Assessment of Viability Issues in relation to the Gravesham Draft Strategic Land Availability Assessment and Core Strategy Consultation (October 2011)
1
Introduction and background
1.1
This report has been prepared by Dr Andrew Golland of Three Dragons (AG) Ltd.  Dr Golland is a Chartered Surveyor and has a PhD in the field of Development Economics.  For Three Dragons he has developed a viability Toolkit which can be used to assess viability issues in formulating local plans and development proposals.  Dr Golland was commissioned by Gravesham Borough Council to undertake an Affordable Housing Viability Study, which was published in February 2010.  This study advised on the appropriate approach towards the provision of affordable housing as this is normally the most significant ‘hit’ on viability.  Using the viability Toolkit, the study concluded that two main options for delivering affordable housing might be pursued by the Council.  These were:

· Retain the policy target of 30% as set out in the Cabinet report of March 2003.  This would provide continuity, although it could be too low for some parts of the District which have relatively high residual values.  However, it was considered that this target is deliverable in most locations across the District, provided that grant is available in lower value areas.

· Introduce a split target which seeks a higher level of affordable housing in the high value area(s) of the Borough.  It was concluded that a broad indicative split would work between the urban areas including Gravesham Rural East and Rural South, and, on the other hand, Gravesend and Northfleet (incorporating Central and South Gravesend and Riverside and Northfleet).  For this option, it was considered that a 35% target for the rural areas and 30% for the urban areas is appropriate.  Residual values in Riverside and Northfleet are relatively low and to achieve the 30% affordable housing level, it was considered that grant may need to be applied in most instances, particularly for higher density development.
1.2
Realistically, and most significantly, the report concluded that a 30% target for the lower value areas in the current economic climate where grant is limited or non-existent, would seem to be too high.
1.3
The study, however, made no policy recommendations with respect to the general viability of brown or green field sites.

1.4
It is understood that the Council will seek 30% affordable housing as a starting point but that this will be subject to further viability testing.  Consequently, a 30% target has been assumed in the Council’s Draft Strategic Land Availability Assessment (SLAA).
1.5
This assessment of the draft SLAA, and its implications for the policy choices presented in the Core Strategy consultation, has been commissioned by CPRE Protect Kent (the Kent Branch of the Campaign to Protect Rural England).  Three Dragons has been asked to provide an assessment of the viability conclusions reached in the draft SLAA, published in October 2011, which forms the basis of the spatial strategy options presented in the recent Core Strategy consultation.  In determining the viability of sites in the draft SLAA the Council has applied the Three Dragons viability Toolkit without any input from Three Dragons.  It is CPRE Protect Kent’s concern, as expressed in their comments submitted in response to the Core Strategy consultation, that the Toolkit has been inappropriately applied and has resulted in a pessimistic assessment of viability.
2
Use of SLAA analysis in making policy decisions on viability
2.1
The Council have carried out SLAA analysis using the Three Dragons Toolkit adapted to the Gravesham market conditions.  The Toolkit is mainly applicable at two levels:
a) For policy setting based on notional sites (e.g. as used in the Affordable Housing Viability Study by Three Dragons);

b) For site specific assessments based on bespoke viability information usually provided by a developer and validated by a local authority (usually when detailed development proposals for a site have been formulated).

2.2
General site specific analysis, as undertaken in the draft SLAA, should not be used for policy setting or strategic policy making for the following reasons:

· Analysis based on notional sites is a much more transparent basis for policy making.  Clear tables and graphs can be generated which apply across any scenario covering location, density, development mix and Section 106 scenario;
· Actual site analysis, if selected as a means for underpinning policy has to be wholly representative of a range of sites that will come forward.  This is not an easy process to define;
· The details of actual sites will not be known until applications come in.  In many cases policy will have overstated the potential of sites to deliver Section 106, but in some situations, this will not be the case, and then, the Council may have ‘shown its hand’ too early;
· A notional and generic site approach has stood the test of time at Core Strategy Examination.

