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INTRODUCTION

Review of project aims

1.1 The Brecon Beacons National Park Authority (BBNPA) appointed Three
Dragons to prepare a Viability Assessment (AHVA) compliant with the
requirements of the Welsh Assembly Goverr
the importance of viability testing policy targets.

1.2  The overall aim and purpose of the study is to:

o Advise on the most ambitious yet achievable and viable target(s) and
threshold(s) for affordable housing which fully reflect the availability of
a range of finance towards affordable housing and reflects priority
infrastructure needs;

o To assess the impact of the profile of sites within the BBNPA area on
housing viability;
o Advise on a robust policy position with respect to the setting of

thresholds which do not impact on the delivery of housing in the Park.

1.3 Thestudy will S u p lpear Development Araa praviliag a key
piece of evidence on the viability of housing development by setting
deliverable affordable housing targets and by assessing an appropriate
threshold which should trigger affordable housing contributions. The study
should be robust to the period of the LDP although recognising that the
Authority may wish re-visit the findings should there be significant market
change.

National Policy Context

1.4  This study focuses on the percentage of affordable housing sought on mixed
tenure sites and the size of site from above which affordable housing is
sought (the site size threshold). LPAs require AHVSs as part of their
evidence base for use in preparing LDPs. The importance of gathering
evidence about development economics was identified in TAN2 which states
that, in relation to setting the affordable housing target:

AThe target should take account of the an
affordable housing, including public subsidy, and the level of developer
contribution thatcanr eal i st i cal(TAN2,P@a%Slpught 0.

1.5 Guidance from the Welsh Assembly Government on the preparation of
Affordable Housing Delivery Statements (2007 i 2011)" by local authorities,
re-iterates the importance of viability evidence in identifying targets for
affordable housing delivery.

ATargets for the amount of affordable hou
assessment of the likely economic viability of land for housing within the area,
taking account of risks to delivery and on the likely levels of finance available
for affordable housing, including both public subsidy such as Social Housing
Grant and the level of developer contribution that could reasonably be
secured. A viability calculation is equally relevant in a buoyant or a depressed

! Published by the Welsh Assembly Government in February 2009
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market. The needs of both current and future occupiers should be provided
for, building on evidence in thée¢Parhocal I
1.24)

1.6 The courts have further emphasised the importance of robust viability
evidence to underpin affordable housing policies in development plans. The
Court of Appeal, in July 2008, decided on a case brought against Blyth Valley
Council. The court stated that:

feéan informed assessment of the viabilit
a central feature of the PPS 3 policy on affordable housing. It is not

peripheral, optional or cosmetic. It is patently a crucial requirement of the
policy. o

1.7  Evidence on viability is also required to demonstrate the robustness of the site
size threshold to be set out in the LDP. The threshold identifies the size of site
above which the LPA can seek affordable housing. TAN2 does not provide
any national guidance on appropriate thresholds and leaves this to LPAs to
identify. However, TAN does comment that,

A Wh e n s eetcapacityghreshioltls and site specific targets local planning
authorities should balance the need for affordable housing against site
Vi abi (TAN2 paba 10.4)

Local Plan policy

18 The BBNPA UDP was approved in March 2007.
Aff or dabl e Housingo6) stated that:

OWhere there is evidence of a proven nee
with developers the provision of an element of affordable housing on all

housing sites of 3 or more dwellings. The element of affordable housing will

be a minimum of 20% of the total number of dwellings to be provided on the

whole site. The NPA will ensure that the housing provided is always available

as affordable housing for | ocal peopl e. 6

It stated further that:

OWhere a pr op dswelingstte NPAMmay &jreeoto a land swap
for an equivalent piece of land on which to provide the affordable housing, or
exceptionally to accept a commuted sum payable to the relevant Unitary
Housing Authority to enable the provision of affordable housing in the local

A

area. o

1.9 In July 2008 the Authority produced a Planning Guidance Note (on Affordable
Housing. Thisre-i nf orced Pol i ci esEndblB@ Affordalbled ES 3
Housing Outside Development Limits?©é:

d&xceptionally, development for affordable housing will be permitted on sites
in or adjoining and forming a logical extension to appropriate settlements, to
meet a proven local need that cannot be met in any other way, where a local
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need has been established by a housing needs survey. Such permission will
only be granted if:

)

i)

the dwellings can be controlled, tied to a legal agreement or other
mechanism which restrict their occupancy to people with a proven local
need for accommodation that cannot be met in any other way; and

the proposal can demonstrate that any dwellings built will be affordable
to those for whom the need is proven, and that the benefit of affordable
housing will be enjoyed by successive as well as the initial occupiers of
the property.

1.10 For the purposes of this study, the key policy benchmarks are a target of 20%
affordable housing which applies across the NPA area and a threshold of
three or more dwellings at which the 20% policy becomes activated. The
threshold applies across the National Park area.

