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About the Local
Housing Delivery Group

* The Local Housing Delivery Group is a cross-industry group involving a broad
© group of stakeholders with an interest in home building in England.

It was set up in 2011 to respond to the Government’s challenge to boost the
delivery of new homes, o simplify housing standards where possible, and 10
suppoart growth and high standards in home building by helping local authorities
and developers find agreed ways in which they can fulfil their obligations under
the new National Planning Policy Framewark |NPPF).

. The Local Housing Delivery Group was chaired by Sir John Harman. On the
. Eroup were:

Stewart Baseley, Home Builders Federation
Cllr Ed Turner, Local Government Association
fan Davis, NHBC

Michael Rich. Homes and Communities Agency
Keith Holland, Planning Inspectorate

Mike Holmes, Planning Officers Sociery

Paul King

Russell Reefer, Local Government Associalion
Nick Scregg, Persimmon Homes

John Stewarn, Home Builders Federation
Imitiaz Farookhi

David Marcham, NHBC (Secretariat)

Simon Brown, DCLG observer

The steering group aleo established two working groups — one (chalred by the
Homes and Communities Agency) o develop advice on the best way to test the
viability of Local Plans, and the other {(chaired by NHBEC) to recommend ways to
simplify the locally applied standards regime.

The views expressed in this report reflect the general views and consensus of the
steering group as a whole but not necessarily the views of any one contributor.
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Foreword

© ITwas pleased 1o be asked by Grant Shapps MFE, the Housing Minister. to convene a

© cross-industry group to support the Government's ambition to increase the supply
of housing through viable local planning and simplification of the local standards
applied in housing development.

This review is a collaborative venture, drawing on the knowledge of practitioners
and stakeholders from local government, residential developers and consultants.

It serves as a perfea example of how the industry has come together to take joint
responsibilivy for a complex and important aspect of planning without walting 1o
be told what 1o do. I thank all the participants, and particularly the HCA and NHEC
who have acted as independent facilitators, for their support and advice during the
10 manths of this review.

While you may nol be surprised by many of the findings. it is clear to me that (o
implement some of the recommendations will need resources and a pragmatic,
collective and cooperative approach,

1 have observed stakeholders moving from very firm and sometimes opposing views
to & measure of consensus during this review. The rust, understanding and respect
built up will stand them in good stead for the work that must follow. 1 am pleased
that the Local Government Association and the Home Builders Federation have
agreed o continue 1o work together e help their members put these suggestions
into practice.

This review by the Local Housing Delivery Group oflers rwo imporant outcomes.

The first is practical advice lor planning practitioners on developing viable Local
Plans underpinned by a commitment from the HBF and LGA to engage their
mermbers in applying this advice and continuing to develop the guidance over tme,
as we all get 1o grips with the implementation of the new National Planning Policy
Framework (NPPF). The viability testing advice is contained in this document.

The second part of this review — in a separate report — includes recommendations
for the consolidation and simpliication of local standards typically adopted
for howusing development. This is also underpinned by a commitment from
stakeholders to support further detailed work il it receives Government backing.
© The recommendations are cearly linked to the viability testing as the standards and
policies specified by local authorities need to offer dear community benefit and
allow a carelully crafted Lowal Plan to be deliverable.

© Sir John Harman
© Chairman
' Local Housing Delivery Group



“We thank Sir John Harman aind all of these imvolved tn this review work. We welcome very
merecht Hee collaborative approach ased Lo develop the advice and the commitment of all the
variouns interesied parties and stakeholders to develop the adwvice, based o their feedback and
expertence. This is a very valwable resowrce for focal authorittes fo consider as they develop
their local plans. and for other parties 1o nise in contributing fo theat process.”

Department of Communities and Local Government

“The Local Government Association believes that councils will overwhelmingly say yes' o
appropriale and sustainable development. Recent research by the LGA also indicales that local
commmnsities will be supportive of housing development in their local area if thal development .
comes with appropriate infrastricchiure,

“This speaks stromaly o the need for greater and more constriclive dialogue and
undersianding between local authorities, landowners and dewlopers.

“On the ome hand, councils appreciate the economic reality of develppment cosis and marked
comditicnis, and on the ather hamd they believe thar Local Plans muist veflect the social,

eeoricmtic dend ervvironmental ambitions of the communitios they serve.

“We believe this secior-led advice will aseist covmeils in achicving thic balance awd
determuinitig a switalle approach en how fo demovstrate plas viebility, as reguired by
the Narional Planning Policy Fromework. It is alse onr hope thai this advice wilt help
us all develop clear, up-to-date and well-evidenced Local Plans that respord positively to
oppartuniites for sustaimable growil. *

Clir Ed Turner
Member of LGA Environment and Housing Board

“The Home Builders Federation is pleased to rave been involved in the development of
tiis advice, We are commitied to working with heme builders, local government and other
stakeholders to help create an evvtrommient i whick the industry can weet the demand for
Tl quiality, sustaimabie howsing.

“We world entcanrage house bielders io take part in the consultatron and collabaratian
regqiiivad to ensiere that Local Plans are deliverable and thar standards and policies applied
Tocally have a clear local fustification and do nod undermine e viability of the Local Plan.

It is important that tis advice i5 further developed over time, takig accound of the
expenence we will all gain in miplementing the National Planning Policy Frameuork, We
will be pleased to receive feedback on Loval Plan viability testing in practice so thal we can
work with the LGA to develop this advice over time.”

Stewarl Bascley
Executive Chairman k
Heme Builders Federation .

“The Planning {nspectorale and Planning Officers Sovtely welcome Hhis advice on viability
testinng of Local Plans, The wse of this approach will help enable (ocal awihiorives to meet tieir
abligations nnder NPPE when their plan is exantined.”

Planning Inspecioraie & Planning Officers Socicly




Introduction

The Government has placed high priodiy on the new homes market as a driver
for growth and has taken some steps to help local government and industry
meet housing demand.

Among these s the publicaton of the 2012 Naional Planning Policy
Framewaork. This important policy document calls lor balance between
suslainable development which benefits the local community, and realistic
returns for land owners and developers such that development is commercially
viable, Given the parallel between the viability testing of Local Plans and the
assoclated preparation of Community Infrastructure Levy charging schedules,
the advice contained in this document should be helpful in preparing those
charging schedules.

This report and advice from the Local Housing Delivery Group seeks 10 suppon
this policy by outlining the importance of viability and deliverability as part of
the balance in developing Local Plans.

*Asrr individual development can be said to be viable if. after taking acconnt of all costs, fncheding central and local govermment
paelicy and regulatery costs and the cost and availability of development finance, thie scheme provides a comipelitive return Io the
develeper fo ensure that development takes place and generates a land valie sufficient io persiade the lond cumer to sell the land
[or the development proposed, [ these conditiosts are wot met, a scheme will nar be deflivered. ™
Local Housing Delivery Group

A collective view

It is impertant o emphasise that the advice putlined in this report comes from
the Home Builders Federation, the Local Government Association, house builders
and local government representatives, They were suppaorted by other experts from
planning. consulting and standards bodies. They worked together to stimulate
productive and open discussions. Views were recorded on a non-attributable basis.

. While each individual and their organisation’s views and objectives may differ,
. they found common ground. particulary given the current resource-constrained
. economy, for pragmatic, balanced planning policies and simplified development

standards.

The advice has been developed (o cover:
*  The core principles of Local Plan viability testing.
»  Guidance on how sound assumptions can be made.

«  What sort of process would be most effective in carrying out an assessment ol
this kind.

This advice focuses on residential development, az it has been commissioned

by the Local Housing Delivery Group and this is likely 1o be where there is the

greatest need. However, the approach and principles should apply 10 any form of
development that the Local Plan seeks to deliver.




The Local Housing Delivery Group has also deliberately avoided considering the
development appraisal of specific sites. Instead it focused on the task of assessing a
whaole plan and the policies that are being developed as part of plan making.

The advice i aimed at those responsible for Local Plans and plan poliey making,
as well as those with whom planners will work and engage to produce deliverable
and sustainable plans: developers, landowners, statulory agencies and community

representatives,

Planning authorities and their partners are therefore advised 1o consider this advice as they
develop Local Plans, in particular as they seek 1o address the national policy requirement
ter avoid cumulative demands that would put implementation of the plan at seriows risk,

Developers and landowners seeking to bring forward development should also
consider this advice and the approach it promotes.

The critical importance of skills

While not part of its detailed recommendations on the process of viability
assessment itgelf, one of the most critical issues the Local Housing Delivery Group
identified is the need for investment in people and the skills required to deliver
housing through practical and deliverable Local Plans.,

Successful implementation of the NPPF is entirely reliant on the skills, competence
and resources in local government and the development community.

In particular, while it is not expected that councils need to retain inhouse all the
specialist resources required to develop a viable plan, they must at the very leastbe a
highly intelligent “client’, able to develop their policies and adopt home development
standards in a discriminate way which recognises key aspects of development
econamics, Similarly, new entrants into howse-building and development need

to fully understand the purpose of the planning svstem, the process of local
accountability and the empowerment of people and communities in planning.

It would certainly be part of the collaborative and cooperative approach advocated
within this advice ta ensure there is an equal development of experiise and
understanding in local government and the house-building industry, supported
where necessary by formal training and knowledge transfer.

