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EXECUTIVE SUMMARY

Blaenau Gwent County Borough Council appointed District Valuer Services (DVS) as
consultants to undertake an Affordable Housing Viability Study to develop a Local
Development Plan (LDP) evidence base to support the delivery of affordable housing
in Blaenau Gwent and to inform policy decisions on where to set targets and
thresholds. The overall objectives of the study were to demonstrate, on the basis of a
robust evaluation of the financial viability of both notional and identified residential
developments:

o The targets for the percentage of affordable housing sought on mixed
tenure sites that would be viable in the study area/s

. The appropriate site threshold above which affordable housing should
be sought

. An understanding of the different housing markets in the County, with

the possibility of different targets being set for different market areas.

Affordable Housing Viability Studies (AHVS) form part of the Welsh Assembly
Government’s required evidence base in support of each Welsh Planning Authority’s
LDP. Local Planning Authorities are required to ensure that in setting site-capacity
thresholds and area specific targets for affordable housing, they have balanced the
need for affordable housing against site viability.

At the opening start up meeting it was agreed that 12 representative development
sites within the Authority would be tested for viability. These 12 sites all enjoy latent
development value of an imminent or imminently foreseeable nature and were chosen
as a representative mix of the type of development sites that will deliver the Authority’s
new housing over the life of the LDP.

As part of the study process, a Consultation Workshop was held at the VITCC in
Tredegar on Friday 19" February 2010. A range of issues were discussed at the
Consultation Workshop, with follow up discussions and investigations being completed
by DVS with some of the workshop attendees.

Having completed the Consultation and investigation processes the most significant
challenges that have been raised and reviewed during the Study have been
assessment of the appropriate land value, development costs (including the impact of
the Code for Sustainable Homes) the valuation of affordable housing and development
profit expectations.

We view viability as an interrelated triangular relationship between the public sector,
development industry and the landowner. Tensions can arise within this triangular
relationship model; however these can be harnessed to drive even greater
efficiencies. The important point is that the bigger picture is recognised by all and
reflected in flexibility of their position, which will allow challenges like the ongoing
market realignment to be addressed and over come.

Our viability testing results across the 12 sites can be reviewed as three distinct
groups; small sites, mid-range sites and large sites.
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Sites A to C fall within what we define as large sites (100+dwellings). The results for
these sites are, unsurprisingly, better than the rest of the test sites. This is a reflection
of their ability to spread and phase costs over a longer period and absorb any fixed
abnormal costs over their higher overall Gross Development Values.

The results for these large sites show an ability to easily support 10% affordable
housing in the current market (100% Sales) and a very good ability to support 15%
given some flexibility on density or developer profit, the latter of which will be a case
by case “risk & return” judgement call by the developer. Even an affordable housing
target of 20 - 25% is within reach of these sites, but this is more marginal.

Sites D to H fall within what we define as the Mid-range sites (20 to 99 dwellings). The
viability results for these sites are actually the worst of the three groupings, whereas
we would usually expect these results to have been middle order. There are a number
of reasons for this, firstly two of the mid-range sites are in the South of Blaenau Gwent
where our statistical analysis has identified housing sale prices to be generally lower
(particularly in some parts of the south) than northern housing around the heads of the
valley road. Secondly, the mid-range sites are all Brownfield with abnormal
remediation/site clearance costs and in some cases identified continuing existing uses
that naturally uplift their landowner’s sale price expectations.

The results for these mid-range sites show an ability to support between 0% and 15%
of affordable housing provision in the current market (100% Sales), but in truth the
results are mixed and very site specific. We do believe that the particular
characteristics and challenges of sites G and H make them real candidates for Social
Housing Grant Funding and therefore focusing on the other three sites (D-F) its clear
that these could be made to work without grant at 10-15% affordable housing but at
these more marginal profit returns this would require some careful investigation by the
developer and the Local Authority.

Sites | to L fall within the group we define as small sites (up to 19 dwellings). The
viability results for these sites are better than the mid-range sites but worse than the
large sites. This is due to the small sites’ difficulty absorbing significant fixed costs i.e.
abnormal development costs, s106 contributions etc. The latter item is more
significant at this scale of development because the Authority’s draft Affordable
Housing Policy only requires s106 contributions on sites of 10 or more units.

The results for these small sites show an ability to support between 0% and (in more
exceptional conditions) 25% of affordable housing provision in the current market
(100% Sales), but again the results are very mixed and very site specific. Sites | and J
have no abnormals costs and even meeting the £2,500 per dwelling s106
contributions they are clearly able to deliver 10%-15% affordable housing with some
careful review by the developer and Authority. Despite the presence of abnormals,
site K shows marginal viability around the 10-15% affordable housing provision, but
the site is not making any s106 contributions under the threshold application. Site L is
by a long way the least viable due to abnormal costs and an existing underlying use
value.

Having considered the viability testing results in detail we believe that the final adopted
affordable housing targets need to also reflect the strategic vision of Blaenau Gwent
County Borough Council. Much will depend upon your Authority’s inclination towards
an optimistic or pessimistic view of the economic cycle over the life of the LDP (until
2021) and how you seek to plan your policy for market changes over that period.
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The viability testing results demonstrate that sites below 10 dwellings can in some
circumstances support affordable housing, although we have not tested their ability to
support additional s106 financial contributions. Our results here demonstrate that
viability and ability to support planning obligations is more site specific (as seen in the
results of sites K & L) and so we would only recommend that you consider lowering
the threshold if you are comfortable with considering viability cases presented by
developers on a site by site basis.

The use of off site payments in place of affordable homes on developments of 10-19
dwellings is a matter that your Authority needs to carefully consider. Such
mechanisms can certainly aid delivery of more development, but those in need of
affordable homes require those homes as soon as possible and you should be
confident that any receipts for off-site affordable housing provision can be
expeditiously converted into new homes.

Viability is generally better further north within Blaenau Gwent. However, again this is
very site specific and viability can be equally as strong within parts of the south so any
geographically split affordable housing policy requirements would need strategic
drivers to make them worthwhile and justified.

Viability typically increases on larger sites, as this is a function of increased
development efficiencies and the spreading of fixed costs over higher development
values. Despite the mid-range test results bucking this trend (largely due to abnormal
costs and higher existing use values), it is clear that viability is strongest on the larger
sites (100 dwelling+). In these circumstances it is appropriate that these sites be
expected to deliver greater contributions to planning obligations. Logically, this should
be through a higher level of % affordable housing since our results demonstrate ability
to deliver 15% (and upwards). However, we are aware of your Authority’s other
development priorities (i.e. education) and so on these larger sites, if appropriate, you
could decide instead to seek greater contributions to planning obligations other than
affordable housing.

Taking into account our market research, consultations findings and viability results we
believe in the currently depressed market conditions that your Authority should set an
affordable housing contribution target that requires the provision of at least 10%
affordable homes on all sites of 10 or more units and at least 15% affordable homes
on all sites of 100 or more units across the Authority but that the LDP allows for
periodic viability reviews to inform whether changing market conditions support any
revisions to your policy requirements and in between these periodic reviews that the
LDP allows for sites to be considered on an individual scheme-by-scheme basis with a
full viability appraisal, where appropriate.
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1. INTRODUCTION TO THE AFFORDABLE HOUSING VIABILITY STUDY (AHVS)

11

1.2
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1.8

Overview
District Valuer Services, part of the Valuation Office Agency, has been commissioned
by Blaenau Gwent County Borough Council (BGCBC) to undertake development
appraisals in respect of a number of proposed residential sites across the Authority to
determine the ability of development sites to support a level of Affordable Housing.

