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Dear Sir / madam
Please accept this email and the attached as a representation to the CIL Draft Charging Schedule. This representation is
made on behalf of Crest Nicholson (South), Hyde Housing Group and Legal & General (The consortium).
Savills on behalf of the Consortium made representations on the Preliminary Draft Charging Schedule in 2017. These are
attached and should be made available to the Examiner. For the avoidance of doubt, this, alongside this email now forms
our representation on the Draft Charging Schedule.
In addition, we wish to reserve our right to appear at any Examination Hearing.
Of key concern is that no changes have been made to residential rates adopted across the Charging Area in the Draft
Charging Schedule. In addition, the areas of concern, as outlined in our representation dated December 2017 (attached)
have not been addressed by Brighton and Hove City Council nor their consultants DSP.
We would reiterate these as follows:
• It is unclear how the Brownfield BLV’s ranging from £500,000 - £10,000,000 per Ha have been used to ‘set’ the
proposed levy across each Charging Zone;
• No evidence has been provided to support both the Existing Use Values and Benchmark Land Values adopted by DSP;
• The methodology behind DSP’s calculation of BLV is unclear and as such it is unclear what land owner’s premium has
been assumed;
• No evidence has been provided to support the infrastructure costs adopted. The allowance of £4,500 per dwelling for
sites under 500 dwellings is an underestimation of the likely servicing costs;
• No allowance for external works nor abnormal costs has been made;
• Whilst we would welcome the inclusion of a 50% viability buffer within the modelling, it is unclear why the buffer has not
been applied to the lowest surplus in each and every typology across the three value areas.
The Council has demonstrated willingness to make some amendments to the CIL between Preliminary and Draft stages,
notably with respect of certain sites. We anticipated similar reasoning, for example, anticipated build costs and
infrastructure costs to also be applied to the overall city-wide rates of CIL. This needs careful consideration at
Examination.
As outlined, we request that we would like to be heard at the Examination and also notified that the draft charging
schedule has been submitted to the examiner; the Examiners recommendations and reasons have been published; and
the charging schedule has been approved by the council
If you have any queries then please let me know
Regards

 Before printing, think about the environment
1

Crest Nicholson, Hyde Housing & Legal &
General

December 2017
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1. Executive Summary

1.1.

This representation has been prepared by Savills (UK) Limited (hereafter “Savills”) on behalf of a
Developer Consortium. It is made in respect of Brighton & Hove City Council (BHCC) Preliminary Draft
Charging Schedule (PDCS) for the Community Infrastructure Levy (CIL), dated September 2017. The
representation specifically relates to generic residential proposals, of non specific locations to reflect wider
interests of some of the Consortium members.

1.2.

The CIL Guidance contained within the Planning Practice Guidance (PPG) is clear on the narrow focus
of the CIL examination process permitted by the Regulations:
“The Examiner should establish that:
·
·
·
·

1.3.

This representation explores whether BHCC has presented appropriate evidence, come to reasonable
conclusions and is able to demonstrate that it “strikes an appropriate balance” in accordance with
Regulation 14(1) of the CIL Regulations.

1.4.

The Consortium has certain concerns with the approach proposed by BHCC, notably:
·
·
·
·

1

The charging authority has complied with the required procedures set out in part 11 of the
Planning Act 2008 and the CIL Regulations;
The charging authority’s draft charging schedule is supported by background documents
containing appropriate available evidence;
The proposed rate or rates are informed by and consistent with, the evidence on economic
viability across the charging authority’s area; and
Evidence has been provided that shows the proposed rate (or rates) would not threaten
delivery of the relevant Plan as a whole”1

The timing of the production of the CIL ahead of anticipated (and now announced) reforms to CIL by
Government;
The assumptions taken with respect of Benchmark Land Values (BLV) and how these have been
used to set the CIL rates proposed across each charging zone;
The absence of evidence to support existing use value and BLV assumptions;
Further evidence requirements with respect of infrastructure costs, servicing costs and various other
externals/ abnormals costs.

Paragraph 038, Reference ID 25-038-20140612, Planning Practice Guidance, revision date 12 June 2014
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·

1.5.

The application of a viability buffer of 50%, whilst welcome in principle, does not go far enough when
considered against the concerns outlined, and on the basis of the high (and perhaps challenging)
growth requirements of the City and substantial unmet housing needs, which are placing additional
development pressures elsewhere in Sussex. In addition, the recent under delivery of affordable
homes in the City.

For the reasons outlined in the representation, the Consortium strongly urge BHCC to revisit the evidence
and approach to the CIL. Should the CIL be pursued ahead of the announced reforms, it is advised that
a change to the approach is required which allows a greater buffer, and thus ensure that the vast majority
of development proposals are not rendered unviable by an onerous CIL charge.
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2. Introduction

Overview
2.1.

This representation has been prepared by Savills on behalf of a Developer Consortium comprising:
·
·
·

Crest Nicholson (South)
Hyde Housing Group
Legal & General

2.2.

Hereafter known as the ‘Consortium’.

2.3.

This representation has been submitted in response to the Brighton & Hove City Council Community
Infrastructure Levy (CIL) Preliminary Draft Charging Schedule (PDCS), published for public consultation
from 10th October to 10th December 2017.

2.4.

The Consortium’s interests, and this representation, specifically relate to the proposed residential CIL
rates. These rate vary depending on the zone in which land falls into. The three zones proposed are:
·
·

·

Zone 1: Wish A, Westbourne A, Central Hove A, Brunswick & Adelaide A, Regency, St Peters & North
Laine A, Preston Park A, Hove Park B, Queens Park A, East Brighton A, Rottingdean Coastal A.
Zone 2: Withdean, Patcham, Hangleton C, Hove Park A, Hangleton A, Wish B, Westbourne B, Central
Hove B, Goldsmid, Brunswick & Adelaide B, Preston Park B, Hollingdean & Stanmer, St Peter's &
North Lane B, Hanover & Elmgrove, Queens Park B, East Brighton B, Rottingdean Coastal B.
Zone 3: North Portslade, South Portslade, Hangleton B, Moulse.

Each of these different zones are proposed to have different charging schedules for residential
development (C3 and C2 Use Classes). Which are as follows:
· Zone 1: £175 per sqm
· Zone 2: £150 per sqm
· Zone 3: £75 per sqm
2.5.

The Consortium have concerns with the approach proposed by BHCC, notably regarding the viability of
the proposed residential rate and the evidence base used with respect of Zones 1 and 2 (the relevant
evidence base is listed in Appendix 1).
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Savills Research
2.6.

Savills in January 2014 published research that assessed the impact of CIL on development viability2
(see Appendix 2). The research focused on the level of CIL balanced against affordable housing
provision and demonstrated that there is a trade off required to enable a deliverable five year housing
land supply. The key finding of the report is that “for local planning policies to be viable, there is a three
way trade-off between the costs of CIL, Section 106 funding of infrastructure and affordable housing
policy, with the costs of local standards and the move to zero carbon being additional costs to be factored
into the trade-off” (emphasis added). This research is more pertinent in BHCC given the significant
housing pressures, notably affordable and substantial unmet housing needs being exported to other
Sussex Authorities owing to the land constraints in the City.

2.7.

The research notes that the ability of an area to afford CIL largely depends on the strength of its housing
market. Where the housing market is stronger (higher £ per sq ft) the total “pot” available for these
contributions is higher. In contrast, lower value areas see reduced viability and subsequently a reduced
“pot”. It therefore becomes a question for local authorities to consider the appropriate trade-off. A relevant
factor given the land-use constraint in the City is the high existing use values.

Structure of this Representation
2.8.

This representation is structured as follows:
Section 2 provides an introduction to the representation.
Section 3 gives planning and legal background, including some commentary on the anticipated
planning reforms by the Government.
Section 4 outlines specific points about the available evidence bases, notably in respect of
infrastructure delivery and the emerging District Plan.
Section 5 provides analysis of nearby comparable areas and their CIL rates and also analysis of
affordable housing delivery.
Section 6 provides scrutiny of the available viability assessment study (DSP).
Section 7 outlines the position of the Consortium in respect of the effective operation of CIL.
Section 8 provides conclusions.

2.9.

2

Where relevant this representation provides comment on the supporting evidence/existing guidance and
also makes reference to policy documents, a list of which can be found at Appendix 1.

CIL – Getting it Right, Savills (UK) Ltd, January 2014
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3. Summary of National Policy and Legal Context
Introduction
3.1.

In respect of the preparation of Charging Schedules and supporting documentation, it is important to have
regard to the Government policy, guidance and law. This includes:
·
·
·
·

Part 11 of the Planning Act 2008; Community Infrastructure Levy Regulations 2010 (as amended)
National Planning Policy Framework (NPPF)
Planning Practice Guidance (PPG) CIL Guidance 2014 (as amended)
Non-statutory Guidance

Planning Act 2008 (as amended)
3.2.

Section 205 (2) of Part 11 of the 2008 Act (as amended by the Localism Act 2011) states that:
“In making the regulations the Secretary of State shall aim to ensure that the overall purpose of CIL is to
ensure that costs incurred in supporting the development of an area can be funded wholly or partly by
owners or developers of land in a way that does not make development of the area economically
unviable.”

3.3.

Section 212 of the Planning Act requires the examiner to consider whether the "drafting requirements"
have been complied with and, if not, whether the non-compliance can be remedied by the making of
modifications to the DCS. The "drafting requirements" mean the legal requirements in Part 11 of the
Planning Act and the CIL Regulations so far as relevant to the drafting of the charging schedule. In
considering the "drafting requirements", examiners are required in particular to have regard to the matters
listed in Section 211(2) and 211(4). This requires examiners to consider whether the relevant charging
authority has had regard to the following matters:
·
·
·
·

3.4.

Actual and expected costs of infrastructure;
Matters specific by the CIL Regulations relating to the economic viability of development;
Other actual and expected sources of funding for infrastructure; and
Actual or expected administrative expenses in connection with CIL.

Regulation 14 of the CIL Regulations (as amended) expands on these requirements, explaining that
charging authorities must, when striking an appropriate balance, have regard to:
·

·

The desirability of funding from CIL (in whole or in part), the actual and expected estimated total cost
of infrastructure required to support the development of its area, taking into account other actual and
expected sources of funding; and
The potential effects (taken as a whole) of the imposition of CIL on the economic viability of
development across its area.
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3.5.

The Examiner will need to determine whether appropriate evidence on infrastructure needs and
development viability has been presented by the Council.

National Planning Policy Framework
3.6.

It is important that the preparation of CIL is in the spirit of the NPPF, notably that it is delivery-focused
and “positively prepared”3.

3.7.

The NPPF outlines 12 principles for both plan making and decision taking, notably that planning should
“proactively drive and support sustainable economic growth”4. Plan making should “take account of
market signals such as land prices and housing affordability” and that “the Government is committed to
ensuring that the planning system does everything it can to support sustainable economic growth”5.

3.8.

Furthermore, the NPPF refers to the “cumulative impacts”6 of standards and policies relating to the
economic impact of these policies (such as affordable housing) and that these should not put the
implementation of the Plan at serious risk. Existing policy requirements should therefore be considered
when assessing the impact of CIL on development viability.

3.9.

The NPPF calls for local authorities to boost significantly the supply of housing7. It requires local
authorities to:
·
·
·

Meet the full, objectively assessed needs for housing, including identifying key sites;
Identify deliverable sites to provide five years worth of supply and developable sites further ahead;
Provide a housing trajectory for the plan period describing how the five year supply is to be
maintained.

3.10. The NPPF expressly states that CIL “should be worked up and tested alongside the Local Plan” and
“should support and incentivise new development”8. To comply with this policy, CIL Charging
Schedules must be demonstrated to have positive effects on development and have regard to an up-todate Local Plan. The absence of adverse effects on the economic viability of development, whether
serious or otherwise is not enough to justify CIL proposals. Charging Authorities have a positive duty
when it comes to setting CIL rates and formulating their approach on the application of CIL.

3

Paragraph 182, National Planning Policy Framework, March 2012

4

Ibid, Criterion 3, March 2012

5

Ibid, Paragraph 19, March 2012

6

Ibid, Paragraph 174, March 2012

7

Ibid, Paragraph 47, March 2012

8

Ibid, Paragraph 175, March 2012
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Planning Practice Guidance (PPG)
3.11. In 2014 the Government published an online resource of Planning Practice Guidance (PPG) which
provided technical guidance on a series of planning related topics. Relevant to CIL, the PPG (2014) states:
·
·
·

Charging schedules should be consistent with, and support the implementation of, up-to-date relevant
Plans9.
The need for balance (as per Regulation 1410).
The need for “appropriate available evidence to inform the Draft Charging Schedule” (as per Schedule
211(7) (a) of the 2008 Act11.

3.12. The PPG re-affirms the requirement of paragraph 175 of the NPPF which states that, where practical,
charging schedules should be worked up and tested alongside the Local Plan. It also states that “a
charging authority may use a draft plan if they are proposing a joint examination of their relevant Plan and
their levy charging schedule”12.
3.13. The policy direction from central government is very much towards facilitating development. This policy
imperative should have a major material bearing on the CIL rates. This applies to the evidence to support
the balance reached between the desirability of funding infrastructure through CIL and the potential effects
on economic viability of development across that area.
3.14. The Guidance states that it is up to charging authorities to decide how much potential development they
are willing to put at risk through CIL (the “appropriate balance”). Clearly this judgement needs to consider
the wider planning priorities. Furthermore, the CIL Guidance outlines that CIL receipts are not expected
to pay for all infrastructure but a “significant contribution”13. The overall approach and rate of CIL will have
to pay attention to the development plan and intended delivery.
3.15. The Guidance also states that charging authorities may adopt differential rates in relation to:
·
·
·

Geographical zones within the charging authority’s boundary
Types of development; and/or
Scales of development14

3.16. It explains that where a particular type or scale of development has low, very low or zero viability, the
charging authority should consider setting low or zero rates for that type of development. The opportunity
to define a CIL rate by development scale is important in this instance.