The local standards issue

The house-building industry has to work with a large number of complex and
averlapping standards, many of which arve applied ar local level. Achieving
compliance with these standards in combination presents a significant challenge
to the industry. The costs of achieving compliance and the burden and costs of
demonsirating compliance can also be significant, and in some circumstances can
have an impact on viability,

Therefore, this advice on viability assessment also needs to be considered alongside
the work of the Standards Working Group, the part of the Local Housing Delivery
Group tasked o look ar this issue,




Its interim report A review of local standards for the delivery of new homes’,
concudes there is considerable overlap of standards and that there are ways 1o
simplify and consolidate them. The report recommends an overhaul of standards

in a Government-backed initiative supported by a propery constituted and
representative cross-sector Industry Group. While this work continues, it is
important 1o ensure that the standards adopted in Local Plans can be justified as
olfering <lear local community benefit and do not undermine development viability.

Challenges and trade-offs

Against this context, this viability advice recognises there are significant challenges
for planning authorities seeking 1o make plan policies that both provide for acceprable
development and avoid placing unrealistic pressures on the cost and deliverability of
development. These challenges are execerbated when market conditions reduce the
scope for delivering plan policies through lack of development value.

Decisions on how to deal with these challenges will be made by locally elected
members, prior to the Local Plan being examined within a national framework that
iz clear on the need for Local Plans to be deliverable.

Where trade-offs between the economic, social and environmental dimensions
of sustainable development need to be made, they should be clearly aniculated,
apenly considered and directly addressed.

It is hoped that this advice supports those dealing with these challenges by setting out
a straightferward approach and prindples that will lead to well-informed decision making,.

Sir John Harman and the Local Housing Delivery Group would particularly like 1o
thank all the viability working group members:

Michael Rich (chair), Homes and Commumnities Agency

Keith Holland, Planning Inspectorane

Nick Scregg, Persimmon Homes

Ray Peacodk, Taylor Wimpey

Roger Humber, House Builders Association

John Stewart, Home Builders Federarion

Nicky Linithan, Flanning Officers Soclety

Adrian Fox, Dover Disirict Council

Jim Ward, Savills

Antheny Lee, BNP Paribas

Kathleen Dunmore, Three Dragons

Lin Cousins, Three Dragons

Gilian Macinnes, Planning Advisory Service

John Parmiter, Roger Tym & Partners

Robert Fourt, Gerald Eve

Russell Reefer, Local Government Association

Ben Linscott, Planning Inspectorare

Doug Livingstone, Homes and Communities Agency

Craeme Geddes (secretariat), Homes and Communities Agency
Simon Brown (observer), Department of Communities and Local Government



Executive Summary

“Prirsicing sustainable development requires carcful attention to viability and costs in plan-making qud decizion-takmg. Plans
should be deliverable. Therefore, the sites and the scale of development identified in the plan should not be subject to such a
scale of abligations and policy burdens that their abilily to be developed viably is threatened. To ensure viability, the costs of
any requirements (ikely 1o be applied to development, such as requirements for affordable howsing, standards, infrastructure
contribuzions or other requirements showld. when taking accownt of the normal cost af development aind mitigaiion, provide
competitive returns to a willing land owner and willing developer to enable the development io be deliverable.

Matiomal Planning Policy Framewark, para 173

“Local Plans should be aspirational but realistic. They showld adidress the spatial implications of economic, social wad
emarommental chamge. Local Plans shonld set ot the apportunities for development and clear policies on what will o will not
e permitied and where, Only palicies that provide a clear indication of fow a decivion maker showld react 10 a development
progosal shiowld be included m the plan.”

National Planning Pelicy Framework, para 154

The National Planning Policy Framewaork stresses the need to ensure that the sites
and scale of development identified in a Local Plan should not be subject 1o such a
seale of ebligations, standards and policy burdens that cumulatively this threatens
the plan’s ahkility 1o be developed viably.

The NFPPF also requires that Local Plans meet the objectively assessed needs for thelr
area, and are deliverable and realistic. Flans that do not take full account of these
requirements are therefore at risk of failing to be [ound sound when examined.
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There are many factors that a local authority needs to consider and balance in
preparing a Local Plan, as outlined in the diagram on the previous page.

Local Plans need to deliver development that reflects community aspirations, is
of high quality, protects the natural environment, Is serviced by the necessary
infrastructure and supports the transition to a low carbon economy in order to
mitigate the impact of climate change.

However, consideration of viability iz also a key factor. Plans mayv be aspirational
but realistic. and should ensure that the impact of the policies when read as a
whaole should be such that the plan is deliverable. It will be the elected members
of the planning authority whao will take the lead role in making sure the planning
system can “play an active role in guiding development to sustainable solutions”®
(MPFE para 8).

Key principles

Set within that wider context, this advice outlines a number of key principles
that should be kept in mind when assessing the viability of the Local Plan and its
policies:

o It is critical that consideration is given to the cumulatlve impact of the plan
policies, rather than treating policies in isolation or overlooking the potential
impact of policdes on the delivery of planned development.

+  Planning authorities will ofien need to sirike a balance between the policy
requirements necessary to provide lor sustainable development and the realities
of economic viability, There should be both clear local justification for rhe
adoption of local standards and policies, and reasonable returns for landowners
and developers. Making an informed and explicit choice about the risks 1o
delivery is a key outcome of the assessment of Local Plan viability.

«  This local chaoice should be supported by a collaborative approach thar is taken
throughout the policy making process. The advice and input of local pariners,
particularly those with knowledge of the local market and development
economics, and those who will be involved in delivering the plan, should be
sought at each stage. This should aveld making poorly founded assumptions that
van lead 1o plans being contested. It will also Improve understanding of the need
for the proposed policies and standards among those seeking to bring forward
develapment in the area. The best plans are also regularly reviewed 1o test the
policies adopted to ensure the plan remains viable and deliverable.

o Viability assessments ol Local Plans should therefore be seen as part of the
wider collaborative approach to planning and a (ool that can assist with the
development of plan policies, rather than a separate exercise,

*  The approach o assessing plan viability should recognise that it can only
provide high level assurance that the policdes within the plan are set in a way
that is compatible with the likely economic viabilivy. It cannor suarantes tha
every development in the plan period will be viable, only that the plan policies
will be viable for the sufficent number of sites upon which the plan relies in
order to fulfil its objectively assessed needs,



+  The assessment process should be Iterative. Draft policies can be tested based on
the assumptions agreed with local partners, and in turn those assumptions may
need o be revised if the assessment suggests too much development is unviable.
This dynamic process is in contrast to the consideration of viability during
development management, when policy is already set.

s This approach does make viability assessment more challenging, particularly
when considering the potential viability of plan policies over the whole plan
period and across the different sub-markets of the plan area. However, a
demonstration of viability across time and local geography will be of much
more value to local decision making and will help develop a local shared
understanding of deliverability.

Mone ol the above is intended 1o suggest that the outcome af a viability assessment
should dictate individual policy decisions. Rather, the role ol an assessment is

to inform the decisions made by local elected members to enable them to make
decisions that will provide for the delivery of the development upon which the plan
is relian,

What is important is that consideration of overall viability is part of the evidence
base on which those decisions rest and which i= subjected to test, challenge and
debate ar examination, Carrying out an assessment is a means of reducing the risk
of plan policies based on aspirations that are unviable and therefore incapable of
being applied in practice.

The Mational Planning Palicy Framework indicates that wherever practical,
Community Infrastructure Levy charges should be worked up and wested alongside
the Local Plan. Because a local authority's CIL will be one of the policy costs on
development, the approach to viability testing outlined in this advice should also
assist the local authority in drawing up s CIL charging schedule,

Viahility testing of Local Plans doees not require a detailed viability appraisal of every
site anticipated to come forward over the plan period. Because of the potentially
widely different economic profiles of sites within a local area, this advice suggesis

a more proportionate and practical approach in which local authorities create and
test a range of appropriate site typologies reflecting the mix of sites upon which the
plan relies.

This decument provides a step by step guide to carrying out a plan viability
assessment, identifying key factors which should be taken into account and
setting out how to arrive at a benchmark land value which will enable land 1o
comme forward, while ensuring sustainable development which meets local soclal,
economic and environmental needs.

This advice will need developing and updating as experience is gained in
developing Local Plans under the NPEE Members of the Local Housing Delivery
Group were clear that their commitment would need 1o coentinue beyond the
publication of this advice. The HBF and LGA will continue to gather feedback from
members, as well as examples of the advice in action and case studies of good
practice for future editions of this document.




