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Executive Summary 

The Brief 

Levvel has been commissioned by Teignbridge District Council to undertake an affordable 
housing economic viability study. 

The aim of the study is to enable the Local Planning Authority to produce sound, evidence-
based spatial plans with policies on affordable housing in the Teignbridge plan area to 2031, 
by providing evidence that helps the Authority understand the impact of affordable housing 
policy options (scenarios) on the viability of market-led housing development.  

Those policies should enable the area to contribute in a planned way to meeting objectives 
for increasing local affordable housing supply, without jeopardising strategic objectives for 
decent homes and increased overall supply of housing, or for creating mixed communities. 

More particularly, the study aims to provide part of the Local Development Framework (LDF) 
evidence base, through a study which provides robust and credible evidence of testing the 
impact of affordable housing on development viability on a strategic basis. 

The brief requires an assessment of the relevant costs and financial implications relating to 
house building across the District, including consideration of the Council’s requirements for 
S106/infrastructure and other planning gain requirements. 

Policy Background 

The requirement to undertake viability assessments is derived from national policy guidance 
set out in PPS3 Housing1 and the Government’s housing policy statement ‘Delivering 
Affordable Housing’2

Paragraph 29 of PPS3 sets out the requirements for the development of affordable housing 
policy. It requires that affordable housing targets should reflect an assessment of the likely 
economic viability of land within an area, taking account of risks to delivery and drawing 
upon informed assessments of the likely levels of finance available for affordable housing and 
the level of developer contributions that can reasonably be secured. 

. 

Teignbridge District Council’s current saved policy regarding affordable housing is contained 
within The Teignbridge Local Plan, adopted in 1996. The Plan relates to the district outside of 
the Dartmoor National Park. Local Plan policies H8 and H9 relate to the provision of 
affordable housing and by Direction of the Secretary of State have been saved beyond 27 
September 2007. 

 

Methodology 

In undertaking this affordable housing viability assessment, we have assessed the viability of 
a range of housing developments across the District using a residual valuation appraisal tool 
                                              

1 Planning Policy Statement 3: Housing, DCLG, November 2006 
2 Delivering Affordable Housing, DCLG, November 2006 
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of the kind recommended in the Government’s Delivering Affordable Housing statement. This 
is then used as the base for testing future cost and value scenarios using upside, middle and 
downside housing market growth scenarios during the Local Development Framework period. 
These scenarios have been derived as a result of a dynamic analysis of the housing market 
and we have considered how this might affect future values as they feed in to the economic 
viability of providing affordable housing over the life of the Core Strategy to 2031.  

In order for our analysis of viability to be dynamic it is important to understand past trends 
in order to assess how future markets might perform. While past history has its own specific 
characteristics which may be peculiar to the period in question, there are still fundamental 
principles that can suggest how markets might perform in the future. This will not inform a 
single assessment of how the market will perform but will give us the main parameters 
within which we can test possible future scenarios.  

These future assessments take account of changes to property values, inflation, construction, 
rent and land values over the same timescale.  

Our assessment is based on the viability of delivering affordable housing across a range of 
notional sites. These notional sites were selected in consultation with the Council and with 
reference to the Strategic Housing Land Availability Assessment (SHLAA) 2009 and the 
Residential Land Monitor (RLM) which the Council uses to monitor current residential 
planning applications. For the purposes of this study we have looked at a range of planning 
applications from 2005 to 2009.  

The study considered affordable housing thresholds of 15, 10 and 5 units.  

An assessment of the nature and extent of Value Areas within the District was undertaken. 
This involved desk top research using Land Registry data on achieved sales values in 
Teignbridge at a Postcode Area level for each type of property (detached, semi detached, 
terraced and flats and maisonettes) as well as extensive discussions with local estate agents. 
In addition, this information was compared to other data sources (Rightmove and Find a 
Property) to thoroughly check and confirm the values between areas and dwelling type. Five 
value areas were identified, based on the distinctions in values that are achieved between 
Postcode Areas and settlements that exist within the District.  

A 40% affordable housing target was initially assessed in all value areas. In cases where a 
non viable or marginally viable outcome was achieved with 40% affordable housing, a further 
assessment was undertaken reducing the affordable housing target by 5%. This was carried 
out down to a level of 25% affordable housing. An affordable housing tenure split of 70:30 
social rented:intermediate has been assessed and, following consultation with the Council, 
intermediate housing was assumed to be shared ownership. On some occasions a 50:50 
social rent:intermediate affordable housing tenure mix and a tenure mix containing all 
intermediate or all social rented units has also been assessed. 

Average build costs have been derived from the Royal Institution of Chartered Surveyors 
(RICS) Build Cost Information Service for Teignbridge at 17 July 2010. As a result of 
consultation with the Council, infrastructure/tariff costs ranging from £7,500 to £15,000 
have been applied per market unit. The results clearly demonstrate which level of costs per 
unit has been assumed. Actual S106 and infrastructure costs will vary from site to site 
depending upon location, proximity to existing services and the capacity of existing 
provision. Without modelling specific schemes, our policy based approach can therefore only 
provide guidance on the impact of higher levels of costs should these prove to be necessary.  

The impact upon viability of all new housing achieving the relevant Code for Sustainable 
Homes at the relevant date of introduction has been assessed as detailed in Section 4 of this 
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report. Further additional costs have also been assumed in relation to the delivery of 
developments to Lifetime Homes Standards, again these costs are set out in detail in Section 
4 of this report.  

Schemes have been assessed using nil Social Housing Grant (SHG) as the default. When 
sensitivity testing, in certain circumstances, we have assumed SHG is available at three 
potential amounts per unit based on the form of affordable tenure. The grant per unit 
amounts that have been applied for some of the sensitivity testing is set out in section 4 of 
the main report. In addition, Appendix 7 to the main report looks in detail at more precise 
levels of public subsidy that may be required in the short, medium and long term to achieve 
viability at 40% affordable housing.  
 

Land Value Assumptions 

It is essential to establish a baseline to determine at which point land will come forward for 
development. In order for this to happen residual land values must exceed existing or 
alternative uses of the site.  

All schemes have been tested against two key assessments of viability. The first is data 
regarding land values in the area. In order to inform the land values that will be used as our 
first assessment of viability Levvel has: 

• had regard to Valuation Office Agency Data regarding land values; 

• sought feedback from stakeholders through the stakeholder engagement 
process;  

• engaged Thornes Chartered Surveyors and Estate Agents to provide information 
on land values and recent land transactions undertaken in the District.  

Our second test of viability examines the relationship between residual land value and gross 
development value. This assists in ‘future proofing’ this assessment and reflecting land 
owners differing expectations.  

Based on our assessments, we have taken a figure of between 18% and 25% Gross 
Development Value (dependent upon location and site size) as a test for the level at which 
Residual Land Value may need to reach in order to incentivise the landowner sufficiently to 
bring forward his parcel of land. 

Using these two tests of viability simultaneously (benchmark land values and the RLV:GDV 
ratio), it is possible to inform a policy position that has flexibility and is relevant throughout 
the Core Strategy period to ensure deliverability. 

Full details on the two tests of viability that have been used can be found in section 4 of the 
main report. 
 

Stakeholder Engagement  

Two stakeholder questionnaires were forwarded to a list of key stakeholders identified by the 
Council. This included housebuilders, land owners, RSLs, agents and developers. In addition 
SHLAA panel members were invited to a stakeholder event held in August 2009. 



 

 
Page 6 of 112 

Section 5 of the main report outlines the stakeholder engagement process whilst Appendix 6 
details how the views and local knowledge of stakeholders helped to inform and shape this 
study.  

As would be expected a range of responses were received from stakeholders. All of these 
responses have been considered and our report has attempted to test variables taking the 
views of respondents into account. 
 

Key Findings and Recommendations 

Comprehensive analysis of the results of all notional schemes assessed can be found in 
sections 6 and 7 of the main report. Conclusions and recommendations for policy are set out 
in section 9. 

Sites in excess of 15 units 

A variety of notional development sites were assessed. The ability to deliver affordable 
housing varies dependent upon a number of factors including value area, level of 
S106/infrastructure/tariff contribution, existing or alternative land values of the sites, market 
conditions, the Code for Sustainable Homes Level, scheme density and the availability of 
public subsidy. 

The study results indicate that in middle market conditions, 40% affordable housing becomes 
viable within the Core Strategy period in most areas on most sites within the District. This 
suggests that up to 40% affordable housing could be supported as a challenging target 
although our viability assessments also show that currently this target is unlikely to be 
achieved without a considerable amount of additional subsidy or relaxation of other 
requirements. 

Therefore we would recommend that the Council apply short term affordable housing targets 
for sites of 15 units and above (for a period of say the next five years) and retain a longer 
term 40% affordable housing target for the remainder of the Core Strategy period. Based on 
the results of this study we would suggest that these short term targets are area based as 
follows: 

• Newton Abbot – up to 25% affordable housing; 

• Dawlish, Teignmouth and the South West of Exeter – up to 30% affordable housing; 

• Rural Settlements – up to 40% affordable housing.  

These targets could be introduced through a Supplementary Planning Document which would 
provide detailed guidance on the framework for reviewing and applying these interim targets 
and how the transition to a longer term 40% affordable housing target may apply.   

Sites below 15 units 

We considered the ability of schemes of 5-14 units to deliver affordable housing. Our 
analysis found that it was possible to deliver affordable housing below the current PPS3 
threshold, but that the proportion of affordable housing that could be viable differed 
dependent upon the location of development, it’s current or existing use, scheme type, the 
gross development value of the scheme and the form of affordable housing to be delivered 
(social rented or intermediate).  
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A site size threshold of 5 units on sites can produce developable, deliverable sites with 
affordable housing however the exact level will have to be determined at the point of 
application having due regard to the value area and the potential alternative/existing uses of 
the site.  

It should be considered that schemes of this size are also more sensitive than larger sites to 
assumptions about overall values and tenure mixes, thus relatively small scale 
increases/decreases in costs and values will have an impact upon sites of this size delivering 
affordable housing either on site or by commutation. For this and other reasons outlined 
within sections 7 and 9 of the main report we do not believe that it would be productive to 
impose an affordable housing target higher than 20% on any site below 15 dwellings within 
the District. 

Commuted Sum Methodology 

Any methodology for assessing commuted sum payments should be based on the 
equivalence principle supported by Circular 05/05, PPS3 and Delivering Affordable Housing. 
The commuted sum should be equivalent to the contribution that would have been made if 
the affordable housing had been provided on site and the scale of the developer subsidy 
should equate to the difference in residual value between a scheme unencumbered by 
affordable housing and a scheme with affordable housing, having regard to the established 
existing or alternative use value. This is set out in detail in section 8 of the main report. 

Recommendations 

It is essential that any district wide affordable housing policy is not unduly rigid and can be 
applied flexibly and pragmatically allowing development to come forward whilst meeting the 
needs of the community. It will be necessary to consider sites on an individual basis having 
due regard to the planning benefits of granting permission. The framework for enabling such 
decisions to be made including those of viability could be set out within a Supplementary 
Planning Document.  

It is important that regard is had to the prevailing economic conditions, the location of the 
site and the type of development being proposed whilst taking into account the level of 
infrastructure/S106 requirements sought, the availability of additional subsidy, and any other 
community objectives that may be required. 

The limitations of assessing economic viability on large, strategic sites within the framework 
of a District wide viability assessment undertaken to inform policy have been outlined within 
this study. We would recommend that more detailed analysis is undertaken in order to clarify 
the Council’s requirements on sites of this nature and identify the approach to viability. This 
is particularly pertinent as development on such sites may account for a very significant 
proportion of new development within Teignbridge over the life of the Core Strategy. Such 
work could be set out in a Supplementary Planning Document or Area Action Plan.  

The Council’s preferred tenure mix of 70:30 social rent:intermediate may be chosen as the 
starting point for all affordable housing negotiations however in the context of small sites it 
may be necessary to apply a high level of flexibility to ensure delivery and satisfy the needs 
of the local community.  
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1.0 Introduction 

1.1 Levvel has been commissioned by Teignbridge District Council to undertake an 
affordable housing economic viability study. 

1.2 The aim of the study is to enable the Local Planning Authority to produce sound, 
evidence-based spatial plans with policies on affordable housing in the Teignbridge 
plan area to 2031, by providing evidence that helps the Authority understand the 
impact of affordable housing policy options (scenarios) on the viability of market-
led housing development.  

1.3 These policies should enable the area to contribute in a planned way to meeting 
objectives for increasing local affordable housing supply, without jeopardising 
strategic objectives for decent homes and increased overall supply of housing, or 
for creating mixed communities. 

1.4 These objectives were set out clearly in the invitation to tender documentation 
issued by the District early in 2009, a summary of which can be found at Appendix 
One.  

1.5 More particularly, the study aims to provide part of the Local Development 
Framework (LDF) evidence base, through a study which provides robust and 
credible evidence of testing the impact of affordable housing on development 
viability on a strategic basis, relevant to the local circumstances of Teignbridge, 
which answers the following specific questions: 

• Can current land values support the levels of affordability set out in the 
ETSHMA3

• Can current land values support the levels of affordability in alternative 
scenarios? 

 scenario, and so be taken forward into development plan policies 
and the housing strategy or do the levels need to be modified? 

• What is the maximum level of affordable housing that could be sought by 
planning policy for Teignbridge that is deliverable and realistic without 
generally inhibiting housing development? In particular, individually and in 
combination; 

• How high can the percentage target for affordable housing be and what 
variation from the Exeter and Torbay Strategic Housing Market Assessment 
(SHMA) 2007 Teignbridge target can be justified? 

• How low can the threshold be justified, below the indicative national level? 

• What is the optimum balance of mix of affordable housing tenure type that 
can be justified and what variation from the Exeter and Torbay SHMA 2007 
Teignbridge mix can be justified? 

• What is the optimum mix of dwelling sizes in relation to both market and 
affordable housing? 

                                              

3 Exeter and Torbay Strategic Housing Market Assessment July 2007 – Teignbridge LDF Area Report 
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• What variation of these affordable housing components can be justified 
between places within Teignbridge? 

• What is the optimum standard of housing including affordable? (i.e. optimum 
code level);  

• What level of affordable housing provision is viable with and without subsidy? 

1.6 The early stages of work undertook initial and overall study testing, specifically 
affordable housing targets, of between 30% and 50% on the basis of no additional 
public subsidy. It tested these varying targets against a number of identified 
notional sites in the District, and against a number of sensitivities including variable 
planning contributions and different assumptions about developer profit. 

1.7 This final study addresses the issues in more detail and specifically considers: 

• An informed assessment of the likely levels of finance available for housing 
including affordable housing; 

• An informed assessment of economic viability and the affordable housing 
targets that may be realistically derived; 

• An assessment of the risks to delivery with and without subsidy; 

• Options for the consideration of off-site contributions; 

• Conclusions and recommendations. 

1.8 The study has taken into account policy and guidance at all levels. Importantly, 
‘Planning Policy Statement 3: Housing June 2010’ and ‘Planning Policy Statement 
12: creating strong safe and prosperous communities through Local Spatial 
Planning 2008’ set the basis for our study. This wider context is set out in Section 2 
of this report, looking at the importance of national, regional and local policy and 
guidance. 

1.9 Development viability must be seen against the backdrop of a global recession and 
generally unfavourable and uncertain conditions in the housing market. In a rising 
land and property market where values are increasing and where costs do not rise 
to the same extent, it can be assumed that if a development scheme is appraised 
and a viable position achieved, then viability will be achieved in the future, (all 
other variables remaining the same). Recently, the property market has not 
behaved in this manner and therefore the future is uncertain. Given this uncertainty 
in the market, the Council has recognised the need to set the study within the 
economic context nationally, regionally and locally (the role of the international 
economy is now becoming increasingly important as well). Section 3 of this report 
therefore sets out the economic context of the study, how development has been 
affected by the fluctuations of the economy and how this might affect our future 
projections for the deliverability of affordable housing in the District.  
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1.10 Section 4 looks at the specific elements of the methodology undertaken and the 
assumptions made. This has been based not only on our wide experience of 
undertaking similar studies elsewhere in the Country but also our work on real life 
examples on behalf of both the public and private sectors. This section looks at the 
detailed modelling assumptions and also at the settlement, site and density 
assumptions. All of these have been established through detailed consultation with 
Council officers on a regular basis.  

1.11 Section 5 summarises the nature and extent of stakeholder engagement that has 
been undertaken to inform the assumptions used within the study whilst Section 6 
looks at the results of assessments undertaken on a range of notional sites that 
were chosen in consultation with Council officers to reflect the range of 
developments likely to come forward over the lifetime of the Core Strategy. There 
is also an assessment of the specific sensitivity analyses undertaken for each 
settlement and scheme type within the main settlement areas. We look at the 
implications of affordable targets between 25% and 40% affordable housing and at 
the implications for the short term, medium and long term (to 2031). We also 
consider the effect of the imposition of Code for Sustainable Homes standards on 
the delivery of housing and affordable housing. We look at how additional subsidy 
might affect scheme viability and the ability of the Council to reach higher targets 
for affordable housing and, more precisely, the levels of additional subsidy that 
might be necessary to bring sites forward at the 40% affordable housing target. 

1.12 Section 7 considers sites below the 15 unit threshold level and the implications of 
lowering the threshold at which affordable housing will come into force. It also 
considers whether a variable target might be applied in different areas on smaller 
sites and whether a ‘sliding scale’ should be applied where lower targets are applied 
at different site sizes. 

1.13 Section 8 considers the merits of using off site contributions and looks at a 
methodology for calculating the amount of ‘developer subsidy’ that might be 
appropriate in order to calculate reasonable commuted sums in accordance with the 
requirements of PPS3. 

1.14 We conclude by looking at the implications of development in each value area 
generally and by looking at what level of affordable housing might be expected 
during the Core Strategy period to 2031 taking into account changing economic 
conditions during the short term (to 2015), the medium term (2015 to 2020) and 
the longer term (to 2031). We consider the need for additional subsidy in order to 
achieve a 40% affordable housing target as well as the effect of different 
infrastructure/tariff levels. We consider the effect of changing tenure mix and also 
look at the possibility of achieving affordable housing on sites below the current 
guidance of 15 units and whether this will prevent residential development coming 
forward.  
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2.0 Wider Context of the Study 

Policy Context 

National Policy and Guidance 

2.1 Since work on this study commenced there has been a change of government. 
Significant changes have been suggested for the abolition of regional government 
and for the government’s ‘localism agenda’. While these issues are likely to have 
significant medium and long term implications for the planning system and possibly 
for the provision of affordable housing the main policy background for affordable 
housing through the planning system remains. 
 

Planning Policy Statement 3: Housing  

2.2 PPS3 supplements the aims of the Communities Plan and specifically sets out the 
National Affordable Housing Policy. PPS3 identifies a number of specific 
requirements, but emphasises that policy should be applied flexibly, “having regard 
to housing need and supply and taking account of risks to delivery, drawing upon 
an informed assessment of the level of finance available, including public subsidy 
and the level of developer contributions that could reasonable be assumed”.4

2.3 Paragraph 29 of PPS3 also refers to viability being important for the setting of 
overall affordable housing targets. This involves looking at the risks to delivery and 
the likely level of finance available including public funding and developer subsidy. 

 

2.4 A companion document to PPS3, Delivering Affordable Housing expands upon these 
principles; “Effective use of planning obligations to deliver affordable housing 
requires good negotiation skills, ambitious but realistic affordable housing targets 
and thresholds given site viability, funding ‘cascade’ agreements in case grant is 
not provided, and use of an agreement that secures standards”.5

2.5 The approach is therefore to identify the level of need and its nature, to consider 
the types of affordable housing that might best meet this need and then to consider 
the economics of delivery and how sources of uncertainty (such as the availability 
of public funds and economic changes over the life time of the development) can 
best be managed. This process will necessarily involve the assessment of the 
financial circumstances of development sites, a process that lies outside the scope 
of this statement. 

 

2.6 The basis of affordable housing must also be considered in the light of economic 
viability and deliverability. It is important that policies must be grounded in the real 
world so that they do not hinder development and restrict sites coming forward for 
(residential) development. 

2.7 Small changes to PPS3 were implemented by the coalition government in June 
2010 regarding the following: 

                                              

4 Paragraph 29, PPS3, DCLG, June 2010 
5 Delivering Affordable Housing, CLG November 2006. paragraph 10 page 3 
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• The national indicative minimum density of 30 dwellings per hectare is 
deleted from paragraph 47. 

• Private residential gardens are now excluded from the definition of previously 
developed land in Annex B. 

2.8 These changes are unlikely to have a significant effect on the considerations of our 
study and no changes were proposed to the definition of affordable housing. 
 

Planning Policy Statement 12: Local Spatial Planning 

2.9 PPS12 considers the deliverability and flexibility of Core Strategies in paragraphs 4-
44 to 4-46. This is within the context of overall infrastructure requirements but it is 
clear that if infrastructure is to be delivered then viability of policies, including 
affordable housing policies, are viable within this context. 

2.10 Furthermore, the flexibility of core strategy requirements should also be assessed 
and PPS12 goes on (paragraph 4-46) to suggest a minimum 15 year consideration 
of the impact of policy to calculate how contingencies should be dealt with so that 
constraints and challenges to policy can be considered over the longer time frame. 

2.11 PPS12 also gives specific guidance on the evidence base necessary to support core 
strategies. The evidence base should be based on two elements; participation and 
research/fact finding. Generally, the core strategies should be based on “thorough 
evidence”. 
 

ODPM Circular 05/2005 

2.12 Circular 05/05 also has a key role to play in the subject of viability as it provides 
guidance on the use of planning obligations under S106 of the Town and Country 
Planning Act 1990. Paragraph B5 of the Circular requires that planning obligations 
are only sought where they meet all of the following tests: 

• Relevant to planning; 

• Necessary to make the proposed development acceptable in planning terms; 

• Directly related to the proposed development; 

• Fairly and reasonably related in scale and kind to the proposed development; 
and  

• Reasonable in all other respects. 

2.13 The level of financial contributions required on individual sites can be critical in any 
assessment of financial viability. Circular 05/05 provides the basis upon which Local 
Authorities should incorporate sufficient information in to the plan-led system in 
order to enable developers to predict as accurately as possible the likely 
contributions they will be asked to make through planning obligations. On occasions 
formulae and standard charges may be appropriate, as part of the framework of 
negotiating and securing planning obligations. This may change in the near future 
as further work progresses on introducing the Community Infrastructure Levy 
(CIL). However, Planning Obligations will remain after CIL is introduced and 
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affordable housing is likely to continue to be secured through planning obligations 
rather than CIL. 

2.14 The Government argue that CIL will improve predictability and certainty for 
developers as to what they will be asked to contribute. It will increase fairness by 
broadening the range of developments asked to contribute and will allow the 
cumulative impact of small developments to be better addressed. A key benefit of 
CIL is that it can more easily fund sub-regional infrastructure, typically larger 
elements that will benefit more than one Local Authority Area. The Government 
proposes that Local Authorities should have the freedom to work together to pool 
contributions from CIL within the context of delivering their development plan. It is 
also anticipated that public sector bodies could forward fund infrastructure and be 
reimbursed from a CIL Income Stream. 
 

Regional Policy 

2.15 A particular issue identified by the coalition government has been the abolition of 
the regional tier of government. However, we have included an analysis of the 
housing strategy but have omitted, in this report, an analysis of Regional Planning 
Guidance and a discussion of the Regional Spatial Strategy. There is clearly a policy 
vacuum and it is not precisely clear how this will be filled. 

2.16 On 6th July 2010 the Secretary of State for Communities and Local Government, 
Eric Pickles announced the revocation of Regional Spatial Strategies in a letter sent 
to Chief Local Authority Planning Officers. The letter includes guidance which reads: 
"In the longer term the legal basis for Regional Strategies will be abolished through 
the 'Localism Bill' that we are introducing in the current Parliamentary session. New 
ways for local authorities to address strategic planning and infrastructure issues 
based on cooperation will be introduced.”  

2.17 The guidance states that the revocation of RSSs is "not a signal for local authorities 
to stop making plans for their area. It advises local planning authorities to continue 
to develop LDF core strategies and other DPDs, "reflecting local people’s aspirations 
and decisions on important issues such as climate change, housing and economic 
development." 

2.18 On housing targets the guidance says: "Local planning authorities will be 
responsible for establishing the right level of local housing provision in their area, 
and identifying a long term supply of housing land without the burden of regional 
housing targets. Some authorities may decide to retain their existing housing 
targets that were set out in the revoked Regional Strategies. Others may decide to 
review their housing targets.” 
 

South West Regional Housing Strategy 2005- 2016 

2.19 The Regional Housing Strategy for the South West was published by the South 
West Regional Assembly and outlines its main vision as: 
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“To work in partnership to ensure that everyone has access to a good quality home 
within a sustainable and inclusive community”.6

2.20 Across the region the role of intermediate housing tenures as a potential solution to 
some types of housing need is recognised within the strategy. Innovative solutions 
are sought from private developers, RSLs and co-operatives. The RHS also supports 
action to tackle homelessness and to reduce the use of temporary accommodation 
through investment in new social housing. 

 

2.21 Current stocks of affordable housing are unable to compensate for severe market 
access difficulties to owner occupation increased levels of homelessness, and use of 
temporary accommodation. Given an average net addition of 3,900 units per 
annum since 1996, regional housing targets of 6,000 to 10,000 per year contained 
in RPG10 have not been met. 18 districts in the South West are among the top 40 
most unaffordable with average house price to gross income ratios of 5:1. The 
Regional Housing Pot allocation is £158m for 2006-07 and £203m for 2007-08. 

2.22 The RHS introduces Strategic Aim 1 – Improving the balance of housing markets 
and Strategic Aim 3 - Supporting Sustainable Communities. To meet Aims 1 and 3 
it is proposed, amongst other measures, that partnership working will be pursued 
with developers, RSLs and Local Authorities to explore new models of affordability, 
and that the regional housing pot will support increased numbers of socially rented 
homes to 8000 dwellings between 2006 and 2008.  

2.23 Clearly significant funds have been made available for socially rented housing. The 
RHS states that funding for intermediate tenures will not increase significantly from 
£46 million, suggesting that Section 106 contributions will be expected to play an 
increasingly important role. The RHS identifies that there is still some confusion into 
how these will work and whether s106 contributions and public subsidy can 
contribute to the same project. 
 

Sub Regional Policy 

Devon Structure Plan 2001- 2016 

2.24 The Devon Structure Plan was adopted on 14th October 2004. Proposal ST17 seeks 
to provide for the development of about 65,500 dwellings. Current Regional 
Planning Guidance suggests that Devon should accommodate approximately 4,300 
dwellings per annum over the period to 2016. It is proposed that provision be made 
in Devon for the development of 65,500 dwellings in the period 2001 to 2016, 
equivalent to an average of 4,370 dwellings per annum.  

2.25 These Structure Plan policies were expected to expire on the 8 October 2007. 
However, in September 2007 the Secretary of State issued a Direction, for an 
extended period of time and all the policies in the Plan have been saved. In due 
course the policies will be superseded by policies in the Regional Spatial Strategy 
and/or Local Development Documents. 

                                              

6 South West Regional Housing Strategy 2005 – 2016, South West Regional Assembly, p.5 

http://www.devon.gov.uk/savingdirection.pdf�


 

 
Page 15 of 112 

2.26 For Teignbridge there is an allocation of 7,500 dwellings over the plan period or an 
annual average of 500 dwellings. In terms of these figures 2,712 dwellings have 
been completed between 2001 and 2008, leaving a residual requirement to provide 
a further 4,788 dwellings form 2008-16, resulting in a new annual average of 599 
dwellings. At 31st March 2008, 673 new dwellings were under construction and 
planning permission existed for a further 1,168 dwellings.  

2.27 Previous Regional Planning Guidance implied a need for between 30 % and 50% of 
housing provision in the South West to be “affordable”. The following chart shows 
that across the Devon authorities, with the exception of Plymouth, affordability is 
more challenging than the averages for the region and for England and Wales. The 
highest affordability indices are found in South Hams and West Devon. Teignbridge 
has an affordability index above the national and South West average.  

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
2.28 Affordable housing encompasses both low cost open market housing and subsidised 

housing available to people who cannot afford open market housing. However, this 
definition of affordable housing has been superseded by PPS3 which has modified 
the definition of affordable housing7

Local Policy  

Teignbridge Local Plan 1989 - 2001 

. Proposal ST17 states that Local Plans should 
ensure that adequate provision is made for affordable housing, based on an up to 
date assessment of need, and should secure affordable housing which best meets 
the needs of the area. 
 

2.29 The Teignbridge Local Plan was adopted in 1996. The Plan relates to the district 
outside of the Dartmoor National Park. Local Plan policies H8 and H9 relate to the 
provision of affordable housing and by Direction of the Secretary of State have 
been saved beyond 27 September 2007. 
 

                                              

7 PPS3, DCLG, November 2006, page 25 (see Appendix 5) 
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2.30 Policy H8 seeks the provision of affordable housing from rural exception sites while 
policy H9 seeks ‘an element of affordable housing on sites of a substantial scale, 
either allocated for housing development or with residential planning permission, in 
both rural and urban areas where there is a demonstrable lack of affordable 
housing to meet local needs…’.8

Teignbridge Local Development Framework 

 
 

2.31 The Council is currently working on the production of its Core Strategy following the 
withdrawal of the initial Core Strategy in November 2007 due to it being unsound. 
A Core Strategy Issues and Options Report has recently been published and 
consultation on this document closed in September 2010. 

2.32 The Council is also developing an Affordable Housing Supplementary Planning 
Document, a draft version of which was recently published with consultation on this 
document closing in August 2010.  

 

                                              

8 Teignbridge Local Plan 1996, policy H9, Section 3, page 27  



 

 
Page 17 of 112 

3.0 The Wider Economic Picture – Informing the Scenarios 

3.1 This study considers the economic factors that have affect the housing market 
nationally, regionally and locally. We have undertaken a dynamic analysis of the 
housing market and considered how this might affect future values as they feed in 
to the economic viability of providing affordable housing over the life of the Core 
Strategy to 2031.  