9 Paragraph
10

10, Reference ID: 25-010-20140612, Planning Practice Guidance, revision date 12 June 2014

CIL Regulations 2010 (as amended)

11 Paragraph

19, Reference ID: 25-019-20140612, Planning Practice Guidance, revision date 12 June 2014

12 Paragraph

11, Reference ID: 25-011-20140612, Planning Practice Guidance, revision date 12 June 2014

13

Paragraph 95, Reference ID 25-095-20140612, Planning Practice Guidance, revision date 12 June 2014

14

Paragraph 21, Reference ID 25-021-20140612, Planning Practice Guidance, revision date 12 June 2014
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Non-Statutory Guidance
3.17. In addition to the regulations and statutory guidance, two specific non-statutory guidance documents have
been published which are directly relevant to the CIL rate setting process. These two guidance documents
have been recognised by Inspectors elsewhere as valuable sources of advice regarding the approach to,
and assumptions to be used in, the setting of CIL levy rates for residential development. The two
documents are:
·

Financial Viability in Planning, RICS (August 2012) and

·

Viability Testing Local Plans, Local Housing Delivery Group (June 2012) (‘Harman Report’)

3.18. Reference is made to these guidance documents where relevant throughout this representation.
CIL Review: Autumn Budget 2017
3.19. The Government recently announced the intention to launch a consultation on detailed proposals for the
review of CIL as part of the Autumn 2017 Budget. Under a section titled ‘Developer Contributions’, the
following measures are identified:
·

·
·
·
·

Removing the restriction of S106 pooling towards a single piece of infrastructure, where the local
authority has adopted CIL, in certain circumstances such as where the authority is in a low viability
area or where significant development is planned on several large strategic sites;
Speeding up the process of setting and revising CIL, for example a more proportionate approach to
consultation and greater clarity on the appropriate evidence base;
Allowing authorities to set rates which better reflect the uplift in land values between a proposed and
existing use;
Changing indexation of CIL rates to house price inflation, rather than build costs; and
Giving Combined Authorities and planning joint committees with statutory plan-marking functions the
option to levy a Strategic Infrastructure Tariff (SIT), in addition to CIL, to fund local and strategic
infrastructure.

3.20. The announcement to review CIL, as opposed to its abolition as advocated by the national CIL Review in
its October 2016 Report, ‘A New Approach to Developer Contributions’, raises immediate implications for
the 124 authorities, 15 whom are currently bringing forward their charging schedules.
3.21. Whilst a number of the measures identified will result in changes to the implementation of CIL, and as
such are anticipated to be relatively straightforward to apply, others propose systematic changes to the
scope of charging schedules and the evidence required to underpin them.

15 The number of authorities who have commenced the CIL process but not yet submitted to Examination. Savills CIL Database,
November 2017.
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3.22. The ability to set CIL rates which respond more directly to the uplift in land values between a proposed
and existing use, as opposed to the current regime of setting a flat CIL rate for all development of the
same type, necessitates a change in approach of authorities bringing forward charging schedules and
their supporting evidence base. In addition, the announcement highlights the opportunities for setting
higher ‘zonal’ CIL in areas of high land value uplift, referencing as an example land around stations.
3.23. The announcement confirms that part of the forthcoming consultation will focus on opportunities to speed
up the process of setting and revising CIL, and includes a reference to clarity on the appropriate evidence
base. In light of the potential implications of these measures, and considering this alongside the change
in approach referenced above, those authorities who are currently progressing charging schedules should
pause the process pending the forthcoming consultation. This will allow them to ensure that their charging
schedules are in line with the proposed amendments to CIL rate setting, that their evidence bases accord
with any forthcoming changes, and also to minimise unnecessary or abortive work.
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4. Planning Overview and Housing Delivery

The Development Plan
4.1.

The Development Plan for BHCC includes an up to date City Plan Part 1 and also includes the saved
policies’ of the following adopted Local Plans;
§
§

Brighton and Hove Local Plan 2005 (as saved in July 2008)
Brighton and Hove City Plan Part 1 2016 (plan period 2010-2030)

4.2.

As above, a series of policies have been saved (under the Planning & Compulsory Purchase Act 2004)
and are still used to determine planning applications according to the degree of consistency with the
NPPF.

4.3.

The need for housing in BHCC is acute. The City is exporting substantial unmet housing needs, which
was addressed in the Examination of Brighton and Hove City Plan: Part 1 – proposed modifications
consultation and included in the final adopted Plan. Although Brighton and Hove are able to demonstrate
a Five Year Housing Land Supply (5.6 years), it is only marginally above 5 years. The objectively
assessed need for Brighton and Hove is exceptionally high; 30,120 new homes will be needed by 2030
against an adopted housing policy requirement of 13,200, which leaves unmet needs at 16,920
dwellings, one of the highest in the UK outside of London (the plan meeting only 44% of need).
This must also be viewed in the context of historic under-delivery of homes in the City (see Table 4.1).

4.4.

As outlined in paragraph 2.7 of the Savills ‘Getting in Right’ report (Appendix 2) there is a three way trade
off with regard to CIL, Section 106 and affordable housing provision. If CIL is set too high and site specific
infrastructure is necessary to bring a development forward, this often results in an adverse impact on
affordable housing provision. As per Policy CP20 in Brighton and Hove City Plan Part 1 BHCC are seeking
a 40% affordable housing provision on sites of 15 or more (net) dwellings, 30% affordable housing
provision on sites of between 10 and 14 (net) dwellings or as an equivalent financial contribution and 20%
affordable housing as an equivalent financial contribution on sites of between 5 and 9 (net) dwellings. The
delivery of affordable housing was cited of great importance during the Local Plan Examination in Public.
The evidence base indicated a need for 810 affordable homes per annum, as recognised by the Local
Plan Inspector (see paragraphs 21 and 38 of her Report). The Plan will not achieve the need, which is a
relevant factor in concluding on a suitable CIL rate.

Housing Delivery
4.5.

Analysis of viability results should always be considered in the context of the relevant Development Plan
and the identified housing supply. In local authorities where there has been an under delivery of housing
(both private and affordable) in recent years, as is the case in BHCC, greater attention needs to be paid
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to the proposed CIL rates as, if they are set at unviable levels, the Development Plan once adopted will
be put at risk.
4.6.

The introduction of CIL represents an additional obligation and therefore must be assessed holistically to
establish the cumulative impact of CIL and existing planning obligations, to ensure that the delivery of
development would not be threatened by its introduction. Savills has therefore reviewed the identified
housing supply to determine whether the proposed CIL rates would threaten the delivery of the
development during the plan period.

4.7.

Table 4.1 below outlines the historic shortfall in the delivery of new housing, which is reflected in the Local
Plan:

Table 4.1: Housing Delivery in BHCC since start of Plan Period
Year

Annual Net Completions

Annual Net Requirement (dpa)

Annual under/over delivery

2015/16

687

660

+27

2014/15

581

660

-79

2013/14

436

660

-224

2012/13

374

660

-286

2011/12

309

660

-351

2010/11

283

660

-377

2,670

3,960

-1,290

Total

Source: Savills interpretation of Housing Supply and Delivery Topic Paper (February 2016)
4.8.

Table 4.1 clearly shows that there has been a persistent under-delivery of housing based on the
applicable housing targets. The total level of net completions over this period have not met the total net
Local Plan requirement in the first six years of the Plan with only one year just over the housing
requirement. The Local Plan envisaged the need for a stepped increase in housing delivery in the mid
(from 2019/20) and latter plan period (from 2024/25) to 856 and 712 dwellings per annum respectively.
The residual and planned housing requirement will only increase in the future.

Applying the Guidance
4.9.

16

The PPG CIL Guidance16 must be followed in the preparation of a charging schedule. The Consortium
wishes to outline a number of observations against relevant aspects of the Guidance.

PPG CIL Guidance, 2014 (as amended)
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Table 4.2: CIL PPG Extracts and Implications for Brighton & Hove City Council
Paragraph and
Reference ID

Topic

Guidance

Implications for Brighton & Hove

Paragraph
008,
Reference ID: 25008-20140612, CIL
Guidance (revision
date 12 June 2014)

Rate setting

"Charging authorities should set a rate which
does not threaten the ability to develop viably
the sites and scale of development identified in
the relevant Plan."

It is imperative that a CIL rate is not set
which could have a negative impact on
housing delivery.

Paragraph
009,
Reference ID: 25009-20140612, CIL
Guidance (revision
date 12 June 2014)

Positive duty

"The levy is expected to have a positive
economic effect on development across a local
plan area."

To be a success, CIL must facilitate
development and enable infrastructure
delivery required to support development.

Paragraph
010,
Reference ID: 25010-20140612, CIL
Guidance (revision
date 12th June
2014)

Positive duty

"Charging authorities should be able to show
and explain how their proposed levy rate (or
rates)
will
contribute
towards
the
implementation of their relevant plan and
support development across their area."

Reliance must therefore be had on
infrastructure evidence and viability
evidence, with reasoned consideration of
the views of the key stakeholders and
delivery agents.

Paragraph
010,
Reference ID: 25010-20140612, CIL
Guidance (revision
date 12 June 2014)

Positive duty

"Charging schedules should be consistent
with, and support the implementation of, up-todate relevant Plans."

The approach to viability testing must be
grounded on the viability of strategic sites
and other developments needed to
support the delivery of the housing
requirement identified in the adopted
Local Plan Strategy and which supports
the PDCS.

Paragraph
011,
Reference ID: 25011-20140612, CIL
Guidance (revision
date 12 June 2014)

Spending

"Charging authorities should think strategically
in their use of the levy to ensure that key
infrastructure priorities are delivered to
facilitate growth and economic benefit of the
wider area."

A difference must be distinguished
between
“scheme
mitigation”
infrastructure
and
"strategic
infrastructure" required to address the
delivery of the whole plan (i.e. to address
cumulative impacts).

Paragraph
019,
Reference ID: 25019-20140612, CIL
Guidance (revision
date 12 June 2014)

Viability
assessment

"…A charging authority should directly sample
an appropriate range of types of sites across
its area....The exercise should focus on
strategic sites on which the relevant Plan
relies, and those sites where the impact of the
levy on economic viability is likely to be most
significant."

As above, the Viability Assessment
evidence should test key sites in the
emerging Local Plan Strategy. The
viability inputs and assumptions in the
testing of the generic site typologies must
though be realistic and reasonable. We do
not consider this to be the case for all of
those assumptions used in the Viability
Assessment.
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Paragraph and
Reference ID

Topic

Guidance

Implications for Brighton & Hove

Paragraph
020,
Reference ID: 25020-20140612, CIL
Guidance (revision
date 12 June 2014)

Viability
assessment

"A charging authority should take development
costs into account when setting its levy rate or
rates, particularly those likely to be incurred on
strategic sites or brownfield land. A realistic
understanding of costs is essential to the
proper assessment of viability in an area."

Reliance must therefore be placed on
infrastructure and viability evidence, with
reasoned consideration of the views of the
key stakeholders and delivery agents. The
additional costs of strategic development
must be recognised.

Paragraph
021,
Reference ID: 25021-20140612, CIL
Guidance (revision
date 12th June
2014)

Differential
rates

"If the evidence shows that the area includes a
zone, which could be a strategic site, which
has low, very low or zero viability, the charging
authority should consider setting a low or zero
levy rate in that area."

We have outlined the need for a cautious
approach to ensure that key regeneration
sites and areas can still come forward.

Paragraph
028,
Reference ID: 25028-20140612, CIL
Guidance (revision
date 12 June 2014)

Infrastructure
list

"It is good practice for charging authorities to
also publish their draft infrastructure lists and
proposed policy for the associated scaling
back of section 106 agreements at this stage
[Preliminary Draft Charging Schedule] in order
to provide clarity about the extent of the
financial burden that developments will be
expected to bear so that viability can be
robustly assessed."

Infrastructure evidence on the onward use
of Section 106 contributions should be
published. It is clear that Section 106,
whilst potentially scaled back in some
cases, will continue to play an important
role in relation to infrastructure delivery.
The updated Guidance is clear that the
sharing of infrastructure evidence should
be earlier in the process.

Paragraph
038,
Reference ID: 25038-20140612, CIL
Guidance (revision
date 12 June 2014)

Examination

"The examiner should establish that the
charging authority has complied with the
legislative requirements set out in the Planning
Act 2008 and the Community Infrastructure
Levy Regulations as amended; the draft
charging schedule is supported by background
documents containing appropriate available
evidence; the proposed rate or rates are
informed by and consistent with the evidence
on economic viability across the charging
authority's area; and evidence has been
provided that the proposed rate or rates would
not threaten delivery of the relevant Plan as a
whole."

“Appropriate available evidence” must be
published by BHCC. This requires the full
detail of the viability appraisals to be made
available.

"Charging authorities are not currently allowed
to borrow against future levy income.
However, the levy can be used to repay
expenditure on income that has already been
incurred. Charging authorities may not use the
levy to pay interest on money they raise
through loans."

The use of wider funding sources to
enable infrastructure delivery should be
considered.

Paragraph
083,
Reference ID: 25083-20140612, CIL
Guidance (revision
date 12 June 2014)

Borrowing

Crest Nicholson, Hyde Housing & Legal & General

A relevant input to the evidence of
economic viability is the likely use of
“scheme mitigation” Section 106.
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Paragraph and
Reference ID

Topic

Guidance

Implications for Brighton & Hove

Paragraph
093,
Reference ID: 25093-20140612, CIL
Guidance (revision
date 12 June 2014)

Planning
obligations

"…Charging
authorities
should
work
proactively with developers to ensure they are
clear about the authorities' infrastructure
needs and what developers will be expected to
pay for through which route. There should be
no actual or perceived 'double dipping' with
developers paying twice for the same item of
infrastructure."

This is an important principle that BHCC
should be aware of.

Paragraph
094,
Reference ID: 25094-20140612, CIL
Guidance (revision
date 12 June 2014)

Planning
obligations

"The levy is intended to provide infrastructure
to support the development of an area, rather
than making individual planning applications
acceptable in planning terms. As a result,
some site specific impact mitigation may still
be necessary in order for a development to be
granted planning permission. Some of these
needs may be provided for through the levy but
others may not, particularly if they are very
local in their impact.
Therefore, the
Government considers there is still a legitimate
role for development specific planning
obligations to enable a local planning authority
to be confident that the specific consequences
of a particular development can be mitigated."

This is a key point, and distinguishes
between the strategic infrastructure used
to address cumulative impacts, which are
required to deliver the plan as a whole and
the scheme mitigation infrastructure used
to mitigate the impact of the sites.

Paragraph
106,
Reference ID: 25106-20140612, CIL
Guidance (revision
date 12 June 2014)

Grampian
conditions

"In England, the National Planning Policy
Framework sets out that planning conditions
(including Grampian conditions) should only
be imposed where they are necessary,
relevant to planning and to the development to
be permitted, enforceable, precise and
reasonable in all other respects. When setting
conditions, local planning authorities should
consider the combined impact of those
conditions and any Community Infrastructure
Levy charges that the development will be
liable for."