PART ONE
Policy and principles

1. Policy context

“Pursuing sustaimable developmieni requiires careful atiention to viability and costr in plar-malking and decision-iaking. Plans
chould be deliverable. Therefare, the sites and the scale of development identified in the plan should not be subiject 1o such a
scale of obligations and policy burdens that their ability to be developed viably is threatened. To enswre viability, the costs o
any requiresents likely te be applicd to development, such as requivements for affordable housing, standards, infrastracure
coniribuetions or ather requirements showld. when taking accouni of the normal cost of development and mifigation. provide
comipefitive returms to @ willing land owmer and willimg developer fo enable the development 1o be deliverable

*Local planning anthonitics... should assess the lkely cimudative impacts on develogment in their area of all existing and
proposed focal staondards, supplementary planning docusrents and policies that support the develepment plan, when added 1o
matonally required standards. In order ia be appropriate, the ommulative tmpad of these standards and policies shauld nat pri
rm;r.nrr‘mnrl‘qr.'m.l.r of el sy af geriows ek, and showld jji.‘.u'r:.]h,‘ developmrent throwghout the cconamnie cpcle, Evidence supporting
the assessmeent showld be proportionate, wsing only appropriate avarlable evidence. ™

Mational Planning Policy Framewaork, paras 173-4

The Mational Planning Policy Framework sets oul clearly that Local Plans should
deliver development that jamong other things) reflects community aspirations,

is of f'1|:.;|1 1|1|a!|:|'_;' protects the natural environment, is serviced by the necessary

infrastructure and supports the ransition o a low carbon economy in order 1o

mitigate the Iimpact of climate change.

The NPPF sets out the overall approach that should be taken in |||‘1'.'|-r11.|1-:|11!:
including seeking achievement of cach of the economic, soclal and environmental
dimensions of sustainable development, with net gains across all three. It says that
significant adverse impacts on any of these dimensions should be avoided, and
aliernative options which reduce or eliminate them should be pursued (NPPE
para 152)

The challenge [or planning authorities is to balance this with the realities of
economic viability and develop plans that can deliver sustainable development
— that is, 10 balance aspirational objectives with realistic and deliverable palicies.
{NPPE. para 154}

The NPPF also places a clear emphasis on the need for planning authorities (o
ensure that Local Plans are deliverable. While previous planning guidance has
stressed the need for elements of planning policy (such as affordable housing
policies) to be economically viable, the NPPF is clear that all policy requirements
need to be considered together when making an assessment of whether a proposed

plan can be delivered



The NPPF and Community Infrastructure Levy :

“By providing additional infrastructare to support developprent of an area, CIL is expected 12 have a pasitive economic effect

an developmernit acrass an area i thee medioom fo losg terme, Tn deciding the ratefs) of CIL for inclusion i itz drafl charging
schiedule, a key consideration for authoritics s the balance between securing additional investment for infrastructiere to support
development and the poiential ecomomic effect of imposing CIL wpon development across their area. The CIL requlations place ihis
balawnce of considerations af the centre of the charge-cetting process. In view of the wide varianion in local charging arcunelances,
it {5 for charging awthariiies te decide on the appropriare balance for their area and “how much” patential develapmend they are
willing to pret af risk through the fmposition af GIL... In their background evidence an econamiy viability te the ClL examination,
charging authorities should explain briefly wh they consider that their proposed CIL rade for rates) will ot put the overall
development across thefr area at serfous risk.”

{Community Infrastructure Levy Guidance, sections 7-8. March 1010)

The statutory guldance on setting a charge lor a Community Infrasiructure
Levy places a similar emphasis on viability. Like the NPPE il promotes the role
ol contributions from development as a8 means (o ensure that the wider costs of
growth, such as infrastructure, services and amenities, can be met,

The NPPF links CIL and the Local Plan as follows:

“Where practical, Community Infrastructure Levy charges should be worked up
and tested alongside the Local Plan. The Community Infrastruciure Levy should
suppaort and incentivise new development, particularly by placing control over
a meaningful proportion of the funds raised with the neighbourhoods where
development takes place.” (NPPF para 175)

These documents make it clear that, while it is legitimate 1o look at how the value
released from development can coniribute towards the services and infrastructure
that will make thai development accepiable to communities, it is impartani thai
planning authorities weigh this carefully against the potential that cumulative
policy requirements might put the delivery of the plan at risk.

Cross-boundary issues

“Crucially, Local Plans should .. be hased on co-operation with neighbouring authorities, _W.Hi: valuntary and private sector
ardanisaliomns " .
Marional Planning Palicy Framework, para 157,

In considering the policy context with regard to the viability of plans. it is important
to note bath the 'Dury o Cooperate’ on strategic planning maiters and the ability of
neighbourhoods to develop their own neighbourhood plans.




The Duty to Cooperate Is relevant 1o assessing the viability of the plan In two ways:

l. There will be a range of agencies that fall under the duty with which planning
authaorities should seek to collaborate in carrying out the assessment, Some of
these may be able 1o make significant contributions 1o the assessment exercize.

2. The duty is the means through which neighbouring authorities jand counties
in twao-tier areas) will collaborate on strategic planning matters that go beyond
the boundary of a single planning authority. In considering the range of policy
requirements and infrastructure plans that are likely w impact on the costs of
development, it is important to consider any of those that are being considered
joinily across authornty boundaries and to ensure that they are not omitied from
the assessment.

Neighbourheod plans will need 1o be in general conformity with the Local Plan, but
may be used 1o specily development and/or policies that go beyond the Local Plan.

Therefore, it is important that in areas where neighbourhood plans are likely 1o
come forward, the assessment of Local Plan viability is shared and made available
for neighbourhood groups 1o use as the starting point for their own plans.

Definition of viability

Belore looking at the purpose and role of viability testing of Local Plans, it is worth
defining what iz meant by viability,

An individual development can be said to be viable if, after taking account of all
costs, including central and local government policy and regulatory costs and the
cost and availability of developmenrt finance, the scheme provides a competitive
return to the developer to ensure that development takes place and generales

a land value sufficient 1o persuade the land owner o sell the land for the

development proposed, [f these conditions are not met, a scheme will not
be delivered,

Al Local Plan level, viability is very cdesely linked 1o the concept of deliverability.
In the case of housing, a Local Plan can be said 10 be deliverable if sulficent sites
are viable — as defined in the previons paragraph — 1o deliver the plan’s housing
requirements over the plan period,

2. Purpose and role of viability
assessments within plan-making

The primary role of a Local Plan viability assessment is to provide evidence o show
that the requirements set out within the NPPF are mer. Thar iz, thar the policy
requirements for development set out within the plan do not threaten the ability of
the sites and scale of that development to be developed viably. Demonstrably failing
to consider this issue will place the Local Plan at risk of not being found sound,



The mest important function of an assessment is e bring together and consider
the cumulative impact of policies. This means taking account of the range of local
requirements such as deslgn standards, community Infrastructure and services,
affordable housing, local transport policies and sustainability measures, as well as
the cost impact of national policy and regulatory requirements, The test should
include borh existing policies that the planning authority intends to retain and the
new policy requirements that it is seeking 1o introduce,

While many of these policy requirements may not be siraightforward to cost, it is
still impartant thar attempts are made 1o consider the impact of all policies rhat may
result Ina development cost or benefit,

The role of the test is not to give a precise answer as Lo the viability of every
development likely to take place during the plan period. No assessment could
realistically provide this level of detail. Some site-specific tests are stll likely 1o be
required at the development management stage.

Rather, it is to provide high level assurance that the policies within the plan are
set i a way that is compatible with the likely economic viability of development
needed to deliver the plan.

On the basis of the advice set out in Part 2 of this document, the viability
assessmeni is noi there to give a siraightforward *yes or no® 1o developmeni across
the whole plan area or whaole plan period.

Instead the NPPF requires a rolling supply of sites with a “realistic prospea” of being
delivered to provide five years” worth of housing with a further supply of sites with a
“teasonahle prospect” of being developable for years 6- 10 and, where possible, years 11-15.

“To be constdered deliverable, sites should be available now, offer a suitable location for development now, and be achievable
with a realiztic prospect that hovsing will be delivered an the site within five vears and in pariicular that development af the site
is viglde, Setes with planning permission showld be considerad deliverable until permission expires, wnless there i3 dear evidence
that schemes will not be implemented within five years, for example they will wot be viable, there is no longer a demand for the
type of wnifs or sites frave fong term pharing plans.

T be constdered developable, sies shanld be in a switeble locavion for housing develepment and there showld be a reazonable
prospect that tive site is available and could be viably developed at the point envisaged "

Natiomal Planning Policy Framework, foolnoles lo para 47

Risk and balance

The guidance and policy dited earlier introduces the helplul notions of risk and balance.

As set out in the NPPE “the cumulative impact of these standards and policies
should not put implementation of the plan at serious risk”™ (NPPE para 174). This
echoes the requirernent in CIL guidance for charging authorities to set rates that
*will not put the overall development across their area at serious risk”.

It is important to apply these principles 1o the assessment of Local Plan viability.



Planning authorities should use the assessment 1o help consider the level of risk
that their proposed policies place on delivery. A viability assessment can test the
impact of the costs of different policy requirements on delivery across the plan
area, informing the local judgement about risk. Given the dear emphasis on
deliverability within the NPPFE. Local Plan policies should not be predicated on the
assumption that the development upon which the plan relies will come forward at
the ‘margins of viability".

Balancing delivery risk and sustainable plan policies
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Cost of policy requinsmeants

In making this local judgement, the planning authority will need 1o sirike a balance
between the policy requirements that it deems necessary in order o provide for
sustainable development and the realities of economic viability.

Except lor possibly in the highest value areas, it is unlikely that all policy
aspirations will be capable of being realised, once a realistic account |s taken ol

the costs associated with those aspirations alengside regulatory and statutory
compliance.

