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Introduction

Fordham Research was commissioned by Wirral Council to carry out a study of affordable housing
viability. The Viability Study is intended to inform ongoing work on the preparation of the Local

Development Framework (LDF).

Government Guidance in Planning Policy Statement 3: Housing (PPS3, 2006, para 29) requires
Councils to set a ‘Plan-wide’ affordable housing target, and to test this for ‘deliverability’ by means of

the ‘economic viability of land for housing within the area’.

Summary findings

We have taken a strategic approach ensuring in particular that the sites were treated consistently. This
is because the analysis is designed to test and demonstrate Plan-wide deliverability in line with the
requirements in national guidance. This work is a strategic study designed to inform the development
of Plan policy, rather than an exercise to predict as accurately as possible the actual financial
outcomes of development on specific sites. The actual sites used in the study should only be regarded

as indicating more general patterns of development across the study area.

The results from the appraisals indicate that at current market values and costs it would be possible to
sustain a target of 20% affordable housing, with zero public grant, over most of the area. That is the
safe assumption at present, but it is open to the Council to state a ‘Plan-long’ strategic target including
whatever grant assumptions seem reasonable over the longer term. This could, for instance, be the
same as the 40% target suggested in the SHMA Update (2009).

The approach to valuation

The study involved preparing financial appraisals for a representative range of sites. These appraisals
assessed the capacity of such sites throughout the area to support different levels of affordable
housing. The approach was to ‘model’ viability using a range of variables and our bespoke

spreadsheet software.
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It was decided that for Wirral the required guidance on viability would best be achieved by looking at a
range of site sizes, and at sites that were actual rather than notional. In discussion with the Council, it
was decided that a total of 15 representative sites should be examined. This number included two
HMRI programme sites (normally dependent on grant to achieve viability) for completeness, though
the results from these were not used to inform policy. The final 15 were distilled from a wider original

sample.

Figure S1 Sites used for the broad brush viability assessment

12N

© Crown copyright

Source: Fordham Research 2010

The key features were:

i) A final list of sites was established in discussion with the Council. It was chosen to give a
range of typical development situations, an appropriate balance between previous uses, a

range of site sizes and to give coverage across the major sub-areas of Wirral.

ii) The sites ranged in size from 18 to 150 dwellings. The sites came from across the four main

sub-areas of Wirral used in the Strategic Housing Market Assessment
iii) The sites were at various stages in the development process

iv) All but four (para 2.12) sites had been subject to a planning application
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The inclusion of sites without planning permission within this study report should not be taken as a

Council endorsement of their future development
The site locations are shown in Figure S1. They total just under 1,000 dwellings

A wide range of data was collected about housing in Wirral: this included prices, rents and land
values. The map below illustrates house price variations across the Council area, comparing prices in
each postcode sector to the national average level. The map conveys the immediate point that prices
in the Housing Market Renewal areas are quite different from those elsewhere in the Borough. This

has implications for affordable housing target setting, discussed below.

Figure S2 Postcode price indices
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Source: Fordham Research 2010

Note: indices compare prices in each postcode sector to an overall value for England & Wales

Testing sites for viability assessment

In order to provide reliable evidence on deliverability, the sites were to be examined under a range of

assumptions about the key factors affecting viability:

i) Affordable housing target levels of 0%, 10%, 20%, 30%, and 40%

BESe!
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ii) The base assumption was ‘zero grant’ but we also included analysis using typical historic

levels of grant.
iii) Affordable housing split: 80% social rented and 20% intermediate

iv) Land values for alternative uses for the sites: clearly the site viability cannot plausibly fall

below the level of alternative use, and so this must be established

v) The calculations consider levels of developer contributions (‘planning gain’) consistent with

current policy
Vi) Level 3 of the Code for Sustainable Homes (CSH) was assumed

vii) Abnormal costs were assessed and the figures taken into account where information collected

for the sites indicated they were likely.

The appraisals considered viability for two variant scenarios with regard to future changes in price and
cost levels. The first reflected a short-term decline (prices falling 10% relative to build) and the second
a return to conditions equivalent to the autumn 2007 market peak (prices rising 18 - 19% and costs

falling by 6 - 7%). We also considered the impact of different assumptions for tenure split.

Clearly this range of elements generated a large range of possible outcomes. Those outcomes were
assessed through our bespoke valuation methodology to indicate ‘residual land values’. This is the
standard approach, and assumes that all costs and returns are measured, except for the land value
outcome. The latter is the key variable. It can then be compared with other scenarios and with
alternative use values. The latter are most commonly agricultural in rural areas and

industrial/warehousing in urban locations.
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Appraisal outcomes

To assess viability, the value of the land for the particular residential scheme adopted needs to be
compared to the alternative use value to determine if there is another use which would derive more
revenue for the landowner. If the assessed value does not exceed the alternative use value then the
development is not viable. If the excess above alternative use value (the ‘cushion’) is sufficiently large

the development is judged viable; if not, then it is classed as marginal.

For the purpose of a strategic study like the present one it is necessary to take a comparatively
simplistic approach to determining the alternative use value. In practice a wide range of considerations
could influence the precise value that should apply in each case, and at the end of extensive analysis

the outcome might still be contentious.

Our ‘model’ approach to alternative use value is outlined below:

i) For sites previously in agricultural use, then agricultural land represents the existing use
value.
ii) Where the development is on former industrial, warehousing or similar land, then the

alternative use value is considered to be industrial, and an average value of industrial land for

the area is adopted as the alternative use value.

iiil) Where the site is occupied by buildings capable of beneficial use we would estimate their
broad value
iv) Existing use as garden land would have a value greater than agricultural but significantly less

than industrial, unless it could feasibly be developed in an industrial or commercial use.

BESe!
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The level of the ‘cushion’ was set at £25,000 per acre — some 20% of the industrial/warehousing

benchmark value. Applying this approach, the results for the 13 non-HMRI programme sites are

shown in the table below:

Table S1 Appraisal outcomes: base appraisals, without grant

Value £k per acre

No Site Alt use
value
1 Whitfield Ln 10
35
2 Leasowe Primary 100
125
3 Hoylake Road 200
225
4 Beechwood 100
125
5 Carlett Park 160
185
6 Lewis Reed 160
185
7 Former Primary Sch 100
125
9 Marymount Convent 100
125
10  50-94 Whitford Road 0
25
12 Black Horse Hill 180
205
13  Builders Yard 365
390
14 Warren Point 300
325
15  Vauxhall Dealership 200
225

Source: Affordable Housing Viability Study 2010. This table is Table 6.4 of the main report

No affordable

215
MARGINAL

10%

20%

108
MARGINAL

30% 40%

4
MARGINAL
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The results can be summarised as follows:

Table S2 Viability results summary

No of sites in category with affordable at:
No aff 10% 20% 30% 40%
Viable 11 7 4 2 1
Marginal 1 0 1 1 0
Not viable 1 6 8 10 12
Total 13 13 13 13 13

Source: Affordable Housing Viability Study 2010. Table 6.5 of the main report
There are considerable geographical differences that can be seen in the table below that breaks the
results down into the RSS Sub-Areas used in the SHMA Update.

Table S3 Viability results summary — By RSS Sub-area

No of sites of viable sites in category with affordable at:
No aff 10% 20% 30% 40%
Inner Area 3 2 0 0 0
Outer Area 5 3 3 1 0
Rural Area 3 2 1 1 1
Total 11 7 4 23 1

Source: Affordable Housing Viability Study 2010. Table 6.6 of the main report.

Sensitivity testing suggests that at conditions much closer to the peak viability level of autumn 2007
four rather than one site would have been viable at 40% of affordable housing. By the same token, a

further 10% price drop would make things much worse than at present.

If typical levels of public subsidy (grant) were to be maintained in future, then a higher target could be

considered. But it is not clear at present that this would be a sensible course of action.

Suggested affordable target

The sharp difference between the Inner (HMRI) area and the rest of Wirral suggests that differential

targets should be applied:
i) For Rural and Outer parts of Wirral: a target of 20% is feasible without grant

ii) For the Inner/HMRI area a target of 10% is feasible without grant

BESe!
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Although PPS3 asks for a ‘Plan-wide’ target, it is not realistic to expect a single target to work across
Wirral: a part of the Council area is essentially outside the normal market by the definition of the
regeneration programmes carried out in the HMRI areas. Hence we would suggest two targets as
feasible for use in planning negotiations now, as broad brush targets. Detailed viability evidence may

come forward on particular sites.

In order to meet the PPS3 requirement, and to address the fact that some grant is likely to be

available, we would suggest a third target: a Plan-long aspirational target of 40%, including grant.

This takes account of the target generated by the housing needs analysis in the original SHMA and
Update: 40% as well as the general point that grant is likely to be available, but in currently

unforeseeable amounts.

Size thresholds

The national minimum threshold for site sizes to which affordable targets apply is 15 dwellings (PPS3),
but provision is made for lower thresholds where appropriate. None of the 15 sites in the main
appraisals was under 15 dwellings and in order to provide guidance on this issue we modelled a suite
of notional sites ranging in size from four to 15 dwellings, with characteristics based on one of the

larger actual sites.

The results of the appraisals suggested that there is indeed scope for reducing thresholds. We

concluded that a 20% target in line with the area-wide one, could be sustained down to five dwellings.

Dynamic Viability analysis

This is designed to overcome a dilemma created by the economic downturn. During the history of
affordable housing targets since their creation in 1991 there had been a broadly rising market. This
meant that targets could rise also, and reach their pre-crash level of quite commonly around 40% to
50%. The upper limit for any target in Wirral is given by the SHMA: 40%. This is the upper limit for the

range of variation under Dynamic Viability.
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The downturn following the credit crunch meant that targets had to be lowered. It was always a
condition of such targets that they should not render the market housing developments to which they

applied unviable.

There has been no practical suggestion for the way in which affordable housing targets should be
treated given their fall in the recession. Many alternative scenarios for future price/cost movements
can be generated, but that does not point to a single target. PPS3 is quite clear that there should be a
Plan-wide target. Targets cannot be substantially changed through supplementary guidance after the
Core Strategy Examination. If a high (‘normal market’) target were set it would be correctly attacked as
undeliverable, and thus contradict the Blyth Valley Court of Appeal decision which requires that targets

should be deliverable.

Fordham Research has therefore devised a system which permits deliverable targets to be set,
regardless of future fluctuations in the market, using sets of price and cost indices. It means that the
Core Strategy Examination can be presented with the full range of possible target outcomes, and once
approved (in whatever form) no new policy change is required to alter the target. It is changed only by
the movement of published indexes. The intervals at which it is changed must be infrequent enough to
permit an orderly land market, thus perhaps annually.

In order to generate the data below it is necessary to agree a Benchmark Site. This is necessary to
permit a reasonably simple outcome. In the case of Wirral the chosen site is a modified version of Site
2: Leasowe Primary. The Benchmark site is intended to be representative of future housing
development in Wirral. This site is of about 130 dwellings, and sites around 100 dwellings are
expected to be typical of future development. This site could carry nearly 30% of affordable housing,
but was ‘modelled’ so that it could just carry the target level of 20% making the Benchmark site
suitably representative.

The mechanism for producing the target ranges is quite complex. It builds on the viability analysis set
out in the summary above. It then examines the full range of possible cost and price changes and

generates a matrix of possible affordable targets.

The 20% cell (in grey) in Figure S3 is the recommended deliverable target for market areas of Wirral.
The indexes of cost and price shown in the margins of the table allow future changes in the published

indexes to be translated into target changes.
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Figure S3 Wirral coarse matrix with base alternative use value

Price Change HPI
% -20%  -10% 0% 10% 20% 30% 40% 50% 60%
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Source: Wirral Affordable Housing Viability Study, Fordham Research 2010

The Coarse Matrix shows 10% intervals in the indexes. This is useful because it allows a wide range
of variation in the indexes to be shown at a convenient scale: a wider range of variation than is

expected over the whole Plan period.

But the target changes in the Coarse Matrix are as a result quite large: 10-15%. This seems too big a
jump for what may be an annual change in the target. Hence we have produced a Fine Matrix shown

below. This is based on 4% changes in the indexes rather than 10%.

Figure S4 Wirral fine matrix with base alternative use value

Price Change HPI

% 8% 4% 0% 4% 8%  12%  16%  20%  24%
4616 4816 5017 521.8 5418 5619 5820 6020 622.1
8% 2643 | 20% 26% 30%  35%  40%  40%  45%  50%  50%
4% 2758 | 10%  20%  25%  30%  35%  35%  40%  45%  45%
0% 2873 | 5%  10% | 20% | 25%  30% 30% 35%  40%  40%
4% 2988 | 0% | 5%  10% 20% 26% 25%  30%  35%  40%
8% 3103 | 0% 0% | 5%  10% 20% 20% 25%  30%  35%
12% 3218 | 0% 0% 0% . 5%  10% 20% 20% 25%  30%
16% 3333 | 0% 0% 0% 0% | 5% 20%  20%  25%
20% 3448 | 0% 0% 0% 0% 0% *%-

20% 20%
Source: Wirral Affordable Housing Viability Study, Fordham Research 2010

Cost Change BCIS Index
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As can be seen, in the Fine Matrix the target shifts are normally about 5% within the body of the table
and represent manageable levels of change. By way of example, the House Price Index (HPI) was
501.7 at the date of the survey, and the buildings cost index (BCIS) was 287.3. If by the next (annual)
inspection the BCIS remained nearer to 287.3 than to the figures above and below it, and the HPI had
moved to 520, then the target would move to 25%. The figure of 520 is clearly nearer to 521.8 (the
next column heading on the right of the base one) than to the original 501.7. Hence the change. The

change could, of course, be in any direction depending on the movement of the two indexes.

The detail of this approach is set out in Chapter 9. The main point is that the Dynamic Viability
matrices will ensure that all future changes in the housing market are tracked by deliverable affordable

housing targets.

Figure S5 Gain of Affordable Housing from Dynamic Viability

l = Viability El Pre Credit Crunch
Affordable Housing
Obtained
& s +
= Landowner additional |:| Net gain
e {windfall) profit in affordable
G f\\ housing due to the
= Dynamic Viability mechanism
Target set - 40% Jrm————f - -"id
i No
i Viable
i targets
1on R :
]
]
0% -
15% Target set
2007 2009 Time: —

Note: This diagram is illustrative only and does not apply to specifically to Wirral

Source: Fordham Research 2010:

This figure also shows that the landowners/developers will gain from any uplift in the market (the 40%
pre-credit crunch target shown is general and not specific to Wirral). The basic viability assessment
assures the landowner and the developer of a reasonable return. When the market goes up, the
private sector will gain a windfall profit (shown by the blue areas under the viability curve) and the

public interest will gain affordable housing as the targets are periodically altered.