Grampian conditions must be used
sparingly. BHCC should publish a policy
on the use of Grampian conditions.

Paragraph
107,
Reference ID: 25107-20140612, CIL
Guidance (revision
date 12 June 2014)

Highway
agreements

"Charging authorities should take care to
ensure that their existing or forthcoming
infrastructure list does not inadvertently rule
out the use of section 278 agreements for
highway schemes that are already planned or
underway, or where there would be clear merit
in retaining the ability for developers to
contribute towards specific local highway
works through s278 agreements."

The cost of Section 278 infrastructure is a
relevant consideration for the viability
evidence.
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Paragraph and
Reference ID

Topic

Guidance

Implications for Brighton & Hove

Paragraph
107,
Reference ID: 25107-20140612, CIL
Guidance (revision
date 12 June 2014)

Highway
agreements

"Where section 278 agreements are used,
there is no restriction on the number of
contributions that can be pooled."

Pooled Section 38/278 Agreements may
represent a feasible alternative to pooled
Section 106 contributions in relation to
new/improved roads.

Regulation 123 List and Infrastructure Delivery
4.10. The Planning Act 2008 (as amended)17 defines infrastructure as:
·

“(a) roads and other transport facilities,

·

(b) flood defences,

·

(c) schools and other educational facilities,

·

(d) medical facilities,

·

(e) sporting and recreational facilities, and

·

(f) open space.”

4.11. There is a requirement within the CIL Regulations to provide a list of “relevant infrastructure”18 to be wholly
or partly funded by CIL. It is also lawful19 for CIL to be used to reimburse expenditure already incurred on
infrastructure, a tool which could have useful implications in respect of the forward funding obtained for
major strategic infrastructure.
4.12. The Consortium considers it imperative that the evidence supporting CIL:
·

Clearly outlines the key infrastructure projects required to support development (this being a key test
of the Regulations); and

·

Produces an up to date, consistent and well informed evidence base of economic viability in order to
test various development typologies against CIL rates.

4.13. The sequencing of the delivery of infrastructure is also an important consideration.
4.14. The CIL Guidance20 places a strong emphasis on the need for local authorities to demonstrate when
setting their Charging Schedule that they have been realistic when assessing what residual Section 106
and 278 requirements will remain. In order to do this it is therefore necessary for BHCC to prepare a draft
list of relevant infrastructure (referred to as a ‘Regulation 123 list’) to establish what on-site infrastructure
is anticipated to continue to be delivered through Section 106 planning obligations.
17

Section 216, Planning & Compulsory Purchase Act 2008 (as amended)

18

Regulation 123, CIL Regulations 2010 (as amended)

19

Regulation 60(1), CIL Regulations 2010 (as amended)

20

Paragraph 017 Reference ID: 25-017-20140612, PPG CIL Guidance, revision date 12 June 2014
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4.15. BHCC has published an initial Draft Regulation 123 List to support the PDCS which sets out the
infrastructure which it currently envisages will be paid for through either CIL or Section 106 contributions.
The Consortium welcomes the publication of a Regulation 123 List at this initial stage in the CIL process.
The Consortium would advise that any amendments to the adopted Reg 123 list are adequately consulted
on with members of the public in due course. The Consortium broadly anticipates a Section 106/278-led
approach to the delivery of some of the more complex sites, notably given the considerable amount of
site-specific infrastructure.
4.16. In Spring 2018 BHCC are due to produce a Regulation 123 list in order to guide the list of strategic
infrastructure projects which may be funded through CIL. The list will contain items found within the
Infrastructure Development Plan (2017). It is essential that BHCC work to produce this list as soon as
possible in order to increase flexibility.
Historic Section 106 Contributions
4.17. The CIL Guidance states that “when a charging authority introduces the levy, Section 106 requirements
should be scaled back to those matters that are directly related to a specific site… For transparency,
charging authorities should have set out at examination how their Section 106 policies will be varied, and
the extent to which they have met their Section 106 targets”21.
4.18. This information has not been published as part of the PDCS consultation. The Council has outlined that
the viability appraisals incorporate an assumption of £3,000 per dwelling however there is no evidence
provided which supports this assumption.
4.19. The Consortium would therefore ask for further detail on the anticipated Section 106 contributions to be
sought by BHCC to ensure that a realistic figure is included in the viability assessments. This information
should be broken down by scheme type to enable a comparison on a cost per unit basis. This will help
ensure that the combined total cost of Section 106 and CIL is not in excess of historically delivered Section
106 contributions and will not therefore adversely impact the deliverability of any sites coming forward.

21

Ibid. Paragraph 098, Reference ID 25-098-20140612

Crest Nicholson, Hyde Housing & Legal & General

December 2017

20

CIL PDCS
Consultation response on behalf of a Developer Consortium

5.

Other Comparable CIL Rates & Affordable Housing
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5. Other Comparable Local Authorities

Other Comparable CIL Rates
5.1.

An important part of the setting of the CIL rate is to adequately test the proposed rates of CIL via
appropriate and available evidence. Part of this is to review comparable locations, urban in nature,
located in the south with good rail links to London. Table 5.1 outlines average property values derived
from the Land Registry and residential CIL rates for other predominantly or nearly entirely urban areas in
the South.

5.2.

It is noted that BHCC sits markedly above these rates.

Table 5.1 – Comparable locations in the South & CIL Rates
District

Average Residential Value
(Land Registry)

Range of Residential CIL rates
(£/per sqm)

Brighton & Hove

£365,695

£75 - £175

Crawley

£284,658 (circa £2,800 per sq m)

£100

Eastbourne

£243,081 (circa £2,400 per sq m)

£50

Portsmouth

£207,630 (circa £2,000 per sq m)

£105

Redhill (Reigate & Banstead Borough
£422,105 (circa £4,200 per sq m)
Council)

£0-£80

Southampton

£205,986 (circa £2,000 per sq m)

£0-70

Worthing

£268,455 (circa £2,600 per sq m)

£100

Source: Various Authorities CIL Charging Schedules & Land Registry
5.3.

It is clear from the table above that the proposed levy sits in excess of adopted levy’s in other comparable
locations. Whilst we note that the City generates higher values in parts, the proposed levy at £175 per sq
m still sits as higher than the six other Local Authorities. The question pertains as to whether a sufficient
enough buffer has been factored in the proposed rate.

Affordable Housing
5.4.

Another important factor in determining the CIL rate is considering the impact this may have on affordable
housing delivery. Table 5.2 lays out the affordable housing completions in Brighton and Hove against
other districts comparable in size.
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Table 5.2 – Comparable locations in the South & Affordable Housing Delivery
District

Housing
completions
2015/16

Affordable
housing target

Brighton and
Hove

687 (net)

20% 5-9 dwellings 99
30% 10-14
dwellings
40% 15+
dwellings
(Policy CP20)

275

-176

Crawley

541 (net)

40% all
residential
development
(Policy H4)

90

216

-126

Eastbourne

213 (net)

30% low value
areas
40% high value
areas
(Policy D5)

30

30% - 64
40% - 85

30% - -30
40% - -55

Portsmouth

436 (additional)

20% 8-10
dwellings
25% 11-14
dwellings
30% 15+
dwellings
40% where
appropriate
(Policy PCS19)

154

131

+23

Reigate and
Banstead

535 (additional)

10% (financial
89
contribution) 1-9
dwellings
20% (financial
contribution)10-14
dwellings
30% 15+
dwellings
(Policy CS15)

375

-286

Crest Nicholson, Hyde Housing & Legal & General
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Southampton

1,046 (net)

20% 5-14
dwellings
35% 15+
dwellings
(Policy CS15)

191

366

-175

Worthing

484 (net)

10% 6-10
dwellings
20% 11-14
dwellings
30% 15+
dwellings
(Policy 10)

50

145

-95

Source: Authorities Annual Monitoring Reports (2015-2016) and most recent adopted local plans
5.5.

It is evident from the available evidence that Brighton and Hove has under-provided affordable housing.
BHCC completed 687 (net) dwellings between 2015-2016, of which only 99 were affordable. This is an
under delivery of 176 affordable houses based on their local plan target of 40% affordable housing on
15+ dwellings. Except for Reigate and Banstead this is the lowest of all of the comparable districts. The
historic delivery of affordable housing should be a relevant factor in determining the impact of CIL. The
statistics indicate the need for a cautious approach.
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6.

Viability Appraisal
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6. Viability Appraisal
Introduction
6.1.

Dixon Searle Partnership (DSP) were commissioned by Brighton and Hove City Council (‘the Council’) to
produce a Viability Study22 (the DSP Viability Appraisal) for the Preliminary Draft Charging Schedule
(PDCS). The consultation closes on 10th December 2017.

6.2.

The DSP Viability Appraisal is a desk based study based on information provided by the Council and a
number of viability assumptions made by DSP. The viability assessments are based on a series of residual
valuation scenarios that model the gross development value achievable from different uses, in different
areas within the City, and discounts development costs, including the cost of the proposed levy, interest
costs and developer’s profit. The residual sum that is left is then compared on a price per Ha basis with
varying Benchmark Land Values (BLV’s). Five BLV’s have been tested against three value tiers, being:
‘Higher Value’, ‘Base Value’ and ‘Lower Value’ across three Charging Zones within the Charging Area.
We note that a viability buffer is then stated to have been incorporated within results by halving each
result to reflect a 50% buffer. We provide more detail within Part 2 of this report.

6.3.

We set out a summary of the typologies tested by DSP at PDC stage for City wide modeling:
Table 6.1 Typologies Tested by DSP– City Wide
Scheme
Overall Scheme Mix
1 House
1 x 4BH
2 Houses
2 x 4BH
5 Houses
2 x 2BH, 3 x 3BH
9 Flats (including Studios)
4 x SF, 5X 1BF
9 Flats
5 x 1BF, 4 x 2BF
10 Houses
4 x 2BH, 6 x 3BH
11 Houses
5 x 2BH, 6X 3BH
15 Flats
7 x 1BF, 8 x 2BF
15 Mixed (Flats and Houses)
4 x 1BF, 4 x 2BF, 4 x 2BH, 3 x 3BH
25 Houses
8 x 2BH, 12 x 3BH, 5 x 4BH
25 Flats
9 x 1BH, 12 x 2BF, 4 x 3BF
30 Flats (Sheltered)
20 x 1BF, 10 x 2BF
50 Mixed (Flats and Houses)
8 X 1BF, 8 x 2BF, 9 x 2BF, 18 x 3BH, 7 x 4BH
75 Flats (3 - 5 Storey)
27 x 1BF, 40 x 2BF, 8 x 3BF
100 Mixed (Flats and Houses)
15 x 1BF, 17 x 2BF, 19 x 2BH, 35 x 3BH, 15 x 4BH
100 Flats (6+ Storey)
32 x 1BF, 52 x 2BF, 15 x 3BF
700 Mixed (Flats and Houses)
100 x 1BF, 100 x 2BF, 100 x 2BH, 200 x 3BH, 200 x 4BH

22

Final Report, August 2017 DSP16472

Crest Nicholson, Hyde Housing & Legal & General

December 2017

26

CIL PDCS
Consultation response on behalf of a Developer Consortium

6.4.

Using the typologies and methodology stated above, the following CIL charges are proposed for
development within City in the PDCS:
Table 6.2 Proposed Levy PDCS
Proposed
(£/sqm)
Zone 1
175
Residential – applies to C3 and C2 use classes
Zone 2
150
Zone 3
75
Purpose Built Student Housing – City Wide
City wide
250
Retail – Larger format – Retail warehousing/ Supermarkets
City wide
100
Other shopping units development
City wide
50
All other development uses
City wide
0
Source: Brighton and Hove CIL Preliminary Draft Charging Schedule (September 2017)
Use

6.5.

Location

Levy

A map showing a visual representation of the three Charging Zones can be seen below:

Source: Dixon Seale Partnership – CIL Viability Study (Final Report) 2017
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6.6.

A summary of areas falling within each Zone is as follows:
·

·

·

Zone 1: Wish A, Westbourne A, Central Hove A, Brunswick & Adelaide A, Regency, St Peters &
North Laine A, Preston Park A, Hove Park B, Queens Park A, East Brighton A, Rottingdean Coastal
A;
Zone 2: Withdean, Patcham, Hangleton C, Hove Park A, Hangleton A, Wish B, Westbourne B,
Central Hove B, Goldsmid, Brunswick & Adelaide B, Preston Park B, Hollingdean & Stanmer, St
Peter's & North Lane B, Hanover & Elmgrove, Queens Park B, East Brighton B, Rottingdean Coastal
B;
Zone 3: North Portslade, South Portslade, Hangleton B, Moulse.

6.7.

With regard to the Consortium’s specific interests, this representation focuses on the assumptions made
by DSP relevant to proposed Charging Zone 1 and 2. However, a number of our concerns relevant to
Benchmark Land Values, revenue assumptions and development costs will be applicable across the
entirety of generic modelling and should therefore be considered on this basis.

6.8.

We have split our response in respect of the DSP Viability Appraisal into three parts:
·
·
·

Part 1 - Summary of Viability Assumptions;
Part 2 - Assessment of Viability Inputs;
Part 3 – Viability Conclusion.

Part 1 – Summary of Viability Assumptions
6.9.

Savills have undertaken a detailed review of the economic viability assumptions made by DSP which
have been relied upon by the Council in support of the PDCS. We highlight the key assumptions below
and provide a further analysis in Part 2 of this representation.
Table 6.3 – Summary of DSP Viability Assumptions
Input

DSP Assumption

Consortium Opinion

Methodology & Site Make Up
Clarification as to how these sites
were selected is required to highlight
which sites form part of the adopted
Local Plan / Preferred Options. We
note that there is a significant gap
between the largest typology at 700
Typologies

As per table 6.1 above.

dwellings
typology

and
of

second

100

largest

dwellings.

In

addition, given the makeup of the
City, the Consortium would expect to
see

mixed

use

developments

including within modelling e.g. retail /
resi and office space.
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Disagree – a sliding scale is more
Gross to Net
Assumption

appropriate for sites under 700
85% (excluding City Centre) and 50% on the 700 dwelling typology.

dwellings. Clarification required as to
Gross to Net assumptions for City
Centre sites.

Market Dwellings – 15% 1 Beds, 35% 2 Beds, 35% 3 Beds and 15% 4
Housing Mix

Beds+;
Affordable Dwellings – 30% 1 Beds, 45% 2 Beds and 25% 3 Beds.