Research undertaken

1.11 There were five strands to the research undertaken to complete this study:

Discussions with the BBNPA officers which informed the structure of the
research approach;

Analysis of information held by the authority, including that which
described the profile of land supply;

Discussions and correspondence with local authorities whose boundaries
fall within the BBNPA area in relation to affordable housing viability
challenges and emerging policies;

A workshop held on 7" July 2010 with developers and related
stakeholders;

Use of the Welsh Development Appraisal Toolkit (DAT) to analyse
scheme viability (and described in detail in subsequent chapters of this
report);

Provision of a bespoke DAT for the BBNPA area. This will allow for
updating of the study at future points in time as well as to underpin site
specific negotiations.

Structure of the report

1.12 The remainder of the report uses the following structure:

Chapter 2 explains the methodology we have followed in undertaking the
analysis of development economics. We explain that this is based on
residual value principles;

Chapter 3 provides analysis of residual values generated across a range
of different development scenarios (including alternative percentages and
mixes of affordable housing) for a notional 1 hectare site.

Chapter 4 considers options for site size thresholds. It reviews national
policy and the potential future land supply and the relative importance of
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small sites. The chapter considers practical issues about on-site
provision of affordable housing on small sites and the circumstances in
which collection of a financial contribution might be appropriate (and the
principles by which such contributions should be assessed);

e Chapter 5 identifies a number of case study sites (generally small sites
which are currently in use), that represent examples of site types found in
the authority. For each site type, there is an analysis of the residual
value of the sites and compares this with their existing use value.

e Chapter 6 summarises the evidence collected through the research and
provides a set of policy options.
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2 METHODOLOGY

Introduction

2.1 In this chapter we explain the methodology we have followed in, first,
identifying sub markets (which are based on areas with strong similarities in
terms of house prices) and, second, undertaking the analysis of development
economics. The chapter explains the concept of a residual value approach
and the relationship between residual values and existing/alternative use
values.

Viability 1 starting points

2.2 We 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 and what it costs to develop. The model
can take into account the impact on scheme residual value of affordable
housing and other section 106 contributions.

2.3 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 t he Obuil d costso as shown i n t he
professional fees, finance costs, marketing fees and any overheads borne by
the development company.

2.4  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.
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Figure 2.1 Theory of the Section 106 Process

Section 106
contrib utions
(affordable housing)

Eross

residual
Scheme site value
revenus

Met residual site
value

2.5 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.

2.6 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 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.

2.7  Figure 2.2 shows how this operates in theory. Residual value falls as the
proportion o f affordabl e housing i ncr ea
alternative use value (or existing use value whichever is higher) will be equal

to scheme value. I f there is a reasonabl
i.e O0bbé reflects best possible current L
there is a sufficient return, then the scheme will come forward. At point 6 ¢ 6 ,
affordable housing wil/l make the site un
viable with affordable housing. The diagram does not assume affordable’

housing or any other form of grant.
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Figure 2.2 Affordable housing and alternative use value

A

Alternative use value
(plus return to land
owner)

Residual
Site value

(a) (b) (c)
% Affordable housing

2.8  The analysis we have undertaken uses a Three Dragons Viability model. The
model is explained in more detail in Appendix 1, which includes a description
of the key assumptions used.

Good practice approach

29 We have adoptedt he approach pr omoSoathEast WaleSEWSP Go
Strategic Planning Group Good Practice Guide to carrying out affordable
housing studies. The general approach has been endorsed by the
development industry in Wales.

2.10 A summary of the approach is shown in Figure 2.3 below.
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Figure 2.3 Good practice approach to carrying out affordable housing
viability studies (SEWSPG Guide)

Preparation
Set up project group, agree

timetable, and study brief
Check resources and availability
of DAT

Step 1

Draft High Level Testing

Framework .| Development
Including development scenarios, "| industry workshop
amount/mixes of affordable housing Discuss key issues
and level of other s106 Check out overall
contributions to be tested - approach and detailed
Identify sensitivity tests to be assumptions
undertaken e.g. 10% increase in

¥

market values, changed - -
assumptiun about Code for (Include discussion atwarkshop
Sustainable Homes a!:_n:nu_t economics of developing small
l h
Step 2 Step 3
High Level Testing (of Analyse pattern of site
notional 1 ha site) supply
Provides a series of residual Assess importance to
values forthe market value | supply of different sizes of
areas within a LPA and forthe sites —highlight if need to
baseline and sensitivity tests test a (very) low site-
defined in Step 1 (and agreed capacity threshold
with the development industry)

!