The Dynamic Viability procedure ensures that the maximum of deliverable affordable housing is

achieved.
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Stakeholder involvement

S41 A stakeholder event was held at the end of July 2010, prior to finalising the report (more detail is
provided in Appendix 6). This is normal practice with such studies. There is not very much point in
contacting stakeholders until they can see the results and comment upon them. There was a good
turnout of both house builders, RSLs and others, as well as a good detailed discussion. There was
comment on the very large Peel Holdings scheme of 15,000 plus dwellings, including a large number
of apartments (Wirral Waters). This had not been included in the analysis as it is highly untypical of
future development, and would require a much more detailed study than this one to assess its viability.
The representative of Peel Holdings stated, in any event, that it was not at present a viable scheme.
There was an informed discussion between the participants of the difficulties of both developers and
RSLs in producing workable affordable housing schemes. There were no substantial criticisms of the

viability study.
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1. Introduction

1. Introduction

Introduction

Fordham Research has been commissioned by Wirral Council to produce guidance on the financial
viability implications of alternative targets and site size thresholds for affordable housing provision

within the Metropolitan Borough.

Context

The context for this study consists of the Government guidance and the broad principles of viability

analysis which has existed, in some form, since land has been bought and sold.

Guidance

The national guidance in Planning Policy Statement 3: Housing 2006 (PPS3) requires Councils to set
a target for the proportion of affordable housing to be delivered through new developments. The
recently updated Strategic Housing Market Assessment (SHMA) was intended to provide guidance on
the target levels for affordable housing that could be justified by the analysis of the area’s housing

requirements.

This SHMA was based on an assessment of the balance between the need for market housing and
the need for affordable housing but did not take into account the commercial factor — i.e. what is viable
and what it is realistic to ask developers to provide. Whilst a target of 40% may be the appropriate
figure to balance the overall housing market over time it may not be the appropriate deliverable target

under current market conditions.

The purpose of the present study is to enable Wirral Council to set a robust affordable housing target
in the light of current commercial circumstances in Wirral. This target is just that — a target. The actual
amount of affordable housing required on any particular site must be assessed for that actual site and

take into account the peculiar factors of developing that site at that point in the economic cycle.

PPS3 has been supplemented by the Homes and Communities Agency (HCA) in a Good Practice
Note: Investment and Planning Obligations: Responding to the Downturn (July 2009).

T
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Wirral Metropolitan Borough Council Affordable Housing Site Viability Study

This study is designed to set the percentage target for affordable housing requirements in an informed
way. Given the pattern of housing market conditions since late 2007, and more particularly a general
expectation that house prices may continue to fall for some time to come, or may rise, it will be
necessary for any proposed target to be reviewed regularly so to reflect the resulting changes in the

profitability of development.
The land market

The availability and cost of land are matters at the core of the viability for any development of new
houses. The format of a typical valuation is:

Gross Development Value
(The combined value of the complete development)

LESS

Cost of creating the asset, including a profit margin
(Construction + fees + levies (CIL, s106) + finance charges)

RESIDUAL LAND VALUE

The result of the calculation indicates a land value, which acts as the top limit of what a bidder could

offer for that site. In this study we use the procedure in reverse:

Given the likely land values, will a development including an X% target for affordable
housing be viable?

The calculation involves the same basic information but is designed for a different purpose. The ‘likely
land value’ is difficult to assess as a landowner will rarely disclose the price that would be acceptable.
This is one of the areas where an informed assumption has to be made about the ‘cushion’: the

margin above the ‘existing use value’ which would make the landowner sell.

This study does not attempt to assess the specific price that could or should be paid for each site.
Instead, the appraisal calculates what land on a site may be worth if a range of scenarios were to
occur, and then compares that amount with its value in some other use to which it could be put. Nor
does this study attempt to predict when a landowner may sell the land, or even if they will sell, since
that is a personal and site specific matter.

~ T T
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1. Introduction

Reasons for this study
PPS3: Housing (2006) states that affordable targets should:

‘...reflect an assessment of the likely economic viability of land for housing within the
area, taking account of the risks to delivery and drawing on informed assessments of
the likely levels of finance available for affordable housing, including public subsidy
and the level of developer contribution that can reasonably be secured.’ (S29) (Our

emphasis)

Following the Court of Appeal decision of August 2008 over the Blyth Valley Core Strategy Inspector’s

decision it is now accepted that:

‘There is now a duty on every local authority to ensure that any affordable housing
target is broadly deliverable within the area.’

The word ‘likely’ in the above quotation from PPS3 is taken to mean that the duty is ‘broad brush’, in
that a typical site within the local authority area should be able to bear whatever target is set. Some
sites within the area will not be able to do so, but developers will still be able to make specific

submissions at the planning applications stage.

The date at which this new duty was expounded by the Court coincided with the “credit crunch”
downturn. This has had the effect of reducing the profitability of new housing developments, and

hence their viability. This situation is shown schematically in the figure below:

Figure 1.1 The effect of the credit crunch on viability

Frozen developments
Viability
40% Affordable
target in
Policy
30%
25%
15%
I = Time
2007 2008

Source: Fordham Research 2010
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Wirral Metropolitan Borough Council Affordable Housing Site Viability Study

The diagram shows that where once a 40% affordable housing target was easily viable, at the time
shown in the diagram only a 15% target is viable. Projected future improvements in viability mean that

at various times in the future 25% and 30% targets may be viable.

The situation depicted in Figure 1.1 has caused difficulty in setting targets. The Homes and
Communities Agency (HCA) Good Practice Guidance (July 2009) now sets out (in paragraph 19) two

alternative bases for target setting:

i) Set the target to the minimum (probably current) level of viability: 15% in the example. This

would evidently under-provide affordable housing when taken over a Plan period.
ii) Set the target for a ‘normal’ market and treat it as flexible.

The second approach is based on an unpublished note from the Planning Inspectorate. The Good

Practice note advises its use. But the resulting target would not be robust:

i) The concept of the ‘normal’ market is unsound. Prices have always varied, and it is not
possible to state which of them is ‘normal’. Prices rose unevenly for the whole period 1991 to

2007, but no part of the curve can be labelled ‘normal’.

ii) In the present recession there is no agreement as to how long it will last, and what the curve
of viability over time (as illustrated in Figure 1.1) will look like. Falls in prices have steadied —
however, there is no clear trend with rises and falls being reported from month to month. In
short, any ‘normal market’ target is likely to be undeliverable for much of its life. Some
attempts to set a ‘normal’ target have been based on the 2007 peak. It is, however, now
widely accepted that these conditions are unlikely to ever be repeated and that the cost and
price environment will be quite different in future (e.g. due to the need to meet increasing
environmental requirements and the more limited access to credit (mortgages)). There is on

this basis no safe rule for guessing a ‘deliverable’ target for a ‘normal’ market.

The ‘normal’ market target would therefore be vulnerable to S78 appeal, and applicants who went to
appeal to argue that it was ‘undeliverable’ would be likely to succeed, throughout much of the lifetime

of the target. Such targets are therefore neither robust nor sensible to set.

A Dynamic Viability model has been constructed by Fordham Research to provide a third option:

affordable targets that are both deliverable and provide a reasonable maximum of affordable housing.

What this means for the study

This study is in two stages: the first is standard viability analysis (Chapters 2-8); the second stage the

application of the Dynamic Viability analysis (Chapter 9).

~ T T
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1. Introduction

Stage 1 viability methodology

The Stage 1 viability methodology is illustrated in Figure 1.2 below. It involves preparing financial

appraisals for a representative range of sites across the study area.

The appraisals tested alternative levels of affordable housing provision: in each case a combination of
social rented and intermediate housing. The likely purchase prices RSLs would pay for units in each
category were considered. Assumptions were made about the scale of developer contributions that

were likely to be sought under other headings such as education and open space.

The local housing market has been surveyed to obtain a picture of typical sales values for market
housing. We also surveyed land values for residential development and for other land uses, to
calibrate the appraisals and for other uses, to assess alternative use values. Alongside this we
considered local development patterns, to arrive at appropriate built form assumptions for sites where
information from an extant planning permission or current application was not available. These in turn

informed the appropriate build cost figures.

Figure 1.2 Stage 1 viability methodology

LOCAL MARKET SURVEY SURVEY LOCAL SHORT LIST ASSUMPTIONS FOR
& DATA DEVELOPMENT SITES AFFORDABLE & S106
PATTERNS
. CONTACT
SELECT 15 LOCAL |4
\ 4 ACTUAL SITES RSLs
BUILT FORM
FOR EACH
SITE
\ 4 \ 4 \ 4
LAND VALUES MARKET AFFORDABLE
PRICES & v PRICES
VALUES BUILD OTHER
p| COSTSFOR TECHNICAL
EACH SITE ASSUMPTIONS
\ 4
ALTERNATIVE Y
PREPARE APPRAISALS
USE VALUES > FOR EACH SITE <
ITERATE FOR OTHER
AFFORDABLE
OPTIONS
v A
IS THE SCHEME VIABLE?

Source: Fordham Research 2010
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A number of other technical assumptions were required before appraisals could be produced. The
appraisal results are expressed in the form of £ per acre/ha ‘residual’ land values, showing the

maximum value a developer could pay for the site and still return a target profit level.

Finally, the residual value was compared to the benchmark alternative use value for each site. Only
where the residual value exceeded the benchmark figure by a satisfactory margin (the ‘cushion’),

could the scheme be judged to be viable.

Fordham Research

Fordham Research has been providing advice to Councils in respect of planning gain and
development viability since the late 1980s. The firm’s approach throughout this time has involved the
preparation of financial appraisals. Over the last few years in particular Councils have increasingly
commissioned the firm to evaluate financial appraisals which have been prepared by developers in
order to support a case for a reduced affordable housing contribution, for enabling development and

SO on.

Since 1993 Fordham Research has become a leading consultancy in carrying out Housing Needs
Surveys and more recently the more wide-ranging Strategic Housing Market Assessments that have

largely replaced them and advising Councils on affordable housing policy issues.

Since that time the firm has assisted Councils on very many occasions by providing expert witness
services at Local Plan and S78 Inquiries successfully supporting housing need and affordable housing

policies. Particularly in recent years this has regularly included evidence in respect of viability issues.

Structure of this report

The remainder of the report covers the following topics:

Chapter 2 - The individual development sites

Chapter 3 - Affordable housing and developer contributions assumptions
Chapter 4 - Local market conditions

Chapter 5 - Assumptions for viability analysis

Chapter 6 - Results of viability analysis

Chapter 7 - Implications of viability results

Chapter 8 - Threshold modelling

Chapter 9 - Dynamic viability

~ T T
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2. Individual development sites

2. Individual development sites

Introduction

This chapter deals with the sites identified for appraisal by first outlining the key characteristics of each
site and then considering the assumptions made about proposed development upon each site for the
purpose of producing a financial appraisal. The individual sites chosen were visited at an early stage

in the work.

The Metropolitan Borough

Wirral displays a varied housing market, with a mixture of historic areas and more modern estates. It is
the location of historic urban areas such as Hamilton Square which contains the largest collection of
Grade 1 listed buildings in the country. However, prosperous areas in the west contrast with the more

densely developed and much less prosperous urban areas in the east of the Borough.

The following, edited from the Council’s website, describes the main characteristics of the Borough:

WIRRAL is a peninsula of 60.35 square miles which lies between the estuaries of two rivers.

It is an area of contrasts, with sandy beaches, a magnificent coastline, mountain views, country
lanes, woodland and the peace of nature reserves, as well as thriving businesses, shopping

centres, and a vibrant arts, culture and entertainment scene.

Central Birkenhead is the focus for Wirral's retail trade and has benefited from major
regeneration schemes funded by resources from central government and the European

Commission.

Liscard Precinct in nearby Wallasey is the other main shopping centre, with local centres in
smaller towns such as Upton, Prenton, New Ferry, Moreton, Hoylake, West Kirby, Bebington,
Greasby, Heswall and Bromborough, as well as out of centre shopping areas like the South

Wirral Retail Park in Bromborough.

Historic locations in Wirral include Birkenhead Priory, the oldest building in Merseyside. It was
granted a Royal Charter in 1330 and was the site of the first Mersey Ferry. Port Sunlight is a
fascinating example of Victorian industrial philanthropy. The village was built by the first

Viscount Leverhulme for his workers, as was much of Thornton Hough.
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Industries tend to be in the eastern half of the peninsula, with docklands and a Freeport in
Birkenhead and Wallasey. Major industries are also based in Port Sunlight, Bromborough and
Eastham. While the western side is famous for its countryside and coastal walks, wildlife, sandy

shores, promenades, and water sports.

WIRRAL is home to 312,293 people, (Census 2001) with a total electorate of 248,043. 30.4 per

cent of Wirral's population is under the age of 25 and 18.1 per cent are over 65.

The Metropolitan Borough of Wirral was created in the 1974 local government reorganisation -
when it became part of Merseyside. Before then Wirral was made up of five Boroughs based on
the old County Boroughs and was part of Cheshire. Wirral is now the third largest metropolitan

authority in the northwest.

It was Cammell Laird and Lever Brothers that were the prime movers of Wirral's industrial

heritage, and port-related activities which formed the mainstay of the local economy.

Wirral docks have also seen dramatic changes and international links have established
Birkenhead as an important shipping centre. The docks play a vital role in Wirral's economy,
where today new enterprise flourishes and businesses prosper in this "peninsula of

opportunity”.

Context of Wirral within the City Region

24 Wirral forms part of the urban core of the Liverpool City Region. The Pathfinder areas (see below) are

focused on south Wallasey and Birkenhead that lie at the older urban heart of the Wirral.

~ T T
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2. Individual development sites

Figure 2.1 Summary of the regional context of Wirral

The City Region Authorities Possess Diverse Attributes

The City Region comprises the Core City of Liverpool and local authority districts of St.Helens, Wirral, Knowsley, Sefton, and Halton plus

the adjacent areas of Warrington, Chester, Ellesmere Port and Neston

(West Cheshire), and North Wales (across to Denbighshire and down

to Wrexham) and West Lancashire (beyond Skelmersdale and north to Burscough). The Liverpool City Region has a population of

2 million people. There are also strong economic interrelationships with the Manchester City Region. Its markets interact over a much

wider catchment area; 6.75 million people live within 60 minutes drive time from Liverpool City Centre.

Liverpool

West Lancashire

Histarically a centre for international trade and manufacturing, the core
city Is now the key driver for the economy of the City Region. Liverpool
is the commercial, retail and transport hub, retaining its role as a key
maritime city, offering an outstanding range of cultural and tourism
assets, having a strong cultural identity and a growing sense of vibrancy
and oplimism.