Therefore, as with CIL, Local Plan making will involve dedsions about how o
balance competing interests and demands and it will be for local elected members
ey lake decisions on the right balance for their area. This gives the viability
assessment an imporant role within the plan-making process in helping 1o
encourage and focus dialogue about the balances and trade-offs that will need 1o be

considered.

Within this context, it is important 1o note that the role of an assessment is (o
help inform the decsions made by locally elected members when preparing and
adopting a Local Plan.



The assessment will not dictare the outcome of individual policy dedsions, although
it should be an important part of the evidence that is taken into account and then
subjected to test and debate at examination in order to ensure that the cumulative
impact of polides does not inhibit the delivery of sites upon which the plan relies.

3. Benefits and scope of viability
assessments

Spending time during the plan making process 1o consider the cumulative impact
of policy on development can resull in a number of benefits = for the plan, for the
communities for which it seeks to provide sustainahle growth, and for landowners

and developers:

= Carrying out a viability assessment should lead to polices for development that
take accouni of their cumulative impact and the consequent deliverability of the

plan.

« A viability assessment of the plan provides a structured and transparent means
for helping 1o understand the deliverability of proposed plan policies.

+  In doing so, a viability assessment will bring v the surface the balances and
trade-offs involved in plan making. allowing planning authorities to share these
in an accessible way with communities and partners.

& The process aof assessment should improve the shared understanding of the
nature of sub-marker areas. It should also open up viability modelling for
partners to review on a transparent basis,

=  Daone well, it should lead 1o better plans, with more certainty for developers,
more investment and a greater likelihoosd of delivering sustainable developmem
on time for communities,

= In particular, a consideration of the cumulative impact ol policy requirements
should avoid situations where communities are left disappointed that their
asplrations have not been matched by delivery.

= If carried out in the collaborative way proposed in this document - that is,
engaging the relevant parties at an early stage = a viability assessment could
help to reduce the conflicts that can ocour at examination in public and during
development management.

+ |n particular, a plan-level test of the policies should help to avoid re-opening
every plan policy for negotiation as every site comes forward lor a planning
decision,

=  Collaborative assessiments will alse develop a shared understanding of the
drivers and constraints facing dilferent parties, which in turn should lead o
mare constrictive behaviour as sites come forward for development.




Acknowledging the limits

* While there are benefits of testing the viability of a Local Plan as it is being
* prepared, it is important to have realistic expectations of the scope and accuracy of
such testing. It s not a precise sclence,

o A plan-wide test will only ever provide evidence of policies being “broadly
viable'. The assumptions that need to be made in order to carry out a test at
plan level mean that any specific development site mavy still present a range of
challenges that render it unviable given the policies in the Local Plan, even if
those policies have passed the viability test at the plan level. This is one reason
why our advice advocates a “viability cushion’ to manage these risks.

«  Given the complexities ol development across a whole plan area and whole plan
period, planning authorilies will need to take a proportionate approach and be
realistic about the resources available for an assessment, which will necessarily
limit the precision of assessments,

o Assessments depend heavily on the nature and quality of assumptions made.
While this decument should help authorities and their pariners make
well-informed assumptions, there will inevitabhly be assumptions for which
it is harder to source data and/or where informarion is more comested.

*  While there are many benefits to the collaborative approach set out below, the
different drivers and objectives of stakeholders will inevitably lead 1o issues on
which it is not possible ta reach agreement and where approaches 1o viability
may differ.

*  Assessmenits are carried out at a particular point in time and are therefore
limited by the data and information available at that time. This will inevitably
limir the value of those assessments in informing plan policies that will be ser
for the long-term.

Despite the limitations noted above, there are significant benelits of a proper

consideration of the impact of policy requirements on the deliverability of a
Local Plan,

Part 2 of this document sets out how a collaborative approach to assessing
viahility can make the most of the benefits and help authorities meet the NFEF
requirements.




PART TWO

How to assess the
viability of local plans

An overview of a collaborative
approach

Given the purpose and potential benefils of a Lecal Plan viability assessment, the
process will benefit from an approach that seeks to bring people together 1o discuss
the kev issues at an early stage of preparing the Local Plan, well belore the formal

examination in public,

This waould be a collaborative working practice whereby the viabilivy testing iz an
iterative process, both informing and being inlormed by the emerging policies.

By getting people round the table to discuss and share information about the
pressures on viability and the trade-offs that will need to be made in order o have

a deliverable plan, ir is far more likely thar the dghe balance will be siruck.

There are a number of stages at which seeking input from stakeholders will
coniribute to a better informed assessmeni. The diagram below provides an outline of

how this might work, with each stage described in more detail in subsequent sections

Owverview of collaborative approach to plan viability assessment

The purpose of a collaborative approach is to allow regular engagement at each
stage of the assessment process. [nviting contributions from informed stakeholders
could include:

¢ Providing data and information.

s«  Testing assumpiions.

- Tl'g'hl'lil,'.'tl II||'||,i¢||i:"|:.1,

=  Providing site information for case study tests’

=  Orsimply offering a critical friend role during the process



A collaborative approach will also help to drive some of the benefits set out carlier
in this document. In particular, through engagement in a viability assessment, it
should be possible to mowve people and organisations beyond entrenched positions,
which would otherwise involve all parties in time-consuming and often costly

work in exploring issues through examination. This is neither effident nor elfective
and can slow down the development process. Instead, developers and landowners
should be invited to, and be prepared o engage early in, the process = bath w reduce
potential conflict, and to improve the prospeds for the Local Plan al examination by
showing that a collaborative approach has been used 1o set plan policles,

Of course, it is not intended that collaboration on the viability of plan policies is
undertaken as a separate exerdise, It should form part of the wider engagement and
collabaration thar planning authorities will carry oun as part of the plan making process,

Where a suitable reference group or partnership already exists, then this should
be the location for discussions about plan viability. For example, where planning
authorities have a Housing Market Parmnership {as recommended in the guidance
on Strategic Housing Markel Assessments'), this is likely to be a good lorum
through which to take discussion of the residential development aspecis of the
viahility assessment,

The Local Planning Authority will wish 1o contac a broad range of developers,
especially those likely to be involved in the delivery of sites in the plan, with
realistic timetables to allow for productive engagemeni.

“Public bodies have a duiy ta cooperaie on planming issues thai cross adminsirative bowndaries, paviccularly ihose which relate
te the strategic prigeiiies sel ont in paragraph 156, The Gavermment expects jann working on araas of common interest fo be
diligertily wndertaken for the mutnal benefit of neighbouring awthorities...

National Planning Policy Framewaork, para 178

|SHMA 2007 widance, pp. 12-13
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In working collaboratively through the assessment process, It Is important the
planning authority seeks engagement with the range of bodies with an interest in
plan palices and their impact on deliverability, including neighbouring authorities
under the Duty to Cooperate.

This engagement might also include statutory agencies such as the Environment
Agency, Highways Agency and Natural England, other local authorities (county
councils, parish and town councils), utility companies and representatives of
community groups and organisations. Some of these organisations are covered by
the duiy to cooperate. introduced by section 110 of the Localism Act 2011, which
planning authorities may find helpful as the basis on which 1o engage those bodies
covered by the dury?,

While there will be a limit to capacity, it is important that those likely 10 be
delivering development within the area engage in this process. This will be far
mare productive than challenging plan policies at a later stage or seeking to unpick
them as sites come forward during the development management process. Where
developers engage in this collaborative process, it will aid the work if they are able



to share as lully as possible their own appraisals and practices, recognising that
there will be commercial constraints on this.

The process of collaboration must include the decision makers of the planning
authority, s locally elected members.

Regular engagement between members and developers will be valuable; the form

of this will depend on local drcumstances and preferences. In addition to the formal
process of decision making planning authorities may wigh 1o consider informal
opportunities [or stakeholders to directly engage with lead members at key stages
through the plan making process to discuss Bsues arising from the viability assessment.

As noted earlier, a viabilivy assessment of a Local Plan will be limirted by the
degree 1o which this process of collaboration can result in an agreed resolution of
competing policy demands.

In cases where it is not possible to agree a satisfactory resolution, planning
authorities may wish to consider adopting a mediation process. making use of

a neutral third party to bring together all relevant stakeholders. Making this
additional effort during the policy development stage can pay dividends in savings
om costly discussions further down the line ar the examination stage.

In the event that consensus cannot be reached, in the pre-examination
preparation and at the examination, despite all reasonable endeavours by all
relevant stakeholders, the planning authority may wish 1o invite the Inspector 1o
recominend modifications.

The collaborative approach should feed into and benefit the development
Management process.

The positive relationships and trust built up should lead 1o moere constructive
engagement, whereby planning authorities are not seeking to increase levels

of planning obligation in excess of that ser out in the tested policdes: and sie
promoters are not seeking o reduce obligations below the agreed policy level when
subimitting proposals.

The greater the engagement and collaboration at the plan policy making stage, the
more likely [t is that those resulting policies will be respected as setting the level of
agreed requirements at the point where each specific site comes lorward.

Throughout the process, the planning autharfty may wish 1o make use of
consultants to support elements of the work, It is a maner for the planning
authoerity to determine whether it considers this necessary for part or all of the
required work = the advice in this document is aimed at informing either an in-
house exercise or supporting an intelligent client role where wark is contracted our.

However, in order to support the collaborative approach outlined here, it is
important that key issues are referred back to the group of wider stakeholders.