Step 4 Stel? 2
Identify case study sites Review results from Steps 2 and 4
and test. and set against comparator values

Mo single comparator will provide the
» answers but LPA will need to review
how the residual values identified in
steps 2 and 4 compare with other
values found in their area.

|

Case study sites to test will
depend on local pattern of
site supply. Testing will
follow principles from the
High Level Testing

Step 6
L Report preparation
Draw on evidence from steps 1to 5to identify appropriate +
policies (for affordable housing targets and site-capacity
thresholds). Prepare report that fully describes the
process, information sources used and results of the AHVS.
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3

3.1

3.2

3.3

3.4

3.5
3.6

HIGH LEVEL TESTING

Introduction

This chapter of the report considers viability for mixed tenure residential
development for a number of different proportions and types of affordable
housing. The analysis is based on a notional 1 hectare site and has been
undertaken for a series of market value areas or sub markets that were
agreed between the NPA and Three Dragons based on postcode sectors.
The chapter explores the relationship between the residual value for the
scenarios tested and existing/alternative use values.

The analysis relates to scheme residuals which we would expect to be
achieved across a range of sites including brown and green field situations.
Housing development on green field sites for example will not necessarily be
less expensive in terms of costs than would be the case for brown field sites.
Where there are sometimes clearance costs on brown field sites these are
often much better located in terms of local infrastructure provision than is the
case with green field sites. The site specific costs, and indeed, values, will
need to be assessed through the Development Appraisal Toolkit as and when
these become known as sites are brought forward.

Market value areas

Variation in house prices will have a significant impact on development
economics and the impact of affordable housing on scheme viability.

We have undertaken a full analysis of development across the housing
market, using HM Land Registry data to identify market value or sub markets
areas in the BBNPA area. We have tested all sub markets with the exception
of BBNP Torfaen and Ammanford Rural Hinterland where residual values are
likely to be very close to those the Heads of Valleys sub market.

The analysis applies as at April 2010.

The purpose of this analysis is to help establish a broad starting point for
target setting in the light of the general relationships between development
revenues and development costs. Table 3.1 below sets out the market value
areas or sub markets for the Park. The map below shows the areas in GIS
form.
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Table 3.1 Sub markets in the Brecon Beacons NPA area
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3.7

3.8

3.9

3.10

Other
3.11

Source: BBNPA and Three Dragons

Testing assumptions (notional one hectare site)

For the viability testing, we defined a number of development mix scenarios,
using a range of assumptions agreed with the Authority and as applying in the
DAT.

The development mixes were as follows:

e 20 dph: including 10% 3 bed semis; 30% 3 bed detached; 40% 4 bed
detached; 20% 5 bed detached.

e 30 dph: including 10% 3 bed terraces; 10% 3 bed semis; 10% 4 bed
semis; 20% 3 bed detached; 30% 4 bed detached; 20% 5 bed detached.

e 40 dph: including 20% 2 bed terraces; 25% 3 bed terraces; 5% 4 bed
terraces; 20% 3 bed semis; 10% 4 bed semis; 10% 3 bed detached; 10%
4 bed detached.

e 50 dph: including 5% 1 bed flats; 5% 2 bed flats; 20% 2 bed terraces;
40% 3 bed terraces; 5% 4 bed terraces; 20% 3 bed semis; 5% 4 bed
semis.

We calculated residual site values for each of these (base mix) scenarios in
line with a further set of tenure assumptions. These were 10%; 15%; 20%;
25%; 30%, 35% and 40%. These were tested at 70% Social Rent and 30%
HomeBuy. For HomeBuy, the share purchase was assumed to be 60%. For
the purposes of the viability calculation, this assumes the payment from an
RSL will be 60% of the open market value of the unit. This is believed to be a
rate at which units will be affordable to prospective HomeBuy occupiers,
although the rate may vary in practice according to local market conditions.
All the assumptions were agreed with the Authority.

We are aware that the current difficulties in obtaining mortgages for
households on lower incomes is affecting the intermediate affordable housing
sale market. In the short term, this may mean that the mix of affordable
tenures which is provided will be different from that which we have modelled.
However, the figures we have used are intended to provide information for the
local authority to use in planning for the longer term and hence the balance of
tenures we have modelled. This is considered to be a safe assumption based
on market and economic trends over the long term and in view of the fact that,
the authority will be able to consider the economics of individual schemes with
a different affordable housing mix, using the DAT. or other development
appraisal model if the trend continues in the short and medium term.

section 106 Infrastructure contributions

For the modelling we have undertaken (and unless shown otherwise) we have
assumed that other planning obligations have a total cost of £5,000 per unit.
This was a figure agreed with the Authority as being a reasonable
requirement on a per unit basis based on the current level of contributions.
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3.12

3.13

3.14

We test also at a contribution of £10,000 per unit as a higher potential level. In
the event that the BBNPA introduce a Community Infrastructure Levy (CIL) in
the future, these assumptions are likely to be safe in view of the DCLG
assumptions that charging authorities are likely to charge between £5,000 and
£10,000 per unit for CIL.

We also consider separately the impact on viability of the Code for
Sustainable Homes at Code Level 4.

