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FINAMCIAL VIABILITY ASSESMENT
Land at Hill Farm, Bobbing. MES 8LZ.

EXECUTIVE SUMMARY:

A Financial Viahility Assessment (FVA) has been carried out on a proposed
development of 30 houses for market sale and three units of nurse's accommodation.

We have considered the viability of the proposed scheme considering firstly that no
affordable housing contribufions are made but S106 payments requested by the
council are at £517,156.40.

We have considered the value of the proposed development and subtracted the total
costs in bringing the scheme forward (including construction, fees, and finance). We
have also subftracted what we consider to be a suitable developer's profit adjusted for
the risks the scheme presents. This leaves a Residual Land Value as shown below:

Gross Development Value £ 12,355,000
Less Gross Development Costs £ 10,135,507
Less a suitable developers profit £ 2,162,125
Residual Land Value £ 231,311

We have compared the residual land value to the Benchmark Land Value we consider
to he appropriate. Planning guidance refers fo this as “the minimum return at wiich i
is considered a reasonable landowner would be willing to sell..” We consider this to
be £332 000, for the site based on its Altemative Use Value in line with PPG guidance
and the NPPF.

This is a level, which cannot be considered to deliver in excess of a minimum retum to
the landowner, in companson with the established convention of consideration of
current costs and values.

We have therefore then considered a scheme which is identical but reduces financial
total financial contributions to £273,115. A residual land value equivalent fo the
benchmark is achieved at this level, if affordable housing value is atiributed to the
nurse's accommaedation.

We also sought to reduce the level of market housing to test if 20 homes were needed
to generate a viable enabling development. The loss of one home reduced the residual
land value to 11% of the henchmark, showing 30 homes were indeed required.

It is therefore our reasonable judgment that a viable scheme is one which contains 30
homes for market sale and the nurse’s accommodation at affordable housing values
also delivering total S106 payments of £273,115.
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FINAMCIAL VIABILITY ASSESSMENT
Land at Hill Farm, Bobbing. MES 8LZ.

1.0 Introduction

1.1. Swale Borough Council have commissioned Pathfinder to provide a Financial
Yiahility Analysis for a proposed development on Land at Hill Farm, Bobbing. MES
L7, situated immediately to the west of Sittingbourne on the north Kent coast.

1.2_ A planning application has been made on this “windfall’ site for:

21501 740/FULL. Erection of a nurse accommaodafion building, car park and oufdoor
event space for Demelza. Erection of 30 private residential dwellings, together with
associated access, parking, highway works, drainage and landscaping.

1.3 The application seeks to facilitate enabling works for the adjoining hospice (30
homes for market sale) to facilitate the provision of 3 units of accommodation for
nurses (but with the potential for accommodation for families who's children are
being treated), as well as additional car parking etc.

1.4. The application follows an earlier consent approved in Movember 2018
(18/500258/FULL) where 20 open market homes were proposed as enabling
development.

1.5. Policy DM8 seeks delivery of 10% affordable housing on sites such as this within
Sitingboume. Therefore, a policy compliment scheme would include 2.8 affordable
homes rounded to 3 the nearest whale number.

1.6. The developer has lodged a viahility study (March 2021) prepared by ‘dha’ we
refer to. They conclude no S106 contrbutions (other than SAMMS) or affordable
housing is able to be provided and 30 market homes are the minimum number
required.

2.0 Basis of Reporting.

2.1, Cur terms of engagement are to appraise and quantify the level of Residual Land
Yalue that can be delivered, by the development taking info account the planned
scheme and to consider the consequent viahility of the scheme. In addition, we are
engaged to confirm the viability of delivering a policy compliant scheme, generated by
the development starting from a palicy compliant approach and whether further options
are reguired to be considered.

2.2 This report does not constitute a formal 'Red Book' valuation (RICS Valuation -
Global Standards) or should not be relied upon as such. It is a viability study carried
out in line with RICS guidance note, ‘Assessing viability in planning under the
Mational Planning Policy Framework 2019 for England’ March 2021 and the Planning
Practice Guidance relating to viability. The RICS Professional Standards and
Guidance publication ‘Financial Viability in Planning: conduct and reporting’ May
2015 has also been adhered to.

2.3. Specifically, it should be noted that the viability assessments of this site and
conclusions set out in this report, were carried out on the hasis of a broad-hased
study, given the limited detailed site information available. This report is confidential
to the Client and the authors accept no responsibility of whatsoever nature to third
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parties to whom this report or any part thereof is made known. Any such party relies
upon the report at their own risk.

2.4 In carrying out the FVA we have acted:
« With objectivity
« |mpartiality
+ Without interference
« And with reference to all appropriate available sources of information.

2.5 We confirm no contingent fees have been agreed and we have no conflicts of
interest.

2.6. Special Assumptions. At the time of writing this report, England is undergoing it's
third national lockdown with no imminent sign of it ending. The requirements of social
distancing, the impact of self-isolation and materials shortages have had a significant
impact of sites in the last nine months which looks set to continue into the summer.
The impact on production and sales rates should not be underestimated. We have
made the specific special assumption in our work that sales, construction, profit and
interest rates are at pre pandemic levels. We have directly noted the pandemic only
as it relates to increased risk. As such our assessments are more optimistic than they
could be. Market analysts are now reporting a significant tumdown in new homes sales
since the 2™ lockdown in late Autumn and noting no expectations of the performance
of the market in 2020 being repeated.