3.2 In order for our analysis of viability to be dynamic it is important to understand 
past trends in order to assess how future markets might perform. While past 
history has its own specific characteristics which may be peculiar to the period in 
question, there are still fundamental principles that can suggest how markets might 
perform in the future. This will not inform a single assessment of how the market 
will perform but will give us the main parameters within which we can test possible 
future scenarios.  

3.3 It is important to note that our analysis is limited to the housing market. Where we 
discuss the general economy this is in the context of its action upon the housing 
market both nationally and locally. It is not our purpose, here, to predict general 
economic conditions either locally or nationally. However, we do look at the effects 
of the economy on the housing market both in terms of price trends and 
affordability. 

3.4 Although local housing markets are contingent upon local conditions, they are also 
subject to both the economic conditions internationally and nationally. More 
specifically, they are subject to national regulation and constraints. In particular, 
the availability and cost of finance dictate the price that home owners are able to 
afford. The costs of finance for individuals will be influenced by national lending 
practices and interest rates. These, in turn, are influenced by the national economy 
but increasingly, the role of international markets is becoming increasingly 
important. 

3.5 Looking at past market performance can only give trends and the interpretation of 
how markets act must be considered carefully. For instance, the housing market 
recession of the late 1980s and early 1990s has been considered to be due to the 
dramatic increase in base interest rates and the cost of finance. While this 
admittedly caused a number of home owners to get into financial difficulties, some 
commentators9

                                              

9 See especially Fred Harrison “Boom Bust: House Prices, Banking and the Depression of 
2010” Shepheard Walwyn 2005, Andrew Oswald “The Great 2003-2005 Crash in Britain’s 
Housing Market” November 2002, Cameron Muellbauer and Murphy “Was there a British 
House Price Bubble? Evidence form a Regional Panel” March 2006. 

 have pointed to the possibility that the housing market had already 
been in decline and that the decline in values had already started to take place. In 
these terms the housing market recession of the 1990s would have happened in 
any case notwithstanding the effect of Black Wednesday in 1992. The housing 
market was beginning to recover just before that stage and the dramatic increases 
in the cost of borrowing immediately following Black Wednesday heralded a further 
period of house price stagnation. However it is still not clear whether this was part 
of the general cycle in house price inflation/deflation and, in particular, Fred 
Harrison points to an approximate 18 year boom and bust land and property cycle 
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that has been evident over the long-term.10

3.6 Another peculiar feature of the housing market is the positive price: transaction 
volume correlation

 In other words, it may be possible that 
these property price fluctuations occur despite general economic trends and, 
indeed, may be their very cause. 

11. When prices inflate, the number of transactions increase; 
trading is more frequent and volume is higher when prices go up and vice versa.12

3.7 Rady and Ortalo-Magne

 
This means that we have to look at a more dynamic approach to the assessment of 
the performance of the housing market, rather than a ‘snapshot’ which would 
merely consider present costs and values. 

13

3.8 The actions, generally, of first-time buyers is to access the market at a level that 
can be afforded but with the prospect that they will increase housing consumption 
as their means allow. Thus, as their income increases, they are able to increase 
their ability to pay and as income increases for first-time buyers in turn then this 
will increase the capital for those wishing to make purchases up the housing ladder. 
Liberalisation of the finance market has a similar effect to increasing income 
especially at the bottom of the market.  

 suggest a model to explain the underlying reasons for 
“boom-bust” housing market cycles. It assumes households will generally prefer 
home-ownership and that the income of young households play a critical role in the 
fluctuations in the market. The market is sensitive to income “shocks” amplified by 
credit constraints which affect the timing of household moves that explains the 
positive price:transaction volume correlation. 

3.9 Credit liberalisation coincided with the high rate of property price inflation during 
the 1980s. Together with the increase in tax allowance in the 1983 budget for 
Mortgage Interest Tax Relief at Source (MIRAS) and the ability for couples to pool 
their resources, access to mortgages for young first time buyers helped many on to 
the housing ladder. Right to Buy social housing (following 1980) also encouraged 
many tenants to enter the housing market thereby increasing the potential market 
for subsequent homebuyers in the latter part of the 1980s. As Rady and Ortal-
Magny have pointed out, all of this “prompted a major adjustment of the 
distribution of debt and housing across households, hence a period of exceptionally 
many transactions”. They point to the rapid increase of transactions in the 1980s to 
“repeat buyers bringing forward their moves up the property ladder”. 

                                              

10 Gordon Brown, when he was Chancellor of the Exchequer, acknowledged the effect of a 
volatile housing market : "Most stop-go problems that Britain has suffered in the last 50 years 
have been led or influenced by the more highly cyclical and often more volatile nature of our 
housing market" - Gordon Brown, Chancellor of the Exchequer, House of Commons, June 
2003. 

 

11 The effect of the ability to borrow and asset value is discussed by Lamont and Stein where 
“over some regions, a fall in asset prices can actually lead to reduced asset demands, because 
it impairs the ability of potential buyers to borrow against the assets”. Owen Lamont 
(University of Chicago) and Jeremy C Stein (MIT Sloan School of Management) “Leverage and 
House-price dynamics in US Cities” . 
12 See Wenlan Qian “Heterogeneous Agents, Time-varying Macro Fundamental and Asset 
Market Dynamics.” Haas School of Business University of Berkeley (2008). 
13 Rady and Ortalo-Magny “Housing Market Dynamics: On the Contribution of Income Shocks 
and Credit Constraints” Department of Economics, University of Munich (2001). 
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3.10 House price growth, however, only remains sustainable while incomes are able to 
support values. As we have pointed out, the main driver of this is first time buyer 
(starter home) purchase, typically those households in the 24-35 age group. 
Pressure on these households is strong because, generally, these are the most 
highly geared. Subsequent movers in the late 1980s – those that had bought in the 
early 1980s – were dependent upon the generation of high levels of equity in order 
to realise their progression in the housing market.  

3.11 An examination of information from Halifax shows that the relationship between 
incomes and house prices increased rapidly from 3.59 (average income to average 
house price) in 1983 to 4.43 in 2009.14

3.12 If we look at the 26 year period from 1983 to 2009 the analysis shows the 
relationship between starter home values and average incomes. Figure 1 shows the 
curve for the South West (Red) compared to the UK averages showing that in the 
1980s the ability of households on average incomes to access starter homes was 
compromised. We have used a crude affordability test of 3.5 times average income 
as the threshold and clearly the phenomenon described above led to a rise of prices 
in the post credit liberalisation period. This was followed by a long period of 
apparent national housing affordability until well after the turn of the century. 

 While this is interesting and shows, 
generally, the relationship between incomes and prices the analysis tells us less 
about the affordability of housing for starter homes. 

3.13 From 2001 the affordability ratio has increased dramatically until the collapse of 
prices at the end of 2007. At that time, using our average income to starter home 
value, the national average ratio was just over five times income while in the South 
West it reached over six times. It is also clear that, generally, affordability has been 
more challenging in the South West than in the rest of the country as a whole.  

 

 

 

 

 

 

 

 

 

 

 

                                              

14 Halifax Price Index Published by Lloyds Banking Group (House Price earnings Ratio). 

FIRST TIME BUYER LOAN TO VALUE 1983 TO 2009 (Source: Nationwide 2010)
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3.14 However, looking solely at the relationship between prices and incomes in isolation 
does not explain the full picture. Many commentators15

Unresponsive Supply 

 have pointed to other 
features of both the economy and the housing market itself.  
 

3.15 The Council for Mortgage lenders (CML)16

3.16 Taking these factors into consideration, the inelastic supply of housing leads to the 
“demand driven” increases in price. Any increase in demand due, for example, to 
demographic changes locally or increases in incomes, will lead directly to high 
housing market inflation. 

 has remarked on the supply of housing 
being unresponsive to prices being for two main reasons. Firstly, the durability of 
housing is such that new housing becomes only a small proportion of the total stock 
and, secondly, that bringing new housing to the market is both lengthy and has 
significant barriers. 

3.17 While it is undeniable that constraints on supply, including the constraints imposed 
through the planning system, have an effect on the housing market, this will have 
different effects regionally and demand side influences would appear to be more 
easily modelled.  
 

 Macroeconomic Influences  

3.18 We have already pointed to some of the features of the economy that have had an 
effect on the housing market including credit liberalisation. Interest rates directly 
affect the costs of housing. These rates have fluctuated widely during the last 25 
years as the following graph shows.  

 

 

 
 
 
 
 
 
 
 
 
 
 
 

                                              

15 See especially Charles River Associates on behalf of the Council for Mortgage Lenders 
(“Managing the Housing Market”, 2001). 
16 Ibid pp 11 – 12. 
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3.19 While this analysis is only general it is difficult to suggest that interest rates on 
their own, have a direct effect on house prices. It is clear that the high interest 
rates of the late 1980s and early 1990s were a contributing factor in the 
unaffordability of housing but it becomes more difficult to prove a direct causal link 
to house price inflation or deflation. Interest rates and the cost of money has 
become less during the period since 1997 when the government gave control of 
monetary policy to the Bank of England. While this period coincided with the house 
price inflation of the mid 2000s, the control of interest rates has failed both to 
control the rapid increase in property prices (2000 to 2007) and the subsequent 
crash in prices from that period. There has been an increase in values during the 
last half of 2009. Curiously, interest rates have been at the lowest point ever since 
March 2009 and house prices have increased in the latter half of the year. While 
there is a correlation, the causal link is still difficult to establish as actual new 
mortgage interest rates are still high because of the general difficulties with 
obtaining finance. 

3.20 Other economic factors, both internationally and nationally, have occurred which 
may or may not have directly affected the housing market to some extent or 
another. These include the economic recession of 1979-1980; the abolition of 
exchange rate controls in 1979; the high unemployment rates and miners strike 
during the mid 1980s; discontinuation of membership of the ERM in 1992 (Black 
Wednesday); the introduction of the minimum wage by the incoming Labour 
government; the Bank of England given the power to set interest rates; and the 
recent worldwide recession. All of these factors have affected both supply side and 
demand side factors in the housing market.  
 

The Housing Market and Economic Growth 

3.21 According to many commentators the current economic position is looking fragile. 
While the economy officially came out of recession at the end of 2009, any recovery 
to pre recession levels looks unlikely for quite some time. Employment and wage 
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levels are under pressure and the ability of households to be able to afford current 
house price levels is uncertain. While it is not certain that this will lead to further 
falls in house prices that would enable access for first time buyers, undoubtedly this 
will act as a brake on rapid house price growth in the near future. 
 

Conclusion 

3.22 While our analysis would suggest that there is a strong causal link between 
affordability and housing market prices. Other market conditions, and particularly 
the cost and availability of finance (including interest rates), are, together, 
important factors in driving house price inflation. Other macro economic factors are 
important but it would appear that the volatility of house prices may be somewhat 
independent of economic factors. Some commentators were suggesting in the early 
and mid 2000s that the house price increases were sustainable and that the 
volatility of the past had been “due to a combination of unstable demand and 
unresponsive supply”.17

3.23 The Council for Mortgage Lenders in 2001, in line with many commentators at the 
time, were suggesting that the housing market booms and busts were a thing of 
the past for the following reasons: 

 

There are less likely to be large swings in interest rates; 

Large swings in financial liberalisation are less likely; 

There is likely to be more macroeconomic stability; 

Greater financial products increase the flexibility of loan conditions. 

Finally, the CML believed at that time that: 

“The risk to consumers is now lower than during the last house price boom, but it 
seems more likely that borrowers – rather than lenders – are misperceiving the 
risks.” 

3.24 Other economic factors have been important recently. For example, it is clear that 
the sub-prime crisis in America which was one of the factors that influenced the 
worldwide recession has affected the UK economy generally and this in turn has 
affected affordability in the housing market. This may not have been foreseen but it 
is also clear that house prices generally and starter homes in particular, had 
reached an unsustainable level. This suggests that there may be some further falls 
in property prices in order to enable affordability to return to the market. If we are 
return to our suggested 3.5 times income analysis then prices in the UK will have to 
fall around a further 14%. Affordability is especially a problem for a number of 
further reasons: 

• Unemployment is increasing and the recession is likely to continue; 

• There is pressure on incomes generally; 

                                              

17 CML 2001 page 18. 
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• Public finances are under pressure and it is forecast that there will be cuts 
in expenditure in the coming months; 

• Finance is increasingly difficult to obtain, high loan-to-value (LTV) 
mortgages (especially for first-time buyers) are difficult to obtain and, 
despite low base interest rates, finance is expensive (particularly for those 
wishing to enter the market for the first time);  

• Market confidence is low. 

3.25 While these factors are influential on the market, the government has (in the 2009 
budget and with additional subsequent announcements), attempted to support the 
house building industry through a number of measures. It is not yet clear how 
these measures will affect the property market either in the short or the long 
terms. 

3.26 Therefore, a number of factors have affected the housing market and the 
affordability of housing. These have included macro-economic influences and the 
worldwide recession. However, there are also systemic pressures from within the 
workings of the housing market which affect the affordability of housing and, 
ultimately, how the market works.  

3.27 In the next section we look at the regional and local situation and its effects on the 
market.  
 

Employment and Income 

3.28 Our analysis of market trends has highlighted some of the general characteristics of 
the housing market in the South West with regard to affordability especially of first-
time buyers. This is a general assessment based on average incomes and house 
prices. In order for us to assess the regional and local situation we need to have a 
more detailed picture of the economy and the housing market. 

3.29 Recession scenarios have been tested by Experian on behalf of the South West of 
England Regional Development Agency (SWERDA) and published in January 200918

3.30 The baseline position suggested by Experian shows that the prospects for 
employment and incomes in the region are negatively affected by the recession. In 
particular, the South West region is likely to show a marginal lag from the rest of 
the UK in terms of the effects of the recession; what Experian have called a “second 
wave” based on the effects on consumer expenditure and general business 
investment. The South West has been more immune to the “first-wave” impacts on 
financial services. 

. 
These suggest three forecasts for the performance of the economy generally in the 
South West. These give us the general outlook and the scenarios are useful when 
considering both employment and income scenarios for our consideration of 
affordability.  

                                              

18 “UK Recession Scenarios: Impact on SWE Sectors and Places” Experian for SWERDA Jan 2009. 
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3.31 The prospects for employment in the region look bleak with the International 
Labour Organisation (ILO) forecast for unemployment to rise by approximately 
58,000 by the end of 201019

3.32 The two downside scenarios suggest total employment losses of approximately 
72,000 and 108,000 respectively. 

. The prospects for employment growth (negative in 
the years 2009 and 2010) are mid range for Devon although Experian point out 
that economic forecasting becomes increasingly difficult at smaller geographical 
scales. Unemployment generally in the region continues to increase (in the baseline 
scenario) until late 2010/early 2011. 

3.33 Turning now to income information, we can obtain information from the Annual 
Survey of Hours and Earnings (ASHE). This gives various levels of information on a 
district, county and regional basis. The Exeter and Torbay Strategic Housing Market 
Assessment20

3.34 Mean gross annual earnings for Teignbridge in 2009 were £22,373 according to 
ASHE data. This level is for all earners resident in Teignbridge. In order to look at 
potential first time buyer incomes it may be more realistic to look at incomes for 
22-29 years old. These are £20,714 per annum. 
 

 acknowledges that information at the District level may be unreliable 
given the small sample sizes. However, for our purposes here, this does give an 
indication of how much households are likely to afford in terms of the local market 
and helps to establish a baseline assessment of likely market activity. 

House Prices 

3.35 As has been mentioned previously, a simple analysis of national house prices may 
be misleading when looking at local constraints. The South West has experienced a 
more dramatic property price curve over the last 25 years. Therefore, we have 
looked at historic property prices that relate as close as possible to the local 
situation. Using Land Registry data to assess the recent past and then using South 
West regional trends we have built up a picture of past performance in the housing 
market that is as reliably representative of the trend as possible. 

3.36 Information on local areas may be unreliable statistically as the sample sizes are 
small and annual fluctuations can depend upon a small number of transactions with 
one or two high value sales during the year skewing results. Therefore we have 
looked at the average for Devon since 1995 and this has shown that average prices 
for all properties have progressively exceeded the national average. The following 
figure shows house price inflation over the period since 1995. 

 
 
 
 
 
 
 

                                              

19 Ibid page 26 
20 Exeter and Torbay Strategic Housing Market Assessment, Opinion Research Services (ORS), 2007 



 

 
Page 25 of 112 

 
 

 

 

 

 

 

 

 

 

 

3.37 In order to assess the affordability of loan to value we have used ASHE information 
on local incomes since 1999. This shows that average house prices have exceeded 
incomes by an increasing margin suggesting that the national analysis that we 
undertook earlier in this report is even more marked locally.  

3.38 The figure below shows the local loan to value ratio since 1999 as follows: 

 

 

 

 

 

 

 

 

 
 
 
 
 
 
 
 
 
 

Figure 4
AVERAGE LOAN TO VALUE (Teignbridge) 1999 TO 2009

3.00

4.00

5.00

6.00

7.00

8.00

9.00

Ju
n 9

9
Oct 

99

Feb
 00

Ju
n 0

0
Oct 

00

Feb
 01

Ju
n 0

1
Oct 

01

Feb
 02

Ju
n 0

2
Oct 

02

Feb
 03

Ju
n 0

3
Oct 

03

Feb
 04

Ju
n 0

4
Oct 

04

Feb
 05

Ju
n 0

5
Oct 

05

Feb
 06

Ju
n 0

6
Oct 

06

Feb
 07

Ju
n 0

7
Oct 

07

Feb
 08

Ju
n 0

8

YEAR

All Buyers (LTV)

Devon House Prices V England & Wales (Source: Land Registry)

0

50

100

150

200

250

300

350

1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010

Devon Council Index All England & Wales Index



 

 
Page 26 of 112 

3.39 This shows that housing affordability generally in the District is under extreme 
pressure. Although the general affordability of average house prices is becoming 
more acceptable, the 2008 average values for all houses exceeded income by over 
six times suggesting that house prices were more unaffordable in the District than 
nationally and even for the South West.  

3.40 The implications of this are that house prices may have to fall by as much as a 
further 40% in order to achieve the long term average of 3.5 times income. Indeed, 
past performance of house prices during previous “bust” periods would suggest that 
houses price falls overshoot the long-term equilibrium position as the effects of 
unemployment and other adverse economic conditions make it more difficult, 
generally, for households to afford even the lower mortgage payments necessary to 
access the market.  
 

Conclusion 

3.41 Generally, evidence shows that there will be pressure on employment and salaries 
in the South West in the next two years due to the effects of the economic 
recession. It is not clear, how this will precisely affect the Teignbridge District in 
particular but there are no indications that we are aware that would suggest that 
Teignbridge will or will not be affected in a significantly different way to the rest of 
the region. Therefore, while the pressures on affordability will be alleviated as 
house prices fall, the evidence would suggest that prices will still have to fall 
significantly before they reach an affordable position. This is taken into account in 
the 3 scenario positions for future house prices that we now consider. 
 

Property Market Scenarios 

3.42 We have seen that Teignbridge has both been affected by the recent high house 
price inflation and the effects of recession that have been prevalent in the rest of 
the region and country. The rise in house prices has exceeded average incomes by 
a considerable amount and despite the recent falls in house prices, affordability in 
the District remains a problem. 

3.43 Included at Appendix Two is the background information that has supported our 
market analysis in line with the Council’s invitation to tender. Our analysis would 
suggest that there is a strong causal link between affordability and housing market 
prices. Other market conditions and particularly the cost and availability of finance 
are also important factors in driving house price inflation. This range of factors has 
affected the housing market and the affordability of housing. These include macro-
economic influences and the worldwide recession. This analysis is useful in setting 
the context for our housing market scenarios. It is important to realise that we are 
assuming a structurally recurring cycle, intrinsic to the UK housing market. 
Responses to this structural cycle were aimed at controlling it. Our housing market 
scenarios are founded on the basis that the patterns of the past will likely be 
repeated in the future. Our various scenarios attempt to ensure we cover all 
possible magnitudes of this cycle.  

3.44 In our analysis of market trends we have highlighted some of the general 
characteristics of the housing market in the South West with regard to affordability, 
especially for first-time buyers. Additionally, we have undertaken analysis of house 
prices in respect of Teignbridge. 
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3.45 Using past trends as a guide, we suggest that there are 3 possible directions or 
scenarios that the market may take. The following graph shows house price 
inflation for the period from 1975 to 2010. We can see the distinct boom and bust 
periods described previously. 

 

 

 

 

 

 

 

 

 

 

 

3.46 Extrapolating past trends for the period to 2010 produces a projection to 2031 as 
follows: 
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3.47 Using the year on year house price inflation that produces this projection we have 
assessed possible economic scenarios. These are the downside, middle and upside 
scenarios and the inflation projections for each are detailed in the table below.  

 

 

 

 

 

 

 

 
 

3.48 If we then apply the above scenarios to the house price projections we can see that 
the projection based strictly on past performance is within the downside and upside 
positions for much of the period to 2031. In the early period to about 2021 the 
projection falls between the downside and middle scenarios. After that point the 
projection is more towards the upside economic scenario. We have not allowed for 
the, possibly, abnormally high value inflation that was seen in the period prior to 
2018 as making projections so far in advance may be dangerous. This must be 
borne in mind when interpreting the results of our modelling.  

3.49 Average annual house price inflation to 2019 based on our middle scenario is at 
6.2% and the long term annual average is 5%. For the upside scenario the annual 
average to 2019 is 8.2% and the long term average is 6%. For the downside 
scenario the average to 2019 is just 3.78% while for the long term it is 4%. The 
long term average annual house price inflation between 1991 and 2010 was 5.8% 
in the South West while the short term average was 3.9%. 

3.50 The indices in the three scenarios have been used in our financial modelling. Our 
research has established local values up to quarter 2 2010. Sales will be tested 
assuming the above inflation rates so that sales in a future year will be calculated 
back according to the following formula where x is the future value, y is the current 
value, z is the future year index and w is Q2 2010 (the base year) index: 
x = ( y / z ) * w 

3.51 For the purposes of the model, 2010 values will be recalculated to index to 100 in 
order that the property prices can be assessed on the same basis as the indices for 
RPI, construction costs, land values and incomes. The modelling assumes that there 
will be variable rates of inflation for different elements of the development cash 
flow. Thus, certain elements will be linked to each of the four main cost/value 
indices.21

                                              

21 See Appendix 2 
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4.0 Methodology and Assumptions 

Levvel Development Viability Model 

4.1 Residual land value assessment is a recognised practice within the development 
industry for evaluating costs and incomes associated with the development. In 
essence, such appraisals consider the income from a development in terms of sales 
or rental returns and compare this with the costs associated with developing that 
scheme. The amount left over, or residual, is what is left for land acquisition, i.e. 
the residual land value.  

4.2 The residual amount contained within the appraisal is assessed using the formula: 

Gross Development Value LESS Gross Development Cost = Residual Land Value. 

This is represented by the following figure: 
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4.3 Delivering Affordable Housing supports the use of a viability tool such as that 
advocated by the Greater London Authority (GLA), or that used by the Homes and 
Communities Agency for the assessment of whether schemes should be supported 
by Social Housing Grant. This tool is a residual land value assessment model as 
described above, which suggests that a site will only come forward with an 
affordable housing contribution where the resulting overall residual site value 
exceeds the existing or alternative use of that site. 

4.4 Levvel has developed a dynamic model to determine the residual land value that 
has been used in negotiation with over 200 local authorities and used at appeal on 
numerous occasions. From this, a toolkit to assess viability on a district wide level 
has been developed, this is known as the Levvel Development Viability Model 
(DVM). The Levvel model has been successfully defended through the appeals 
process and through Examination in Public for the Wokingham and South Kesteven 
Core Strategy’s. It uses similar principles to those used by the Greater London 
Authority and the Homes and Community Agency (HCA) to assess the impact of 
affordable housing but provides a flexible outcome that establishes both the 
amount of affordable housing that may be achieved against different sensitivities 
(for example mixes of tenure type) and over time. The Levvel model is also flexible 
as it allows viability to be measured throughout the plan period at different market 
scenarios.  

4.5 Robust assumptions are then required to be inputted into this model. Costs to 
development such as build costs, planning gain requirements, profit and 
development finance are arrived at through our experience and through 
consultation with the development industry and Council Officers. Sensitivity testing 
of variables such as affordable housing percentage, tenure requirements, 
increased/decreased levels of planning obligations and the availability of public 
subsidy will ensure the validity of the study outputs and demonstrate the impact 
upon viability across the range of study scenarios. 

4.6 For a policy to be robust and reliable throughout the plan period, we believe it is 
necessary to assess with a methodology that is “future proofed” as far as possible. 
As viability is reliant on the interaction between changing costs and revenues of 
housing over time, it follows that this relationship must be accounted for by future 
proof testing. It is simply not good enough to assess current costs against a range 
of property values as this provides only a “snapshot” view. The relationship 
between values and costs over time is not taken into account.  

4.7 Levvel has therefore addressed this issue by applying inflation rates for cost inputs 
throughout the study period. For values, it is difficult to predict where the housing 
market may be in even 1 year’s time, so long range predictions based on popular 
commentary are of little use. However, we have assessed value changes based on 
the historic performance of the housing market as described previously. This gives 
us a view of where values may be in the future if the past housing market cycle 
was typical. However, this does not give us the necessary comfort or margin for 
error should the cycle vary. We have therefore reasoned that by choosing 
scenarios, based on an upside, middle and downside view of the housing market, 
we will have covered the range of positions to which the housing market may go. A 
detailed analysis of these scenarios is included in the previous section. 

4.8 By then reporting on the viability of schemes where they delivered at different 
points within this range, we have come to a view of how this will affect the 
deliverability and effectiveness of proposed policy. For instance, should the housing 
market perform below past trends for the next five years before picking up again, 
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we can assess whether the proposed policy might adversely affect the viability of 
schemes and therefore their delivery. Similar principles apply to a more optimistic 
view of where values may end up.  

4.9 Levvel’s methodology enables the effect of a range of delivery timescales to be 
examined, thus all development scenarios selected are tested assuming 
development start dates of the date of modelling, date of modelling plus 1 year, 
plus 2 years, plus 3 years, and so on until 2031.  

4.10 The use of the Levvel methodology allows for variations in land value over time to 
be accounted for, again ensuring ‘future proofing’ of the viability study. Any 
affordable housing policy seeks to capture an element of the land value for the 
community benefit. We know that there is a minimum land value which schemes 
need to achieve in order to be brought forward, otherwise it becomes more 
economic for the site to continue in its existing (or alternative) use. 
 

Tests of Viability 

4.11 Levvel assesses viability against two tests. Firstly, an absolute land value 
determined through analysis and stakeholder engagement and secondly the 
relationship between RLV and GDV.  

4.12 Appropriate levels of alternative use value have been derived through stakeholder 
engagement (stakeholder questionnaire responses are outlined in detail in Appendix 
6 to this report), publically available information sources such as Valuation Office 
Agency (VOA) information and advice received from Thornes Chartered Surveyors 
and Estate Agents22

4.13 As a result of the advice received from Thornes valuer’s and stakeholder 
engagement (feedback from stakeholders suggested a per hectare land value of 
£500,000 to £800,000), an alternative use value of £680,000 per hectare has been 
used in all areas where notional sites have been assessed. The exception to this is 
sites in the South West of Exeter location which have been assessed against an 
alternative use value of £800,000 per hectare value. This latter figure also reflects 
VOA information for typical industrial land values in Exeter as at July 2009. The 
South West of Exeter location is in a discrete higher land value area and for this 
reason it was agreed that the higher land value assumption be used in locations 
close to the Exeter conurbation. 

.  

4.14 These values will be linked to the future growth assessments as outlined previously 
in this report to reflect the relationship between land and property values and 
ensure effective ‘future proofing’ of the assessment. 

4.15 The principle which we have used is that residual land values must first exceed this 
value in order to be brought forward for development. However, this may not be 
enough given that a landowner may need further encouragement to bring forward 
their land. We have therefore developed a second test of viability that assesses how 
much landowners have been willing to accept for their land in the past, and 
expressed it in terms of the ratio between Gross Development Value and Residual 

                                              

22 See Thorne’s letter confirming land values at Appendix 5. 
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Land Value (GDV:RLV). That is to say how much of the revenue from a scheme can 
be used to pay for the land. It is our belief that this more readily accounts for local 
variations in land values and represents a more robust and credible evidence base. 
The relationship between Gross Development Value and Residual Land Value will 
thus be used as our second test of viability.  

4.16 The effect can be seen that in a rising and somewhat overheated market, 
landowner expectations may rise and the price that developers are willing to pay 
may also increase (often based on future expectations of property values). 
However, in a falling and “normal” market landowner expectations may fall to more 
“reasonable” levels. Supply of land may also be a factor that impacts upon land 
values. Thus the relationship between GDV and RLV as a check provides a further 
degree of future proofing as if housing market values increase, the land value will 
also increase. Conversely, if values fall, then land value can also be expected to 
fall. 

4.17 Analysis of the property market has indicated that the test of RLV to GDV may vary 
according to value area. As a result of this detailed analysis we have therefore used 
different benchmarks as a “hurdle rate” to inform the testing of viability. This allows 
for variations due to locality to be accounted for. It is our belief that this more 
readily accounts for local land values and represents a more robust and credible 
evidence base. Using RLV to GDV as a second test of viability also assists in the 
future-proofing of the study as outlined later in this section.  

4.18 We have therefore taken a range of 18 to 25% of Gross Development Value 
(dependant upon area and scheme type) as a test for the level at which the 
Residual Land Value may need to reach in order to incentivise the landowner 
sufficiently to bring forward his parcel of land. The precise RLV:GDV ratio that has 
been assessed for each location/scheme type is shown in Appendix 9 to this report. 

4.19 Using these two tests of viability simultaneously (benchmark land values and the 
RLV:GDV ratio), it is possible to inform a policy position that has flexibility and is 
relevant throughout the life of the plan to ensure deliverability.  
 

Parameters and Variables to be Tested  

4.20 We used the information from the Teignbridge District Council Invitation to Tender 
as the starting point for setting the basic sensitivity parameters of affordable 
housing percentage and tenure split. This was then confirmed through further 
consultation with Council officers, stakeholder consultation and with regard to local 
and regional priorities.  