Primarily Skelmersdale provides a key access point into the Liverpool City
Region via the M58 corridor, and s imp both as a provider of busi
locations and as contributing to the wider labour market and housing offer.
Ormskirk provides a market town level service centre for the LCR with rural
parts of West Lancashire providing a key cluster of agricultural, horticultural
and environmental assets.

Urban Core of the City Region
|

Chorley

Bolton

Sefton

Liverpool Bay

Liverpool
Wirral il

Halton

Ellesmere Port & Neston

Flintshire
Chester

Wale Royal |
L
‘North Wales

Flintshire and Wrexham have achieved significant economic success over
the past two decades. This has been due to the growth of key large
employers, notably Airbus at B hton, devel tofaE scale
business park at Deeside and investment by intemational businesses at
Wrexham Industrial Estate. A key factor has been the ability of
Individuals, businesses and communities In NE Wales and NW Cheshire to
take part in and exploit the huge choice of employment opportunities
both within NE Wales, Cheshire, Merseyside and the NW of England.

Ellesmere Port and Neston

Have key sector and industrial strengths which add diversity to the City
Region economic development portfolio, including automotive and
advanced chemicals as well as linkages with North Wales.

Sefton

As well as being a strong part of the City Region's residential offer, Sefton
contains key assets in its unique coastal landscape, habitat and the
classic resort of Southport. It is also the location of the Seaforth
container base - the primary port of the Mersey.

' | Knowsley and St.Helens

Provide the City Reglon with key infrastructure in terms of the labour
market, investment locations and business base of the City Region. In
recent years the business base is growing, with strong private sector

backing, strong investment performance and efforts to drive up both

Innovation and entrepreneurship.

Halton

Halton's econamy Is diversifying and Halton is developing a strang
foundation in biosciences and new technologies, These sectors readily
compl Halton's © ing importance to the national chemical
industry.

{| Chester

At the heart of ane of the most productive areas of the North of England,
it has an established and balanced knowledge economy, a strong
financial services sector and an outstanding retail, tourism and heritage
offer. The surrounding areas of north Cheshire provide key housing
lacations and quality of life that feeds the develop of the knowledg
economy across LCR and Manchester.

Alongside Liverpool as the maritime centre of the North West, Wirral's
waterfront location Is driving investment, growth and an outstanding
quality of life, Wirral also has strong labour market links with economic
strengths in the south of the City Region,

Warrington

Grown significantly since its establishment as a new town, it is located
midway between Liverpool and Manchester, and positioned well in terms
of North/South transport links, it has evolved as a competitive location
for the service sector and advanced manufacturing activities.

Source: Liverpool City Region Development Plan Report, 2006: Executive Summary
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Housing markets

2.5 The maijority of the population live in the more densely developed urban areas in the east of the
Borough. While housing markets within the east have shown serious signs of market failure,
settlements in the west side of the Borough, including Hoylake, West Kirby and Heswall, are amongst
the most affluent in Merseyside. The 2007 SHMA divided the Borough into the four distinct housing
markets show on the following plan.

Figure 2.2 Map of sub-areas of Wirral used for market balance analysis
in the 2007 SHMA

North East

South East

: I'A_\ . ?L‘.If \\\.: L
@© Crown copyright
Source: Fordham Research Wirral SHMA 2007

2.6 Whilst the HMRI Pathfinder has recently suffered from low demand with high levels of vacancy and
dereliction that have required intervention, the housing market in the west of the Borough has been
buoyant, recording some of the highest house prices. The vision and strategic objectives of both
Wirral's Sustainable Communities Strategy and Housing Strategy focus on creating sustainable

appropriate housing for all which will help to reduce inequalities and create a better balance within the
local housing market.
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2. Individual development sites

Housing Market Renewal Pathfinder Status

The history of east Wirral has been marked by the end of much of its traditional industry. Change and

regeneration has focussed on the Pathfinder area.

The delivery of the Housing Market Renewal Initiative (HMRI) Pathfinder initiative has been given
strategic direction in the form of the Strategy for Inner Wirral 2004 — 2014. The ten year strategy has
been designed to directly address failing housing markets and associated measures of deprivation.
The New Heartlands HMR Programme for the first five years has enabled Wirral to attract over £45

million, in addition to £28 million from the Council’s Housing Capital Programme.

Identifying a range of sites

It was decided that the required guidance on viability would best be achieved by looking at a range of
actual rather than notional sites of different sizes and locations. It was decided that a total of 15
representative sites should be examined. It was agreed to settle on 11 actual sites and four notional
sites (based on actual sites) to ensure that the full range of possible future development in Wirral was

covered.

The final list of 15 sites was chosen to reflect a range of typical development situations: with a balance
between previous uses, a range of site sizes, and coverage across each of the main market sub-areas
of Wirral.

T
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Table 2.1 Site details

. Area No Net

No. Site Name ha dwgs  (dwgs ha) Type

1 Whitfield Ln 4.20 150 35.7 Greenfield / Greenbelt

2 Leasowe Primary 377-378 Cameron  2.00 131 65.5 Primarily Residential
Rd (Scholars Gate)
Hoylake Road/St James Rd 1.26 90 71.4 Primarily Industrial

4 Beechwood (Lowry) Kingsmead 2.72 90 33.1 Primarily Residential/Part
(Hartnup Way) / Fairfield Mews greenfield

5 Carlett Park, Ferry Rd 1.04 60 57.7 Major Developed Site In

The Greenbelt

6 Lewis Reed, Woodchurch Rd 1.04 60 57.7 Primarily Residential

7 Former Primary School, Rock Ferry 1.28 67 52.3 Primarily Residential

8 Milner/Carrington St 1.20 65 54.2

9 Marymount Convent Love Ln 0.81 57 70.4 Primarily Residential
(Church Walk)

10 Formerly, 50-94 Whitford Road, 45 1.12 56 50.0 Primarily Residential
Whitford Rd to 40 Fountain St

11 Land rear of 11-25 Mossey Bank, 0.83 36 43.4 Primarily Residential
26-42 Guilford St & Royston Av

12 Garage, Black Horse Hill 0.25 22 88.0 Primarily Residential

13 Builders Yard at the junction of 0.15 19 126.7 Primarily Commercial
Camperdown St and Albion St

14 Warren Point, 51A&53 Warren Dv 0.33 18 54.5 Primarily Residential

15 Vauxhall Dealership, Pensby Rd 0.19 18 92.4 Primarily Residential
Total 18.42 939 50.96

Source: Fordham Research 2010

Site capacity ranged from 18 to up to 150 dwellings. All but two of the sites were on previously

developed land reflecting the pattern of development in the area.

All the actual sites had the benefit of a planning consent and some were complete or under

construction. The four notional sites did not have planning consent and were not subject to a current

scheme. Information available from planning applications was used to inform an appropriate form of

development to use in our appraisals. Some additional assumptions about the form and mix of

development have also been made as set out below.

~ T T
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213 Site 1, for example, is a very large greenfield site — we have assumed that only part of it would be
developed so as to reflect the nature and situation of the site. This site was included to test the
possible provision of housing over the longer term. It is highly unlikely that a site like this is going to
be developed in the short to medium-term as development would currently still be contrary to planning

policies.

The sites

2.14 Locations for the sites identified are shown in the map below:

Figure 2.3 Site locations

LIWERPO(

12N

© Cro.w'r; copyright
Source: Fordham Research 2010

2.15 The sites total 939 dwellings on a net area of over 18 ha. There is an emphasis on larger sites. No
sites are below the national guidance threshold for affordable housing of 15 dwellings. Two of the 15

sites are HMRI programme sites.
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Development assumptions

In arriving at appropriate assumptions for residential development on each site we have assumed that
the built form in an extant or current planning application remains the best basis for carrying out
appraisals as they have been brought forward by commercial developers who are seeking to develop
the site in the most economically viable and profitable way — but within the prevailing policy

framework.

The volume of floorspace which can be accommodated on a site has a crucial key impact on its
profitability and is an amount which developers will normally seek to maximise (within the constraints
set by the market). Most Council areas display a range of development situations with a corresponding
variety of densities. A typology which responds to that variety, has therefore been used to inform the
development assumptions for sites to enable us to form a view about the overall quantum (amount) of

development, measured in net floorspace per hectare, to be accommodated upon each site.

The typology uses a benchmark for a typical built form which would provide development at around
15,500 sq ft per acre (3,550 sq m per ha) on a substantial site, or regularly shaped smaller site. A
representative density might be 40-45 dwellings per ha. This is a common development format for
significant sized brownfield sites and some greenfield sites in most urban areas. It provides for a
majority of houses (with perhaps 15-25% flats) in a mixture of two storey and two and a half to three
storey form, with a rectangular emphasis to the layout. We have considered whether this is an
appropriate form to use in the current difficult housing market where developers are avoiding smaller
units and concentrating on larger family houses on lower density sites. Bearing in mind the Council’s
planning policies, and also that the results of this study will inform the setting of the target over the life

of the Core Strategy, we feel that it is correct to work from these assumptions.

Alongside this, there could be some schemes of appreciably higher density development providing
largely or wholly apartments (such as those in the early stage of consideration on the Mersey
waterfront), in blocks of three storeys or higher, with development densities of 30,000 sq ft per acre
(6,900 sq m per ha) and dwelling densities 100 dw/ha, upwards; and schemes of lower density, in
sensitive rural or rural edge situations. However, the benchmark has still been used to provide

appropriate development assumptions for a majority of the sites in the study.

~ T T
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220  As a standard typology will often be less reliable in providing model development assumptions for the
sites where actual information on planning proposals is not available, we have, wherever possible,
been guided by information on development patterns from the sites where application details exist, or

by other examples of recent development close to the site in question.

2.21 In Wirral's case the market for high density apartment blocks — and currently, flats of any kind — now
appears to be limited. Much of the most recent development appears to have been at the benchmark
development density, or only slightly higher — say 3,900 m2/ha (17,000 sq ft per acre) — with a greater

emphasis on larger units, of two and a half or three storeys, rather than flats.

2.22 The standard built form typology used in this report is set out in the table below. The short titles used
to describe the categories have been adopted for convenience only and must not be taken to imply

anything specific about where, or when, they might apply.

Density
, Dwellings . o
Category title ~ Floorspace net =, = Built form characteristics
sq ft/acre (sq :
m/ha) (typical
dw/ha)
12,500 8-14 Edge of settlement, less pressured location. Mostly 2
Lower density storey, largely 3 & 4 bed detached houses with
(2,875) (20-33) garages.
Base 15,500 16-19 Mixture of 2 & 2.5/3 storey houses, many
(3,550) (40-45) terraced; some (15-25%) flats, limited garaging.
19,500 20
Urban (4.480) (50) 30-35% flats, and/or fewer 2 storey units than base
High 30,000 40+ . .
'9 (6.900) (1004) Flats in small blocks on 3 storeys, parking spaces
+
Very high 50,000 60+ Flats in larger blocks on 4-6 storeys, parking limited
(11,500) (150+) or underground

Source: Fordham Research 2010
2.23 The above typology has been used to develop model development assumptions for the sites where

actual information on planning proposals was not available. The resulting assumptions for residential

development for each of the 15 sites are set out in the table below.
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Table 2.3 Site development assumptions

Category Net floorspace density
No  Site (see Table (rounded) Fetha
2,2) Sq ft/acre Sq m/ha

1 Whitfield Ln Low/Base 13,687 33,807 35.7
2 Leasowe Primary Base 16,859 41,642 65.5
3 Hoylake Road Base/urban 18,992 46,910 71.4
4 Beechwood Low 11,663 28,808 33.1
5 Carlett Park Base 15,503 38,292 57.7
6 Lewis Reed Base+ 17,511 43,252 57.7
7 Former Primary Sch, Rock Ferry Urban 20,802 51,381 52.3
8 Milner/Carrington St Base/urban 19,005 46,942 54.2
9 Marymount Convent Urban 21,615 53,389 70.4
10 50-94 Whitford Road Urban 17,786 43,931 50.0
1 11-25 Mossey Bank Urban 17,184 42 444 43.4
12 Garage, Black Horse Hill Urban+ 25,000 61,750 88.0
13 Builders Yard High 38,959 96,229 126.7
14 Warren Point Base 16,975 41,928 54.5
15 Vauxhall Dealership High 30,028 74,169 92.4

Source: Fordham Research 2010
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3.2

3.3

3.4

3.5

3. Affordable housing and other developer contributions

3. Affordable housing and other developer

contributions

Introduction

This chapter considers the assumptions used to test a range of affordable housing scenarios for the

individual sites and the developer contributions assumed for each site.

Affordable housing assumptions

We undertook appraisals for a number of development scenarios involving varying proportions of
affordable housing and tenure split. The assumptions in respect of proportions, and the financial terms

on which they are to be provided, are considered below.

(i) Affordable proportion

Following discussions with the Council we agreed to test the following options:

o NO affordable housing
o 10% affordable
o 20% affordable
. 30% affordable
o 40% affordable

The Council’'s SHMA recommended a target 40% affordable housing across the Borough to balance
the housing market over the Core Strategy period — although a higher requirement was found. The
SHMA is in the process of being updated. The 2007 study advised a 40% target with 30% social (75%
of 40) and 10% intermediate (25% of 40). The 2009 update still suggests a 40% target but with 85% of
that social and 15% intermediate. The 2009 update is yet to be finalised.

New actual targets to be applied in Wirral will be set out in the emerging Local Development

Framework Documents, informed by the recent update to the SHMA as well as the present study.

T

FORDHAM RESEARCH Page 17



3.6

3.7

3.8

3.9

Wirral Metropolitan Borough Council Affordable Housing Site Viability Study

(ii) Tenure split

The Council currently seeks a mixture of social rented and intermediate housing, though with a large
majority (85%) provided as social rented. The 2007 SHMA confirmed that the proportion of
intermediate housing should be about a fifth of all affordable housing. We considered testing a ratio of
80% social rented housing and 20% intermediate housing however having discussed this with the
steering group it was decided that it was appropriate to only test the mix emerging from the SHMA as

the difference in the results would be slight.

In principle, intermediate tenure could constitute a wide range of different housing propositions. It was
decided that intermediate housing should be assumed to be equivalent to 25% shared ownership with
rent at 2% of the unsold equity. While it might be provided in various forms, the outgoings and RSL

purchase price would be broadly similar.