2.7. Pathfinder are a consultancy offering semnvices to house builders, landowners and
promoters, assisting in the delivery of affordable housing, site identification and
appraisal, land acquisition, and development consultancy within the east of England.

2.8, Our clients include national and regional house builders, as well as local
developers, and land promotion organizations as well as individual landowners.

3.0. Standard Methodology in assessing viability

3.1. Financial Viability Assessment (FVA) is based upon a residual land value
calculation. This would be supported by a design and build cost estimate in as much
detail as possible as well as a scheme cash flow plotiing the pattern of likely cash
spend and income fo generate interest on development finance.

3.2 The difference between gross development value and total cost (including a
reasonable developer return) equates to a residual land value. The model runs over a
development period from the date of commencement of the construction of the project,
to completion when the development has been constructed, sold and cccupied. In
order to assess whether a development scheme can be regarded as economically
viable, it is necessary to compare residual land values produced with benchmark land
values. If the development proposal generates a residual land value that is higher than
the Benchmark land value for the scheme, it can generally be regarded as
economically viable and therefore deliverable. However, if the scheme generates a
residual land value which is lower than the benchmark, it should not be deemed as
economically viable (as illustrated in Diagram 1 below). The standard convention of
working with current values and costs is used rather than those predicted in the future.

Diagram 1 - Comparative development viability
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3.3, Diagram 1 illustrates the balance required to achieve a viable scheme —
Development 1. It also shows how a scheme becomes unviable where there are
increased development costs, due to site considerations, along with planning

obligations — Development 2.

3.4, A viahility assessment will have regard to not just single policy impacts but a
cumulative impact of policy and planning obligations as illustrated in Diagram 2.

Diagram 2 - Cumulative impact of policy and planning obligations
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4.0. Planning Guidance

4.1. There is strong policy background detailing the objectives and methodology for
undertaking FVA's. This includes:

4.1.1. On the 24™ July 2018 the National Planning Policy Framework was revised. It
notes:

4 1.2 (1.) The National Planning Policy Framework sefs out the Government's planming
policies for England and how these showld be applied. It provides a framework within
which locally-prepared plans for housing and other development can be produced. 4

413 (34) Plans shouwid set out the contribufions expected from development. This
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should include sefting out the levels and types of affordable housing provision required,
along with other infrastructure (such as thaf needed for educatfion, health, transport,
flood and water management, green and digital infrastructure). Such policies shouwld
not undermine the deliverability of the plan.

4.1.4 (57.) It is up to the applicant fo demonstrate whether particuwlar circumstances
Justify the need for a wviability assessment at the application stage. The weight fo be
given to a viability assessment is a matfer for the decision maker, having regard fo all
the circumstances in the case, including whether the plan and the viabilty evidence
underpinning it is up to date, and any change in site circumstances since the plan was
brought info force. All wiability assessments, including any undertaken at the plan-
making stage, should reflect the recommended approach in national planming
guidance, including standardised inputs, and shouwld be made publicly avaifable.

415 (63) Provision of affordable housing should not be sought for residential
developments that are not major developments, other than in designated rural areas
{where policies may sef out a lower threshold of 3 units or fewer). To suppart the re-
use of brownfield land, where vacant buildings are being revsed or redeveloped, any
affordable housing contribution due should be reduced by a proportionate amount. &

4.1.6 (64.) Where major development involving the provision of housing is proposed,
planning policies and decisions should expect at least 10% of the homes fo be
avaifable for affordable home ownership, unless this would exceed the level of
affordable housing required in the area, or significantly prejudice the ability to meet the
identified affordable housing needs of specific groups.

4 2 1 Planning Practice Guidance relating to viahility was updated on the same day
(and more recently in September 2015%) and notes:

422 It is up to the applicant to demonsirate whether parficilar circumstances justify
the need for a viability assessment af the application sfage.

423 Where a viability assessment is submitted fo accompany a planning application
this shouwld be based upon and refer back fo the viability assessment that informed the
plan; and the applicant shouwld provide evidence of what has changed since then.

4.24 Plans showd set ouf circumstances where review mechanisms may be
appropriate. .. over the lifetime of the development. ..

4 2 5 Viability assessment is a process of assessing whether a site is financially wiable,
by looking at whether the value generated by a development is more than the cost of
developing . This includes looking at the key elements of gross development value,
costs, land value, landowner premium, and developer returmn.
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426 In plan making and decision making wability helps to sirike a balance between
the aspirations of developers and landowners, in terms of returns against risk, and the
aims of the planning sysfem fo secure maximum benefits in the public interest through
the granting of pianning permission.

427 For viability assessment of a specific site or development, market evidence
(rather than average figures) from the actual site or from existing developments can
be used.