4.21 Thus the baseline assumptions have been set as follows: 

• An affordable housing tenure mix of 70% social rented and 30% intermediate 
housing (shared ownership); 

• Shared ownership is assumed as a 50% initial equity purchase with rent of 
2.5% charged on unsold equity; 

• Infrastructure/tariff contribution per unit on notional sites - £7,500 per 
market unit (nil assumed for the affordable units); 

• No additional Section 106 contribution per unit; 
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• Gross profit of 21%;23

• Nil public subsidy has been assumed in all cases; 

 

• Baseline assumption of 40% affordable housing; 

• An allowance to achieve Lifetime Homes Standards of £600 additional cost 
per unit. 

4.22 Sensitivities to the baseline position were then undertaken against the following 
assumptions: 

•  Subsidy24

• Medium grant availability of £51,300 social rent, £29,000 shared 
ownership (equal to £45,725 per unit overall) 

 per unit at three levels as follows: 

• High grant availability of £66,690 social rent, £37,700 shared 
ownership (equal to £59,443 per unit overall) 

• Low grant availability of £35,910 social rent, £20,300 shared 
ownership (equal to £32,008 per unit overall) 

• Infrastructure/tariff at two further levels - £10,000 per market unit and 
£15,000 per market unit; 

• Gross profit of 16%;25

• Three different absorption rates (the rate of sales per annum) according to 
the type and size of scheme being assessed; 

 

• Two further affordable housing tenure mixes – 50:50 social rent:shared 
ownership and 100% shared ownership; 

• All of the above sensitivities were tested against four different affordable 
housing percentage levels. These are 40%, 35%, 30% and 25% affordable 
housing. 
 
 
 
 
 
 
 

                                              

23 Including an element of profit included as “internal overheads” and included in the cashflow for each 
scheme tested. 
24 The three levels of subsidy have been based upon the regional averages per unit as reported by The 
Homes and Communities Agencies. These levels translate into the medium subsidy position with high grant 
requirement at 130% of this level and low grant requirement at 70% of that level. 

25 Including an element of profit included as “internal overheads” and included in the cashflow for each 
scheme tested. 
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Lifetime Homes Requirements 

4.23 It is understood that the Council are considering a number of policy options in 
respect of achieving housing that will meet the needs of older people and those 
with disabilities. In order to reflect this within the parameters of this study it was 
agreed that it would be appropriate to include an additional allowance. 

4.24 A dedicated website providing information on Lifetime Homes standards and costs 
has been created by Habinteg Housing Association (lifetimehomes.org.uk), which 
reports that the costs of meeting Lifetime Homes standards is currently estimated 
to be up to £545 per dwelling, subject to the size, layout and specification of the 
property. For the purposes of our study we have assumed that Lifetime Homes 
costs will be at approximately this level and we have included a figure of £600 per 
unit in our modelling. It should be noted that a cost significantly in excess of £600 
per unit will impact on the overall viability of a scheme and its ability to deliver 
affordable housing.  
 

Affordable Housing Assumptions 

4.25 Social rents used assumed are as follows, based upon target rents for Teignbridge: 

• 1 bed - £63.09; 

• 2 bed - £70.42; 

• 3 bed - £74.17; 

• 4 bed - £92.79; 

• 5 bed - £103.14. 

4.26 A yield of 6% is assumed on social rents. A management cost of £300 per annum, a 
maintenance cost of £475 per annum, a void allowance of 4% and a major repairs 
allowance of 0.08% is also assumed.  

4.27 Shared ownership is assumed as a 50% initial equity purchase with rent charged at 
2.75% on the unsold equity. A management cost of £100 per annum has also been 
assumed.  
 

Absorption Rates 

4.28 A range of absorption rates (the rate of sales per annum) have been assessed 
against each notional development site. For notional developments of 5 and 10 
units an absorption rate of 10 units per annum has been assessed. For notional 
developments of 15-100 units absorption rates of 30 sales per annum, 50 sales per 
annum and 70 sales per annum have been assessed. On notional developments of 
100 - 600 units absorption rates of 50 sales per annum, 70 sales per annum and 90 
sales per annum have been assessed. For notional developments of 600 units and 
above absorption rates of 180 sales per annum, 220 sales per annum and 260 sales 
per annum have been used. 
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4.29 In all cases the development timetables assume periods for: 

• enabling phases (for large scale developments); 

• planning application; 

• site acquisition; 

• construction period; 

• sales period. 
 

Infrastructure/Tariff Assumptions 

4.30 The range of infrastructure/tariff requirements of £7,500, £10,000 and £15,000 per 
market unit were arrived at through discussion with Council Officers.  
 

Values and Value Areas 

4.31 It is reasonable to assume that within a district there will be a range of different 
value areas, that areas which attract higher and lower property sales values. It is 
necessary to cover a full range of values and as such we have used an areas based 
approach, grouping similar value areas together and defining values on this basis. 
This is done through engagement with local agents and assessments of achieved 
values using measures such as Land Registry data. Initial discussions were held 
with a number of estate agents across the district to establish the extent and 
nature of value areas within Teignbridge. Information received through discussions 
with agents suggested a wide range of residential sales values and, as would be 
expected, areas of relative value, i.e. higher value areas and lower value areas. 

4.32 Land registry data on achieved sales values was obtained. This showed average 
achieved property values and the number of sales for each property type 
(detached, semi detached, terraced and flats and maisonettes) at a Postcode Area 
Level in Teignbridge.  

4.33 This data was then used as the basis for a second round of discussions with agents 
in each particular value area to: 

• understand that the data for detached, semi detached, terraces and flats 
reflected current achieved sales values in each area; 

• assess if the value areas identified were correct; 

• understand if there is any difference in sales values between new build 
and second hand properties; 

• establish the range of sales values for each unit type, i.e. 1 bed flats, 2 
bed flats and so on.  

4.34 In addition a number of face to face discussions with local agents were undertaken 
as well as visits to new build developments in the district specifically to understand 
the range of premiums these developments may attract, RIghtmove and Find a 
Property websites were also interrogated. 
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4.35 Based upon all of the data sources outlined above five value areas have been 
identified and used within this study. These are: 

• Newton Abbot; 

• South West of Exeter; 

• Teignmouth; 

• Dawlish, and; 

• Rural Settlements. 

4.36  Appendix 4 of this report provides greater detail regarding the value methodology 
and sets out the values per square metre for each value area and each unit type 
(detached, semi detached, terraced and flats and maisonettes) applied within this 
study. 

4.37 On all flatted development it has been assumed that ground rent would be charged 
at the figure of £200.00 per annum. This income stream has been capitalised 
assuming a yield of 6%. 
 

Costs and Generic Appraisals 

4.38 Circular 05/2005 requires that planning obligations run with the land and not the 
developer. Therefore, to assess model inputs based on any one developer would be 
against national guidance. As such, industry wide benchmarks have been used, 
such as the data from the Build Cost Information Service indexed to Teignbridge in 
order to ensure that the evidence base is both fair and consistent with national 
guidance. These were then consulted upon with stakeholders to ensure a consensus 
was reached, see Appendix 6 for details of stakeholder engagement undertaken.  

4.39 In addition, an allowance has been made to allow for the requirements for Code for 
Sustainable Homes both at the initial cost setting stage and within the future 
proofing process. This is discussed in more detail in our discussion of specific inputs 
later in this section. 
 

Site Identification and Settlement Methodology 

4.40 In order to have confidence in the results, viability assessments on a district wide 
scale should cover the range of scheme types that may typically come forward in 
the authority area. By this rationale, the results can be assumed to reflect generally 
most schemes coming forward in the district.  

4.41 As part of the Strategic Housing Land Availability Assessment process, the Council 
has collated data on all known potential development sites in the plan area with a 
view to assessing the availability, achievability and deliverability of these sites. This 
has informed a housing trajectory which describes what potential housing numbers 
might be expected to come forward over the plan period to 2031. This data has 
been compiled into a long list of developable sites which details site name and 
address, size, unit numbers and approximate timing of development. The 
“developable” status of these sites has been determined in conjunction with the 
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SHLAA stakeholder panel. However, it is important to note that some SHLAA sites 
may not be allocated or gain permission for development.  

4.42 In addition, we have examined the Residential Land Monitor (RLM) which the 
Council uses to monitor current residential planning applications. For the purposes 
of this study we have looked at a range of planning applications from 2005 to 2009.  

4.43 The aim of the site selection methodology was to determine through the available 
information whether there are typical types of future development in Teignbridge 
by location. When the development economics of these sites are assessed and a 
view on likely viability given, we can be confident that the majority of future 
development in the District can be compared to the results of the assessment and 
therefore that the policy approach which this study supports is applicable to the 
majority of sites that may have the potential to come forward over the plan period. 

4.44 The SHLAA information was used in conjunction with the sites identified in the 
Residential Land Monitor to indicate recent approvals and build outs and therefore, 
likely development types. 

4.45 Sites were selected on 2 main variables; site size and site density. We have 
therefore grouped the SHLAA sites by these variables and have picked out what we 
see as “typical” development. By choosing the appropriate density range, we have 
ensured that the majority of likely site types are covered by the study.  
 

Scheme Typology 

4.46 The aim of the scheme mix typology is to reflect the likely mix of different flat and 
house types that are likely to apply to the site sizes, densities and localities 
identified in the main site selection methodology. The site sizes use likely 
residential densities and use Levvel’s experience of general density profiles from a 
number of schemes in similar areas to Teignbridge. In addition attention has been 
paid to the net housing requirements for Teignbridge by type and size as reported 
by Opinion Research Services in the Strategic Housing Market Assessment.26

4.47 The unit types have been restricted to a limited number of standard types in order 
to maintain consistency across all schemes. The types and sizes are as follows:  

 It 
should be considered however that development densities will not necessarily 
reflect this required mix due to site and marketing constraints. 

1 bedroom 2 person flats  50m2 

2 bedroom 3 person flats  56m2 

2 bedroom 4 person flats  63m2 

2 bedroom 3 person houses  70 m2 

2 bedroom 4 person houses  80 m2 

                                              

26 Exeter and Torbay Strategic Housing Market Assessment, Opinion Research Services, 2007 
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3 bedroom 4 person houses  85 m2 

3 bedroom 5 person houses  90 m2 

4 bedroom 5 person houses  95 m2 

4 bedroom 6 person houses  105 m2 

5 bedroom 7 person houses  115 m2 

5 bedroom 8 person houses  120 m2 

4.48 The methodology given above is a response to the number, range and complexity 
of development sites and schemes in Teignbridge.  

4.49 The table below summarises the indicative scheme mixes: 
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4.50 In addition, the following schemes below the current 15 unit threshold have been 
tested across each value area: 

 
Site Size  

(ha) 

 
Gross density 
to be tested 

 
Net Density to  

be tested 

 
Number of 

Units 

 
 

0.25 

 
 

40 dph 

 
 

40 dph 10 

 
 

0.125 

 
 

40 dph 

 
 

40 dph 5 

 

Model Inputs 

Specific Development Costs 

4.51 Build Costs 

Build cost are derived from the Build Cost Information Service figures for 
Teignbridge as at July 2010 and are as follows (£ per sq metre) (including uplift for 
Teignbridge);  

 

 

 

 

 

 

4.52 To these figures a further uplift was applied to account for the relevant Code for 
Sustainable Homes Standards that are currently applicable based (that is Code for 
Sustainable Homes Level 3 for market units and Code for Sustainable Homes Level 
4 for affordable units) upon recent research.27

                                              

27 Figures based upon findings of ‘Code for Sustainable Homes: A Cost Review’ March 2010 Communities 
and Local Government. 

 
 

Estate Housing 763 
Estate Housing Detached 795 

Estate Housing Semi-detached 759 
Estate Housing Terraced 780 

Flats (apartments) 867 
Housing Mixed Developments 812 

Sheltered Housing 959 
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The following table outlines the cost adjustments (pounds per m2) for levels 3 and 
4 of the Code for Sustainable Homes: 

  Flats Houses 
Code 3: 50 43 
Code 4: 103 101 

  

Build costs were then further uplifted by 15% to account for external works. Finally 
build cost contingency of 5% of total build costs was added. We discuss the uplifts 
to the Code for Sustainable Homes in future years in paragraphs 4.56 and 4.57 of 
this paper. 
 

Other Costs of Development 

• Charged Interest Rate - 6.50%. 

• This is the long term cost of development finance. Whilst the Bank of England 
Base Rate is currently at 0.5%, developers are not able to access finance at 
this level. Therefore a 6.5% figure has been used. 

• Professional Fees – 10% of Build Costs. 

• Covering architects, consultants engineers fees etc. This is assessed as being 
10% of the total build costs. For schemes of less than 15 units, professional 
fees of 12% of Build Costs have been used.  

• Site Investigation - £5,000 per hectare. 

• Agents Acquisition Fees – 1.0% of Residual Land Value. 

• Marketing and Sales Fees – 3.0% of Gross Development Value. 

• Legal Fees on sales - £350 per unit. 

• Finance Arrangement Fee – 1.0% of build cost. 

• Internal Overheads – 1.0% of build plus on-costs. 

• Planning Fees – in line with Council defined rates. 

• Developer Profit – Variable (16% and 21%28

                                              

28 It should be borne in mind that these levels are net profit figures as the assessment models also allow for 
internal overheads at 1% thereby making the gross profit levels tested 16% and 21%. 

) according to sensitivity tests. 
In line with consultation with stakeholders (both in Teignbridge and 
elsewhere in the country) it is likely that pressure will be to assume that 
developer profit is at the higher level and therefore we have used 21% gross 
profit for most tests with sensitivity testing undertaken at the lower level. 
Affordable housing has remained static at 6% to reflect the contractor’s 
return. 
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• Stamp Duty Land Tax – ranges between 0% and 4.0% depending on residual 
land value. 
 

Scenario Testing Parameters 

4.53 We have undertaken an assessment of the likely level of house price inflation for 
the lifetime of the Core Strategy. This analysis involved some assumptions about 
how the market might perform in the future but only made projections about the 
general direction of the market over the next 21 years. It is always difficult to make 
any prediction about the future of economic conditions and so we have tried to 
allow for reasonable parameters within which the market might perform in the 
future. 

4.54 The analysis of past market trends gives us an indication of relative property 
market activity. We can therefore use this information to help set general scenarios 
over the next 25 years on the understanding that economic conditions have 
changed and past performance of the market is not necessarily an indicator of 
future activity. For this reason, we can use past performance as general guidance 
that will feed into possible housing market conditions. We have assumed three 
basic scenarios being as detailed previously, 1) the middle, 2) the upside and, 3) 
the downside. The middle scenario is on a mid point between the two upside and 
downside extremes. 

4.55 The following table shows how this will be used within our financial modelling 
exercise (property values are based on the middle scenario): 
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4.56 It can be seen that construction costs have been programmed to increase by 
considerable margins in 2013 and 2016. This is to take account of the current Code 
for Sustainable Homes programme for achievement of the Carbon Free agenda in 
these years. The currently projected costs increase to reach code level 6 for 
affordable homes in 2013 and to reach this level for all homes by 2016. These 
increases are based upon the latest report from Communities and Local 
Government.29

4.57 There are a range of increases for different development types and densities. For 
the purposes of our assessment we have taken a mid range uplift allowing for 40% 
of units (equivalent to the affordable housing target) reaching Code Level 6 plus 
60% reaching Code Level 4 (the market units) in 2013 and 60% of units reaching 
Code Level 6 in 2016. There are clearly likely to be a range of increase in costs due 
to these changes and it is extremely difficult at this point in time to state what the 
precise effect on the notional schemes that we have tested would be. By necessity, 
then, these percentage increases are a compromise and it is possible that 
technology will enable costs to be saved at the time of the implementation of the 
changed code requirements. Therefore, we have undertaken a comparative 
assessment in selected areas with and without these cost increases and these are 
reported within the results section where appropriate. The baseline position 
however assumes cost increases associated with the relevant Code for Sustainable 
Homes level as detailed above.  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 

                                              

29 ‘Code for Sustainable Homes: A Cost Review’ March 2010 Communities and Local Government. 
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5.0    Stakeholder Engagement 

5.1 Soon after being appointed to carry out the Affordable Housing Economic Viability 
Assessment Levvel compiled an engagement plan in which it was agreed that the 
most appropriate method of stakeholder engagement for this study would be the 
use of a postal questionnaire and a stakeholder consultation event. The 
consultation event was held on the 25 August 2009 and stakeholders were invited 
from the SHLAA panel.  

5.2 The Council has compiled a database of representatives from the house building 
industry, agents, architects, developers, RSLs and others. These stakeholders 
have a recognised interest in the development of land for housing in the sub 
region and were written to asking if they would be interested in sitting on a 
SHLAA Stakeholder Panel. This database forms the basis of this study’s 
consultation. 

5.3 A questionnaire specifically for house builders, registered social landlords and 
land agents sought to ascertain views on key assumptions that would be 
modelled to assess the impact upon development of a range of affordable housing 
policy options. This sought to ascertain a range of key development assumptions 
in order that development conditions within the District could be fairly reflected 
within the parameters of the study.  

5.4 A second questionnaire was submitted to land owners and land agents. Key data 
on achieved land values within the District and variations in these according to 
current land use and land type were sought.  

5.5 The discussions at the stakeholder meeting, and the questionnaire responses 
were of great assistance in informing the inputs into the financial appraisal and 
the direction of the Affordable Housing Economic Viability Study. Full details on 
stakeholder engagement including copies of the questionnaires sent and 
responses received can be found in Appendix 6 to this report.  

 

 

 

 

 

 

 

 

 

 



 

 
Page 44 of 112 

6.0 Results Analysis 

A Viable Position  

6.1 There is no definitive answer to the question “What is Viable?” although generally it 
can be considered to be whatever is necessary to bring forward a site for 
development. Therefore, it is important to ensure that a number of baselines are 
set against which the viability of development can be tested and then the results 
reported.  

6.2 For our first test of viability, we have demonstrated that where the residual land 
value of a residential scheme meets or beats the value of the existing or alternative 
use of the site it is, in principle, “viable” and the site is likely to come forward. 
Landowners are not a homogenous group – each one has different incentives and 
circumstances – and therefore, for various reasons, landowners may need to be 
further incentivised to sell their land or it may be more economic to continue in its 
present use. Paying a sum that exceeds the existing use value for the land can 
overcome this inertia. 

6.3 As reported earlier in this report, land values have been assessed against the land 
values confirmed by Thorne’s. In all areas of Teignbridge except for South West of 
Exeter this is currently assumed to be £680,000 per hectare. For sites on the South 
West of Exeter it is assumed to be £800,000 per hectare. 

6.4 The actual incentive necessary to bring a site forward is difficult to quantify, 
however, and will change between landowner according to each one’s particular 
circumstances. As stated previously, we have therefore attempted to measure how 
much may be needed to encourage landowners to bring their land forward by 
looking at historically achieved land values in the District, that is the relationship 
between gross development value (GDV) and residual land value (RLV). For our 
second test of viability we have assumed a RLV:GDV ratio of 18% to 25% 
depending on scheme type and value area as outlined in Appendix 9. 

6.5 Thus, our assessment for viability involves a cross reference of the absolute land 
value and the RLV:GDV position. Within each test we have assumed a level of 
‘tolerance’ so that a scheme that falls within 10% either way of the alternative or 
existing use value is deemed to be marginally viable against that test. The two 
tests are then assessed in parallel rather than sequentially but weighted so that 
residual against existing/alternative use values is given 50% more weight than the 
RLV to GDV test. This is represented in the results page as follows: 
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Results Analysis 

6.6 In this section, we reproduce a selection of the results of our study as a series of 
tables. We have assessed viability on the basis of property values following three 
different trajectories and on the basis that the development commences in any 
given year between 2010 and 2031. All this information is set out in a series of 
tables such as the one below, here for illustrative purposes. 

 

 

 

 

 

 

 

 

 

6.7 In order to consider the viability of a development commencing in a particular year 
the middle cell indicates the viability of that development in that year and the two 
cells to either side, in the columns marked “down” and “up”, constitute sensitivity 
tests in the event that actual property values turn out lower or higher than a 
projection of past performance would suggest. In the example above, in 2019 
development is likely to be marginally viable in the middle scenario but viable in the 
upside scenario. By 2021, the scheme is likely to be viable in all but the downside 
scenario. 

6.8 The results are set out according to settlement area and then within the settlement 
areas according to scheme type. The results are based upon assessments of the 
range of affordable housing percentages and then take into account the various 
sensitivities that we have tested with the implications for long and short term 
deliverability. The overall implications for policy and housing delivery will be set out 
following the specific results section. Assessments of viability on sites below the 
current 15 unit threshold are set out in Section 7 of this report. 
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Newton Abbot 

6.9 Ten different development types were tested in Newton Abbot ranging from small 
high density schemes to large edge of settlement locations. Key results tables are 
shown in this section however the results of our wider sensitivity analysis can be 
found in Appendix 7 to this report.  
 

Scheme type – 20 units on 0.1 hectare site  
(200 dwellings per hectare) 

6.10 Viability on this all flatted scheme is compromised until 2020 when the scheme 
becomes marginally viable in the middle scenario. Even in favourable (upside) 
economic conditions marginal viability at 40% is not achieved until 2018. In the 
downside this scheme type does not become viable at all and shows the challenge 
that will be faced on high density schemes in this location. While the results show 
that 40% is achievable in certain economic conditions, this will remain challenging 
even in upside conditions. However, this does assume the full allowance for Code 
for Sustainable Homes uplift and we have therefore undertaken an assessment at 
40% affordable housing but with reduced levels of Code for Sustainable Homes. At 
50% of the forecast level of CSH uplift 40% affordable housing becomes viable 
within a much shorter period in middle economic conditions. 
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6.11 The figures below show the baseline parameters but assume reduced levels of 
affordable housing (35%, 30% and 25%). Even with 25% affordable housing a 
marginal/viable outcome is unlikely to be achievable until circa 2018 should middle 
market conditions prevail.  
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Scheme Type – 38 Units on a 0.25 hectare site  
(150 units per hectare) 

6.12 The results for this scheme type in Newton Abbot are similar to the results for the 
200 dwelling per hectare scheme in so far as 40% affordable housing is currently 
unviable with no grant and marginal viability is not achieved until later in the Core 
Strategy period. This scheme does however produce slightly better results later in 
the Core Strategy period than the previous scheme. We show here the position at 
35% affordable housing with nil subsidy. Currently it is unlikely that even 25% 
affordable will be viable without some form of additional subsidy.  
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Scheme Type – 40 Units on a 0.4 Hectare site  
(100 dwellings per hectare) 

6.13 Although 40% affordable housing may be achievable on this scheme in certain 
economic conditions, the ability to achieve that level without grant is not possible 
until during the middle to late period of the Core Strategy. The profile of viability 
over time is similar to the high density schemes in Newton Abbot; 40% affordable 
housing will be challenging without grant but after 2021 or thereabouts 35% will be 
viable or marginally viable without grant. Testing at targets down to 25% 
affordable housing at our baseline position would suggest that additional subsidy is 
likely to be required to achieve this percentage in the current period and economic 
conditions.  
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Scheme Type – 24 Units on 0.4 hectare site  
(40 dwellings per hectare) 

6.14 Smaller schemes, such as this are relatively more sensitive to small changes in 
affordable housing requirements. It can be seen below that while 40% affordable 
housing is achievable in certain economic conditions, a reduction in the affordable 
housing target by 5% renders the scheme much more viable later in the Core 
Strategy period. At 35% affordable housing, this scheme is marginally viable from 
2018 onwards in the middle economic scenario. The comparison of the 40% and 
35% targets with no additional subsidy can be seen below. While the 40% may be 
challenging in middle market conditions it is likely that 35% will be achievable in 
the medium to longer term without recourse to additional subsidy. 
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Scheme Type – 19 Units on 0.6 hectare site  
(30 dwellings per hectare) 

6.15 As demonstrated in the figure below 25% affordable housing is currently marginally 
viable. Should middle market conditions prevail, a marginal or viable outcome may 
be achievable at this percentage post circa 2017. With nil public subsidy, 40% 
affordable housing may achieve a marginally viable position in about 2019 again in 
the middle economic scenario. These two positions can be seen in the results tables 
below: 
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Scheme Type – 244 units on a 4 hectare site  
(61 units per hectare density) 

6.16 This scheme incorporates a higher number of smaller units and flats and it can be 
seen that this is adversely affecting viability. At 40% affordable housing (nil grant) 
this scheme only becomes marginally viable in the middle scenario in limited 
periods of the Core Strategy. At 30% affordable housing testing has shown a viable 
position is achieved post circa 2019 assuming at least middle market conditions are 
experienced. Currently it is unlikely that this scheme would come forward at 25% 
affordable housing assuming nil additional subsidy. Clearly, additional subsidy 
would be necessary if higher affordable targets are to be achieved on high density 
schemes such as this. The results tables below set out the position with subsidy at 
40% with no additional subsidy, and £66,000 per unit social rent and £37,700 per 
unit intermediate subsidy at 30% and 35% affordable housing targets.  
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Scheme Type - 96 units on a 4 hectare site  
(24 units per hectare density) 

6.17 Even at levels of affordable housing as low as 25% this scheme is unlikely to be 
viable currently or in the early years of the Core Strategy without some form of 
additional subsidy unless upside market conditions are experienced. We consider 
the position with grant in our consideration of sensitivities at the end of this 
section. With no subsidy, this scheme may be able to support 40% affordable 
housing from 2020 onwards assuming the market performs to at least the middle 
scenario. While this scheme achieves our RLV to GDV test in later years it is still 
only marginally viable against absolute land values. The following tables show the 
position with 35%, 30% and 25% affordable housing targets. 
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Scheme Type - 120 units on a 4 hectare site  
(30 units per hectare density)  

6.18 At 40% affordable housing and nil grant, this scheme is not currently viable. 
Although 40% affordable housing with nil subsidy becomes viable in around 2020 
this level will remain a challenging target. Even at 25% affordable housing the 
scheme is not currently viable and will remain so in the middle economic scenario 
until about 2017. With subsidy, however, 40% affordable is currently marginally 
viable and viability or marginal viability can be achieved throughout the Core 
Strategy period. The result tables below show the position at 25%, 30% and 35% 
affordable housing and nil subsidy.  
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Scheme Types – 3,000 units on a 100 hectare site (30 units per 
hectare density) and 3,600 units on a 150 hectare site (24 units per 
hectare density) 

6.19 Care must be taken when assessing large scale developments of this sort as the 
site assembly issues, potential large infrastructure requirements and timing of 
development can all have a significant effect on development economics. Developer 
appraisals on these large sites are unlikely to take the form of a policy assessment 
model as different factors and their timing will have to be carefully considered. 
However, in our experience the long term sales profiles of these sites can help 
viability somewhat especially in a rising market and where short term losses to pay 
for infrastructure requirements can be offset later in the development period by 
rising sales values. The assessment we have done of these large sites must be seen 
in this light; it is not a case of extrapolating the results of a small site (up to 150 
units for example) and using these to assess the viability of large strategic sites. 

6.20 It should also be remembered that new value areas may be created over the long 
term by the development of large schemes. This may mean that these sites may 
have their own unique ‘value area’ and may not necessarily reflect the values 
assessed here. 

6.21 Bearing this in mind, the results of the modelling that we have undertaken would 
suggest that long term viability might be acceptable at 40% dependent upon 
market conditions. The results suggest that currently 25% may be achievable 
without grant and that schemes commencing after 2012 or 2013 may be able to 
achieve up to 40% affordable housing again without grant assuming that economic 
conditions follow our middle scenario or above. The imposition of Code for 
Sustainable Homes in 2013 to 2016 appears to affect development later in the 
period and, as can be seen in the figures below, this has a longer effect on viability 
as schemes at 40% are marginally viable in the medium to long term.  

6.22 The viability of the larger, 3,600 unit scheme is marginally more challenging than 
on the 3,000 unit scheme. The profiles of the cash flows are similar on both 
schemes but viability is slightly more difficult to achieve on the larger scheme at a 
40% target. This demonstrates that the 40% level is probably at the limit of the 
affordable housing target. However, only a relatively small amount of grant 
(equivalent to about £30,000 per unit) is necessary to bring 40% forward currently. 
In the current economic climate, it is not certain that this amount of funding will be 
available and the Council could consider seeking a 50:50 tenure split (social rent to 
intermediate) instead of the current policy of 70:30. Our modelling would suggest 
that changing tenure could help enable these large schemes to come forward at 
these higher percentages. 
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6.23 It should also be noted that sales or “absorption” rates are important considerations 
also and we have undertaken sensitivities at 300 sales per annum and 360 sales 
per annum and the results (see below) show that sales rate has an effect on 
viability. This will have to be a factor taken into account by developers and shows 
the risk that developers have to consider when making decisions about starting 
development.  
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Summary of Sensitivities (Newton Abbot) 

6.24 Appendix 7 contains relevant sensitivities undertaken for the notional sites in 
Newton Abbot. These are not all of the sensitivities that we have undertaken as this 
amounts to a considerable number and would not necessarily add anything to our 
overall analysis of the situation. Therefore we have chosen specific target 
percentages to show the effect of three key variables – tenure mix, different 
infrastructure levels and the levels of public subsidy required to achieve 40% 
affordable housing. The results of these sensitivities is analysed below. 
 

Tenure 

6.25 We have shown the results of our tenure sensitivity testing in Newton Abbot against 
the 25% affordable housing target as this enables us to see the effect of tenure 
change more clearly. We have looked at three different tenure mixes. The first is 
our baseline position of 70:30 social rent to intermediate affordable housing. The 
second is 50:50 social rent to intermediate and the third is with the affordable 
housing as 100% intermediate housing. The intermediate housing is assumed to be 
shared ownership housing with an initial equity purchase of 50% and annual rent at 
2.5% of the unsold equity. 

6.26 Generally on all schemes in Newton Abbot viability is more challenging with higher 
levels of social rented housing. In years where development viability is marginal for 
the baseline position (70:30 social rent to intermediate) changing the tenure mix by 
increasing the proportion of intermediate units at the expense of social rented units 
may enable some schemes to proceed with affordable housing. This may have the 
effect of bringing some schemes forward by one or two years at higher affordable 
housing targets.  

