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Whole Plan Viability Study i Part 2 Local Plan
Kettering Borough Council
December 2019

Executive Summary

ES1

ES?2

AspinallVerdi has undertaken viability testing of the type of development proposed in the
emerging Kettering Part 2 Local Plan. The purpose of this study has been to assist the Council
in identifying the viability impacts of emerging planning policies, and make recommendations to

ensure that the boroughdés Planning Strategy,

The viability testing has been an evidenced based approach and followed best practice set out
in the revised National Planning Policy Framework (NPPF), CIL Regulations and revised

Planning Practice Guidance (PPG).

Approach to Study

ES 3

As best practice recommends that it is not appropriate to test every site planned, a typology
approach has been undertaken. These typologies are based on the planned development
identi fied i remetgihgeKetering Rasti2l Local Plan, including greenfield and
brownfield development and residential and commercial uses. Development appraisals have

wh e

been undertaken to test the viability of proposed allocaton s agai nst the Counci

policies. A bespoke viability model has been created in Microsoft Excel. The model calculates
the Residual Land Value (RLV) for each scenario with results displayed in a series of tables.

Figure 1-1 illustrates the principles of a RLV appraisal.

Figure 1-1 Elements required for a viability assessment

Source: Harman Report!

! Harman report, 2012, Viability Testing Local Plans, Advice for planning practitioners, page 30
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ES 4 In order to advise on the ability of the proposed uses/scheme to support affordable housing and,
other policy obligations. The RLV in the appraisals have been benchmarked against existing or

alternative land use relevant to the particular typology i the Threshold Land Value (TLV).

ES5 A scheme is deemed viable if the RLV is positive for a given level of profit. This situation means
that the scimemd ail$d yéf wmnaddl e. This does not mean
for devel opment as the RLV for a particular sch
06Devel opment Management 6 t er ms every scheme wi |
I andown evatirss with bet different (TLV). For Plan Making purposes it is important to
benchmark the RLV6és from the viability analysis

to the particular typology.

ES 6 The results of the appraisals should be interpreted as follows:

T I f the 6balancebd is positive, then the policy
pl an making purposes hereinbé.
T I f the édbalancebd i s negative, t hpmnposeskreithpol i cy

affordable housing targets should be reviewed.

ES 7 Thisis illustrated in Table 1-1 of a hypothetical appraisal. In this case the RLV at £1.528 million
is £128,000 higher than the assumed threshold land value of £1.4 million meaning the balance

is positive.

Table 1-1 Example Appraisal Viability Summary

RESIDUAL LAND VALUE

Residual Land Value (gross) 1,756,080
SDLT 1,756,080 @ 50% (87.804)
lAcquisition Agent fees 1,756,080 @ 1.0% (17.561)
|Acquisition Legal fees 1.756.089 @ 05% (8.780)

Interest on Land 1,756,089 @ 6.5%
Residual Land Value (net) 190.975 per plot 1,527,798 >
6,684,114 £ perha 2,705,024 £ per acre

TRESHOLD LAND VALUE

Residential Density 35 dph

Site Area 0.23 na 056 acres
density check 3.150 sgmma 13,722 sqft/ac

Threshold Land Value 6125000 £ per ha 2 478 754 £ per acre

Ty
175,000 £ per plot 1,400,000 /’

Surplus/(Deficity 559,114 £ per ha 226,271 £ per acre 127,798 >

]
- <

Source: AspinallVerdi
ES 8 In addition to the above, a series of sensitivity scenarios has been prepared for each of the

typologies. Examples of the sensitivity results are set out in Tables 1-2 and 1-3. This is to assist
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ES9

in the analysis of the viability (and particularly the viability buffer); by examining the sensitivity of
the appraisals to key variables such as affordable housing, TLV, profit, density and build rate.

These sensitivity appraisals should be interpreted as follows:

1 Ineach sensitivity table there are two variables, in the two examples in Table 1-2 and Table
1-3, the variable across the top is the percentage of affordable housing. Down the left-hand
side, we have assumed differing levels of profit in the first sensitivity output and differing
TLV in the second sensitivity output. Each coloured cell represents the scheme
surplus/deficit for a given sensitivity scenario. In each sensitivity testing cell table, you will
find the corresponding scheme surplus/deficit from the appraisal, which we have circled in
red in for reference.

1  The example in Table 1-2 assumes 40% affordable housing, with 17.5% profit on market
housing GDV and a TLV of £6.12m per hectare i this produces a surplus of £127,796 per
net hectare. This same surplus is circled in the sensitivity results in and Table 1-3 because
they represent the same assumption in the appraisal. The sensitivity testing in Table 1-2
shows that when a higher profit margin is sought from 17.5% to 20% the scheme surplus
reduces to £76,000 per net hectare with 40% affordable housing. In the second scenario
(and Table 1-3) when TLV increases, but all other assumptions remain the same, viability
becomes more marginal. At £8.625 million per net hectare TLV development is unviable
even with 10% affordable housing because the scheme generated a deficit of £149,000
per net hectare.

Table 1-2 Example 1 of development appraisal sensitivity tables

AH - % on site
Balance (RLV - TLV) 127,798 10% 15% 20% 25% 30% 35% 40%
15.0% INNESESE0 439,429 380,278 321128 301,082 240,540 179,998
16.0% 467.980 410,529 353,078 335,525 276,722 217,920 1
Profit (private sales) 17.5% 422,080 367,179 312278 206,375 240,182 183,990 < 127,798 >
18.0% 406,780 352,729 338,647 283,325 228,002 172,680
19.0% 376,180 323,820 310,807 257,225 203,642 150,060 06,478
20.0% 345,580 334,810 282,967 231125 179,282 127,440 75.598