Results: residual values for a notional one hectare site

This section looks at a range of development mixes and densities. It shows
the impacts of increasing the percentage of affordable housing on residual
site values. Unless otherwise indicated, all the results are without grant.
The full set of these results are shown in Appendix 2.

Low density housing (20 dph)

Figure 3.1 shows low density housing (20dph) and the residual values for
each of the market value areas outlined in Section 3.

Figure 3.1 Low density housing (20 dph) i Residual value in £s million

Residual values per Hectare (£ million) - 20 dph
£2.50
£2.00
£1.50
£1.00 | ¢
.
£0.00 "w
-£0.50
-£1.00
D 2 N X 2 g >
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o / @ & &
%3 o & &® & o0 g
<° A . & »
Cul Q ) &
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&
&
% Affordable Housing M0% W 10% @ 15% M 20% W 25% W 30% W 35% w 40%

e Figure 3.1 shows residual values on a per hectare basis for the sub
markets. The chart shows that residual values significantly across the
National Park area. Residual values are positive in all sub markets with
the exception of the Head of Valleys and the Rural South, where the
analysis suggests that housing development per se (rather than including
affordable housing) is unviable or (In the case of Heads of Valleys)
marginally viable.

e The chart (Figure 3.1) suggests a broad three way split in viability. First,
Abergavenny, Hay-on-Wye and Crickhowell, where residual values are
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3.15

generally buoyant; second, Brecon and Rural Hinterland and BBNP
Carmarthenshire, where values are less buoyant but nevertheless robust,
and finally Heads of Valleys and Rural South (encompassing BBNP
Torfaen and Ammnaford Rural Hinterland) where values are generally
negative;

At 20% affordable housing (current UDP policy), residual values are
£1.52 million per hectare in Abergavenny RH, £0.89 million per hectare in
Brecon and RH, and - £0.25 million in Rural South.

The range in values has potentially important implications for policy
making. The graph shows the very significant difference in residual
values between areas and this difference creates a strong case for the
Authority to promote a split affordable housing target.

Lower density housing (30 dph)

Figure 3.2 shows lower density housing (30 dph) and the residual values for
each of the market value areas.

Figure 3.2 Medium density housing (30 dph) i Residual value in £s

million

£3.50
£3.00
£2.50
£2.00
£1.50
£1.00
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£0.00
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Residual values per Hectare (£ million) - 30 dph
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The scenario at 30 dph generates a similar pattern of residual values as
at 20 dph with the same broad, three way division appearing.

Residual values at 20% affordable housing in Abergavenny RH are now
in excess of £2 million per hectare and residuals at Brecon and RH are
now at £1.26 million per hectare. Thus, we see some increase in residual
value. At the same (20%) affordable housing target however in Rural
South, residual value is - £0.43 million per hectare.

In the four highest value sub markets, notably Abergavenny RH. Hay-on-
Wye and Brecon and RH, a 30 dph is likely to give a higher residual value
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than at 20 dph. However in the weakest four sub markets (examples
here Heads of Valleys and Rural South), residual values fall as a result of
increased density in most scenarios.

Medium density (40 dph) scheme

3.16 Figure 3.4 shows a higher density scheme i at 40 dph, and the residual
values for each of the market value areas.

Figure 3.4 Higher density housing (40 dph) i Residual value in £s
million

Residual values per Hectare (£ million) - 40 dph

£3.50
£3.00 -
£2.50
£2.00 -
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-£0.50
-£1.00

% Affordable Housing 8 0% & 10% W 15% M 20% W 25% W 30% W 35% w 40%

e Increasing density to 40 dph (from 30 dph) will not significantly enhance
residual value on the basis of the development mix assumptions used
here (a different mix could produce a different conclusion).

e Indeed, in the lower values areas, residual values are lower in all
affordable housing scenarios in the Heads of Valleys and Rural South
sub markets. It will be noted (Figure 3.4) that development looks
generally unviable in the Rural South.

¢ In a mid market location such as Brecon and Rural Hinterland, residual
values are around £1 million per hectare at 30% affordable housing. This
is by no means a 6émagicdé viability figu
value of most other land uses.

e The impact of affordable housing, where the gap between revenue and
cost is marginal, as it is with smaller units (more included at 40 dph) is
very significant in the lower value sub markets. A mix of larger, and
family type housing, is likely in many cases to generate the best returns
for land owners
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3.17

3.18

3.19

3.20

Higher density (50 dph) scheme

Figure 3.5 shows a higher density (50 dph) scheme. The main impact here is
to decrease viability in the weaker sub markets at higher percentages of
affordable housing; and conversely to increase residuals where house prices
are higher.

However, in all sub markets, residual values are higher at 35% and 40%
affordable housing. This reflects the fact that by increasing density a greater
proportion of smaller units are include within schemes and which do not cover
development costs as efficiently as large ones.