428 Assessment of costs showld be based on evidence which is reflective of local
market conditions.

4 2 13 Potential risk is accounfed for in the assumed return for developers af the plan
making stage.

4214 For the purpose of plan making an assumption of 15-20% of gross
development value (GDV) may be considered a suitable return to developers in order
to establish the wiability of plan policies. A lower figure may be more appropriate in
consideration of defivery of affordable housing in circumstances where this guarantees
an end sale af a known value and reduces risk.

4.3.1. The Royal Institution of Chartered Surveyors (RICS) has produced a revised
guidance note, Assessing Financial Viability in Planning under the Mational Flanning
Policy Framework 20158 for England (Movember2020), which sets out good practice.
The RICS guidance notes that:

4. 3.2 Higher land prices reduce developer contribufions and reduced developer
contribution expectations can fuel higher land prices. The PPG now makes explicit that
this should not occur under the new approach. Markef valuations of land will need fo
take account of this stronger expression of palicy requirements.

4.3.3 An applicant can still choose to submit a wability assessment at the planning
application stage, but they will need fo be able fo demonstrate good reasons fo justify
this ... where up-to-dafe planning policies are in place, there is a higher bar fo justify
the viabilify assessment.

4 3.4 Viabiiity is a tool that is used to ensure planning policies are realistic and their
cumilative cost does not undermine deliverability of the plan, faking account of a
variefy of factors, including the reasonable expectations of landowners and
developers.

4.4.4 An important component of financial wability is the provision of development
contributions (NPPF paragraph 34 and PPG paragraph 002). i development
contributions are set too high, landowners may nof release land. The extent fo which
fandowners may decide to hold onto land will depend on various factors: the supply of,
and demand for, housing and other uses in the locality; the location of the land relative
to other developments in the area; whether the land is a strategic site essential to plan
delivery; and landowner expectations in refation to a changing planning regime.

4.4.5 Once policies on developer contributions have been sef in the plan, planming
appiications that comply with them should be assumed to be viable (NFFF paragraph
a7). Where applicants do not feel that policy-compliant obligation levels are viable, if
is up to them fo demonsirate whether there are any particular circumstances to justify
the need for an FVA atf the decision-taking stage.



Report to Planning Committee — 9 December 2021 DEF ITEM 2

APPENDIX 2

4.4.6 Viabiity has become an increasingly important consideration in planning in
England. Whether preparing policy or considering a specific site proposal or scheme,
viability is inherently linked fo the abilify fo satisfy planning policy, and to deliver
regeneration objectives and economic development as well as meet housing need. It
is important therefore that all plan-makers and decision-fakers — including govemment,
local planning authorities, the FPlanning [nspectorate and all those involved in
neighbourhood plans — have a good understanding of land and property markets.

447 The FVA process represents a residual valuation framework as set out in
‘Valuation of development property’, RICS guidance note. The FVA must be supported
by appropriate evidence; af the plan-making stage that evidence is informed by
engagement with developers, landowners, infrastructure and affordable housing
providers.

448 The planning process works within a market context fo defliver sustainable
development supporfed by appropriate infrastructure. Successiul planning policies are
intended to improve the environment and enhance value for all stakeholders in the
process, and development contributions add to that value enhancement.

4 4.9 Developers will expect fo make a return, and landowners may have other oplions
available to them and may nof have to release land for development

4410 All FVAs should include testing of alfernative economic scenarios and the
sensitivity of individual inputs such as projections of values and costs

4.4 11 The development cash flows that are modelled in the FVA should be those cash
flows that are expected... The developers targef refurn in the FVA takes account of
any unexpected variation away from this cash flow... The risk-adjusted return has
already compensated the developer for taking on that particular risk. A review
intending to reduce developer coninibutions based on reduced income or increased
costs would be an attempt to protect the developer return and is preciuded under PPG
paragraph 009,

4.4.12 Decision- takers will need to exercise judgement over the level of uncertainty,
informed by the sensifivity analysis, aftached to each FVA and make their judgements
bearimg in mind the two major policy imperatives of ensuring maximum development
contributions and the delivery of land for development.

4.4 13 Many policy requirements enhance the value of the development as well as
increasing costs (for example design and infrastructure)

4414 An FVA should determine whether developments are capable of providing
levels of developer contributions that comply with policy... More specifically, an FVA
estimates whether planned developments with policy-compliant levels of developer
contributions are able to provide:

« g minimum reasonable return fo the landowner (defined as the EUV plus a
premium), and
« a suitable return fo the developer (defined in PPG paragraph 018).

4.4 15 If the FVA shows that the landowner and developer returns are not enough fo
satisfy these benchmarks, the development typology is unwiable at the level of
developer coniributions being fesfed at the plan-making stage. Simiarly, a
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development site may subsequently become unwviable at the level of developer
contributions sef out in the plan at the decision-taking stage.

4.4.16 A proper understanding of financial viability is essential in ensuring that:

« Jand is realistically priced and released for development by landowners fo
achisve plan delivery

+ all reasonable costs of consfruction refated to the development have been
accounted for

« developers are able to obfain appropriate market risk-adiusted returns for
delivering developments ..