Dwelling Sizes

Studio

Affordable
(sq m)
N/A

Private
(sq m)
39

1 Bedroom Flat

50

50

2 Bedroom Flat

70

70

3 Bedroom Flat

N/A

79

2 Bedroom House

79

79

3 Bedroom House

93

100

4 Bedroom House

112

130

Disagree see Part 2 for further
details..

Clarification

sought

as

to

the

inclusion of garages within GIA. See
Part 2 for further detail.

Houses - 50 dph;
Density

Flats- 100 dph and 220 dph for 6 storey+;

Agree in principle.

Mixed - 75 dph.
Existing Use Value + Premium = Benchmark Land Value;

Viability
Methodology

Residual Land Value – Benchmark Land Value = CIL Surplus (without
buffer) (700 Dwelling Typology);

The approach is unclear and a
number of key assumptions have
been omitted. Reference Part 2 for

Residual Land Value (with CIL as fixed Cost) compared with BLV

further details.

(remaining typologies).
Agree in principle with the level of
buffer although the buffer has been
incorrectly applied and it is unclear
Viability Buffer

A 50% viability buffer is stated to have been adopted across all modelling. how the proposed levy including a
buffer supports the results of DSP’s
own modelling. Reference Part 2 for
further details.

Benchmark Land Value
BLV 1 - £500,000 per Gross Ha for Greenfield;
BLV 2 - £1.5 m per Ha for Brownfield (net to gross unknown);
Benchmark Land BLV 3 - £3.3 m per Ha for Brownfield (net to gross unknown);

Disagree – reference Part 2 for

Value

further details.

BLV 4 - £5 m per Ha for Brownfield (net to gross unknown);
BLV 5 - £10 m per Ha (net to gross unknown) land use unknown;
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Revenue

Sales Values
(Open Market)

Sales Values
(Affordable )

Zone 1

Higher Value £
per sq m
£6,500

Base Value £
per sq m
£6,000

Lower Value
£ per sq m
£5,500

Zone 2

£5,500

£5,000

£4,500

Zone 3

£5,000

£4,000

£3,500

Clarification required – reference
Part 2 for further details.

Disagree – reference Part 2 for

30 – 65% of OMV;

further details.

Development Costs
A

significant

proportion

of

purchaser’s within the City are
investors and as such higher SDLT
Acquisition
Costs

1.5% Agent’s Fee;

provisions apply. It is unclear how

0.75% Legal Fee;

DSP

SDLT at HMRC rate

additional costs within modelling,

have

account

for

these

which is particularly relevant to
flatted

schemes.

Clarification

is

sought as to this point.
Baseline Build
Costs

£1,327 per sq m (estate housing) - £2,213 per sq m (detached one off)

Clarification required – reference
Part 2 for further details.

Servicing and

1 - 500 dwellings - £4,500 per dwelling;

Disagree – reference Part 2 for

Infrastructure

500+ dwellings - £17,000 - £23,000 per dwelling.

further details.

10% of baseline costs has been made for professional fees;

Agree in principle if based on revised

5% of baseline costs has been made for for contingency.

build costs.

Professional
Fees and
Contingency

Disagree – reference Part 2 for

External Works No allowance.

further details.
Disagree – reference Part 2 for

Abnormal Costs No allowance

further details.
Further to recent increases to the
BoE base rate, a 7% rate is

Finance Costs

6.5%.

considered

more

appropriate

including exit, entry and monitoring
fees.
Developer’s

20% of Gross Development Value (GDV) for private dwellings;

Disagree – reference Part 2 for

Profit

6% of GDV allowance for affordable dwellings.

further details.

Section 106 Obligations
5 - 9 dwellings: 20% and 0% as per Written Ministerial Statement;
Onsite provision 10 – 14 dwellings: 30%;
15+ dwellings: 40% affordable housing;
Tenure Mix
Financial
Contribution

Agree in principle.

55% Affordable Rent;
45% Shared Ownership.
£3,000 per dwelling across all typologies save as to the 700 dwelling
scheme where a nil allowance has been modelled to benchmark the surplus
that could be afforded to CIL and or S106.

Disposal Costs
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Sales Agent Fee 3% of GDV;
£750 per unit legal fees;

Delivery Timescales
Construction

1 – 100 dwellings: 6 – 28 months;

Program

700 dwellings: 78 months.

Sales Program

Unknown.

Clarification is required, reference
Part 2 for further details.

Part 2 – Assessment of Appraisal Inputs
6.10. The key areas of concern at PDCS stage are summarised below:
·
·
·
·
·
·
·

Benchmark Land Values;
Viability Buffer;
Sales Values;
Baseline Build Costs;
Infrastructure Costs;
External Works & Abnormal Costs;
Developer’s Profit.

6.11. We provide more detail in the proceeding paragraphs.
Benchmark Land Values (BLV’s):
6.12. The following BLV’s have been adopted by DSP:
·
·
·
·
·

BLV 1 - £500,000 per Gross Ha for Greenfield;
BLV 2 - £1.5m per Ha for Brownfield (net to gross unknown);
BLV 3 - £3.3m per Ha for Brownfield (net to gross unknown);
BLV 4 - £5m per Ha for Brownfield (net to gross unknown);
BLV 5 - £10m per Ha (net to gross unknown) land use unknown.

6.13. BLV’s form a fundamental input within viability testing and as such it is vital that methodology and
assumptions are clearly set out. From our review of the DSP Viability Appraisal and accompanying
appendices the Consortium have the following concerns:
·
·
·
·

It is unclear how the five BLV’s ranging from £500,000 - £10,000,000 per Ha have been used to ‘set’
the proposed levy across each Charging Zone;
No evidence has been provided to support both the Existing Use Values and Benchmark Land Values
adopted by DSP;
It is unclear if the values adopted are on a net or gross Ha basis;
The methodology behind DSP’s calculation of BLV is unclear and as such it is unclear what land
owner’s premium has been assumed.
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Benchmark Land Value 1 (Greenfield)
6.14. Our reading of the DSP Viability suggests that an ‘EUV plus’ approach has been adopted for Greenfield,
BLV1. An allowance of £500,000 per gross Ha (£202,000 per gross acre) has been adopted on the basis
that Existing Use Values (EUV’s) for Greenfield sites are approximately £250,000 per Ha (£100,000 per
gross acre). Savills have reviewed the DSP Viability Appraisal and the accompanying appendices. Of
concern is that no evidence has been provided to support the Existing Use Value and resultant BLV for
Greenfield sites.
6.15. DSP state that they have relied upon additional sources of information to inform their views on EUV’s and
BLV’s, although it is not explicitly stated where supporting evidence may be found within additional
documentation. We would urge that any supporting evidence relied upon by DSP from additional sources
is summarised and tabulated within consultation documentation with the source and date of document
clearly stated.
6.16. Further, it is unclear what base value has been assumed for agricultural land value, nor has any evidence
been provided to support the resultant BLV for Greenfield at £500,000 per Ha (£202,000 per acre).
Benchmark Land Values 2-5 (Brownfield)
6.17. For Brownfield land, an allowance of £1.5m - £10m per Ha has been made by DSP, assumed to reflect
an acceptable land owner’s premium for such previously developed land.
6.18. Details of 17 no. development sites that are currently on the market have been provided by DSP23. The
majority of the evidence is for previously developed Brownfield land with the benefit of planning
permission, although we note some of the sites are being marketed with development potential only.
6.19. The evidence ranges in size from 0.004 – 5.26 Ha with asking prices ranging between £237,643 - £42m
per gross Ha, with the weighted average being £15.96m per gross Ha. No transacted land evidence has
been provided, despite sold details of several previously developed development sites within the Charging
Area being available on local agents’ websites and databases such as Rightmove Commercial.
6.20. Of key concern is that the BLV’s adopted by DSP, fall far short of the weighted average of £15.96m per
gross Ha, with the maximum BLV adopted by DSP being £10m per gross Ha, without any justification nor
additional supporting evidence. In addition, and notwithstanding the fact the figures referenced are asking
prices and may contain some buffer, they carry less weight than transacted evidence and as such the
Consortium consider that appropriate available supporting evidence has not been provided to support the
BLV’s adopted.
6.21. It is also unclear where, geographically, DSP consider it appropriate to ‘adopt’ each BLV. For example,
where within the Charging Area is £1.5m per Ha deemed appropriate as opposed to £10m per Ha. There
is a considerable difference in the range of BLV’s considered by DPS and as such the choice of BLV will
23

DSP Appendix III Market Values, Table 14a

Crest Nicholson, Hyde Housing & Legal & General

December 2017

32

CIL PDCS
Consultation response on behalf of a Developer Consortium

have a fundamental impact to the surplus afforded to CIL. It is vital that assumptions as to value, whether
that be sales or BLV’s, are clearly stated. Whilst a map based on previous work undertaken by the DVS
has been provided to outline where the three value zones are, and thus where the Charging Zones fall
are, no commentary, nor maps have been provided relevant to BLV. We would strongly urge that this is
provided which will provide much needed clarity to all stakeholders.
6.22. Further, on the basis of the above, we urge that Table 14a of Appendix III is updated to include transacted
land evidence including the full site addresses so that the corresponding Charging Zone can be identified
with a supporting commentary outlining how each sale has been used to set the BLV’s adopted and what
landowner’s premium has been applied in DSP’s calculation of BLV.
6.23. As per our earlier commentary relevant to Greenfield sites, it is unclear what landowner’s premium has
been assumed within modelling for previously developed land. Within the City, there is a shortage of
available commercial land and as such we consider that a landowner of, for example, industrial land,
would require a premium at the higher end of the range, owing to the difficulty and relocation costs
including site acquisition to relocate to an alternative commercial premises. Clarification is required as to
what premium has been assumed and what base / threshold land value this premium has been applied
to for previously developed land.
6.24. In addition, save as to BLV1, it is unclear if the remaining BLV’s are provided on a gross or net basis.
Clarification is required as to this point.
6.25. Only once the above has been clarified by DSP can the Consortium provide informed comments as to
the level of BLV’s adopted and methodology for previously developed land. The remainder of the
representation is made on this basis.
Viability Buffer
6.26. The Consortium welcome the inclusion of a 50% viability buffer within modelling. However, it is unclear
why the buffer has not been applied to the lowest surplus in each and every typology across the three
value areas. The commentary provided within the DSP report suggests that in fact the buffer has been
applied to the maximum surplus. However, upon review of the residual land value result summaries as
set out at Appendix IIa, it is unclear how the proposed buffer of 50% has been accounted for within
modelling and thus it is argued that the proposed levy does not include a 50% buffer.
6.27. Savills have reviewed the summary of residual results set out at Appendix IIa of the DSP Viability and
provide a clear summary below of the results that are relevant to the proposed levy for Charging Zone 1
and Zone 2.
Charging Zone 1
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Table 6.4 DSP BLV Key
BLV
£ per Ha
BLV 1
£500,000+
BLV 2
£1,500,000+
BLV 3
£3,300,000+
BLV 4
£5,000,000+
BLV 5
£10,000,000+
Table 6.5 DSP Residual Land Value Results (without a Viability Buffer) Zone 1
Tier 1 Sales Value
Tier 3 Sales Value
Zone 1
£5,500 per sq m
£6,500 per sq m
Proposed Levy Lowest Residual Land Value Highest Residual Land Value
Scheme
£ per Sq m without Viability Buffer £ per Ha without Viability Buffer £ per Ha
9 Flats (Studio and 1BF)
£175
£4,072,946
£6,662,239
25 Houses
£175
£5,548,625
£7,442,849
10 Houses
£175
£5,695,998
£7,640,025
11 Houses
£175
£5,863,546
£7,772,093
15 Mixed
£175
£6,034,038
£8,098,294
75 Flats (3-5 Storey)
£175
£5,691,524
£8,127,249
5 Houses
£175
£5,696,497
£8,242,572
25 Flats
£175
£5,970,252
£8,340,268
100 Mixed
£175
£6,177,624
£8,441,100
15 Flats
£175
£6,336,518
£8,749,650
50 Mixed
£175
£6,570,263
£8,923,604
9 Flats
£175
£6,006,072
£9,285,798
30 Flats (Sheltered)
£175
£6,906,645
£10,074,192
2 Houses
£175
£6,820,810
£10,551,686
100 Flats (6+ Storey)
£175
£7,108,763
£12,517,878
1 House
£175
£9,428,613
£14,463,810
6.28. It can be seen from the table above that 75% of results within Tier 3, the highest value zone, fall below
the highest BLV adopted by DSP (£10,000,000+ per Ha) when the levy of £175 per sq m is proposed
without a viability buffer. For lower value areas, the Residual Land Value (RLV’s) sit within the range
adopted for BLV 4 and 5 (£3,300,000+ - £5,000,000+) when a levy of £175 per sq m is proposed without
a viability buffer.
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6.29. When a 50% viability buffer is applied to BLV’s, the following RLV’s can be seen when the proposed levy
of £175 per sq m for Charging Zone 1 is assumed:
Table 6.6 DSP Residual Land Value Results (with a 50% Viability Buffer) Zone 1
Tier 1 Sales Value
Tier 3 Sales Values
Zone 1
£5,500 per sq m
£6,500 per sq m
Proposed Levy Lowest Residual Land Value Highest Residual Land Value
Scheme
£ per Sq m
with 50% Viability Buffer
with 50% Viability Buffer
9 Flats (Studio and 1BF)
£175
£2,036,473
£3,331,120
25 Houses
£175
£2,774,313
£3,721,425
10 Houses
£175
£2,847,999
£3,820,013
11 Houses
£175
£2,931,773
£3,886,047
15 Mixed
£175
£3,017,019
£4,049,147
75 Flats (3-5 Storey)
£175
£2,845,762
£4,063,625
5 Houses
£175
£2,848,249
£4,121,286
25 Flats
£175
£2,985,126
£4,170,134
100 Mixed
£175
£3,088,812
£4,220,550
15 Flats
£175
£3,168,259
£4,374,825
50 Mixed
£175
£3,285,132
£4,461,802
9 Flats
£175
£3,003,036
£4,642,899
30 Flats (Sheltered)
£175
£3,453,323
£5,037,096
2 Houses
£175
£3,410,405
£5,275,843
100 Flats (6+ Storey)
£175
£3,554,382
£6,258,939
1 House
£175
£4,714,307
£7,231,905
6.30. Notwithstanding the concerns raised in this report relevant to underestimation of development costs, the
table above shows that none of the hypothetical typologies within a ‘lower’ value Tier 1 would not exceed
the ‘mid’ BLV of £5,000,000+ per Ha (BL4), with only 25% of results exceeding £3,300,000+ per Ha
(BLV3). It is therefore unclear why a levy of £175 per sq m is proposed when the results of DSP’s
modelling clearly show that none of the typologies tested would support the proposed levy at £175 per sq
m.
Charging Zone 2
6.31. We have undertaken the same exercise for the results of Charging Zone 2. The table below shows the
RLV’s on a £ per Ha basis for Higher (Tier 3) and Lower (Tier 1) value tiers within Charging Zone 2:
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Table 6.7 Residual Land Value Results (without a Viability Buffer) Zone 2
Tier 1 Sales Value
Tier 3 Sales Values
Zone 2
£4,500 per sq m
£5,500 per sq m
Proposed Levy Lowest Residual Land Value Highest Residual Land Value
Scheme
£ per Sq m without Viability Buffer £ per Ha without Viability Buffer £ per Ha
9 Flats (Studio and 1BF)
£150
£2,436,657
£3,731,304
25 Houses
£150
£3,960,181
£5,601,345
10 Houses
£150
£3,750,396
£5,752,927
11 Houses
£150
£3,303,515
£5,761,692
15 Mixed
£150
£3,975,933
£5,920,591
75 Flats (3-5 Storey)
£150
£3,627,353
£6,036,302
5 Houses
£150
£3,968,075
£6,090,913
25 Flats
£150
£3,523,993
£6,152,827
100 Mixed
£150
£3,886,115
£6,406,558
15 Flats
£150
£4,317,798
£6,599,722
50 Mixed
£150
£4,264,739
£6,638,054
9 Flats
£150
£3,150,526
£6,943,988
30 Flats (Sheltered)
£150
£3,755,347
£6,994,738
2 Houses
£150
£3,647,187
£7,027,298
100 Flats (6+ Storey)
£150
£1,784,303
£7,264,798
1 House
£150
£4,377,797
£9,600,606
6.32. It is evident from the above that within Charging Zone 2, none of the typologies tested exceed BLV 5
(£10,000,000+ per Ha), with the majority of RLV’s for ‘Higher’ value Tier 3, falling in line with BLV 4
£5,000,000+ per Ha without a viability buffer. For lower value areas, approximately 90% of the results fall
in line with BLV 3 (£3,300,000+ per Ha), without a viability buffer.
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Table 6.8 Residual Land Value Results (with a 50% Viability Buffer) Zone 2
Zone 2
Tier 1 £4,500 per sq m
Tier 3 £5,500 per sq m
Proposed Levy Lowest Residual Land Value Highest Residual Land Value
Scheme
£ per Sq m
with 50% Viability Buffer
with 50% Viability Buffer
9 Flats (Studio and 1BF)
£150
£1,218,329
£1,865,652
25 Houses
£150
£1,980,091
£2,800,673
10 Houses
£150
£1,875,198
£2,876,464
11 Houses
£150
£1,651,758
£2,880,846
15 Mixed
£150
£1,987,967
£2,960,296
75 Flats (3-5 Storey)
£150
£1,813,677
£3,018,151
5 Houses
£150
£1,984,038
£3,045,457
25 Flats
£150
£1,761,997
£3,076,414
100 Mixed
£150
£1,943,058
£3,203,279
15 Flats
£150
£2,158,899
£3,299,861
50 Mixed
£150
£2,132,370
£3,319,027
9 Flats
£150
£1,575,263
£3,471,994
30 Flats (Sheltered)
£150
£1,877,674
£3,497,369
2 Houses
£150
£1,823,594
£3,513,649
100 Flats (6+ Storey)
£150
£892,152
£3,632,399
1 House
£150
£2,188,899
£4,800,303
6.33. Notwithstanding the concerns raised in this report relevant to development inputs, the table above shows
that 0% of hypothetical typologies within a ‘lower’ value Tier 1 location, would exceed the lower BLV of
£3,300,000+ per Ha based on the current assumptions adopted by DSP. It is therefore unclear why a levy
of £150 per sq m is proposed when all results of the DSP modelling show that sites in lower value areas
could not support the levy at this rate.
6.34. On the basis of the above. we would ask DSP to review the inputs in this report and their application of
the buffer so that the 50% viability buffer is ‘set’ against the lowest residual surplus, in the lowest value to
ensure that the proposed levy will not stall the delivery of a significant number of dwellings coming forward
across the Charging Area.
6.35. We would highlight that using the lowest surplus to ‘set’ the viability buffer is an approach that has been
found sound at Examination across the country and therefore reiterate that this approach is adopted by
DSP.
6.36. We note that whilst we have not undertaken the above for Charging Zone 3, but would strongly
recommend that DSP undertake the same exercise across this zone and provide the required justification
as to how the proposed levy has been set against the results set out in Appendix IIa including a 50%
viability buffer.
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Open Market Revenue
6.37. Like any Charging Area, new build sales values on a £ per sq m basis will vary depending on location,
specification, size of the dwelling and the scale of development within which the dwellings sits. The
Charging Area has been split into three geographical zones, 1 – 3, with Zone 1 being the higher value
parts of the City and Zone 3 being the lowest. The Consortium welcome the inclusion of different Charging
Zones based on value as opposed to a blanket approach.
6.38. The following sales values have been stated to have been adopted for each Zone and are based on
previous work undertaken by others:
Table 6.9 Summary of Values Stated to have been adopted (Zone 1)
Market Value Level
Lower Value
Base Value
1 Bed Flat
£108,000
£120,000
2 Bed Flat
£151,200
£168,000
2 Bed House
£170,640
£189,600
3 Bed House
£216,000
£240,000
4 Bed House
£280,800
£312,000
£ per sq m
£5,500
£6,000