6.27 On higher density schemes (over 60 units per hectare) the effect of increasing the 
amount of intermediate affordable housing has a negligible effect on the year when 
schemes become marginally viable although schemes do appear to be more likely 
to come forward in 2017 and onwards with either a 50:50 tenure split or all 
intermediate housing assuming 25% affordable housing. After 2020 or thereabouts, 
schemes with a 70:30 tenure split are likely to be viable. 

6.28 On lower density schemes the effect of increasing intermediate tenure would 
appear to be more marked because of the increased unit values of larger units. 

6.29 Looking at different Core Strategy periods we would say that in the short term (up 
to 2015) changing tenure mix is unlikely to make a significant difference to being 
able to bring sites forward. In the medium term (2015 to 2020) increasing the 
amount of intermediate housing may enable some sites to be brought forward 
where viability is an issue. In the longer term up to 2031, it is unlikely that 
schemes will be compromised if higher proportions of social rented housing are 
sought. 
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Infrastructure 

6.30 We have considered the effect of three different levels of infrastructure; £7,500 per 
market unit, £10,000 per market unit and £15,000 per market unit. In line with 
discussions with the Council we have assumed that the affordable units will not be 
contributing to these infrastructure costs. In our results in Appendix 7 we have 
shown the effect of these three different rates on sites with 30% affordable housing 
as at this level the effect of infrastructure can clearly be seen in the results. 

6.31 As expected, residual values are affected proportionately to the level of 
infrastructure contribution. It would appear that the higher levels of infrastructure 
charge (£15,000 per market unit) will make it more challenging to achieve even 
30% affordable housing in the short to medium term although viability may be 
achieved at 30% affordable housing after 2021 or 2022 in the middle economic 
scenario. 

6.32 Looking at different Core Strategy periods we would say that in the short term (up 
to 2015) there is a case to say that if sites are likely to be marginal then lower 
levels of infrastructure (£7,500 per market unit) will be more likely to enable those 
sites to come forward. This is likely to be an issue, also, in the middle period 
particularly and it is probably during times of economic recovery that making 
additional charges on development is likely to be counter productive. During the 
later period to 2031 if economic conditions have recovered then it may be more 
possible to achieve the higher levels of contribution. 
 

Additional Subsidy 

6.33 The results for additional subsidy are not in tabular form. To test the levels of grant 
necessary to achieve 40% affordable we undertook a ‘trial and error’ test with 
varying levels of grant until the minimum amount was reached. We used our 
standard tests at £32,000 per affordable unit (£35,910 per social rented unit, 
£20,300 per intermediate affordable unit), £45,725 per affordable unit (£51,300 
per social rented unit, £29,000 per intermediate affordable unit) and £59,443 per 
affordable unit (£66,690 per social rented unit, £37,700 per intermediate affordable 
unit) as indicators of the starting point for our testing. The results in Appendix 7 
show the shortfall in subsidy required in order to bring the baseline position on 
schemes at 40% to a viable position. 

6.34 Looking at the initial period (2010 or 2011), the subsidy required per unit would 
appear to be more (£60,000 to £75,000 per unit) on the higher density schemes 
(over 60 dph). On the lower density schemes, grant required ranged between 
£30,000 and £60,000 per unit in 2010 or 2011.  

6.35 In the medium term, additional subsidy requirements may reduce in middle 
economic conditions. On the higher density schemes to about 2018 this would be 
about £50,000 or £60,000 per affordable unit and on lower density schemes this 
would be between £30,000 and £45,000 per unit.  

6.36 In the longer term in our middle economic condition assumptions, schemes in 
Newton Abbot should be able to achieve 40% affordable housing with no additional 
subsidy. However, in some cases, towards the end of the Core Strategy, subsidy 
may be necessary again.  
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Effect of Code for Sustainable Homes 

6.37 We have assessed the average results for all schemes in Newton Abbot in order to 
assess the general effect of the imposition of Code Levels 4 to 6 in 2013 and 2016. 
The assessment shows that this will have a significant effect on scheme viability in 
the period from about 2015. The result table on the left below shows the viable 
position at 40% affordable housing target on general schemes (excluding the large 
strategic sites) with a 13% increase in construction costs in 2013 and a further 
16% increase in construction costs in 2016. On the right we show the effect with 
more modest construction cost increases of 7% in 2013 and a further 11% increase 
in construction costs in 2016. The effect is significant and shows that achieving low 
carbon housing using the most current cost forecasts may be at the expense of 
other objectives. 

 

 

 

 

 

 

 

 

 

 

 

 

  
 
 

 

Dawlish 

6.38 In Dawlish we have tested 4 notional sites mainly low density up to 40 dwellings 
per hectare. Key results tables are shown in this section however the results of our 
wider sensitivity analysis can be found in Appendix 7 to this report.  
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Scheme Type - 24 units on a 0.6 hectare site  
(40 units per hectare density) 

6.39 The results for this scheme type in Dawlish would suggest that 40% affordable 
housing with no subsidy is not viable until about 2019 in the middle economic 
scenario. The position at 40% affordable housing is shown in the left hand table 
here while the position at 30% and 25% affordable housing is shown in the middle 
and right hand tables. In the early years of the Core Strategy, if no additional 
subsidy is available, it would appear necessary to reduce the expectation on the 
affordable housing target. However, after about 2019, 40% affordable may be 
achieved in middle economic conditions without recourse to additional subsidy. 
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Scheme Type - 19 units on a 0.6 hectare site  
(32 units per hectare density) 

6.40 Testing on small schemes is very sensitive to changes in unit type mix. On this 
scheme 40% is challenging in the middle economic scenario until about 2019 and at 
35% until about 2018. However, 30% affordable housing is currently marginally 
viable and 25% is viable and remains viable for the majority of the Core Strategy 
period assuming at least middle market conditions. We have shown here the 
position with 40%, 30% and 25% affordable housing at the baseline position. The 
precise nature of the schemes that come forward at this density may dictate the 
amount of affordable housing that can be achieved in more challenging economic 
conditions.  

 

 

 

 

 

  

 

 

 

 

 

 

 

 

 

 

 

 

 

 
 



 

 
Page 62 of 112 

Scheme Type - 84 units on a 3.5 hectare site  
(24 units per hectare density)  

6.41 At 40% affordable housing target and no subsidy this scheme is currently unviable. 
Viability may be achieved after about 2018 with 40% affordable housing and by 
2016 with 35% affordable housing. Our testing would suggest that 30% may 
currently be marginally viable. The tables below show the position at 40%, 35% 
and 30% affordable housing with nil subsidy. 
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Scheme Type - 288 units on a 12 hectare site  
(24 units per hectare density) 

6.42 It is possible to achieve 40% affordable housing on this site in middle market 
conditions later in the Core Strategy period. However, currently even at 25% 
affordable housing it may be necessary to seek additional subsidy in order to 
achieve viability. The tables below show the position with 40% affordable housing 
and nil subsidy in the left hand table, the position with 30% in the middle table and 
with 25% affordable housing in the right hand table. We deal with grant 
sensitivities on all sites in Dawlish in the sub-section below. 

 

 

 

 

 

     

 

 

        

 

 

 

 

 

 

 

 

 

 

 

 

 



 

 
Page 64 of 112 

Summary of Sensitivities (Dawlish) 

6.43 Appendix 7 contains relevant sensitivities undertaken for the notional sites in 
Dawlish. These are not all of the sensitivities that we have undertaken as this 
amounts to a considerable number and would not necessarily add anything to our 
overall analysis of the situation. Therefore we have chosen specific target 
percentages to show the effect of three key variables – tenure mix, different 
infrastructure levels and the levels of public subsidy required to achieve 40% 
affordable housing. The results of these sensitivities is analysed below. 
 

Tenure 

6.44 We have shown the results of our tenure sensitivity testing in Dawlish against the 
25% affordable housing target as this enables us to clearly see the effect of tenure 
change. It is apparent from the results that increasing the amount of intermediate 
affordable housing in the short term period to 2015 increases the chances of 
schemes coming forward with no additional subsidy. Indeed, depending upon the 
economic position, it may be that changing the tenure mix will encourage some 
sites to come forward during this period.  

6.45 In the medium term it is likely that most schemes will be viable at 25% affordable 
housing and no additional subsidy. In that case, it is likely that changing the tenure 
mix will have little effect on the viability of schemes. Certainly, at 25% affordable 
housing and a 70:30 social rent:intermediate tenure mix, schemes in the middle 
economic position are likely to be viable in the long term period from 2022 to 
2031 and even at 40% affordable housing a 50:50 tenure split (social Rent to 
Intermediate) is likely to be viable. 
 

Infrastructure/tariff 

6.46 We have considered the effect of three different levels of infrastructure 
contribution; £7,500 per market unit, £10,000 per market unit and £15,000 per 
market unit. In line with discussions with the Council we have assumed that the 
affordable units will not be contributing to these infrastructure costs. In our results 
in Appendix 7 we have shown the effect of these three different rates on sites with 
30% affordable housing as at this level the effect of infrastructure can clearly be 
seen in the results. 

6.47 As expected, residual values are affected proportionately to the level of 
infrastructure contribution. On the schemes where development viability is marginal 
in the short term imposing the higher levels of infrastructure is likely to make a 
difference between sites coming forward with affordable housing.  

6.48 This is likely to be an issue, also, in the middle period to 2019 or especially where 
schemes are close to the viability threshold. Therefore, it is probably during times 
of economic recovery that making additional charges on development is likely to be 
counter productive.  

6.49 During the later period to 2031 if economic conditions have recovered then it 
may be more possible to achieve the higher levels of contribution. 
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Additional Subsidy 

6.50 The results for additional subsidy are not in tabular form. To test the levels of grant 
necessary at 40% affordable we have undertaken a ‘trial and error’ test with 
varying levels of grant until the minimum amount was reached. We used our 
standard tests at £32,000 per affordable unit (£35,910 per social rented unit, 
£20,300 per intermediate affordable unit), £45,725 per affordable unit (£51,300 
per social rented unit, £29,000 per intermediate affordable unit) and £59,443 per 
affordable unit (£66,690 per social rented unit, £37,700 per intermediate affordable 
unit) as indicators of the starting point for our trials and errors. The results in 
Appendix 7 show the shortfall in subsidy required in order to bring the baseline 
position on schemes at 40% to a viable position. 

6.51 Looking at the initial period (2010 or 2011), the subsidy required per unit would 
appear to be lower in Dawlish than in Newton Abbot. This is generally at between 
£32,000 and £35,000 per unit although this may be as high as £45,000 per unit on 
the 288 unit scheme. 

6.52 In the medium term, additional subsidy requirements are likely to reduce in 
middle economic conditions and may be as low as zero by 2016 in some cases.  

6.53 In the longer term and by 2019 it is likely that little or no additional subsidy may 
be necessary to support a 40% affordable housing target in middle market 
conditions. 
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Effect of Code for Sustainable Homes 

6.54 We have assessed the average results for all schemes in Dawlish in order to assess 
the general effect of the imposition of Code Levels 4 to 6 in 2013 and 2016. The 
assessment shows that this will have a significant effect on scheme viability in the 
period up to about 2017. The result table on the left below shows the viable 
position at 40% affordable housing target on general schemes (excluding the large 
strategic sites) with 13% increase in construction costs in 2013 and a further 16% 
increase in construction costs in 2016. On the right we show the effect with more 
modest construction cost increases of 7% in 2013 and a further 11% increase in 
construction costs in 2016.. The effect is significant and shows that viability at a 
40% target could be achieved by about 2014 if the impact of Code for Sustainable 
Homes is less than anticipated. 
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Teignmouth 

6.55 In Teignmouth we have tested 3 notional sites. Key results tables are shown in this 
section however the results of our wider sensitivity analysis can be found in 
Appendix 7 to this report.  
 

Scheme Type - 30 units on a 0.5 hectare site 
(60 units per hectare density) 

6.56 The short term viability of this scheme at 40% affordable housing is likely to be 
compromised. Indeed, this scheme is likely to be unviable at 40% if no additional 
subsidy is available until about 2017 or 2018 should middle market conditions 
prevail. Viability becomes less challenging at affordable housing levels below 35% 
and this scheme may currently be marginally viable at 30% or 25% affordable 
housing without the need for additional subsidy. The tables below show the position 
at 40%, 30% and 25% affordable housing. 
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Scheme Type - 48 units on a 1.5 hectare site  
(32 units per hectare density) 

6.57 A viable position is more easily achieved on this larger site in Teignmouth. Although 
40% affordable is unlikely to be currently achievable a viable position may be 
achieved at our baseline position by about 2017 or 2018 should the middle market 
scenario apply. Currently, without subsidy, 30% affordable may be achievable but if 
there is low value growth and the Code for Sustainable Homes Requirements are in 
line with this study’s assumptions then additional subsidy may be necessary in 
order to achieve this level in the short term. The level of additional subsidy may not 
necessarily be high and this is discussed in our consideration of Teignmouth 
sensitivities later in this section. 

6.58 The results of testing our baseline position assuming, 40%, 30% and 25% 
affordable housing are shown in the figures below. 
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Scheme Type - 168 units on a 7 hectare site  
(24 units per hectare density) 

6.59 40% affordable housing may be achieved in the medium to long term (after about 
2017) in middle economic conditions with no additional subsidy. In middle market 
conditions it may even be challenging in the short term to achieve 25% affordable 
housing without some additional subsidy/consideration of tenure mix although this 
position may be marginal. This level of affordable housing may be achievable in the 
short term however should upside economic conditions apply. In the medium term, 
35% is likely to be achievable in middle economic conditions and above and, for the 
most part, 40% may be achieved with little or no additional subsidy in the longer 
term to 2031. 
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Summary of Sensitivities (Teignmouth) 

6.60 Appendix 7 contains relevant sensitivities undertaken for the notional sites in 
Teignmouth. These are not all of the sensitivities that we have undertaken as this 
amounts to a considerable number and would not necessarily add anything to our 
overall analysis of the situation. Therefore we have chosen specific target 
percentages to show the effect of three key variables – tenure mix, different 
infrastructure levels and the levels of public subsidy required to achieve 40% 
affordable housing. The results of these sensitivities is analysed below. 
 

Tenure 

6.61 For the first and third sites we have analysed, we have considered the tenure mix 
sensitivity against the 25% affordable housing target. However, on the second site 
(48 unit scheme) we have considered the position at 35% affordable housing as 
the 25% and 30% targets were achieved even at the 70:30 split. It is clear from 
the results that increasing the amount of intermediate affordable housing in the 
short term period to 2015 does increase the chances of schemes coming forward 
assuming a nil subsidy position. Indeed, depending upon the economic position, it 
may be that changing the tenure mix will encourage some sites to come forward 
during this period. 

6.62 In the medium term it is likely that most schemes will be viable at 25% and 30% 
affordable housing and no additional subsidy. In that case, it is likely that changing 
the tenure mix will have little effect on the viability of schemes. This is especially 
so on the scheme of 48 units that we tested (the second scheme tested here). In 
the longer term to 2031 it is probable that should middle economic conditions exist 
then schemes in Teignmouth may be able to support the Council’s target tenure 
mix of 70:30 social rent to intermediate. 
 

Infrastructure/tariff 

6.63 We have considered the effect of three different levels of infrastructure 
contribution; £7,500 per market unit, 10,000 per market unit and £15,000 per 
market unit. In line with discussions with the Council we have assumed that the 
affordable units will not be contributing to these infrastructure costs. In our results 
in Appendix 7 we have shown the effect of these three different rates on sites with 
30% affordable housing as at this level the effect of infrastructure can clearly be 
seen in the results. 

6.64 As expected, residual values are affected proportionately by the level of 
infrastructure contribution. On the schemes where development viability is marginal 
in the short term imposing the higher levels of infrastructure are likely to make a 
difference between sites with affordable housing coming forward or not.  

6.65 This is likely to be an issue, also, in the middle period to 2019 or especially where 
schemes are close to the viability threshold. Therefore, it is probably during times 
of economic recovery that making additional charges on development is likely to be 
counter productive.  

6.66 During the later period to 2031 if economic conditions have recovered then it 
may be more possible to achieve the higher levels of contribution. 
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Additional Subsidy 

6.67 The results for additional subsidy are not in tabular form. To test the levels of grant 
necessary at 40% affordable we have undertaken a ‘trial and error’ test with 
varying levels of grant until the minimum amount was reached. We used our 
standard tests at £32,000 per affordable unit (£35,910 per social rented unit, 
£20,300 per intermediate affordable unit), £45,725 per affordable unit (£51,300 
per social rented unit, £29,000 per intermediate affordable unit) and £59,443 per 
affordable unit (£66,690 per social rented unit, £37,700 per intermediate affordable 
unit) as indicators of the starting point for our trials and errors. The results in 
Appendix 7 show the shortfall in subsidy required in order to bring the baseline 
position on schemes at 40% to a viable position. 

6.68 We have tested at three different densities and although the sample size is small, it 
would appear that, generally the higher the density, the lower the requirement per 
unit in additional subsidy is in the initial period under consideration. The shortfall on 
the 60 dwellings per hectare (dph) scheme is about £15,000 per unit, on the 32 
dph scheme it is £25,000 per unit and on the 24 dph scheme it may be as much as 
£45,000 per unit. All of these are average per unit rates based on a 70:30 split and 
it is likely that the social rent subsidy is likely to be higher than the above figure 
while the intermediate figure will be lower. 

6.69 In the medium term, additional subsidy requirements are likely to reduce in 
middle economic conditions and may be as low as zero by 2016 in some cases. 
Certainly by 2018 it is possible that no additional subsidy will be required if we are 
experiencing middle economic conditions or above.  

6.70 In the longer term it is likely that little or no additional subsidy may be necessary 
to support a 40% affordable housing target in middle market conditions. 
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Effect of Code for Sustainable Homes 

6.71 We have assessed the average results for all schemes in Teignmouth in order to 
assess the general effect of the imposition of Code Levels 4 to 6 in 2013 and 2016. 
The assessment shows that this will have a significant effect on scheme viability in 
the period from about 2014. The result table on the left below shows the viable 
position at 40% affordable housing target on general schemes (excluding the larger 
strategic site) with 13% increase in construction costs in 2013 and a further 16% 
increase in construction costs in 2016. On the right we show the effect with more 
modest construction cost increases of 7% in 2013 and a further 11% increase in 
construction costs in 2016. The effect is significant and shows that if the effect of 
Code for Sustainable Homes is less significant, then 40% affordable housing in 
Teignmouth may be achievable as early as 2014. 
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South West of Exeter 

Scheme Type - 360 units on a 12 hectare site  
(24 units per hectare density) 

6.72 As reported in the section on Land Values, this site (the only one tested in this 
location) assumes a higher alternative use value of £800,000 per hectare. It can be 
seen from the results that we have produced here, 40% affordable housing is likely 
to be achievable in middle market conditions from circa 2016. It may also be the 
case (although we have not tested affordable housing requirements in excess of 
40%) that viability in this location is achievable at higher levels of affordable 
housing later in the Core Strategy period should upside market conditions prevail.  

 

 

 

 

 

 

 

 

  

 

      

 

 

 

6.73 Bearing in mind the above viability position it may be possible to look at increased 
contributions to infrastructure in the medium term should the market perform to at 
least the middle market scenario. This is examined in greater detail in Appendix 7 
to this report.  
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Rural Settlements 

Scheme Types - 24 units on a 0.6 hectare site  
(40 units per hectare density)  

6.74 This scheme type and the following scheme type have similar viability profiles for 
the period of the Core Strategy. 40% affordable housing is currently marginally 
viable but achieving this percentage may become more challenging in the short 
term period to 2016 or thereabouts in middle economic conditions. For the medium 
and long term of the Core Strategy, however, 40% affordable housing would 
appear to be viable in middle and upside economic conditions. Testing at lower 
percentages would suggest that 35% affordable housing may currently be viable 
although this may still be challenging later when the potential increased costs 
associated with achieving higher Code for Sustainable Homes levels are felt. In the 
longer term, 35% affordable housing may be viable even in downside economic 
conditions after about 2021. As can be seen in the sensitivity tests (discussed later 
in this section), changing the tenure mix in favour of more intermediate housing 
may allow the 40% target to be currently achieved. 
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Scheme Type - 19 units on a 0.6 hectare site  
(32 units per hectare density) 

6.75 This scheme is marginally less viable than the 24 unit scheme and is currently 
marginally unviable. However, after about 2018 or 2019 in the middle economic 
scenario and until 2031, this scheme may be able to support 40% affordable 
housing without grant. As can be seen in the sensitivity tests (discussed in more 
detail below), changing the tenure mix in favour of more intermediate housing may 
allow the 40% target to be achieved more readily in this short term period. 
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Scheme Types - 48 units on a 1.5 hectare site (32 units per hectare 
density), 45 units on a 2.5 hectare site (18 units per hectare 
density), and 84 units on a 3.5 hectare site (24 units per hectare 
density) 

6.76 Viability on the schemes of between 45 and 84 units in rural settlements follows a 
similar profile. There are differences of detail between the schemes but by circa 
2016 all schemes are viable with 35% affordable housing should at least middle 
market conditions prevail. 

6.77 The 35% position described above is set out below for the three notional sites; the 
left hand table for the 48 unit (32 dph) scheme, the 45 unit (18 dph) scheme in the 
middle table and the 84 unit (24 dph) scheme in the right hand table. 
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Scheme Type - 168 units on a 7 hectare site  
(24 units per hectare density) 

6.78 It is clear that the larger scheme of 168 units is more viable in rural settlement 
areas than smaller schemes. However, it must be noted that the assumptions on 
this scheme are for a fairly low net density and clearly this would enable larger 
higher value properties to be built. 40% affordable housing is marginally unviable 
until 2016 in the middle economic scenario and from then on a viable outcome is 
likely to be achieved. The position at 40% affordable housing is shown on the left 
and the position with 35% affordable housing (nil additional subsidy is on the 
right). 
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Scheme Type - 600 units on a 25 hectare site  
(24 units per hectare density) - 90 flat(s) and 510 house(s) 

6.79 Care must be taken when assessing large scale developments of this sort as the 
site assembly issues, potential large infrastructure requirements and timing of 
development can all have a significant effect on development economics. Developer 
appraisals on these large sites are unlikely to take the form of a policy assessment 
model as different factors and their timing will have to be carefully considered. 
However, in our experience the long term sales profiles of these sites can help 
viability somewhat, especially in a rising market and where short term losses to pay 
for infrastructure requirements can be offset later in the development period by 
rising sales values. The assessment we have done of these large sites must be seen 
in this light; it is not a case of extrapolating the results of a small site (up to 150 
units for example) and using these to assess the viability of large strategic sites. 

6.80 Bearing this in mind, the results of the modelling that we have undertaken would 
suggest that long term viability might be acceptable at 40% and this level of 
contribution becomes viable by 2014 in middle market conditions and is mostly 
viable in these economic conditions until 2031. This is shown in the following table 
and assumes an absorption rate of 150 units per annum. 
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6.81 Bearing in mind the short term unviability and long term viability of this scheme we 
show the implications of tenure mix and infrastructure contribution on economic 
viability at 40%. 

6.82 Looking, firstly, at changing tenure mix the following tables show that increasing 
the amount of intermediate housing improves viability although at 50:50 social rent 
to shared ownership the scheme is likely to be marginally unviable in the first three 
years. At 100% intermediate (shared ownership) then viability is achieved in the 
middle economic scenario.  

6.83 The second set of tables below shows the negative impact of increasing 
infrastructure contributions from £7,500 per market unit to £10,000 and £15,000 
per market unit. This shows that increasing the infrastructure contribution will 
extend the period in which the scheme is marginally unviable or unviable. In the 
long term, from about 2016 to 2031 the scheme should be viable in middle 
economic conditions even with higher levels of infrastructure contribution. 
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Summary of Sensitivities (Rural Settlements) 

6.84 Appendix 7 contains relevant sensitivities undertaken for the notional sites in the 
rural settlements. These are not all of the sensitivities that we have undertaken as 
this amounts to a considerable number and would not necessarily add anything to 
our overall analysis of the situation. Therefore we have chosen specific target 
percentages to show the effect of three key variables – tenure mix, different 
infrastructure levels and the levels of public subsidy required to achieve 40% 
affordable housing. The results of these sensitivities for the notional sites, but not 
including the large site (where the profile over time is somewhat different) is 
analysed below. 
 

Tenure 

6.85 We have considered the tenure mix sensitivity against the 40% affordable housing 
target as the position in rural settlement areas is that schemes are viable at this 
level in middle economic conditions for large parts of the Core Strategy period.  

6.86 It is clear from the results that increasing the amount of intermediate affordable 
housing in the short term period to 2015 does increase the chances of schemes 
coming forward at 40% affordable housing and nil subsidy. On all sites in rural 
settlements if all of the affordable housing is shared ownership then viability is 
achieved assuming at least middle market conditions. On some schemes changing 
the affordable housing tenure mix to 50:50 makes these schemes viable 
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particularly on lower density schemes with a high proportion of houses rather than 
flats. As in other areas and depending upon the economic position, it may be that 
changing the tenure mix will encourage some sites to come forward during this 
period. 

6.87 In the medium term from 2015 to 2022 viability becomes more achievable with 
40% affordable housing and it is becomes less necessary to consider changes to 
the tenure mix.  

6.88 In the longer term to 2031 it is probable that should middle economic conditions 
exist then most schemes in the rural settlements will be able to support the 
Council’s target tenure mix of 70:30 social rent to intermediate. 
 

Infrastructure 

6.89 We have considered the effect of three different levels of infrastructure; £7,500 per 
market unit, 10,000 per market unit and £15,000 per market unit. In line with 
discussions with the Council we have assumed that the affordable units will not be 
contributing to these infrastructure costs. In our results in Appendix 7 we have 
shown the effect of these three different rates on sites with 40% affordable housing 
as at this level the effect of infrastructure can clearly be seen in the results. 

6.90 As with schemes in other value areas, residual values are affected proportionately 
to the level of infrastructure contribution. On the schemes where development 
viability is marginal in the short term imposing the higher levels of infrastructure 
are likely to make a difference between sites coming forward with affordable 
housing. The higher level of infrastructure charge (£15,000 per market unit) makes 
all schemes unviable in the period to 2015 except the 45 unit low density scheme 
which is particularly viable in any case, and, to a certain extent, the 84 unit scheme 
although this latter one is on the margins. 

6.91 This is likely to be an issue, also, in the middle period to 2019 or especially where 
schemes are close to the viability threshold. However, by 2019 or 2020 most 
schemes become mostly viable. 

6.92 During the later period to 2031 if economic conditions have recovered to the 
middle scenario or above then it may be more possible to achieve the higher levels 
of contribution and maintain viability at 40% affordable housing. 
 

Additional Subsidy 

6.93 The results for additional subsidy are not in tabular form. To test the levels of grant 
necessary to achieve 40% affordable housing we have undertaken a ‘trial and error’ 
test with varying levels of grant until the minimum amount was reached. We used 
our standard tests at £32,000 per affordable unit (£35,910 per social rented unit, 
£20,300 per intermediate affordable unit), £45,725 per affordable unit (£51,300 
per social rented unit, £29,000 per intermediate affordable unit) and £59,443 per 
affordable unit (£66,690 per social rented unit, £37,700 per intermediate affordable 
unit) as indicators of the starting point for our trials and errors. The results in 
Appendix 7 show the shortfall in subsidy required in order to bring the baseline 
position on schemes at 40% to a viable position. 
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6.94 Currently the level of grant that is necessary is lower than is necessary in other 
areas of the District and lower than historic levels of additional subsidy that has 
been necessary in the District.  

6.95 In the short to medium term, additional subsidy might be necessary on some 
sites except the lower density non flatted schemes or schemes with a low 
proportion of flats/apartments. By 2018 most schemes in this value area should be 
able to support 40% affordable housing without additional subsidy in middle or 
upside economic conditions. 

6.96 In the longer term it is likely that little or no additional subsidy will be necessary 
to support a 40% affordable housing target in middle market conditions. 
 

Effect of Code for Sustainable Homes 

6.97 Bearing in mind that viability is likely to be achievable in the period after 2016, it is 
unlikely that the imposition of Code for Sustainable Homes will have a significant 
adverse effect on bringing sites forward in middle economic conditions and above. 
That is not to say that the imposition of the Code for Sustainable Homes timetable 
will not affect land values or development economics in general. It is just that in 
this high value area, it is likely to have sufficient impact at the 40% affordable 
housing target. 
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7.0 Assessments of Sites Below 15 Units 

7.1 In this section we consider the impact on affordable housing provision and 
development viability of reducing the threshold for affordable housing provision to 
below a 15 dwelling threshold to ascertain a site’s potential to deliver affordable 
housing on site or as a commuted sum in lieu of on site delivery and to test 
whether a lower minimum threshold is ‘viable and practicable’.30

7.2 On sites of this size we have however taken a figure of 25% of Gross Development 
Value as a test for the level at which the Residual Land Value may need to reach on 
smaller sites in order to incentivise the landowner sufficiently to bring forward their 
parcel of land. The scheme mix of these threshold sites included in Appendix Three. 
We have also assumed land values of £680,000 per hectare in line with the testing 
of larger schemes. However, as some smaller sites may be on sites that are 
redevelopment of existing residential developments we have tested and report here 
also on the impact of the higher, £800,000 per hectare, alternative use value. 

 We have modelled 
the impact on development viability of an affordable housing requirement on 
schemes of 10 and 5 units again assuming nil grant.  

7.3 In addition we have considered the impact of potentially lowering the site size 
threshold and whether it may be advantageous to apply a sliding scale of affordable 
housing targets depending upon the size of sites. We report in our conclusion to 
this section on the advantages and disadvantages of this approach. 

7.4 Our analysis shows a greater degree of variation in the impact of affordable housing 
on residual land value for smaller sites than for larger sites. The size of the 
schemes modelled makes the outcome of this analysis much more sensitive to 
assumptions about overall values, tenure mixes and costs. In particular, the impact 
of the Code for Sustainable Homes criteria are likely to have a significant impact on 
these smaller schemes. 