4.4 17 Where up-fo-date plans are in place, a decision-taking FVA can still be allowed
but only in cerfain circumstances. The applicant must demaonstrate whether particular
circumstances justify the need for an FVA. Such circumstances cowld include, for
example, where development is proposed on unallocafed sifes of a wholly different
fype to those used in the FVA that informed the plan, where further information on
infrastructure or site costs is required, where particular types of development are
proposed that may significantly vary from sfandard models of development for sale, or
where a recession or similar significant economic changes have occurred.

4418 When considering whether a proposed scheme is a significantly different
development type, the assessor should reference the fypologies used in the original
plan-making FVA and assess whether they are represemafive of the development
proposed.

4.4.19 For a change in economic circumstances to be faken info accourt, it needs fo
be a recession or similar significant change to the values and costs of development —
well beyond more normal cyclical movements and outside any sensifivity fesfing
parameters, which are already allowed for in the developers refurn. For this reason,
assessors at the plan-making stage need fo provide sensitivity festing fo inform viability
over the life of the plan.

4.4.20 Changes in on- and off-site costs could also be refated to:

« defailed sife investigations and surveys affer plan making

« assumplions made in the plan-making FVA on the cost of the infrastructure
required fo deliver the scheme

« cosfs associated with planning confributions but not identiffed af the plan-
making stage, such as those refating to 5. 106, CIL and Strategic infrastructure
Tariff, and

« directiy-related sunk (historic) costs not accounted for in the development and
sife typologies tested.

4421 Sunk cost ... would normally be expected to enhance the development site
value and so should be reflected in the BLV via the premium.

4.4 21 The date upon which the LPA or the Secretary of State resolves to grant or
refuse a planning applicafion is the dafe wupon which all relevant information is
considered. FVAs may need to be updated for markef movements during the planming
process prior to a defermination or appeal.

4.4 22 A decision-faking FVA tests whether the residual land value of a development,
assuming poficy compliant developer contributfions, is sufficient to allow the reasonable
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landowner a minimum retum. ff can also fest whether the residual profit is sufficient fo
allow the developer a reasonable return, based on an agreed and fixed BLV.

4,423 The assessor should consider whether their advice represents the most
effective and efficient way to deliver the optimum development proportionate fo the
scheme being tested. This is sometimes referred to as ‘value engineerning’.

4.4 24 Viability review mechamisms might be appropriate, and the process for
implementing them. .. Rewiews are generally based on either:

« a review of key wviability inputs, for example changes in gross development
value or build costs, or

s a full review of all viability inputs.

Rewviews should be capped at a policy-compliant level of contributions. The method
used should be proporfionate fo the complexity of the fypology or site.

4.4 25 Simply using current costs and values, and ignoring changes over the life of a
development, can distort the analysis in all but the simplest of cases. It is
recommended that, where assessors consider that the impacts of value and cost
change are a significant factor in the market, these changes are ideniified and faken
into account in the FVA,

4426 It is nommal to start by reference fo the FVA underfaken at the plan-making
stage, which, other than for key strafegic sites, will have been most likely underfaken
on a typology basis.

4.4 27 Standardised inputs are market, not individual developer, orentated.

4.4.28 Since value is offen highly location-dependent, assessors should identify the
high- and low-value locafions within a plan area.

4429 At the site-specific level market evidence from the actual site or from
comparable developments can be used. Paragraph 012 of the PPG states that
‘Assessment of costs should be based on evidence which is reflective of local market
conditions’. Additionally, it sfafes that build costs showld ‘be based on appropriate data,
for example that of the Building Cost Informafion Service’ (BCIS). Wherever possible,
cost estimates should be based on market evidence from similar developments. BCIS
and other indices are ‘appropriate’ but are not always reflective of local market
conditions. (For) build cost a full quantity surveyor’s cost report showing how costs
have been esfimated should be made available for site-specific information.

4.4.30 In paragraph 018 under the heading of ‘Standardised inpuis fo viability
assessment’, the PPG provides some guwidance on how a return fo developers is
defined for the purposes of the FVA. The paragraph’s focus is on a suitable return for
plan making, rather than individual retumns for scheme- specific decision faking. [t
identifies a standardised input of 13% fo 20% of GDV as a suitable refurn for the
purpose of plan making, but is silent on a decision-taking developer return. However,
FPG paragraph 008 states that where a site-specific FVA accompanies a specific
planning application, i ‘shouwd be based upon and refer back fo the wiability
assessment that informed the pian; and the applicant should provide evidence of what
has changed since themn'.
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4.4.31 In... cases, where development risks are reduced signiicantly, lower rates of
refurn can be used.

4.4 32 It is mandatory in the Financial viability in planning: conduct and reporting
RICS professional statement that FVAs include sensitivity analysis to examine the
effect of changes in key inputs. Sensitivify festing showld be proportionate fo the site
ar typology under review,

4433 Abnormal costs are associafed with abnormal sife conditions such as
contamination, flood risk, listed buildings, efc... Enabling infrastructure is thaf
necessary to bring the site or sites forward for development... In decision taking, the
abnormal costs and any enabling infrastructure showd be estimafed in the FVA
Abnormal costs refafed fo the development and enabling infrastructure normally impact

on the development land valve and not the EUV.