Upper Value
£132,000
£184,800
£208,560
£264,000
£343,200
£6,000

Table 6.10 Summary of Values Stated to have been adopted (Zone 2)
Market Value Level
Lower Value
Base Value
1 Bed Flat
£112,500
£125,000
2 Bed Flat
£157,500
£175,000
2 Bed House
£177,750
£197,500
3 Bed House
£225,000
£250,000
4 Bed House
£292,500
£325,000
£ per sq m
£4,500
£5,000

Upper Value
£137,500
£192,500
£217,250
£275,000
£357,000
£5,500

Table 6.11 Summary of Values Stated to have been adopted (Zone 3)
Market Value Level
Lower Value
Base Value
1 Bed Flat
£121,500
£135,000
2 Bed Flat
£170,100
£189,000
2 Bed House
£191,970
£213,300
3 Bed House
£243,000
£270,000
4 Bed House
£315,900
£351,000
£ per sq m
£3,500
£4,000

Upper Value
£148,500
£207,900
£234,630
£297,000
£386,100
£5,000

6.39. We have undertaken a review of the sales data provided at Appendix III of the DSP Viability, the sample
of appraisal provided within Appendix IIa and the DSP Viability commentary at 2.5.1 and note the
following:
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·

·

·

Our review of the one appraisal provided shows that the sales values adopted within the
modelling and used to recommend the proposed levy do not match those stated to have been
adopted by DPS; and
The capital values for ‘higher’, ‘base’ and ‘lower’ stated to have been adopted within the report
do not correctly correspond with the Higher (Zone 1), Medium (Zone 2) and Lower (Zone 3) value
zones across the Charging Area on a capital value basis;
The new build sales evidence provided by DSP has not be analysed in such a way that an easy
comparison between Value Zones can be made.

6.40. The tables summarising the values per unit across the three value tier locations across each Zone
provided at 2.5.9 of the DPS Viability Appraisal, as summarised in the tables above appear to incorrectly
show capital values of £121,500 - £386,100 for Zone 3 ‘Low Value’ and a range of £108,000 - £343,200
for Zone 1 ‘Higher Value’. We ask that the DSP report is updated to show correct capital values for
corresponding zones.
6.41. Of key concern is that upon reviewing the one sample Argus Developer appraisal provided by DSP, it
would appear that significantly higher values have been modelled, values that do not reflect any of the
capital values stated to have been adopted at 2.5.9 of the DSP Appraisal. By way of example, the Argus
appraisal summary for the 700 dwelling typology for ‘lower value’ within Zone 2, at £4,500 per sq m
provided by DSP should reflect the values stated in Table 6.10 above, e.g. £112,500 for a one bedroom
flat and £292,500 for a four bedroom house.
6.42. However, it can been seen in the extract below that much higher capital values have modelled ranging
from £225,000 for one bedroom flats and £585,000 for a four bedroom house. We note that this could be
the result of an anomaly in the floor areas inputted into the Argus software, which would have vast
implications for costs and the resultant viability.
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Figure 1 – Extract Appendix IIa DSP Viability Assessment 700 Dwelling Typology, Lower Value,
Zone 2

Source: Dixon Seale Partnership – CIL Viability Study (Final Report) 2017
6.43. On the basis of the above, clarification is required as to what sales values are deemed appropriate by
DSP across the three Value Zones on both a price per sq m and capital value basis. Of greater concern
is that the tables of results summarised at Appendix IIa, used to ‘set’ the proposed levy, are in question
and will need to be updated to reflect correct floor areas and values.
6.44. We would ask that the above is addressed and that a comprehensive sample of appraisals for various
typologies and value ranges is provided for each Zone so that the Consortium can see what sales values
have been modelled across the City.
6.45. Finally, despite new build sales evidence being provided, the data has been segregated by ward. It is
therefore unclear how the evidence relates to each proposed Value Zone. In addition, it is unclear how
many new build properties have transacted at the adopted price per sq m and if the quantum of sales is
sufficient to support the value proposed for each zone. The Consortium would expect to see supporting
new build evidence for each Zone with a commentary outlining how the evidence has been used to
benchmark each value range within each Value Zone. We would therefore ask DSP to revise their
evidence and provide the required
Affordable Housing Revenue
6.46. Affordable housing is a key component of CIL viability testing. It is therefore of paramount importance that
the affordable housing assumptions are realistic and reflective of current market conditions. With this in
mind, we would highlight the impact of the 2015 Budget announcements on the affordable housing sector,
which can be summarised as follows:
·

An absolute rent reduction of 1% per annum on social and affordable rents until 2020;
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·
·
·

A Freeze on Local Housing Allowance (the housing benefit cap);
A reduction in the benefit cap to £23,000 in London and £20,000 in the rest of the Country, from
the current £26,000; and
The abolition of Housing Benefit for under- 21’s and the end of Social Rents for Local Authority and
Housing Association tenants who earn more than £30,000 (£40,000 in London).

6.47. The impact will vary depending on the tenure split prescribed by the Local Planning Authority, as only
social and affordable rental products are affected. However, it is clear that the effects of the above
measures can still be seen in the market today and affordable rental values remain depressed.
6.48. DSP acknowledge the above changes to the market and state that research has been undertaken to
support the affordable values adopted and that as a result, values of between 30% and 65% of market
value have been adopted for affordable tenures modelled on a 55% rented and 45 intermediate split. We
note that supporting research has not been provided. Using the percentages of market value we assume
that the following values have been adopted:
Table 6.12 – Affordable Values Adopted by DSP
Affordable Rent £ per sq m
Zone
(£ per sq ft)
1
£1,650 - £1,800 (£152 - £167)
2
£1,250 - £1,650 (£116 - £152)
3
£1,050 - £1,500 (£98 - £139)

Intermediate £ per sq m
(£ per sq ft)
£3,575 - £3,900 (£332 - £362)
£2,925 - £3,575 (£272 - £332)
£2,275 - £3,250 (£211 - £302)

6.49. We would ask DSP to confirm that our understanding of the values adopted as set out above is correct.
6.50. With regard to methodology, we would note the method that has been adopted by DSP applies a discount
to market value, which given the quantum of affordable housing on larger sites is neither accurate nor
sufficiently robust. We would either suggest that the RICS guidance note on the “Valuation of Land for
Affordable Housing” is used or that DSP approaches a selection of local RPs to offer a more informed
view.
6.51. We would also ask DSP to clarify if their modelling for affordable rented products reflects the level of
developer subsidy required when rents are capped at LHA in line with local policy. Clarification is sought
as to this point.
Section 106 Financial Contributions
6.52. As mentioned in Section 4, the Consortium would ask for further detail on the anticipated Section 106
contributions to be sought by BHCC to ensure that a realistic figure is included in the viability
assessments. Given the scale of larger typologies tested, any increase to anticipated S106 contributions
will have a fundamental the impact to viability.
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Dwelling Sizes
6.53. The following floor areas have been adopted which are in line with the Nationally Described Space
standard:
Table 6.13 – Dwelling Sizes adopted by DSP
Type
Studio
1 Bedroom Flat
2 Bedroom Flat
3 Bedroom Flat
2 Bedroom House
3 Bedroom House
4 Bedroom House

Affordable (sq m)
N/A
50
70
N/A
79
93
112

Private (sq m)
39
50
70
79
79
100
130

6.54. We have reviewed the DSP Viability Appraisal and are unable to find any evidence of assumptions relating
to the inclusion of garages for the open market housing. This is important as CIL is chargeable on the
GIA of the development, which by definition includes garages. Any increase in the overall sales value of
a new build house with a garage is generally off set by the cost of building the garage, and in some cases
a garage will not add any value to the property, but instead only improve its marketability. Therefore the
CIL liability of a garage will have a negative impact of the viability of the development.
6.55. We would therefore ask that DSP confirm what allowance, if any, has been made for the provision of
garages. Failure to include a suitable allowance for garages in the Viability Appraisal could subsequently
result in an over-estimation of the site’s capacity to support a CIL rate.
6.56. In addition, clarification is sought as to if policy requirements for developer’s to provide 5% - 10%
wheelchair housing has been incorporated into modelling. In the Consortium’s experience, this typically
requires space standards to be increased by circa 30%. The required increase to floor areas will have a
significant impact to overall development costs and viability. As such, it is vital that the necessary
increases to floor areas are accounted within modelling. Clarification is sought as to this point.
Housing Mix
6.57. The mix adopted assumes 50% 3 and 4 bedroom homes for market housing. Based on their experience
in delivering developments across the City, the Consortium would highlight that due to site size and make
up, the majority of development coming forward is for flatted schemes and not mixed flats / houses or
houses. As such, the mix delivered for such sites should be weighted towards 1 and 2 bedroom flats. We
would ask DSP to have regard to the results of flatted schemes within residual results to ensure that the
proposed levy is set against the lowest surplus for flatted schemes that include a mix weighted towards 1
and 2 bedroom dwellings.
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6.58. With regard to affordable housing, the assumed mix includes 25% 3 bed dwellings which is not
appropriate for a Shared Ownership tenure which by nature would not be a product for first time buyers
who will purchase smaller dwellings due to affordability of capital values. We ask DSP to update their mix
accordingly.
Construction and Sales Timescales
6.59. Construction and sales timescales, in addition to cash flow assumptions within modelling, will have a
detrimental impact on the apparent viability of a development site, and is of particular relevance to larger
sites where phasing is relevant.
6.60. A construction period of between 6 and 24 months has been assumed for typologies of between 1 – 100
dwellings. For the higher end of the range the timescales would reflect a delivery rate of 4 dwellings per
month which is considered to be reasonable.
6.61. However, of concern is that there is no mention of the sales periods adopted for any of the typologies.
We urge clarification as to this point.
Development Costs
Baseline Construction Costs
6.62. It is vital that the baseline build cost data accurately reflects current market sentiment and is reflective of
the actual costs incurred by developers. This is important as the build cost data forms the basis of other
development costs within the DSP Appraisal such as professional fees, finance and contingency.
6.63. Our review of the DSP Viability Appraisal and Appendix I has the raised the following concerns:
·