7.5 On the ten unit schemes we have looked at four different tenure mixes; 100% 
social rent, 75:25 social rent to shared ownership, 25:75 social rent to shared 
ownership and 100% shared ownership. On the 5 unit schemes we have assessed 
tenure mixes of either fully social rent or fully shared ownership in order to achieve 
a sensible mix of tenures on small schemes and to come up with realistic results. 
Although, it is possible within the modelling, we have tried to avoid assessing 
schemes with a fraction of a unit. On larger schemes this may be unavoidable but 
on small schemes such as these we believe that splitting units would create results 
that were unrealistic and, therefore, misleading. For example a 5 unit scheme with 
a requirement for 40% affordable housing and a 70:30 split of social rent to 
intermediate would produce 1.4 units of social rent and 0.6 of a unit shared 
ownership.  

7.6 In the following paragraphs we consider, for each value area, the 10 unit and 5 unit 
schemes and conclude about the likely percentage targets that could be supported 
for each scheme type in each area.  

 

                                              

30 Planning Policy Statement 3, paragraph 29, June 2010. 
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Newton Abbot  

Scheme Type – 10 units on a 0.25 hectare site  
(40 units per hectare density) 

7.7 Considering 40% affordable housing in Newton Abbot on this scheme it would 
appear that viability is not fully achieved at any point in the Core Strategy with nil 
additional subsidy and social rent as the affordable housing tenure although 
marginal viability is achieved in the period from 2020 onwards. In order to achieve 
a viable position with social rent then additional subsidy in the region of £50,000 to 
£60,000 per unit would be necessary in the initial period of the Core Strategy. We 
can also see in the tables below reducing the affordable housing target to 30% will 
bring forward the period in which viability becomes marginal in the middle 
economic scenario. Reducing the target to 20% produces marginal viability in the 
short to medium term and then full viability following that. 
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7.8 It was found that altering the tenure mix to provide more shared ownership 
improved the viability of this 10 unit scheme even at 40% affordable housing. In 
the following tables, we can see that marginal viability can be achieved in current 
economic conditions with 25:75 social rent to intermediate or fully shared 
ownership.  
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Scheme Type – 5 units on a 0.125 hectare site  
(40 units per hectare density) 

7.9 Long term marginal viability is achieved on the 5 unit scheme in the middle 
economic scenario from about 2020 onwards assuming 40% affordable housing. At 
20% affordable housing on this size site, the position is marginally viable although 
over the short to medium term viability may be challenging in middle economic 
conditions and below. Care should clearly be taken about applying an affordable 
housing requirement on sites such as this during that period. This can be seen in 
the tables below. 

 

 

 

 

 

 

 

 

 

 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



 

 
Page 87 of 112 

Dawlish 

Scheme Type – 10 units on a 0.25 hectare site  
(40 units per hectare density) 

7.10 The results for the Dawlish scheme are similar to the Newton Abbot results as can 
be seen in the results for the ten unit scheme at 40% affordable housing. We have 
shown here the results of our tests assuming nil grant and medium and low 
additional subsidy provision. Additional subsidy in the region of £40,000 to £45,000 
may be required to achieve affordable housing at 40% on sites of this size. 
However, if no subsidy is available then the position will be similar to Newton Abbot 
where 20% affordable housing is more likely to be a reasonable target. 
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Scheme Type – 5 units on a 0.125 hectare site  
(40 units per hectare density) 

7.11 Due to the higher comparative values of houses in Dawlish, the viability of this 
scheme at 40% affordable housing appears to be marginally viable in the current 
economic conditions. However, the impact of the uplift in construction costs due to 
Code for Sustainable Homes adversely impact upon viability and it may still be 
challenging to achieve 40% affordable housing up to 2017 or 2018. At 20% 
affordable housing the scheme is currently marginally viable and viability or 
marginal viability is maintained throughout the Core Strategy period. Changing the 
tenure mix of the affordable housing from social rented to intermediate eases 
viability. 
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Teignmouth 

Scheme Type – 10 units on a 0.25 hectare site  
(40 units per hectare density) 

7.12 Development at 40% is currently challenging and likely to remain so over the 
medium term until around 2018 or 2019. After that time 40% affordable housing 
with social rent is marginally viable. At 30% affordable housing, viability is still 
challenging in the medium term and may be marginal in the short term. Looking at 
different tenure mixes, our current analysis would suggest that schemes with 100% 
intermediate (shared ownership) accommodation would currently be viable at 40% 
affordable housing.  
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Scheme Type – 5 units on a 0.125 hectare site  
(40 units per hectare density) 

7.13 The 5 unit scheme is currently marginally viable in Teignmouth assuming 40% 
affordable housing (all social rented). However, in middle market conditions this 
level might not be achievable in the short to medium term. At 20% affordable 
housing however, marginal viability is achievable currently and becomes viable 
after 2019 in middle and upside market conditions. 
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South West of Exeter 

Scheme Type – 10 units on a 0.25 hectare site  
(40 units per hectare density) 

7.14 We have assessed this scheme against the higher alternative land value (£800,000 
per hectare). The results show that 40% affordable may be marginally viable 
currently but that in the medium term to about 2017 it may not be possible to 
achieve this level with predominantly social rented affordable housing. 30% 
affordable housing is more likely to be achieved up to 2017 as the scheme is 
marginally viable until that time in middle market conditions. If all of the affordable 
housing is shared ownership then the scheme is likely to be viable at 40% 
affordable housing throughout the whole Core Strategy period. 
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Scheme Type – 5 units on a 0.125 hectare site  
(40 units per hectare density) 

7.15 40% affordable housing equates to 2 units on a five unit scheme and because of 
the high property values in this area, this is likely to be currently marginally viable. 
The application of a 20% affordable housing requirement eases viability 
considerably as is shown below. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



 

 
Page 93 of 112 

Rural Settlements 

Scheme Type – 10 units on a 0.25 hectare site  
(40 units per hectare density) 

7.16 The Rural Settlements combine to form the highest value area in this study. As 
such, 20% affordable housing, at a tenure mix of 100% social rented is viable for 
most of the plan period. Marginal viability may currently be attained at a 40% 
target but in the short term until about 2017 this may be challenging and 20% or 
30% would appear to be more realistic during this period. From around 2017 
onwards the 40% target appears to be more achievable on this size site. 
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Scheme Type – 5 units on a 0.125 hectare site  
(40 units per hectare density) 

7.17 Because of the higher property values in the rural settlements area it is currently 
possible to achieve a marginally viable position even on these small 5 unit schemes 
at 40% affordable housing. Currently, and for the period to 2019 the scheme is 
marginally viable assuming middle market conditions and full viability is achieved 
thereafter until 2031. At 20% affordable housing this scheme is currently in a 
viable position. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Conclusion – Sites Below 15 Units 

7.18 The results of testing of smaller sites suggest that it may be reasonable to reduce 
the threshold for sites to incur an affordable housing requirement although it is 
essential to recognize that small sites are very sensitive to changes in values and 
costs and therefore it is very important to have regard to the prevailing economic 
conditions on these sites particularly in lower value areas.  

7.19 In the lower value areas - Newton Abbot, Teignmouth and Dawlish – 40% would 
currently be difficult to achieve. In the longer term, 40% might be achievable in the 
lower value areas but this is likely to be marginal and we believe that imposing this 
level on sites of 15 units and below is likely to be counter productive if social rented 
housing is to be sought as a priority.  
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7.20 As we have commented previously, residual value is compromised more by social 
rent than by intermediate housing and 40% might be achievable with all of the 
units as intermediate housing. This must be weighed against housing need and 
other relevant considerations. Therefore, if the council wishes to maintain a 40% 
target on small sites, it may consider applying this as a commuted sum and this is 
discussed in more detail in Section 7 of this report.  

7.21 On the smallest sites in Newton Abbot, and assuming social rented housing 
provision, even 20% affordable housing is likely to be challenging in the period to 
2016 or thereabouts. Certainly, a 40% target is likely to be restrictive on sites 
coming forward in Newton Abbot throughout the Core Strategy period and this may 
warrant consideration of a 20% target on sites of 5 to 14 units. 

7.22 In the higher value areas – South West of Exeter and Rural Settlements –smaller 
schemes appear to be able to support up to 40% affordable housing. The reason for 
this is that our assumptions on these sites are for low density housing schemes 
which generate high residual values. If we consider the reduction in value due to 
affordable housing then it is clear that land values, at 40% provision, are hit 
considerably. In the middle economic scenario the land value with affordable 
housing is reduced by up to 85% from the unencumbered position. Land owner 
perceptions are more likely to be critical on these small sites and reductions in 
value of this magnitude may act as a deterrent to these sites coming forward.  
By way of an example the following figures show the reduction in residual value on 
a 5 unit site at 40% and 20% affordable housing. 
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7.23 Therefore, while the economic position may show that residual values are beating 
the hurdle viability positions, the reduction values due to affordable housing may be 
considered to be prohibitive at the higher rates of affordable housing.  

7.24 It is clear that in the period to 2018 or 2019, providing 40%, and even 30%, 
affordable housing on sites below 15 units will be challenging in the lower value 
areas. It is difficult to predict landowner expectations on these small sites in 
particular and even in the longer term we would be concerned that 30% or 40% 
affordable housing may jeopardise sites of this size coming forward. However, our 
modelling has shown that these sites could support intermediate forms of 
affordable housing at these higher percentages of affordable housing.  

7.25 While there is a clear reduction in viability on smaller sites it is clear that there is 
some capacity for the Council to consider sites of between 5 and 14 units for some 
level of affordable housing. In the lower value areas, and in the period to 2019 or 
thereabouts, we would recommend a 20% target for these sites. In our discussions 
with officers we have discussed the possibility of a “sliding scale” whereby sites of 
fewer units should provide less affordable housing. Whilst on the face of it this 
might appear reasonable, making an overly complicated policy may be counter-
productive as this would incentivise schemes with fewer units to come forward. 
Therefore, we would advise that in order to maximize delivery, especially in the 
early years of the Core Strategy and to provide certainty for landowners and 
developers the Council should consider a straightforward 20% target for sites 
between 5 and 14 units.  

7.26 On sites in higher value areas, whilst viability appears to be more satisfactory, we 
are concerned that the reduction in residual value due to affordable housing on 
sites that have not previously had to contribute towards affordable housing, may 
prohibit or provide a disincentive for landowners to accept a large reduction in 
value. In that sense, landowners in higher value areas may consider themselves as 
being disadvantaged and the imposition of higher targets in these areas may be 
counter-productive.  

7.27 Therefore, we would suggest that a 20% target be considered for all sites of 
between 5 and 14 units in Teignbridge District.  

7.28 It should also be considered that development on small sites in the current 
economic climate may be more challenging than on larger sites. This is a function of 
a number of factors including the baseline levels of professional fees, potential for 
increased risk resulting in higher return, potential higher overheads, and potential 
increased per unit construction costs and land owners expectations. It is important 
to be aware of these issues when requiring an affordable housing contribution. 
Furthermore consideration should be given to the most appropriate mechanism of 
delivery and include consideration of commutation where appropriate. Of course 
any contribution should have regard to National Policy and Guidance as set out 
previously within this report.  

7.29 It is essential to recognise the impact of affordable housing tenure on smaller sites. 
In all areas the amount of affordable housing that could be deliverable varies 
dependent on the tenure mix of the affordable units. Higher percentages of 
affordable housing are likely to be achievable if all units are provided as 
intermediate, rather than social rented. Any policy on schemes of this size needs to 
recognise this point, notwithstanding the housing need profile within the District.  
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8.0 Policy Options and Calculating Commuted Sums for  
Off Site Provision 

Commuted Sum Principles 

8.1 The tender brief requires us to consider the appropriate policy route for 
consideration of the potential for off site contributions in lieu of on site affordable 
housing. Our advice is based on our extensive experience of negotiating commuted 
sums and our establishment of good practice based upon the principle of 
‘equivalence’ as set out in ODPM Circular 05/2005 and PPS3. 

8.2 The principles outlined in ODPM Circular 05/2005 confirm that planning “obligations 
created run with the land”31 and that “planning obligations should never be used as 
a means of securing for the local community a share in the profits of development 
i.e. as a means of securing a betterment levy.”32 The Circular considers that the 
use of planning obligations may include securing “the inclusion of an element of 
affordable housing in a residential or mixed use development where there is a 
residential component.”33 In addition, the Circular confirms that the obligations 
should be “fairly and reasonably related in scale and kind to the proposed 
development, as well as being reasonable in other respects.”34

8.3 Paragraph B14 of Circular 05/2005 states that affordable housing is provided 
through a presumption of being “in kind and on site”, however “there may be 
certain circumstances where provision on another site or a financial contribution 
may represent a more appropriate option.” 

  

8.4 PPS3 was published in November 2006 together with the guidance document 
Delivering Affordable Housing. It sets out the Government’s strategic housing policy 
objectives, which include achieving a wide choice of high quality homes, widening 
opportunities for home ownership, improving affordability across the market by 
increasing supply, and the creation of sustainable, inclusive and mixed communities 
in all areas. PPS3 confirms the Government’s commitment to the provision of high 
quality housing for those unable to access or afford market housing and also 
helping people make the step from social-rented housing to home-ownership. 

8.5 PPS3 states that where it can be robustly justified, off site provision or a financial 
contribution in lieu of on-site provision (of a ‘broadly equivalent value’35

“Decisions on alternative options should be made with regard to what is 
economically viable and realistic on that site and local housing needs as well as 
taking into account the mix of tenures on the site (…) the level of developer 

) may be 
accepted as long as the agreed approach contributes to the creation of mixed 
communities in the local authority area. 

                                              

31 Paragraph A3 Circular 05/05. 

32 Paragraph B7 Circular 05/05. 
33 Paragraph B12 Circular 05/05. 

34 Paragraph B5 Circular 05/05. 
35 PPS3 paragraph 29 Department of Communities and Local Government November 2006. 
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contribution should be at least maintained, but it should not be assumed the 
developer can meet the whole cost of the shortfall.”36

8.6 Thus, although national policy suggests that on site provision of affordable housing 
is the preferred approach, there may be some instances where an off site 
contribution is acceptable. National policy is predicated on the basis that some 
forms of affordable housing require public subsidy and planning agreements 
therefore need to maintain flexibility to deal with the eventuality that the subsidy 
may not be available at the time of delivery. These principles should apply whether 
the affordable housing is achieved on site or whether it is achieved through a 
contribution. 
 

  

Principle of Equivalence – Practical Methodology 

8.7 This report on the viability of affordable housing has shown that it is important to 
understand the economics of development when seeking to achieve affordable 
housing. This involves looking at all costs and values and assessing whether the 
residual is sufficient, generally, to bring sites forward. There may be instances 
where it is not possible or desirable to achieve the affordable housing on site and 
these same principles of applying the economics of development must apply. 
Therefore, when considering a particular site the principle of “broad equivalence” 
must apply. 

8.8 The implication of “broad equivalence” is that, whether affordable housing is 
delivered on site and in kind or off site in the form of a commuted sum, the 
developers should make the same overall level of contribution. However, as we 
have seen, the level of contribution that a developer may be expected to make on 
any given site can vary considerably and can depend on several different factors. 
These factors include; the size of the development, the mix of units, the location 
within the District and the alternative uses to which the land might be put.  

8.9 These factors make it impossible to set out in guidance the level of commuted sum 
which might be appropriate. We cannot say, for example what level of commuted 
payment should reflect one on site affordable home foregone because the amount 
will vary depending on the factors above. In short, because the amount of 
developer subsidy available for on site provision varies depends on the economic 
viability of the site, it would violate the principle of broad equivalence to set out a 
single, fixed level of commuted payments where the affordable housing is to be 
delivered off site. 

8.10 The importance of giving consideration to viability in assessing commuted sums is 
all the more important because of the types of circumstances in which a commuted 
payment is likely to be the preferred route. That is to say, commuted sums are 
likelier to be sought from smaller sites than larger ones, from sites where the form 
of housing is unusual and so on.  
 
 

                                              

36 Delivering Affordable Housing paragraph 95 Department of Communities and Local Government 
November 2006. 
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8.11 This means that any commuted payment should be linked to an economic 
assessment of the site. However, if we cannot say in advance the level of any 
commuted payment, then it is all the more important to be clear about how it 
should be calculated. 

8.12 Our view is that the economic assessment of a development should be site and 
scheme specific (it should include all costs and values related to the particular use) 
but that these costs should be generic (they should be able to be applied to any 
developer and not be specific to an individual). This will maintain the planning 
principle that permission runs with the land and not with an individual. 

8.13 If a scheme is financially viable, the practical methodology of assessing how much a 
development should pay by way of commuted sum involves establishing the 
developer subsidy. Where this takes the form of an on site contribution, an 
assessment will establish how much and what type of affordable housing can be 
achieved on site. Where an off site contribution is to be applied a similar 
assessment is carried out with the aim of establishing the amount of developer 
“subsidy” which is available to meet the Council’s objectives. 

8.14 We have pointed out that the developer subsidy relates to the implications for the 
land use of a particular site. The developer subsidy is established by looking at the 
difference in residual land value between the development without an encumbrance 
(in this case the encumbrance is the imposition of affordable housing) and the 
residual land value with the encumbrance. The simple formula for developer 
subsidy is therefore as follows: 

DEVELOPER SUBSIDY FOR AFFORDABLE HOUSING 

RESIDUAL VALUE OF DEVELOPMENT UNENCUMBERED BY AFFORDABLE HOUSING 

EQUALS 
 

8.15 Thus the formula involves two discrete calculations and we would suggest a simple 
matrix that enables these two calculations to be assessed. This is as follows with 
example figures input.

LESS 

RESIDUAL VALUE OF DEVELOPMENT ENCUMBERED BY AFFORDABLE HOUSING 
 

37

 

 

 

 

 

 

                                              

37 Please note that these figures are for illustrative purposes only. 
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8.16 In this example we have assumed the following: 

• Gross Development Value = Current market value of units  
proposed on site; 

• Values/Receipts = receipts from affordable housing provider and/or  
for any intermediate dwellings; 

• Grant provided = if policy assumes a certain level of public subsidy; 

• Total build Costs = generic assessment of construction costs  
(BCIS or QS assessed); 

• On costs = usually at a set percentage; 

• Other S106 costs = where known; 

• Sales costs = marketing and legals on market sales and LCHO; 

• Finance costs = net interest charged/earned during the  
development period; 

• Acquisition costs = costs associated with acquisition of the site  
(Stamp Duty, legal fees etc.); 

• Developer Profit = at an agreed percentage38

                                              

38 It must be remembered that developer profit (at whatever the agreed rate) should be considered as a 
fixed cost of development and not as a variable to be increased or decreased in order to ensure a scheme 
“works”.  

. 

 
Scheme 

 

A 
100% 
Market 

B 
Mixed Scheme 
(Affordable & 

Market) 
Gross Development Value (GDV) 

 
Values/ Receipts 

 
Grant Provided 

 

£10,000,000 
 
 
 

 
 

£6,500,000 
 

£2,000,000 
 

NIL 
 

Total Build Costs £4,750,000 £4,750,000 
Total On Costs £475,000 £475,000 

Total other s106 Costs £100,000 £100,000 
Total Sales Costs £650,000 £450,000 

Total Finance Costs £1,000,000 £700,000 
Total Acquisition Costs £100,000 £70,000 

Developer Profit @17% GDV £1,700,000 £1,225,000 

Residual (Values/Receipts Less costs) 
£1,225,000 

 
£730,000 

 

Developer Subsidy Required (A-B) 
 

£495,000 
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Alternative and Existing Use Values 

8.17 In the example above it can be seen that the residual site value of the scheme 
unencumbered by affordable housing would be £495,000 higher than the site value 
with affordable housing (assuming that the Council’s target percentage and tenure 
split is being met). Different tenure splits and target percentages will have different 
effects on site residuals and, therefore, on developer subsidy. However, in this 
example, the commuted sum would be £495,000. 

8.18 The next stage in the assessment is to ensure that the payment of this level of 
developer subsidy would not render the development of the site unviable. In order 
to do this, we would need to assess both the alternative or existing uses of the site. 
If, in the current example, the existing use of the site appraised above generates a 
value of £900,000 then the scheme would be viable without affordable housing but, 
if the full impact of affordable housing were imposed, the residual would fall below 
the existing use value. In this case, no developer would be able to persuade the 
landowner to sell it at a price below its current use value. In order to ensure that 
the site is residual value of the site with affordable housing is sufficient to bring this 
site forward and the developer subsidy would have to decrease in order to ensure 
that the residual site value is greater than the alternative use value. In this case 
the developer subsidy would have to decrease by at least £170,000 in order to 
bring this site forward. 

8.19 The same principle applies to alternative uses of the site. In this example, it may be 
possible to provide a different mix of residential use that establishes an alternative 
use perhaps without having to provide affordable housing (the number of units 
would be below the threshold for affordable housing, for example). A similar 
exercise should be undertaken in order to establish residual values. This will use 
comparable assumptions as in the main assessment. Therefore the simple formula 
can be further modified thus: 

DEVELOPER SUBSIDY 

EQUALS 

RESIDUAL VALUE OF DEVELOPMENT UNENCUMBERED BY AFFORDABLE HOUSING 

8.20 It is important that individual site and scheme assessments are undertaken using a 
set of agreed principles between developers and planning authority. It is for this 
reason that we propose using generic values and percentages wherever possible 
and for these to be agreed and audited by one or more third parties to ensure 
impartiality and legitimacy. Our experience has shown that agreeing these 
parameters should not be a difficult process and the Local Authority should make it 
clear and consult upon the parameters to be used. It is also incumbent upon the 
developer to provide the necessary information to undertake the assessment 
outlined above but we would stress that this is not the same as proposing an “open 

LESS 

RESIDUAL VALUE OF DEVELOPMENT ENCUMBERED BY AFFORDABLE HOUSING 
(TAKING INTO ACCOUNT ANY REALISTICALLY ACHIEVABLE ESTABLISHED 

ALTERNATIVE OR EXISTING USE) 

Practical Assessment 
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book” approach, whereby the developer would be required to make available 
commercially sensitive information.  

8.21  If an agreement can be arrived at using generic figures (and we have experience 
of agreeing developer subsidy where this has been achieved) then it is incumbent 
on the developer to ensure that the necessary information is provided as soon as 
possible. However, it may be that the principal input from the developer is for 
exceptional and abnormal costs associated with the development to be provided. In 
such cases, meaningful generic information may not be available and it will be 
necessary for the developer and the Local Authority to agree the basis of the 
inputs. 

8.22 Using generic methods to generate the other inputs into the assessment will ensure 
that three important principles are maintained: 

• the planning permission does not become personal to a particular developer 
(it can be transferred to another developer without having to undergo a 
complete re-assessment of the site);  

• developers who are able to achieve lower than average costs are compelled 
to make larger affordable housing contributions than those whose cost 
control is poor – which would be a perverse incentive: and 

• the planning permission does not rely upon commercially sensitive 
information that would benefit a developer’s competitors. 

8.23 This approach was specifically endorsed by the Inspector at an appeal in 2008 
involving a site at Longwell Green.39

8.24 This point was reiterated at a further appeal in Gillingham in 2010,

 “Instead, the main parties have both 
approached the question of economic viability on a generic basis, using site specific 
circumstances, but applying generic inputs to the appraisal. The Council’s SPD 
endorses the principle of this approach by not taking into account what the 
applicant has paid for the land. I consider that this is a sensible method of 
assessment, as any planning permission runs with the land and the viability 
assessment would be of equal applicability to any developer. I also recognise that 
to do otherwise, and to require a developer to reveal commercially-sensitive 
information could be highly damaging in a competitive market.” 
 

40

Considerations Specific to Teignbridge 

 where the 
Inspector found that “It seems to me that the actual approach taken by a company 
developing such a specific site would contain commercially sensitive information, 
the revelation of which may well prove damaging in a competitive and recovering 
housing market.” 
 

8.25 The above sets out the principles behind the imposition and calculation of 
commuted sums in lieu of on site provision. We have shown that any commutation 

                                              

39 Appeal Decision APP/P0119/A/08/2069226 paragraph 35. 
40 Appeal Ref: APP/N1215/A/09/2117195. 
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for affordable housing should be based on the equivalence principle supported 
through Circular 05/05, PPS3 and associated documents. The developer subsidy for 
this off site contribution should equate to the developer subsidy that would have 
been provided had the affordable housing been achieved on site. The developer 
subsidy equates to the difference in residual values between an unencumbered 
scheme and the scheme encumbered by affordable housing to meet the Council’s 
target percentage and tenure mix. This will need to take into account any 
established alternative or existing use value supported by evidence if necessary. 
This methodology can be used without recourse to cost and value tables and is able 
to be used for the lifetime of the affordable housing policy without further 
amendment to take into account revised tables or cost yardsticks of any sort. 

8.26 Considering the analysis of sites in Teignbridge it should be made clear in 
supporting text to policy that any payment in lieu will be made where it is 
inappropriate to provide affordable housing other than on the subject site. This may 
be for reasons of better meeting need elsewhere in the District but should not be 
that for reasons that it is not possible to achieve the affordable housing on site. 
 

Uses for Commuted Payments 

8.27 We have been asked to comment upon the uses to which commuted payments 
might be put. In our view, it is important that all such monies are channelled 
towards the provision of new affordable housing. It is important to note that, unlike 
the other forms of infrastructure sought through Section 106 payments, 
contributions towards affordable housing do not mitigate a need created by the 
development itself. Affordable housing contributions are justified by a pre-existing 
need for additional affordable homes. This is distinct from a need for improvement 
to existing homes and monies made available for one purpose should not be used 
for the other except with the agreement of the developer and under particular 
circumstances. Such circumstances might include those where housing is of a 
particular type which no longer meets a need and has therefore become difficult to 
let. Bedsit accommodation in sheltered housing often falls into this category but 
“improvements” on this scale are often tantamount to complete redevelopment.  

8.28 The advantage of a clear and reasonable approach to commuted payments is that it 
allows them to be agreed in a timely manner. This allows scope for the developer, 
the Local Planning Authority and local Registered Providers to identify opportunities 
to invest the money in a specific development or project in the local area. Such 
provision off-site but in kind should be considered good practice where on-site 
provision is considered impractical or otherwise undesirable. However, it will not 
always be possible to achieve this and it would certainly be unreasonable for a 
site’s development to be held up whilst an opportunity is found to invest the 
developer subsidy.  

8.29 If the monies made available by the developer cannot be invested directly into 
another site, then they should be placed in a pooled fund for the purpose of 
supporting new affordable housing provision. Ideally, it would be possible to give 
priority for those funds to the settlement in which they were created. For example, 
it is often the case that the need for affordable housing is most acute in villages. 
Where a development in a particular village has resulted in a commuted payment 
rather than on-site provision, the ideal would be for that money to be invested in 
the same village. In practice, the difficulty is that the opportunities to do so are 
often rare and a formal commitment to spend money in an area where no 
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opportunities exist will result in a situation where the money may go unused for 
many years. This assists no-one.  

8.30 In our view, commuted payments should be pooled to support the development of 
new affordable housing across the District. Reinvestment of funds in the 
settlements that produced them should be considered good practice but we would 
not recommend a formal commitment to do so. 

8.31 Such pooled funds could certainly be used in order to support the creation or 
further development of a Community Land Trust (CLT) – a form of delivery vehicle 
which allows considerable local control. Money could be used either to acquire land, 
which could then be developed for affordable housing or to support the construction 
of housing on land already held by a Trust. Where such a Trust exists, it could 
administer the pooled funds. However, we note that, although such Trusts have 
been supported by policy for some years, they remain few in number and represent 
a relatively small tranche of new affordable housing supply. There are a number of 
reasons for this, ranging from the need to provide training for Trustees to 
administrative difficulties in bidding for Social Housing Grant. We would therefore 
suggest that, whilst commuted sums might perfectly reasonably be transferred to a 
CLT, they should not be used in order to meet the Trusts set up and administrative 
costs since these represent a secondary activity in the delivery of affordable 
housing. 
 

Conclusions 

8.32 National guidance suggests that where affordable housing is delivered by means of 
planning obligations, the presumption should be in favour of delivery on site and in 
kind. Our research does not suggest any reason why this national presumption 
should not be retained in Teignbridge upon sites in excess of 15 units. On smaller 
sites, with capacity for between 5 and 15 units, this is less clear. Our analysis has 
found that many sites should be able to make a contribution but, in practice, small 
clusters of fewer than 5 units – the maximum likely yield from such small 
developments – can be difficult or expensive to manage. For these reasons, it may 
be appropriate to seek commuted payments rather than on site provision from 
small sites. 

8.33 Other circumstances where commuted sums might be given consideration would 
include circumstances where the market housing under consideration is of a type 
for which there is no affordable need. This might include certain forms of specialist 
accommodation. Alternatively, where development is to consist of flatted 
accommodation and where the building cannot easily be subdivided in order to 
allow for the successful management of the affordable units by a Registered 
Provider, a commuted sum should be considered. 

8.34 Where it seeks contributions in the form of cash payments, the Council should be 
clear as to the principles that will guide the calculation of the payment. Cash in lieu 
contributions should be: 

• Calculated to represent the same level of cost to the developer as would have 
been represented by on site provision. That is to say that developers should 
find it neither advantageous nor disadvantageous that they provide cash rather 
than completed units; 
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• The calculation should be based on the difference between the residual value of 
the development without affordable housing and the residual value of 
development taking into account the level and type of affordable housing 
sought by the Council through adopted policy; 

• Contributions should take account of the need to maintain the financial viability 
of development. This can be achieve by comparing the residual value of the 
development encumbered by affordable housing with the existing or alternative 
uses of the site; 

• Commuted sums should be based upon financial appraisals which use generic 
data, in order to ensure that planning permissions are attached to land rather 
than to specific developments. Where no generic data is available (such as in 
relation to site specific costs or in the case of refurbishments) officers and 
developers should seek to agree the basis of the figures used as early as 
possible; 

• Where possible, all parties should seek to reach an early agreement as to the 
level of the commuted payment. Attention may then be turned to attempts to 
identify specific opportunities to spend the money on the provision of new 
housing; 

• If a specific opportunity for off site provision of housing cannot be identified, 
monies should be paid into a specific fund dedicated to the provision of new 
affordable homes. The fund may be paid out to, or even administered by, a 
Community Land Trust but they should not be used in order to support the 
formation of any such trust. Nor should funds be used for the improvement of 
the existing affordable housing stock except where the improvement is 
sufficient to amount to redevelopment. 