The appraisals have been designed to assess the impact, on development viability, of
the requirements for the provision of Affordable Housing at various levels. The Local
Authority is preparing to submit their Local Development Plan (LDP) for public
examination which, when adopted, will serve as the long-term spatial vision for the
future of Blaenau Gwent up to 2021.

Brief for this work
Affordable Housing Viability Studies form part of the Welsh Assembly Government’s
required evidence base in support of each Welsh Planning Authority’s LDP. Local
Planning Authorities are required to ensure that in setting site-capacity thresholds and
area specific targets for affordable housing, they have balanced the need for
affordable housing against site viability.

The Council appointed DVS as consultants to undertake a study to develop a LDP
evidence base to support the delivery of affordable housing in Blaenau Gwent and to
inform policy decisions on where to set targets and thresholds.

The overall objectives of the study are to demonstrate, on the basis of a robust
evaluation of the financial viability of both notional and identified residential
developments:

e The targets for the percentage of affordable housing sought on mixed
tenure sites that would be viable in the study area/s

e The appropriate site threshold above which affordable housing should
be sought

e An understanding of the different housing markets in the County, with
the possibility of different targets being set for different market areas.

It is important that the LDP includes targets that are viable. Setting targets that are too
high could result in development being stifled, resulting in no housing, affordable or
otherwise, being delivered. If the targets are set too low an opportunity to maximise
affordable housing delivery will be missed.

The study will be undertaken in the context of UK and Wales’ planning policy
documents and guidance, as well as existing local strategies.

The importance of providing development viability evidence in preparation of LDPs is
well established, yet there is no specific guidance document provided by Government
or other relevant statutory organisations (e.g. the Planning Inspectorate) in Wales or
England that sets out how this should be done. In response to this South East Wales
Strategic Planning Group commissioned the Three Dragons to provide guidance on
preparing Affordable Housing Viability Studies (AHVS). DVS has considered this
guidance, consulted with relevant stakeholders in the development industry and public
realm and completed its own investigations in connection with the Study.
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The Study brief provided by the Authority asked us to take into account a number of
variables including:
o density;
sub-markets;
the level, mix and tenure of affordable housing;
other planning obligations;
the availability of grant funding;
the impact of the Code for Sustainable Homes requirements; DQR
requirements; and
e economic conditions.

The brief directed DVS to address and complete the following objectives:

o Assess the housing markets in the County to establish whether different
scenarios need to be run for different areas or whether the County, for the
purposes of establishing site thresholds and site percentages, should be
considered as a whole;

e Establish the site threshold, for notional sites, at which sites will be viable for
the delivery of affordable housing;

e Establish the percentage of affordable housing which it is viable to deliver on
notional sites;

e Provide an appropriate evidence base for the affordable housing policy to be
included in the Deposit LDP that meets the requirements of the national
planning policy set out above; and

o Examine the case for amending the draft Deposit Plan policy for affordable
housing to one that is more locally appropriate and is based on rigorous
viability principles and make recommendations for such amended wording.

The Authority wished to test viability for a range of sites in a variety of development
circumstances and an appraisal approach was undertaken which would permit this
and that could reflect a prescribed level of affordable housing and mix of house types
and sizes. A list of identified sites was carefully selected, with the aim of testing sites
in a variety of geographical locations. This would enable more general conclusions to
be drawn about the local viability implications of differing scenarios.

At the opening start up meeting it was agreed that 12 representative development
sites within the Authority would be tested for viability. These 12 sites all enjoy latent
development value of an imminent or imminently foreseeable nature and were
chosen as a representative mix of the type of development sites that will deliver the
Authority’s new housing over the life of the LDP. Particular care was taken to ensure
these 12 sites included an appropriate representative mixture of development sizes,
Greenfield or Brownfield characteristics, geographical locations within the Authority
and other relevant and significant variables.

The valuations and appraisals reflect an agreed valuation date of 1 March 2010. The
valuation date falls a few months behind this report because of the time lag in the
receipt of completed market intelligence in respect of both sales (land and housing)
and construction cost data. A valuation date concurrent with the report was
achievable but would have required a level of forecasting and extrapolation and this
was not deemed appropriate given the longevity of the LDP.

The appraisals have been tested by sensitivity analyses to allow for changes in
market prices ranging from 10% below, and up to 20% above those at the base date.
This approach reflects the long-term nature of the proposed Policy and the potential
for changes in viability based on improvements in the general market for housing.



District Valuer Services

1.15 District Valuer Services (DVS), part of The Valuation Office Agency (VOA), provides
valuation advice to public bodies throughout Wales, England and Scotland. It has
extensive experience in carrying out development appraisals and employs specialists
in commercial and residential development work, together with dedicated
environmental and quantity surveyors to assist in appraisal work. In the last few
years, Councils and Authorities have increasingly commissioned us to assess the
viability of development schemes in relation to their ability to support affordable
housing and other obligations arising during the planning process.




2. CONSULTATION

2.1

2.2

2.3

Introduction
As part of the study process, a Consultation Workshop was held at the VITCC in
Tredegar on Friday 19" February. A copy of the finalised Agenda is reproduced at
Appendix 1 to the back of this report.

The Agenda outlined the main processes undertaken, together with assumptions and
basic methodology, and the final aims of the study. Comments were invited on these
points and any other issues that the parties deemed important. Minutes from the
Workshop can be found at Appendix 2 and DVS presentation notes are found at
Appendix 3.

Results

A range of issues were discussed at the Consultation Workshop, with follow up

discussions and investigations being completed by DVS with some of the workshop

attendees. Comments focused (in no particular order) on the following particularly
significant matters:

o Developer profit expectations, including the treatment of developer internal
overheads and contractor returns on affordable housing provision.

e Landowner sale price expectations and the need to consider current existing and
alternative use values in conjunction with but ahead of any historic acquisition
price.

o The issues that can arise when landowners and developers make development
assumptions outside of the stated local authority planning policies and without prior
consultation and agreement with the local authority and its development partners.

e The use of the RICS Build Cost Information Service (BCIS) within the appraisals
and its weighting towards public sector construction schemes.

e The reliance of developers upon Quantity Surveyor cost estimates and/or
construction industry opinions and market sentiment in the absence of
independently published out-turning private home building development costs.

e The use of planning and housing policy guidelines concerning the valuation of
affordable housing.

e The use by RSLs of discounted cashflows with reference to Welsh Assembly
Government (WAG) Acceptable Cost Guidance (ACG) in their assessment of
affordable housing worth and affordability to the RSL.

e The use of investment and loan affordability appraisals by Surveyors, with
reference to Welsh Assembly Government (WAG) Acceptable Cost Guidance
(ACG) and equivalent market value.

e The build cost implications of compliance with the Code for Sustainable Homes
and the WAG's future objectives for increasing the sustainability of new housing.
Also, the extent to which the BCIS index already reflects some allowance for the
requirements of Code for Sustainable Homes.

e The level of past and projected s106 financial contributions within Blaenau Gwent
and the appropriate level to test within the Study.

e The sometimes negative impact on deliverability of affordable homes needing to
be 100% tenure neutral and compliant with the WAG Development Quality
Requirements (DQR) for Social Housing Grant support.

e The need for development scheme housing mixes to be generally informed by the
local Housing Market Assessment but finalised on a sustainable site by site basis.

e The problems arising out of too many affordable housing targets over differing
housing market sectors.

e The use of offsite s106 contributions for all sites and not just those of between 10
and 19 dwellings.



e The case for a lower affordable housing provision threshold.

e The trends and the relationship between the housing and construction markets and
the need to review the LDP evidence base on a regular basis, possibly activated
by pre-determined trigger movements within the housing market.