(iii) Size profile

We have assumed that the mix of affordable housing on each site should broadly follow the market
housing, achieving an average dwelling size (i.e. net sq ft/sq m) in line with the profile of the market
housing. As well as providing the maximum integration between market and affordable provision, this
assumption also ensures that the affordable housing floorspace density remains constant. It should be
noted that the HCA is moving from a grant calculated per bed place to one calculated per home
delivered. It is possible that this will have a downward pressure on the size of affordable units over
time. Consequently, it is possible that this may lead, in time, to more of the affordable units being

smaller units.

Assumptions were also made about the indicative mix of dwellings on each individual site. Collectively
these deliver an overall mix profile as set out in the table below. It is stressed that this profile reflects
the pattern of development (actual or modelled) on the sites we have appraised, rather than a mix
informed by the finding of both the original SHMA and its update, and designed to balance the housing

market:

~ T T
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3.12

3.13

3.14

3. Affordable housing and other developer contributions

No of dwgs %

1 bed flat 69 7.3%
1 bed house 5 0.5%
2 bed flat 239 25.5%
2 bed house 198 21.1%
3 bed flat/house 317 33.8%
4 bed house 97 10.3%
4 + bed house 14 1.5%
Total 939 100.0%

Source: Fordham Research 2010

The profile reflects the particular characteristics of the sites chosen for assessment. The largest

numbers of dwellings are two bedroom flats and three bedroom houses.

(iv) Financial terms

The viability study must take into account the likely availability of public subsidy. The future availability
of affordable housing grant — both the total amount of grant, and the amounts forthcoming for different
sizes of dwelling and tenure — is subject to some uncertainty as the available funding has been cut

back and directed towards achieving specific regional or strategic priorities.

An assumption based on a ‘default position’ of zero Social Housing Grant has become a common
starting point in this situation. The zero grant assumption also has the incidental advantage of allowing
the requirement for grant in individual cases to be calculated more simply than if a set level were

already allowed for. We have carried out our base appraisals on this basis.

After consideration of the initial findings it was decided that further appraisals should be produced with
an assumption that Social Housing Grant would be available at £12k per bedspace for social rented

dwellings and £6k per bed space for intermediate dwellings

It was necessary to determine the financial terms on which RSLs would be able to purchase properties
of various sizes from the developer under this grant scenario. With the national market downturn it
became difficult to obtain information from local RSLs on likely purchase prices, and we drew on
recent experience from a range of local authority areas across the country to suggest indicative levels

of purchase price.

T
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Table 3.2 Selling prices: zero grant basis

£ per sq ft (sq m)
Purchase price -zero grant Social rented Intermediate
Flat House Flat House
Higher priced areas 78 (840) 73 (785) 110 (1,185) 100 (1,076)
Lower priced areas 76 (820) 70 (755) 100 (1,075) 95 (1,022)

Source: Wirral Affordable Housing Viability Study, Fordham Research 2010

Other developer contributions

Aside from affordable housing, developer contributions can also potentially be sought by the Council
under a number of headings such as highways, education or open space, either in kind or as financial
payments. In either case it is necessary to allow for the additional financial cost of such contributions

in preparing appraisals for each site.

The Council has a current policy which seeks a contribution from developers, negotiated on a site by
site basis for highway works and open space to include an equipped children’s play area of 60 square
metres per dwelling on sites of 35 or more dwellings for properties further than 400m safe walking
distance from an existing larger open space. These criteria mean that not every development site will
be required to contribute a standard amount. This approach is, however, likely to change with the
enactment of the Community Infrastructure Levy. At this stage an assumption has been made of a
contribution of £2k per unit and applied uniformly across the whole Borough and across market and

affordable housing.

This approach is simply intended to treat the 15 sites consistently and equitably in order to allow
financial appraisals to be produced which provide a strategic overview. The figures do not claim to

represent what would actually be sought, offered or negotiated on specific sites.

~ T T
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4. Local market conditions

Introduction

This chapter sets out an assessment of the local housing market in the Borough of Wirral, providing a
basis for the assumptions on house prices and costs to be used in financial appraisals for the 15 sites

tested in the study.

Land values are also considered to form a view of likely alternative use values for all of the sites. Itis
these values which will represent a minimum viability threshold when appraisals are prepared for the

range of affordable housing scenarios.

Before looking at the results from the market assessments, some general points must be made about

the nature of the exercise that has been undertaken.

Issues to consider

It is necessary to assess property market conditions in the study area in order to provide a reasonable

guide as to likely values to use in evaluating different development proposals.

Although development schemes have similarities every scheme is unique to some degree, even on
neighbouring sites. While market conditions in general will broadly reflect a combination of national
economic circumstances and local supply and demand factors, there will be geographical or site
specific factors that generate different values and costs even within the same urban area. There are

indeed quite significant value variations in different parts of the study area.

Property market forces are in a constant state of flux and assessments of viability can change over
relatively short periods of time in response to broader economic fluctuations such as the impact of
interest rates on the costs of borrowing, the actual availability of funding and the outlook in the local
employment market. Equally significant, sub-area market conditions are often affected by additional

local factors.

For example, high value areas can often encourage demand in lower value neighbouring areas where
new developments encourage changes in value growth in what perhaps were previously less popular

areas.

T
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The residential market

The local housing market will, to some extent, reflect national trends but local factors also underpin the

market in Wirral including:

. An area of high environmental quality, especially in the west. Over 40% of the Borough is
open countryside, with much of the landscape being high quality.

) There are also a significant number of leisure and cultural facilities in both urban and rural
areas, including areas such as New Brighton, West Kirby, Port Sunlight, the facilities in and
around Birkenhead and the Borough’s country parks.

. Birkenhead town centre is the main retail and service centre for the Borough and contains a
large covered market and the Grange and Pyramids shopping centres.

. A network of district centres in Wallasey, Moreton, Hoylake, West Kirby, Heswall,
Bromborough, New Ferry and Prenton, complemented by a number of local shopping centres
and parades.

o A high number of localities falling within the most deprived in England mainly concentrated in
the older urban areas in the east of the Borough.

. A higher than average proportion of the working age population on key benefits and a quarter

of all school children in Wirral qualify for free school meals.

. Symptoms of low demand, etc, leading to the designation of the Newheartlands Pathfinder
area.
. Key housing challenges facing Wirral over the next few years including increasing

homelessness and the condition of homes occupied by some of the more vulnerable members
of the community

. Proximity to transport routes to Liverpool, Chester and North Wales.

We analysed various sources of market information but the most relevant are the prices of units on
new developments. A list setting out details of relevant new developments in the area, as at November
2009, is provided in Appendix 1. Analysis of these and other schemes in the study area shows that
prices for newbuild homes vary across the area ranging between a little less than £200 and to about
£300 per square foot (£2,150-£3,300 per square metre). This is the range for individual properties
within the schemes — averaged over the complete scheme the degree of variation would, of course, be

somewhat less.

Table 4.1 shows average prices in Wirral for the latest quarter available from the Land Registry, Q3
2009. Although the Land Registry data covers both second-hand and newbuild prices, the former will
predominate. The average prices in the table are compared to a corresponding England and Wales

figure and are expressed as indices.
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Table 4.1 Average house prices Q3 2009

: comparison with England & Wales average

Wales)

Area Average price (£ & % index)
Q3 2009 Detached Semi Terrace Flat
Wirral Average £k £297,000 £154,000 £103,200 £112,300
Wirral No of sales 140 328 176 86
Index (against E &
104% 88% 69% 87%

T

Index compares LA’s ave £k price figure to the median LA value across England & Wales for house type.

Source: Land Registry data.

Prices for detached houses in the Wirral area are around the national average (median LA Area),

although prices for semi-detached, terraced housing and flats are between 10% and 30% below the

average. This is particularly the case for terraced housing which is at 69% of the national median

prices.

As in the country generally, prices fell back between late 2007 and the third quarter of 2009. However,

because Land Registry data reports sales after completion there is a time lag in the figures, which only

show the decline to a limited extent. The decline in sales numbers does, however, already show up

quite clearly (sales are seasonally low in the first quarter) and has had a dramatic effect on the

functioning of the market. As can be seen from the map below the number of transactions in some

postcode areas is too low to provide reliable statistics.
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Table 4.2 Average house prices in previous quarters

Area Average price £
Detached Semi Terrace Flat
Q4 07 Average £k £308,000 £166,700 £111,000 £130,900
No of sales 181 540 414 218
Q108 Average £k £315,200 £163,700 £109,800 £119,700
No of sales 144 363 307 152
Q2 08 Average £k £319,400 £157,000 £103,700 £127,700
No of sales 158 362 291 162
Q3 08 Average £k £335,200 £164,800 £99,900 £132,800
No of sales 111 272 188 152
Q4 08 Average £k £265,300 £148,800 £103,100 £110,100
No of sales 78 209 155 72
Q109 Average £k £312,100 £141,200 £100,600 £121,600
No of sales 101 172 119 58
Q2 09 Average £k £256,700 £146,300 £96,400 £109,900
No of sales 92 277 178 79
Q3 09 Average £k £297,000 £154,000 £103,200 £112,300
No of sales 140 328 176 86

Source: Land Registry data.

Within a Council area there can be considerable variations in price, and Land Registry house price
data at postcode sector level helps to illuminate these variations. Because the number of sales in
individual postcode areas in a single quarter can be quite small, we looked at information for four
separate quarters (Q2 2009, Q4 2008, Q2 2008, and Q4 2007). The data has been expressed as an
index — as a percentage of the nationwide average price level — and standardised, so as to allow for

variations in type mix.

Appendix 2 provides a worked example of the index calculation and sets out the resulting price index
figures for the four quarters examined.

It can be seen from Appendix 2 that whilst the variations between individual quarters are mostly quite
modest, in some postcode areas the variations between the four quarters’ indices are more
substantial. Such price fluctuations may be due to the relatively small number of sales. Variations also
tend to be greater for rural areas, which are mostly numerically smaller and/or more diverse, than for

urban areas where postcode sectors are larger numerically and can also often be more uniform.
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The average figures for the four quarters are mapped in Figure 4.1 below. This shows that prices in
most postcode sectors are between 65% and 110% of the national average level. One postcode
sector — CH48 2 (West Kirby) is substantially more expensive at 315% of national median prices. In
contrast, house prices in CH44 3 (Breck Road, Wallasey) are at only 35% of national average level.

This is a very wide divergence.

Figure 4.1 Postcode price indices
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Price assumptions for financial appraisals

It is necessary to form a view about the appropriate prices for the 15 individual schemes to be
appraised in the study. The preceding analysis suggests that although prices in much of the area will
be quite close there will be some areas where prices are appreciably lower or higher than the price
‘standard’.
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It is also clear that we should allow for differences between apartments, two storey houses and town
houses, particularly in locations where flats are going to be attractive. Finally, in drawing on the
newbuild price data we have to bear in mind that, particularly in the present market conditions, the
prices at which homes are offered may include appreciable discounts such as deposit paid for first-

time purchasers or stamp duty.

Taking these points into consideration we considered what sale prices should be for flats, two storeys
and town houses on each of the 15 sites. These were then to be combined on the basis of the

proportions of each type on each scheme to produce a single composite average price.

We established across the study area a range of current new build schemes and a number of recently
completed schemes. The number of new build schemes currently active is limited. The specific details
are set out within Appendix 1 of the report. These have, however, provided a useful basis to inform the

market assessment and provide a guide for a number of sites.

In addition to this a range of second-hand properties were also researched to provide additional
support to the market evidence. As there are very few at present Appendix 1 also provides details of

recently developed and completed schemes directly relevant to the sample sites.

As can be seen form the price map at Figure 4.1 values within the area around central Birkenhead and
within the pathfinder area were generally cheaper and ranged around a base level of £200 per square
foot. The sites tested within the west were subject to a premium commensurate with the particular

location, and supported by evidence of schemes or individual properties that were on the market.

The site income figures resulting from our type-specific assumptions and used in our appraisals are

set out in the table below.

Site/location Price £ per Site/location Price £ per

Sq ft Sqm Sq ft Sqm
1 Whitfield Ln 211 2,271 9 Marymount Convent 185 1,991
2 Leasowe Primary 185 1,991 10 50-94 Whitford Road 160 1,722
3 Hoylake Road 196 2,110 11 11-25 Mossey Bank 160 1,722
4 Beechwood 170 1,830 12 Garage, Black Horse Hill 223 1,884
5 Carlett Park 232 2,497 13  Builders Yard 250 2,691
6 Lewis Reed 185 1,991 14  Warren Point 250 2,691
7 Former Primary School 197 2,120 15 Vauxhall Dealership 220 2,368
8 Milner/Carrington St 150 1,615

Source: Fordham Research 2010
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The figures cover a range from the cheapest at £150 per sq ft (£1,615 per sq m) at Milner/Carrington
St., to £250 per sq ft (£2,691 per sq m) at the Builders Yard and Warren Point.

It is necessary to consider whether the presence of affordable housing would have a discernible
impact on sales prices. In fact affordable housing will be present on many of the sites whose selling
prices have informed our analysis. Our view is that in any case any impact can and should be

minimised through an appropriate quality design solution.

Land values

We have considered general figures from the Valuation Office Agency (VOA) relating to residential
land values. Land values vary dramatically depending upon the development characteristics (size and

nature of the site, density permitted etc.) and any affordable or other development contribution.

The VOA publishes figures for residential land in the Property Market Report. These only cover major
centres, areas which generate sufficient activity to discern a market pattern. That means that there are

no figures for Wirral and we have used figures for the nearest locations to Wirral.

These values can, in any case, only provide broad guidance because it is likely that the figures will, to
some degree, be net of allowances for developer contributions and/or affordable housing
requirements. They can therefore be only indicative, and it may be that values for ‘oven ready’ land

with no affordable provision or other contribution, or servicing requirement, are in fact higher.

Land Value £m per acre (hectare)

Area Small sites (< 5 dwgs) Bulk sites (> 2 ha) Land for apartments
Chester 0.850 0.750 1.135
(2.100) (1.900) (2.800)
Warrington (South Warrington) 0.690 0.670 0.690
(1.700) (1.650) (1.700)
Liverpool (suburbs) 0.365 0.365 0.445
(0.900) (0.900) (1.100)
Sefton (Bootle suburbs) 0.200 0.200 *
(0.490) (0.490)
Knowsley (Prescot/Huyton) 0.405 0.385 0.385
(1.000) (0.950) (0.950)
Wigan 0.630 0.565 0.565
(1.550) (1.400) (1.400)

* No evidence to indicate a separate market for this category of land.

Source: Fordham Research 2010
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With the decline in the market and general economic conditions these values may now be rather
historic. We therefore sought information about values from residential land currently on sale in the
Borough. Unfortunately we were unable to find any examples of sites for residential development

currently available in the Borough area.