8.35 The above principles should be clearly set out in a Supporting Planning Document in 
order that developers can prepare their planning application with them clearly in 
mind and so that negotiations can go forward quickly and consensually. 
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9.0 Conclusions 

9.1 This long term analysis involves, by its nature, some projections of the economic 
situation over the Core Strategy period. We have taken a view about scenarios for 
the future but it must be remembered that these projections are based upon 
information that we have available at the current time. This is in response to the 
very detailed brief for this project provided by the Council at the outset of the 
study. In particular, the Council required us to look at future economic projections 
based upon past performance in the national and local market. 

9.2 Using the brief we have looked at three basic scenarios about how the market may 
perform in the period to 2031: 

• a middle market scenario based upon the trend of the market in the area in the 
recent past; 

• an upside market scenario that takes into account a similar market projection 
but at a rate 20% above the middle position. This allows us to look at the 
viability position over the period to 2031 should the market perform strongly in 
any period over the Core Strategy period; 

• a downside market scenario that takes into account a similar market projection 
but at a rate 20% below the middle position This allows us to look at the 
viability position over the period to 2031 should the market perform weakly in 
any period over the Core Strategy period. 

9.3 Clearly it is not possible for us to make predictions about future market behaviour. 
Rather, these give us the potential range within which the market may be seen to 
perform. It must also be remembered that these market scenarios are not linear 
progressions whereby one scenario only is relevant for the lifetime of the study 
period. Rather the range must be seen as the top and bottom of potential market 
positions at any one time within which the actual position might lie. In this way 
future fluctuations in the market can be addressed. 

9.4 This report outlines clearly the assumptions, value areas and notional sites upon 
which the study results have been based. The results of the modelling undertaken 
establish both a residual calculation for the scheme encumbered by affordable 
housing but also establish the residual value of the same scheme unencumbered by 
affordable housing. These outputs have enabled us to draw the following 
conclusions for each settlement area. 
 

Schemes over 15 units 

Newton Abbot 

9.5 40% affordable housing is, in most cases, not achievable until after about 2019 or 
thereabouts. This takes into account our baseline assumptions which include an 
allowance for the uplift in Code for Sustainable Homes allowances in 2013 and 
2016. Affordable housing requirements of 25% may be challenging to achieve in 
these early years of the Core Strategy however the results have indicated that the 
larger lower density schemes are more “viable” and could achieve a higher 
percentage of affordable housing earlier in the Core Strategy than higher density 
schemes with greater proportions of smaller and flatted units specifically due to the 
more efficient value to cost ratio of larger units in the area.  



 

 
Page 107 of 112 

9.6 In the short term, then, to 2015 it is unlikely that 40% affordable housing will be 
achievable in Newton Abbot even taking into account an optimistic (upside) view on 
property values in the next 4 to 5 years. Changing tenure mix, even to 100% 
intermediate housing, during this period is unlikely to enable sites to come forward 
unless we find ourselves in an upside economic position. The ability to achieve high 
levels of infrastructure tariff will clearly be compromised. In order to achieve 40% 
affordable housing in this period, grant required will range from £35,000 per unit 
average to £100,000 per unit. 

9.7 In the medium term (2015 to 2020), lower density schemes may become 
marginally viable but developing at 40% affordable housing may remain challenging 
unless the financial effect of the imposition of higher Code for Sustainable Homes 
requirements is less than is currently forecast. The ability to achieve higher than 
the equivalent of £7,500 per market unit as a tariff is likely to be compromised and 
the Council may have to consider relaxing even this requirement if it is to achieve 
more than 25% affordable housing on most sites in this value area. It may be 
possible to achieve 40% affordable housing in the middle economic scenario before 
the end of this period when a nil subsidy position could be reached on some sites. 
Generally, however, the grant requirement is likely to be between £30,000 and 
£59,000 per unit (expressed at today’s values). 

9.8 In the long term (2020 to 2031), and assuming our middle market conditions, 
achieving viability may be less difficult and it may be possible that 40% affordable 
housing can be achieved without additional subsidy. However, there are likely to be 
periods when this is not the case unless upside market conditions prevail. It is 
during this period that increasing infrastructure tariff may be considered but this 
may have to be at the expense of not achieving more than 30% or 35% affordable 
housing. In addition, and in order to achieve a higher affordable housing target, 
relaxing the requirement of 70:30 social rent to intermediate split may be 
considered as this would help development viability at the margins. 

9.9 We consider the viability of larger strategic sites separately as we believe that care 
must be taken when making these assessments due to issues of site assembly, 
potential high infrastructure requirements and timing of development. These factors 
are difficult to take into account in a viability study that is undertaken to inform 
policy and the results of our modelling must be seen in this light.  

9.10 On these larger strategic sites it would appear that viability is improved and 40% 
affordable housing may be achievable in the short to medium term. Because of the 
cyclical nature of house price inflation the long term cash flow ensures that the 
scheme can benefit from assumed house price rises in the mid to late period of the 
Core Strategy. Initially, it may be that circa £30,000 per unit additional subsidy 
may be required in order to achieve 40% affordable housing.  

9.11 We do however recommend that more detailed analysis of strategic sites is 
undertaken in order to clarify and quantify the Council’s requirements on sites of 
this nature and identify the approach to viability. This is particularly pertinent as 
development on such sites may account for a very significant proportion of new 
development within Teignbridge over the Core Strategy period. Such work could be 
set out in a Supplementary Planning Document or Area Action Plan. 

9.12 Looking at the implications of the Code for Sustainable Homes, our assessment 
of the overall results (average of all notional sites except large strategic sites) 
would suggest that if the implications of Code for Sustainable are less than 
currently forecast then 40% affordable housing can be achieved, perhaps as early 
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as 2016 in middle market conditions and then for the rest of the Core Strategy 
period to 2031. 
 

Dawlish 

9.13 Generally, sites in Dawlish are marginally more viable than in Newton Abbot. 
However, on the four notional sites that we tested in this value area 40% affordable 
housing is not currently achievable against our baseline considerations.  

9.14 In the short term (to 2015) it is unlikely that 40% will be achievable in a nil 
additional subsidy position in middle market conditions and only at certain points in 
the upside economic scenario. It will be difficult to impose infrastructure tariffs 
higher than £7,500 per market unit during this period unless less than, say, 25% or 
30% affordable housing is sought. In order to bring sites forward at 40% affordable 
housing additional subsidy would be necessary at an average of around £32,000 to 
£45,000 per unit. 

9.15 In the medium term (2015 to 2020), 40% affordable housing becomes more 
achievable but some additional subsidy is likely to be needed until at least half way 
through this period. Changing tenure mix (increasing the proportion of intermediate 
units at the expense of social rented units) may have an effect on ‘marginal’ 
schemes during this period and could be considered in order to enable higher tariff 
contributions.  

9.16 Assuming middle or upside market conditions in the long term period to 2031 it 
may be possible to achieve 40% affordable housing with the required 70:30 tenure 
split and nil additional subsidy.  

9.17 We have also considered the impact of the Code for Sustainable Homes. If the 
impact is less than is currently forecast then it is likely that the 40% affordable 
housing target could be achieved as early as 2015 or thereabouts assuming middle 
market conditions. 
 

Teignmouth 

9.18 Three notional sites have been tested in Teignmouth and viability is slightly more 
compromised than in Dawlish but is more favourable than in Newton Abbot.  

9.19 In the short term, (to 2015) no scheme is viable at 40% affordable housing and 
additional subsidy of between £15,000 and £45,000 per unit is likely to be required 
in order to achieve viability at this level. Changing tenure mix may have an effect 
on enabling some schemes to come forward at the margins of viability but it is 
unlikely that infrastructure tariffs in excess of £7,500 per unit would be achievable 
without adversely affecting the percentage of affordable housing that may be 
deliverable. 

9.20 In the medium term (2015 to 2020) viability is less challenging and it may be that 
40% affordable housing is achievable with nil additional subsidy especially in the 
later years of this period. In the period to 2019 however it may be counter 
productive to attempt to impose additional charges on development as this may 
have the effect of stalling development. 
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9.21 During the later, long term period to 2031 and assuming middle market conditions 
40% affordable housing appears to be achievable without additional grant. In 
downside economic conditions it may even be possible to achieve up to 30% 
affordable housing. 

9.22 Reducing the burden of the Code for Sustainable Homes costs suggests that 
40% affordable housing would be achievable within 5 years in the middle market 
scenario and even in downside economic conditions by 2020 or thereabouts. 
 

South West of Exeter 

9.23 Only one scheme was tested for the South West of Exeter and therefore any 
general conclusions about the area must be treated with caution. The large site/low 
density nature of the site is a significant factor and this site becomes viable at 40% 
from circa 2016 assuming middle and upside economic conditions. Additional 
testing at 30% affordable housing has shown that in the short term a marginally 
viable outcome at the baseline position can be achieved assuming at least middle 
market conditions are in force.  
 

Rural Settlements 

9.24 In rural settlements, development has mostly been tested at low development 
densities which are generally able to support a higher percentage of affordable 
housing at an earlier date than higher density development. 

9.25 In the short term in the rural settlements some of the more challenging sites may 
not be viable at 40% affordable housing in the middle economic condition and 
additional subsidy of between £10,000 and £20,000 may be needed. Changing the 
affordable housing tenure mix, (increasing the proportion of intermediate units at 
the expense of social rented units) on marginally viable schemes may enable higher 
percentages of affordable housing to come forward. During this time, increasing 
infrastructure tariffs above £7,500 per market unit may restrict development and 
prevent some sites from coming forward especially in middle or downside market 
conditions. 

9.26 In the medium term (2015 to 2020), development economics ease and by 2020 
most schemes will be able to achieve 40% affordable housing in most cases 
assuming nil grant.  

9.27 In the period to the end of the Core Strategy in 2031, most schemes in the rural 
settlements value area are likely to be in a positive position with regard to delivery 
of 40% affordable housing without additional subsidy. In this long term period it 
may be that higher infrastructure tariffs can be imposed without jeopardising 
viability. This assumes middle market conditions prevail. 
 

Sites Below 15 Units 

9.28 We appreciate that development on small sites in the current economic climate may 
be more challenging than on larger sites. This is a function of a number of potential 
factors including the baseline levels of professional fees, increased risk resulting in 
higher return, higher overheads, and increased per unit construction costs and land 
owners expectations.  
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9.29 Whilst there maybe potential to achieve affordable housing on some of these sites it 
is important to be aware of the above issues when requiring an affordable housing 
contribution. Furthermore consideration should be given to the most appropriate 
mechanism of delivery and include consideration of commutation where 
appropriate. Of course any contribution should have regard to National Policy and 
Guidance as set out previously within this report.  

9.30 Small sites are also more sensitive than larger sites to changes in costs and values 
and therefore it is very important to have regard to the prevailing economic 
conditions on these sites, particularly in relatively lower value areas.  

9.31 It is essential to recognise the impact of affordable housing tenure on smaller sites. 
In all areas the amount of affordable housing that could be deliverable varies 
dependent on the tenure mix of the affordable units. Higher percentages of 
affordable housing are likely to be achievable if all units are provided as 
intermediate, rather than social rented. Any policy on schemes of this size needs to 
recognise this point, notwithstanding the housing need profile within the District.  

9.32 The viability testing has shown that, generally, while economic viability decreases 
on smaller sites it is not sufficient to suggest that sites below the 15 unit threshold 
should not make a contribution towards affordable housing. In purely economic 
terms even in the most challenging areas and in middle market conditions, 20% 
affordable housing may be achievable. In the higher value areas higher percentage 
targets would apparently be achievable.  

9.33 However, it must be noted that schemes of this size have not previously been the 
subject of a requirement for affordable housing and our tests have shown that with 
40% affordable housing the reduction in value from the unencumbered 
development value (that is, without affordable housing) could be as great as 80% 
in certain circumstances. It is likely that this may be enough to prevent sites of this 
size from coming forward especially as some of these sites may have higher 
alternative use values. It is also important to consider that the sites below 15 units 
that we have assessed are low density (40 dph) and that the development of high 
density flatted development may be more challenging due to the less efficient cost 
to value ratio on schemes of this nature.  

9.34 Therefore, we do not believe that it would be productive to impose a target higher 
than 20% on any site below 15 dwellings within the District. Furthermore, although 
a site size threshold of 5 units can produce developable, deliverable sites with 
affordable housing the exact level will have to be determined at the point of 
application having due regard to the location, type and the potential 
alternative/existing uses of the site. 

9.35 We have also considered the possibility of applying a ‘sliding scale’ of affordable 
housing target. Again, while the economics of development may suggest that this is 
not an unreasonable approach, applying variable targets within such a small range 
of site sizes may encourage developers and builders to reduce the number of units 
coming forward. We believe that this may have a negative effect on development 
numbers coming forward. This is at a time when residential development should be 
being encouraged. 

Commuted Sum Considerations 

9.36 Section 8 of this report sets out the consideration of a commuted sum calculation 
which should be based upon the principle of equivalence. The commuted sum 
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should equate to the subsidy that a developer would have provided had the 
affordable housing been provided on site. Section 8 sets out the reasons for 
applying these principles including the requirements of PPS3 and other guidance. 
This principle and the detailed methodology for calculating the commuted sum has 
been supported at appeal and represents a fair, reasonable and practical way 
forward. 

9.37 We suggest that a Supplementary Planning Document is produced to explain the 
methodology and to give advice to developers so that they can prepare their 
planning application with them clearly in mind and so that negotiations can go 
forward quickly and consensually. 

Recommendations 

9.38 It is essential that any district wide affordable housing policy is not unduly rigid and 
can be applied flexibly and pragmatically allowing development to come forward 
whilst meeting the needs of the community. It will be necessary to consider sites on 
an individual basis having due regard to the planning benefits of granting 
permission. The framework for enabling such decisions to be made including those 
of viability could be set out within a Supplementary Planning Document. 

9.39 The study is being carried out on the basis of 3 scenarios for future economic 
growth. Although we have reported mainly on middle market conditions, the 
Council should be aware that this not a prediction about the most likely direction for 
the market. Its purpose is to give us a projection based on the general direction of 
values and costs for the period to 2031 and as such is only an indication to aid 
assessment of development principles over that period. The Council may update the 
assumptions used within this study in respect of property price growth, land value 
growth, build cost growth, inflation, and RPI to assess whether market conditions 
experienced at any given point represent best the downside, middle or upside 
market assumptions used within this study. It is recommended this is undertaken 
on an annual basis and more frequently in times of sharp rises or falls in any of 
these indices. This will enable the Council at any given time over the life of the Plan 
to refine their expectations in terms of the nature and extent of affordable housing 
that is likely to be achievable.  

9.40 The limitations of assessing economic viability on large, strategic sites within the 
framework of a District wide viability assessment undertaken to inform policy have 
been outlined within this study. We would recommend that more detailed analysis 
of such development is undertaken in order to clarify and quantify the Council’s 
requirements on sites of this nature and identify the approach to viability. This is 
particularly pertinent as development on such sites may account for a very 
significant proportion of new development within Teignbridge over the Core 
Strategy period. Such work could be set out in a Supplementary Planning 
Document or Area Action Plan.  

9.41 The study results indicate that in middle market conditions, 40% affordable housing 
becomes viable at some point within the Core Strategy in most areas on most sites 
within the District. This suggests that up to 40% affordable housing could be 
supported as a challenging target although our viability assessments also show that 
currently this target is unlikely to be achievable without a considerable amount of 
additional subsidy or relaxation of other requirements. 

9.42 Therefore we would recommend that the Council apply short term affordable 
housing targets for sites of 15 units and above (for a period of say the next five 
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years) and retain a longer term 40% affordable housing target for the remainder of 
the Core Strategy period. Based on the results of this study we would suggest that 
these short term targets are area based as follows: 

• Newton Abbot – up to 25% affordable housing; 

• Dawlish, Teignmouth and the South West of Exeter – up to 30% affordable 
housing; 

• Rural Settlements – up to 40% affordable housing.  

9.43 These targets could be introduced through a Supplementary Planning Document 
which would provide detailed guidance on the framework for reviewing and applying 
these interim targets and how the transition to a longer term 40% affordable 
housing target may apply.  

9.44 A site size threshold of 5 units can produce developable, deliverable sites with 
affordable housing however the exact level will have to be determined at the point 
of application having due regard to the value area, scheme type and potential 
alternative/existing uses of the site 

9.45 The Council’s preferred tenure mix of 70:30 social rent:intermediate may be chosen 
as the starting point for all affordable housing negotiations however in the context 
of small sites it may be necessary to apply a high level of flexibility to ensure 
delivery and satisfy the needs of the local community.  

9.46 It is important that in all cases affordable housing targets are applied in a flexible 
manner having regard to the prevailing economic conditions, the location of the site 
and the type of development being proposed whilst taking into account the level of 
infrastructure/S106 requirements sought, the availability of additional subsidy, and 
any other community objectives that may be required. 
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	Executive Summary
	Levvel has been commissioned by Teignbridge District Council to undertake an affordable housing economic viability study.
	The aim of the study is to enable the Local Planning Authority to produce sound, evidence-based spatial plans with policies on affordable housing in the Teignbridge plan area to 2031, by providing evidence that helps the Authority understand the impac...
	Those policies should enable the area to contribute in a planned way to meeting objectives for increasing local affordable housing supply, without jeopardising strategic objectives for decent homes and increased overall supply of housing, or for creat...
	More particularly, the study aims to provide part of the Local Development Framework (LDF) evidence base, through a study which provides robust and credible evidence of testing the impact of affordable housing on development viability on a strategic b...
	The requirement to undertake viability assessments is derived from national policy guidance set out in PPS3 Housing0F  and the Government’s housing policy statement ‘Delivering Affordable Housing’1F .
	Paragraph 29 of PPS3 sets out the requirements for the development of affordable housing policy. It requires that affordable housing targets should reflect an assessment of the likely economic viability of land within an area, taking account of risks ...
	Teignbridge District Council’s current saved policy regarding affordable housing is contained within The Teignbridge Local Plan, adopted in 1996. The Plan relates to the district outside of the Dartmoor National Park. Local Plan policies H8 and H9 rel...
	Methodology
	In undertaking this affordable housing viability assessment, we have assessed the viability of a range of housing developments across the District using a residual valuation appraisal tool of the kind recommended in the Government’s Delivering Afforda...
	In order for our analysis of viability to be dynamic it is important to understand past trends in order to assess how future markets might perform. While past history has its own specific characteristics which may be peculiar to the period in question...
	These future assessments take account of changes to property values, inflation, construction, rent and land values over the same timescale.
	Our assessment is based on the viability of delivering affordable housing across a range of notional sites. These notional sites were selected in consultation with the Council and with reference to the Strategic Housing Land Availability Assessment (S...
	The study considered affordable housing thresholds of 15, 10 and 5 units.
	An assessment of the nature and extent of Value Areas within the District was undertaken. This involved desk top research using Land Registry data on achieved sales values in Teignbridge at a Postcode Area level for each type of property (detached, se...
	A 40% affordable housing target was initially assessed in all value areas. In cases where a non viable or marginally viable outcome was achieved with 40% affordable housing, a further assessment was undertaken reducing the affordable housing target by...
	Average build costs have been derived from the Royal Institution of Chartered Surveyors (RICS) Build Cost Information Service for Teignbridge at 17 July 2010. As a result of consultation with the Council, infrastructure/tariff costs ranging from £7,50...
	The impact upon viability of all new housing achieving the relevant Code for Sustainable Homes at the relevant date of introduction has been assessed as detailed in Section 4 of this report. Further additional costs have also been assumed in relation ...
	Schemes have been assessed using nil Social Housing Grant (SHG) as the default. When sensitivity testing, in certain circumstances, we have assumed SHG is available at three potential amounts per unit based on the form of affordable tenure. The grant ...
	It is essential to establish a baseline to determine at which point land will come forward for development. In order for this to happen residual land values must exceed existing or alternative uses of the site.
	All schemes have been tested against two key assessments of viability. The first is data regarding land values in the area. In order to inform the land values that will be used as our first assessment of viability Levvel has:
	had regard to Valuation Office Agency Data regarding land values;
	sought feedback from stakeholders through the stakeholder engagement process;
	engaged Thornes Chartered Surveyors and Estate Agents to provide information on land values and recent land transactions undertaken in the District.
	Our second test of viability examines the relationship between residual land value and gross development value. This assists in ‘future proofing’ this assessment and reflecting land owners differing expectations.
	Based on our assessments, we have taken a figure of between 18% and 25% Gross Development Value (dependent upon location and site size) as a test for the level at which Residual Land Value may need to reach in order to incentivise the landowner suffic...
	Using these two tests of viability simultaneously (benchmark land values and the RLV:GDV ratio), it is possible to inform a policy position that has flexibility and is relevant throughout the Core Strategy period to ensure deliverability.
	Full details on the two tests of viability that have been used can be found in section 4 of the main report.
	Two stakeholder questionnaires were forwarded to a list of key stakeholders identified by the Council. This included housebuilders, land owners, RSLs, agents and developers. In addition SHLAA panel members were invited to a stakeholder event held in A...
	Section 5 of the main report outlines the stakeholder engagement process whilst Appendix 6 details how the views and local knowledge of stakeholders helped to inform and shape this study.
	As would be expected a range of responses were received from stakeholders. All of these responses have been considered and our report has attempted to test variables taking the views of respondents into account.
	Comprehensive analysis of the results of all notional schemes assessed can be found in sections 6 and 7 of the main report. Conclusions and recommendations for policy are set out in section 9.
	Sites in excess of 15 units
	A variety of notional development sites were assessed. The ability to deliver affordable housing varies dependent upon a number of factors including value area, level of S106/infrastructure/tariff contribution, existing or alternative land values of t...
	The study results indicate that in middle market conditions, 40% affordable housing becomes viable within the Core Strategy period in most areas on most sites within the District. This suggests that up to 40% affordable housing could be supported as a...
	Therefore we would recommend that the Council apply short term affordable housing targets for sites of 15 units and above (for a period of say the next five years) and retain a longer term 40% affordable housing target for the remainder of the Core St...
	Newton Abbot – up to 25% affordable housing;
	Dawlish, Teignmouth and the South West of Exeter – up to 30% affordable housing;
	Rural Settlements – up to 40% affordable housing.
	These targets could be introduced through a Supplementary Planning Document which would provide detailed guidance on the framework for reviewing and applying these interim targets and how the transition to a longer term 40% affordable housing target m...
	Sites below 15 units
	We considered the ability of schemes of 5-14 units to deliver affordable housing. Our analysis found that it was possible to deliver affordable housing below the current PPS3 threshold, but that the proportion of affordable housing that could be viabl...
	A site size threshold of 5 units on sites can produce developable, deliverable sites with affordable housing however the exact level will have to be determined at the point of application having due regard to the value area and the potential alternati...
	It should be considered that schemes of this size are also more sensitive than larger sites to assumptions about overall values and tenure mixes, thus relatively small scale increases/decreases in costs and values will have an impact upon sites of thi...
	Commuted Sum Methodology
	Any methodology for assessing commuted sum payments should be based on the equivalence principle supported by Circular 05/05, PPS3 and Delivering Affordable Housing. The commuted sum should be equivalent to the contribution that would have been made i...
	Recommendations
	It is essential that any district wide affordable housing policy is not unduly rigid and can be applied flexibly and pragmatically allowing development to come forward whilst meeting the needs of the community. It will be necessary to consider sites o...
	It is important that regard is had to the prevailing economic conditions, the location of the site and the type of development being proposed whilst taking into account the level of infrastructure/S106 requirements sought, the availability of addition...
	The limitations of assessing economic viability on large, strategic sites within the framework of a District wide viability assessment undertaken to inform policy have been outlined within this study. We would recommend that more detailed analysis is ...
	The Council’s preferred tenure mix of 70:30 social rent:intermediate may be chosen as the starting point for all affordable housing negotiations however in the context of small sites it may be necessary to apply a high level of flexibility to ensure d...

	Introduction
	Levvel has been commissioned by Teignbridge District Council to undertake an affordable housing economic viability study.
	The aim of the study is to enable the Local Planning Authority to produce sound, evidence-based spatial plans with policies on affordable housing in the Teignbridge plan area to 2031, by providing evidence that helps the Authority understand the impac...
	These policies should enable the area to contribute in a planned way to meeting objectives for increasing local affordable housing supply, without jeopardising strategic objectives for decent homes and increased overall supply of housing, or for creat...
	These objectives were set out clearly in the invitation to tender documentation issued by the District early in 2009, a summary of which can be found at Appendix One.
	More particularly, the study aims to provide part of the Local Development Framework (LDF) evidence base, through a study which provides robust and credible evidence of testing the impact of affordable housing on development viability on a strategic b...
	The early stages of work undertook initial and overall study testing, specifically affordable housing targets, of between 30% and 50% on the basis of no additional public subsidy. It tested these varying targets against a number of identified notional...
	This final study addresses the issues in more detail and specifically considers:
	The study has taken into account policy and guidance at all levels. Importantly, ‘Planning Policy Statement 3: Housing June 2010’ and ‘Planning Policy Statement 12: creating strong safe and prosperous communities through Local Spatial Planning 2008’ s...
	Development viability must be seen against the backdrop of a global recession and generally unfavourable and uncertain conditions in the housing market. In a rising land and property market where values are increasing and where costs do not rise to th...
	Section 4 looks at the specific elements of the methodology undertaken and the assumptions made. This has been based not only on our wide experience of undertaking similar studies elsewhere in the Country but also our work on real life examples on beh...
	Section 5 summarises the nature and extent of stakeholder engagement that has been undertaken to inform the assumptions used within the study whilst Section 6 looks at the results of assessments undertaken on a range of notional sites that were chosen...
	Section 7 considers sites below the 15 unit threshold level and the implications of lowering the threshold at which affordable housing will come into force. It also considers whether a variable target might be applied in different areas on smaller sit...
	Section 8 considers the merits of using off site contributions and looks at a methodology for calculating the amount of ‘developer subsidy’ that might be appropriate in order to calculate reasonable commuted sums in accordance with the requirements of...
	We conclude by looking at the implications of development in each value area generally and by looking at what level of affordable housing might be expected during the Core Strategy period to 2031 taking into account changing economic conditions during...

	Wider Context of the Study
	Since work on this study commenced there has been a change of government. Significant changes have been suggested for the abolition of regional government and for the government’s ‘localism agenda’. While these issues are likely to have significant me...
	PPS3 supplements the aims of the Communities Plan and specifically sets out the National Affordable Housing Policy. PPS3 identifies a number of specific requirements, but emphasises that policy should be applied flexibly, “having regard to housing nee...
	Paragraph 29 of PPS3 also refers to viability being important for the setting of overall affordable housing targets. This involves looking at the risks to delivery and the likely level of finance available including public funding and developer subsidy.
	A companion document to PPS3, Delivering Affordable Housing expands upon these principles; “Effective use of planning obligations to deliver affordable housing requires good negotiation skills, ambitious but realistic affordable housing targets and th...
	The approach is therefore to identify the level of need and its nature, to consider the types of affordable housing that might best meet this need and then to consider the economics of delivery and how sources of uncertainty (such as the availability ...
	The basis of affordable housing must also be considered in the light of economic viability and deliverability. It is important that policies must be grounded in the real world so that they do not hinder development and restrict sites coming forward fo...
	Small changes to PPS3 were implemented by the coalition government in June 2010 regarding the following:
	These changes are unlikely to have a significant effect on the considerations of our study and no changes were proposed to the definition of affordable housing.
	PPS12 considers the deliverability and flexibility of Core Strategies in paragraphs 4-44 to 4-46. This is within the context of overall infrastructure requirements but it is clear that if infrastructure is to be delivered then viability of policies, i...
	Furthermore, the flexibility of core strategy requirements should also be assessed and PPS12 goes on (paragraph 4-46) to suggest a minimum 15 year consideration of the impact of policy to calculate how contingencies should be dealt with so that constr...
	PPS12 also gives specific guidance on the evidence base necessary to support core strategies. The evidence base should be based on two elements; participation and research/fact finding. Generally, the core strategies should be based on “thorough evide...
	Circular 05/05 also has a key role to play in the subject of viability as it provides guidance on the use of planning obligations under S106 of the Town and Country Planning Act 1990. Paragraph B5 of the Circular requires that planning obligations are...
	The level of financial contributions required on individual sites can be critical in any assessment of financial viability. Circular 05/05 provides the basis upon which Local Authorities should incorporate sufficient information in to the plan-led sys...
	The Government argue that CIL will improve predictability and certainty for developers as to what they will be asked to contribute. It will increase fairness by broadening the range of developments asked to contribute and will allow the cumulative imp...
	A particular issue identified by the coalition government has been the abolition of the regional tier of government. However, we have included an analysis of the housing strategy but have omitted, in this report, an analysis of Regional Planning Guida...
	On 6th July 2010 the Secretary of State for Communities and Local Government, Eric Pickles announced the revocation of Regional Spatial Strategies in a letter sent to Chief Local Authority Planning Officers. The letter includes guidance which reads: "...
	The guidance states that the revocation of RSSs is "not a signal for local authorities to stop making plans for their area. It advises local planning authorities to continue to develop LDF core strategies and other DPDs, "reflecting local people’s asp...
	On housing targets the guidance says: "Local planning authorities will be responsible for establishing the right level of local housing provision in their area, and identifying a long term supply of housing land without the burden of regional housing ...
	The Regional Housing Strategy for the South West was published by the South West Regional Assembly and outlines its main vision as: “To work in partnership to ensure that everyone has access to a good quality home within a sustainable and inclusive co...
	Across the region the role of intermediate housing tenures as a potential solution to some types of housing need is recognised within the strategy. Innovative solutions are sought from private developers, RSLs and co-operatives. The RHS also supports ...
	Current stocks of affordable housing are unable to compensate for severe market access difficulties to owner occupation increased levels of homelessness, and use of temporary accommodation. Given an average net addition of 3,900 units per annum since ...
	The RHS introduces Strategic Aim 1 – Improving the balance of housing markets and Strategic Aim 3 - Supporting Sustainable Communities. To meet Aims 1 and 3 it is proposed, amongst other measures, that partnership working will be pursued with develope...
	Clearly significant funds have been made available for socially rented housing. The RHS states that funding for intermediate tenures will not increase significantly from £46 million, suggesting that Section 106 contributions will be expected to play a...
	The Devon Structure Plan was adopted on 14th October 2004. Proposal ST17 seeks to provide for the development of about 65,500 dwellings. Current Regional Planning Guidance suggests that Devon should accommodate approximately 4,300 dwellings per annum ...
	These Structure Plan policies were expected to expire on the 8 October 2007. However, in September 2007 the Secretary of State issued a Direction, for an extended period of time and all the policies in the Plan have been saved. In due course the polic...
	For Teignbridge there is an allocation of 7,500 dwellings over the plan period or an annual average of 500 dwellings. In terms of these figures 2,712 dwellings have been completed between 2001 and 2008, leaving a residual requirement to provide a furt...
	Previous Regional Planning Guidance implied a need for between 30 % and 50% of housing provision in the South West to be “affordable”. The following chart shows that across the Devon authorities, with the exception of Plymouth, affordability is more c...
	Affordable housing encompasses both low cost open market housing and subsidised housing available to people who cannot afford open market housing. However, this definition of affordable housing has been superseded by PPS3 which has modified the defini...
	The Teignbridge Local Plan was adopted in 1996. The Plan relates to the district outside of the Dartmoor National Park. Local Plan policies H8 and H9 relate to the provision of affordable housing and by Direction of the Secretary of State have been sa...
	Policy H8 seeks the provision of affordable housing from rural exception sites while policy H9 seeks ‘an element of affordable housing on sites of a substantial scale, either allocated for housing development or with residential planning permission, i...
	The Council is currently working on the production of its Core Strategy following the withdrawal of the initial Core Strategy in November 2007 due to it being unsound. A Core Strategy Issues and Options Report has recently been published and consultat...
	The Council is also developing an Affordable Housing Supplementary Planning Document, a draft version of which was recently published with consultation on this document closing in August 2010.