Figure 3.5 Higher density housing (50 dph) T Residual value in £s
million

Residual values per Hectare (£ million) - 50 dph
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Impacts of potential grant funding

The availability of public subsidy, in Wales in the form of SHG (Social Housing
Grant) money, can have a significant impact on scheme viability. Grant given
to the affordable housing providers enables them to pay more for affordable
housing units, thus increasing overall scheme revenue and therefore the
residual value of a mixed tenure scheme.

We look here at the impact of the SHG funding regime on viability. We select
here ACG (Acceptable Cost Guidance) Band Level 5. We run the scenarios
assuming SHG at 100% of ACG. Figure 3.6 shows the results for a 30 dph
scheme.
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3.21

3.22

3.23

Figure 3.6 Medium density housing (30 dph) i Residual value in £s
million; ACG at 100%

Residual values per Hectare (£ million) - 30 dph
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Figure 3.6 shows two main impacts. In the three highest value areas, residual
value falls as affordable housing is increased within a scheme. In other
words, the SHG subsidy scheme, whilst it significantly bolsters residual value,
does not increase residual value as the affordable housing percentage
increases.

In the other sub markets, the pattern moves in the opposite direction. In other
words, residual values actually rise as affordable housing is increased within a
scheme. The lower the value of house prices in an area, the greater the
impact of the SHG input to residual value. The reason for the diverse trends
is that in the higher value areas the opportunity cost of providing affordable
housing supported by SHG is greater than in the lower value areas. Where
house prices are low, grant supported affordable housing increases residual,
where in the higher house price areas, residual value falls even when SHG
support is available.

The trends are significant for policy making. Where grant can be obtained for
schemes, the i mpact in terms of viabil
than higher value areas. This does not mean that higher value areas should

not require grant (as for example existing use values can be commensurately
higher, but that the relative ability of higher value areas to cross subsidise
affordable housing is greater.
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3.24

3.25

3.26

3.27

3.28

Affordable element split 50% Social Rent and 50% Homebuy

The analysis carried out thus far has assumed an apportionment of 70%
Social Rent and 30% Homebuy at each affordable housing target tested. We
look here at an alternative tenure mix i of 50% Social Rent and 50%
Homebuy. This analysis will provide feedback on the impact of moving
towards a higher value affordable housing product.

Figure 3.8 Medium density housing (50 dph) i Residual value in £s
million; Affordable element split 80% Social Rent (SR) and
20% Homebuy (HB)

Residual values (£ million) at 30 dph

H0% H10% H20% W30% W40%

Where a schemes includes a higher proportion of Intermediate Affordable
housing (here Homebuy), then residual will normally be raised. At the higher
end of the market, residual value will be raised by between 15% and 30%
depending on the amount of affordable housing included in the scheme. With
higher proportions of affordable housing, the gain in residual value increases.

In a middle market location such as Brecon and Rural Hinterland, the increase
will be in the range of between 20% and 60% depending on the overall
affordable housing target.

At the lower end of the market the impact of increasing the proportion of
Intermediate affordable housing will be even more beneficial to viability
although it should be noted that residual values are still negative even at the
lower percentages of affordable housing.

Impacts of achieving Code for Sustainable Homes Level 4

A further consideration in relation to viability is the achievement of a higher
standard of build as envisaged in the Code for Sustainable Homes.
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3.29

3.30

3.31

3.32

3.33

3.34

3.35

There are a number of problems in analysing the impacts of a higher code
(we consider here Code 4) not least that there is a large range of costs which
can impact on a scheme which operate within the same code.

The impact of the Code for Sustainable Homes will be around £5,000 per unit.
These costs are based recent DCLG research (Code for Sustainable Homes:
A Costs Reviewi Mar ch 2010) at around A5000
3 to Level 4). This is broadly in line with previous evidence which estimated
costs of achieving Code Level 4 range from £2,000 to £12,000 per dwelling
(Cyril Sweet, 2007 i Cost Review of the Code for Sustainable Homes). This
depends on the extent to which different energy sources are adopted.

At 30 dph the additional costs on a per hectare basis will be around £150,000.
As previously, the impacts will be regressive. At the top end of the market (eg
Hay-on-Wye) residual values will be reduced by 13% (30% affordable
housing). In a mid market location such as BBNP Carmarthenshire, residual
values will be reduced by around 30% at the same percentages of affordable
housing.

It is important to stress that these are scenarios only and that viability could
be improved despite the introduction of these additional costs either through a
general improvement in the housing market or through any additional value
that the improved environmental standards might add to the selling price of
the dwellings.

Impacts of a different planning gain package or CIL.

The baseline testing has been carried out at a CIL contribution of £5,000 per
unit. We believe that this is a reasonable figure in line with comparable areas.
We are also aware that higher estimates of Section 106 requirements are
being made, with £10,000 per uniot being a not uncommon figure. We
therefore consider this impact.