Any appointed consultants providing technical support must therelore be able and
willing 1o engage fully with that wider group on behall of the dient authority.

The approach will also be greatly assisted by avoiding “black box” models where

partners are unable to see {and therefore review or challenge) the basis on which
the approach produces its outputs.




Step 1: Review existing
evidence and consider scope for
alignment of assessments

EXisting evidence
It is very unlikely that any planning authority will be starting with a blank sheet
when it comes to considering the viability of its policy requiremenis.

Assessments may have been carried out on aflfordable housing viability, a CIL
charge may be under consideration, infrastructure requirements may have already
been costed, Strategic Housing Markel Assessments conducted and the work 1o
prepare a Strategic Housing Land Availability Assessment may provide evidence of
the deliverability of a range of sites.

An early task should therefore be 1o review existing assessments and their evidence
bases, to determine what can be used or developed further as part of the plan-wide
viability ascessment.

This will help 1o reduce the burden and is in line with guidance to consider
appropriate and available evidence. Particular consideration should be given to
approaches that have been used in the past that have found good levels of suppor
from local stakeholders.

Sources of evidence may already be available from pravious studies
and assessments

Housing market
areas




Viability considerations should alrcady lorm pant of the strategic housing land
availability assessment (SHLAA) process. Good quality information provided by
landowners/site promaoters at this stage is vital to assist the testing of plan policy .
viability. The approach to assessing plan viability should therefore seek to maximise
the use of relevant SHLAA information.

Landowners and site promoters should be prepared 1o provide sulficient and good
quality information at an early stage, rather than waiting until the development
management stage. This will allow an informed judgement by the planning

authority regarding the inclusion or otherwise ol sites based on their potential .
viability.

The inlormation can also be used as the basis for case study testing of the initial
outputs of the viability modelling.

If previously allocated or consented sites have not been developed, it will be
important ta re-assess whether they are realistically likely to contribute 1o meeting
future housing requirements.

Appendix C sets out a checklist that can be used in order to help site promoters (o
record information that can inlorm the viability assessment.,

Alignment of assessments :

While considering the potential for other exercises to inform the evidence lor
a plan viability test, it is alse imponant w explore the petential Tor aligning or
combining future assessments.

In particular, as set out in the NPPF (para 175), where CIL is to be introduced, the
development and consideration of the rate should be undertaken as part of the
same exercise of viability testing the Local Plan wherever possible. Where a levy is
already in place, if a1 all practical it should be reviewed alongside viability resting
the Local Plan {and likewise the plan viability reviewed where practical if CIL
charging is subsequently introduced).

As well as being more efficient, an alipnment of rests will reduce the sk of an
assessment becoming out-of-date through introducing a subsequent and separate
charging regime. The need to review CIL on a more regular basis than the Local
Plan will need to be considered.




Step 2. Agree the appraisal
- methodology, assumptions
and information to be used

To secure buy-in to the outputs of a Lecal Plan viability assessment, it is vital to
discuss with stakeholders the basis on which a viability assessment is to be carried
out and the assumptions that will feed inte .

Agreeing approaches and assumptions to use may not be straightforward. However,
establishing a “workshop mentality” in developing the viability assessment and
associated assumprions should help to avald crearing entrenched positions ar ar
least provide an opportunity to identily where there may be areas of disagreement.

This collabarative approach allows landowners to demonsirate that their land is
available for development at a competitive retum and for the local authoritys
assumptions to be tested against the development sectors understanding of current
market conditicns and development economics.

For example. in order for land to come forward for development, it is necessary
o secure:

»  The willingness and ability of the private sector to implement a development
praposal having regard 10 acceprable developer return.

*  The willingness of lenders to support investment in a development proposal.
»  The willingness of a land owner to sell land at an acceptable return.,

It also allows tor a wider appreciation of the drivers behind the policy aspirations
of the planning authority on behalfl of its communities, which will help 1o test
and challenge assumptions that may otherwise prevent develepment from being
acceptable to elected decision makers,

Further stakeholders involved in the development process, such as statutory
agencies, service and utility providers, will also benefit from and improve their
undersianding of the issues through taking this collaborative approach.

Given this, it is important to keep in mind that, within available resources, the
process is likely o invelve some degree of iteration. It may be necessary to re-
visit some af the early assumptions made once the initial outputs of the test are
considered. Consideration of assumptions at this scoping stage should therefore
allow for potential revision at a laler stage.

Existing models and methodologies

A number of exisling medels are available 1o carry out viability 1ests, both at the
Local Plan level and for spedific sites,

Whichever approach is used. it is importam for the planning authority to be aware
of the impartance of understanding the assumptions and inputs in the appraisal. as



well as the basis on which it calculates viability. The local planning authority should
be in a position to make a well-informed judgement as to the merits of any given
approach to the viability assessment. Critically, it should make every effort to get
stakeholders to agree on the approach and to ensure that the assumptions used are
transparent and available to all parties.

Most existing models use a residual land value methodology 10 assess viability.
Here, the difference between the value and costs of development are compared
with land values 1o determine whether development will be viable, We recommend
that the residual land value approach is taken when assessing the viability of
plan-=level policies and further advice is provided below on the considerations that
should be given to the assumptions and inputs to a model of this type,

It is important to keep in mind that assessing the potential viability of plan policies
will not take the same form nor share the same set of assumptions as a site-specific
development appraisal,

When looking at whether or not a particular site is viable, it will be assessed against
the existing planning policy, whereas a plan-wide test is carried out to help inform

future policy.

This means that the assessment process should allow for a process of iteration

of assumptions and policy goals, leading to a final set of policies that will ensure
that the plan's strategic objectives are deliverable. Although this will be more
challenging. it will increase the prospect of being able 10 successlully balance the
viability and sustainability considerations within the Local Plan.

There is a need to agree on the inputs that will be used lor each of the elements of
the viabiliry equation: gross development value, build costs, land costs, profit and
policy requirements. Partners should openly discuss and agree the inputs that will
be used; il a consultant’s approeach is being used, their proposed inputs should be
made available 1o stakeholders and revised il necessary. Step 3 has more to say on
pathering the information rhat will be needed vo feed the assessment.

Basic outline of elements required for a viability assessment
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Treatment of viability over time

There are also seme key assumptions that should be discussed and agreed up
front before any information gathering in order to ensure thal partners are clear
on the parameters of the assessment and can take a view on the process before
any outpuls are produced. 1 is particularly important that there is 2 shared
understanding regarding the approach taken to assumpions used over the time
perinds to be covered by the plan. It is recommended that this differs across the
short, medium and long term.

With regards to housing supply, the NPPF is clear that for the first live year period
following adoption of the Local Plan, planning authorities need to identily sites
within the plan thar are deliverable, which is defined as follows:

“Sites should be available now, offer a suitable location for development now, and
be achievable with a realistic prospect that housing will be delivered on the site
within five vears and in particular thar development of the site is viahle.” (NPPE
para 47, foolnote 11)

This is in contrast to the approach required for land for years 6-10 and beyond,
recognising thar less certainty will be possible and thar it is sufficient for there 1o be
a “reasonable prospect that the siwe is available and could be viably developed at the
point envisaged®. (NPPF, para 47, fooinote 12)

Taking a lead from this. it 15 sensible for the assessment of plan viability similarly
1o adopt a slightly different approach for the ficst Bve years from that taken for the
longer term period covered by the plan.

The most straightlorward way to assess plan polices for the first five years is 1o
work on the basls of current costs and values.

This offers a number of advantages. It helps to keep data requirements simpler

by avolding ntroducing additional assumptions abow change over years 1-5.
Imporantly, this approach is in keeping with the NPPF requirement for sives where
development is viable and avoids potentially misplaced assumptions about future
economic change that might render the viability judgement incorrect. Instead, the
economic realities of the time ar which the plan is prepared and adopred will be
properly reflected in the assumptions being made. This approach will also provide
greater certainty for planners, developers and communities.

The one exceprion to the use of current costs and current values should be
recognition of significant national regulatory changes 1o be implemented,
particularly during the first five vears, where these will bring a change to current
costs over which the developer or local planning authority has little or no control.
A key example of this i= the forthcoming change to Building Regulations arising
from the Government's zero carbon agenda.

For the period beyond the first five years (ie. the 6-15 year period), it is suggested
that a mare flexible approach may be taken, recognising the impact of economic
cycles and policy changes over time.



With regard 1o residential development, the NPPF requires planning authorities to
ensure that sites coming forward after the first five years of the plan should be in

a suitable location for housing development and that there should be a reasonable
prospect that the sites are available and could be viably developed at the point
envisaged. It is therefore neceszary for planning authorities to give consideration to
likely future costs and values.

[nevitably, this will require predicting some key variables. Forecasting things like
house prices or costs s notoriously difficult over the shorter term. and subjeat

to wider inaccuracies over the medium and longer term. The best a council can
realistically seek to do is to make some very cautious and transparent assumplions
with sensitivity testing of the robustness of those assumptions. In so doing, it is
important that variations against baseline cosis, as well as values, are tested and
based. where appropriate. on construction cost and other indices.

However, local planning authorities should ensure that the requirements of the
NPPF 1y ensure that a rolling five year supply of deliverable sives plus an additional
buffer of 5% or 20% (NPPFE. para 47} are not prejudiced by unrealistic forecasting
assumptions beyond the first five year period of the Local Plan.

