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1 Introduction  
The Royal Borough of Kensington & Chelsea (‘the Council’) has commissioned BNP Paribas Real 
Estate to undertake an update to the ‘Affordable Housing Target: Viability Study’ (June 2015).  This 
update is undertaken in the context of the Council’s Local Plan Partial Review (‘LPPR’) which includes 
a review of the Council’s housing policies which were adopted in 2010.  As part of this review, the 
Council has undertaken an ‘Issues and Options consultation’ which ran for an eight week period 
ending in February 2016.     

1.1 Aims  

The purpose of the study is to address a number of issues that have emerged since the June 2015 
study was published by the Council.  These specific issues are summarised as follows:   

1 Comment on the observations of consultants who have submitted representations to the Local 
Plan consultation;  
 

2 Testing the viability impact of various options to vary the tenure split of affordable housing 
provision away from the current 85% social/affordable rent to 15% intermediate housing split;  

 
3 Comment on the suitability of review mechanisms and potential policy criteria and triggers for a 

range of development types;  
 

4 Consider the impact on viability of the emerging requirement for sites providing 10 dwellings or 
more or 0.5 ha or more to make a contribution towards the delivery of Starter Homes;  
 

5 Advice on how the impact of Vacant Building Credit on affordable housing delivery could be 
mitigated;  
 

6 Consider the impact (if any) of new national standards following the Housing Standards Review, 
including standards set out in the Minor Alterations to the London Plan;  
 

7 Consider the impact of ongoing requirements for residual Section 106 requirements at an average 
of £1,000 per unit; and 
 

8 Test the impact of including an element of affordable housing in specialist older persons’ housing 
developments.  
    

1.2 BNP Paribas Real Estate 

BNP Paribas Real Estate is a leading firm of chartered surveyors, town planning and international 
property consultants.  The practice offers an integrated service from nine offices within the United 
Kingdom and over sixty offices in key commercial centres in Europe, the United States of America and 
the Asian and Pacific regions. 

BNP Paribas Real Estate has a wide ranging client base, acting for international companies and 
individuals, banks and financial institutions, private companies, public sector corporations, government 
departments, local authorities and registered social landlords.   

The full range of property services includes:  

■ Planning and development consultancy; 
■ Affordable housing consultancy; 
■ Valuation and real estate appraisal; 
■ Property investment; 
■ Agency and Brokerage; 
■ Property management; 
■ Building and project consultancy; and 
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■ Corporate real estate consultancy. 

This report has been prepared by Anthony Lee MRTPI MRICS, RICS Registered Valuer. 

In 2007, we were appointed by the GLA to review its Development Control Toolkit Model (commonly 
referred to as the “Three Dragons” model).  This review included testing the validity of the Three 
Dragons’ approach to appraising the value of residential and mixed use developments; reviewing the 
variables used in the model; and advising on areas that required amendment in the re-worked toolkit.  
In 2011, we were appointed again by the GLA to undertake a further review of the toolkit and other 
available appraisal models.  Our report was published by the GLA in October 2012. 

In addition, we are retained by the Homes and Communities Agency (“HCA”) to advise on better 
management of procurement of affordable housing through planning obligations.   

Anthony Lee was a member of the working group under the chairmanship of Sir John Harman which 
prepared guidance titled ‘Viability Testing Local Plans: Advice for Practitioners’, published by the Local 
Housing Delivery Group in 2012.   

The firm therefore has extensive experience of advising landowners, developers, local authorities and 
RPs on the value of affordable housing and economically and socially sustainable residential 
developments. 