Moving from a £5,000 per unit levy to a £10,000 tariff woudl clearly add
£5,000 per unit. The maths then suggest a reduction in residual value, all
other things equal of around £150,000 per hectare. As with the Code for
Sustainable Homes, this would hit the weakest markets hardest as its effects
would be regressive. It would for example, reduce residual values from £2.0
million per hectare to £1.85 million per hectare at the top of the market (25%
affordable housing) whilst at the same percentage reducing residual from 0.64
million per hectare to £0.5 million per hectare in a location such as BBNP
Carmarthenshire.

As in the case above (Code for Sustainable Homes) It should be stressed that
these figures are based on scenario testing only. The actual viability of sites
will depend on the relationship between selling prices of housing in the future
and the timing of the potential imposition of higher (or indeed lower) Section
106/CIL type costs. The local authoritity will be able to monitor this
relationship by use of its Three Dragons Viability Toolkit.
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Currency of market data

3.36 The analysis set out above relates to current house prices and development
costs (at February 2010). In practice this situation may vary over the period of
the Development Plan and therefore innumerable scenario tests are possible.

3.37 Figure 3.9 shows the current housing market position in relation to the long
term trend. The chart shows the short te
long term trend is plotted by a straight regression linear line which minimises
the variations between the range of price observations.

Table 3.9  Long and short term housing market trends in Wales

Long Term Price Trend: 1983 to 2009: Wales
180,000
o
160,000 *
;
140,000
120,000 3
100,000
....... Price
80,000 '
—— Linear (Price)
60,000 -
*P%2ens i
40,000
et
20,000 -
0
1980 1985 1990 1995 2000 2005 2010 2015

Source: Halifax House Price Index

3.38 The chart shows that as at Quarter 4 2009, the market is marginally under the
longer term trend. It is very close to it. Therefore our analysis has not taken
an unrealistically optimistic approach to calculating residual value. It can be
seen that 2007 and 2008 were high points in the housing market in Wales.

3.39 Another measure is the longer term price and build cost trend. We show here
both variables (for the UK) where it can be seen that over time viability of
development has improved with a widening gap between prices and costs
(Figure 3.10).
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3.40

3.41

3.42

3.43

Figure 3.10 Long term house price and build costs trends

Long Term House Prices and Build Costs (1984 to 2009)

700.0

600.0

500.0

400.0

300.0

200.0

100.0

0.0
L T e R T I I T I I I I T I T I . I I I . R R o B B B
0 0000000000000 Q0000000o0Q 0o o
g VN O™~ 0 OO O " N M ST NN OSSO0 OO NS N OSSO
W 0 0 W 0 0 O O A OO OO OO DO O 0 OO0 OO0 © O O
O OO 0 OO O OO OO OO DY O O O O O O O O O O
™ M M N NN NN NN N NN

e==me Halifax House Prices —— BCIS Tender Price Index

In so far therefore, that the housing market replicates in some measure its
former trends, we would expect our analysis to hold for the Plan period,
although we would urge the Authority to review the findings in the medium
term to test whether there has been a widening or narrowing in the
relationship between selling prices and development costs.

Short term fluctuations will need to be dealt with by the Authority through the
development control process, ideally using the DAT or other development
appraisal models to reflect any changed circumstances.

Benchmarking results

There is no specific guidance on the assessment of viability which is
published by national government. In Section 2, we set out that we think
viability should be judged against return to developer and return to land
owner.

One approach is to take fAcurrento |
as a kind of &6égoing rated and consi
scenarios tested against these. Table 3.3 shows residential land values for
selected locations across Wales.
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3.44

3.45

3.46

Table 3.3  Residential land values regionally

Small Sites
(sites for less

tsitg:'i‘; L::cdess sites for flats or

={{ej[o]{] than five maisonettes
houses) of two hectares)

£5 per hectare £s per hectare  £s per hectare

2,750,000 2,750,000 2,600,000

900,000 500,000 50,000
1.100.000 1.000,000 1,000,000
1.550.000 1,550,000 1,550,000
1,400,000 1,400,000 1,800,000
1,000,000 850,000 1,000,000
1,900,000 1,900,000 1,400,000
1.000.000 850.000 1.000.000

Source: Valuation Office; Property Market Report, July 2009

The table above indicates residential land values of around £1.0m per hectare
for a location such as Carmarthan which is probably the nearest comparable.
This figures broadly equates to around 20% affordable housing in BBNP
Carmathanshire at 40 dph (Figure 3.4 below ).

Another benchmark which can be referred to is that of industrial land. Table
3.4 shows values of between £140,000 to £270,000 in the weaker areas with
an overall average for the larger urban areas (Cardiff, Newport and Swanses
as examples) of around £250,000 per hectare.