Source: AspinallVerdi

Table 1- 3 Example 2 of development appraisal sensitivity tables

AH - % on site
Balance (RLV - TLV) 127,798 10% 15% 20% 25% 30% 35% 40%
4,125,000 879,222 824,322 760,421 753,518 607,325 641,133 584,040
4,625,000 764,937 710,036 655135 639232 583,040 526,847 470,655
TLV (perha)|  5.125.000 650,651 595750 540,850 524,945 468,754 412,561 356,360
5,625,000 536,365 481,465 426,564 410,661 354.468 208,276 =
6,125,000 422,080 367,179 312,278 206,375 240,182 183,990
6,625,000 307,794 252,893 197,993 182,089 125,897 69,704 13,512
7.125.000 193,508 138,607 83,707 67,803 11611 (44,581) (100,774)
7,625,000 70,222 24322 (30.579) (46.482) (102.675) (158,867) (215,060)
8.125.000 (35,063) (89,964) (144,865) (160.768) (216.960) (273.153) (329,345)
8625000 (149,349) (204,250) (250.150) (275054)  (331.246) (387.439) | (443631)

Source: AspinallVerdi
As you can see from the above, the typologies are very sensitive to small changes to key inputs

and particularly affordable housing, TLV and profit.
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ES 10 Inmakingther ecommendati ons regard is made to the appr
roundo. Therefore, i f notoviakde, whereas otherwsimidar typslagibsearee i s
highly viable, regard is made to the viable schemes in forming policy and cross checking the
viability of the outlying scheme against the sensitivity tables (e.g. a small reduction in profit, or a

smallreduct i on in TLV which is within the margins of

ES 11 Based on our analysis of the type of development coming forward in the emerging Part 2 Local
Plan we have devised the typologies set out in Tablel-4.
Table 1- 4 Generic scenarios

No. of Units Gross dph | Gross site Gross Net dph | Net site area
area ha to net ha

Greenfield T mid value

35 33 1.06 85% 39 0.90
135 24 5.6 80% 30 4.48
300 33 9.09 75% 44 6.82
350 21 16.67 70% 30 11.67
Greenfield T higher value
7 14 0.5 90% 16 0.45
14 18 0.78 90% 20 0.70
50 20 2.51 80% 25 2.01
Greenfield i rural exception?
8 20 0.4 90% 22 0.36
Brownfield i lower value
37 34 1.09 85% 40 0.93
33 94 0.35 100% 94 0.35
(Flats)
Brownfield i medium value
7 19 0.37 90% 21 0.33
20 31 0.65 90% 34 0.59
60 26 2.31 80% 32 1.85
217 30 7.30 75% 40 5.48

Brownfield i higher valu
10 12 0.83 90% 13 0.75
Source: AspinallVerdi 2019

D

2 A single 8-unit rural exception scenario has been tested. The allocation for 5-6 units has not been tested separately as there

would be limited impact on viability
L]
Aspindll



ES 12

ES 13

ES 14

Some of the generic typologies above are based on a specific sites size and density. This is the
case where a site is an outlier and cannot be grouped with other due to its number of units and/or
density. Though the number of units and density are site specific all other value and cost

assumptions are not site specific and are consistent with our other testing.

In addition to regular residential testing, we have also tested a 40 unit, 100 dph over 55

accommodation scenario.

Based on the planned growth non-residential testing has also been undertaken of the following

scenarios:
1  Convenience retail budget - 2,500 sgm
1  Convenience retail express - 350 sqm
1  Comparison retail (town centre) - smaller format - 500 sgm
1  Comparison retail (town centre) - larger format - 1,000 sgm
T  Industrial unit B1c/B2 7 smaller format - B1c/B2 1 200 sqgm
1 Industrial unit B1c/B2 i larger format - 5,000 sqm
1  Logistics units B8 i 20,000 sgm

Results of viability testing

ES 15

ES 16

ES 17

The analysis shows that greenfield development is viable across all housing scenarios tested
including 40% affordable housing (64% affordable rent and 36% intermediate) in the higher value
zone, and 30% in the mid value zone. In addition, greenfield development can also contribute to
water offset costs, required in JCS Policy 9, and accessible housing standards, required in JCS

Policy 30. There is also a viability surplus to fund S.106 up to £5,000 per unit.

In general terms brownfield development is less viable than greenfield development. The largest
brownfield scenario is viable with 30% affordable housing (64% affordable rent and 36%
intermediate), water offset costs, required in JCS Policy 9, and accessible housing standards,
required in JCS Policy 30. In this scenario there is a viability surplus to fund S.106 up to £1,000

per unit.

Both flatted and housing development in the lower value zone is unviable with 30% affordable
housing (64% affordable rent and 36% intermediate), water offset costs, required in JCS Policy
9, and accessible housing standards, required in JCS Policy 30. Housing becomes viable at 15%

affordable housing, but flats are unviable even with no policy contribution.

Aspindll



ES 18

ES 19

ES 20

ES 21

ES 22

ES 23

ES 24

Two out of four scenarios tested in the mid value zone are unviable with 30% affordable housing
(64% affordable rent and 36% intermediate), water offset costs, required in JCS Policy 9, and
accessible housing standards, required in JCS Policy 30. But there is limited scope for additional
S.106. Where development density drops to 32 dph viability becomes more marginal and
supports 20% affordable. When density falls to 21 dph then development is unviable even with

0% affordable housing.

The single brownfield scenario tested in the higher value zone is unviable with any level of

affordable housing or policy contribution this is due to the low density tested 13 dph.

The lack of viability on the smaller brownfield sites is not an issue because it does not make the
bulk of development. On these smaller brownfield sites, the Council will need to take a flexible

policy approach.

The greenfield rural exception scenario is viable with up to 70% affordable housing (64%
affordable rent and 36% intermediate), water offset costs, required in JCS Policy 9, and
accessible housing standards, required in JCS Policy 30. At this level of affordable housing there
would be no surplus to provide S.106 contribution. If the Council were to seek additional S.106
contributions than that tested then additional market housing would be required to enable
development.

The results of our testing show that over 55 accommodation is unviable in the Borough with the
full policy ask of 30% affordable housing (64% affordable rent and 36% intermediate), water
efficiency (Policy 9) and accessible housing (Policy 30). Development remains unviable even
when affordable housing is reduced to 0%. Therefore, again the Council will need to take a

flexible approach with policy on these types of development.