2.3
Thus making general decisions on the viability or otherwise of brown or green field sites, site specific analysis as undertaken in the draft SLAA in my view is inappropriate.
3
Green and brown field sites – viability generally
3.1
The approach adopted by the Council in assessing viability in the draft SLAA is appropriate, but only in so far that it makes reference to the fundamental relationship between residual value (RV) and existing use value (EUV).  This approach is set out in Appendix 1 of this response.  Otherwise, the approach which tests rather rigidly 30% affordable housing only, is inappropriate.
3.2
It is theoretically the case that there is a greater uplift from EUV to RV on green field sites since on average agricultural land values are lower than commercial.  This will be the case even on low value industrial sites.
3.3
However, it is the relationship between RV and EUV that is the key financial variable.  In this respect, where residential selling prices are low, and in the case of Gravesham, relatively low by South East standards, a good ‘clearance’ between RV and EUV is needed.

3.4
This good clearance may not be achieved on green field sites where external works and infrastructure requirements are high.  It is frequently the case that physical infrastructure costs can run to £500,000 per hectare, and that these costs may in some instances not include the costs of major roads and off site works.
3.5
Brownfield sites by contrast are frequently better serviced, being linked into existing infrastructure networks and being very often in more sustainable locations.

3.6
An added issue here is the role of the planning system itself.  It is almost impossible to gauge the land owner return required on any individual site (as appears to have been assessed in the draft SLAA) without first looking at the wider relationship between the planning process and the distribution of sites.  In other words, where, in a given settlement, several potential sites exist, which can be developed, any given land owner will take a lower return than in situations where for example, there is only one site that can realistically be developed.
3.7
The ability of a local authority to be able to gauge the complexities of this process and come up with a pro (or indeed anti) green field site strategy is very limited.  It cannot be done either within a SLAA or a wider Housing Viability Study.
3.8
The only realistic and sustainable approach is to plan based on a sequential, brown field site first approach, seeing whether, on any individual site, there is a genuine viability problem.

3.9
The idea that a policy to release more of (either) green or brown field land, based on the methodology of a SLAA is entirely wrong.  The mechanics of the approach simply are not up to the task.
4
Viability at the current time
4.1
I have updated the findings of the Viability Study to the current position, by running a 40 dwelling per hectare scenario, as for the original affordable housing viability study commissioned by Gravesham Borough Council.

4.2
The results are shown in the table below:
	 
	0%
	25%
	30%
	35%

	Gravesham Rural East
	£5.24
	£3.55
	£3.21
	£2.87

	Gravesham Rural South
	£3.64
	£2.26
	£1.98
	£1.70

	Central Gravesend
	£2.86
	£1.63
	£1.28
	£1.13

	Gravesend South
	£2.06
	£0.98
	£0.76
	£0.54

	Coast and Northfleet
	£1.86
	£0.81
	£0.60
	£0.40


4.3
The table shows residual values for the various sub markets of the Borough (in £m) on a per hectare basis for various proportions of affordable housing.  They reflect a 2% fall in prices since the original Viability Study and a 2% increase in costs.

4.4
The results are shown also in the chart below which shows the impacts of affordable housing on residual value across the sub markets within Gravesham.
4.5
The chart shows that there is considerable variance in residual values between the rural and urban areas.  This is not unusual in any local authority with a varied settlement pattern and the results are consistent with the findings of the original Viability Study.
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4.6
The results suggest that a split target for affordable housing is most appropriate for the Borough.  The results show that for example a 30% target (which has been tested in the draft SLAA) is inappropriate for the lower value areas; indeed the delivery of 30% affordable housing was always contingent on grant being available.
4.7
At 25% affordable housing in the lowest value area (Coast and Northfleet) residual value is around £800,000 per hectare.
4.8
This is the viable benchmark quoted in the draft SLAA report, and accords with the Valuation Office Property Market report of 2011 which states an industrial land value of £850,000 per hectare for the Medway towns.
5
Practical issues with the SLAA
5.1
I have looked at the Council’s SLAA analysis.  There are some points of query:
· The house prices set out do not appear to correspond with those used in the Affordable Housing Viability Study.  The prices used in the Viability Study were based on three years’ worth of Land Registry data.  The prices adopted in the draft SLAA do not appear to follow this very robust data set.  In some instances the draft SLAA house prices are significantly above the baseline; in others there is only a marginal change.  This suggests that the methodology for deriving house prices has not been systematic.