2.4  Whilst we recognise that many of these issues could be the subject of lengthy

discussion, we have provided our own conclusions in this Report (a number of which
answer comments received).
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3. INDIVIDUAL DEVELOPMENT TEST SITES

3.1

3.2

3.3

3.4

3.5

3.6

3.7

Introduction
The Authority identified a total of twelve real and representative sites for assessment
in this study. This section considers the key characteristics of the individual sites,
together with the assumptions made about each proposed development for the
purposes of producing appraisals.

The sites are of varying sizes and generally are “Brownfield”, whether having now
been cleared of buildings and other structures or retaining existing buildings in active
use or redundant. Some of the sites are being progressed through the planning
process but none are yet developed.

It is important to stress that the prescribed “test” developments were designed to
meet the Authority’s planning policies and do not necessarily match any future actual
development. Accordingly, no dialogue has been entered into with landowners or
developers (in respect of the specific sites) in carrying out this study.

The individual sites were inspected, during January 2010. Brief descriptions of each
site are provided at Appendix 4. The sites are all ‘real’ and their individual
characteristics, any anticipated abnormal costs, etc. are taken into account in the
appraisals. However, the sites are not specifically named or identified in order to
avoid prejudicing any potential planning application which, by its nature, will involve
more detailed data and will be viewed on its individual merits.

We were asked as part of the Sensitivity Analysis undertaken in the Study to highlight
and discuss the relationship between development viability and s106 contributions
beyond the provision affordable housing. The discussions are noted later within this
report.

Existing Data
We have been made aware of “live” planning applications submitted in respect of a

minority of the sites.

Having regard to the Authority’s brief on hypothetical schemes for each site, and to
meet current planning objectives in terms of density and mix, we have formulated
appraisals based upon house price and commercial data from our database of all
reported property transactions (supported by wider market investigations), as at the
agreed valuation date. Building Cost information has been obtained directly from our
internal quantity surveyors and BCIS (the Building Cost Information Service of the
Royal Institution of Chartered Surveyors). Allowance for environmental factors and
potential site remediation costs have been obtained from our in-house environmental
surveyors.

11



The individual sites

3.8 Details of the sites identified by the Authority are set out in the table below:
Table 1- Basic Site Details
Site Ref. Location Land area
(Ha)
A Urban fringe cleared Brownfield site to North of Authority 5.80
B Suburban Greenfield site to North of Authority 6.10
C Urban cleared Brownfield site to North of Authority 2.43
D Suburban cleared Brownfield site to South of Authority 1.47
E Suburban Brownfield site (In use) to North of Authority 1.80
F Suburban cleared Brownfield site to North of Authority 0.93
G Suburban Brownfield site (In use) to North of Authority 0.71
H Suburban part cleared Brownfield site to South of Authority 0.40
I Suburban cleared Brownfield site to North of Authority 0.25
J Suburban cleared Brownfield site to North of Authority 0.16
K Urban cleared Brownfield site to North of Authority 0.16
L Suburban Brownfield site (In use) to North of Authority 0.07
3.9 The selected sites provide a good mix of development scheme variables and both
typical and strategic locations across the Authority. Two of the sites were from the
Ebbw Vale area, four from the Tredegar area four from Upper Ebbw Fach and two
from Lower Ebbw Fach.
Development Assumptions
3.10 In order to test schemes that meet all aspects of present planning policy, the
Authority have been prescriptive in terms of the unit numbers, mix and degree of
affordable housing to be met by each site.
3.11  The prescribed development for each site is set out below:
Table 2- Basic Site Development mix
Apartments Bungalow Housing
Site Ref. |1 bed |2 bed 2 bed 3 bed 2 bed 3 bed 4 bed Total units
A 30 40 93 40 203
B 24 16 12 5 36 33 30 156
C 6 16 32 32 24 110
D 12 40 4 56
E 23 31 54
F 4 16 8 17 6 51
G 2 4 12 7 25
H 2 8 2 8 20
| 9 2 11
J 1 6 3 10
K 8 8
L 3 4
3.12 The property sizes tested have been derived from guidance provided by the

Authority. It is recognised that the eventual developers of each site will form their
own views on what the appropriate unit type mix is but, for the purposes of
consistency, dwelling sizes compliant with Welsh Assembly Government’s minimum
requirements for affordable homes have been adopted. This approach has been

12




3.13

3.14

3.15

3.16

3.17

3.18

supplemented by density checks both in terms of dwellings per hectare and built
floor space per hectare. This benchmarking has helped ensure that appropriate
development mixes are tested that account for policy requirements and market
drivers.

Current ‘market’ housing can be provided by developers in both larger (particularly
where 3 storey construction is adopted in some more urban locations) and smaller
sizes, both of which can result in greater site density in terms of smaller but more
numerous units or similar densities backed up by larger (multi-storey) homes; the net
result of both approaches is the same; an increased built area (Square metres) per
hectare. We consider the densities used in the appraisals are generally in line with
expectations, although during the course of viability testing it did become clear that
some of the sites offered opportunities for greater provision of homes and so in
consultation with the Authority we have reviewed and in some cases increased the
number of homes on some sites. In order to further consider this, the viability model
also incorporates analysis based on the assumption of additional 10% and 20% floor
space density.

In accordance with the brief, our appraisals assume that there will be a requirement
to provide affordable housing on each site. The affordable housing is assumed to be
tenure neutral but for valuation purposes a notional split is taken - 50% social rented
and 50% shared equity/Low Cost Home Ownership/other intermediate solutions.

The shared equity tenure homes have been assessed reflecting a maximum initial
purchase of 70% equity, whilst the social rented units were assessed having regard
to the benchmark rental information (Obtained from Data Unit Wales and reviewed
by the Council Housing Team and DVS) and initial capitalisation yields of 6%
(provided by the RSLs and other existing market intelligence) adjusted to reflect
normal RSL costs to include management, repairs, voids/bad debts, risk allowances
etc.

Affordable Housing Assumptions
Each of the sites has been tested on the assumption of Nil Social Housing Grant
funding.

Advice has been sought from the Council’s partner RSLs about the terms on which
they could purchase properties in the assumed developments, both on a grant and
no grant basis. It should also be noted that land and package deals with developers
still remain infrequent in the locality and certainly RSLs have been far more active
within the local development market. These market conditions are however
expected to normalise and the more general trends seen by the RSLs and ourselves
expected to return over time.

Other Developer Contributions
It was agreed at the outset of the Study that we would test further planning
obligations amounting to £4,000 per dwelling. However, having conducted our Study
analysis and in view of the fact that the study must be based on current
circumstances it has been decided that the best option is to take the average of
S106 requirements to date and round this figure up to its next reasonable interval of
£2,500 per dwelling(this accords with the Three Dragons Guidance).

13



4. LOCAL MARKET TEST CONDITIONS

4.1

4.2

4.3

4.4

4.5

4.6

Introduction
This section provides an assessment of local market conditions in the Authority of
Blaenau Gwent. The assessment provided the basis for the assumptions on house
prices adopted in the financial appraisals for the twelve sites. Where appropriate,
the values enable a calculation of the alternative use values of the sites, against
which a threshold land value sufficient to allow the proposed development to
proceed can be tested.

