1739/12/FUL
ST/0081/13/FUL
ST/0046/13/FUL
ST/1631/12/FUL
ST/0715/13/LAA
ST/0721/13/LAA
ST/1066/13/FUL
ST/0969/13/FUL
ST/0503/14/FUL
ST/0938/14/FUL
ST/0108/15/FUL
ST/0814/15/VC
ST/1107/18/FUL

Open space and leisure
Open space and leisure
Open space and leisure
Open space and leisure
Open space and leisure
Open space and leisure
Open space and leisure
Open space and leisure
Open space and leisure
Open space and leisure
Open space and leisure
Open space and leisure
Open space and leisure
Open space and leisure
Open space and leisure
Open space and leisure
Open space and leisure
Open space and leisure
Open space and leisure
Open space and leisure
Open space and leisure
Open space and leisure
Open space and leisure

[ e o T o T o T o T o O e T o TN o N o TN o N o T o O e T o O e o T o N o I o N o NN e o T 0 I ]

4,197
29,565
20,834

3,600
33,362
16,360
21,432

8,820
61,200
15,969

114,113
38,508

3,728

1,577
11,493
19,138
11,072
11,764
41,926
15,136

836
11,588
62,000

71
21

53
26
35
291
122
81
148
222
16
8
33
55
32
33
118
42
5
47
62
Average

Dwellings Rate / unit

600
416
992
600
629
629
612
30
502
197
771
173
233
197
348
348
346
356
355
360
167
247
1,000
440

23/09/2010
14/01/2011
08/04/2011
27/04/2011
21/12/2011
12/03/2012
12/03/2012
21/06/2012
22/10/2012
22/03/2013
26/03/2013
29/04/2013
23/08/2013
27/08/2013
23/10/2013
23/12/2013
17/01/2014
07/03/2014
10/12/2014
23/01/2015
30/07/2015
14/03/2016
07/07/2020

4.7.4. As demonstrated above the level of offsite contribution can vary significantly

from site to site, ranging from as little as £30 per dwelling up to £1,000 per

dwelling. The average across the same sample is £440 per dwelling.

4.7.5.

In light of this, we consider an average offsite contribution of £500 per dwelling

to be reasonable for the purposes of the Local Plan testing and have adopted

the same in our appraisal.
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4.8. Policy 7: Flood Risk and Water Management

Policy 8: Flood Risk Assessment (FRA)

Policy 9: Sustainable Drainage Systems

4.8.1.

4.8.2.

Policy 7 refers to the sequential approach for reducing floor risk as part of
development proposals and also refers to development prioritising sustainable
drainage systems. Policy 8 states that developments must demonstrate that
they are not at risk from flooding, by submitting a site-specific Flood Risk
Assessment. It also states that development in Flood Zone 3b would only be
permitted in exceptional circumstances. Policy 9 states that appropriately
sourced sustainable drainage systems (“SUDS”) will be required for 10 or more

residential units (or for a site of 1Ha or more).

We have subsequently included a cost for SUDS within our base appraisal
modelling. Based on other Local Plan studies we have assessed over the region;
we consider an allowance equivalent to £30,000 per gross Ha to be appropriate

to reflect these costs.

4.9. Policy 6: Renewables and Low Carbon Energy Generation

4.9.1.

Policy 6 encourages renewable and low carbon energy development.

4.9.2. The cost allowance adopted in relation to the changes to Part L of the Building

Regulations (as discussed above in para 4.4) is considered to already account
for this. No additional cost is therefore deemed necessary in the modelling to

reflect this policy.
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4.10. Policy 52: Telecommunications

4.10.1.Policy 52 encourages the development and extension of telecommunication
services including the promotion of fibre broadband to properties. This will

include the need to provide “gigabit-capable broadband”.

4.10.2.The costs necessary to meet this draft policy are inherently included within our
external cost allowance. No additional, explicit sum is therefore deemed

necessary.
4.11. Policy SP27: New Development

4.11.1.Policy SP27 indicates that accessibility will be improved and transport choices

widened, by ensuring all new development will be well serviced.

4.11.2.The level of contribution would be calculated on a site-by-site basis. However,
for the purposes of the Local Plan viability testing we have assumed an average
rate to apply to the modelling. To identify a reasonable average figure we have
reviewed the transport and travel contributions collected by the Council for

past schemes that have come forward and note the following:
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Table 4.2 — Past South Tyneside Transport and Travel Contributions

Planning
Development Policy Amount Dwellings Rate / unit Granted
ST/0013/13/FUL Transport and travel £ 30,100 81 £ 372 22/03/2013
ST/0081/13/FUL Transport and travel £ 138,800 222 £ 625 29/04/2013

ST/0292/10/FUL Transport and travel £ 11,192 40
ST/0461/15/RES Transport and travel £ 109,250 291
ST/0503/14/FUL Transport and travel £ 35,018 118
ST/0542/10/FUL Transport and travel £ 4,49 62
ST/0624/12/FUL Transport and travel £ 24,400 122
ST/0721/13/LAA Transport and travel £ 5,500 55
ST/0773/16/FUL Transport and travel £1,250,001 334
ST/0812/19/FUL Transport and travel £ 9,100 91
£
£
£
£
£

280 25/05/2010
375 01/10/2013
297 10/12/2014
73 16/04/2009
200 22/10/2012
100 23/12/2013
3,743  07/09/2017
100 20/02/2020
100 14/01/2011
250 21/12/2011
264 26/03/2013
250 12/05/2010
210 12/05/2010
483

ST/0885/10/FUL Transport and travel 7,100 71
ST/1451/11/FUL Transport and travel 13,250 53
ST/1739/12/FUL Transport and travel 39,000 148
ST/2238/09/FUL Transport and travel 19,250 77
ST/2238/09/FUL Transport and travel 16,200 77
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4.11.3.As demonstrated above the level of offsite contribution can vary significantly
from site to site, ranging from as little as £73 per dwelling up to £3,743 per

dwelling. The average across the same sample is £483 per dwelling.