· The analysis in the SLAA considers only a 30% affordable housing scenario.  It should have also considered the impacts at lower levels of affordable housing, particularly in the lower value areas as this would be consistent with the Viability Study.
· On page 30 of the SLAA, the report shows that, assuming a benchmark for brown field sites of £850,000 per hectare, these sites are viable anyway!  It is not at all clear how the Council have reached the conclusion that more green field should be found given that brown field sites are already viable.
6
Timing and the long run
6.1
It is claimed in the Core Strategy Consultation document (Paragraph 3.13) that the viability position has changed materially from 2010.  The Affordable Housing Viability Study shows that 2010 was a reasonably robust time at which viability should be assessed for the Plan period.  This was based on looking at the long and short term relationship trend in house prices.
6.2
The Study did not presume to project certain types of sites forward, either over a five or ten year period, as the draft SLAA appears to do.  Such an exercise is highly provisional in my view and should not in any way allow robust conclusions on which types of generic site will come forward, and which not.
7
Conclusions

7.1
The assessment of viability has been carried out by the Council in line with the general principles set out in the Affordable Housing Viability Study and the SHLAA guidance.  There are however a number of problems in the use made of the viability Toolkit by the Borough Council in undertaking the SLAA.  In particular it is inappropriate to make general decisions about the relative viability of generic types of site (e.g. brown and greenfield) based on an approach which uses site specific analysis. The SLAA methodology is simply not sophisticated enough to be able to draw these conclusions, being based on site by site analysis which is far too provisional at this level.

7.2
Moreover the actual conclusions of the SLAA itself would seem to conclude that brown field sites are in fact viable.  This is shown on page 30 of the study and may indicate that additional green field land may not in practice be needed anyway.
7.3
As shown in this report, the concerns raised by CPRE Protect Kent about the approach used by the Council in the SLAA are I feel generally justified.  
Dr Andrew Golland

Three Dragons
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Appendix 1
Viability – starting points
Three Dragons use a residual development appraisal model to assess development viability. This mimics the approach of virtually all developers when purchasing land. This model assumes that the value of the site will be the difference between what the scheme generates (scheme revenue) and what it costs to develop (build costs and developer margin). The model can take into account the impact on scheme residual value of affordable housing and other Section 106 contributions.  

Figure 2.1 below shows diagrammatically the underlying principles of the approach. Scheme costs are deducted from scheme revenue to arrive at a gross residual value. Scheme costs assume a profit margin to the developer and the ‘build costs’ as shown in the diagram include such items as professional fees, finance costs, marketing fees and any overheads borne by the development company.


Figure 2.1
Theory of the Section 106 Process
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The gross residual value is the starting point for negotiations about the level and scope of Section 106 contribution. The contribution will normally be greatest in the form of affordable housing but other Section 106 items will also reduce the gross residual value of the site. Once the Section 106 contributions have been deducted, this leaves a net residual value.  

Calculating what is likely to be the value of a site given a specific planning permission, is only one factor in deciding what is viable.

A site is extremely unlikely to proceed where the costs of a proposed scheme exceed the revenue. But simply having a positive residual value will not guarantee that development happens. The Existing Use Value (EUV) of the site, or indeed a realistic alternative use value for a site (e.g. commercial) will also play a role in the mind of the land owner in bringing the site forward and thus is a factor in deciding whether a site is likely to be brought forward for housing.

Figure 2.2 shows how this operates in theory. Residual value (RV) (no grant) falls as the proportion of affordable housing increases. At point (a), RV is greater than EUV and provided that this margin is sufficient for the land owner to bring the site forward, then it will be viable.

Figure 2.2
Affordable housing and Existing Use Value (EUV)
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At point (b) the RV is equal to the EUV and there is relatively little incentive in theory to bring the site forward.

Beyond points (a) and (b), which show different hypothetical percentages of affordable housing the scheme will not come forward as the developer will not be able to pay the land owner enough relative to the land owner’s EUV.

Where grant is available, viability for affordable housing is enhanced. Up to point (c) RV is greater than EUV and there is a land owner incentive. At point (c) RV is equal to EUV and so, whilst a higher affordable housing contribution is likely than say at point (b), in principle the land owner is in exactly the same position as at (b) with no grant.

At point (d), the scheme will not be viable even with grant.

Under all circumstances, the Council will need to consider whether a realistic and justifiable AUV (Alternative Use Value) applies.  Where the AUV is higher than the EUV, and can be justified, then the AUV becomes the appropriate threshold value against which RV is judged. 
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