General Comments

In support of this exercise, we have considered values specific to the test sites
identified. It is important to stress that a series of factors will influence values and
that, although development schemes do have similarities, every site is unique.
Consequently, whilst market conditions in general will broadly reflect national
economic circumstances and local supply/demand factors, within the Authority, there
will be particular localities and site-specific factors that generate different values and
costs. The range of sites tested in this study seeks to assess viability across varying
localities for this very reason.

The comments below relate to prevailing market conditions at the valuation date (1
March 2010). It should be stressed that values fluctuate and that assessments of
viability will alter over relatively short periods of time.

The viability appraisal model
Development appraisals are in essence relatively straightforward and can be
illustrated by the following equation:

Completed Development Value
Less
Development Costs (Land Acquisition + Construction + Fees + Finance)
Equals
Residue for Developer’s Profit and Risk

The Residential Market

The residential land market in the Blaenau Gwent is currently characterised by a fair
supply of sites available for development and this is a reflection of the reduced level
of demand (whether national homebuilders or self-build entrepreneurs) presently
being experienced. As with other comparable areas, Blaenau Gwent is currently
seeing the public sector playing a significant role in the development market,
whether that's the Local Authority acting as strategic landowner/enabler or the quasi-
public sector RSLs advancing new development schemes.

Another factor common to Blaenau Gwent is that a high proportion of sites within the
larger settlement boundaries are Brownfield and often encumbered by know and/or
unknown “abnormal” development costs. There are also sites physically available
for development but withheld from development by landowners higher price
expectations.

14



4.7

4.8

4.9

4.10

411

4.12

In most cases seen within the Authority the underlying existing use value of sites is
limited (save for those sites where there is an established and ongoing existing use)
but even where the existing value is low the landowners will require a premium or
incentive of some kind in order to induce then to release the land for development.
In some cases (i.e. self-build) the incentive may simply be the provision of an
affordable home for themselves or their children but outside of this premiums are
likely to involve an increased land sale price.

Other complications, such as access issues, demolition/other site works costs, all
combined with a dormant land holding tax system can result in higher land price
expectations, which is often further exacerbated by the finite nature of the resource.

Blaenau Gwent lies on the fringe of the Brecon Beacons and at the Head of the
Valleys region of Southern Wales. It is an area of startling contrasts from steeply
wooded valleys in the south to open remote moorland in the north.

Blaenau Gwent borders the Brecon Beacons National Park to the north and within its
northern towns the A465 Heads of the Valley road forms an important link that
connects Neath and the M4 in south west Wales to Abergavenny in south east
Wales, before it carries on to Hereford whilst also feeding into the A40 to Monmonth
and Ross on Wye. The majority of the Authority’s population is centred around the
Heads of the Valley road and the upper ends to the main Blaenau Gwent Valleys of
Ebbw Fach, Ebbw Fawr and Sirhowy. To the south Blaenau Gwent gently tapers to
its principal southern towns of Abertilliery, with the M4 being a further 10 miles or so
south.

Each of the test sites and developments has been assessed having regard to new
build sale prices, where available, or by reference to general value levels obtained
from our database of all property sales. We assessed the property values on both a
unit-by-unit basis and with reference to wider sale price trends.

In undertaking this exercise, we inspected all the subject sites and their surrounds.
During our inspection we noted some ongoing and recently completed housing
developments (some of which were being undertaken by Private developers and
some by Registered Social Landlords; RSLs). From these we obtained current
asking prices and from our database were able to confirm prices actually achieved
on sales around the valuation date. From this extensive list of comparables, we
attributed values in each of the locations for use in the appraisals.

15



4.13  As a result, the following typical rounded sale prices that have been achieved for
comparable market housing are reflected within the appraisals.

Table 3- Averaged Sale Values adopted

. , Private Housing
Site ref. Locality £/Sqm
A Urban fringe cleared Brownfield site to North of Authority £1,600
B Suburban Greenfield site to North of Authority £1,650
C Urban cleared Brownfield site to North of Authority £1,700
D Suburban cleared Brownfield site to South of Authority £1,500
E Suburban Brownfield site (In use) to North of Authority £1,500
F Suburban cleared Brownfield site to North of Authority £1,650
G Suburban Brownfield site (In use) to North of Authority £1,600
H Suburban part cleared Brownfield site to South of Authority £1,500
| Suburban cleared Brownfield site to North of Authority £1,600
J Suburban cleared Brownfield site to North of Authority £1,600
K Urban cleared Brownfield site to North of Authority £1,650
L Suburban Brownfield site (In use) to North of Authority £1,650

4.14  All the figures reflect conditions as at the valuation date of 1 March 2010. In order to
test viability over the longer term, our analysis has been based on market values at
this date and through a range of value from 90%, up to 120%, of these levels.
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5. ASSUMPTIONS FOR VIABILITY ANALYSIS

51

5.2

5.3

5.4

5.5

5.6

5.7

Introduction
This section considers the costs and other assumptions required to undertake
financial appraisals for individual sites in the Blaenau Gwent.

Construction Costs & the effects of the Code for Sustainable Homes
Based upon advice from our internal quantity surveyors and taking into account
recent published BCIS data, we have established a current base price per square
metre construction costs for different forms of residential development in Blaenau
Gwent.

At a base date of March 2010, this data (before any addition to the base build cost in
respect of achieving compliance with the Code for Sustainable Homes and external
works) equates to a location adjusted general housing build cost for the development
of £708 per square metre that ranges up to £786 per square metre for single storey
homes and down to £688 per square metre for two storey homes. General Flat build
costs were £876 per square metre and ranges up to £1,166 per square metre for the
largest blocks and down to £815 per square metre for two storey blocks. Finally, we
have also adopted a higher build cost of £968 per square metre on site L to reflect
the smaller scale of this development.

We recognise that the Welsh Assembly Government, the Authority and its
development partners aspire to achieve the highest practical standard of design and
development quality in all new homes, but these parties’ greatest influence is felt in
relation to affordable homes and especially affordable homes delivered with the aid
of Social Housing Grant.

In our experience the costs of affordable housing are unlikely to differ significantly
from those used for the market housing due to the stringent requirements of Lifetime
Homes and Development Quality Requirements required by the Welsh Assembly
Government and their partner RSLs. Indeed, build costs for affordable can arguably
be higher due to compliance with these regulations (in order to secure Social
Housing Grant Funding) but we believe that this possible scenario is tempered by the
prevailing highly competitive open market sales climate where developers need to
deliver high quality housing to attract the best possible interest and compete with
other developments and second hand homes.

The Assembly Government has an aspiration to achieve ‘zero carbon’ emissions
from new buildings by 2011. It is also committed to reducing green house gases in
Wales by 3% a year from 2011 in areas of devolved competence. The Welsh
Assembly Government has adopted the Code for Sustainable Homes to support its
zero carbon aspirations. The code replaces the Ecohomes standard and applies to
all new housing promoted or supported by the Welsh Assembly Government or
Assembly Government Sponsored Bodies (AGSB's).