5.0 Plan Wide Financial Viability Assessment

5.1 The Local Plan Viahility Study Draft Version 1 was published in December 2020.

5.2 Key assumptions contained within it are summarised as:

Swale BC Interim Plan Wide
Viability Assessment: December
2020
Key Assumptions:
Brownfield Lower | 30 homes 0.5 | (60 per
Relevant Architype Walue hec hec)
GOV 3 bed house £ 382 ft2
ART 45% | MV
S0 75% | MV
Sales fees Agent & legal 3.5%
Build (General estate housing) BCIS Median £ 1,371 |m2
External works 15%
Contingency 5%
Fees All fees 10%
Acquisition Cost Acq costs 1.5%
Prevailing
SOLT rate
Development Interest Rate 7.50% | Inc fees
of GDV
Profit COwerhead/Profit 20% | OM
6% | Of GDWV AH
Benchmark Land Value BLV £ 988,400 |Perhec

5.3 We consider the most relevant typology used to be for 30 new build homes on a

site off 0.5 hectares.
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5.4, In the plan wide viability study for this typology viability was achieved at 30%
affordable housing (current policy is for 10% affordable housing).

6.0, Assumptions used in our modelling framework

6.1. Our viahility assessment is based upon broad approximations, where detailed
information is not available. We have modelled the delivery of a scheme of 30 open
market homes and 3 units of nursing accommaodation.

6.2. Property Type and Sizes. The mix of property types, and floor areas (GIFA), are
typical developer sizes and based upon the planning drawings prepared by Clauge
Architects.

6.3. Gross Development Value.

6.3.1. An analysis of current sales values in Bobhing and asking prices for new build
homes in the vicinity, (at Appendix 1) has been used to identify sales prices for
individual units and rates per m2 that could be achieved for the scheme by Strutt and
Parker for the applicant. This information has been used fo generate the Gross
Development Value of the site (shown in their EVA) by the applicant.

6.3.2. Rates used represent an average of £316f2, in excess of the selling prices
achieved for existing homes in the area of circa £250ft2. Whilst in the “higher value
band’ in the 2020 study, it is close to the ‘lower band’ border and in reality, values will
be graduated.

6.3.3. Mo value has been aftributed to the nurse’s accommodation in the dha report.
We accept it is being transferred free of charge to the hospice, in effect as part of the
acquisition price of the site. However there is value to the trust in having this
accommodation (even though we are advised rent is not to be charged to individual
occupants), with a conservative assumption being at a similar rate to affordable rented
housing, an alternative method of valuing the asset could be the ‘reinstatement
method’ using its construction cost). As with many buildings including the hospice
value is not related to rent payable. There is operational value in the asset being
provided.

6.3.3. We accept the values proposed by the applicant.

6.4. Gross Development Costs

6.4.1. Site Acquisition Costs

We have included site acquisition costs to cover agent and legal fees at a total of 1.5%
of the benchmark land value. These assumptions are viewed as standard. Stamp duty
at the prevailing rate has been allowed for, calculated on the residual value. These
assumptions are identical to the plan wide 2020 study.

6.4.2. Design and Build Cosis

We have assumed that all design costs (site survey, architecture, engineering planning
consultant and fees), are included within the Cost Plan attached at Appendix 2. Our

cost plan s based on the design drawings and surveys relating fo the Planning
Application prepared by Clauge Architects (see layout plans at Appendix 3).
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We have used the location adjusted Building Cost information Service (BCIS) data,
with an enhancement for external works of 15% as shown to cover all plot and estate
external works (slightly lower than the whole plan viability study to reflect the typology
of a flatted development). Rates used are adjusted to reflect the location factor for
Swale and are at the higher mean rate for2 story detached and semi-detached homes
(single story for nurses’ accommodation).

The analysis generates a fofal design and build cost of £9 199 277 or £2,358.18m2
(gross).

This is £747 723 less than the corresponding figure in the dha report. We see no
Jjustification at this stage to accept these higher rates.

6.4.3. Abnormal, Additicnal and Confingency Costs

Abnormal and additional costs allowed for are clearly identified in the cost plan and
include substantial costs relating to Hospice parking and groundworks required to the
site. In addition, we nofte:
+ The extent of adoptable and non adoptable roads, given the site size.
+« The SUDs sizing and attenuation requirements, which is based on green field
run off rates, ie the site size and not the number of dwellings (or m2).
+ The substation / offsite power upgrades. We note that this site is being
delivered as all electric (no gas).
+« The existing levels on site and the requirement for retaining the new access.
+ The closure of the existing Rooks View Rd.
« Senvices diversions in Keycol Hill to facilitate the new access, including the
lowering of the Vodafone infrastructure and a BT fibre primary chamber.

Contingency costs have been allowed for at a rate of just 3% an assumption slightly
lower than within the 2020 report as a greater degree of due diligence will have been
carried out than at the plan wide stage.