	The Wider Economic Picture – Informing the Scenarios
	This study considers the economic factors that have affect the housing market nationally, regionally and locally. We have undertaken a dynamic analysis of the housing market and considered how this might affect future values as they feed in to the eco...
	In order for our analysis of viability to be dynamic it is important to understand past trends in order to assess how future markets might perform. While past history has its own specific characteristics which may be peculiar to the period in question...
	It is important to note that our analysis is limited to the housing market. Where we discuss the general economy this is in the context of its action upon the housing market both nationally and locally. It is not our purpose, here, to predict general ...
	Although local housing markets are contingent upon local conditions, they are also subject to both the economic conditions internationally and nationally. More specifically, they are subject to national regulation and constraints. In particular, the a...
	Looking at past market performance can only give trends and the interpretation of how markets act must be considered carefully. For instance, the housing market recession of the late 1980s and early 1990s has been considered to be due to the dramatic ...
	Another peculiar feature of the housing market is the positive price: transaction volume correlation10F . When prices inflate, the number of transactions increase; trading is more frequent and volume is higher when prices go up and vice versa.11F  Thi...
	Rady and Ortalo-Magne12F  suggest a model to explain the underlying reasons for “boom-bust” housing market cycles. It assumes households will generally prefer home-ownership and that the income of young households play a critical role in the fluctuati...
	The actions, generally, of first-time buyers is to access the market at a level that can be afforded but with the prospect that they will increase housing consumption as their means allow. Thus, as their income increases, they are able to increase the...
	Credit liberalisation coincided with the high rate of property price inflation during the 1980s. Together with the increase in tax allowance in the 1983 budget for Mortgage Interest Tax Relief at Source (MIRAS) and the ability for couples to pool thei...
	House price growth, however, only remains sustainable while incomes are able to support values. As we have pointed out, the main driver of this is first time buyer (starter home) purchase, typically those households in the 24-35 age group. Pressure on...
	An examination of information from Halifax shows that the relationship between incomes and house prices increased rapidly from 3.59 (average income to average house price) in 1983 to 4.43 in 2009.13F  While this is interesting and shows, generally, th...
	If we look at the 26 year period from 1983 to 2009 the analysis shows the relationship between starter home values and average incomes. Figure 1 shows the curve for the South West (Red) compared to the UK averages showing that in the 1980s the ability...
	From 2001 the affordability ratio has increased dramatically until the collapse of prices at the end of 2007. At that time, using our average income to starter home value, the national average ratio was just over five times income while in the South W...
	However, looking solely at the relationship between prices and incomes in isolation does not explain the full picture. Many commentators14F  have pointed to other features of both the economy and the housing market itself.
	The Council for Mortgage lenders (CML)15F  has remarked on the supply of housing being unresponsive to prices being for two main reasons. Firstly, the durability of housing is such that new housing becomes only a small proportion of the total stock an...
	Taking these factors into consideration, the inelastic supply of housing leads to the “demand driven” increases in price. Any increase in demand due, for example, to demographic changes locally or increases in incomes, will lead directly to high housi...
	While it is undeniable that constraints on supply, including the constraints imposed through the planning system, have an effect on the housing market, this will have different effects regionally and demand side influences would appear to be more easi...
	We have already pointed to some of the features of the economy that have had an effect on the housing market including credit liberalisation. Interest rates directly affect the costs of housing. These rates have fluctuated widely during the last 25 ye...
	While this analysis is only general it is difficult to suggest that interest rates on their own, have a direct effect on house prices. It is clear that the high interest rates of the late 1980s and early 1990s were a contributing factor in the unaffo...
	Other economic factors, both internationally and nationally, have occurred which may or may not have directly affected the housing market to some extent or another. These include the economic recession of 1979-1980; the abolition of exchange rate cont...
	According to many commentators the current economic position is looking fragile. While the economy officially came out of recession at the end of 2009, any recovery to pre recession levels looks unlikely for quite some time. Employment and wage levels...
	While our analysis would suggest that there is a strong causal link between affordability and housing market prices. Other market conditions, and particularly the cost and availability of finance (including interest rates), are, together, important fa...
	The Council for Mortgage Lenders in 2001, in line with many commentators at the time, were suggesting that the housing market booms and busts were a thing of the past for the following reasons:
	Other economic factors have been important recently. For example, it is clear that the sub-prime crisis in America which was one of the factors that influenced the worldwide recession has affected the UK economy generally and this in turn has affected...
	While these factors are influential on the market, the government has (in the 2009 budget and with additional subsequent announcements), attempted to support the house building industry through a number of measures. It is not yet clear how these measu...
	Therefore, a number of factors have affected the housing market and the affordability of housing. These have included macro-economic influences and the worldwide recession. However, there are also systemic pressures from within the workings of the hou...
	In the next section we look at the regional and local situation and its effects on the market.
	Our analysis of market trends has highlighted some of the general characteristics of the housing market in the South West with regard to affordability especially of first-time buyers. This is a general assessment based on average incomes and house pri...
	Recession scenarios have been tested by Experian on behalf of the South West of England Regional Development Agency (SWERDA) and published in January 200917F . These suggest three forecasts for the performance of the economy generally in the South Wes...
	The baseline position suggested by Experian shows that the prospects for employment and incomes in the region are negatively affected by the recession. In particular, the South West region is likely to show a marginal lag from the rest of the UK in te...
	The prospects for employment in the region look bleak with the International Labour Organisation (ILO) forecast for unemployment to rise by approximately 58,000 by the end of 201018F . The prospects for employment growth (negative in the years 2009 an...
	The two downside scenarios suggest total employment losses of approximately 72,000 and 108,000 respectively.
	Turning now to income information, we can obtain information from the Annual Survey of Hours and Earnings (ASHE). This gives various levels of information on a district, county and regional basis. The Exeter and Torbay Strategic Housing Market Assessm...
	Mean gross annual earnings for Teignbridge in 2009 were £22,373 according to ASHE data. This level is for all earners resident in Teignbridge. In order to look at potential first time buyer incomes it may be more realistic to look at incomes for 22-29...
	As has been mentioned previously, a simple analysis of national house prices may be misleading when looking at local constraints. The South West has experienced a more dramatic property price curve over the last 25 years. Therefore, we have looked at ...
	Information on local areas may be unreliable statistically as the sample sizes are small and annual fluctuations can depend upon a small number of transactions with one or two high value sales during the year skewing results. Therefore we have looked ...
	In order to assess the affordability of loan to value we have used ASHE information on local incomes since 1999. This shows that average house prices have exceeded incomes by an increasing margin suggesting that the national analysis that we undertook...
	The figure below shows the local loan to value ratio since 1999 as follows:
	This shows that housing affordability generally in the District is under extreme pressure. Although the general affordability of average house prices is becoming more acceptable, the 2008 average values for all houses exceeded income by over six times...
	The implications of this are that house prices may have to fall by as much as a further 40% in order to achieve the long term average of 3.5 times income. Indeed, past performance of house prices during previous “bust” periods would suggest that house...
	Generally, evidence shows that there will be pressure on employment and salaries in the South West in the next two years due to the effects of the economic recession. It is not clear, how this will precisely affect the Teignbridge District in particul...
	We have seen that Teignbridge has both been affected by the recent high house price inflation and the effects of recession that have been prevalent in the rest of the region and country. The rise in house prices has exceeded average incomes by a consi...
	Included at Appendix Two is the background information that has supported our market analysis in line with the Council’s invitation to tender. Our analysis would suggest that there is a strong causal link between affordability and housing market price...
	In our analysis of market trends we have highlighted some of the general characteristics of the housing market in the South West with regard to affordability, especially for first-time buyers. Additionally, we have undertaken analysis of house prices ...
	Using past trends as a guide, we suggest that there are 3 possible directions or scenarios that the market may take. The following graph shows house price inflation for the period from 1975 to 2010. We can see the distinct boom and bust periods descr...
	Extrapolating past trends for the period to 2010 produces a projection to 2031 as follows:
	Using the year on year house price inflation that produces this projection we have assessed possible economic scenarios. These are the downside, middle and upside scenarios and the inflation projections for each are detailed in the table below.
	If we then apply the above scenarios to the house price projections we can see that the projection based strictly on past performance is within the downside and upside positions for much of the period to 2031. In the early period to about 2021 the pro...
	Average annual house price inflation to 2019 based on our middle scenario is at 6.2% and the long term annual average is 5%. For the upside scenario the annual average to 2019 is 8.2% and the long term average is 6%. For the downside scenario the aver...
	The indices in the three scenarios have been used in our financial modelling. Our research has established local values up to quarter 2 2010. Sales will be tested assuming the above inflation rates so that sales in a future year will be calculated bac...
	For the purposes of the model, 2010 values will be recalculated to index to 100 in order that the property prices can be assessed on the same basis as the indices for RPI, construction costs, land values and incomes. The modelling assumes that there w...

	Methodology and Assumptions
	Residual land value assessment is a recognised practice within the development industry for evaluating costs and incomes associated with the development. In essence, such appraisals consider the income from a development in terms of sales or rental re...
	The residual amount contained within the appraisal is assessed using the formula:
	Gross Development Value LESS Gross Development Cost = Residual Land Value.
	Delivering Affordable Housing supports the use of a viability tool such as that advocated by the Greater London Authority (GLA), or that used by the Homes and Communities Agency for the assessment of whether schemes should be supported by Social Hous...
	Levvel has developed a dynamic model to determine the residual land value that has been used in negotiation with over 200 local authorities and used at appeal on numerous occasions. From this, a toolkit to assess viability on a district wide level has...
	Robust assumptions are then required to be inputted into this model. Costs to development such as build costs, planning gain requirements, profit and development finance are arrived at through our experience and through consultation with the developme...
	For a policy to be robust and reliable throughout the plan period, we believe it is necessary to assess with a methodology that is “future proofed” as far as possible. As viability is reliant on the interaction between changing costs and revenues of h...
	Levvel has therefore addressed this issue by applying inflation rates for cost inputs throughout the study period. For values, it is difficult to predict where the housing market may be in even 1 year’s time, so long range predictions based on popular...
	By then reporting on the viability of schemes where they delivered at different points within this range, we have come to a view of how this will affect the deliverability and effectiveness of proposed policy. For instance, should the housing market p...
	Levvel’s methodology enables the effect of a range of delivery timescales to be examined, thus all development scenarios selected are tested assuming development start dates of the date of modelling, date of modelling plus 1 year, plus 2 years, plus 3...
	The use of the Levvel methodology allows for variations in land value over time to be accounted for, again ensuring ‘future proofing’ of the viability study. Any affordable housing policy seeks to capture an element of the land value for the community...
	Levvel assesses viability against two tests. Firstly, an absolute land value determined through analysis and stakeholder engagement and secondly the relationship between RLV and GDV.
	Appropriate levels of alternative use value have been derived through stakeholder engagement (stakeholder questionnaire responses are outlined in detail in Appendix 6 to this report), publically available information sources such as Valuation Office A...
	As a result of the advice received from Thornes valuer’s and stakeholder engagement (feedback from stakeholders suggested a per hectare land value of £500,000 to £800,000), an alternative use value of £680,000 per hectare has been used in all areas wh...
	These values will be linked to the future growth assessments as outlined previously in this report to reflect the relationship between land and property values and ensure effective ‘future proofing’ of the assessment.
	The principle which we have used is that residual land values must first exceed this value in order to be brought forward for development. However, this may not be enough given that a landowner may need further encouragement to bring forward their lan...
	The effect can be seen that in a rising and somewhat overheated market, landowner expectations may rise and the price that developers are willing to pay may also increase (often based on future expectations of property values). However, in a falling a...
	Analysis of the property market has indicated that the test of RLV to GDV may vary according to value area. As a result of this detailed analysis we have therefore used different benchmarks as a “hurdle rate” to inform the testing of viability. This a...
	We have therefore taken a range of 18 to 25% of Gross Development Value (dependant upon area and scheme type) as a test for the level at which the Residual Land Value may need to reach in order to incentivise the landowner sufficiently to bring forwar...
	Using these two tests of viability simultaneously (benchmark land values and the RLV:GDV ratio), it is possible to inform a policy position that has flexibility and is relevant throughout the life of the plan to ensure deliverability.
	We used the information from the Teignbridge District Council Invitation to Tender as the starting point for setting the basic sensitivity parameters of affordable housing percentage and tenure split. This was then confirmed through further consultati...
	Thus the baseline assumptions have been set as follows:
	Sensitivities to the baseline position were then undertaken against the following assumptions:
	It is understood that the Council are considering a number of policy options in respect of achieving housing that will meet the needs of older people and those with disabilities. In order to reflect this within the parameters of this study it was agre...
	A dedicated website providing information on Lifetime Homes standards and costs has been created by Habinteg Housing Association (lifetimehomes.org.uk), which reports that the costs of meeting Lifetime Homes standards is currently estimated to be up t...
	Social rents used assumed are as follows, based upon target rents for Teignbridge:
	1 bed - £63.09;
	2 bed - £70.42;
	3 bed - £74.17;
	4 bed - £92.79;
	5 bed - £103.14.
	A yield of 6% is assumed on social rents. A management cost of £300 per annum, a maintenance cost of £475 per annum, a void allowance of 4% and a major repairs allowance of 0.08% is also assumed.
	Shared ownership is assumed as a 50% initial equity purchase with rent charged at 2.75% on the unsold equity. A management cost of £100 per annum has also been assumed.
	A range of absorption rates (the rate of sales per annum) have been assessed against each notional development site. For notional developments of 5 and 10 units an absorption rate of 10 units per annum has been assessed. For notional developments of 1...
	In all cases the development timetables assume periods for:
	enabling phases (for large scale developments);
	planning application;
	site acquisition;
	construction period;
	sales period.
	The range of infrastructure/tariff requirements of £7,500, £10,000 and £15,000 per market unit were arrived at through discussion with Council Officers.
	It is reasonable to assume that within a district there will be a range of different value areas, that areas which attract higher and lower property sales values. It is necessary to cover a full range of values and as such we have used an areas based ...
	Land registry data on achieved sales values was obtained. This showed average achieved property values and the number of sales for each property type (detached, semi detached, terraced and flats and maisonettes) at a Postcode Area Level in Teignbridge.
	This data was then used as the basis for a second round of discussions with agents in each particular value area to:
	understand that the data for detached, semi detached, terraces and flats reflected current achieved sales values in each area;
	assess if the value areas identified were correct;
	understand if there is any difference in sales values between new build and second hand properties;
	establish the range of sales values for each unit type, i.e. 1 bed flats, 2 bed flats and so on.
	In addition a number of face to face discussions with local agents were undertaken as well as visits to new build developments in the district specifically to understand the range of premiums these developments may attract, RIghtmove and Find a Proper...
	Based upon all of the data sources outlined above five value areas have been identified and used within this study. These are:
	Newton Abbot;
	South West of Exeter;
	Teignmouth;
	Dawlish, and;
	Rural Settlements.
	Appendix 4 of this report provides greater detail regarding the value methodology and sets out the values per square metre for each value area and each unit type (detached, semi detached, terraced and flats and maisonettes) applied within this study.
	On all flatted development it has been assumed that ground rent would be charged at the figure of £200.00 per annum. This income stream has been capitalised assuming a yield of 6%.
	Circular 05/2005 requires that planning obligations run with the land and not the developer. Therefore, to assess model inputs based on any one developer would be against national guidance. As such, industry wide benchmarks have been used, such as the...
	In addition, an allowance has been made to allow for the requirements for Code for Sustainable Homes both at the initial cost setting stage and within the future proofing process. This is discussed in more detail in our discussion of specific inputs l...
	In order to have confidence in the results, viability assessments on a district wide scale should cover the range of scheme types that may typically come forward in the authority area. By this rationale, the results can be assumed to reflect generally...
	As part of the Strategic Housing Land Availability Assessment process, the Council has collated data on all known potential development sites in the plan area with a view to assessing the availability, achievability and deliverability of these sites. ...
	In addition, we have examined the Residential Land Monitor (RLM) which the Council uses to monitor current residential planning applications. For the purposes of this study we have looked at a range of planning applications from 2005 to 2009.
	The aim of the site selection methodology was to determine through the available information whether there are typical types of future development in Teignbridge by location. When the development economics of these sites are assessed and a view on lik...
	The SHLAA information was used in conjunction with the sites identified in the Residential Land Monitor to indicate recent approvals and build outs and therefore, likely development types.
	Sites were selected on 2 main variables; site size and site density. We have therefore grouped the SHLAA sites by these variables and have picked out what we see as “typical” development. By choosing the appropriate density range, we have ensured that...
	The aim of the scheme mix typology is to reflect the likely mix of different flat and house types that are likely to apply to the site sizes, densities and localities identified in the main site selection methodology. The site sizes use likely residen...
	The unit types have been restricted to a limited number of standard types in order to maintain consistency across all schemes. The types and sizes are as follows:
	1 bedroom 2 person flats  50m2
	The methodology given above is a response to the number, range and complexity of development sites and schemes in Teignbridge.
	The table below summarises the indicative scheme mixes:
	In addition, the following schemes below the current 15 unit threshold have been tested across each value area:
	Specific Development Costs
	Build Costs
	Build cost are derived from the Build Cost Information Service figures for Teignbridge as at July 2010 and are as follows (£ per sq metre) (including uplift for Teignbridge);
	To these figures a further uplift was applied to account for the relevant Code for Sustainable Homes Standards that are currently applicable based (that is Code for Sustainable Homes Level 3 for market units and Code for Sustainable Homes Level 4 for ...
	Build costs were then further uplifted by 15% to account for external works. Finally build cost contingency of 5% of total build costs was added. We discuss the uplifts to the Code for Sustainable Homes in future years in paragraphs 4.56 and 4.57 of t...
	We have undertaken an assessment of the likely level of house price inflation for the lifetime of the Core Strategy. This analysis involved some assumptions about how the market might perform in the future but only made projections about the general d...
	The analysis of past market trends gives us an indication of relative property market activity. We can therefore use this information to help set general scenarios over the next 25 years on the understanding that economic conditions have changed and p...
	The following table shows how this will be used within our financial modelling exercise (property values are based on the middle scenario):
	It can be seen that construction costs have been programmed to increase by considerable margins in 2013 and 2016. This is to take account of the current Code for Sustainable Homes programme for achievement of the Carbon Free agenda in these years. The...
	There are a range of increases for different development types and densities. For the purposes of our assessment we have taken a mid range uplift allowing for 40% of units (equivalent to the affordable housing target) reaching Code Level 6 plus 60% re...

	Stakeholder Engagement
	Soon after being appointed to carry out the Affordable Housing Economic Viability Assessment Levvel compiled an engagement plan in which it was agreed that the most appropriate method of stakeholder engagement for this study would be the use of a post...
	The Council has compiled a database of representatives from the house building industry, agents, architects, developers, RSLs and others. These stakeholders have a recognised interest in the development of land for housing in the sub region and were w...
	A questionnaire specifically for house builders, registered social landlords and land agents sought to ascertain views on key assumptions that would be modelled to assess the impact upon development of a range of affordable housing policy options. Thi...
	A second questionnaire was submitted to land owners and land agents. Key data on achieved land values within the District and variations in these according to current land use and land type were sought.
	The discussions at the stakeholder meeting, and the questionnaire responses were of great assistance in informing the inputs into the financial appraisal and the direction of the Affordable Housing Economic Viability Study. Full details on stakeholder...