It is a current Assembly requirement that all new homes are built to Level 3 of the
Code for Sustainable homes and the Assembly requires Code Level 4 for publicly
funded homes. The Assembly also encourages Local Authorities to set higher
standards in their Local Development Plans for certain sites. Blaenau Gwent will be
requiring higher standards at its two strategic sites. The Assembly is fully supported
in this process by Welsh Local Authorities, including Blaenau Gwent, and partner
RSLs.
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5.9

5.10

5.11

5.12

5.13

5.14

The BCIS average build costs is supported by a significant amount of data from
public sector build projects where Code Level 3 build requirements (and sometimes
above) are being achieved. There is therefore some ongoing debate concerning
whether BCIS build costs should be adjusted to allow for the additional requirements
of the Code for Sustainable Homes.

There are various studies into the potential cost of the Code and the most recent
Study completed for the department for Communities and Local Government in
March of this year (Which supersedes the work of Cyril Sweet in 2007/8) assesses
the typical extra-over cost of achieving Code Level 3 from the 2006 Building
Regulation requirements to be within a range of between £2,050 to £3,020 per
dwelling, depending on dwelling type, ground conditions (Greenfield/Brownfield),
development density (20, 40 & 80 dwellings per hectare were assessed) and
development location type. The same Study puts the typical extra-over cost of
achieving Code Level 4 from the 2006 Building Regulation requirements to be within
a range of between £5,280 to £8,140 per dwelling.

Having regard to the latest cost reviews of the Code for Sustainable Homes, the
already partly weighted basis of the BCIS and known market allowances made by
the development industry, we have adopted an allowance for Compliance with the
Code of £2,500 per dwelling, which we believe fairly reflects the current average cost
implications of the Code Level 3 (No publicly subsidised Code Level 4 developments
are considered within this Study) and the likely opportunities for cost efficiencies in
the current highly competitive construction market. Furthermore, in this Study we
have applied the allowance of £2,500 per dwelling to both open market and
affordable homes as we believe this reflects the aspirations of the Authority and
Assembly Government.

In view of this Study’s focus on present day market conditions it has not been
considered necessary to assess code level 4 as changes to current requirements for
code level 3 are unlikely to take effect until 2013. Proposed building regulations
changes to reduce carbon emissions by 55% from 2006 levels will be the first change
introduced in 2013. These changes are likely to make national planning policy on
sustainable buildings unnecessary.

Other normal development costs
In addition to the per sq m build costs described above, allowance needs to be made
for a range of infrastructure costs — roads, drainage, and services within the site;
parking, footpaths, landscaping and other external costs; as well as off site costs for
drainage and other services.

Many of these items will depend upon individual site circumstances and can only be
firmed up following a detailed assessment of each site. This is not practical within
the scope of this study and therefore, based upon acquired market intelligence and
the experience of our Quantity Surveyors, a general allowance in relation to the build
costs has been made. This information indicates appropriate allowances to be 2.5%
to 5% for basic external works to the dwellings; 5%-20% for estate roads, incoming
services etc. and, finally, a 2.5% to 5% for contingencies.

We have assumed professional fees amounting to 10% of build costs. Fees can be

as low as 5% but we have used this higher figure to build in some allowance for
unknowns and for planning application fees.
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5.15

5.16

Abnormal development costs

The information provided to us together with site inspections indicated that
exceptional or abnormal costs would arise on some sites. Whilst not having detailed
information in respect of these elements we have made a broad estimate of the likely
scale of abnormal costs for each site and reflected this in a specific allowance or
contingency adjustment for each site. It should be noted that whilst some of the sites
involve a degree of demolition, this might not in itself be a significant cost unless it
involves contaminated materials, or takes place on a particularly constrained site.

Our Environmental Surveyor has completed a desktop review of each of the sites to
provide an overview on potential remediation costs. The work involved:

1. Brief overview of contamination from supplied information and other
available information (including data provided by the Council)

2. Consideration of a range of costs (£000's per hectare) from the
Contamination and Dereliction Remediation Costs (Best Practice Note
27) published by English Partnerships.

3. An estimated/assumed cost per hectare for remediation works using a
cost from within the range provided in the Best Practice note (sic) for
each site, based on the currently available information.

Whilst the information is very limited and these costs are very
speculative, at this stage, we consider that, in the circumstances, this
approach is a reasonable one. If more information becomes available
a refined view can be made that should closer reflect the likely actual
costs.

4. Provision of total cost for contamination only (excludes demolition,
and foundation costs) calculated for each site based on the supplied
size using the above estimated/assumed cost per hectare. The total
abnormal costs are listed in the table below.

Table 4- Abnormal development costs:
. Contamination/remediation/other works
Site ref.
(rounded)

A £435,000

NA

NA
£185,000
£410,000
£425,000
£220,000

NA

NA

NA
£35,000
£55,000

r|Xe—=IZOMMmOO|m@

19



5.17

5.18

5.19

5.20

5.21

5.22

Land Values
In undertaking this study we have had regard to historic land sale prices. We
recognise the fact that the current economic conditions are inducing a market
realignment and we have taken account of this when considering the likely value at
which a landowner may release their land for housing development.

The land values adopted reflect an opinion of the level required for the land to be
released onto the market for residential development. This may well be lower than
transactions in the recent past, but our appraisals are based on current market
conditions, with the affordable housing requirements, assuming the land is acquired
at the date of valuation.

Evidence of land values at the present time is limited but anecdotal evidence of
asking prices suggests that landowners’ price aspirations remain firm and, whilst
there is some greater flexibility, our market research suggests that distressed
landowning vendors are rare and most landholders are content to hold onto their
sites and await an improvement in the property and wider economic climates or even
await a change in local/national policy requirements. That said, there is still a
reasonable amount of land assembly, planning and development progression still
occurring in Blaenau Gwent despite the depressed global economy and this has
been lead by the activity of the Local Authority and RSLs.

Establishing the level at which a landowner would release development land is
subjective. Factors that would be taken into account include individual
circumstances (including tax liability), expectations about changes in Government
s106 policy (particularly pertinent given the recent General Election and ongoing
uncertainty within the economic markets); opinion on the present and future trends in
land values.

The general view is that landowners accept the need to reflect public realm expenses
(i.e. any financial contributions to community facilities, the provision of affordable
homes for non-self build) in the land value they receive, and there is a general level
of value for development land. This varies depending on the circumstances of each
site.

The appropriate value will be that at which the vendor will be minded to sell when
comparing the existing use value of the land (plus any premium required to
incentivise the vendor to sell) against alternative uses. Such alternatives could be
very low, e.g. agricultural/amenity land at say £10,000 per hectare or un-serviced
industrial at say £125,000 per hectare.
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5.23

5.24

5.25

5.26

5.27

5.28

In this Study we consider that one alternative use, to the often prevailing
commercial/agricultural/amenity existing use, is residential and therefore we have
assumed that planning consent (subject to the required developer contributions, both
in terms of affordable homes and financial contributions) is available to achieve this.
On this basis we have adopted land values as follows:

Table 5- Site Land Values adopted:

Site ref. Land Value (£ per hectare)
£450,000
£350,000
£700,000
£375,000
£300,000
£375,000
£740,000
£250,000
£750,000
£900,000
£950,000
£950,000

rXG|—|TOMMOO|@|>

Where there is a current use on the site then the value in that existing use will be the
base value to the vendor (plus an addition to reflect the amount above current use
value), which will need to be paid to induce the owner to release the land for
development. Within the Blaenau Gwent the typical existing use is either Brownfield
(commercial) or agricultural/amenity and these value levels will inform many
landowner’s base price expectations.