Our viability testing shows that comparison retail and B1c/B2 are currently unviable in the
Borough. B8 development is marginally unviable. Convenience retail is only marginally unviable
with one of the scenarios producing a surplus.

Again, due to the mixed viability picture of non-residential uses, we recommend that the Council
seek Section 106 obligations on a scheme by scheme basis, subject to viability.

Recommendations

ES 25

We have found that the emerging Part 2 Kettering Local Plan is generally viable. The bulk of
generic typologies, representing most of the sites and proposed units in the borough can viably

provide their affordable housing target i.e. 5% in the higher value zone and 30% in the mid value

Aspinall



zone. In addition, the majority of scenarios show a viability surplus which can be used to fund
section 106 contributions where appropriates.

ES 26 A number of scenarios, including two in the brownfield mid value zone, all sites in the brownfield
lower value zone and the flatted scenario, are unviable. The allocations covered by these generic
typologies do not constitute the bulk of development thus do not impact the overall viability of the

plan. For these sites the council should take a flexible approach in terms of affordable housing
policy.

Aspindll



1

1.1

1.2

1.3

|l ntroduct

on

The objective in this viability assessment is to provide Kettering Borough Council (the Boroughd

with an evidence base to assist in identifying the viability impacts of emerging planning policies

in its Part 2 Local Plan. The Part 2 Local plan will provide development management and site-

specific policies. This document will work alongside the recently adopted regional North

Northamptonshire Joint Core Strategy (2016).

The viability

assessment i s based on the

6vi

Planning Policy Framework (NPPF); Planning Practice Guidance (PPG); the Local Housing

Del i very Group

publicati on

Planning 1 Ed i t i o na@d the RICS &inancial viability in planning: conduct and reporting,

1st E d2D19.i on 6 ,

The remainder of this report is structured as follows:

Section 2 T National Planning This section sets out the statutory requirements for the

Policy Context

Section 317 Methodology

Section 41 Local Plan Context

Sections 5 1 Residential Viability

Testing

Section 6 7 Retail Testing Viability

Testing

Section 7 i Employment Viab

Testing

Section 8 T Conclusions

Recommendations

ility

&

Local Plan including the NPPF and the PPG.

This section sets out our methodology to establish the
viability of the various land uses and development
typologies used in the testing. We also set out the
professional guidance used when undertaking the
economic Vviability appraisals and some important

principles of land economics.

This section sets out the details of the emerging planning
policies of the Part 2 Local Plan.

This section sets out our viability assumptions and results
for our residential scenario testing, including sensitivity
testing of our results.

This section sets out our viability assumptions and results

for our convenience and comparison retail testing.

This section sets out our viability assumptions and results

for our industrial scenario testing.

In the final section we set our policy recommendations
based on our evidence gathered and the results of our
viability testing.

1 Aspinall

abi

0 Viitahkei IRIItCyS ToeFsi tniamge i lad c



Declaration

1.4

15

1.6

1.7

In accordance with Royal Institution of Chartered Surveyors (RICS) Financial viability in planning:

conduct and reporting 1st edition, May 2019 we make the following declarations:

We can confirm that we have undertaken our financial viability assessment we have acted with
objectivity, impartiality and without interference in doing so we have made reference to all

appropriate sources of information to form our conclusions and recommendations.

We confirm that we have undertaken a conflict of interest check in relation to this instruction and
we are not aware of any deemed conflicts in relation to this instruction. We confirm that we are
not acting on behalf of any party in relation to scheme specific viability testing in Kettering

Borough.

This report and the accompanying appraisals have been prepared in line with RICS valuation
guidance. However, it is first and foremost a supporting document to support the delivery of the
emergingPart2L ocal Pl an. The appraisals are not

Standards 2017) valuation and should not be relied upon as such.

2 Aspinall
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2 National pl anning policy conte

21 Our economic viability appraisal has been carried out having regard to the NPPF and PPG on

viability. We set out the pertinent points of these documents as follows:

National Planning Policy Framework (NPPF) (February 2019)

2.2 The NPPF sets out the Government 6 s pl anning policies for Engl and
to be applied. It was first published on 27 March 2012 and the Ministry of Housing, Communities
& Local Government (MHCLG) issued a revised version in July 2018 which was updated again
in February 2019 to reflect the introduction of the standard method for assessing local housing
need.

2.3 The revised NPPF requires local plans to be deliverable, paragraph 16 of the revised NPPF
states:6 Pl ans shoul d:

a) be prepared with the objective of contributing to the achievement of sustainable development;
b) be prepared positively, in a way that is aspirational but deliverable;

c) be shaped by early, proportionate and effective engagement between planmakers and
communities, local organisations, businesses, infrastructure providers and operators and
statutory consultees;

d) contain policies that are clearly written and unambiguous, so it is evident how a decision maker
should react to development proposals;

e) be accessible through the use of digital tools to assist public involvement and policy

presentation; and

f) serve a clear purpose, avoiding unnecessary duplication of policies that apply to a particular

area (including policies i this Framework, wher

2.4 The setting of development contributions should not place the delivery of the plan at risk:

6Pl ans should set out the contributions expected

out the levels and types of affordable housing provision required, along with other infrastructure

3 MHCLG, February 2019, National Planning Policy Framework, paragraph 16

’ Aspinall



2.5

2.6

2.7

(such as that needed for education, health, transport, flood and water management, green and

digital infrastructure). Such policies should not undermine the deliverability of the plan.&* 6

The revised NPPF states that planning obligations must only be sought where they meet all of

the following tests:
@) necessary to make the development acceptable in planning terms;

b) directly related to the development; and

c) fairly and reasonably relateid in scale and

The revised NPPF places a greater onus on resolving viability matters at the plan making stage
rather than at development management stage. With an underlying assumption that planning
applications that comply with policy are deemed viable. If the applicant at the planning application
stage deems the site is unviable with the policy ask set out in the plan the applicant will need to

demonstrate any differences between their site viability since the plan was adopted:

0 Wh e r -®-dateolicies have set out the contributions expected from development, planning
applications that comply with them should be assumed to be viable. It is up to the applicant to
demonstrate whether particular circumstances justify the need for a viability assessment at the
application stage. The weight to be given to a viability assessment is a matter for the decision
maker, having regard to all the circumstances in the case, including whether the plan and the
viability evidence underpinning it is up to date, and any change in site circumstances since the

plan was brought into force. d

In response to the NPPF we undertook stakeholder event 25 July 2019 at the Council offices in
Kettering. The event was attended by local, regional and national house builders, agents, site
promoters and employees of the Council. At the stakeholder event, a request was made to the
participants to provide information on the proposed appraisal inputs but no evidence was
provided either during or following the event. General comments were made at the event, for
example on draft value zones, in light of these comments we reviewed our underlying evidence

and where justified, through evidence, we adjusted our analysis accordingly.

4 Ibid, paragraph 34
5 Ibid, paragraph 56
5 Ibid, paragraph 57

“ Aspinall
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2.8 The revised NPPF sets a 10 units threshold for seeking affordable housing contributions, except

in designated rural areas:

6 Pr o v i affordahle housing should not be sought for residential developments that are not
major developments, other than in designated rural areas (where policies may set out a lower

threshold of 8 units or fewer). o
2.9 The revised NPPF defines major development as follows:

0For housing, development where 10 or more homes
0.5 hectares or more. For non-residential development it means additional floorspace of 1,000m2
or more, or a site of 1 hectare or more, or as otherwise provided in the Town and Country Planning

(Devel opment Management Procédure) (England) Ord:

2.10  Where affordable housing is sought, local planning authorities should seek at least 10% provision

where there is identified need:

6Wher e maj ortindotvimgetie prpvimiennof housing is proposed, planning policies and
decisions should expect at least 10% of the homes to be available for affordable home ownership,
unless this would exceed the level of affordable housing required in the area, or significantly
prejudice the ability to meet the identified affordable housing needs of specific groups.
Exemptions to this 10% requirement should also be made where the site or proposed

development:
a) provides solely for Build to Rent homes;

b) provides specialist accommodation for a group of people with specific needs (such as purpose-

built accommodation for the elderly or students);
c) is proposed to be developed by people who wish to build or commission their own homes; or

d) is exclusively for affordable housing, an entry-l e v e | exception site® or a r

2.11  The revised NPPF allows for affordable housing obligations to be reduced if there are any existing

buildings on site:

7 Ibid, paragraph 63
8 Ibid, page 68
9 Ibid, paragraph 64

5 Aspinall



0 To s uppo-use of tbitowenfield éand, where vacant buildings are being reused or
redeveloped, any affordable housing contribution due should be reduced by a proportionate

amouft . 60

Planning Practice Guidance (PPG)

2.12

2.13

2.14

2.15

Alongside the revised NPPF, updates to the PPG 'Viability and plan making' were also applied.
The guidance is now much more prescriptive on the methodology to determine land value and
as such Chapter 3 details our approach to land value taking into account those revisions. Chapter

4 goes on to outline how costs and values in development appraisals should be determined.

The PPG builds on the NPPF in that viability matters should be resolved at plan making stage
rather than decision making stage, thus placing further weight on viability assessments early in

the process:

6Policy requirements, particularly for aff
account of affordable housing and infrastructure needs and allows for the planned types of sites

and development to be deliverable, without the need for further viability assessment at the

decision making stage. 16

The PPG explains that Plans should set out the contributions expected from development. The
contributions shou | ohclude setting out the levels and types of affordable housing provision
required, along with other infrastructure (such as that needed for education, health, transport,

flood and water management, ¥Hreen and digit

When setting policies these will need to be informed through evidence based on the infrastructure
and affordable housing need for the area. There is also a need for clarity of policy requirements

so that these can be reflected in the land value:

dhese policy requirements should be informed by evidence of infrastructure and affordable
housing need, and a proportionate assessment of viability that takes into account all relevant
policies, and local and national standards, including the cost implications of the Community

Infrastructure Levy (CIL) and section 106. Policy requirements should be clear so that they can

be accurately accounted for in the price paid for land. To provide this certainty, affordable housing

10 Ibid, paragraph 63
1 MHCLG, 09 May 2019, Planning Practice Guidance, Paragraph: 002 Reference ID: 10-002-20190509
12 |bid, Paragraph: 001 Reference ID: 10-001-20190509

6 Aspinall
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2.16

2.17

2.18

2.19

requirements should be expressed as a single figure rather than a range. Different requirements

may be set for different types or2 |l ocation

In setting planning policy requirements local authorities need to have regard to the impact these

of

S

have on development viability: 6 The r ol e for viability assessment

stage. Viability assessment should not compromise sustainable development but should be used

to ensure that policies are realistic, and that the total cumulative cost of all relevant policies will

not undermine deliverability of the plan.@3

The PPG also places an emphasis on addressing education requirements when considering

viability at plan making stage:

6When considering viability it is recommended

work collaboratively to identify which schools are likely to expand, and where new schools will be

needed as a result of planned growth.

It is important that costs and land requirements for education provision are known to inform site
typologies and site-specific viability assessments, with an initial assumption that development will
provide both funding for construction and land for new schools required onsite, commensurate

with the |l evel of education n%ed generated

Ultimately the PPG is clear that total cumulative costs of policies should not render development

unviable:

d’he total cumulative cost of all relevant policies should not be of a scale that will make

development unviable. Local planning authorities should set out future spending priorities for

devel oper contributions in anf Infrastructur

The PPG places a greater emphasis of engagement at plan making stage, from both plan makers
and stakeholders:

6Pl an makers should engage with |l andowners
housing providers to secure evidence on costs and values to inform viability assessment at the

plan making stage.

