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Viability negotiations

Poll...

 How many of you have seen either a site specific or generic plan type
viability appraisal?

* Having seen one you would be comfortable with understanding the
inputs and assumptions and what the results mean?

* Have you negotiated on viability matters in respect of a development
site?

And keep it up if

* You have done a viability appraisal?
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Today’s workshop

Areas to discuss

« Guidance to planning viability to inform a negotiation
* Approach to planning viability to inform a negotiation
» Case study exercise

« Good practice from experience and key issues




£5.1bn

2016/17: estimated
agreed through S106

£4bn

of this was for
affordable housing,
enough for around
50,000 homes

£0.9bn

CIL levied in 2016-17

(=] £6bn

developer contributions agreed

in 2016-17... ...in real terms, the
same as in 2007-8
J U
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Newsflash (or not)!

New guidance...again...

First there was nothing, then we had the 2012 NPPF and PPG,
then limited change until last year and this:

« 1st NPPF2

» 2nd PPG

« 3rd PPG again....and again...latest two weeks ago

 4th Not happened yet, but new CIL regs due imminently

 5th Again not happened yet but new RICS guidance due shortly
« 6th Change in government....
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Why do these changes matter?

In terms of viability and negotiation

- NPPF

» Removal of para 173
» Focus viability at plan making stage (para 57)

* PPG
» Education specified consideration (Para 029)
» Standardise inputs
» Clear approach to land value
» Accountability
» Monitoring

 Future (known)
» Change to pooling restrictions
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Scope of Planning Obligations

« When can planning obligations be sought
by the local planning authority?

« How are planning obligations agreed and
how should they relate to development?

« Should policy on seeking planning
olbligations be set out in the development
plan?

- Does the local planning authority have to
justify its requirements for planning
obligations?

 Are planning obligations negotiable?

« What evidence is required to support
negotiations on planning obligations?




Key component

The viabllity appraisal

* What Is it?
* How Is it used by the different stakeholders

* What are the key areas for us to understand
to help inform any negotiation?




The principle

What is the approach to using planning viabllity
assessments?

* Residual land value approach

Gross ‘ Developmt p°|iq

* There are others which are not relevant: residual profit
method, comparative method, contractor’'s method,
Investment method, etc
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Gross Development Value
* OM & AH residential sales
» Commerial floorspace capitalised rentals

(minus)

Total Costs
« Construction costs!|
« Extra overs e.g. opening up costs
* Professional Fees
* Finance
» Marketing
«Contingencies
* Planning contributions

(minus)

Developer’s Profit

RESIDUAL LAND VALUE

(minus)

BENCHMARK LAND VALUE

Is development viable?

What planning obligation is affordable?
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What does it look like?
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Heading Zateqory Tatal Apr 13 May-13 Jun-13 Jul-13 Ang-13 Sep-19 Oct-13
1 2 3 4 5 [3 T
Rerenue
Cap - Commercial 4 £,105,347 1] 1] o a 1] 1] 1]
Fale - 26-1Privats 2 2,750,000 o o o o o o o
Fale - 2EB-2 Affordable 2 3,575,040 o o o [ o o 0,750
Fale - 2E-2 Private 2 2,250,000 o o ] ] o o o
Fale - 3B-1Private 2 27,300,000 1] 1] o a 1] 1] 1]
Fale - 3E-1 Affordable 2 3,361,120 o o o [ o o 52,523
Fale - 3E-2 Private 2 15,275,000 o o o [ o o o
Fale - 3E-5 Private 2 15,400,000 o o ] ] o o o
Fale - 4B-2 Private 2 7,225,000 1] 1] o a 1] 1] 1]
Fale - 4E-5 Private 2 20,680,000 o o o [ o o o
Fale - 5E-6 Private 2 2,500,000 o o o [ o o o
Fale - Apt-1 Affordable gifted z 1 o o ] ] o o o
Sale - Fa-Type 11 bed) 2 1,650,000 1] 1] o a 1] 1] 1]
Fale - Fd-Type 2 [1bed) z 1,500,000 o o ] ] o o o
Fale - Fd-Type 3 (2 bed) 2 3,375,000 [ [ ] 1] [ [ [
Dizposal Costs
Purchaser's Costs & -415,204 1] 1] o a 1] 1] 1]
Fales Aqent Fee 3 1,335,313 o o ] ] o o B35
Fales Legal Fee 10 -530,221 [ [ ] 1] [ [ -620
Acquisition Costs
Riesidualized Price 12 5,265,330 -5,253,330 1] o a 1] 1] 1]
Ftamp: Duty 1 264,450 264,450 o o [ o o o
Agent Fee 16 52,530 52,530 o ] ] F106 - Health 54
Legal Fee 1 -26,445 -26,445 a a a S106 - 4137 Rail Crossing 1
Construction Costs Professional Fees
Con. - Commercial 24 -4,730,000 o o o [ Foes 52
Con. - 2E-1 Private 24 12,206,376 o o ] 0 Miscellaneous Costs
Con. - 26-2 Affordable 24 3,632,550 i i 0 i Developers Cantingency 25
Con, - 2B-2 Private 24 1,243,650 [ [ 0 0 MarketingfLetting
Cion. - 5E-1 Private 24 12477600 o o o [ Marketing 40
Letting Agent Fee H
Letting Legal Fae 42
Other Related Items [+1-]
Profit an private 50
50