Table 3.4 Industrial land values in Wales

From L Typical
£5 per ha £5 per ha £5 per ha

210,000 315,000 270,000
160,000 210,000 190,000
135,000 200,000 160,000
125,000 205,000 140,000
150,000 245000 235,000
200,000 300,000 250,000
180,000 250,000 225,000
200,000 300,000 250,000

Source: Valuation Office; Property Market Report, July 2009

The 6benchmar k dnd ovélue can dbe smpartana Where land,
currently in use as industrial land, is being brought forward for residential
development or where sites may be developed either for residential or
employment use.
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4 LAND SUPPLY, SMALL SITES AND USE OF COMMUTED
SUMS

Introduction

4.1  This chapter reviews the policy context and options for identifying the size of
sites above which affordable housing contributions would be sought, in the
national policy context.

4.2  The chapter provides an assessment of the profile of the likely future land
supply and the relative importance of small sites. It then considers practical
issues about on-site provision and the circumstances in which collection of a
financial contribution might be appropriate (and the principles by which such
contributions should be assessed).

Purpose of the Analysis

1.1  Evidence on viability is required to demonstrate the robustness of the site size
threshold to be set out in the LDP. The threshold identifies the size of site
above which the LPA can seek affordable housing. TAN2 does not provide
any national guidance on appropriate thresholds and leaves this to LPAS to
identify. TAN does however comment that,

A Wh e n ngssietcapacity thresholds and site specific targets local planning
authorities should balance the need for affordable housing against site
vi ab i(TAN2tpara10.4)

43 By reducing site si ze t hreshol ds and 0 C
affordable housing can be sought, an authority can potentially increase the
amount of affordable housing delivered through the planning system.

Site supply analysis

4.4  We have analysed data based on granted planning permissions held on the
Authorityd s Ho us i n g bityaDathbageywvehich tlhe Authority uses to
monitor residential development.

45 The data relates to extant planning permissions and allocations as at April
2009. Some of the schemes are under construction but no schemes which
have been recently completed are included. Outstanding allocations are
included.

4.6 Table 4.1 sets out the overall picture in the Park. It shows the number and
percentage of dwellings falling under each site size category. Sites of one to
four dwellings are the smallest sites considered; sites with capacity for more
than 100 dwellings are the largest.

4.7 The analysis shows that a significant proportion housing supply is currently
concentrated on smaller sites. 35% of new dwellings arise from sites with a
capacity of under 15 dwellings. Only 31% of capacity will be delivered on
sites of over 50 dwellings capacity.
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4.8

4.9

4.10

411

4.12

Table 4.1: Extant permissions and allocations (April 2009)
No of Units %

lto2 99 14.39
3to4 16 2.33
5t09 81 11.77
10to 14 44 6.40
15to0 24 98 14.24
25 to 50 133 19.33
> 50 217 31.54

688 100.00

Source: Brecon Beacons National Park Authority

Table 4.2 shows the same analytical framework but with this time looking at
site supply by comparing key settlements, with other settlements and sites in
the open countryside.

Key settlements include Brecon, Hay-on-Wye, Crickhowell and Talgarth.
Other settlements include locations such as Bwich, Clydach, Llangattock,
Pennorth and Sennybridge. Schemes in the open countryside are mainly
smaller schemes.

Table 4.2: Extant permissions and allocations (April 2009) by
settlement type
Key Settlements Other settlements Open countryside
No of Units % No of Units % No of Units %
1to2 19 6.55 34 10.27 44 67.69
jtod 0 0.00 9 2.72 7 10.77
5to9 15 5.17 52 156.71 14 2154
10t0 14 22 7.59 22 6.65
15t0 24 30 10.34 68 20.54
25t0 50 66 22.76 25 7.55
= 50 138 47.59 121 36.56
290 100.00 331 100.00 65 100.00

Source: Brecon Beacons National Park Authority

The table shows that around 19% of all dwellings will be developed on small
sites less than 15 dwellings in the key settlements. Almost half the capacity in
the key settlements will be developed on sites with a greater potential than 50
dwellings. Thus in the key settlements larger sites are more prevalent.

In the Other Settlements, 35% of capacity will be built on sites of less than 15
dwellings. 55% of all units will be built on sites of less than 25 dwellings.

In the open countryside, as may be anticipated, most sites are small. The
data suggests that 100% of capacity there will be built on sites of less than 15
dwellings. In these locations, a low threshold is imperative if affordable
housing is to be realised in any significant quantities.
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Management of affordable housing

4.13 There is a potential issue on smaller sites in terms of management functions
for an RSL. This matter was discussed at Steering Group and it was felt that
in some instances RSLs may not wish to take on units in isolated locations.

4.14 Generally however, in our experience, there is not a systematic problem faced
by RSLs in taking on affordable housing units in small schemes.

Use of commuted sums

4.15 As a general principle, we recognise that seeking on-site provision of
affordable housing will be the first priority, in accordance with national
planning guidance which encourages the promotion of mixed communities,
and that provision of affordable housing on an alternative site or by way of a
financial payment in lieu (or commuted sum) should only be used in
exceptional circumstances.