6.4.4. Design & Professional Fees

Allowances have been included fo cover all design and professional fees, at 8.5%
(including all planning fees and costs). This is in the middle of the standard range
compared to allowances assumed in Financial Viability testing, and taking into account
the nature of the development, covering all surveys, enquires and design work pre and
post planning, as well as statutory fees and consultants.

6.4.5 5106 Contributions

We note the CIL has not been introduced. We have applied S106 costs in line with
requests made by Kent County Council totalling £517,156.40.

6.4.6 Marketing and Sales Costs

We have adopted full marketing sales and disposals costs within the appraisal,

including:
« Marketing cosis of the private properties
= Agent's fees

« | egal fees associated with private sales

(On this basis we have assumed a sales and marketing cost of 2.5% of the gross
development value of the open market sales properties, and £900 per home legal fees.
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We see these fees as comparatively modest with other agreed FVA inputs, and slightly
lower than the 2020 study.

6.4.7. Finance Costs.

Where development finance is available, lenders are currently charging minimum rates
of typically 6.5%. Arrangement {1%), monitoring {(2%) and exit fees (1%) are also
charged. These onerous lending terms persist due to on-going resistance to lending
on residential development in the current market. We have adopted an interest rate of
6.5% with no additional allowance for fees, which we consider to be a standard
assumpfiion for development in the current economic climate and noting more
restrictive lending practices and stringent criteria since the introduction of the Covid -
19 pandemic.

It is conventional to assume finance on all costs in order to reflect the opportunity cost
(or, in some cases, the actual cost) of committing equity to the project.

6.5. Development Programme

6.5.1. For the purpose on undertaking the Financial Viability Assessment only, we have
assumed that a standard development of 33 homes, cccurs over an 24 month period
with the land being acquired in month one, and construction taking 21 months.

6.5.2. We have assumed sales of open market homes occur from month 12 to month
24 on an even basis. The rate of sales directly links to the assumed sales prices of
individual homes and the nature of the local market.

6.5.3. These assumptions are particularly important in the calculation of development
interest. The accounting for development interest on the land acquisition is from month
one of the programme, not allowing for any historic holding costs of the site, in line with
best practice.

6.6. Overhead & Profit

6.6.1. When considering the changing economic climate, financial institutions have
tightened their requirements for overhead and profit returns on all schemes. Banks
have raised their expectations in terms of risk and reguired retums that new
developments offer. It is currently deemed likely that any private residential
development proposals predicting an overhead and profit return of less than between
15% and 20% of gross development value would not be considered viable. We note
the contents of the recently revised NPPF in this regard.

6.6.2. We have adopted an overhead and profit rate of 17.5% of gross development
value for the scheme. This takes into account the risks posed by the nature of the
scheme and the relatively short development period.

6.6.3. As affordahle housing contains less commercial risk, typically with a JCT Design
& Build Contract or a Development Agreement being signed at the commencement of
works, and monthly valuations of construction work, borrowing and risk are reduced
and so lower levels of overhead and profit are the norm. We have therefore allowed
an overhead and profit of 6% in relation to the delivery of affordable housing.
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G6.6.4. At the planning appeal for Shinfield, Reading (APPX0360/AM2/2179141) the
inspector deemed that “the usual target being in the range 20-25%" of gross
development value. This is in line with the recent appeal decision Chapel St Leonards
APP/D2510/2M 42228037 noting that this level of return is reasonable. At (Appeal
Ref. APPAW1145/QM1 32204425, Former Holsworthy Showground, Holsworthy) the
inspector felt a blended rate including the affordable housing of, 18% was appropriate
rejecting the council's argument for 17.5% on open market housing (not dissimilar to
the blended rate of 18.5% in APP/N4T20/AM 4/22275845:. Roundhay Leeds.

7.0. Methods for Assessing Land Values

7.1 The minimum land value judged as capable of ensuring a site is brought forward
is important in our calculations of scheme viahility. As noted in the PPG:

“The premium for the landowner should reflect the minimum return at which it is
considered a reasonable landowner would be willing to sell..”

T.2 Planning Practice Guidance relating to Benchmark land value notes:

7.2.1.The benchmark land value should be established on the basis of the exisfing use
value (EUV) of the land, plus a premium for the landowner. The premium for the
landowner should reflect the minimum return at which it is considered a reasonable
fandowner would be willing to sell their land. The premium should provide a reasonable
incentive, in comparison with ofher opfions available, for the landowner to sell land for
development whie allowing a sufficient confribution fo comply with policy
requirements. Benchmark land value should reflect the implications of abnormal costs;
sife-specific imfrastructure costs; and professional site fees.

T.2.2 EUV shouwld be informed by markef evidence of current uses, costs and values.
Market evidence can also be used as a cross check of benchmark jand value.
Applicants should identify and evidence any adjustments to reflect the cost of policy
compliance.

T7.2.3 EUV is the value of the land in its existing use. EUV can be established... by
assessing the value of the specific site. .. using published sources of information such
as agncultural or industrial land values, or if appropriate capitalised rental levels at an
appropriate wield (excluding any hope value for development).