It is the responsibility of site promoters to engage in plan making, take into account any costs
including their own profit expectations and risks, and ensure that proposals for development are
policy compliant. Policy compliant means development which fully complies with up to date plan
policies. A decision maker can give appropriate weight to emerging policies. It is important for

developers and other parties buying (or interested in buying) land to have regard to the total

13 |bid, Paragraph: 002 Reference ID: 10-002-20180724
14 1bid, Paragraph: 029 Reference ID: 10-029-20190509
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2.20

221

2.22

cumulative cost of all relevant policies when agreeing a price for the land. Under no
circumstances will the price paid for land be a relevant justification for failing to accord with

relevant polilties in the plan. 6

The PPG contains a section on Starter Homes, the Starter Homes policy is an exception sites

policy as follows:

6Starter Homes exception sites policy helps
many of whom increasingly cannot afford to buy their own home, by allowing Starter Homes to
be offered to them at below their open market value. The exception site policy enables
applications for development for Starter Homes on under-used or unviable industrial and
commercial land that has not been currently identified for housing. It also encourages local
planning authorities not to seek section 106 affordable housing and tariff-style contributions that
would otherwise apply. Local planning authorities should work in a positive and proactive way
with landowners and developers to secure a supply of land suitable for Starter Homes exception

sites to deliver housing for ®young first ti

The PPG advises that the Starter Homes are provided at a discount to Market value and delivered
through planning obligations:

t o

me

6Local planning authorities should put in place |

are offered for sale at a minimum of 20% below its open market value of the property. Such
properties are expected to be offered to people who have not previously been a home buyer and

want to own and occupy a home, and who afr’e
To ensure affordability for first time buye

0A St art er xpeoteddo bé micedaltdr theediscount significantly more than the average

price paid by a first time buyer. This would mean the discounted price should be no more than

A250, 000 outside London®and A450, 000 in London.

15 |bid, Paragraph: 006 Reference ID: 10-006-20190509
16 MHCLG, 18 March 2015, PPG, Paragraph: 001 Reference ID: 55-001-20150318
7 Ibid, Paragraph: 003 Reference ID: 55-003-20150318
18 |bid, Paragraph: 002 Reference ID: 55-002-20150318
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Whole Plan Viability Study i Part 2 Local Plan
Kettering Borough Council
December 2019

3 Met hodol ogy

3.1 In this section of the report we set out our methodology to establish the viability of the various
land uses and development typologies to use in the testing. We also set out the professional
guidance that we have had regard to in undertaking the economic viability appraisals and some

important principles of land economics.

Viability modelling best practice

3.2 The general principle is that affordable housing, and other planning obligations will be levied on
the increase in land value resulting from the grant of planning permission. However, there are

fundamental differences between the land economics and every development scheme is

di fferent. Therefore, in order to derive plannir
bal anced it is i mpor tasonomitminciplasavhichsinderpindhe vidbiity mi cr o
analysis.

3.3 The uplift in value is calculated using a Residual Land Value (RLV) appraisal. Figure 3-1

illustrates the principles of a RLV appraisal.

Figure 3-1 Elements Required for a Viability Assessment

Linviabda
Viable

Gross

Development
Value (sales,

rents, AH
value etc.)

Source Harman Report?!®

3.4 Our specific appraisals for each of the land uses and typologies are set out in the relevant section

below.

3.5 In order to advise on the ability of the proposed uses/scheme to support affordable housing and

other policy obligations we have benchmarked the residual land values from the viability analysis

19 | ocal Housing Delivery Group, Local Government Association / Home Builders Federation / NHBC, 20 June 2012, Viability
Testing Local Plans, Advice for planning practitioners, Edition
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3.6

3.7

3.8

against existing or alternative land use relevant to the particular typology i the Threshold Land
Value (TLV).

A scheme is viable if the total of all the costs of development including land acquisition, planning
obligations and profit are less than the Gross Development Value (GDV) of the scheme.
Conversely, if the GDV is less than the total costs of development (including land, S106s and

profit) the scheme will be unviable.

If the balance is positive, then the policy is viable. If the balance is negative, then the policy is

not viable and affordable housing rates should be reviewed.
This approach is summarised on the diagram in Figure 3-2.

Figure 3-2 Balance between RLV and TLV

GDV (inc. AH)

less

+ Fees

« S106/CIL No. Units / Size

+ Build Costs x Density

+ Profit = size of site (ha)
+ Interest etc. X TLV (£/ha)

= RLV =TLV

Source: AspinallVerdi, 2019

What to test?

3.9

For plan wide viability testing it is not necessary to test every proposed development site but to

base the testing on t helectiveoftipeaeveldpmentipropsed overthe ¢ h

plan periodit hi s is known as testing of O0typologies.

that are fundamental to the delivery of the plan these need to be considered separately. The PPG

explains this as follows:

0Assessing t he doednatbeguird irtdiyidual festimglofaevery site or assurance that

individual sites are viable. Plan makers can use site typologies to determine viability at the plan

making stage. Assessment of samples of sites may be helpful to support evidence. In some

e Aspinall
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circumstances a more detailed assessment may be necessary for particular areas or key sites

on which the delivery of the plan relies.8°

3.10  Strategic sites in Kettering Borough have been allocated and tested through the already adopted
North Northamptonshire Joint Core Strategy (NNJCS). To avoid duplicating work strategic

allocations have not been retested as part of this study.

3.11  Typologies for the viability testing are to be based on the proposed development in the plan to

ensure the testing represents the type of development coming forward. The PPG explains that:

0A typology approach is where sites are gwmouped
whether brownfield or greenfield, size of site and current and proposed use or type of
development. The characteristics used to group sites should reflect the nature of sites and type

of development proposed for allocation in the plan.