·
·

It is unclear what baseline build costs have been adopted as the stated figures within the report do
no correspond with those in Appendix 1. Without sight of the appraisals we are unable to see what
cost has been modelled;
‘Median’ BCIS figures have been adopted which goes against advice from BCIS which advocates the
‘mean’ figure should be used to determine average build costs for estate housing;
The baseline build costs adopted are lower than expected;

6.64. With reference to Appendix I of the DSP Viability, the following build costs are stated to be have adopted
with the following adjustments for scale:
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Table 6.14 Baseline Build Costs Adopted by DPS
Development Type

Typology

Adjusted* BCIS
Median (average of
Brighton and Hove)

Mixed Developments (Houses and Flats)
N/A
£1,360
One Off Detached Generally
1- 3 dwellings
£2,213
Estate Housing Generally
1-10 dwellings
£1,513
Estate Housing Generally
11+ dwellings
£1,327
Flats - Generally
11+ dwellings
£1,547
Flats - Generally
1 - 10 dwellings
£1,473
Flats 3 - 5 Storey
N/A
£1,535
Flats 6+ Storeys
N/A
£1,999
*assumed to be adjusted BCIS and not baseline BCIS data– clarification sought

Adjustment
Unknown
+14%
+14%
None
None
-5%
None
None

6.65. We would firstly highlight that the figures stated above as per Appendix I, do not correspond with those
stated to have been adopted within the DSP Viability report24. Without sight of the development
appraisals, we are unable to ascertain what build costs have been adopted. We have assumed those
above have been adopted and our comments below are made on this basis. Clarification is sought as to
this point.
6.66. The Consortium welcome the uplift applied to smaller developments which is supported by the report
prepared by BCIS on behalf of Federation of Small Businesses which compares the cost of building
dwellings as part of large and small housing developments. The report dated August 2015 concludes that
an adjustment of +14% should be applied to smaller housing schemes of under 10 dwellings, -5% for
smaller flatted schemes and +6% for mixed developments. Whilst we note that adjustments to BCIS data
have been made by DSP as per the BCIS report, it is unclear if a 6% increase has been applied to BCIS
figures for mixed development. Clarification is sought as to this point. As the BCIS research report is now
some 24 months old and we note that the BCIS all in Tender Price index has increased by 16.35% since
the report was published, the cost gap between delivering smaller developments and those in excess of
10 dwellings may have increased. It is the Consortium’s opinion that construction delivery cost base has
increased significantly over the past 24 months and despite up to date BCIS date being used, the cost for
delivering smaller developments in the current market may be more than +5%.
6.67. The Consortium have a vast amount of experience in delivering a wide range of typologies sizes across
the Charging Zone and as such, they are concerned that the adjustment of +5% to flatted schemes results
in a build cost that is too low in the current market. It is the Consortium’s experience that build costs can
range from between £2,000-£3,000 per sq m for houses and £2,500 - £3,500 per sq m for flatted schemes.
As a result, we would ask that DSP undertake research to sense check BCIS costs against delivered
schemes within the Charging Area.

24

DSP Viability Report, page 43, figure 9.
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Infrastructure Costs
6.68. On site infrastructure costs cover the provision of drainage, services and utilities, in essence, the
infrastructure required to deliver a serviced housing parcel. Such costs will have a fundamental impact to
the surplus afforded to CIL, as such it is vital that cost assumptions are supported with a robust evidence
base, or in the absence of this, are based on available guidance. The Consortium have the following key
concerns:
·
·
·
·

No evidence has been provided to support the infrastructure costs adopted;
The allowance of £4,500 per dwelling for sites under 500 dwellings is an underestimation of the
likely servicing costs;
No allowance for externals works has been made;
No allowance for abnormal costs has been made.

6.69. There is very little commentary within the DSP Viability Appraisal surrounding the cost allowances made
for servicing and infrastructure, sometimes referred to as ‘site opening up costs’. From our review of
Appendix I, we understand that an allowance of £4,500 per dwelling has been made with an allowance
of £17,000 - £23,000 for typologies in excess of 500 dwellings.
6.70. In order to provide justification for an increase in site works, we have sought to obtain information on site
works / infrastructure costs from a number of development sites across the Country. These are
predominantly Greenfield large scale developments. Our evidence is for sites of 200 units or more and
shows a range in infrastructure costs from £7,000 to £39,879 per plot, providing an overall average of
£20,821 per plot. What is of interest is how significantly the infrastructure requirement varies, which is
due to site specifics. Due to this variation, it is crucial that the assumption on infrastructure costs is not
underestimated as this will have a significant impact on site viability and, if underestimated across the
City, housing supply will be severely compromised.
6.71. We include below our nationwide evidence for infrastructure costs:

Crest Nicholson, Hyde Housing & Legal & General

December 2017

45

CIL PDCS
Consultation response on behalf of a Developer Consortium

6.15 Savills Evidence on Infrastructure / Site Works
Number Region

Local Authority

£ per unit

Scheme
Enabling &
Abnormals
200 – 500 Dwellings
1
SW
2
SW
3
WM
4
SE
5
EE
6
WM
AVERAGE
501 – 1,000 Dwellings
7
SE
8
SE
AVERAGE
1,001+ Dwellings
9
EE
10
EE
11
SW
12
EE
13
SE
14
EE
15
SE
AVERAGE
AVERAGE (ALL)

Scheme
Mitigation Total Site Works
(S. 106)

Exeter City Council
South Hams District Council
Wychavon
Basingstoke & Deane
Babergh District Council
Stafford Borough Council

£22,302
£16,738
£25,823
£17,571
£30,743
£7,000
£20,029

£6,854
£5,225
£3,288
£18,606
£11,337
£7,190
£8,750

£29,156
£21,963
£29,111
£36,177
£42,080
£14,190
£28,779

Hart District Council
Horsham District Council

£17,630
£30,145
£23,888

£10,213
£18,127
£14,170

£27,843
£48,272
£38,058

Daventry District Council
Peterborough City Council
Taunton Deane Borough Council
Cambridge City Council
Cherwell District Council
Chelmsford City Council
Winchester City Council

£22,163
£18,476
£39,879
£10,104
£14,628
£16,645
£22,476
£20,624
£20,821

£14,977
£17,097
£2,715
£17,741
£16,679
£28,594
£18,844
£16,664
£13,166

£37,140
£35,573
£42,594
£27,845
£31,307
£45,239
£41,320
£37,288
£33,987

6.72. On the basis of the above evidence, on behalf of the Consortium, we would urge DSP to adopt at least
£20,000 per dwelling for sites of 200 dwellings+, in addition to appropriate allowances for abnormal costs
and external works.
External Works
6.73. In addition to construction and infrastructure costs are the external costs associated with soft and hard
landscaping, such as pathways, hedgerows, trees and planting and car parking provision. Of key concern
is that no additional allowance has been made for external works.
6.74. External costs will vary from site to site and can usually only be accurately determined when the likely
built form is known. However, given our industry experience, we would expect an allowance of
approximately 10 – 15% to BCIS baseline build costs within modelling. We would therefore urge DSP to
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make an allowance for such costs which, for larger sites, will have a significant impact to the residual land
value and surplus afforded to CIL.
Abnormal Costs
6.75. Abnormal costs capture the impact of additional development costs such as archaeological investigation,
water diversion, ground remodelling and stabilisation and pumping stations, which may be required on
both Brownfield and Greenfield sites. DSP make no allowance for these works within the Viability
Appraisal. We therefore urge that an appropriate allowance is modelled either within a combined cost per
dwelling for infrastructure or as a standalone development cost.
Developer’s Contingency
6.76. Whilst a 5% contingency has been allowed within the generic modelling, it has been calculated against
the sum of the construction costs. No contingency has been assumed for other development costs such
as fees, servicing and infrastructure. We would strongly disagree with this approach and advocate that a
5% contingency is applied to wider development costs, inclusive of infrastructure.
Profit
6.77. DSP state that a range of between 17 – 20% of GDV for open market housing and 6% of GDV for the
affordable has been adopted, although without sight of the appraisals we are unable to ascertain what
level within the range has been applied to each typology. In practice, the combined allowance would
usually reflect around 17.5% of GDV blended.
6.78. We would refer to the briefing note publication attached at Appendix 3, entitled ‘Developer Profit –
Competitive Return to a Willing Developer’ which was produced in March 2017 by Savills, in conjunction
with the Home Builders’ Federation.
6.79. The evidence in the publication indicates that the minimum profit level used within viability testing should
be the minimum KPIs (the hurdle rates) indicating a Site Level Net Margin of 20% - 25% on GDV, blended
across all tenures, subject to also achieving a minimum site level hurdle rate of 25% Return on Capital
Employed (ROCE).
6.80. Brownfield development sites inherently carry more risk owing to the higher degree of risk associated with
unknown costs such as remediation. As such developer’s will seek higher returns when purchasing such
sites. Where a mixed use development incorporating office or retail space is proposed, there is increased
risk associated with securing pre-lets for commercial uses.
6.81. As a consequence of the above and given the majority of the City and land coming forward across the
plan period will be previously developed land, we would advocate than a minimum allowance of between
20 – 25% of Gross Development Value is assumed. This range is reflective of the complexity of the
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project, scale and embedded sales risk and we consider this to be reasonable in the current market
conditions for previously developed land.
Planning Promotion Costs
6.82. The cost of promoting a site through the planning process can be considerable, especially for sites in
excess of 50 dwellings. We note that no allowance has been made for such costs within the modelling.
Particularly for medium and larger sites, it is vital that the promotion costs accurately reflect the actual
costs incurred associated with promoting a site through the planning process through to delivery. This will
include professional planning consultancy fees, application fees and Appeal costs.
6.83. On this basis, we would ask DSP to adopt the figure recommended by the Harman Report (2012) which
states professional fees can rise to 20% for more complex multi – phase sites.
Part 3 – Viability Conclusion
6.84. There are a number of assumptions made within the DSP Viability Appraisal that cause concern and there
a number of areas that require clarification. On behalf of the Consortium, we would advocate that the
following points are addressed before a CIL levy is recommended;
·
·
·
·
·
·

It is unclear how the five BLV’s ranging from £500,000 - £10,000,000 per Ha have been used to ‘set’
the proposed levy across each Charging Zone;
No evidence has been provided to support both the Existing Use Values and Benchmark Land Values
adopted by DSP;
The methodology behind DSP’s calculation of BLV is unclear and as such it is unclear what land
owner’s premium has been assumed;
No evidence has been provided to support the infrastructure costs adopted;
The allowance of £4,500 per dwelling for sites under 500 dwellings is an underestimation of the likely
servicing costs;
No allowance for external works nor abnormal costs has been made.

6.85. In addition, whilst the Consortium welcome the inclusion of a 50% viability buffer within the modelling, it
is unclear why the buffer has not been applied to the lowest surplus in each and every typology across
the three value areas.
6.86. On the basis of the above, we would urge that all of the above points are addressed and we would
advocate that a robust sample of appraisals is provided detailing full cash flow assumptions. In summary,
the Consortium need to understand more about the assumptions made and the subsequent evidence
base relied upon by DSP before they can provide more detailed comments as to the level of proposed
CIL. The Consortium are hopeful that the Council and DSP will take on board such comments and work
with the Consortium to ensure that the levy proposed is supported by appropriate available evidence.
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6.87. We would highlight that the highest value charging zone, Zone 1 falls within an area where there are a
number of complex mixed use development coming forward and as such, a cautious approach to viability
testing is considered even more important.
6.88. Please note that the advice provided on values is informal and given purely as guidance. Our views on
price are not intended as a formal valuation and should not be relied upon as such. They are given in the
course of our estate agency role. Any advice in this report or the attached documents is not in accordance
with RICS Valuation – Global Standards 2017, or any subsequent edition and neither Savills nor the
author can accept any responsibility to any third party who may seek to rely upon it, as a whole or any
part as such.
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7.

Effective Operation of CIL
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7. Effective Operation of CIL

CIL Operation
7.1.

Despite the narrow scope of the examination, we urge BHCC to make clear at the earliest opportunity,
the supporting documentation needed to operate CIL and to make it available for consultation. Practically,
this needs to be done as soon as possible, so that participants and stakeholders are able to comment on
the effective operation of CIL. Whilst this supporting information is not tested at examination, this
information is critical to allow for the successful implementation of CIL and to demonstrate that the CIL
has been prepared positively and supports sustainable development.

7.2.

The documentation should include:
·
·
·
·
·

7.3.

Guidance on how to calculate the relevant chargeable development/level of CIL
Guidance on liability to pay CIL/Appeals process
Policy for payments by instalments
Approach to payments in kind
Guidance on relief from CIL and a policy on exceptional circumstances for relief from CIL

The PDCS touches on some of these points in the commentary text. Further comments on a selection of
these points are provided in this section.

Relief
7.4.

With regard to Discretionary Relief and Exceptional Circumstances Relief we note that BHCC does not
comment on whether the relief will be offered and instead invites comment on the prospect of doing so.
BHCC has stated that it will consider the implementation of these measures before adoption of the CIL.
The Consortium would strongly suggest making the discretionary reliefs available, particularly relief for
exceptional circumstances. The Consortium would recommend that this is clarified at Draft stage and
encourage the Council to offer an exceptional circumstances relief policy as part of the emerging CIL.

7.5.