T.24 The premium is the amount above existing use value (EUV) that goes fo the
fandowner. The premium should provide a reasonable incentive for a land owner to
bring forward fand for development while allowing a sufficient contribution fo fully
comply with policy requirements. 4 reasonable premium must be based upon the best
available evidence. Market evidence can include BLV from other assessments. Land
transactions can be used but only as a cross check fo other evidence.

7.3 The RICS guidance notes that:

7.3.1 The likely behaviour of landowners in deciding whether fo sell their land is a
considerafion, but some changes fo planning policy and practice will affect the value
of land. PPG paragraph 002 states that the ‘price paid for land is not a relevant
Jjustification for failing to accord with relevant policies in the plarn’. It also stafes that
landowners and site purchasers ‘shouid consider this when agreeing land
fransactions’... Viability should inform fandowners about reasonable expectations,
having regard to planning policy and their opfion.
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7.3.2 The PPG is clear thal market evidence can be used as a cross-check for BLV,
but should not be used in place of BLV... BLV should not be assumed to equate to
market value.

7.3.3 Recognising this possible divergence befween BLV for planning purposes and
prices paid in the market, PPG paragraph 011 states that “Under no circumstances will
the price paid for fand be a relevant justification for failing to accord with refevant
policies in the plan’.

7.3.4 Landowner expectations are a very impartant element in the voluntary release of
land for development, but these expectafions may include individual criteria, such as
cultural fies fo the fand, that create different values to individual owners and may
impact on the release price of that land.

7.3.5 Development land value is ultimafely a function of the residual value of the
development potential of the site, including a range of development oplions, once all
relevant costs have been deducted.

7.3.6 The EUV is not normally affected by any abnormal costs or enabling
infrastructure included as part of bringing the development forward. The only costs that
impact the EUV are those that would stop the existing use if not remedied. The cost of
recfification should be deducted from the EUV based on the assumpfion of the use
continwing in the future.

7.3.7 Where a residual valuation is being used fo identify the residual planming
obligations, the BLV used in that calculation must allow for the reduction in land value
of a site that has abnormal costs.

7.3.8 The BLV will usually be based upon the ELUV plus a premium (ELV+) but may
sometimes be based on the AUV excluding a premium where appropriate. The BLV
should not be expected fo equate fo the market value... The BLV is not a price to be
paid in the marketplace; it is a mechanism by which the viability of the sife fo provide
developers’ contributions can be assessed... The PPG reduces the status of
comparable land transactions to that of a cross-check of the BLV.

7.3.9 The components that need assessing are:

ELV

premium

AUV, where appropriate

policy-compliant site value assessed by the residual method and
policy-compliant site value assessed by the comparative method.

7.3.10 The PPG identifies the evidence base for the premium ... can include BLVs from
other FVAs.

7.3.11 The AUV refers to the value of land for uses other than its existing use ... Where
the BLV is based on the AUV, no premium showd be added.

7.3.12 Market evidence of land transactions can be used to cross-check the BLV
assessment. Land transactions must be adjusted fo be compliant with policy
requirements
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7.3.13 The actual process is nof prescribed, but there is a clear instruction on the
weight fo be placed on the different assessment methods and the evidence on which
each is based:

« Srep one is to determine EUV

« Srep iwo is the assessment, where appropriate, of the ALV

« Step three is o assess a premium

« Srep four is fo determine the residual value of the site assuming actual or
emerging policy requirements (fo) be cross checked against the EUV+.

* Sep five is to cross-check the EUV+ approach to the determination of the
BLV of the site by reference fo land fransacfion evidence.

7.4.14 The PPG is unambiguous that ELIV+ is the primary approach. The other two
valuations must be used to cross-check the resulfing BLV and nof be the primary
determinant of BLV.

7.4.13 There is no guidance in the PPG as to what that minimum return is, nor
should there be. it is a feature of real estate markets that each typology and site is
umnigue.

7.4.13 The ELV for the purposes of FVAS is the value in the existing use, ignoring
any prospect of fufure change to that use. This may however include permitied
development or change of use within the same planning use class, but only where
this does not necessitate any refurbishment or redevelopment works to the existing
buiidings or site works.

7.4.13 Where possible and appropriate, the market comparison approach will be
used; the analysis of transactions is a major part of that approach. The evidence
must be adjusted fo disregard any hope value

7.4.16 It would be inappropriate fo determine a lower BLV and penalise the
fandowner for making the sife ready for development.

7.4.17 The appiicant must demonsirate that there is demand for the alffernative use
and why the proposed scheme is being promoted over the AUV, if the AUV suggests
greafer viability and returns.

7.4.18 BLVs from other FVAs are relevant sources of information to assist in
identifying the premium element in an EUV+ approach to the assessment of the BLV.

7.4.18 Where the ELV part of the benchmark is a substaniial element of the overall
assessed value, the premium is usually stafed as a percentage increase of the EUV.
This is typical in wrban and brownfield sites. In the case of greenfield, cleared
brownfield or some s genens (unigue) sifes outside of the normal planning use
classes, where the EUV is a small proportion of the BLV, the premium is more likely
fo be stated as a mulfiplier or could be stafed as an acfual amount.