Financial and other appraisal assumptions
It has been assumed throughout this study that VAT either does not arise or that its
effects can be ignored.

Our appraisals assume a net debit interest rate of 5.5% for outgoings.

In respect of developers’ profit we normally assume that a residential developer
requires a return of 15-20% return on revenue (Gross Development Value). For the
purposes of this study we have adopted 20%+ as the viability test benchmark for
each development. Developer returns of 15% to 19.99% are considered marginally
viable and returns of less than 15% are considered unviable within the Study context.

Its well know that leading up to the market highs of late 2007 developers were
content to accept profits of 15% and below depending upon the circumstances and
relative risk and return context, however as a result of the ongoing market
realignment developers and their investors and financers are seeking higher returns
to reflect their perception of increased current risk. Nonetheless we feel that our
benchmarks are fair and reasonable given the Study period (2006-2021) and it
should be noted that in addition to this profit we have allowed the developer a
contractors’ return of 8% in respect of affordable housing sales to RSLs, which we
believe adequately reflects project management nature of these pre-sold lower risk
package deals.
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5.29

5.30

5.31

Site acquisition and disposal costs
The development is assumed to proceed immediately and so other than interest on
the site cost during construction, no allowance has been made for holding costs, or
indeed any income receipts arising from ownership of the site.

Acquisition Costs include stamp duty at a rate of 4% for sites in excess of £500,000
and an allowance of 1.5% for acquisition agents’ and legal fees.

Sales/promotion and legal fees are assumed to amount to 4% of receipts and this is
assumed to include all marketing costs. In our experience, national homebuilders’
disposals costs tend to fall within the 3-4% bracket. In some larger schemes there
may be increased marketing costs in show homes and media marketing to maintain
sales rates, but this will be off set by reduced fees to agents. Smaller schemes may
not carry the same overheads but they will struggle to achieve the same agency and
legal fee efficiencies. Therefore, an overall figure of 4% is therefore considered very
reasonable across all schemes.
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6 RESULTS OF VIABILITY ANALYSIS
6.1 The results of the test appraisals, based on the assumptions set out above are set out
in Appendix 4
In summary:
The table overleaf indicates whether the target developer profit (20%) can be achieved
based on an Affordable housing provision of 10%, 15%, 20% and 25% and adopting the

density on each site as originally set out.

N — Not achieved (less than 15%); M — marginal (15-19.99%); Y— achieved (20%+)
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7. STUDY RESULTS

7.1

7.2

7.3

7.4

7.5

7.6

It is appropriate to reiterate here that the Council appointed DVS as consultants to
undertake a Study to develop a LDP evidence base to support the delivery of
affordable housing in Blaenau Gwent and to inform policy decisions on where to set
targets and thresholds. The overall objectives of the study were to demonstrate, on
the basis of a robust evaluation of the financial viability of both notional and identified
residential developments:

o The targets for the percentage of affordable housing sought on mixed
tenure sites that would be viable in the study area/s

o The appropriate site threshold above which affordable housing should
be sought

. An understanding of the different housing markets in the County, with

the possibility of different targets being set for different market areas.

Consultation matters warranting further discussion
Having completed the Consultation and investigation processes the most significant
challenges that have been raised and reviewed during the Study have been
assessment of the appropriate land value, development costs (including the impact
of the Code for Sustainable Homes) the valuation of affordable housing and
development profit expectations.

In respect of what constitutes an appropriate development site land value there is
some concern that reference only to a development sites’ existing use value with the
addition of a percentage premium uplift is too simplistic of a view. It is felt that this
approach does provide a benchmark, but that a complete valuation should consider
the views of both the developer and landowner and the myriad of factors that can
affect these views; wherever comparable land transactions, competition within the
market, perceived risk and return by developers and their financiers, abnormal costs,
the availability of public subsidy, market forecasts, personal circumstances etc.

The discussion over build costs is a perpetual one, but much of the debate can be
resolved through the use of like for like cost comparison. Many valuers and
surveyors within the UK development industry use the BCIS construction data and
build up their cost estimates from this source. Indeed, national homebuilders base
construction costs start significantly lower than the BCIS averages applied here. Part
of the problem is that build costs are very scheme and site specific and so quoting
overall out-turning build cost rates can sometimes be misleading, especially where
abnormal costs exist (as is common within parts of Blaenau Gwent).

Intertwined with the construction cost debate is the current and future effect of the
Code for Sustainable Homes and the WAG's sustainability agenda. There has been
a range of cost reviews undertaken for the UK Government and various
Development Industry interest groups over the past years. We believe that most
recent review completed on behalf of the UK Government (published in March) and
our investigations supports our average allowance of £2,500 per dwelling in the
current market, especially given the inherent allowance already within BCIS data.

The valuation of affordable housing is an item that illustrates a disparity of approach
between the private home developer and RSLs. Typically, the private homes builder
is simply looking to extract the maximum value from what they might view as an
“opportunity cost” to their development. Whereas, RSLs are trying to manage their
cost base and balance their finances over the subject units. Such differing
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7.7

7.8

7.9

7.10

7.11

7.12

approaches do not always make for the smoothest or most transparent discussions
on transfer terms but good planning and housing policy guidance notes, and the
endeavour of all parties mostly finds a way to make these transactions happen.
Going forward, it would be helpful for more wide ranging valuation and transfer
guidance and procedural endorsement by the Welsh Assembly Government could
help develop further consistency across Wales.

Developer profits can be an emotive subject. Clearly, a Capitalist Society’s need for
more homes requires the endeavour of private developers who quite understandably
require a profit for their work. Perhaps the most significant live issue in the globally
realigning markets is what level of profit benchmarking is reasonable. The house
building industry has to expect that its profits will be reduced like any other business
in the current realignment, but the paradox to this is that development financiers
(Whether Banks or Investors) see greater risk and so seek greater profit from home
builders. Currently developers and their financiers need to assess development risk
and return not just against past industry standards but risk and return in opportunities
elsewhere within the economy. This is a wider challenge but one that will normalise
with time.

We view viability as an interrelated triangular relationship between the public sector,
development industry and the landowner. Tensions can arise within this triangular
relationship model; however these can be harnessed to drive even greater
efficiencies. The important point is that the bigger picture is recognised by all and
reflected in flexibility of their position, which will allow challenges like the ongoing
market realignment to be addressed and over come. In practical terms this means
flexibility on the public sector requirements, flexibility on developer profit expectations
and flexibility of landowner price expectations.

Moving onto the testing results our findings can be reviewed as three distinct groups;
small sites, mid-range sites and large sites.

Viability results for the large sites
Sites A to C fall within what we define as large sites (100+dwellings). The results for
these sites are, unsurprisingly, better than the rest of the test sites. Thisis a
reflection of their ability to spread and phase costs over a longer period and absorb
any fixed abnormal costs over their higher overall Gross Development Values.

The results for these sites show an ability to easily support 10% affordable housing in
the current market (100% Sales) and a very good ability to support 15% given some
flexibility on density or developer profit, the latter of which will be a case by case “risk
& return” judgement call by the developer. Even an affordable housing target of 20 -
25% is within reach of these sites, but this is more marginal.