The Pathfinder sites within the HMRI area are a particular exception. These are sites that have been
assembled through compulsory purchase. They were the least attractive areas and their
redevelopment is driven by the need for regeneration — rather than the commercial opportunity to
develop new housing. Following discussion with the Council's Asset Management Team we have

assumed a zero value on these sites.

Current and Alternative Use Values

In order to assess development viability it is necessary to analyse current and alternative use values.
Current use values refer to the value of the land in its current use, for example, as agricultural land.
Alternative use values refer to any potential use for the site. For example, a brownfield site may have

an alternative use as industrial land.

To assess viability, the value of the land for the particular residential scheme adopted needs to be
compared to the alternative use value to determine if there is another use which would derive more
revenue for the landowner. If the assessed value does not exceed the alternative use value then the

development is not viable.

For the purpose of the present study it is necessary to take a comparatively simplistic approach to
determining the alternative use value. In practice a wide range of considerations could influence the
precise value that should apply in each case, and at the end of extensive analysis the outcome might

still be contentious.

Our ‘model’ approach is outlined below:

i) For sites previously in agricultural use, then agricultural land represents the existing use value

ii) Where the development is on former industrial, warehousing or similar land, then the
alternative use value is considered to be industrial, and an average value of industrial land for

the area is adopted as the alternative use value

iii) Where the site is occupied by buildings capable of beneficial use we would estimate their
broad value
iv) Existing use as garden land would have a value greater than agricultural but significantly less

than industrial, unless it could feasibly be developed in an industrial or commercial use

~ T T
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The VOA's typical industrial land values for the region and nearby locations for the first half of 2009
are set out in the table below.

Table 4.5 Industrial land values

Land Value per acre (hectare)
Area
Low High Typical
Birkenhead £75k (£190k) £100k (£250k) £90k (£220)
Liverpool £70k (175k) £135k (£330k) £100k (£240k)
Wigan £100k (£250k) £160k (£400k) £130k (£320k)
Warrington £115k (£280k) £195k (£475k) £160k (£390k)

Source: VOA Property Market Report July 2009

Although across the region as a whole there is quite a range of values, the figures for individual
locations in the North West region are in the low range of £175-280,000 per acre (£432k-£692,000 per
ha). These figures most likely reflect the downturn in values from 2008 closer to the peak of the
market, before the full impact of the downturn) to a considerable degree. There is very little market

evidence to suggest what current values might be.

Agricultural values rose for a time recently after a long historic period of stability. They are around £5-
12k per acre (£15-30k per ha) depending upon the specific use. A benchmark of £10k per acre (£25k

per ha) is assumed to apply here.

The value for each individual site that results from the foregoing analysis is summarised in the table

below.
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Table 4.6 Alternative Use Value bases

Site Basis £k per acre £k per ha

1 Whitfield Ln Agricultural 10 25
2 Leasowe Primary Vacant Urban Land 100 247
3 Hoylake Road Storage 200 494
4 Beechwood Vacant Urban Land 100 247
5 Carlett Park Education 160 395
6 Lewis Reed Car Dealership 160 395
7 Former Primary School Education 100 247
8 Milner/Carrington St Pathfinder - Terraces 0 0

9 Marymount Convent Education 100 247
10 50-94 Whitford Road Awaiting redevelopment/ Residential 0 0

11 11-25 Mossey Bank Residential 0 0

12  Garage, Black Horse Hill  Vacant Car Dealership 180 445
13  Builders Yard Storage 365 902
14 Warren Point Residential 300 741
15  Vauxhall Dealership Vacant Car Dealership 200 494

Source: Fordham Research 2010

It was noted earlier that brownfield sites may face ‘abnormal costs’ if they are to be redeveloped for

residential use. Some of those costs, but not necessarily all, might also arise if the site were

redeveloped for the alternative use. The alternative use value would need to be reduced to allow for

those costs that would still arise in that situation.

The costs arising from development or redevelopment of the 15 sites are considered in the next

chapter along with the other financial and technical assumptions required to prepare financial

appraisals for each of the sites.
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5. Assumptions for viability analysis

Introduction

This chapter considers the costs and other assumptions required to produce financial appraisals for
the 15 sites.

Development costs

(i) Construction costs: baseline costs

Drawing upon our own experience, and taking into account published Building Cost Information
Service (BCIS) data, we have developed a set of base £ per sq ft construction costs for different built
forms of residential development. The costs are specific to different built forms (flats vs. houses;
number of storeys). On the basis of these cost figures it is possible to draw up appropriate cost levels

for constructing newbuild market housing in Wirral at a base date of September 2009.

The question arises as to what extent the Code for Sustainable Development should impact on build
costs in the study. Whilst from April 2008 the Code’s Level 3 has been a requirement for all homes
commissioned by RSLs, that would not necessarily be the case for affordable homes built by
developers for disposal to an RSL (although we understand that this is under review), unless grant is
made available from the Homes and Communities Agency. However, the Government indicates that
Level 3 will apply to all newbuild housing (i.e. will be incorporated in Building Regulations) from 2010
with higher levels (Level 4 then 6) intended to be triggered from 2013 onwards. Accordingly for the
present study we have assumed that Level 3 applies to both market and affordable housing on the
sites being appraised. In recent months (before the general election) there has been a move towards
requiring affordable housing to be built to Code Level 4. This adds considerably to the costs —
however historically this is often met through additional grant funding. There is now some doubt as to
whether the planned move towards Level 4 will be pursued due the pressure on public expenditure.

We have assumed Level 3 in the future.

Guidance on the impact of Level 3 is available from a Report commissioned by the Housing
Corporation and English Partnerships (A Code For Sustainable Development, 2007) in respect of the
impact of Level 3 on construction costs. The guide estimates (Table S2) the increase in costs arising
for different house types under various scenarios. On average, to achieve Level 3 current newbuild
costs would need to increase by 4.2%, amounting to an additional £4,600 on the build cost for the

average dwelling (£110,200) across the 15 sites.
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In addition to this national requirement Regional Spatial Strategy (RSS) policy ENG 2 also seeks a
proportion of 10% of energy costs of new residential building to be from renewable sources. This
requirement will add to baseline building costs although it is possible that there would be some overlap
with the Level 3 specification. For the purpose of the study we assumed a 3.5% increase in costs

representing an average premium of about £3,900 per dwelling.

(ii) Construction costs: site specific adjustments

It is necessary to consider whether any site specific factors would suggest adjustments to these
baseline cost figures. Two factors need to be considered in particular: small sites and high

specification.

Since the mid-1990s planning guidance on affordable housing has been based on a view that
construction costs were appreciably higher for smaller sites with the consequence that, as site size
declined, an unchanging affordable percentage requirement would eventually render the development
uneconomic. Hence the need for a ‘site size threshold’, below which the requirement would not be

sought.

It is not clear to us that this view is completely justified. Whilst, other things held equal, build costs
would increase for smaller sites, other things are not normally equal and there are other factors which
may offset the increase. The nature of the development will change. The nature of the developer will
also change as small local firms with lower central overheads replace the regional and national house
builders. Furthermore, very small sites may be able to secure a ‘non-estate’ price premium which we
have not allowed for. In the present study none of the sites are considered to fall into the ‘small site’

category — those with less than 15 dwellings.

In addition, we considered that Sites 1, 5, 12, 13, 14 and 15 would be built to a slightly higher
specification than the other sites. An allowance of an additional 2.0% was assumed in order to cover
all sites except 13 which attracted a higher allowance of 4.0% due to it being a premium product in a

premium location.

(iii) Construction costs: affordable dwellings and final figures

The procurement route for affordable housing is assumed to be through construction by the developer
and disposal to an RSL on completion. In the past, when considering the build cost of affordable
housing provided through this route we took the view that it should be possible to make a small saving
on the market housing cost figure on the basis that one might expect the affordable housing to be built
to a slightly different specification than market housing. However, the pressures of increasingly
demanding standards for RSL properties have meant that for conventional schemes of houses at

least, it is no longer appropriate to use a reduced build cost; the assumption is of parity.
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Taking all the above into account we arrived at build costs for all (market and affordable) housing
which after rounding were as in the table below. To aid understanding, a worked example for Site 2 is

provided at Appendix 3.

Build cost £ per sq ft/sq m

Site sq ft (sqm) Site sq ft (sq m)
1 82.5 888 9 90.5 974
2 86.0 926 10 79.5 856
3 88.0 947 11 79.5 856
4 88.0 947 12 96.0 1,033
5 84.5 910 13 107.5 1,157
6 89.0 958 14 99.5 1,071
7 89.0 958 15 99.5 1,071
8 92.5 996

Source: Fordham Research derived from analysis of BCIS cost data

(iv) Other normal development costs

In addition to the per sq ft/m build cost figures described above allowance needs to be made for a
range of infrastructure costs (roads, drainage and services within the site, parking, footpaths,
landscaping and other external costs), off site costs for drainage and other services and so on. Many
of these items will depend on individual site circumstances and can only properly be estimated
following a detailed assessment of each site. This is not practical within the present study, and in any

case would require at least a design or layout for every site.

Nevertheless it is possible to generalise. Drawing on experience it is possible to determine an
allowance related to total build costs. This is normally lower for higher density than for lower density
schemes since there is a smaller area of external works and services can be used more efficiently.
Large greenfield sites would also be more likely to require substantial expenditure on bringing mains

services to the site.

In the light of these considerations we have developed a scale of allowances, ranging from 16% of
build costs for the greenfield site at Whitfield Lane, down to 9% for the Builders Yard. The table below

sets out the individual site assumptions.
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Ref
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Site/location
Whitfield Ln
Leasowe Primary
Hoylake Road
Beechwood
Carlett Park
Lewis Reed
Former Primary School
Milner/Carrington St
Marymount Convent
50-94 Whitford Road
11-25 Mossey Bank
Garage, Black Horse Hill
Builders Yard
Warren Point

Vauxhall Dealership

% of build costs
16.0%
12.0%
11.0%
13.5%
12.0%
11.5%
10.5%
11.0%
10.5%
11.5%
12.0%
10.5%
9.0%
12.0%
10.0%

Source: Fordham Research 2010

(v) Abnormal development costs

In some cases where the site involves redevelopment of land which was previously developed there is

the potential for abnormal costs to be incurred. Abnormal development costs might include demolition

of substantial existing structures, piling or flood prevention measures at waterside locations,

remediation of any land contamination, remodelling of land levels and so on.

Most of the sites are on previously developed land. On several sites, from the information made

available to us and visits to the sites, it appears that exceptional or abnormal development costs need

to be taken into account in preparing appraisals. As pointed out in the previous chapter (paragraph

4.39) some abnormal costs could also arise in the event of the site’s redevelopment with an alternative

use.

The schedule below sets out the abnormal costs considered to apply in each case where they arise:
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Table 5.3 Abnormal development costs

Ref  Site ftem Residential: cost Industrial: cost
Total £k £k per acre £k per acre
1 Whitfield Ln Low lying — pumping 150 7 n/a
2 Leasowe Primary 0 0 n/a
3 Hoylake Road Site clean up 500 161 n/a
4 Beechwood Access Roads 100 15 n/a
5 Carlett Park Access 300 106 n/a
6 Lewis Reed Demolitions 200 78 n/a
7 Former Primary School Demolitions 400 135 n/a
8 Milner/Carrington St Demolitions 400 106 n/a
9 Marymount Convent Site clearance 250 361 n/a
10  50-94 Whitford Road 0 0 n/a
11 11-25 Mossey Bank Demolitions 300 146 n/a
12 Garage, Black Horse Hill Demolitions 100 162 n/a
13  Builders Yard Site Clean Up 50 337 n/a
14 Warren Point Demolitions 150 138 n/a
15  Vauxhall Dealership Demolitions 100 208 n/a

Source: Fordham Research 2010

The table also shows the adjustment needed to ensure that an alternative land value reflects the costs
incurred in developing an alternative use, where this is applicable. In fact in no case would abnormal

costs arise.

(vi) Fees

We have assumed professional fees amount to 10% of build costs in each case.

(vii) Contingency

For previously undeveloped and otherwise straightforward sites we would normally allow a
contingency of 2.5% with a higher figure of 5% on more risky types of development, previously
developed land and central locations. The 5% figure was used on all the brownfield sites and the 2.5%
rate on the two greenfield Sites 1 and 4. Because of its complexity Site 8 attracted a slightly higher

contingency rate of 7.5%.
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5.25
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Financial and other appraisal assumptions

() VAT

For simplicity it has been assumed throughout, as with most financial appraisals, that either VAT does

not arise, or its effect can be ignored.

(ii) Interest rate

Our appraisals assume 7.5% pa for debits and credits. This may seem high given the very low base
rate figure (MLR 0.5% February 2010) but has to reflect banks’ view of risk for housing developers in
the present situation.

Credit arises in practice only for a short time at the end of the scheme.

(iiij) Developers profit

We normally assume that the developer requires a return of 20% on total costs (equivalent to 16.7% of
income) to reflect the risk of undertaking the development. That assumes that the costs are estimates
of costs, as they are indeed here intended to be, rather than contract prices which would include a
profit element.

However, where a guaranteed sale applies the developer’s profit margin ought to be reduced in order
to reflect the reduction in risk. The affordable units will be sold at an agreed price and programme.
With a range of affordable provision being tested it was felt appropriate to reflect the resulting
variations in risk with variations in the developer’s profit. Consequently a sliding scale of profit margins
was used, as shown below. This effectively applies a reduced profit margin to reflect the reduced risks

of developing the affordable component relative to the risks of developing the market housing.

% affordable Profit % on costs
0% 20%
20% 19%
30% 18.5%
40% 18%
50% 17.5%

Source: Fordham Research 2010
It should be noted that residential developers commonly use a slightly more conservative profit margin

of 15% on income, which equates to about 17.5% on costs. Bearing in mind the current financial

climate, we see no justification for reducing the profit margins from the levels suggested.
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5.31

5. Assumptions for viability analysis

(iv) Void

On a scheme comprising mainly individual houses one would normally assume only a nominal void
period as the housing would not be progressed if there was no demand. In the case of apartments in
blocks this flexibility is reduced. Whilst these may provide scope for early marketing, the ability to tailor

construction pace to market demand is more limited.

For the purpose of the present study a three month void period is assumed for all sites.

(v) Phasing & timetable

The appraisals are assumed to have been prepared using prices and costs at a base date of

September 2009 with an immediate start on-site.
A pre-construction period of at least six months is assumed for all of the sites.

The phasing programme for an individual site will reflect market take-up and would in practice be
carefully estimated taking into account the site characteristics and, in particular, size and the expected
level of market demand. We have developed a suite of modelled assumptions to reflect site size and
development type, as set out in Table 5.5 below: By taking the size, nature and type of development
into account assumptions can be made about the time period over which the site will be developed —

this has a direct effect on the interest costs on the development.