4.17 Our approach is that the commuted sum should be equivalent to the
6devel oper/ Ilcomdaowmati oné 1 f the affordahb
site. One way of calculating this is to take the difference between the residual
value of 100% market housing and the residual value of the scheme with the
relevant percentage and mix of affordable housing.

418 | f the dbébequivalenced principle is adopted
to take a commuted sum will be based on the acceptability or otherwise of on-
site provision as a housing and spatial planning solution.

Potential reductions in Section 106 obligations

4.19 Any concerns about scheme viability (whatever size of site) should be
reflected by providing grant or altering
housing contribution whether provided on-site, off-site or as a financial
contribution. Other planning obligations may also need to be reduced under
some circumstances where there is planning merit and / or public interest in
the site being developed
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5

5.1

5.2

5.3

5.4

5.5

CASE STUDY VIABILITY ANALYSIS

Introduction

The analysis in Chapter 3 provides a good indication of the likely viability of
sites in the BBNPA area. The residual values can be compared with existing
use values to establish whether land owners are likely to make a return over
and above existing use value, taking into account a developer margin.

The analysis in Chapter 3 will apply for large as well as small sites (on a pro
rata_basis). We do not have any evidence from this or related studies to
suggest that the economics change significantly between large and small
sites.

It will be noted (Table 3.7) that small sites can achieve higher land values
than larger ones, suggesting that the economics of developing smaller sites
could actually be more favourable than developing larger ones.

In theory therefore there is no real need to review in detail viability issues for
small sites. However, for the sake of further illustration, and recognising that
there may be special circumstances which impact on the viability of some
types of smaller sites, it was felt helpful to review the development economics
of some illustrative case studies.

Case study sites

In this section we review a number of case study developments which are
examples of small sites for residential development. This is based on
permissions site information held on the Authorityd s H o uasnd Avalability
database. The data implicitly includes windfall developments and hence
should provide a fair indication of the pattern of supply going forward.
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Figure 5.1 Incidence of planning permissions

Incidences of Extant Permissions and Allocations
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Source: BBNPA

5.6 Figure 5.1 shows the range of scheme types within the National Park
Authority area. The development of a single dwelling is a very significant
source of supply. We understand this to be on residential or residential
amenity land i gardens, back land and infill development. These sites make
up 30% of all incidences of extant permissions and allocations and hence are
highly significant in terms of the overall picture of housing supply.

5.7  In addition to the development of single dwellings in residential amenity areas
within towns and villages, there is a very significant incidence of single
dwelling schemes in the open countryside. These make up 36% of all
incidences of extant permissions and allocations. Together with single
dwelling schemes elsewhere, these total 66% of all incidences making the
single dwelling development very importan

5.8 Schemes of two dwellings on residential amenity land (gardens, infill plots)
make up almost 7% of all incidences and similar schemes involving the
construction of three to five dwellings make up another 4% of all incidences.

5.9 There appear to be few sites in commercial use although some would appear
to be conversion schemes. These very particular cases will require site by
site viability assessment provided that they qualify for Section 106
contributions.

5.10 On the basis of the planning data, we have selected three case studies for
further investigation. These are shown in Table 5.1
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Table 5.1

Case study sites

Case Number of | Type of new development Site Size | Resulting
Study | dwellings (Ha) density
A 1 x 5 bed detached house 0.05 20
B 3 | 1 x 4 bed detached house; 0.1 30
2 x 3 bed terraced houses
C 5 | 1 x 4 bed detached house,; 0.125 40
2 X 3 bed detached house;
2 x 3 bed terraced houses

5.11 For each case study we have undertaken an analysis of residual values at
levels of affordable housing from 0%; 10%; 20%, 30% and 40%. We have
selected Abergavenny RH, Brecon and RH, BBNP Carmathenshire and
Heads of Valleys as a representative sample.

5.12

We have assumed no grant in all scenarios tested here.

Case study A1 Develop one detached house on a 0.05 ha site

5.13

The first scenario assumes the development of one five bed detached house.

The results, with the affordable housing impacts are shown in Table 5.2:

Table 5.2  Develop one five bed detached house

Case A AHO0% AH10% AH20% AH30% AH40%

Abergavenny

RH £124,000 | £108,000 £90,000 £74,000 £57,000
£2.48 £2.16 £1.80 £1.48 £1.14

Brecon and

RH £72,000 £60,000 £46,000 £33,000 £21,000
£1.44 £1.20 £0.92 £0.66 £0.42

BBNP Cos £56,000 £44,000 £33,000 £21,000 £10,000
£1.22 £0.88 £0.66 £0.42 £0.02

Heads of

Valleys - £8,000 -£14,000 -£22,000 |  -£28,000 |  -£34,000
£0.16 -£0.28 -£0.44 -£0.56 £0.68

AH = affordable housing percentage

Table shows residual values in a selection of market value areas: the upper figure is the
residual value for the scheme and the lower figure is the equivalent residual value per hectare
(in £s million)
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