There is clearly no detriment arising from the Council making available such reliefs within policies as part
of its Charging Schedule, as the Council will still retain control over the application of the policies. There
are strict tests surrounding the availability and applicability of Exceptional Circumstances Relief. It would
therefore only be applicable to those schemes that can justify the need for it and meet those strict tests.

Instalments Policy
7.6.

Our Clients are concerned that BHCC has not published an Instalments Policy however we welcome the
opportunity to comment on the principle of providing one at this PDCS stage. The principle of an
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instalments policy is welcomed as it is important that the timing of delivery of development is considered
to ensure that the CIL does not put unnecessary pressure on cash flow and viability.
7.7.

Ultimately, developer cashflow is an important consideration, notably in respect of upfront infrastructure
costs typically associated with strategic development. The Instalment Policy should aim to reflect, as
closely as possible, the timing of delivery of the development, to ensure that the CIL does not put
unnecessary pressure on cashflow and viability. With this in mind, the Consortium suggests the
instalments proposed reflect the length of the consent granted, with equal instalments due annually post
commencement of development. For example, if a scheme is granted a 5 year consent, 20% of the CIL
tariff should be due annually for the 5 consecutive years post commencement. This is particularly
applicable to those consents with CIL liabilities over £500 001.

7.8.

For schemes with smaller CIL liabilities we suggest the following thresholds as a starting point:

Table 7.1: Recommended Instalments Policy
CIL Liability

Number of Instalments

Payments

Up to £25,000

1

Full payment within 120 days of commencement

£25,001 - £100,000

2

120 days after commencement 50%
240 days after commencement 50%

£100,001 - £250,000

3

120 days after commencement 20%
240 days after commencement 40%
360 days after commencement 40%

£250,001 - £500,000

4

120 days after commencement 10%
240 days after commencement 30%
540 days after commencement 40%
720 days after commencement 20%

Greater than £500,001

6

10% of the development completed – pay 10%
20% of the development completed – pay 10%
30% of the development completed – pay 10%
40% of the development completed – pay 10%
50% of the development completed – pay 10%
60% of the development completed – pay 10%
70% of the development completed – pay 10%
80% of the development completed – pay 10%
90% of the development completed – pay 10%
95% of the development completed – pay 10%

7.9.

We believe that there should be an overriding mechanism which, in certain situations should the CIL
payments threaten the viability, and thus the deliverability of the scheme proposed, can be negotiated
and agreed on a one-to-one basis. This is in line with the PPG which states:
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“An instalment policy can assist the viability and delivery of development by taking account of financial
restrictions, for example in areas such as development of homes within the buy to let sector. Few if any
developments generate value until they are complete either in whole or in phases.”25
7.10. The CIL Regulations now allow for Payment in Kind through the provision of infrastructure. However,
there remain notable deficiencies in the operation of CIL, caused primarily by the CIL Regulations, which
places BHCC and the development industry in a difficult position.
Payment in Kind
7.11. The scope to reduce the CIL liability via utilisation of Payment in Kind is therefore restricted to those items
of infrastructure which are not required to mitigate the impact of a development, which for strategic sites
would exclude most (if not all) site-specific and ‘scheme mitigation’ infrastructure.
7.12. Payment in Kind is therefore not a credible option, which further emphasises the need to ensure that the
Regulation 123 List does not include any items of infrastructure intended to be delivered through Section
106 agreements on strategic sites.
Reviewing CIL
7.13. The CIL Guidance states that charging authorities ‘must keep their Charging Schedules under review’26
to ensure that CIL is fulfilling its aim and responds to market conditions. The Consortium therefore
requests that regular monitoring is undertaken by BHCC to ensure that any detrimental impact of CIL on
housing delivery is noticed promptly and remedied. A review period of between 2-3 years from adoption,
or sooner if there is a substantive change in market conditions or Central Government policy, should be
publicly committed to by BHCC.
7.14. As outlined in Section 3, there are clearly some imminent changes to CIL which would necessitate a
review should BHCC pursue CIL ahead of the intended publication of the changes.

25

Paragraph 055 Reference ID: 25-055-20140612, Planning Practice Guidance, revision date 12 June 2014

26

Ibid. Paragraph 044, Reference ID 24-044020140612, CIL Guidance (2014)
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8.

Conclusion
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8. Conclusion

8.1

This representation has been prepared by Savills on behalf of a Developer Consortium. As set out at the

start of this representation there are four key tests the charging schedule must pass at Examination:
1. The charging authority has complied with the required procedures set out in part 11 of the Planning
Act 2008 and the CIL Regulations;
2. The charging authority’s draft charging schedule is supported by background documents containing
appropriate available evidence;
3. The proposed rate or rates are informed by and consistent with, the evidence on economic viability
across the charging authority’s area; and
4. Evidence has been provided that shows the proposed rate (or rates) would not threaten delivery of
the relevant Plan as a whole
8.2

The key tests outlined above demonstrate the assessment of planned development and its viability is an
inherent test of the Examination. The Consortium’s concerns relate to the timing of the CIL, a number of
assumptions used in the viability assessment, and whether an adequate enough buffer has been applied
in setting the CIL rate, based on the available evidence and strong need for new homes in the City.

8.3

In assessing the Council’s evidence, Savills has recreated as closely as possible, the DSP appraisal
model. Whilst some of the inputs used by BHCC are reasonable, a number of the fundamental
assumptions are challenged.

8.4

The evidence provided in these representations clearly demonstrates the shortcomings in the viability
evidence which we consider will impact upon the proposed CIL residential rates.

8.5

The Consortium strongly urge BHCC and the appointed viability consultants DSP to review the viability
evidence and CIL Charging Schedule and in so doing we advocate a thorough review of both the
methodology and assumptions used. Once the viability work has been reappraised we believe there are
grounds to amend the Charging Schedule to reflect the situation as it relates to key sites and the City
Centre area.

8.6

Notwithstanding the concerns expressed above in relation to the published charging schedule and
associated evidence base, for those reasons set out in Section 3, we encourage the authority to pause
work on their emerging charging schedule in light of the Autumn 2017 Budget and its confirmation that
the Government will shortly be consulting upon a range of measures. The measures identified will
systematically change the approach to rate setting alongside altering the evidence required to support a
charging schedule through the Examination process. Given the early stage of BHCC’s charging schedule,
it is suggested that work is halted on the next stage, the Draft Charging Schedule, until such a time as
the outcome of the CIL Review is known.
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Appendix 1 – List of Documentation
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Appendix 1 - List of Documentation

General
Community Infrastructure Levy Guidance, DCLG (2014), Planning Practice Guidance Website
Community Infrastructure Levy Regulation (2010) (as amended)
National Planning Policy Framework, DCLG (March 2012)
Planning Act (2208) (as amended)
Viability Testing Local Plans – Advice for Planning Practitioners, Local Housing Delivery Group Chaired by Sir John
Harman (June 2012)
CIL – Getting it Right, Savills (UK) Ltd (January 2014)
Developer Profit, Savills (UK) Ltd (October 2014)
Brighton & Hove City Council
Brighton & Hove City Council CIL, Preliminary Draft Charging Schedule (September 2017)
Relevant evidence base includes:
Subject

Study

Housing

Strategic Housing Land AvailabilityCompleted in May 2009; updated in March 2011,
Assessment
December 2012 and September 2013.

Housing

Strategic Housing Market Assessment Completed in May 2008; to be updated in 2014.

Housing

Housing Requirements/Needs Studies

Housing

Housing Requirements Study (Duty to
Completed May 2013 Updated May 2014.
Cooperate)

Housing

Assessment of Affordable Housing
Completed in December 2012.
Need

Retail and Leisure Hotel Futures Study

Status

Completed in July 2011, updated October 2012 and by
Subsequent papers.

Completed in March 2007.

Environment
Health

and Open Space, Sport and Recreation
Completed in May 2009; updated in March 2011.
Study

Environment
Health

and

Viability

Green Infrastructure Network

Completed in May 2009.

Affordable Housing Viability Study

Study completed in December 2007; updated in April
2012.
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Viability

Costs of building to the Code for
Completed in September 2013.
Sustainable Homes

Viability

Viability Testing Strategic Sites

Completed in March 2012.

Viability

Combined Policy Viability Study

Completed in September 2013.

Source: Brighton and Hove Local Development Scheme 2014-2017 (2014
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Appendix 2 – CIL Getting it Right, Savills
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Executive Summary
The level of return required by a willing developer needs to have regard to the scale and complexity of the project
in question, its cash efficiency, the scale of investment required and the embedded sales risk. Returns need to be
set at a level which supports existing business models, stimulates new entrants into the housing market and
which do not act as a barrier to entry to smaller less efficient companies. With no new entrants of scale into the
housing market over t
returns are not adequate for the risks involved.

In all cases developer margin is essentially split into three components with Net Operating Margin, overheads
and finance needing to be considered in order to derive a gross hurdle rate. This is more easily explained as
follows:

Figure 1

Understanding Gross Margins

Operating Margin
Overheads
Site Level Net Margin
Finance
Gross Margin
Source: Savills

Establishing the correct Site Level Net Margin for incorporation into residual land value calculations used during
development viability discussions is key to ensuring the continuation of a robust and sustainable residential
development industry.

Our analysis indicates that Operating Margin targets for housebuilders across the economic cycle are 15-20% on
Gross Development Value (GDV). Overheads vary significantly (5% - 12%) depending on the scale and type of
developer. For the purpose of our analysis we have used an average of 8% on GDV and, after adjusting for site
specific finance the resultant suggests a Site Level Net Margin target of 20

25% of GDV. It should be noted that

this does not take account of any exceptional items or planning costs associated with the promotion of strategic
sites. Similarly it does not take in to account the cost of securing and promoting unsuccessful sites, which
developers have to cover centrally. This figure could subsequently be higher for certain types and scale of
development, such as high capital projects in London and provincial City Centres.
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Also, in most cases, Return on Capital Employed (ROCE) is considered to be an equally important indicator,
particularly on large capital intensive schemes. A target ROCE needs to be achieved alongside the Site Level Net
Margin of 20-25% on GDV. This means that the minimum KPIs used within viability testing (the hurdle rates)
should be a Site Level Net Margin of 20% - 25% on GDV, blended across all tenures, subject to also achieving a
minimum site level hurdle rate of 25% Return on Capital Employed (ROCE).

March 2017

3

Residential Development Margin
Competitive Return to a Willing Developer

Introduction
The Savills Community Infrastructure Levy (CIL) team has a national mandate from the Home Builders
Federation (HBF) to prepare CIL representations, attend Examination Hearings and offer CIL consultancy advice
across the country. Savills is the only consultancy firm to have a team of this scale solely focused on CIL advice;
making the CIL team a market leader.

The CIL team has been involved with all stages of the CIL process (both pre- and post-implementation) offering
advice to landowners, housebuilders, developers and local authorities. Since its inception, the CIL team has
submitted over 250 separate representations and formed over 100 local housebuilder and developer
consortiums.

We are therefore well placed to observe trends in the emerging viability work and subsequent CIL examinations.

Purpose
The purpose of this Briefing Note is to present evidence of what represents a competitive return to a willing
developer, t

policy priority to stimulate new entrants into the housing market,

support the SME sector and to build one million homes during the course of this Parliament.

Please note that this report is based on research and publically available data compiled in the period January
2016 - February 2017.
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Definitions
The following definitions will be referred to throughout the report:

Description

Calculation

Target
Percentages

Gross Development Value (GDV)

= Total Development Receipts (Turnover)

n/a

Operating Profit (£)

= Turnover less All Development Costs (Excl. Cost of

n/a

Debt) - Overheads
Operating Margin

= Operating Profit (as a % of GDV)

Gross Profit (£)

= Operating Profit + Overheads

n/a

Gross Margin

= Gross Profit (as a % of GDV)

23% to 28%

Site Level Net Margin (% of GDV)

= Minimum profit margin, or hurdle rate, required to
allow the development to commence

Return

on

Capital

Employed

15% to 20%

20% to 25%

1

= Site Level Net Margin divided by annualised

(ROCE)

cumulative funds employed (including overheads)

Overhead (%)

The level of overhead required by a home builder (of

Min. 25%

5% to 12%

any size) to undertake residential development (NB:
In addition to normal overheads many housing
developers include the cost of directly employing
design managers, buyers and surveyors within their
cost of overheads).

1

It should be noted that this figure excludes finance costs. For the purpose of CIL and viability testing, industry practice is to
use ARGUS Developer or similar modelling tools that include a developer margin separately to the finance rate. For the
purpose of our analysis, we therefore make recommendations in relation to the net site margins as finance will be charged in
addition.
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Development Margin
Policy Background
1.1

The NPPF states that to ensure viability developments should provide competitive returns to a willing land
2

owner and willing developer .

1.2

A competitive return to a developer is one that provides a sufficient return for the developer to continue a
successful and resilient business through the economic cycle; taking account of the risk profile of the
business and its development programme, within the current policy environment.

1.3

The Government has a strong housebuilding agenda. It started with the aspiration to deliver 1 million
homes over the course of the Parliament. In the first year of Parliament the 189,000 new homes delivered
fell just short of the 200,000 homes per year average required (Figure 2). Subsequently, Government
ministers have stated that delivery of 225,000 to 275,000 homes per year is needed. To achieve this,
continued expansion of the housebuilding sector is required. Expansion of output by Small and Mediumsized Enterprises (SMEs), including new entrants, is an essential part of the route to building more homes.
The steep decline in output from SMEs since the 2008-09 downturn is still holding back housebuilding, as
shown in Figure 4.

Figure 2

Housebuilding and planning permissions in England
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Source: DCLG, Glenigan (Please note that the total planning permissions figure includes those
applications submitted by non-housebuilders (i.e. land promoters, Local Authority).

2

NPPF, Communities and Local Government. Para 173. March 2012
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1.4

Expansion will require additional financial investment. A necessary condition of the financial investment
required across both new entrants and existing developers is that developer margins and the return on
capital employed are seen by those in the capital markets as being sufficiently robust and sustainable to
justify that investment. In the case of quoted national housebuilders their finance is secured at a corporate
level via capital markets. This enables them to secure competitive rates, as the majority of their business
is undertaken by way of equity rather than debt. In contrast, SMEs secure finance on a project-by-project
basis from third parties lenders at much higher rates (8-14%).

1.5

The most readily available market evidence of a competitive return is the return achieved for the
shareholders of the quoted Plc housebuilders, noting that the Top 17 House Builders accounted for 66%
3

of new home starts in Great Britain in 2016 . The Operating Margins (based on Earnings or Profit before
Interest and Tax) of the Plc housebuilders are shown in Figure 3 below.