	Results Analysis
	There is no definitive answer to the question “What is Viable?” although generally it can be considered to be whatever is necessary to bring forward a site for development. Therefore, it is important to ensure that a number of baselines are set agains...
	For our first test of viability, we have demonstrated that where the residual land value of a residential scheme meets or beats the value of the existing or alternative use of the site it is, in principle, “viable” and the site is likely to come forwa...
	As reported earlier in this report, land values have been assessed against the land values confirmed by Thorne’s. In all areas of Teignbridge except for South West of Exeter this is currently assumed to be £680,000 per hectare. For sites on the South ...
	The actual incentive necessary to bring a site forward is difficult to quantify, however, and will change between landowner according to each one’s particular circumstances. As stated previously, we have therefore attempted to measure how much may be ...
	Thus, our assessment for viability involves a cross reference of the absolute land value and the RLV:GDV position. Within each test we have assumed a level of ‘tolerance’ so that a scheme that falls within 10% either way of the alternative or existing...
	In this section, we reproduce a selection of the results of our study as a series of tables. We have assessed viability on the basis of property values following three different trajectories and on the basis that the development commences in any given...
	In order to consider the viability of a development commencing in a particular year the middle cell indicates the viability of that development in that year and the two cells to either side, in the columns marked “down” and “up”, constitute sensitivit...
	The results are set out according to settlement area and then within the settlement areas according to scheme type. The results are based upon assessments of the range of affordable housing percentages and then take into account the various sensitivit...
	Newton Abbot
	Ten different development types were tested in Newton Abbot ranging from small high density schemes to large edge of settlement locations. Key results tables are shown in this section however the results of our wider sensitivity analysis can be found ...
	Viability on this all flatted scheme is compromised until 2020 when the scheme becomes marginally viable in the middle scenario. Even in favourable (upside) economic conditions marginal viability at 40% is not achieved until 2018. In the downside this...
	The figures below show the baseline parameters but assume reduced levels of affordable housing (35%, 30% and 25%). Even with 25% affordable housing a marginal/viable outcome is unlikely to be achievable until circa 2018 should middle market conditions...
	The results for this scheme type in Newton Abbot are similar to the results for the 200 dwelling per hectare scheme in so far as 40% affordable housing is currently unviable with no grant and marginal viability is not achieved until later in the Core ...
	Although 40% affordable housing may be achievable on this scheme in certain economic conditions, the ability to achieve that level without grant is not possible until during the middle to late period of the Core Strategy. The profile of viability over...
	Smaller schemes, such as this are relatively more sensitive to small changes in affordable housing requirements. It can be seen below that while 40% affordable housing is achievable in certain economic conditions, a reduction in the affordable housing...
	As demonstrated in the figure below 25% affordable housing is currently marginally viable. Should middle market conditions prevail, a marginal or viable outcome may be achievable at this percentage post circa 2017. With nil public subsidy, 40% afforda...
	This scheme incorporates a higher number of smaller units and flats and it can be seen that this is adversely affecting viability. At 40% affordable housing (nil grant) this scheme only becomes marginally viable in the middle scenario in limited perio...
	Even at levels of affordable housing as low as 25% this scheme is unlikely to be viable currently or in the early years of the Core Strategy without some form of additional subsidy unless upside market conditions are experienced. We consider the posit...
	At 40% affordable housing and nil grant, this scheme is not currently viable. Although 40% affordable housing with nil subsidy becomes viable in around 2020 this level will remain a challenging target. Even at 25% affordable housing the scheme is not ...
	Care must be taken when assessing large scale developments of this sort as the site assembly issues, potential large infrastructure requirements and timing of development can all have a significant effect on development economics. Developer appraisals...
	It should also be remembered that new value areas may be created over the long term by the development of large schemes. This may mean that these sites may have their own unique ‘value area’ and may not necessarily reflect the values assessed here.
	Bearing this in mind, the results of the modelling that we have undertaken would suggest that long term viability might be acceptable at 40% dependent upon market conditions. The results suggest that currently 25% may be achievable without grant and t...
	The viability of the larger, 3,600 unit scheme is marginally more challenging than on the 3,000 unit scheme. The profiles of the cash flows are similar on both schemes but viability is slightly more difficult to achieve on the larger scheme at a 40% t...
	It should also be noted that sales or “absorption” rates are important considerations also and we have undertaken sensitivities at 300 sales per annum and 360 sales per annum and the results (see below) show that sales rate has an effect on viability....
	Appendix 7 contains relevant sensitivities undertaken for the notional sites in Newton Abbot. These are not all of the sensitivities that we have undertaken as this amounts to a considerable number and would not necessarily add anything to our overall...
	We have shown the results of our tenure sensitivity testing in Newton Abbot against the 25% affordable housing target as this enables us to see the effect of tenure change more clearly. We have looked at three different tenure mixes. The first is our ...
	Generally on all schemes in Newton Abbot viability is more challenging with higher levels of social rented housing. In years where development viability is marginal for the baseline position (70:30 social rent to intermediate) changing the tenure mix ...
	On higher density schemes (over 60 units per hectare) the effect of increasing the amount of intermediate affordable housing has a negligible effect on the year when schemes become marginally viable although schemes do appear to be more likely to come...
	On lower density schemes the effect of increasing intermediate tenure would appear to be more marked because of the increased unit values of larger units.
	Looking at different Core Strategy periods we would say that in the short term (up to 2015) changing tenure mix is unlikely to make a significant difference to being able to bring sites forward. In the medium term (2015 to 2020) increasing the amount ...
	Infrastructure
	We have considered the effect of three different levels of infrastructure; £7,500 per market unit, £10,000 per market unit and £15,000 per market unit. In line with discussions with the Council we have assumed that the affordable units will not be con...
	As expected, residual values are affected proportionately to the level of infrastructure contribution. It would appear that the higher levels of infrastructure charge (£15,000 per market unit) will make it more challenging to achieve even 30% affordab...
	Looking at different Core Strategy periods we would say that in the short term (up to 2015) there is a case to say that if sites are likely to be marginal then lower levels of infrastructure (£7,500 per market unit) will be more likely to enable those...
	Additional Subsidy
	The results for additional subsidy are not in tabular form. To test the levels of grant necessary to achieve 40% affordable we undertook a ‘trial and error’ test with varying levels of grant until the minimum amount was reached. We used our standard t...
	Looking at the initial period (2010 or 2011), the subsidy required per unit would appear to be more (£60,000 to £75,000 per unit) on the higher density schemes (over 60 dph). On the lower density schemes, grant required ranged between £30,000 and £60,...
	In the medium term, additional subsidy requirements may reduce in middle economic conditions. On the higher density schemes to about 2018 this would be about £50,000 or £60,000 per affordable unit and on lower density schemes this would be between £30...
	In the longer term in our middle economic condition assumptions, schemes in Newton Abbot should be able to achieve 40% affordable housing with no additional subsidy. However, in some cases, towards the end of the Core Strategy, subsidy may be necessar...
	Effect of Code for Sustainable Homes
	We have assessed the average results for all schemes in Newton Abbot in order to assess the general effect of the imposition of Code Levels 4 to 6 in 2013 and 2016. The assessment shows that this will have a significant effect on scheme viability in t...
	In Dawlish we have tested 4 notional sites mainly low density up to 40 dwellings per hectare. Key results tables are shown in this section however the results of our wider sensitivity analysis can be found in Appendix 7 to this report.
	The results for this scheme type in Dawlish would suggest that 40% affordable housing with no subsidy is not viable until about 2019 in the middle economic scenario. The position at 40% affordable housing is shown in the left hand table here while the...
	Testing on small schemes is very sensitive to changes in unit type mix. On this scheme 40% is challenging in the middle economic scenario until about 2019 and at 35% until about 2018. However, 30% affordable housing is currently marginally viable and ...
	At 40% affordable housing target and no subsidy this scheme is currently unviable. Viability may be achieved after about 2018 with 40% affordable housing and by 2016 with 35% affordable housing. Our testing would suggest that 30% may currently be marg...
	It is possible to achieve 40% affordable housing on this site in middle market conditions later in the Core Strategy period. However, currently even at 25% affordable housing it may be necessary to seek additional subsidy in order to achieve viability...
	Appendix 7 contains relevant sensitivities undertaken for the notional sites in Dawlish. These are not all of the sensitivities that we have undertaken as this amounts to a considerable number and would not necessarily add anything to our overall anal...
	We have shown the results of our tenure sensitivity testing in Dawlish against the 25% affordable housing target as this enables us to clearly see the effect of tenure change. It is apparent from the results that increasing the amount of intermediate ...
	In the medium term it is likely that most schemes will be viable at 25% affordable housing and no additional subsidy. In that case, it is likely that changing the tenure mix will have little effect on the viability of schemes. Certainly, at 25% afford...
	Infrastructure/tariff
	We have considered the effect of three different levels of infrastructure contribution; £7,500 per market unit, £10,000 per market unit and £15,000 per market unit. In line with discussions with the Council we have assumed that the affordable units wi...
	As expected, residual values are affected proportionately to the level of infrastructure contribution. On the schemes where development viability is marginal in the short term imposing the higher levels of infrastructure is likely to make a difference...
	This is likely to be an issue, also, in the middle period to 2019 or especially where schemes are close to the viability threshold. Therefore, it is probably during times of economic recovery that making additional charges on development is likely to ...
	During the later period to 2031 if economic conditions have recovered then it may be more possible to achieve the higher levels of contribution.
	Additional Subsidy
	The results for additional subsidy are not in tabular form. To test the levels of grant necessary at 40% affordable we have undertaken a ‘trial and error’ test with varying levels of grant until the minimum amount was reached. We used our standard tes...
	Looking at the initial period (2010 or 2011), the subsidy required per unit would appear to be lower in Dawlish than in Newton Abbot. This is generally at between £32,000 and £35,000 per unit although this may be as high as £45,000 per unit on the 288...
	In the medium term, additional subsidy requirements are likely to reduce in middle economic conditions and may be as low as zero by 2016 in some cases.
	In the longer term and by 2019 it is likely that little or no additional subsidy may be necessary to support a 40% affordable housing target in middle market conditions.
	Effect of Code for Sustainable Homes
	We have assessed the average results for all schemes in Dawlish in order to assess the general effect of the imposition of Code Levels 4 to 6 in 2013 and 2016. The assessment shows that this will have a significant effect on scheme viability in the pe...
	In Teignmouth we have tested 3 notional sites. Key results tables are shown in this section however the results of our wider sensitivity analysis can be found in Appendix 7 to this report.
	The short term viability of this scheme at 40% affordable housing is likely to be compromised. Indeed, this scheme is likely to be unviable at 40% if no additional subsidy is available until about 2017 or 2018 should middle market conditions prevail. ...
	A viable position is more easily achieved on this larger site in Teignmouth. Although 40% affordable is unlikely to be currently achievable a viable position may be achieved at our baseline position by about 2017 or 2018 should the middle market scena...
	The results of testing our baseline position assuming, 40%, 30% and 25% affordable housing are shown in the figures below.
	40% affordable housing may be achieved in the medium to long term (after about 2017) in middle economic conditions with no additional subsidy. In middle market conditions it may even be challenging in the short term to achieve 25% affordable housing w...
	Appendix 7 contains relevant sensitivities undertaken for the notional sites in Teignmouth. These are not all of the sensitivities that we have undertaken as this amounts to a considerable number and would not necessarily add anything to our overall a...
	For the first and third sites we have analysed, we have considered the tenure mix sensitivity against the 25% affordable housing target. However, on the second site (48 unit scheme) we have considered the position at 35% affordable housing as the 25% ...
	In the medium term it is likely that most schemes will be viable at 25% and 30% affordable housing and no additional subsidy. In that case, it is likely that changing the tenure mix will have little effect on the viability of schemes. This is especial...
	Infrastructure/tariff
	We have considered the effect of three different levels of infrastructure contribution; £7,500 per market unit, 10,000 per market unit and £15,000 per market unit. In line with discussions with the Council we have assumed that the affordable units wil...
	As expected, residual values are affected proportionately by the level of infrastructure contribution. On the schemes where development viability is marginal in the short term imposing the higher levels of infrastructure are likely to make a differenc...
	This is likely to be an issue, also, in the middle period to 2019 or especially where schemes are close to the viability threshold. Therefore, it is probably during times of economic recovery that making additional charges on development is likely to ...
	During the later period to 2031 if economic conditions have recovered then it may be more possible to achieve the higher levels of contribution.
	Additional Subsidy
	The results for additional subsidy are not in tabular form. To test the levels of grant necessary at 40% affordable we have undertaken a ‘trial and error’ test with varying levels of grant until the minimum amount was reached. We used our standard tes...
	We have tested at three different densities and although the sample size is small, it would appear that, generally the higher the density, the lower the requirement per unit in additional subsidy is in the initial period under consideration. The short...
	In the medium term, additional subsidy requirements are likely to reduce in middle economic conditions and may be as low as zero by 2016 in some cases. Certainly by 2018 it is possible that no additional subsidy will be required if we are experiencing...
	In the longer term it is likely that little or no additional subsidy may be necessary to support a 40% affordable housing target in middle market conditions.
	Effect of Code for Sustainable Homes
	We have assessed the average results for all schemes in Teignmouth in order to assess the general effect of the imposition of Code Levels 4 to 6 in 2013 and 2016. The assessment shows that this will have a significant effect on scheme viability in the...
	As reported in the section on Land Values, this site (the only one tested in this location) assumes a higher alternative use value of £800,000 per hectare. It can be seen from the results that we have produced here, 40% affordable housing is likely to...
	Bearing in mind the above viability position it may be possible to look at increased contributions to infrastructure in the medium term should the market perform to at least the middle market scenario. This is examined in greater detail in Appendix 7 ...
	This scheme type and the following scheme type have similar viability profiles for the period of the Core Strategy. 40% affordable housing is currently marginally viable but achieving this percentage may become more challenging in the short term perio...
	This scheme is marginally less viable than the 24 unit scheme and is currently marginally unviable. However, after about 2018 or 2019 in the middle economic scenario and until 2031, this scheme may be able to support 40% affordable housing without gra...
	Viability on the schemes of between 45 and 84 units in rural settlements follows a similar profile. There are differences of detail between the schemes but by circa 2016 all schemes are viable with 35% affordable housing should at least middle market ...
	The 35% position described above is set out below for the three notional sites; the left hand table for the 48 unit (32 dph) scheme, the 45 unit (18 dph) scheme in the middle table and the 84 unit (24 dph) scheme in the right hand table.
	It is clear that the larger scheme of 168 units is more viable in rural settlement areas than smaller schemes. However, it must be noted that the assumptions on this scheme are for a fairly low net density and clearly this would enable larger higher v...
	Care must be taken when assessing large scale developments of this sort as the site assembly issues, potential large infrastructure requirements and timing of development can all have a significant effect on development economics. Developer appraisals...
	Bearing this in mind, the results of the modelling that we have undertaken would suggest that long term viability might be acceptable at 40% and this level of contribution becomes viable by 2014 in middle market conditions and is mostly viable in thes...
	Bearing in mind the short term unviability and long term viability of this scheme we show the implications of tenure mix and infrastructure contribution on economic viability at 40%.
	Looking, firstly, at changing tenure mix the following tables show that increasing the amount of intermediate housing improves viability although at 50:50 social rent to shared ownership the scheme is likely to be marginally unviable in the first thre...
	The second set of tables below shows the negative impact of increasing infrastructure contributions from £7,500 per market unit to £10,000 and £15,000 per market unit. This shows that increasing the infrastructure contribution will extend the period i...
	Appendix 7 contains relevant sensitivities undertaken for the notional sites in the rural settlements. These are not all of the sensitivities that we have undertaken as this amounts to a considerable number and would not necessarily add anything to ou...
	We have considered the tenure mix sensitivity against the 40% affordable housing target as the position in rural settlement areas is that schemes are viable at this level in middle economic conditions for large parts of the Core Strategy period.
	It is clear from the results that increasing the amount of intermediate affordable housing in the short term period to 2015 does increase the chances of schemes coming forward at 40% affordable housing and nil subsidy. On all sites in rural settlement...
	In the medium term from 2015 to 2022 viability becomes more achievable with 40% affordable housing and it is becomes less necessary to consider changes to the tenure mix.
	In the longer term to 2031 it is probable that should middle economic conditions exist then most schemes in the rural settlements will be able to support the Council’s target tenure mix of 70:30 social rent to intermediate.
	Infrastructure
	We have considered the effect of three different levels of infrastructure; £7,500 per market unit, 10,000 per market unit and £15,000 per market unit. In line with discussions with the Council we have assumed that the affordable units will not be cont...
	As with schemes in other value areas, residual values are affected proportionately to the level of infrastructure contribution. On the schemes where development viability is marginal in the short term imposing the higher levels of infrastructure are l...
	This is likely to be an issue, also, in the middle period to 2019 or especially where schemes are close to the viability threshold. However, by 2019 or 2020 most schemes become mostly viable.
	During the later period to 2031 if economic conditions have recovered to the middle scenario or above then it may be more possible to achieve the higher levels of contribution and maintain viability at 40% affordable housing.
	Additional Subsidy
	The results for additional subsidy are not in tabular form. To test the levels of grant necessary to achieve 40% affordable housing we have undertaken a ‘trial and error’ test with varying levels of grant until the minimum amount was reached. We used ...
	Currently the level of grant that is necessary is lower than is necessary in other areas of the District and lower than historic levels of additional subsidy that has been necessary in the District.
	In the short to medium term, additional subsidy might be necessary on some sites except the lower density non flatted schemes or schemes with a low proportion of flats/apartments. By 2018 most schemes in this value area should be able to support 40% a...
	In the longer term it is likely that little or no additional subsidy will be necessary to support a 40% affordable housing target in middle market conditions.
	Effect of Code for Sustainable Homes
	Bearing in mind that viability is likely to be achievable in the period after 2016, it is unlikely that the imposition of Code for Sustainable Homes will have a significant adverse effect on bringing sites forward in middle economic conditions and abo...

	Assessments of Sites Below 15 Units
	In this section we consider the impact on affordable housing provision and development viability of reducing the threshold for affordable housing provision to below a 15 dwelling threshold to ascertain a site’s potential to deliver affordable housing ...
	On sites of this size we have however taken a figure of 25% of Gross Development Value as a test for the level at which the Residual Land Value may need to reach on smaller sites in order to incentivise the landowner sufficiently to bring forward thei...
	In addition we have considered the impact of potentially lowering the site size threshold and whether it may be advantageous to apply a sliding scale of affordable housing targets depending upon the size of sites. We report in our conclusion to this s...
	Our analysis shows a greater degree of variation in the impact of affordable housing on residual land value for smaller sites than for larger sites. The size of the schemes modelled makes the outcome of this analysis much more sensitive to assumptions...
	On the ten unit schemes we have looked at four different tenure mixes; 100% social rent, 75:25 social rent to shared ownership, 25:75 social rent to shared ownership and 100% shared ownership. On the 5 unit schemes we have assessed tenure mixes of eit...
	In the following paragraphs we consider, for each value area, the 10 unit and 5 unit schemes and conclude about the likely percentage targets that could be supported for each scheme type in each area.
	Considering 40% affordable housing in Newton Abbot on this scheme it would appear that viability is not fully achieved at any point in the Core Strategy with nil additional subsidy and social rent as the affordable housing tenure although marginal via...
	It was found that altering the tenure mix to provide more shared ownership improved the viability of this 10 unit scheme even at 40% affordable housing. In the following tables, we can see that marginal viability can be achieved in current economic co...
	Long term marginal viability is achieved on the 5 unit scheme in the middle economic scenario from about 2020 onwards assuming 40% affordable housing. At 20% affordable housing on this size site, the position is marginally viable although over the sho...
	The results for the Dawlish scheme are similar to the Newton Abbot results as can be seen in the results for the ten unit scheme at 40% affordable housing. We have shown here the results of our tests assuming nil grant and medium and low additional su...
	Due to the higher comparative values of houses in Dawlish, the viability of this scheme at 40% affordable housing appears to be marginally viable in the current economic conditions. However, the impact of the uplift in construction costs due to Code f...
	Development at 40% is currently challenging and likely to remain so over the medium term until around 2018 or 2019. After that time 40% affordable housing with social rent is marginally viable. At 30% affordable housing, viability is still challenging...
	The 5 unit scheme is currently marginally viable in Teignmouth assuming 40% affordable housing (all social rented). However, in middle market conditions this level might not be achievable in the short to medium term. At 20% affordable housing however,...
	We have assessed this scheme against the higher alternative land value (£800,000 per hectare). The results show that 40% affordable may be marginally viable currently but that in the medium term to about 2017 it may not be possible to achieve this lev...
	40% affordable housing equates to 2 units on a five unit scheme and because of the high property values in this area, this is likely to be currently marginally viable. The application of a 20% affordable housing requirement eases viability considera...
	The Rural Settlements combine to form the highest value area in this study. As such, 20% affordable housing, at a tenure mix of 100% social rented is viable for most of the plan period. Marginal viability may currently be attained at a 40% target but ...
	Because of the higher property values in the rural settlements area it is currently possible to achieve a marginally viable position even on these small 5 unit schemes at 40% affordable housing. Currently, and for the period to 2019 the scheme is marg...
	Conclusion – Sites Below 15 Units
	The results of testing of smaller sites suggest that it may be reasonable to reduce the threshold for sites to incur an affordable housing requirement although it is essential to recognize that small sites are very sensitive to changes in values and c...
	In the lower value areas - Newton Abbot, Teignmouth and Dawlish – 40% would currently be difficult to achieve. In the longer term, 40% might be achievable in the lower value areas but this is likely to be marginal and we believe that imposing this lev...
	As we have commented previously, residual value is compromised more by social rent than by intermediate housing and 40% might be achievable with all of the units as intermediate housing. This must be weighed against housing need and other relevant con...
	On the smallest sites in Newton Abbot, and assuming social rented housing provision, even 20% affordable housing is likely to be challenging in the period to 2016 or thereabouts. Certainly, a 40% target is likely to be restrictive on sites coming forw...
	In the higher value areas – South West of Exeter and Rural Settlements –smaller schemes appear to be able to support up to 40% affordable housing. The reason for this is that our assumptions on these sites are for low density housing schemes which gen...
	Therefore, while the economic position may show that residual values are beating the hurdle viability positions, the reduction values due to affordable housing may be considered to be prohibitive at the higher rates of affordable housing.
	It is clear that in the period to 2018 or 2019, providing 40%, and even 30%, affordable housing on sites below 15 units will be challenging in the lower value areas. It is difficult to predict landowner expectations on these small sites in particular ...
	While there is a clear reduction in viability on smaller sites it is clear that there is some capacity for the Council to consider sites of between 5 and 14 units for some level of affordable housing. In the lower value areas, and in the period to 201...
	On sites in higher value areas, whilst viability appears to be more satisfactory, we are concerned that the reduction in residual value due to affordable housing on sites that have not previously had to contribute towards affordable housing, may prohi...
	Therefore, we would suggest that a 20% target be considered for all sites of between 5 and 14 units in Teignbridge District.
	It should also be considered that development on small sites in the current economic climate may be more challenging than on larger sites. This is a function of a number of factors including the baseline levels of professional fees, potential for incr...
	It is essential to recognise the impact of affordable housing tenure on smaller sites. In all areas the amount of affordable housing that could be deliverable varies dependent on the tenure mix of the affordable units. Higher percentages of affordable...

	Policy Options and Calculating Commuted Sums for  Off Site Provision
	The tender brief requires us to consider the appropriate policy route for consideration of the potential for off site contributions in lieu of on site affordable housing. Our advice is based on our extensive experience of negotiating commuted sums and...
	The principles outlined in ODPM Circular 05/2005 confirm that planning “obligations created run with the land”30F  and that “planning obligations should never be used as a means of securing for the local community a share in the profits of development...
	Paragraph B14 of Circular 05/2005 states that affordable housing is provided through a presumption of being “in kind and on site”, however “there may be certain circumstances where provision on another site or a financial contribution may represent a ...
	PPS3 was published in November 2006 together with the guidance document Delivering Affordable Housing. It sets out the Government’s strategic housing policy objectives, which include achieving a wide choice of high quality homes, widening opportunitie...
	PPS3 states that where it can be robustly justified, off site provision or a financial contribution in lieu of on-site provision (of a ‘broadly equivalent value’34F ) may be accepted as long as the agreed approach contributes to the creation of mixed ...
	Thus, although national policy suggests that on site provision of affordable housing is the preferred approach, there may be some instances where an off site contribution is acceptable. National policy is predicated on the basis that some forms of aff...
	This report on the viability of affordable housing has shown that it is important to understand the economics of development when seeking to achieve affordable housing. This involves looking at all costs and values and assessing whether the residual i...
	The implication of “broad equivalence” is that, whether affordable housing is delivered on site and in kind or off site in the form of a commuted sum, the developers should make the same overall level of contribution. However, as we have seen, the lev...
	These factors make it impossible to set out in guidance the level of commuted sum which might be appropriate. We cannot say, for example what level of commuted payment should reflect one on site affordable home foregone because the amount will vary de...
	The importance of giving consideration to viability in assessing commuted sums is all the more important because of the types of circumstances in which a commuted payment is likely to be the preferred route. That is to say, commuted sums are likelier ...
	This means that any commuted payment should be linked to an economic assessment of the site. However, if we cannot say in advance the level of any commuted payment, then it is all the more important to be clear about how it should be calculated.
	Our view is that the economic assessment of a development should be site and scheme specific (it should include all costs and values related to the particular use) but that these costs should be generic (they should be able to be applied to any develo...
	If a scheme is financially viable, the practical methodology of assessing how much a development should pay by way of commuted sum involves establishing the developer subsidy. Where this takes the form of an on site contribution, an assessment will es...
	We have pointed out that the developer subsidy relates to the implications for the land use of a particular site. The developer subsidy is established by looking at the difference in residual land value between the development without an encumbrance (...
	RESIDUAL VALUE OF DEVELOPMENT UNENCUMBERED BY AFFORDABLE HOUSING
	Thus the formula involves two discrete calculations and we would suggest a simple matrix that enables these two calculations to be assessed. This is as follows with example figures input.36F
	In this example we have assumed the following:
	In the example above it can be seen that the residual site value of the scheme unencumbered by affordable housing would be £495,000 higher than the site value with affordable housing (assuming that the Council’s target percentage and tenure split is b...
	The next stage in the assessment is to ensure that the payment of this level of developer subsidy would not render the development of the site unviable. In order to do this, we would need to assess both the alternative or existing uses of the site. If...
	The same principle applies to alternative uses of the site. In this example, it may be possible to provide a different mix of residential use that establishes an alternative use perhaps without having to provide affordable housing (the number of units...
	It is important that individual site and scheme assessments are undertaken using a set of agreed principles between developers and planning authority. It is for this reason that we propose using generic values and percentages wherever possible and for...
	If an agreement can be arrived at using generic figures (and we have experience of agreeing developer subsidy where this has been achieved) then it is incumbent on the developer to ensure that the necessary information is provided as soon as possible...
	Using generic methods to generate the other inputs into the assessment will ensure that three important principles are maintained:
	This approach was specifically endorsed by the Inspector at an appeal in 2008 involving a site at Longwell Green.38F  “Instead, the main parties have both approached the question of economic viability on a generic basis, using site specific circumstan...
	This point was reiterated at a further appeal in Gillingham in 2010,39F  where the Inspector found that “It seems to me that the actual approach taken by a company developing such a specific site would contain commercially sensitive information, the r...
	The above sets out the principles behind the imposition and calculation of commuted sums in lieu of on site provision. We have shown that any commutation for affordable housing should be based on the equivalence principle supported through Circular 05...
	Considering the analysis of sites in Teignbridge it should be made clear in supporting text to policy that any payment in lieu will be made where it is inappropriate to provide affordable housing other than on the subject site. This may be for reasons...
	We have been asked to comment upon the uses to which commuted payments might be put. In our view, it is important that all such monies are channelled towards the provision of new affordable housing. It is important to note that, unlike the other forms...
	The advantage of a clear and reasonable approach to commuted payments is that it allows them to be agreed in a timely manner. This allows scope for the developer, the Local Planning Authority and local Registered Providers to identify opportunities to...
	If the monies made available by the developer cannot be invested directly into another site, then they should be placed in a pooled fund for the purpose of supporting new affordable housing provision. Ideally, it would be possible to give priority for...
	In our view, commuted payments should be pooled to support the development of new affordable housing across the District. Reinvestment of funds in the settlements that produced them should be considered good practice but we would not recommend a forma...
	Such pooled funds could certainly be used in order to support the creation or further development of a Community Land Trust (CLT) – a form of delivery vehicle which allows considerable local control. Money could be used either to acquire land, which c...
	National guidance suggests that where affordable housing is delivered by means of planning obligations, the presumption should be in favour of delivery on site and in kind. Our research does not suggest any reason why this national presumption should ...
	Other circumstances where commuted sums might be given consideration would include circumstances where the market housing under consideration is of a type for which there is no affordable need. This might include certain forms of specialist accommodat...
	Where it seeks contributions in the form of cash payments, the Council should be clear as to the principles that will guide the calculation of the payment. Cash in lieu contributions should be:
	Calculated to represent the same level of cost to the developer as would have been represented by on site provision. That is to say that developers should find it neither advantageous nor disadvantageous that they provide cash rather than completed un...
	The calculation should be based on the difference between the residual value of the development without affordable housing and the residual value of development taking into account the level and type of affordable housing sought by the Council through...
	Contributions should take account of the need to maintain the financial viability of development. This can be achieve by comparing the residual value of the development encumbered by affordable housing with the existing or alternative uses of the site;
	Commuted sums should be based upon financial appraisals which use generic data, in order to ensure that planning permissions are attached to land rather than to specific developments. Where no generic data is available (such as in relation to site spe...
	Where possible, all parties should seek to reach an early agreement as to the level of the commuted payment. Attention may then be turned to attempts to identify specific opportunities to spend the money on the provision of new housing;
	If a specific opportunity for off site provision of housing cannot be identified, monies should be paid into a specific fund dedicated to the provision of new affordable homes. The fund may be paid out to, or even administered by, a Community Land Tru...
	The above principles should be clearly set out in a Supporting Planning Document in order that developers can prepare their planning application with them clearly in mind and so that negotiations can go forward quickly and consensually.

	Conclusions
	This long term analysis involves, by its nature, some projections of the economic situation over the Core Strategy period. We have taken a view about scenarios for the future but it must be remembered that these projections are based upon information ...
	Using the brief we have looked at three basic scenarios about how the market may perform in the period to 2031:
	a middle market scenario based upon the trend of the market in the area in the recent past;
	an upside market scenario that takes into account a similar market projection but at a rate 20% above the middle position. This allows us to look at the viability position over the period to 2031 should the market perform strongly in any period over t...
	a downside market scenario that takes into account a similar market projection but at a rate 20% below the middle position This allows us to look at the viability position over the period to 2031 should the market perform weakly in any period over the...
	Clearly it is not possible for us to make predictions about future market behaviour. Rather, these give us the potential range within which the market may be seen to perform. It must also be remembered that these market scenarios are not linear progre...
	This report outlines clearly the assumptions, value areas and notional sites upon which the study results have been based. The results of the modelling undertaken establish both a residual calculation for the scheme encumbered by affordable housing bu...
	40% affordable housing is, in most cases, not achievable until after about 2019 or thereabouts. This takes into account our baseline assumptions which include an allowance for the uplift in Code for Sustainable Homes allowances in 2013 and 2016. Affor...
	In the short term, then, to 2015 it is unlikely that 40% affordable housing will be achievable in Newton Abbot even taking into account an optimistic (upside) view on property values in the next 4 to 5 years. Changing tenure mix, even to 100% intermed...
	In the medium term (2015 to 2020), lower density schemes may become marginally viable but developing at 40% affordable housing may remain challenging unless the financial effect of the imposition of higher Code for Sustainable Homes requirements is le...
	In the long term (2020 to 2031), and assuming our middle market conditions, achieving viability may be less difficult and it may be possible that 40% affordable housing can be achieved without additional subsidy. However, there are likely to be period...
	We consider the viability of larger strategic sites separately as we believe that care must be taken when making these assessments due to issues of site assembly, potential high infrastructure requirements and timing of development. These factors are ...
	On these larger strategic sites it would appear that viability is improved and 40% affordable housing may be achievable in the short to medium term. Because of the cyclical nature of house price inflation the long term cash flow ensures that the schem...
	We do however recommend that more detailed analysis of strategic sites is undertaken in order to clarify and quantify the Council’s requirements on sites of this nature and identify the approach to viability. This is particularly pertinent as developm...
	Looking at the implications of the Code for Sustainable Homes, our assessment of the overall results (average of all notional sites except large strategic sites) would suggest that if the implications of Code for Sustainable are less than currently fo...
	Generally, sites in Dawlish are marginally more viable than in Newton Abbot. However, on the four notional sites that we tested in this value area 40% affordable housing is not currently achievable against our baseline considerations.
	In the short term (to 2015) it is unlikely that 40% will be achievable in a nil additional subsidy position in middle market conditions and only at certain points in the upside economic scenario. It will be difficult to impose infrastructure tariffs h...
	In the medium term (2015 to 2020), 40% affordable housing becomes more achievable but some additional subsidy is likely to be needed until at least half way through this period. Changing tenure mix (increasing the proportion of intermediate units at t...
	Assuming middle or upside market conditions in the long term period to 2031 it may be possible to achieve 40% affordable housing with the required 70:30 tenure split and nil additional subsidy.
	We have also considered the impact of the Code for Sustainable Homes. If the impact is less than is currently forecast then it is likely that the 40% affordable housing target could be achieved as early as 2015 or thereabouts assuming middle market co...
	Three notional sites have been tested in Teignmouth and viability is slightly more compromised than in Dawlish but is more favourable than in Newton Abbot.
	In the short term, (to 2015) no scheme is viable at 40% affordable housing and additional subsidy of between £15,000 and £45,000 per unit is likely to be required in order to achieve viability at this level. Changing tenure mix may have an effect on e...
	In the medium term (2015 to 2020) viability is less challenging and it may be that 40% affordable housing is achievable with nil additional subsidy especially in the later years of this period. In the period to 2019 however it may be counter productiv...
	During the later, long term period to 2031 and assuming middle market conditions 40% affordable housing appears to be achievable without additional grant. In downside economic conditions it may even be possible to achieve up to 30% affordable housing.
	Reducing the burden of the Code for Sustainable Homes costs suggests that 40% affordable housing would be achievable within 5 years in the middle market scenario and even in downside economic conditions by 2020 or thereabouts.
	Only one scheme was tested for the South West of Exeter and therefore any general conclusions about the area must be treated with caution. The large site/low density nature of the site is a significant factor and this site becomes viable at 40% from c...
	In rural settlements, development has mostly been tested at low development densities which are generally able to support a higher percentage of affordable housing at an earlier date than higher density development.
	In the short term in the rural settlements some of the more challenging sites may not be viable at 40% affordable housing in the middle economic condition and additional subsidy of between £10,000 and £20,000 may be needed. Changing the affordable hou...
	In the medium term (2015 to 2020), development economics ease and by 2020 most schemes will be able to achieve 40% affordable housing in most cases assuming nil grant.
	In the period to the end of the Core Strategy in 2031, most schemes in the rural settlements value area are likely to be in a positive position with regard to delivery of 40% affordable housing without additional subsidy. In this long term period it m...
	We appreciate that development on small sites in the current economic climate may be more challenging than on larger sites. This is a function of a number of potential factors including the baseline levels of professional fees, increased risk resultin...
	Whilst there maybe potential to achieve affordable housing on some of these sites it is important to be aware of the above issues when requiring an affordable housing contribution. Furthermore consideration should be given to the most appropriate mech...
	Small sites are also more sensitive than larger sites to changes in costs and values and therefore it is very important to have regard to the prevailing economic conditions on these sites, particularly in relatively lower value areas.
	It is essential to recognise the impact of affordable housing tenure on smaller sites. In all areas the amount of affordable housing that could be deliverable varies dependent on the tenure mix of the affordable units. Higher percentages of affordable...
	The viability testing has shown that, generally, while economic viability decreases on smaller sites it is not sufficient to suggest that sites below the 15 unit threshold should not make a contribution towards affordable housing. In purely economic t...
	However, it must be noted that schemes of this size have not previously been the subject of a requirement for affordable housing and our tests have shown that with 40% affordable housing the reduction in value from the unencumbered development value (...
	Therefore, we do not believe that it would be productive to impose a target higher than 20% on any site below 15 dwellings within the District. Furthermore, although a site size threshold of 5 units can produce developable, deliverable sites with affo...
	We have also considered the possibility of applying a ‘sliding scale’ of affordable housing target. Again, while the economics of development may suggest that this is not an unreasonable approach, applying variable targets within such a small range of...
	Section 8 of this report sets out the consideration of a commuted sum calculation which should be based upon the principle of equivalence. The commuted sum should equate to the subsidy that a developer would have provided had the affordable housing be...
	We suggest that a Supplementary Planning Document is produced to explain the methodology and to give advice to developers so that they can prepare their planning application with them clearly in mind and so that negotiations can go forward quickly and...
	It is essential that any district wide affordable housing policy is not unduly rigid and can be applied flexibly and pragmatically allowing development to come forward whilst meeting the needs of the community. It will be necessary to consider sites o...
	The study is being carried out on the basis of 3 scenarios for future economic growth. Although we have reported mainly on middle market conditions, the Council should be aware that this not a prediction about the most likely direction for the market....
	The limitations of assessing economic viability on large, strategic sites within the framework of a District wide viability assessment undertaken to inform policy have been outlined within this study. We would recommend that more detailed analysis of ...
	The study results indicate that in middle market conditions, 40% affordable housing becomes viable at some point within the Core Strategy in most areas on most sites within the District. This suggests that up to 40% affordable housing could be support...
	Therefore we would recommend that the Council apply short term affordable housing targets for sites of 15 units and above (for a period of say the next five years) and retain a longer term 40% affordable housing target for the remainder of the Core St...
	Newton Abbot – up to 25% affordable housing;
	Dawlish, Teignmouth and the South West of Exeter – up to 30% affordable housing;
	Rural Settlements – up to 40% affordable housing.
	These targets could be introduced through a Supplementary Planning Document which would provide detailed guidance on the framework for reviewing and applying these interim targets and how the transition to a longer term 40% affordable housing target m...
	A site size threshold of 5 units can produce developable, deliverable sites with affordable housing however the exact level will have to be determined at the point of application having due regard to the value area, scheme type and potential alternati...
	The Council’s preferred tenure mix of 70:30 social rent:intermediate may be chosen as the starting point for all affordable housing negotiations however in the context of small sites it may be necessary to apply a high level of flexibility to ensure d...
	It is important that in all cases affordable housing targets are applied in a flexible manner having regard to the prevailing economic conditions, the location of the site and the type of development being proposed whilst taking into account the level...