Average costs and values can be used to make assumptions about how the viability of each type
of site would be affected by all relevant policies. Comparing data from existing case study sites
will help ensure assumptions of costs and values are realistic and broadly accurate. In using
market evidence, it is important to disregard outliers. Information from other evidence informing
the plan (such as Strategic Housing Land Availability Assessments) can help inform viability

assessient . 0

312 ThePPG considers key sites as those sites forhat ar
example, large sites, sites that provide a significant proportion of planned supply, sites that

enable or unlock other development sites or sites within priority regeneration areas. 29

Development appraisal assumptions

3.13 In devising the assumptions to use in the appraisals, it is acceptable to use standardised inputs,
rather than relying on site specific assumptions: 6 Al | viability assessmen
undertaken at the plan-making stage, should reflect the recommended approach in national

planning guidance, including standardised inputs, and should be made publicly available®

20 MHCLG, 05 May 2019, PPG, Paragraph: 004 Reference ID: 10-004-20190509
2bid, Paragraph: 004 Reference ID: 10-004-20180724
22 MHCLG, 24 July 2018, PPG, Paragraph 005 Reference ID: 10-005-20180724
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3.14  The Gross Development Value is the cumulative value of the completed development. For plan

wide viabil it avemagediresscande used, withtadjustment to take into account
|l and use, form, scale, |l ocation, ren®#s and yield:

3.15 The PPG explains, like with values, cost should also reflect local market conditions, it also places
anemphasistoidentifyde vel opment cost s aAsfgdspossibleadstsshguldst age:
be identified at the plan making stage. Plan makers should identify where costs are unknown and
identify where further viability as%essment may

Threshold land value

3.16  Threshold land value, also referred to as benchmark land value, has been subject to much debate
in recent years due to trying to establish the most appropriate method to determine it for planning
purposes. The two most common approaches have been Existing Use plus and Market Value
adjusted for policy. The latter, although a more market facing approach, has faced criticism?2>
because practitioners have not been adjusting land values fully for policy. The PPG now provides

a clear single method (Existing Use plus premium) in determining land value:

0To define | and value for any viability assessmer
on the basis of the existing use value (EUV) of the land, plus a premium for the landowner. The
premium for the landowner should reflect the minimum return at which it is considered a
reasonable landowner would be willing to sell their land. The premium should provide a
reasonable incentive, in comparison with other options available, for the landowner to sell land
for development while allowing a sufficient contribution to fully comply with policy requirements.
Landowners and site purchasers should consider policy requirements when agreeing land

transactions. This approach is oft®%n called 6éexi.
3.17 The PPG also sets out the factors that should be considered when establishing the land value:

T 6be bas exsting e value
1 allow for a premium to landowners (including equity resulting from those building their own

homes)

2 |bid, Paragraph: 011 Reference ID: 10-011-20180724

2 MHCLG, 05 May 2019, PPG, Paragraph 014 Reference ID: 10-014-20190509

% Sayce, S, et al, January 2017, Viability and the planning system: the relationship between economic viability testing, land
values and affordable housing in London

% MHCLG, 05 May 2019, PPG, Paragraph: 013 Reference ID: 10-013-20190509
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1 reflect the implications of abnormal costs; site-specific infrastructure costs; and
professional site feeséd

Viability assessments should be undertaken using benchmark land values derived in accordance
with this guidance. Existing use value should be informed by market evidence of current uses,
costs and values. Market evidence can also be used as a cross-check of benchmark land value
but should not be used in place of benchmark land value. There may be a divergence between
benchmark land values and market evidence; and plan makers should be aware that this could
be due to different assumptions and methodologies used by individual developers, site promoters

and landowners.

This evidence should be based on developments which are fully compliant with emerging or up
to date plan policies, including affordable housing requirements at the relevant levels set out in
the plan. Where this evidence is not available plan makers and applicants should identify and
evidence any adjustments to reflect the cost of policy compliance. This is so that historic
benchmark land values of non-policy compliant developments are not used to inflate values over

time.

In plan making, the landowner premium should be tested and balanced against emerging
policies. In decision making, the cost implications of all relevant policy requirements, including
planning obligations and, where relevant, any Community Infrastructure Levy (CIL) charge should

be taken i #to account. 660

3.18  Despite the clarity the PPG brings, there is still uncertainty on how the premium is calculated.
This was highlighted in the research undertaken by Sarah Sayce: 6 Over al | , the OE!
approach was favoured by the majority of respondents, despite the recognition that the premium
element can be difficult to assess in some circumstances. 2%

319 The PPG eThepremiumshould provide a reasonable incentive for a land owner to bring
forward land for development while allowing a sufficient contribution to fully comply with policy

requirements.

Plan makers should establish a reasonable premium to the landowner for the purpose of
assessing the viability of their plan. This will be an iterative process informed by professional
judgement and must be based upon the best available evidence informed by cross sector

coll abé&ration. 0

3.20  Although now a dated document, the HCA Area Wide Viability Model (Annex 1 Transparent

Viability Assumptions) provides guidance on the size of the premium. The guidance states that

27 MHCLG, 09 May 2019, PPG, Paragraph: 014 Reference ID: 10-014-20190509

2 Sayce, S, et al, January 2017, viability and the planning system: the relationship between economic viability testing, land values
and affordable housing in London, page 6

2 MHCLG, 09 May 2019, PPG, Paragraph: 016 Reference ID: 10-016-20190509
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3.21

Benchmarks and evidence from planning appeals tend to be in a range of 10% to 30% above
EUV in urban areas. For greenfield land, benchmarks tend to be in arange of 10 to 20 times
agricultural valued3 A more recent document which also refers to a similar uplift for urban sites
is the Homes for Londoners Affordable Housing and Viability SPG 2017. Although the SPG is
guidance for development viability assessments in London and pre-dates the revised NPPF and
PPG. The SPG states:

1T 6Premiums above EUV should be justified,
site which does not meet the requirements of the landowner or creates ongoing liabilities/
costs, a lower or no premium would be expected compared with a site occupied by profit-
making businesses that require relocation. The premium could be 10 per cent to 30 per
cent, but this must reflect site specific circumstances and will vary.