7.4.20 It showld be clearly stated whether development land has been fransacfed
with or without planning permission.

T.5.1 Regarding existing use values, sites coming forward for development can
typically comprise green field sites. Guidance issued by the HCA in “Transparent
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Assumptions: Guidance for the Area Wide Viability Model™ 2010 states that for green
field land, benchmarks tend to be in a range of 10 to 20 times agncultural value. In
Knight Frank's report, The Rural Report, Winter 2014, typical agricultural land value
per hectare are noted as being £25 846, This would give a benchmark land value of
between £258 460 per hectare and £518 920 per hectare.

7.5.2. When considering Benchmark land values hased on EUY plus a market
incentivized premium the Inspector in Pinm Court Fam, Exeter
(APPIUN1058/AM13/22083593) noted that it was “unrealistic and inconsistent with the
principles in the Planning Praclice Guidance o expect a transaction to be incentivised
and to occur to deliver housing at a value less than the relevant comparables.”

T.6. Benchmark Land Value used

T7.6.1 In reaching a conclusion on an appropriate Benchmark Land Value we have
reviewed the evidence and using our professional judgement, we believe that an
appropriate Benchmark Land Value assumption for the area cannot be lower than:
«  £332 000
» 0Or £98 810 per hectare.
+« This is identical to the assumption in the ‘dha’ report and based on advice
received by the applicant from Strutt and Parker who note:

o If the land was to be sold with a planning consent that is not
implementable due fo a ransomed access and with the consent
expiring in November 2021, but assuming an element of “hope
value™ based on the existing consent and a posifive pre-app with
Swale, an interested party may offer £23,000 - £50,000 per acre for
the site (for a sale af this leval, one would expect an overage
clawback fo be paid to the seller if planning was subsequently
gained). This is an uplift figure from a base agriculture figure of
£6,000 - £12 000 per acre. In light of this, we suggest a land price
of £40,000 per acre is assumed.”

« 'We also a note that an obligation is being placed on the developer to
provide the nursing accommodation and additional car parking provision at
a total sum of £645,000, not including design, contingency, and prelims
contributions etc. These works in effect also provide for partial payment of
the land in addition to amy sums paid.

7.6.2. We note that in the recent High Court decision relating to Parkhurst Road,
Holgate J noted that Benchmark Land Yalues ‘should reflect and not buck relevant
planning policies.

8.0. Analysis of FVA Outputs and appropriate Sensitivity Analysis.

8.1. We have considered:

8.2. The scheme as proposed by the applicant of 20 homes for market sale and S106
contributions of £5605 541 .50 (plus SAMMS at £7,614.90 totalling generates a residual
land value of -£231,311 (which eguates to -70% of the henchmark value). This would
not be considered to be an economically viable level of land value as required by the
Mational Planning Policy Framework. It notes sites need to deliver a minimum return
at which it is considered a reasonable landowner would be willing to sell." We further
note in the recently published Viability Testing Local Plans document it is necessary
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“for the scheme fo provide a competifive retum fo the developer fo ensure the
development takes place and generates a land value sufficient fo persuade the
landowner to sell the land.”

8.3. Should affordable housing value be atinbuted to the nurses accommodation a
residual land value of £330,772, or 100% of the benchmark land value is generated
with a commutad sum (including SAMMS) of £273,115. This would be considered to
be an economically viable level of land value as required by the Mational Planning
Policy Framework. Whilst the developer may not be paid for the nurse's
accommaodation (and indeed rent may not be charged) it sftill has a value.

8 4. However we have also considered an identical option to the base scenario but
reduced 5106 commuted sums (including SAMMS) to £8 615, The proposed scheme
generates a residual land value of £331, 706 (which equates to 100% of the benchmark
valug). This would be considered to be an economically viable level of land value as
required by the National Planning Policy Framework.

8.5. We have modelled the reduction of cne market sale house from the above viable
appraisal which reduces the residual value to 11% of the benchmark land value. We
can therefore conclude 30 homes are required to deliver a viable scheme.

8.6. We have underiaken the following economic sensitivity scenario tests of the base
appraisal as follows, considering reasonable changes to assumptions:

+5% GOV (open market) = Residual value 83% BLY

-5% GOV (open market) = Residual value -223% BLY

-5% design and build cost = Residual value 77% BLY

+5% design and build cost = Residual value -217% BLY

9.0 Conclusions

9.1. The FVA indicates the scheme as proposad, based on current known costs and
values generates a residual land of £330,772 assuming the provision of 30 homes for
market sale and delivering total 3106 payments of £273,115 is generated if affordable
housing value is attributed to the nurse’s accommodation.

9.2 This is a level, which can be considered to deliver a minimum returm fo the
landowner, in comparison with the established convention of consideration of current
benchmark values.

9.3, Itis therefore our reasonable judgment that a viable scheme is one which contains

30 homes for market sale also delivering total S106 payments of £273 115, if
affordable housing value is attributed to the nurse’s accommodation.

Signed:

Martin Aust BSc (Hons) DMS MRICS CMCIH CEnv
50 August 2021