The aurput of such sensitivity testing should inform the palicy context lor vears
S-10and 11-15 of the plan, albeit that It should be recognised that the lorecasis
for the latter part of the plan period are unlikely to be proved accurate and will
need review.

It may be appropriate for local authoritles o Incorporate tanget-based policies in
their plans for the periods 6-10 and 11-15 in their plans. However, such larget-
based policies should be cautious and soundly based on the forecasting sensitivity
testing referred 1o above,

In keeping with the approach advocated throughout this document, planning
authonties should carefully consider the risks to delivery of any given target for this
petiod. The viahility assessment assumptions should be monitored as the supply

ol sltes upon which the plan relies is rolled Torward annually. The need for such a
review will be dependent upon the extent o which the relevant policies in the plan
facilitate a continuing housing land supply, In the absence of such a continuing
supply, Lacal Plans are ar risk of not being considered up to date. (NFPE para 49)

Whatever approach is taken to the assumptions made about inputs to the model
over the time period of the plan. it is important to be transparent and engage with
stakeholders so that the potential impacts of palicy over time are clearly understood
and debated.
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One issue that arises from the points above is how 1o treat the value that
development can and dees create over time. This fssue is particularly important
where medium and large scale sites are likely to make up a significant part of the
land supply for the plan period, given that such sites are often implemented over a
period which exceeds five yvears.

Although the starting point in any assessment of the contribution of such schemes
1o overall development requirements embadied within the Local Plan should be
the same as that for other specified sites in the first five years (le. current costs and
values), holding 1o those values for those sites across the whole plan period could
impact on the longer term policy aspirations of the plan,

Accordingly, it may be appropriate for the assessment of those sive types 1o factor
in the potential for mechanisms lor enhanced developer contributions in the event
that the viability of the scheme improves over its period of implementation beyond
the fifth anniversary of the date of the permission.

Assumptions made within the assessment aboul types of site should reflect that profile
likely for that area, and for larger sites the model should be adjusied to allow for
mechanisms that can review the value of development over ime.

Treatment of Threshold Land Value

Another key feature of a model and Its assumptions that requires early discussion will
b= the Threshold Land Value that is used 10 determine the viability of a type of site.

This Threshold Land Value should represent the value at which a rypical willing
landowner is likely o release land for development, before payment of 1axes (such
as capital gains Lax).



In considering the value at which land will twpically come forward for
development, it should be noted that, on large complex sites, there are additional
costs of site assembly and planning promotion. These are an intrinsic and essential
part of the process of delivering large sites, albeit that they sit outside the activities
that are the basis of the developer returns discussed in Step 3.

Different approaches 1o Threshold Land Value are currently used within models,
including consideration of:

«  Current use value with or without a premium.

» Apportioned percentages of uplift from current vse value to residual value.
+« Propertion of the development value.

=  Comparison with other similar sites (market value)}.

Some models allow for a variety of threshold approaches in order to give a range of
outpuls. The potential for testing at a range of values is considered urther below.

Consideration of an appropriate Threshold Land value needs o take acoount of the
fact that luture plan policy requirements will have an impact on land values and
landowner expectations. Therefore, using a market value approach as the staring
point carries the risk of building-in assumptions of current policy costs rather than
helping to inform the potential lor future policy. Reference to market values can
still provide a uselul “sense check” on the threshold values that are being used in
the model (making use of cost-effective sources of local information), but it is not
recommended that these are used as the basis for the input 1o a model.

We recommeend that the Threshold Land Value is based on a premivm over current
pse values and credible alternative use values (noting the exceptions below).

Alternative use values are most likely to be relevant in cases where the Local Plan
is reliant on sites coming forward in areas {such as town and city centres) where
there is competition for land among a range of alternative uses, This approach

Is already used by many councils, allows realistic scope 10 provide tor policy
requirements and is capable of adjusting to local crcumstances by altering the
percentage of premium used o the model.

The precise figure that should be used as an appropriate premium above current
use value should be determined locally. But it is importam that there is evidence
that it represents a sufficient premium to persuade landowners o sell.

This is in line with the reference in the NPPF 1o take account of a “competitive
return” to a willing land owner, as this will be one that would lead to a market
transaction, discounting abnormal purchases or cases where landowners are selling
under distressed circumstances,

Consideration should be made of costs that a relocating landowner may often incur
{such as capital gains tax, stamp duty, relocation costs and professional fees), since
there will be no incemive 1o sell unless those costs are mer.

Plans have been found sound using a range of figures for a suitable premium above
current use value, and it is suggested that for urban sites the premium should be
careflully assessed following early discussions with local pariners.




If resulting Threshold Land Values do not take account of such discussions, it
should be recognised that there is an increasing risk that land will not be released
and the assumptions upon which a plan is based may not be found sound.

It is likely that a lurther refinement of initdal assumptions about the premium will
be pecessary, to check the assumption against local market knowledge.

For example, the premium should take account of the make-up of key landowners
within the area and their interests. In areas where landowners have long
investment horizons and they are content with current land use, the premium

will be higher than in those areas where key landowners are more minded o sell.
as noted above, local sources should be used 10 provide a view on market values
ithe ‘going rate’), as a means of giving a lurther sense check on the outcome of the
current use plus premium calculation.

In setting out a Threshold Land Value, it is important to avoid assuming that land
will come lorward ar the margins of viahility.,

T guard against this, planning authorities should consider incorporating an
appropriate “wiability cushion® in the testing in order to ensure that the sites upon
which the Local Flan relies in the st five vears will, on the balance of probabilivy,
come lorward as required,

This will also help tio guard against the potential that small changes to external
circumstances could render many sites unviable, leading o repeated challenges
being made 1o policy requirements as applications for sites are made,

The decision on what cushion might be appropriate will rest with planning
authorities, in collabaration with their consultees and partners, having taken
a view on the level of risk 1o delivery (in the same way that guidance sets out
consideration of risk should inform the balance of CIL charging).

It is widely recognised thar this approach can be less straight forward for non-
urban sites or urban extensions. where land owners are rarely lorced or disiressed
sellers, and generally take a much longer term view over the merits or otherwise of
disposing of their asset.

This is particularly the case in relation 1o large greentield sites where a prospective
seller is potentially making a once in a lifetime decision over whether to sell an
asset that may have been in the lamily, trust or institution's ownership for many
generations,

Accordingly, the uplift to current use value sought by the landowner will invariably
be significantly higher than in an urban context and requires very careful
consideration.,

It should also be recognised that landowners” expectations are not necessarily
related directly to the economic circumstances of the locality. given that farmland
of equivalent quality has a broadly similar intrinsic value irrespective of s
geographic location within the country.

Therefore, for sites of this nature, it will be necessary to make greater use of
benchmarks, taking account of local partner views on market data and information



on typical minimum price provisions used within developer/site promoter
agreements for sites of this nature.

If such benchmarks are disregarded, there is an increasing risk that land will not be
released and the assumptions upon which a plan is based may not be found sound.

Furthermuore, if local market evidence is that minimum price provisions are
substantially in excess of the imitial benchmark assumptions, then the plan will
be at significant tisk unless Threshold Land Values are placed at a higher level,
reflecting that market evidence.

For smaller, edge-of-setilement greenfield sites, landowners' required retums are
likely 1o be higher than those assodated with larger greentield sives (and more in
line with the Threshold Land Values per hectare adopted within the urban area).
This is because landowners will be aware of the prospects of securing a beneficial
permission at some point in the future and may therefore choose 1o defer bringing
forward such land until they perceive market conditions have improved and/or the
planning svstem is more conducive o an improved return.

In relation o larger scale sites which have been the subject of promotion through
the development plan processes prior 1o the submission af a planning application,
special consideration needs to be given to the manner in which Threshold Land
Value is treated.

In such circumstances, the Threshold Land Value (at which a landowner will
release land for development) is unlikely to represent the assessed value that
will bring land forward for development. It will be necessary to take account of
planning promotion cosis and the return required by the promoters of such sites.
Such casts and returns are an Intrinsie part of developer!landowner canrractual
arrangements. They reflect the time, resources and risk assoclated with the sie
assembly and planning promotion of such schemes.

These activities lie outside thase thar are the basis of the developer returns discussed
in Step 3. They can add significantly to the Threshold Land Value which a land
owner may regard as a minimum acceptable return. This should be borne in mind
when considering the benchmark land value adopted fur large sites and, in turn,
the risks ta delivery of adopting too low a benchmark thar does not adequarely and
reasonably reflect the economics of site promotion and development.

Planning authorities should also consider the willingness of landowners (o sell
at the site selection stage and seek 1o exclude those sites that are clearly non-
deliverable from the viability assessment,

Consideration of types of site

As well as discussing and agreeing the approach te land value, parnners should also
consider the types of site that are likely to form the supply for development over
the plan perod.

Mot available models are able 1o accommuedate a range of site types. As with all
other aspects of the assessmenl, the typology used should be shared with partners
for discussion and revised if necessary.




Planning authorities may build up data based on the assessment ol a number of
specific local sites included within the land supply, or they may create a number

of hypothetical sites. typologies or reasonable assumptions about the likely fow

of development sites. In either case, a reasonably wide vadety of sites has to be
considered. This work can also be informed by historle completions and planning
permissions, although historic data should be treated with care as patterns of future
land supply may not match that of past development.