4.11.4.Based on the past contributions, this points to an average transport

contribution of £500 per dwelling as being reasonable for the purposes of the

Local Plan testing.
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4.11.5.

4.12.

4.12.1.

4.12.2.

CPV

However, it is acknowledged that, on a site by site basis, there is the potential
for transport contributions to be significantly higher based on specific need (for
example if a development drives a requirement for a new offsite roundabout in
the existing highway network). This is demonstrated by the ST/0773/16/FUL
permission shown above in Table 2 where the contribution equated to £3,743
per dwelling. In light of this, for our base modelling we have adopted a cautious
approach and assumed a sum of £1,000 per dwelling, as well a Sensitivity Test
2 which increases the transport contribution to £5,000 per dwelling, to see the

impact this has on the viability outcome.

Education

Based on the information provided by the Council, in recent years there has
only been 1 scheme identified where the Council has collected a contribution
for education (planning ref ST/0773/16/FUL). This was in 2017 and the
contribution equated to £4,192 per dwelling (relating to the refurbishment,

redevelopment and extension of a primary school).

It is likely that the Council will require education contributions where a specific
need is identified. On this basis, and for the purposes of the base appraisal
testing, we have factored in an average £5,000 per dwelling contribution. In
reality, it will not be the case that an education provision will be required on all
sites, however for the purposes of the modelling (and in an attempt to ‘stress
test’ scheme viability in the borough) we have included this in the base

appraisal.
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4.13. Nationally Described Space Standards

4.13.1.We understand the Council is currently considering whether to introduce the
Nationally Described Space Standards (“NDSS”). This acts as an optional
planning requirement, to be potentially factored into a Council’s Local Plan
following a viability assessment (it is not therefore currently a statutory
requirement), subject to viability testing. This deals with internal spaces of new

dwellings and involves setting minimum dwelling sizes for all development.

4.13.2.As part of the testing, we have therefore looked to factor in the aspirations set

out in the NDSS, which are summarised as follows:

Table 4.3 — Minimum gross internal floors areas and storage (sq m)

Number of Number of | 1 storey 2 storey 3 storey Built-in
bedrooms(b) | bed spaces | dwellings dwellings dwellings | storage
(persons)
1p 39 (37)* 1.0
1b 2p 50 58 1.5
3p 61 70
2b 4p 70 79 2.0
4p 74 84 80
3b 5p 86 93 a9 2.5
Bp 95 102 108
5p 90 97 103
6p 99 106 112
4b 7 108 115 121 3.0
8p 117 124 130
6p 103 110 116
5b 7p 112 119 125 3.5
8p 121 128 134
7p 116 123 129
6b 8p 125 132 138 4.0
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4.13.3.The NDSS rates provide minimum figures dependent on bedrooms numbers.
However, for each dwelling there is some flexibility as different minimum
requirements are adopted dependent on how many persons will reside in the
dwelling. This recognises the fact that dwellings will not only vary dependent
on the number of bedrooms but will also differ depending on whether they are
flats, bungalows, terraced, semi-detached, detached etc and also how many
storeys are provided. For example, in the 3 bed dwelling category the minimum
standards provide two further sub-categories, relating to the number of
persons and also the number of storeys. For each of these sub-categories a

different minimum dwelling size is indicated, as follows:

Table 4.4 — NDSS 3 bed dwelling category example

Number | Number | 1storey | 2storey | 3 storey
of beds | of persons (sgm) (sgm) (sg m)
3 4 74 84 90
3 5 86 93 99
3 6 95 102 108

4.13.4.In summary, to meet the NDSS standard a 3 bed dwelling could therefore range
from 74 to 108 sq m dependent on the style of dwelling and number of storeys.
A similar fluctuation in size also applies to all other dwellings (with bedrooms

ranging from 1 to 6).

4.13.5.The Council is subsequently looking to assess how the introduction of the NDSS

would impact on the viability testing of the Local Plan, and in particular whether

this would have a negative effect on viability.
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4.13.6.From a plan viability testing perspective, it is not possible or necessary to test
all of the variations of the NDSS standard. This is because there would be
several thousand size iterations which would need testing, which is not
practical. Furthermore, it is unnecessary to attempt to guess the precise mix
that a developer would look to apply, instead the guidance states that an
average viability assumption complimentary to the local market should be

adopted.

4.13.7.In this regard, specifically for the purpose of a plan viability test, it is reasonable
to make assumptions as to the average or typical dwellings that would form a
scheme typology. We have made the following initial assumptions as to the
dwelling types which form our typologies (based on our experience of

undertaking viability testing across the country:

2 bed 3 person flat 60 sqgm

2 bed 3 person terrace 70sqgm

3 bed 4 person semi 80sgm

4 bed 5 person detached 110sqm

4.13.8.We have subsequently compared these assumptions to the requirements of the

NDSS, to determine whether there is any significant difference:

Table 4.5 — NDSS sizes against initial assumptions

Type NDSS Average | Initial Average | Differ