1  The level of premium can be informed by benchmark land values that have been accepted
for planning purposes on other comparable sites were determined on a basis that is

consistent witd¥h this guidance. 0

But the HCA and London SPG approaches appear too formulaic and a judgement will need to
be made to ensure an appropriate balance is struck between delivering policy contributions and
a reasonable landowner return to ensure land is released for development i this is in line with
the PPG explains that when establishing a premium: 6 T h i s awitetative precess informed

by professional judgement and must be based upon the best available evidence informed

by cross sector collaboration. 32 6

Guidance on land value adjustments

3.22

When drawing on market evidence for land values it is important that the land value does reflect
planning policy. Therefore, there are some circumstances where it may be necessary to adjust
land value comparables to ensure they reflect planning policy requirements i this approach is
supportedinthe PPG: 6 Any data used s houlngadjusemergsmacasbalryyo
reflect the cost of policy compliance (including for affordable housing), or differences in the quality
of land, site scale, market performance of different building use types and reasonable
expectations of local landowners. Policy compliance means that the development complies fully

with up to date plan policies including any policy requirements for contributions towards

refl

dent

af fordable housing requirements a% the relevant

30 HCA, August 2010, Area Wide Viability Model (Annex 1 Transparent Viability Assumptions)
31 Greater London Authority, August 2017, Homes for Londoners SPG, Para 3.46

%2 MHCLG, 05 May 2019, PPG, Paragraph: 016 Reference ID: 10-016-20190509

33 |bid, Paragraph: 016 Reference ID: 10-016-20190509
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3.23

3.24

3.25

The impact on land value of future planning policy requirements e.g. CIL [or revised Affordable
Housing targets] was contemplated in the Examiner
2012).34

Paragraph 32 of the Examinerds report states:

0 é t h ee paid for development land may be reduced. As with profit levels there may be cries
that this is unrealistic, but a reduction in development land value is an inherent part of the
CIL concept. It may be argued that such a reduction may be all very well in the medium to long
term but it is impossible in the short term because of the price already paid/agreed for
development land. The difficulty with that argument is that if accepted the prospect of raising
funds for infrastructure would be forever receding into the future. In any event in some instances
it may be possible for contracts and options to be re-negotiated in the light of the changed

circumstances arising from the imposition of CIL

Current guidance is clear that the land value assessment needs to be based on Existing Use plus
premium and not a Market Value approach. Although the assessment of the Existing Use can be
informed by comparable evidence the uncertainty lies in how the premium is calculated.
Whatever is the resulting land value (i.e. Existing Use plus Premium) the PPG is clear that this
must reflect the cost of complying with policies: thebtotal cost of all relevant policy requirements
including contributions towards affordable housing and infrastructure, Community Infrastructure
Levy charges, and any other relevant policies or standards. These costs should be taken into

account when defining®benchmark | and value.

Viability modelling approach

3.26

3.27

We have undertaken viability testing using a bespoke Microsoft Excel model. The model
calculates the Residual Land Value (RLV) for each scenario with results displayed in a series of
tables.

As mentioned above, a scheme is viable if the RLV is positive for a given level of profit. We
describe this situation herein as being o6fundame:]
will come forward for development as the RLV for a particular scheme has to exceed the
l andowner 6s TLV. I n D etermeslevery stheme wilMhave a djfiereme (RIEV)

and every | andownerdéds motivations wil!/l be diffe

34 Holland, K, 27 January 2012, Report on the examination of the draft Mayoral Community Infrastructure Levy Charging
Schedule, The Planning Inspectorate, PINS/K5030/429/3
35 MHCLG, 24 July 2018, PPG, Paragraph: 012 Reference ID: 10-012-20180724
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important to benchmark the RLVs from the viability analysis against existing or alternative land

use relevant to the particular typology.

3.28  The results of the appraisals should be interpreted as follows:

T I'f the O6balance6 is positive, then the policy

pl an making purposes hereino.

1 Ifthe O0balanced is negative, then the policy i:

CIL rates and/or Affordable Housing targets should be reviewed.

3.29 Thisis illustrated in Table 3-1 of our hypothetical appraisals. In this case the RLV at £1.528 million
is £128,000 higher than the assumed threshold land value of £1.4 million meaning the balance

is positive.

Table 3-1 Example appraisal viability summary

RESIDUAL LAND VALUE
Residual Land Value (gross) 1.756.089
SDLT 1,756,080 @ 50% (87.804)
|Acquisition Agent fees 1,756,089 @ 10% (17.561)
|Acquisition Legal fees 1,756,089 @ 0.5% (8,780)
Interest on Land 1,756,080 @ 6.5% \
Residual Land Value (net) 190,975 per piot < 1,527,798 :’
6,684,114 £ per ha 2,705,024 £ per acre
TRESHOLD LAND VALUE
Residential Density 35 dph
Site Area 0.23 na 056 acres
density check 3.150 sgmma 13,722 sqft/ac
Threshold Land Value 6125000 £ per ha 2 478 754 £ per acre
175,000 £ per piot
BALANCE
Surplus/(Deficit) 559,114 £ per ha 226,271 £ per acre ’

Source: AspinallVerdi 2019

3.30 In addition to the above, we have also prepared a series of sensitivity scenarios for each of the
typologies. Examples of the sensitivity results are set out in Table 3-2 and Table 3-3. This is to
assist in the analysis of the viability (and particularly the viability buffer); by examining the
sensitivity of the appraisals to key variables such as affordable housing, TLV, profit, density and

build rate. These sensitivity appraisals should be interpreted as follows:

1 In each sensitivity table, there are two variables, in the two examples in Table 3-2 and
Table 3-3. the variable across the top is the percentage of affordable housing. Down the
left hand side we have assumed differing levels of profit in the first sensitivity output and
differing TLV in the second sensitivity output. Each coloured cell represents the scheme

surplus/deficit for a given sensitivity scenario. In each sensitivity testing cell table, you will
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find the corresponding scheme surplus/deficit from our appraisal, which we have circled in
red in for reference.