Site dwgs
total  ceiling rate /qtr
1 Whitfield Ln 150 15
2 Leasowe Primary 131 15
3 Hoylake Road 90 15
4 Beechwood 90 12
5 Carlett Park 60 13
6 Lewis Reed 60 18
7 Former Primary School 67 12
8 Milner/Carrington St 65 12
9 Marymount Convent 57 12
10 50-94 Whitford Road 56 12
11 11-25 Mossey Bank 36 12
12  Garage, Black Horse Hill 9o 12
13  Builders Yard 19 18
14  Warren Point 18 8
15 Vauxhall Dealership 18 12

Source: Fordham Research 2010
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Site acquisition and disposal costs

(i) Site holding costs and receipts

Each site is assumed to proceed immediately and so, other than interest on the site cost during
construction, there is no allowance for holding costs, or indeed income, arising from ownership of the

site.

(iij) Acquisition costs

Acquisition costs include stamp duty at 4% on site values of £0.5 million and above (reduced below

this level) together with an allowance of 1.5% for acquisition agents’ and legal fees.

(iiij) Disposal costs

For the market housing, sales and promotion and legal fees are assumed to amount to some 3.5% of
receipts. For disposals of affordable housing these figures can be reduced significantly depending on
the category we have assumed total allowances of 0.5% for social rented housing and 1.5% for

shared ownership.

Alternative use value comparison

In the previous chapter we identified alternative use values to be used as benchmarks in determining
viability for each site. As we suggested above, these values might need to be adjusted in some cases

to allow for abnormal costs that would arise if the alternative use were implemented.

After considering each of the sites with abnormal costs we concluded that on no site would significant
costs be incurred to realise the alternative use value. The values set out in Chapter 4 will therefore

apply unadjusted.
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6.3
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6.6

6.7

6. Results of viability analysis

6. Results of viability analysis

Introduction

This chapter considers the results of financial appraisals carried out for the identified sites.

Financial appraisal approach and assumptions

On the basis of the assumptions set out in Chapter 5 we prepared financial appraisals for each of the

identified sites using a bespoke spreadsheet-based financial analysis package.

The appraisals use the residual valuation approach — that is, they are designed to assess the value of
the site after taking into account the costs of development, the likely income from sales and/or rents
and an appropriate amount of developer’'s profit. The payment would represent the sum paid in a
single upfront transaction. The resulting valuation is commonly expressed in £s per acre (or hectare).
In order for the proposed development to be described as viable it is necessary for this value to
exceed the value from a valid alternative use. We have already seen that, for a greenfield site where
the only alternative use is likely to be agricultural, this figure may be very modest. However, most of
the sites have been previously developed and therefore have a more substantial existing or competing

alternative use value.

As outlined in Chapter 3, our appraisals considered four options for the amount and type of affordable

housing provision plus a zero affordable option.

Appraisal results

We produced financial appraisals based on the stated build, abnormal, and infrastructure costs and

financial assumptions for the five options (four affordable options, plus all-market).

Detailed appraisal printouts for all the sites are provided as Appendix 5 to this report. To keep to a

manageable sized document only one option, that of 30%, has been provided.

The resulting residual land values for the five options are set out in Table 6.1.
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Residual value £k per acre for affordable option:

No Site

No aff 10% 20% 30% 40%
1 Whitfield Ln 604 499 393 286 178
2 Leasowe Primary 387 287 185 83 -22
3 Hoylake Road 215 90 -43 177 -313
4 Beechwood 139 76 12 -56 -124
5 Carlett Park 701 558 416 271 127
6 Lewis Reed 128 22 -88 -201 -314
7 Former Primary School 392 250 108 -41 -191
8 Milner/Carrington St -227 -312 -397 -483 -570
9 Marymount Convent 126 -6 -142 -281 -421
10  50-94 Whitford Road 271 183 95 4 90
11 11-25 Mossey Bank 114 24 -65 -157 -249
12 Garage, Black Horse Hill 481 270 50 -176 -405
13 Builders Yard 794 406 2 -415 -833
14 Warren Point 357 187 12 -169 -350
15 Vauxhall Dealership 233 -19 277 -539 -804

Source: Wirral Affordable Housing Viability Study, Fordham Research 2010

Table 6.1 shows that with no requirement for affordable housing 14 sites deliver a positive land value.
Ten of these are broadly in the range £120-£400k per acre (£300k-£1000k per ha). The remainder are
higher with values ranging up to £0.794m per acre (£1.5m per ha).

Table 6.1 confirms that, as increasing amounts of affordable housing are introduced, the land value
reduces. In each case the impact is progressive, but at a broadly linear rate. At the maximum
affordable contribution shown, 40%, only two schemes still deliver a positive land value (Sites 1 and 5)

both of which are in the Green Belt.

However, it is clear that land value falls away more quickly for some schemes than for others. It is the
most densely developed sites — Black Horse Hill, Builders Yard or Vauxhall Dealership where

affordable housing would have the greatest negative impact upon land value.

This is because the land value is the primary source of any developer subsidy. With high density
schemes land value is a much lower proportion of the total value of the development and is therefore
used up more quickly. To put it another way, broadly the same amount of land value is available to
subsidise affordable units on a scheme of 120 flats on one hectare as on 35 houses occupying the
same land. Clearly, that sum will ‘buy’ a higher percentage of the houses than of the flats. Similarly the

affordable housing ‘costs’ more on the highest priced sites in terms of the receipts foregone.
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6.13

6.14

6.15

6.16

6.17

6.18

6. Results of viability analysis

In order to draw out the implications of these results for the Council’s proposed affordable housing

policy, it will be necessary to consider values from alternative uses for each. This step follows below.

Alternative use benchmarks

The results from Table 6.1 would need to be compared with the alternative use values set out in Table

4.6 in order to form a view about the likely viability of the affordable options for each site.

However it does not automatically follow that if the residual value produces a surplus over the
alternative use value benchmark that the site is viable. The surplus needs to be sufficiently large to
provide an incentive to the landowner to release the site and any other appropriate cost required to
bring the site forward for development. We therefore have to consider how large such a ‘cushion’

should be for our sites.

In practice the size of the element will vary from case to case depending on how many landowners are
involved, each landowner’s attitude and his degree of involvement in the current property market, the
location of the site and so on. A ‘cushion’ equivalent to, say, £25k per acre might be perfectly sufficient
in some cases, whilst in a particular case it might need to be four or five times that figure, or even

more.

After consideration we took the view that a broad average figure of £25k per acre (£60k per ha) should
be used to provide an incentive to the landowner for all of the sites in the study. This figure for the

‘cushion’ would represent a mark-up of 20% on the industrial benchmark land value.

The figures are set out below and combined with the net alternative use values from Table 4.6 to show

the resulting benchmark thresholds for viability.

It must be emphasised that these figures are simply one view of what it is reasonable to assume as a
minimum residual value for the purposes of assessing viability. The figures do not represent what a
landowner or promoter might actually receive. This will quite often be rather more; at any given
affordable target some sites will generate a higher value and it is not unreasonable to expect at least

some of the surplus to benefit the landowner or promoter rather than passing to the developer.
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Table 6.2 Viability cushion & threshold values

Ref Site £ por acre
Alternative use value Cushion Viability threshold value

1 Whitfield Ln £10k £25k £35k
2 Leasowe Primary £100k £25k £125k
3 Hoylake Road £200k £25k £225k
4 Beechwood £100k £25k £125k
5 Carlett Park £160k £25k £185k
6 Lewis Reed £160k £25k £185k
7 Former Primary School £100k £25k £125k
8 Milner/Carrington St £0k £25k £25k
9 Marymount Convent £100k £25k £125k
10 50-94 Whitford Road £0k £25k £25k
11 11-25 Mossey Bank £0k £25k £25k
12 Garage, Black Horse Hill £180k £25k £205k
13 Builders Yard £365k £25k £390k
14 Warren Point £300k £25k £325k
15 Vauxhall Dealership £200k £25k £225k

Source: Affordable Housing Viability Study 2010

6.19 The viability outcomes resulting from applying these threshold values are shown in the table below.
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Table 6.3 Appraisal outcomes: base appraisals, without grant

Value £k per acre
Mo Stte Alt use No 10% 20% 30% 40%
value affordable
1 Whitfield Ln 10
35
2 Leasowe Primary 100
125
3 Hoylake Road 200 215
225 MARGINAL
4 Beechwood 100
125
5 Carlett Park 160
185
6 Lewis Reed 160
185
7 Former Primary Sch 100 108
125 MARGINAL
8 Milner/Carrington St 0
25
9 Marymount Convent 100
125
10  50-94 Whitford Road 0 4
-
11 11-25 Mossey Bank 0 24
25 MARGINAL
12  Black Horse Hill 180
205
13  Builders Yard 365
390
14 Warren Point 300
325
15  Vauxhall Dealership 200
225

Source: Affordable Housing Viability Study 2010
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Comparison results

6.20  With zero affordable housing 12 of the 15 sites are viable, and one marginal. Residential development
as 100% market housing is, of course, a relatively profitable development option and in stable market
conditions the sites should not be proposed for development otherwise. However market conditions
are not stable. House prices have fallen considerably since autumn 2007, and so there are a couple of

sites which could not proceed at present.

6.21 Two of the 15 sites (8 and 11, Milner/Carrington St and Mossey Bank) are in fact HMR programme
sites, which would not normally be expected to achieve viability without subsidy support. In order to

derive useful policy guidance the results from these two sites should be excluded.

6.22  Accordingly Table 6.4 below repeats the appraisal results we showed in Table 6.3, for the remaining

13 sites.

Table 6.4 Appraisal outcomes from non HMR sites: base appraisals, without grant

Value £k per acre
Mo Stte Alt use No 10% 20% 30% 40%
value affordable
1 Whitfield Ln 10
35
2 Leasowe Primary 100
125
3 Hoylake Road 200 215
225 MARGINAL
4 Beechwood 100
125
5 Carlett Park 160
185
6 Lewis Reed 160
185
7 Former Primary Sch 100 108
125 MARGINAL
9 Marymount Convent 100
125
10 50-94 Whitford Road 0 4
25 MARGINAL
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Table 6.4 Appraisal outcomes from non HMR sites: base appraisals, without grant

Black Horse Hill

205
13 Builders Yard 365
390
14 Warren Point 300
325
15 Vauxhall Dealership 200
225
Source: Affordable Housing Viability Study 2010
6.23 Looking at Table 6.4, with no affordable contribution there are now 11 viable sites and one marginal.
Turning to the various levels of affordable contribution; at 10% seven sites are still viable. At 20%, four
sites remain viable and one is marginal. At 30%, only two sites remain viable with one marginal and at
40%, only one site remains viable. Whilst appraisals have not been prepared for 50%, extrapolation
would suggest that the one site would remain viable.
6.24  These results are summarised in tabular form below;
No of sites in category with affordable at:
No aff 10% 20% 30% 40%
Viable 11 7 4 2 1
Marginal 1 0 1 1 0
Not viable 1 6 8 10 12
Total 13 13 13 13 13
Source: Affordable Housing Viability Study 2010
6.25  There are considerable geographical differences that can be seen in the table below that breaks the

results down into the RSS Sub-Areas used in the SHMA Update.

Table 6.6 Viability results summary — By RSS Sub-area

No of sites of viable sites in category with affordable at:
No aff 10% 20% 30% 40%
Inner Area 3 2 0 0 0
Outer Area 5 3 3 1 0
Rural Area 3 2 1 1 1
Total 11 7 4 2 1

Source: Affordable Housing Viability Study 2010
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We will consider the implications of these results for future policy in the next chapter. However before
we can do this we should consider how likely future movements in our appraisal assumptions might

impact upon our conclusions.

Sensitivity: price and cost levels

Whilst variations in any of the appraisal assumptions will affect the results, the key elements which
most dramatically affect the outcome are the price and build cost assumptions. In the present market

situation it is future movements in prices which are of greatest interest.

Over the last few months prices appear to have stabilised, and even to have risen slightly. However
there is no consensus that the decline in prices is over. One view is that a limited supply of properties
onto the market, rather than an increase in demand, has been responsible for the modest upturn, and

a number of commentators still expect a further period of price decline in 2010.

Given the continuing uncertainty we considered two additional scenarios in order to illustrate the
impact of future price and cost changes. The first took a moderately pessimistic view assuming that
prices would fall another 10% relative to costs, before a clear recovery begins.

The second assessed how viability might have looked around the market peak in autumn 2007,
essentially reflecting newbuild market prices 15% higher than currently — a conservative view — and
costs 5% lower. The results from this ‘market peak’ scenario are considered in the next section. The
‘short-term fall’ scenario results for the 20% affordable option are compared to the base appraisal
results in Table 6.7 below. For completeness, in this and the following tables the results for the two

HMRI programme sites are shown, but greyed out.
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6. Results of viability analysis

Source: Affordable Housing Viability Study 2010

Table 6.7 Sensitivity test: short-term market fall scenario
Value £k per acre
No Site Alt use value Base option Prices down costs up
20% aff 20% aff
1 Whitfield Ln 10 393 247
35 VIABLE VIABLE
2 Leasowe Primary 100 185
125 VIABLE
3 Hoylake Road 200
225
4 Beechwood 100
125
5 Carlett Park 160 416 229
185 VIABLE VIABLE
6 Lewis Reed 160
185
7 Former Primary Sch 100 108
125 MARGINAL
8 Milner/Carrington St 0 -397 -551
25 NOT VIAB NOT VIAB
9 Marymount Convent 100
125
10 50-94 Whitford Road 0 95
25 VIABLE
11 11-25 Mossey Bank 0 -65 -218
25 NOT VIAB NOT VIAB
12 Black Horse Hill 180
205
13 Builders Yard 365
390
14 Warren Point 300
325
15 Vauxhall Dealership 200
225

It can be seen that with a further price fall/cost increase, only two sites altogether remain viable at
20% affordable.
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Sensitivity: the market peak

6.32 The above approach, varying the price level, can also be applied in order to assess retrospectively
viability at the peak viability level of October/November 2007. In this case we believe that prices would
have been at least 15% higher and costs 5% lower than those assumed in the base appraisals

(effectively equivalent to a 20% increase in prices).