Once the property market variable is changed, viability becomes much clearer. So if
the property market sees a 10% relative reduction (90% Sale Price testing column)
then no affordable housing contributions are achievable, but conversely if the market
sees a 10% relative price increase (110% Sale Price testing column) then 25%
affordable housing contributions become comfortably achievable.
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7.14

7.15
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7.17

7.18

Viability results for the Mid-range sites
Sites D to H fall within what we define as the Mid-range sites (20 to 99 dwellings).
The viability results for these sites are actually the worst of the three groupings,
whereas we would usually expect these results to have been middle order. There
are a number of reasons for this, firstly two of the mid-range sites are in the South of
Blaenau Gwent where our statistical analysis has identified housing sale prices to be
generally lower (particularly in some parts of the south) than northern housing around
the heads of the valley road. Secondly, the mid-range sites are all Brownfield with
abnormal remediation/site clearance costs and in some cases identified continuing
existing uses that naturally uplift their landowner’s sale price expectations.

The results for these sites show an ability to support between 0% and 15% of
affordable housing provision in the current market (100% Sales), but in truth the
results are mixed and very site specific. We do believe that the particular
characteristics and challenges of sites G and H make them real candidates for Social
Housing Grant Funding and therefore focusing on the other three sites (D-F) its clear
that these could be made to work without grant at 10-15% affordable housing but at
these more marginal profit returns this would require some careful investigation by
the developer and the Local Authority.

If the property market sees a 10% relative reduction (90% Sale Price testing column)
then no affordable housing contributions are achievable, but if the market sees a
10% relative price increase (110% Sale Price testing column) then 25% affordable
housing contributions become achievable for all sites except G (and marginally E and
H).

Viability results for the small sites
Sites | to L fall within the group we define as small sites (up to 19 dwellings). The
viability results for these sites are better than the mid-range sites but worse than the
large sites. This is due to the small sites’ difficulty absorbing significant fixed costs
i.e. abnormal development costs, s106 contributions etc. The latter item is more
significant at this scale of development because the Authority’s draft Affordable
Housing Policy only requires s106 contributions on sites of 10 or more units. For
consistency our appraisal model tests the viability of affordable housing on all sites
but, by agreement, we have excluded the s106 contributions of £2,500 per dwelling
from sites K and L as they fall below the draft threshold.

As can be seen the results for these sites show an ability to support between 0% and
(in more exceptional conditions) 25% of affordable housing provision in the current
market (100% Sales), but again the results are very mixed and very site specific.
Sites | and J have no abnormals costs and even meeting the £2,500 per dwelling
s106 contributions they are clearly able to deliver 10%-15% affordable housing with
some careful review by the developer and Authority. Despite the presence of
abnormals, site K shows marginal viability around the 10-15% affordable housing
provision, but the site is not making any s106 contributions under the threshold
application. Site L is by a long way the least viable due to abnormal costs and an
existing underlying use value.

If the property market experiences a 10% relative reduction (90% Sale Price testing
column) then no affordable housing contributions are achievable, but if the market
sees a 10% relative price increase (110% Sale Price testing column) then 25%
affordable housing contributions become achievable for all sites except L (marginally
for Site K).
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7.23
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Conclusion
Having considered the viability testing results in detail we believe that the final
adopted affordable housing targets need to also reflect the strategic vision of
Blaenau Gwent County Borough Council. Much will depend upon your Authority’s
inclination towards an optimistic or pessimistic view of the economic cycle over the
life of the LDP (until 2021) and how you seek to plan your policy for market changes
over that period.

Many of the test sites are affected by abnormal development costs, so if this is seen
is indicative of the majority of future development sites then this may lead to a more
pessimistic outlook of the viability results. On the other hand, we view the current
market realignment as a low point within the economic cycle and so the testing
results in our view will show understated viability over the cycle. We acknowledge
that public subsidy will become increasingly finite over time but we have assumed no
public subsidy within our testing, which again we believe somewhat understates the
true (and more diverse) viability picture.

The viability testing results demonstrate that sites below 10 dwellings can in some
circumstances support affordable housing, although we have not tested their ability
to support additional s106 financial contributions. Our results here demonstrate that
viability and ability to support planning obligations is more site specific (as seen in
the results of sites K & L) and so we would only recommend that you consider
lowering the threshold if you are comfortable with considering viability cases
presented by developers on a site by site basis.

The use of off site payments in place of affordable homes on developments of 10-19
dwellings is a matter that your Authority needs to carefully consider. Such
mechanisms can certainly aid delivery of more development, but those in need of
affordable homes require those homes as soon as possible and you should be
confident that any receipts for off-site affordable housing provision can be
expeditiously converted into new homes. Similar comments apply to any such
requirement for developments below 10 dwellings but viability is much more varied at
this level and even the pursuit of fractional financial contributions could restrict some
sites coming forward for development.

Viability is generally better further north within Blaenau Gwent. However, again this
is very site specific and viability can be equally as strong within parts of the south so
any geographically split affordable housing policy requirements would need strategic
drivers to make them worthwhile and justified.

Viability typically increases on larger sites, as this is a function of increased
development efficiencies and the spreading of fixed costs over higher development
values. Despite the mid-range test results bucking this trend (largely due to
abnormal costs and higher existing use values), it is clear that viability is strongest on
the larger sites (100 dwelling+). In these circumstances it is appropriate that these
sites be expected to deliver greater contributions to planning obligations. Logically,
this should be through a higher level of % affordable housing since our results
demonstrate ability to deliver 15% (and upwards). However, we are aware of your
Authority’s other development priorities (i.e. education) and so on these larger sites,
if appropriate, you could decide instead to seek greater contributions to planning
obligations other than affordable housing.
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We believe that we have undertaken a reasoned and substantiated Study within
generally depressed economic conditions, which we believe allows for an inclination
towards a more optimistic view over the life of the LDP. We are also aware from our
experience of viability issues in both strong and weakened stages of the economic
cycle that it is far easier for Planning Authorities to set out and manage evidentially
justified planning obligations that challenge the development industry to deliver the
best outcomes for the public realm whilst building in safeguards and flexibility to
allow developers opportunities to present evidenced site specific viability cases
where they genuinely cannot progress a development as a result of the full public
realm requirements.

Recommendation

Taking into account the above, we believe that your Authority should set an
affordable housing contribution target that requires the provision of at least
10% affordable homes on all sites of 10 or more units and 15% affordable
homes on all sites of 100 or more units across the Authority but that the LDP
allows for periodic viability reviews to inform whether changing market
conditions support any revisions to your policy requirements and in between
these periodic reviews that the LDP allows for sites to be considered on an
individual scheme-by-scheme basis with a full viability appraisal, where
appropriate. This recommendation is based on the results produced by
utilising the 100% sale price data, which we considered very reasonable in the
context of the current, exceptional depressed point in the economic cycle.

Nick Tyldesley, BSc (Hons.), MRICS
for District Valuer Services

August 2010
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Appendix 1

AGENDA
Affordable Housing Viability Study for Blaenau Gwent CBC
Consultation Workshop
VITCC, Tredegar on Friday 19" February 2010

9.00 Registration & refreshments
9.30 Introduction, Study Context and Explanation of Study methodology

10.00 Session One:-

Review of Testing Criteria
= Housing market conditions, density basis and test intervals,
affordable housing % test intervals, Social Housing Grant
assumptions
Review of Test Inputs
= Affordable tenure and dwelling mix/sizes, value indicators for
affordable housing, market housing dwelling mix/sizes,
market housing values
= Build costs, effect of the code for sustainable homes,
infrastructure and planning obligations
= Section 106 financial contributions, abnormal costs —
remediation, professional fees, finance costs, marketing
costs, allowance for profit, overheads and contractor’s
return, land values

11.00 Break
11.15 Session Two:-

Wider study matters

= What are the key factors constraining the delivery of
affordable housing?