Figure 3

Operating Margins of major housebuilders 1993

2016

Operating margin net of exceptional items, %
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Source: Thomson Reuters

1.6

It should be noted that the analysis above refers to blended margins across the business, including:

All types, size and risk profile of site;
All tenures of housing, including market sale, market rent and affordable;
The costs of securing and promoting unsuccessful sites; and
Overheads.

3

NHBC registrations as published in Housing Market Report, January 2017
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1.7

A number of viability consultants argue that a different developer margin should be applied to private and
affordable housing. However, it is increasingly common for developers to purchase land prior to securing
an offer from Registered Providers who are subject to more market risk from the current affordable
housing regime than in previous systems of funding. It should also be highlighted that even when a
Registered Provider has been secured on a site, the developer is open to risk from planning, ground
conditions, delays and abnormals. Developers will therefore review a site as a whole, adopting a blended
development margin to reflect the risk of the project in its totality.

1.8

Since the economic downturn, the average level of Operating Margin achieved has been building back to
15% to 20% which was achieved during the 2000 to 2007 period, when sector output was approaching
and then exceeding 200,000 additional homes per annum (Figure 4 and Figure 2). Only if margins are
maintained at these percentages will the required levels of investment in housebuilding be made, enabling
significant investment in new entrants and reinvestment amongst existing developers. The margin needs
to be sufficiently high to protect, or at least cushion, investors from such downturn risks as evidenced
during the 2008-2009 downturn.
Registrations by size of housebuilder compared to margin levels

Large housebuilders (500+ homes)

Medium housebuilders (101-500 homes)

Small housebuilders (1-100 homes)

Average operating margin
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Figure 4

Source: Thomson Reuters and NHBC (NB: These reported figures are after the cost of Overheads has
been deducted)
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1.9

With the number of new entrants and SMEs in serious decline (as highlighted in Figure 4), this analysis
highlights that existing and historic margins have been insufficient to stimulate a broader range of
operators into the market.
operators to be realised, the level of competitive returns secured needs to be reflective of the risk and
lending requirements of this key part of the sector.

Providers of Finance & Capital
1.10

Shareholders in the quoted housebuilders are principally institutional investors - pension funds, insurance
companies and private equity funds. They have a wide range of companies and sectors to choose from,
including retail, house building, mining, transport, energy and telecommunications, all with different risk

reducing the development capacity of the house building sector.

1.11

In the case of SMEs the profile of their finance providers is different. Given the varying covenant strength
of these companies (compared to national housebuilders) the requirements of lenders for development
funding are much stricter. SMEs will therefore be required to demonstrate sufficient site level margins to
cover the additional risk implied by their respective covenant strength. Acknowledgment of the additional
overheads and finance costs incurred by SMEs needs, therefore, to be recognised.

Market Trends
1.12

The key measures are Site Level Net Margin and ROCE associated with a cashflow that is deliverable
. For a development to be viable, all of these measures need to meet
acceptable target levels.

Gross vs. Net Margins
1.13

As illustrated in Figure 1, it is important to distinguish between site level margins and the Operating
Margin reported in house builder accounts. This is discussed in the Harman Report, which suggests that:

Overheads for house-building typically lie in the range of 5% - 10% of gross development value, with only
4

1.14

JP Morgan

(emphasis added)

5

analysis of Plc housebuilder performance for the financial years 2012 and 2013 indicates

that the average overheads of the quoted housebuilders (the difference between Gross Margin and
Earnings Before Interest and Tax) were 6.4% and 6.0% of revenue respectively, averaging 6.2%.
However, it should be highlighted that SMEs are subject to higher overheads, within the range of 5-12% of
GDV. This suggests that an average of 8% for overheads is more appropriate, which when applied to a
target Operating Margin range of 15% to 20% of revenue derives, at a corporate level, a Gross Margin of
23% to 28% of GDV.

4
5

Viability Testing Local Plans, Chaired by Sir John Harman, June 2012
UK Housebuilding, Europe Equity Research. J.P. Morgan. September 2013
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1.15

In viability testing, if delivery is not to be constrained, operating margins should be set at a level which
facilitates developers of all shapes and sizes; as opposed to a level which relies upon the efficiencies of
scale achieved solely by the larger developers.

1.16

Both Operating Margin and Gross Margin are quoted before deduction of the cost of paying interest on
debt, which at a corporate level has averaged 3-5% of GDV in recent years. Therefore the hurdle rate for
Site Level Net Margin for larger housebuilders is 20-25% of GDV. For SMEs the hurdle rate will be higher
(in the region of 25-30%) to reflect their higher project finance costs.

1.17

This is the basis of the developer margin hurdle rate that is applicable to site level development appraisals
6

calculating the Residual Land Value (RLV), in which the cost of debt is included separately .

1.18

Around this average, there will be a range of site specific development risks and therefore a range of site
level hurdle rates for developer margin. For example:

Smaller, lower density, less constrained sites are inherently less capital intensive and represent a
lower delivery risk than costlier larger sites and higher density sites. It therefore follows that smaller,
lower density site s hurdle rate will be below the corporate average. Although it should be noted that
sales risk and delivery risk are inherently different. For example, a small site with low delivery risk
can still represent a higher risk to the developer if in a high value location above the Help to Buy
thresholds. In this case the site will require a higher hurdle rate to reflect the increased sales risk.

In contrast, larger complex sites requiring up-front infrastructure delivery and protracted timescales
will be above the corporate level average. This is particularly relevant for brownfield sites where the
extent of abnormal costs (ground conditions and remediation) is largely unknown at the outset.
Furthermore, on large sites there is significantly more sales risk, as there is greater uncertainty
about the strength of market conditions over the life of the development, which is likely to include a
market downturn. Such uncertainty both in terms of cost and timings increases the risk profile and
therefore the hurdle rate required.

The variance in sales rate also needs to be considered, with the relative strength of the market
reflected in the risk profile of a site. It therefore follows that larger sites in weaker or over-supplied
markets reflect a greater risk and subsequently require a higher hurdle rate than similar sites in
stronger markets. Similarly, larger projects pose a greater sales risk as they are likely to be
developed across a property cycle introducing more uncertainty.

1.19

The above is particularly relevant for large-scale development and regeneration areas, where large upfront costs hamper the

ability to achieve the required ROCE, such that a higher margin is

necessary to reflect the additional risk. In these instances, ROCE becomes the primary hurdle rate as
highlighted by the Harman Report:

6

Refer to footnote 1
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will demand significantly higher levels of profit to achieve an acceptable ROCE than developments of a
more standard, less cash intensive nature on virgin ground. Likewise, projects with significant up-front
7

1.20

The requirements for those investing in the sector will subsequently be a minimum hurdle rate of 25%.
Although it is worth highlighting that our analysis is based on typical hurdle rates on sites across the
Country. It does not therefore reflect the additional cost and risk associated with delivering sites in
London. In this instance, different investment requirements may be sought, reflecting significantly higher
minimum hurdle rates.

Appeal Precedent
1.21

For the reasons outlined above, development margin is a key point in viability discussions and will vary
depending on a number of factors. This point has been acknowledged by a number of Inspectors at
appeals, including the following:

Land at The Manor, Shinfield, Reading

8

housebuilders who set out their net profit margin targets for residential developments. The figures ranged
from a minimum of 17% to 28%, with the usual target being in the range 20-25%. Those that differentiated
between market and affordable housing in their correspondence did not set different profit margins. Due to
the level and nature of the supporting evidence, I give it great weight. I conclude that the national

the range, is reasonab

9

Land at Lowfield Road, Rotherham

10

17.5% is reasonable for a

evidence to support this view, based on a range of sites

identified only in general terms.

The return to a developer is inevitably going to vary considerably between one development and another,
and will properly reflect the risk of a specific project. Reference has been made to a number of appeal
decisions where varying levels of developer profit have been accepted. However these other decisions
are of limited value, as much will depend on the individual circumstances of the particular site and
development.

profit, and these generally
vary between 15% and 25%. However, in general, it is reasonable to assume that on more marginal sites,
7

Ibid. p46
Ref: APP/X0360/A/12/2179141 dated 8th January 2013
Paragraph 44
10
Ref: APP/R4408/Q/14/2216976 dated 9th September 2014

8

9
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profit expectations would be higher. In this case, the developer has been very clear about the slow sales
and the reasons why the site has not been mothballed, as it otherwise might have been. This background
tends to support a figure in the

In this case, recognising the approach of this appellant to the use of in-house professional expertise, the
in the viability appraisal (22% - i.e. 15% profit and 7%
overheads) is reasonable.

11

Land between Lydney Bypass and Highfield Road

12

The Council considered that due to the improving market a profit level of 17.5% would be reasonable.
The Appellant on the other hand considered that 20% would be the minimum on which finance could be
obtained. The amount required by a developer to undertake the development is a reflection of the
anticipated risk. In this case the evidence indicates that the market is not an easy one within this part of
the country. Although the Council considered that work had started on the site with the installation of the
pumping station, I am not convinced that this would greatly reduce the risk element of the project. Whilst
the greenfield site has an attractive position with enviable views it is not within a prime location on the
edge of one of the major towns such as Gloucester or Cheltenham. Furthermore the scheme would be
carried out over a relatively long time period and this would add to uncertainty in terms of future economic
conditions.

Taking all of the above circumstances into account I consider that it is
13

figure of 20% of gross development value

Land to the North and East of Lisvane, Lisvane, Cardiff

14

A blended developer profit of 20% is appropriate in this case, noting that two appeal decisions29 (at Pinn
Court Farm and Shinfield) where the blended rate of 18.8% and 20% on gross development value (GDV)
were found to be acceptable. The attractiveness of the site to the market is acknowledged, but this is
reflected in the high GDV which has been used, which in itself introduces an increased risk if that
assumption proves to be overly optimistic. The DVS has assumed that site purchase would take place in
staged payments - this is a crude approach that fails to establish the appropriate value at the time that the
appraisal is undertaken. The rate suggested by the DVS is the same as that adopted in relation to the
adjacent, recently approved Cefn Mably Road scheme. There are significant differences between that
scheme and the appeal which is at outline stage and is much larger. These differences represent an
appreciably greater risk for a developer.

15

11

Paragraphs 31 - 34
Ref: APP/P1615/Q/14/2215840 dated 18th June 2014
Paragraphs 24 - 25
14
Ref: APP/Z6815/A/14/2224216 dated 28th August 2015
15
Paragraph 51 (v), Pinn Court Farm ref: PP/U1105/A/13/2208393
12

13
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Summary
The evidence in this paper indicates that the minimum margin used within viability testing for development sites
should be a Site Level Net Margin

16

of 20-25% on GDV, blended across all tenures, subject to achieving a

minimum site ROCE of 25%, subject to consideration of the risk profile of the scheme. Those sites with a higher
risk profile (i.e. longer term projects with significant upfront infrastructure costs and abnormals) will be at the
upper end of this range, shorter term projects with less capital intensive infrastructure are likely to fall at the lower
end.

The reference to ROCE is particularly important on large, capital intensive schemes. This needs to be achieved
in addition to the Site Level Net Margin of 20-25% on GDV. Typically, the assessment of viability is undertaken
using ARGUS Developer or a bespoke residual land value model. These include a developer margin and
normally report on IRR not ROCE. In these cases the relevant hurdle rate for site specific appraisals is an
Internal Rate of Return of at least 25%.

A number of viability consultants argue that a different developer margin should be applied to private and
affordable housing. If this is the case, then the blended margin across all tenures should equate to the hurdle rate
referred to above.

It is increasingly common for developers to purchase land prior to securing an offer from Registered Providers
who themselves are subject to more market risk from the current affordable housing regime than in previous
systems of funding. There is, therefore, a heightened risk associated with the affordable housing in addition to
increased holding and finance costs. We would also highlight that the potential for the introduction of Starter
Homes results in an additional level of risk for developers (these units being retained by the housebuilder as
opposed to being sold to a Registered Provider). Receipts from
cashflow and, to reflect this increased risk, developers will subsequently require a higher return on these units
compared to

16

affordable housing.

Please note that this excludes finance, which will be included separately in viability appraisals.
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Event Name

Community Infrastructure Levy Draft Charging
Schedule

Comment ID
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Response Date

13/06/18 15:07

Status

Submitted

Submission Type

Web

Version

0.1

1. Your details
Title
Forename
Surname
Organisation (if applicable)

The Community Stadium Limited

Address

Postcode
Email Address
2. Agent Details (if applicable)
Title
Forename
Surname
Job Title (if applicable)
Organisation (if applicable)

DMH Stallard

Powered by Objective Online 4.2 - page 1

Address

Postcode
Email Address
Telephone No.
Part B: Your Representation
Please use the space below to provide detailed comments
Please use a separate section of Part B for each representation (to follow on the next page)
It is considered that retail stores associated with Major Sporting Venues (such as the American Express
Community Stadium (as defined by City Plan Policy CP17) should be excluded from the Charging
Schedule. Such stores generate negligible footfall during normal opening hours, only becoming busy
when an event is taking place at the venue where any visit would be linked directly to use of the venue
itself. Consequently, as part of a Major Sporting Venue, it is considered that such stores have a
negligible impact on community infrastructure as trips associated with the store would have been taken
in any case (i.e. to attend sporting events, with the retail use providing a minor ancillary function).
Therefore, imposing CIL on the provision of such stores is unjustifiable. City Plan Policy CP17 recognises
the importance of Major Sporting Venues and supports proposals which secure their enhancement. It
identifies four Major Sporting Venues, the Community Stadium, County Cricket Ground, Withdean
Sports Complex and Brighton Racecourse. It is considered that imposing CIL on retail stores which
support the function of these venues will have a negative impact on securing their enhancement.
Furthermore, for reasons described above it is considered that such stores have a negligible impact
on community infrastructure. The draft Charging Schedule should be amended to include a footnote
confirming that the charge does not apply to retail stores directly associated with and ancillary to Major
Sporting Venues.
Part C: Request to be heard by the CIL Examiner
Do you wish to request the right to be heard by the CIL Examiner?
If you wish to request this right, please outline why you consider this to be necessary.
In order to set out how retail stores at sporting venues operate and therefore why applying CIL to such
developments cannot be justified.
Do you wish to make a further representation?
No
That the draft charging schedule has been submitted to the examiner in accordance with section 212 of the
Planning Act 2008.
I / We request to be notified of the above at this address in accordance with regulation 16.
Address (required)

Postcode
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