6.33 The approach was applied with target proportions of 20%, 30% and 40%, and the results are

compared with the 20% ‘base’ option below.
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Table 6.8 Sensitivity test: market peak

Value £k per acre
No  Site Alf use Base option Prices up costs down
value 20% aff 20% aff 30% aff 40% aff
1 Whitfield Ln 10
35
2 Leasowe Primary 100
125
3 Hoylake Road 200
225
4 Beechwood 100
125
5 Carlett Park 160
185
6 Lewis Reed 160 171
7 Former Primary Sch 100 108
125 MARGINAL
8 Milner/Carrington St 0 -397 -175 -299 -423
25 NOT VIAB NOT VIAB NOT VIAB NOT VIAB
9 Marymount Convent 100
125
10  50-94 Whitford Road 0
25
11 11-25 Mossey Bank 0 -65 159 34 -96
:
12 Black Horse Hill 180
205
13  Builders Yard 365
390
14 Warren Point 300
325
15  Vauxhall Dealership 200
225

Source: Affordable Housing Viability Study 2010

6.34 The results confirm that at the market peak level of prices viability would be improved. However whilst
the improvement is quite dramatic at 20%, it is less so at the higher affordable options. Even so there

are now four viable sites at 40%.
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Sensitivity: with grant

Viability was also determined using grant levels of £12k per bedspace for social rented dwellings and

£6k per bed space for intermediate dwellings. Table 6.9 shows that whilst the introduction of grant

improves viability only modestly with a low affordable target, the improvement becomes more

pronounced as the target increases. Now there are five sites which remain viable at the 40% level

(compared with only one without grant).

Table 6.9 Appraisal outcomes: base appraisals, with grant

Value £k per acre

No Site Alt
use
value
1 Whitfield Ln 10
35
2 Leasowe Primary 100
125
3 Hoylake Road 200
225
4 Beechwood 100
125
5 Carlett Park 160
185
6 Lewis Reed 160
185
7 Former Primary Sch 100
125
8 Milner/Carrington St 0
25
9 Marymount Convent 100
125
10  50-94 Whitford Road 0
25

10% 20% 30% 40%

119

MARGINAL

-237 -248 -259 -269
NOT VIAB  NOT VIAB  NOT VIAB  NOT VIAB
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6. Results of viability analysis

Table 6.9 Appraisal outcomes: base appraisals, with grant

11-25 Mossey Bank 0 114 94 75 55 35
25 VIABLE VIABLE VIABLE VIABLE VIABLE
12 Black Horse Hill 180
205
13  Builders Yard 365
390
14 Warren Point 300
325
15 Vauxhall Dealership 200
225

Source: Affordable Housing Viability Study 2010

The results (excluding the two HMRI sites) with grant are summarised in tabular form below;

Table 6.10 Viability results with grant summary

No of sites in category with affordable at:
No aff 10% 20% 30% 40%
Viable 11 7 6 5 5
Marginal 1 1 0 0 0
Not viable 1 5 7 8 8
Total 13 13 13 13 13

Source: Affordable Housing Viability Study 2010

Sensitivity: tenure split

The appraisals were prepared using an assumed 80/20 tenure split. At a late stage in the study the
parallel SHMA update study suggested that a more appropriate tenure split would be 85/15.

Accordingly we have provided a sensitivity test for the variant tenure split.

A small 5% switch towards social rented units would be expected to reduce land values, though only
by a very a modest amount. Table 6.11 shows that that is indeed the case; land values drop back by
typically about £3k per acre, not sufficient to alter the viability status of any site at 20% affordable.
Where grant was available the differences would be even less because the availability of grant very
considerably reduces the differential in purchase prices between social rented and intermediate

dwellings.
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Table 6.11 Sensitivity test: tenure split 85/15

Value £k per acre

Base option Tenure split

85/15

20% aff 20% aff

108
MARGINAL
-397
NOT VIAB

105
MARGINAL
-400
NOT VIAB

No Site
Alt use value
1 Whitfield Ln 10
35
2 Leasowe Primary 100
125
3 Hoylake Road 200
225
4 Beechwood 100
125
5 Carlett Park 160
185
6 Lewis Reed 160
185
7 Former Primary Sch 100
125
8 Milner/Carrington St 0
25
9 Marymount Convent 100
125
10 50-94 Whitford Road 0
25
11 11-25 Mossey Bank 0
25
12 Black Horse Hill 180
205
13 Builders Yard 365
390
14 Warren Point 300
325
15 Vauxhall Dealership 200
225

-65
NOT VIAB

-68
NOT VIAB

Source: Affordable Housing Viability Study 2010
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7.2

7.3

7.4

7. Implications of results

/. Implications of results

Our approach

The purpose of the Affordable Housing Viability Study was to assess the impact of alternative
affordable housing requirements upon development viability. In order to provide appropriate guidance,
we have produced financial appraisals in respect of residential developments on a range of sites
selected. Our approach has involved the use of the actual development proposals for the sites with
recent planning permissions and ‘model’ developments for sites for which detailed information is not
available. A bespoke financial appraisal package has been used to produce residual valuations for

each site under a series of affordable housing options.

In order to prepare financial appraisals, whether for a general study like this or on behalf of a
landowner or developer proposing a specific development, it is necessary to make a considerable
number of assumptions. We believe that, in general, the assumptions we have made are fair and
reasonable. They reflect considerable experience drawn from a variety of development situations and
are designed to reflect the circumstances of each site which, even in a relatively compact area like
Wirral, in practice display a certain amount of diversity. The appraisal results would produce open
market land values which are consistent and if anything somewhat lower than the limited information
we have about recent values and prices currently sought for small sites in the area,. This suggests

that the package of development assumptions is not unduly optimistic.

The relatively low land values emerging also reflect three other factors which will need to be taken into

account when reflecting on the appraisal results:

o The combined effect of a serious restriction on credit availability from the early autumn of
2007 and the consequential, more general, business downturn which became increasingly
established from the last quarter of 2008

o The impact of relatively challenging new requirements in respect of sustainability, without any

offsetting uplift in values

The financial appraisals produce a series of residual values showing the value generated for each site
for 100% market housing, further tested under a range of affordable housing scenarios. The figures
must be interpreted to draw conclusions for Development Plan policies. We have suggested an
interpretation which draws on indicative alternative use values, and sets a standard ‘cushion’ over
alternative use value to provide an incentive for the landowner to bring the site forward. As a strategic
approach, we believe this to be reasonable. Producing detailed assessments and valuations for each
site would involve resources well beyond the scope of the current exercise and we suspect would still

leave room for argument.

T

FORDHAM RESEARCH Page 53



7.5

7.6

7.7

7.8

7.9

7.10

Wirral Metropolitan Borough Council Affordable Housing Site Viability Study

There are substantial variations in house prices between different parts of the study area. The sites
covered include locations in which viability is (other things being equal) likely to be worst. The range of
sites includes both smaller and larger sites, straightforward and complex development situations and a

range of previous uses for previously developed land.

The appraisals tested various proportions of affordable housing — combined with a proposed tenure
split of 80:20 social rented: intermediate housing, with intermediate housing represented by shared
ownership at 25% share. Initially it was decided to carry out the appraisals assuming grant would not
be available. In order to reflect the reality of the current market we have also run the appraisals
assuming grant is available to assist the delivery of affordable housing. In estimating the values which,
under those terms, developers would be likely to achieve from affordable housing of the above types

we have used information on estimated purchase prices drawn from our experience elsewhere.

We have taken a strategic approach to ensure that the sites were treated consistently. This is because
the analysis is designed to test and demonstrate Borough-wide deliverability in line with the
requirements in national guidance. This work is a strategic study designed to inform Development
Plan policy, rather than an exercise to predict as accurately as possible the actual financial outcomes
of development on specific sites. The actual sites used in the study are therefore regarded as

indicating more general patterns of development across the study area.

Basis for the affordable housing target

The results from the appraisals indicate that at current market values and costs it would be possible to

sustain a target of 20% affordable housing, without the assumed grant levels, across the study area as

a whole. Due to the nature of some of the sites within the area (i.e. in need of clearing) there will be
sites that are not going to be viable without grant. There are, however, considerable variations
between the Outer urban and Rural areas and the Inner/HMRI area so we recommend consideration

is given to setting different targets in different areas.

With our base assumptions, under present market conditions the majority of the 15 sites could
produce 100% market housing and remain viable. However four of the 11 sites in the Outer and Rural
areas would remain viable at 20% affordable, and at 30% two out of 11 would remain viable with the

other two being marginal. Only one would be viable at 40%.

On a ‘with grant’ basis, four of the nine Outer/Rural sites, plus an Inner/HMRI site, remain viable at
40%.
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7. Implications of results

Affordable target suggestion

The recent SHMA Update concludes a need for about 40% of new housing to be affordable housing if
the market is to be balanced over time. Although negotiated, little affordable housing has yet been
delivered via s106 undertakings since 2007. This will continue to be the case while the market is slow

and in the most deprived parts of the Borough (i.e. those with market failure).

Sensitivity tests show how responsive viability can be to changes in present market conditions. If price
and cost levels were the same as in autumn 2007 almost all sites — even within the HMRI area — could
sustain 20% affordable housing (although we have to acknowledge that in practice some alternative

use values might then have been a little higher).

In view of the divergence in viability between different parts of the Wirral area it is not practical to put
forward a single district-wide target. Instead we suggest targets of 20% for the Outer and Rural sub-
areas, and 10% for the Inner area. These are the highest figures that could reasonably be proposed in
present (December 2009) market circumstances. Since these could change quite quickly if the market

does continue to recover, we would recommend the use of our dynamic viability model.

Nevertheless the SHMA update showed that a target of 40% would be justified by the level of need in
Wirral. If viability improved, which in due course is likely, or otherwise if substantial amounts of grant
became available, it would be reasonable to seek a higher proportion of affordable housing than the
December 2009 market conditions permit. The 40% SHMA update figure should be retained as a

longer term aspirational Plan-wide target as required by PPS3.

T

FORDHAM RESEARCH Page 55



Wirral Metropolitan Borough Council Affordable Housing Site Viability Study

~ T T

Page 56 FORDHAM RESEARCH



8.1

8.2

8.3

8.4

8.5

8. Threshold modelling: results

8. Threshold modelling: results

Introduction

This chapter is intended to provide guidance on the threshold issue. It considers the target proposals

and carries out additional analysis using model sites designed to provide further guidance.

Policy context

PPS3 encourages local authorities to undertake such analysis:

‘Local Planning Authorities can set lower minimum thresholds, where viable and
practicable, including in rural areas. This could include setting different proportions of
affordable housing to be sought for a series of site-size thresholds over the plan area.
Local Planning Authorities will need to undertake an informed assessment of the
economic viability of [this]’ (PPS3: Housing (2010) para 29)

Modelling variations in scheme size

The main appraisals did not include any sites below the national guidance threshold of 15 dwellings.

The smallest Sites 13 to 15 were of 19, 18 and 18 dwellings respectively.

Accordingly further guidance is required on the threshold issue. This has been provided by preparing
appraisals for a suite of model sites based upon an actual site — Site 5, Carlett Park Ferry Road
Eastham. Carlett Place was chosen because it was a smaller site (some 60 dwellings (ref Table 2.21))
as compared with the Benchmark site (Site 2) which is about 130 dwellings. We would have preferred
a smaller site, but all the sites smaller than this were located in high value areas and so were not a
suitable base for testing the sensitivity of viability to thresholds. Carlett Place is not so high priced, and
so was judged the most suitable one for this purpose. In order to provide a full picture of how viability

varied down to three dwellings, we created a suite of model sites.

Site 5 falls within the RSS Outer Area as part of a Major Developed Site in the Green Belt. It is a
former education site, of some 1.04 ha. Clearly such sites have a minimum size, and in practice would
not arise with sizes of say ten or fewer dwellings. For the purpose of the exercise we assumed that
such sites would have some other alternative use of similar value. Apart from this, it was felt that
assumptions from the actual Site 5 could reasonably be carried over to the model sites with only two

exceptions.
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Firstly we recognised that as site size declines it may be increasingly difficult to achieve the same site
utilisation efficiency. Therefore as site size varied we allowed the development density (sq ft
floorspace per acre/sq m per ha) to vary slightly, reducing as dwelling numbers reduced. Since the
average floor area of the dwellings remained constant this was achieved by adjusting the site area (i.e.

so that it did not vary fully pro rata with dwelling numbers).

Secondly, we built in loadings for the build cost for sites of less than 15 dwellings, in line with those

explained at paragraph 5.11 of this report.

The variant floorspace densities and build costs are set out in the table below.

Model sites from Site 5

floorspace density variations build cost variations

No of dwgs sq ft per acre site area ha scale premium build cost

per sq ft
15 15,500 0.260 0.00% 84 50
14 15,480 0.243 1.00% 85.50
13 15,455 0.226 2.00% 86.00
12 15,425 0.209 3.00% 87.00
11 15,390 0.192 4.00% 88.00
10 15,350 0.175 5.00% 88.50
9 15,305 0.158 6.00% 89.50
8 15,255 0.141 7.25% 90.50
7 15,195 0.124 8.50% 9150
6 15,125 0.107 10.00% 93.00
5 15,045 0.089 12.00% 94 50
4 14,955 0.072 14.00% 96.50

Source: Fordham Research derived from analysis of BCIS cost data

There are two other areas where it would be possible to argue that holding assumptions constant with
size would understate viability in practice. Firstly, holding market prices unchanged as site size
declined would ignore the scope for a ‘non estate’ premium on very small sites, of say six to seven or
fewer dwellings. Similarly, one might expect that the typical £ per dwelling developer contribution
would decline as sites fell below the thresholds for specific contributions, or were otherwise held to be

de minimis. In each case we have left the assumptions unchanged.
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Viability results

8.10 Using the above assumptions, and deriving otherwise from the ‘actual site’ appraisal for Site 5,

appraisals were prepared for the suite of model sites. The results are set out below:

Table 8.2 Appraisal outcomes: threshold sites

Value £k per acre
Stte Mo dwgs Al se 10% 20% 30% 40%
Model site 15 dwgs 100
125
Model 14 100 107
125 MARGINAL
Model 13 100
125
Model 12 100
125
Model 11 100
125
Model 11 100
125
Model 9 100
125
Model 8 100
125
Model 7 100
125
Model 6 100 113
125 MARGINAL
Model 5 100 83
125 MARGINAL
Model 4 100
125

Source: Affordable Housing Viability Study 2010

8.11 At 10% and 20% affordable, all of the model sites are viable down to four dwellings; we estimate that
three dwellings would be viable at 20%, but not two dwellings. A 30% requirement would be viable
down to seven dwellings; six dwellings is marginal. A 40% requirement becomes unachievable as

soon as site size drops below 15 dwellings.
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Implications

The appraisal results for the main sites suggested that it would be possible to seek a target of 20%

affordable housing on sites of 15 or more dwellings in the Outer and Rural parts of the Council area.