1  The example in Table 3-2 assumes 40% affordable housing, with 17.5% profit on market
housing GDV and a TLV of £6.12m per hectare i this produces a surplus of £127,796 per
net hectare. This same surplus is circled in the sensitivity results in Table 3-3, because
they represent the same assumption in the appraisal. We can see through the sensitivity
testing in Table 3-2 when a higher profit margin is sought from 17.5% to 20% the scheme
surplus reduces to £76,000 per net hectare with 40% affordable housing. In the second
scenario (Table 3-3) when TLV increases, but all other assumptions remain the same,
viability becomes more marginal. At £8.625 million per net hectare TLV development is
unviable even with 10% affordable housing because the scheme generated a deficit of
£149,000 per net hectare.

Table 3-2 Example 1 of development appraisal sensitivity tables

AH - % on site

Balance (RLV - TLV) 127,798 10% 15% 20% 25% 30% 35% 40%
15.0%] 498580 439,429 380,278 321,128 301,082 240,540 179,998
16.0% 467,980 410,529 353,078 335,525 276,722 217,920

Profit (private sales) 17.5% 422 080 367,179 312,278 206,375 240,182 183,990 ¢>
18.0% 406,780 352,729 338,647 283325 228,002 172,680
19.0% 376,180 323829 310,807 257,225 203,642 150,060 96,478
20.0% 345,580 334,810 282967 231125 179,282 127,440 75.598

Source: AspinallVerdi 2019

Table 3-3 Example 2 of development appraisal sensitivity tables

AH - % on site

Balance (RLV - TLV) 127,798 10% 15% 20% 25% 30% 35% 40%
4,125,000 G022 824,322 760,421 753,518 697,325 641,133 584,040
4,625,000 764937 710,036 655,135 639,232 583.040 526,847 470,655

TLV (perha)|  5.125.000 650,651 595750 540,850 524,946 468,754 412,561 356,369

5,625,000 536,365 481,465 426 564 410,661 354 468 208.276 =
6,125,000 422,080 367179 312278 296,375 240,182 183 990
6,625,000 307,794 252893 197,993 182,089 125,897 69,704
7.125.000 193,508 138.607 83,707 67.803 11611 (44 581) (100,774)
7,625,000 79,222 24,322 (30,579) (46,482) (102, 675) (158 867)
8,125,000 (35.063) (89,964) (144.865) (160.768) (216.960)
8625000  (149,349) (204.250) (259.150) (275054)  (331.246)

Source: AspinallVerdi, 2019

3.31 Asyou can see from the above, the typologies are very sensitive to small changes to key inputs
and particularly affordable housing, TLV and profit.

3.32 Inmakingourr ecommendati ons we have had regard to the
the roundé. Therefore, if one particular scheme i
highly viable, we have had regard to the viable schemes in forming policy and cross checked the
viability of the outlying scheme against the sensitivity tables (e.g. a small reduction in profit, or a

smal | reduction in TLV which is within the margi |
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4 Local coPmltaenx t

4.1 As part of our viability testing, an analysis of the policies of the Kettering Borough Council Part
2 Local Plan we have reviewed relevant policies dated 21/10/2019.

4.2 Sitting above the Part 2 Local Plan is regional NNJCS. This plan has already been adopted and
its policies tested for viability implications in 201536, A number of these policies have a direct
impact on the viability of the Kettering Borough Part 2 Local Plan i.e. affordable housing. We
have therefore undertaken a review of both the NNJCS and the Kettering Part 2 Local Plan. It
is important to consider both adopted and proposed policies that could impact viability and
ensure they are captured in our testing.

NNJCS
4.3 First, we have considered the NNJCS to understand the impact adopted policies will have on
viability. Our as ses s ment is made through a oOtraffic

impact) are presumed to have a direct impact on viability and have been incorporated into the
economic appraisal. Where a policy is considered to have medium risk (amber colour), generally
it has an indirect impact on viability and has been factored into the study during the property
market cost and value assumptions. Our assessment of the NNJCS policies is contained in
Appendix 1.

4.4 The most relevant policies, having a direct impact on viability, have been incorporated in the

economic appraisal; the high and medium impact policies are:

Policy 6 1 development on brownfield land and land affected by contamination
Policy 71 community services and facilities

Policy 91 sustainable buildings and allowable solutions

Policy 16 i connecting the network of settlements

1

1

1

1  Policy 101 provision of infrastructure

1

1 Policy 177 North Northampton s hi r ed6s strategic connections
1

Policy 30 1 housing mix and tenure

Emerging Part 2 Local Plan

4.5 Secondly, we have considered the emerging policies in the Part 2 Local Plan as part of our
viability testing. We have used the same traffic light used to assess the NNJCS. Our assessment

of the emerging policies is contained in Appendix 2.

36BNP Paribas, North Northamptonshire Joint Core Strategy Pre-Submission Plan Draft Viability Study
Update January 2015
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4.6 The high and medium impact policies are as follows:

Policy HWF1 Health and Well-being
Policy HWC2 Protection of Community Facilities and Proposals for New Facilities.
Policy NEH1 Flood Risk Management Policy

Policy NEH2 Green Infrastructure

= =4 a4 A -2

Housing Site Policies T CRA2 to CRA3 T Rural exception sites
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5 Resi deind b telsitti yn g

5.1 To assess residential development viability, we first of all consider appropriate scenarios to test,
followed by the cost and value assumptions used and the viability results.

Housing growth

5.2 As set out in Figure 5-1, in our assessment of proposed residential growth, we have considered
the allocations in the emerging plan. The dots on the map represent the proposed residential
allocations i these are shown as varying size dots on the map. The larger the dot size the larger
the development in terms of number of units it will yield.

Figure 5-1 Distribution of residential development growth

Source: AspinallVerdi, Kettering Borough Council, Land Registry, 2019

5.3 The analysis in Figure 5-1 shows that there are larger developments proposed on greenfield sites
on the urban fringes of Kettering, Desborough and Rothwell.

* Aspinall









































































