= |s there an appropriate level of affordable housing that can
be delivered?

» |s there a case for setting different targets for affordable
housing throughout Blaenau Gwent, reflecting the
differences in house prices?

» |s there a minimum size of development needed to make
affordable housing viable?

= What housing mix should be built to meet needs and
demands?

= Are off-site financial contributions appropriate in the local
housing market?

= Any other study matters for discussion?

12.00 Lunch



Appendix 2

Minutes of Viability Assessment Workshop Meeting
Friday 19" February 2009

VITECC Tredegar
Present
Adrian Wilcock (AW) Torfaen CBC
Barry Leavy (BL) United Welsh Housing Association
David James (DJ) Monmouthshire & Powys CBC
Hayley Selway (HS) Tai Calon
John Millard (IJM) Melin Homes
Kevin Fortey (KF) Caerphilly CBC
Richard Price (RP) Home Builders Federation
Anthony Rowson (AR) BGCBC Housing Policy Manager
Catherine Ashby (CA) BGCBC S106 Officer
Lynda Healy (LH) Development Plans Manager
Rhian Mann (RM) Assistant Strategy Officer
Tania Jones (TJ) Planning Assistant
Thomas Braodhead (TB) Affordable Housing Officer
Nick Tyldesley(NT) District Valuers Office
Tiffany Spencer-Worthy (TSW) District Valuers Office
Nicola Vowles (NV) District Valuers Office

TB welcomed everybody to the meeting and briefly outlined the purpose of the
morning.

NT introduced himself and asked everyone to introduce themselves.

NT explained the context for the study and the importance of evidencing the
viability assessment work (slides 1-3).

NT explained two basic viability equations (slide 4).
NT explained the study methodology (slide 5 & 6).

A number of issues were raised by attendees all were related to issues that
would be explained in more detail at a later stage.

RP stated that a minimum profit level of 23% was required to make sure that
house builders can deliver sites.

AW noted that we needed to control what landowner would receive.

JM pointed out that developers agree terms before approaching LA.

NT explained that in such cases DVO use current market value and not what
developer paid for the land.

RP & AW asked if the toolkit was going to be made available. NT stated that
it would be made available to the Council.

Review of Testing Criteria (See slide 7)

Value base date 1°' September 2009


print
Text Box
Appendix 2


No issue raised.

Density range 25-85 dwellings

Issue raised with 85 dwellings but this was explained as a small
redevelopment of flats which was fairly typical.

Affordable Housing initial test intervals of 10%, 15% 20% and 25%
No issue raised.

Affordable Housing Tenure split — 50%/ 50%

Issues raised in terms of if it was reflective of Housing Market Assessment. It
was noted that this was the case.

Issue raised in terms of the ability to sell such houses — need to consider
delivering DQR compliant so that RSL’s could take them on if the houses
cannot be sold.

Assumption that no SHG available

No issue.

Review of Test Inputs ( See slides 8 — 15)

Housing Market Areas as identified by ORS were agreed to be suitable
areas for overview of housing market values.

JM questioned how many ACG areas there were in Blaenau Gwent. TB
confirmed that there were only 2.

Typical New Build Values

RP to provide feedback from his members

Dwelling mix

No issue.

Gross Affordable rentals of 6%

JM questioned how this figure was derived as RSL’s do not tend to calculate
this. NT agreed but advised that this approach of capitalising income (rent)
streams is a standard approach amongst valuers and indeed this is the
approach taken in the both Homes and Communities Agency’s and Three
Dragons appraisal toolkits. NT also stated that DVS would check the
affordable housing values here against know affordable sale values and also
asked for further evidence.

Intermediate Housing at 70% of its open market value

The SPG sets a maximum value above which the property would not be
considered affordable. JM advised that they do not reference value to market
value but WAG ACGs. JM went onto say that in schemes with no grant
funding they would be looking to pay 37%-42% of ACG (depending on other
s106 requirements and costs) to make the scheme “viable” in their
assessment. NT advised that he had dealt with grant funded schemes where
80-96% of ACG was paid and that the 58% grant in those cases tied in with
JM’s assessment. (NT and JM have discussed further since the workshop
and confirmed the validity of this approach in cross-checking the affordable
housing values within the Study).

Build Costs from RICS Build Cost

RP and BL considered that build cost to be too low.

RP stated that Three Dragons figures are much higher at approx. £836 and
£915.

NT pointed out that other additions are made to this figure further on and the
DVS and the Three Dragons use the same database therefore the Three



Dragons figure will have been an adjusted figure, not the base figure. Aware
that base cost of RSLs is higher.

Adjustment for Code for Sustainable Homes

RP stated that evidence from UK hub states that

Code 3 plus 6 energy credits costs an extra £12,500

RP to provide evidence.

Others questioned the validity of the research.

NT advised that national housebuilders he is dealing with have made
allowances of £5,000 per plot right across South Wales. NT also advised that
the BCIS base build cost does include some schemes to Code 3 (and above)
but because it was impractical to strip these out DVS are erring on the side of
caution by including the full supplement of £5,000 per dwelling.

Additional Build Costs

No issue.

S106 based on actual where known and £4,000 per dwelling where
unknown

RP questioned where the figure of £4,000 came from.

LH explained that based on a calculation of past S106 contributions and an
increase for wider use when SPG is adopted. Full costs of SPG requirements
may exceed £8,000 but there was an acceptance that this value would likely
to be rare and make the scheme unviable. It was considered that the viability
testing could inform the figure that is acceptable. Requirements would be
prioritised on a site by site basis.

Professional Fees

No issue.

Marketing Costs

No issue.

Finance Rate

No issue.

Profit levels of 15-18% and 8% contractors

RP asked if gross or net and for this to be explained in the report.

RP stated that lenders will not lend house builders money unless showing a
23% profit.

JM stated that contractors will not get 8%.

Land Value

General discussion on the methodology and agreement that this methodology
was better than the alternative land use methodology.

Wider Study matters

Key factors constraining Delivery of affordable Housing

Grant, Finance, high S106 requirements, need for 100% DQR tenure neutral
causes serious deliverability problems

Housing mix

Recognised that needed to be scheme by scheme and that even though HMA
identified 1 and 4 bed houses this would be an unsustainable mix.
Appropriate proportion of Affordable Housing

It was generally considered that this depended on the scheme



Minimum Threshold

It was considered that more work was required on small sites (1-9) to find out
what percentage are 1-3. It was also agreed that the testing would inform
how viable small sites will be.

Differing Targets

Given the similarity in land values and house prices it was not considered
necessary to have different markets but again this could be informed by
testing.

Off Site financial contributions

RP argued for off-site contributions to be allowed for all sites not only 10-19.
Other Matters

A draft policy prepared following a workshop on Affordable Housing Delivery
was circulated for comment.

Main issues:

Threshold — should it be lowered

Off-site contributions option for all — not only 10-19

A discussion followed about the 10% rise in house values and the possible
7% rise in build costs which meant that this would not result in viability
improved by 10%.

NT agreed that this was not the case but that an appropriate trigger could be
identified for inclusion in policy monitoring. NT also stated that the Barker
review supporting evidence is not available for review and is a little historic but
that he had plotted house price and build cost movements since 1995 onto a
graph and would forward onto RP.
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