What is imiportant ie that pariners have confidence that the profile of sites included
within an assessment is a good match with likely future supply over the plan
period, and avoid making assumptions that could be contested. For instance, it will
be of little value to focus on high density, high value urban centre schemes il the
majority ol housing Is proposed 1o be accommaodated on lower density, large scale
urban extensions. Further information on how site types might be classified is set
aul in Appendix A.

Particular artention may need 10 be given ta the assumptions and modelling where
the land supply is likely o depend significantly on either a number of large sites
or many smaller sites. As noted above, where large siles are concerned there is a
particular need to discuss revising any assumptions about values, given the time
that it will take to fully develop our such sites,

Where smaller sites are concerned, models need to be properly interrogated to
provide a shared understanding of the assumptions, to see if they are appropriate

if development is likely 1o take place on larpe numbers of small sites. The use of
thresholds for provision of affordable housing on small sites {noe longer requined)
has led to assumptions being made that viability will be lower on very small sites.
Assumptions such as this need to be visible and debated with local partners rather
than accepred as part of modelling, as they will not necessarily hold rue in practice.



Policy requirements

Finally, the scoping exercise must also include a thorough consideration of the
potential policy requirements within the emerging Local Flan that are to be costed
and included within the assessment — that is, requirements that are likely 1o give
rise to added costs ol development. and therelore have an impact on viability.

In some cases (such as affordable housing provision) the full cost of the palicy is
additional 1o the normal development costs of producing market housing,

In ather cases, such as local authority public open space requirements, space
standards or particular design requirements, the impaa comes where the policy
requirements are over and above whar the developer would provide purely in
response to market requirements. This all needs taking into account.

Here is a range of requirements that planning authorities may consider:

& Site-specific Sustainability.

e Site-specific Design Demands.

s  Community Infrastructure and Services (s106 and CIL).

+  Affordable Housing.

«  Adoption Costs, Bonding, etc.

»  Transport Policies.

Where these are proposed, their cost Impact should be included within the viability

assessment.

Some may be deemed 1o be critical for development 1o be acceptable in planning
terms and some may be more discretionary and/or only applied 10 certain types
of development or geographies. Through discussing this, appropriate trade-offs
can be made to ensure that the cumulative policy burden does not make the plan
undeliverable.

Considering this at the scoping stage will help to set the scene for any revisions
or iterations that are required after the initial outputs of the assessment are
comsidered.

As part of this work, it is also critical to lake account of lurther funding sources that
could meet the costs of those requirements. The local partnership should enable an
informed discussion about what level of contribution is likely to be necessary and
what mainstream funding will provide.

In turn, the iterative nature of the assessment process should help to inform = and
if necessary, challenge — assumptions about other funding sources. In two-tier
ateas, this means county councils must be part of the partnership group that works
on this.




Step 3: Information gathering
and viability modelling

With the scoping of the assessment agreed, the next task will be to gather the
information required — the inputs for the viability model as well as additional
contexiual information.

The work at this stage may be contracted out. However, it is still important to get
an ongoeing contribution of local knowledge from a range of sources as at least
part of the information gathering exercise. Stakeholders with knowledge of the
local markel = estate agents, developers, registered providers, land agents and
local surveyors and valuers = will have informed contributions to make, providing
information and critically appraising informarion gathered by orhers,

As noted in Step 2, assumptions should continue to be tested and refined, in
collaboration with local partners, throughout the process,

Development revenues and costs

When using current coste and values as the basis lor assessing viability over the first
years of the plan period. the information below on development costs needs (o be
checked with the development industry. [t needs to be representative of current
local costs which in turn reflect current local market conditions.

* Revenue

Information on development revenue, derived from local housing sales values, will
be needed for the maodel. At plan level, average figures will need 1o be used, based
on the types of development that the plan is seeking to bring forward.

Figures can be obtained through an analysis of sales values and rates within the
plan area (using new homes sales for residential development), as well as receipis
from rents for commercial property and ground rents for flatved developments.,

The value received by the developer for affordable housing will also need to be
included. As emphasised above, when considering information on sales values and
rates, care should be 1aken 1o reflect current market conditions having regard 1o net
sales revenues achieved rather than asking prices. (Net revenue is the actual revenue
received by the home builder after allowing for discounts, sales incentives etc).

*  Build costs

For build costs, these should be based on the BCIS or other appropriate data,
adjusied only where there is good evidence for doing so based on specific local
conditions and policies incuding low quantites of data.

Where significant proportions of development are likely to be particularly complex or
high density, then adjusiments should be made based on specific professional advice.

It is important to understand that BCIS costs do not include external structural
and local site woerks and are based on Gross Internal Area (GIA) but do not include



circulation areas in flatted developments. Preliminary costs are included in the
BCIS build costs figures so should not be included as a separate cost.

=  External works, infrastructure and site abnormals

These are likely 1o vary significamly from site 1o site. The planning authority
should include appropriate average levels for cach type of site unless more specific
information is available. Local developers should provide information to assist in
this area where they can, raking into account commercial sensitivity.

¢ Site acquisition cosis

These costs will encompass agent fees (typically 1-2% of land value), legal fees {about
0.75-1.5%) and stamp dury (4% of site value plus VAT {or values over £500k),

*  Site specific mhiigation

Thesze costs may inclode flood protection, sustainahle urban drainage schemes
{SUDS), ecological considerations, and off-site highways works.

For a plan level assessment of these costs, it is again necessary to make use of
averages based on the types of site likely to make up the supply over the plan

period. CIL charges, where in place or being developed. may also take account of
these factors.

As part of the collaborative approach, planning authorities should secure an
understanding of these infrastructure costs through engagement with utility
providers, Highways Agency, Environment Agency and others. Similaely,
landowners and site promoters should endeavour to provide this information at an
early stage, based on their site knowledaze and engagement with service and otility
providers.

+ Fees

Expenditure on fees will vary with the complexity of sites. Where possible the
figure used for fees should 1ake account of the likely nature of the sites thar will be
included within the plan. They will also vary depending on the type of developer,
with volume builders often able o realise some savings from inhouse provision,
{For more details, see Appendix B).

+  Sales and marketing costs

An allowance should be made for these costs of around 3-5% of the gross
development value, recognising that this may vary depending on the relative
strength of the local market.,

+ Finance costs

These costs, including finance arrangement fees, should be applied to the debi
level amticipated during the development. These can be modelled using a rypical
interest rate based on average cashflows. Once again, partners need to consider
the different types of development likely to feature in the plan and current market
conditions,

By working closely with developers and others in the development industry,
planning authorities will benefit Irom a sound understanding of the factors that
impact on the development costs described above, This should not mean that inputs
proposed by developers will not be subject to critical challenge and discussion.




However. it should aveid commaon errors that would otherwise be contested at a
later stage or overlooked 1o give an unrealistic picture of viability.

There are four common viability-testing problems (these are also covered in more

detail in Appendix B).

One error that has a very large impact on the outcome of viability testing is
overlooking the distinction between the gross site area and the net developable
area (le. the revenue-earning proportion of the site that is developed with
housing).

The net area can account for less than half of the site to be acquired (that is, the
size of the she with planning permission) once you take inte account on-sie
requirements such as formal and informal open space. sustainable urban drainage
systems, community lacilities and strategic on site infrastructure ete. On larger sites,
somelimes the net area can be as hittle as 30%.

Applying an average density to the gross area can also give a very misleading result.

Another problem is created where cost indices {eg. BCIS) are used without also
taking account of costs not covered by the data (such as on-sive and strategic
infrastructure).

The mterest rate included in many viahility tests is often only applied to build
costs, ignoring the coste of capital lor major Items such as land purchase and
infrastructure,

Another cost often overlooked is the cost of promaoting schemes and associated lees.
aver and above planning fees,

Return on development and overhead

The viability assessment will reguire assumptions to be made about the average
level of developer everhead and profit (before interest and tax).

The level of overhead will differ according to the size of developer and the nature
and scale of the development. A ‘normal® level of developers profit margin,
adjusted for development risk. can be determined from market evidence and
having regard 1o the profit requirements of the providers of development finance.
The return on capital employed (ROCE) is a measure of the level of profit relative
1o level of capital required to deliver @ project, including build costs, land purchase,
infrastructure, etc.

Az with ather elements of the assessment, the figures vsed for developer return
should also be considered in light of the wype of sives likely w come forward

within the plan period, This is because the required developer return varies with
the risk assodated with a given development and the level of capital employed.
Smaller scale, urban Infill sites will generally be regarded as lower risk Investments
when compared with complex urban regeneration schemes or large scale urban
extensions,

appraisal methodologies frequently apply a standard assumed developer margin
based upon either a percentage of Gross Development Value (GDV) oF a percentage



ol development cost, The great majority of housing developers base thelr business
models on a return expressed as a percentage of anticipated gross developroent
value, together with an assessment of anticipated return on capital employed.
Schemes with high upfront capital costs generally require a higher gross margin in
order 1o improve the return on capital employed. Conversely, small scale schemes
with low infrastructure and servicing costs provide a betler return on capital
employed and are generally lower risk investments, Accordingly, lower gross
margins may be acceptable.