Frafit on affardable
Finamce Detail

Total WAT paid

WAT recovered on aycle date

Met period tatal

Peried Total for Interest

Inflation Set 1. Rate pa = 0.000%

Inkerest Set 1. Debit Rate pa = 6.000%

Inkerest et 1. Gredit Rate pa = 0.000%

Total For Interest St 1

Total Interest [All Setz]

Period Total For IRR

Cumulative Tatal CIF
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What does it look like?
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Negotiation exercise
— putting the theory
Into practice?
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Planning obligation neqgotiation exercise

Notional site in Maytown

« 2 ha Brownfield site

e 100 units — mix of houses and flats

« Policy is 20% Affordable housing, split tenure of:
 50% affordable rent
*  50% intermediate (shared ownership)

« Other section 106 costs = £2,500 per unit




Planning Obligation Negotiation Exercise

Exercise 1 - On your tables you are either the developer or the
LPA

 Review and discuss the developer’s and the LPA’'s appraisals — you have
both

» What are the key differences?

» Which areas can be negotiated?

» Putting yourself in the position of either party where are your ‘redlines’?
» How far would you be prepared to move?

Exercise 2 — Developers move to another table

« Try to negotiate your positions — the developers can start this off
» Note down what areas you can agree on and what areas you cannot
» On the areas where you can’t agree, is there room to compromise?

Q PorterPE

» ldentify ways to finding a resolution




Top tips
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Good practice and key iIssues

* Like any planning process, engage with site promoters from the outset
* The earlier the better

« But remember, the planning permission runs with the land not the
developer!

* If not policy compliant, LPA commission an independent viability expert
* If necessary, also use an independent cost consultant/QS
» Use service level agreements
* Developer pays

« Viability discussions to be led by the experts (in-house or external)
» LPAs/Developers involvement at negotiation stage

« Consider comparable evidence based on per sqgm values
» Use the same metrics and be aware of conversion rates, e.g. sgft to sgm
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Good practice and key iIssues

* Apply some flexibility when following PPG approach:

 Build costs: ‘build costs based on appropriate data, for example that of the
Building Cost Information Service’— Can over generalise. Should be
challenged.

« Land values: ‘Existing use value is not the price paid and should
disregard hope value.’ Sensible in London but not always elsewhere.

 Profit: “...an assumption of 15-20% of gross development value (GDV)
may be considered a suitable return to developers’. Needs to reflect a
blend of open market and affordable units, and each has different profit
assumptions.

» Consider the impact of phasing/cashflow on development —
borrowing costs add ¢.3-7% in costs per annum

» Consider using a Review Mechanism
« Since difficult to proof that costs being put forward are correct

19
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Thank you.

Any questions?

Russ Porter, PorterPE
t: 01626 249043; m: 07739 945473

e: rporter@porterpe.com

Mark Felgate, MED Planning
t: 07769646330
e: mark.felgate@medplanning.uk
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Key Questions
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The Use of Viability in Planning

« To shape plan polices e.g. affordable
housing, Access Standards

 To inform Masterplanning

Development Planning r— SLAN [

Development Management

 To inform development options —
planning applications, regeneration and
scheme feasibility

« Section 106 negotiations
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Pre 2012 — no guidance, and then...

The NPPF T

Guidance

Viability

Planning Policy Guidance

\\\‘I\

SIS

NNNNNNN

<

Other useful and recommended guides

24
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