The results for our model sites, based upon Site 5, suggest that there is scope for extending the size
threshold downwards from the national guidance position of 15 dwellings. Sites down to four, and in

our view three, dwellings, can produce 20% without becoming unviable.

The appraisals have of course been carried out using fractions of a dwelling, with no rounding. They
justify a target of 20% for sites from four dwellings upwards. However a 20% target would only deliver
0.8 of a dwelling, which is what was tested. It would be possible to propose a size threshold on this

basis, with fractions of a dwelling being provided through a commuted sum contribution.

Most Councils, however, seem to prefer an approach based on rounding. Alternatively therefore we
would propose a size threshold of five, which at 20% would produce a whole dwelling. Rounding
would come into play at eight dwellings, where presumably a theoretical requirement of 1.6 dwellings
would be rounded up to two dwellings, or a higher, 25% requirement. Since Table 8.2 showed that a
site of eight dwellings would be viable at 30%, we can safely conclude that rounding to 25% for sites
of eight dwellings would not challenge the viability of the development. The subsequent rounding at 13

dwellings (2.6 dwgs at 20%) would be less onerous.

Were the percentage target to increase, in accordance with the discussion of Dynamic Viability in the
next and final chapter, then these consequences of rounding might need to be re-examined, whilst an

unrounded target for small sites would not.

The national minimum threshold for site sizes to which affordable targets apply is 15 dwellings (PPS3),
but provision is made for lower thresholds where appropriate. None of the 15 sites in the main
appraisals was under 15 dwellings and in order to provide guidance on this issue we modelled a suite
of notional sites ranging in size from four to 15 dwellings, with characteristics based on one of the

larger actual sites.

The results of the appraisals suggested that there is indeed scope for reducing thresholds. We

concluded that a 20% target in line with the area-wide one, could be sustained down to five dwellings.
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9. Dynamic Viability results

This chapter takes the results of the viability analysis, the first stage, and provides a basis for policy by

providing deliverable affordable housing targets throughout the whole of the Plan period.

What Dynamic Viability Does

The Dynamic Viability model begins with the viability assessment, based on the residual valuations

carried out as part of the main viability study.

The model is designed to provide robust targets at all phases of the housing market during the Plan
period. This is taken to mean that the full range of possibilities must be set out to the Core Strategy
Examination, so that the Inspector can consider and decide on the level of target setting for the whole
Plan period. The target cannot be left to supplementary guidance. The alternative would be a costly

re-opening of the Core Strategy Examination at each change in the housing market.

Benchmark Site

The Dynamic Viability approach requires that a single Benchmark site, or a synthetic site, is identified
that currently reflects the affordable target level that is deliverable in that area. In the case of Wirral, a
modified version of Site 2: Leasowe Primary (Scholars Gate) was used. The site was slightly
‘modelled’ to make it more fully representative of future sites in Wirral. This involved adjusting the
target down to the Wirral-wide one of 20%. As can be seen from Table 6.3, the Leasowe Primary
school site is one of the few sample sites that can nearly bear a 30% target, so the modelling exercise
involved putting it into a somewhat lower priced area that is more representative of the likely flow of
future sites. The Benchmark site is intended to be representative of future housing developments in
Wirral. This site is of about 130 dwellings, and sites around 100 dwellings are expected to be typical of

future development.

Key indexes

The model then takes the key factors affecting future viability and builds their future change into the
model. Future change in target levels is purely dependent on published indexes. This means that the
process of target setting through the plan period is entirely transparent. The model is set up prior to
the Core Strategy Examination, is assessed and approved in whatever form during that Examination,

and afterwards is entirely dependent on three published indexes:
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Price change: We use the Halifax Price Index but others are available.

Building costs change: The RICS building cost index based on tenders (BCIS) provides a
general index of building costs.

Alternative use value: The appropriate measure would depend on the specific alternative

use applying to the Benchmark site but usually it is the Valuation Office Agency’s Industrial

Land index.

Each of the indexes is taken as a range, to produce a reasonably limited number of tabulations. The

set of indices is based on the assumption that price and cost are the key changes that affect the

viability of a Benchmark site, and that alternative use value must be checked in case it has risen

above newbuild housing value and thus limits the target in itself.

The following table, taken from Appendix 4, shows the initial values of the three indexes:

Variable Proposed index

. Halifax House Price Index for North West
House Price .

region
http://www.lloydsbankinggroup.com/medial/research/halifax_hpi.asp
Build cost BCIS General Building Cost Index
http://www.bcis.co.uk/online

Property Market Report (VOA) Value of

Alternative use value

Starting Value

Nov 2009 = 501.7

Dec 2009 = 287.3

Jan 2010 = figure is £450k

Industrial/Warehousing Land for Liverpool per ha

http://www.voa.gov.uk/publications/property market report/pmr-jan-2010/index.htm

This table is also shown as A4.1 in the appendixes

There are some specific points to make on the indices:

The HPI is taken from the North West quarterly series. The national HPI figures are published
monthly but the regional figures only quarterly. This reduces the flexibility to short-term
changes in the market, but increases its local value. Hence we use the regional HPI.

The BCIS figure is a national index. In the valuation process we apply a ‘local adjustment’ to
make the figure more representative. But for updating it is better just to use the national
figures, since the main effect on future cost change is national trends. The BCIS is a

published figure from the RICS, but is available only to subscribers.

~ T T

Page 62 FORDHAM RESEARCH



9.9

9.10

9. Dynamic Viability results

o The VOA figure has recently (July 2010) been published in a new format. Previously the

series was published six monthly and contained a ‘North West’ figure. In the new format it is

published annually in July with a base of January. The two industrial land figures given for the

North West are Liverpool and Manchester. Clearly Liverpool is the more representative for

Wirral. The value for the Benchmark site is £125k per acre. The value in the table above is per

hectare, but that is of no consequence for updating. If the value for Liverpool industrial land in

a year’s time is, for instance, £500k per ha, the calculation for updating is simply £125 x
500/450 = £138.9k (rounded). This value can then be checked against the next step up in the

Fine Matrix tables to see whether a move of Alternative Use value base is justified.

Details of the outputs

The model generates the full plausible range of target variations based on the above three indexes.

The following illustration is one of a set of eight (one for each of the values for the alternative use

values). In the example below it is the ‘base’ alternative use value. The full set of Dynamic Viability

tables is presented in Appendix 4.

The table below focuses upon the 20% target discussed as being deliverable in the three previous

chapters (6, 7 and 8): the zero/zero point when looking at the percentage version of the indexes.

Figure 9.1 Coarse matrix with base alternative use value

Price Change HPI

% 20% -10% 0%  10%  20%  30%  40%  50%  60%

x 4014 4515 5017 5519 6020 6522 7024 7526 8027
2 20% 2298 | 20% 35%  45%
O 0% 2586 | 0% [20% | 35%  45% | 50%
D 0% 2873 | 0% 0% | 20% | 30% 40% 45%  50% _
2 10% 3160 | 0% 0% 0% | 20% 30% 35%  45%  50%  50%
S 20% 3448 | 0% 0% 0% | 5%  20%  25% 35% 40%  45%
g 30% 3785 | 0% 0% 0% 0% | 5% 25% | 35%  40%
O 40% 4022 | 0% 0% 0% 0% 0% . 10% 25%  30%

50% 4310 | 0% 0% 0% 0% 0% 0% | 10% 25%

Note that the figure shows proposed % target for each cost/price combination, with 0% change in alternative use value. The

table also provides, inside the percentages, the actual values of the indexes, so that they can be read off in future

T

Source: Affordable Housing Viability Study 2010
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In effect, once the Core Strategy Examination has approved a starting target, the rest follows

automatically from the index changes. Since the array of possible index changes over the longer term

is extremely large, the work is done in two stages:

. Coarse Matrix: shows the big picture and is calculated in 10% intervals of the indexes (all
three). The result provides broad coverage, but the change from one cell to another can
produce large changes in targets: e.g. from 25% to 40%, in jumps which can be too large to
apply in practice.

. Fine Matrix: is the operational level, which takes the area around the chosen target in the
Coarse Matrix and uses 4% intervals in the indexes (the intervals can be varied). This
produces results for the area around the chosen target that yield much smaller target

changes: mostly in 5% intervals and sometimes 10%, which can be easier to accommodate.

Figure 9.2 shows the Fine Matrix outputs that relate to the Figure 9.1 Coarse Matrix. Again a full set of
tables can be found in Appendix 4. As will be seen from Figure 9.2, the intervals in the targets around
the base case of 20% are smaller than in Figure 9.1. The Fine Matrices therefore permit more

sensitive adjustments of the target as the index numbers change over time.

Figure 9.2 Fine matrix with base alternative use value

Price Change HPI
% -8% -4% 0% 4% 8% 12% 16% 20% 24%
4616 4816 501.7 521.8 5418 5619 5820 602.0 622.1
-8%  264.3 | 20% 25% 30% 35% 40% 40% 45% 50% 50%
4% 2758 | 10% 20% 25% 30% 35% 35% 40% 45% 45%
0%  287.3 5% 10% 20% 25% 30% 30% 35% 40% 40%
4% = 298.8 0% 5% 10% 20% 25% 25% 30% 35% 40%
8% 310.3 0% 0% 5% 10% 20% 20% 25% 30% 35%
12%  321.8 0% 0% 0% 5% 10% 20% 20% 25% 30%
16% = 333.3 0% 0% 0% 0% 5% 15% 20% 20% 25%

20% 3448 0% 0% 0% 0% 0% 10% 15% 20% 20%
Source: Affordable Housing Viability Study 2010

Cost Change BCIS Index

Figure 9.3 below shows how the close-up Fine Matrices relate to each other within the bigger Coarse
Matrix. The trajectory shown in Fine Matrix 1 moves from the initial deliverable target of 20%, through
various changes in cost and price towards a 30% deliverable target at some time in the future. At that
point the trajectory has reached the edge of Fine Matrix 1 and has begun to move into Fine Matrix 2.
The index base is then re-set to Fine Matrix 2 which includes the 30% target, which allows for further

movement to the right as the market continues to improve.
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Figure 9.3 Coarse and Fine Matrices related

—Pp Cost Index (BCIS)

Fine matrix 1
l \ Fine matrix 2
Price \\
Index 30%
{Halifax)
Key

—p—p-Trajectory of deliverable target

Note: This diagram is schematic and does not apply to Wirral
Source: Affordable Housing Viability Study 2010

The following figure provides an additional “mini-manual”:

Figure 9.4 Updating the affordable target

The starting point is the Alternative Use Value Fine Matrix Table F1. Does the current value of the
Alternative Use index mean that another matrix table should be used? If so this is the reference for

the further steps.

Using the appropriate Fine Matrix table, decided by Step 1, check the changes in the HPI and the
BCIS. If either or both of these has changed by more than half the interval to the next step, then the
target cell should change. This may or may not involve a target change, since some of the targets

will be the same in several cells.

Publish the change in target in a suitable format such as the Council’s statutory Annual Monitoring

Report.

Source: Fordham Research 2010
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Implementing Dynamic Viability

This baseline Viability study which underpins the Dynamic Viability approach will need to be
periodically updated alongside the accompanying SHMA to reflect any wider changes in the market

over time.

Conclusion

The Dynamic Viability approach provides a process, which can be established in the Council’s Core
Strategy, whereby deliverable targets for affordable housing can be adjusted to reflect future changes

in the strength of the housing market.

The Matrix tables in Appendix 4 provide the detailed background to Figure 9.1 and Figure 9.2 above.
Together they allow for the Core Strategy Examination to set the basis for deliverable affordable
housing targets over the whole of the Plan period. They should achieve the practical maximum of
affordable housing without prejudicing the delivery of market housing. As shown below, there will be
points in the process where, if land is given planning permission, there will be a windfall land profit,
and others where the enhancement of viability is largely or fully converted into increased affordable
housing. In practice, the opportunity for any windfall profit will be directly related to the interval

between which the targets are re-set.

For smaller developments the Dynamic Viability target current at the time of granting full permission or
when reserved matters are determined will be applicable throughout the development process. On
larger developments, which contain more than one phase, an updating process will need to be
inserted into a section 106 legal agreement, to provide an automatic updating of the affordable target

(up or down) as the development proceeds.

Figure 9.5 Gain of Affordable housing through Dynamic Viability

y s Viability D Pre Credit Crunch
Affordable Housing
Obrained

=

:é Landowner additional D Net gain

= {windfall) profit in affordable

B housing due to the

e Dynamic Viability mechanism

Target set - fow

No
Viable
targets

Target set
2007 2009 Time  ——

Note: This diagram is schematic and does not apply to Wirral

Source: Fordham Research 2010
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Stakeholder involvement

A stakeholder event was held at the end of July 2010, prior to finalising the report (more detail is
provided in Appendix 6). This is normal practice with such studies. There is not very much point in
contacting stakeholders until they can see the results and comment upon them. There was a good
turnout of both house builders, RSLs and others, as well as a good detailed discussion. There was
comment on the very large Peel Holdings scheme of 20,000 plus flats (Wirral Waters). This had not
been included in the analysis as it is highly untypical of future development, and would require a much
more detailed study than this one to assess its viability. The representative of Peel Holdings stated, in
any event, that it was not at present a viable scheme. There was an informed discussion between the
participants of the difficulties of both developers and RSLs in producing workable affordable housing

schemes. There were no substantial criticisms of the viability study.
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Appendix 1: Newbuild schemes

A1.1 The schedule below provides details of a number of current newbuild developments and other

comparable housing in the Borough.

Site / location Builder ga;gosf Range of dwgs Prices
Newbuild
1&2 bed flats £110k-

Scholars Gate Leasowe (CH46) Barratt 131 283 bed houses £145k
Beechwood Drive Beechwood
(CH43) Lowry 90 2,3&4 bed houses

: £130k -
Church Walk Wallasey (CH44) Bovis 1&2 bed flats £165k
Woodlands Grange Bromborough Redrow 3&4 bed houses £169k -
(CH62) Flats all sold £239%
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Appendix 2: House price variations

The indices in the table which follows compare prices in each postcode sector in the study area with

an England and Wales ‘average’ figure — actually the median postcode value.

The indices are standardised, to eliminate the effect of variations in type and mix. Separate indices for

each house type are also combined with weightings based on the mix of overall sales.

Table A2.1 Price variations by postcode sector

Postcode sector Q209 Q4 08 Q208 Q4 07 Ave

CH410 63.36% 58.21% 61.14% 67.07% 62.45%
CH41 1 83.86% 83.73% 83.58% 105.81% 89.25%
CH41 2 41.63% 42.98% 61.15% 48.59%
CH41 3 44.25