This sort of modelling — with residential developer margin expressed as a
percentage of GDV = should be the default methodology, with alternative modelling
techniques used as the exception. Such an exception might be, for example, a
complex mixed use development with anly small scale specialist housing such as
affordable rent. sheltered housing or student accommodation.

Land values

In arder to determine an appropriate ‘current use value’, planning authorities
should take up-to-date advice from local agents and valuers: This i= likely to give a
more locally accurate picture than relying on nationally available datasers.

The land price data published by the Valuation Office Agency (VOA) should be
treated with considerable caution given that it may refer to transactions for fully

serviced land before taking accoumt of local policy costs.

In using data on heusing land values, it is impertant to distinguish between
headline values associated with fully serviced sites, as opposed to those net values
which take account of infrastructure costs. Section 106 and CIL costs, and the
cosls of complying with existing policy requirements including the provision of
affordable housing.

What uliimately mamers for housing delivery is whether the value received by the
land owner Is sufficdent 1o persuade him or her wo sell their land for developmenn.
This can be very dilferent to the headline value one developer might pay another
developer Tor a fully serviced, permissioned parcel of land on a large strategic site.

Policy requirements

There 1& a range af sources of available informartion to cost the planned policy
requirements that need to be tested.

For local standards, the Local Housing Delivery Group has been working 1o collate
published sources of information and research on the costs of dilferent 1ypes of
standard wypically used in Local Plans, It Is Important w consider the additional
expenditure on compliance and assessment costs if these are net already included.

Information on the develapment cost of affordable housing should be available
from existing assessments of alfordable housing. This needs to reflect the likely

type of affordable housing that will be required in policies, as well as up-to-date
assumptions about the availability of grant,




As setout in the NPPE infrastructiure requirements should be considered and
planned at the same time as development policies {NPPE, para 177). Therelore,
those costs should be available as part of existing or developing infrastructure plans.
The local partnership overseeing the assessment should incdude, or at least have
<lose links with, infrastructure providers in order to obtain the most up-to-date and
accurate cosls,

As noted above, when considering infrastructure costs it is imporiant to include
the contribution to any strategic infrastructure that will be provided jointly with
neighbouring authorities as part of the duty to cooperate.

Step 4: Viability appraisal and tests

Once assumptions have been agreed and inputs sourced. an initlal viability
assessment can be carried out, This may be in the form of high level tests [ollowed
by more detailed analysis.

The appraiszal should be able to provide a profile of viability across a geographical

range and/or range of different types of site. This will be far more informative than
blanket averages for the whole area. Most appraisals should provide this.

Onee this prafile is established, it may also help o include some tests of case study
sites, hased on more detalled examples of actual sites likely 1o come forward for
developiment if this informaticn is available. This will allow a sense check of the

profile.

The approach should also allow for constderation of the application of policy
requirements that are particular 1o either specific types of development or
particular geographical areas {in the way that some CIL charges have been set to
vary depending on their viability across dillerent sub-markers).

As proposed above, planning authorities may also wish 1o agree with partners to
test viability at a range of Threshold Land Values. This would be run alongside

other standard sensitivity tests that are likely to feature as pant of any model.

Step 5: Review outputs, refine
and revise the modelling

Once the outputs from the viability modelling have been produced, the planning
authority should share these with its local partners to discuss and review the results,

Where cansultants have been used to run the model, they need 1o be available 1o
the wider partnership group in order 1o be able 1o explain any technical details that
are included in the initial report and to give a view on the scope for further tesis
and modelling that may be requested.



Depending on the outputs from the model, the stakeholders and planning authority
may wish to make some changes 1o the assumptions and inputs in order to get
closer to an agreed balance between community aspirations and economic viability.

While some of these discussions may be possible using the ranges already used
in the model (for example if different rates of affordable housing provision have
already been considered), in other cases it may be necessary to go back and run the

model again based on revised assumptions,

This should be based on an open and transparent process, with local members
playing a full rele and kept [ully briefed on the outputs.

Any ol the areas discussed in earlier steps could be revisited by the group in order 10
explore alternatives that might give a better balance,

However, there should be discussion among local partners where assumptions
are being revised. since doing so on a unilateral basis will increase the risk of the
outputs being contested at a later stage.

If the assessment indicates significant risks to delivery, it may be necessary to
review the policy requirements and give priority 1o those thar are deemed critical 1o
development while reducing (or even removing) any requirements that are deemed
discretionary. The planning authoerity may alse consider whether allocating a larger
quantity of land, or a different geographical and value mix of land, may improve
the viability and deliverability of the Local Plan.

If there are persistent difficulties in squaring the costs of development with local
policy aspirations, then stakeholders should continue to collaborate to explore
alternative approaches to delivery and funding In order 1o Improve the equation.

This might take the form of exploring the potential to change the application of
policy requirements over time or applying requirements ta more limited types

of development or market areas, For example, it may be possible to reduce the
provision ol alfordable housing required in the short term I development in some
areas is deemed o be capable of delivering higher amounts in the medium term.

Pariners should also consider alternarive delivery models and whar other sources ol
funding or land asseis could be used in order o Improve the viability egquation.

Using sources of income {such as the New Homes Bonus) should be considered
hy the planning authority along with other revenue that may come (or unlock
borrowing) as a resul of developmen. Releasing public sector land on terms thar
aid viability {such as deferred receipis) should also be explored with partners.

The NPPF states: “Where safeguards are necessary 1o make a particular development
acceptable in planning terms (such as environmental mitigatdon or compensation)
the development should not be approved if the measures required cannot be
secured through appropriate conditions or agreemenis.” {NPPE para 176).

The NPPF is therefore clear that viability considerations in relation o an individual
development should not lead to an unsustainable scheme being granted planning
peTITiSSion.

So that such development is not inhibited unnecessarily, the need for any
safeguards should be clearly justified through discussions with applicants and the

i




options for keeping such costs 10 a minimum should be fully explored

By contrast, in the context of the Local Plan as a whole (the subject of this
advice), the objective of viability testing is to ensure the plan's housing and other
develepment requirements are deliverable,

Az already discussed, this is an iterative process. If an initial viability assessment
determines that, lor example, the plan’s housing requirements are not deliverable,
factors such as plan policies or the geographical distribution of housing land will
need to be reconsidered and balanced until the plan is judged deliverable within
the principles of sustainable developmeni.

Keeping the viability of plan
policies under review

=Amy additional development plan docoments should only be used where clearly justified, Supplementary plavnming documents
showld be used where they can help applicanis meake successful applications or aid infrastraciire defivery, and shonld nor be used
tor acdd sniriccessarily to the financial burdens of development.”

National Planning Policy Framework, para 153

Because of the keyv role of the viability assezsment in identifving the cumulative
impact of policies, once the plan is in place, additional costs to development should
nol be introduced that will alter the viability equation and potentially render the
plan-wide test redundant,

Having established the viability of the Local Plan {and associated CIL charging
regime), planning authorities should critically examine the inancial implications
arising from the subsequent adoption of any Supplementary Planning Documenis
(SPDs). These are not subject to the same independent testing applicable 10
Development Plan Documents and CIL charging schedules, and may undermine
the soundness of the plan in relation to its viability. Any proposed SPD which

. materially affects the viability of the Local Plan should not be progressed withow

. an appraprate and robust viability review that is propartionate to the SPD being

. prepared. Nelghbourhood plans should alse consider viability Issues.

Similarly, because Local Plans will cover a period of 15 years or more, it is
impartant that the policles it contains are subject 1o review,

This will enable planning authaorities 1o take account of changes in market
conditions, which might otherwise start to prompt significant numbers of

challenges o plan policies at the poaint of specific site applications.

However, any review process should not be so onerous or unpredictable as 1o
deprive planning autherities, developers, landowners and communities of certainty
abaout the policy context when making dedsions about land deals, managing




development. lormulating masterplans or helping shape their arca.

Hopefully, if the approach to viability testing of the Local Plan has been found
sound through the planning process, a refresh of data and assumptions will be less
onersus [particularly if an open source model has been used).

As noted earlier, Irequent viability updates will be avoided if the plan includes a
"viability cushion’, so that modest changes in the value of development variables, or
changes In the types of sites being developed, do not render the Plan unviable and
undeliverable.

Planning authorities will need 1o decide on the extent and frequency of any review
{or partial review) process, taking account ol the available resources and the points
made above about the benelits of certainty.

Az well as deciding on an appropriate review period, there may be pressure o
conduct an earlier review when external economic changes are significant. One
way o deal with this in a transparent way is 1o set out some simple indicators that
would, il certain thresholds are exceeded, trigger the local consideration of whether
to review plan policies.

Clesarly. the over-riding indicator is the extent to which the How of sites being
delivered meets the plan's delivery assumptions. Other indicators could include
howse prices, finance costs, build costs and land values,

By monitoring these on an annual basis, planning authorities could consider
whether a review of plan viability was needed any sooner than scheduled. The
regular review of CIL charges, where in place, can also help to prompt a wider
review of plan viabiliy.,

There are other ‘dynamic’ models that effectively index-link certain policy
requirements, such as levels of affordable housing, to measures such as house
prices and build costs, Planning authorities considering using these models should
ensure they discuss this with other authoritles already using them in order 1o be
well informed on their impact in practice.
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