1.3 Report structure  

This report is structured as follows:   

Section 2 provides a brief summary of the policy background; 

Section 3  provides an overview of our methodology and approach to testing targets for affordable 
housing;    

Section 4  comments on the representations submitted by developers to the Council’s consultation on 
the ‘Issues and Options’ paper published in December 2015;  

Section 5  sets out the results of additional appraisals testing proposed affordable housing tenure 
options;  

Section 6  discusses the Council’s policy presumption relating to the use of review mechanisms when 
developments do not provide the target level of affordable housing; 

Section 7  considers the impact of the forthcoming requirement for developments to deliver a 
proportion of Starter Homes;  

Section 8  discusses how the Council could mitigate the impact of Vacant Building Credit;  

Section 9  outlines the viability of requiring an element of affordable housing from housing 
developments for older people; and  

Section 10  sets out our conclusions. 

1.4 Disclaimer 
 
In accordance with PS 1.6 of the RICS Valuation – Professional Standards (January 2014 Edition) 
(the ‘Red Book’), the provisions of VPS 1 to VPS 4 are not of mandatory application and accordingly 
this report should not be relied upon as a Red Book valuation.   
 
This report has been carried out in accordance with National Planning Practice Guidance (March 
2014) and the Local Housing Delivery Group guidance ‘Viability Testing Local Plans: Advice to 
Planning Practitioners’ (2012).   
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2 Policy background  
This section briefly summarises the emerging affordable housing policies which are being considered 
as part of the Local Plan review.   

2.1 Core strategy affordable housing policies 

The Council adopted the Core Strategy on 8 December 2010.  Policy CH 2 requires developments to 
“provide affordable housing at 50% by floor area on residential floorspace in excess of 800 sq.m gross 
external area”.   The Council’s ‘Issues and Options’ document (December 2015) notes that the highest 
percentage of affordable housing achieved in the four years to 2014/15 was 31% in 2011/12, although 
the figures do not take account of payments in lieu.   

The Issues and Options documents notes the need for schemes to be deliverable with an affordable 
housing target that does not adversely impact on viability.  Two options are proposed; firstly, a 
Borough-wide target of 30% to 35%; and secondly, a split target with a higher percentage target in 
higher value areas.   

The aim of any new affordable housing target would be to secure the maximum reasonable amount 
that can be viably provided.     

2.2 Affordable housing tenure options 

The Issues and Options document identifies three options for alternative affordable housing tenure 
splits which, if adopted, would depart from the existing requirement of 85% social/affordable rented 
housing and 15% intermediate housing.  The three options are as follows:   

Table 2.2.1: Issues and Options tenure split option s 

Option  % of social/affordable rented housing  % of intermediate housing  

Option 1  72%  28% 
 
1 and 2 bed rents affordable to 
households with incomes of up to 
£66,000  
 
3 bed rents affordable to 
households with incomes of up to 
£85,000 

Option 2  17% 83% 
 
Rents not to exceed 40% of net 
household income for households 
with incomes of between £20,000 
to £85,000 

Option 3  56%  44% 
 
Intermediate rents to be set at the 
mid-point intermediate rents in the 
Council’s Strategic Housing 
Market Assessment 

Option 4 Not specified  Not specified  

Option 4 appears to suggest that a tenure split will emerge from information collated from Registered 
Providers and developers on the viability of delivering intermediate rent units.   
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2.3 Revised Planning Obligations SPD  

The Council adopted its Planning Obligations SPD in August 2010.  Sections 16 to 29 set out the 
Council’s approach to seeking affordable housing obligations in more detail.  We understand that the 
Council intends to adopt a revised Planning Obligations SPD at some point in the near future.         

2.4 The adopted RBKC CIL charging schedule  

The CIL Draft Charging Schedule was published for consultation between 21 January 2014 and 23 
February 2014.  It was subsequently submitted for examination, with hearings taking place on 9 June 
2014 and 14 October 2014.  The Examiner’s report was published on 22 December 2014.   

The Council approved the Charging Schedule on 21 January 2015 and it was effective from 6 April 
2015.   

The Charging Schedule, as amended by the Examiner1, contains the following levy rates on residential 
development:  

Zone  C3 residential  Extra-care housing  

A  £750 £510 

B £590 £230 

C £430 £300 

D £270 £160 

E £190 £0 

F £110 £0 

G £0 £0 

A map showing the boundaries of each zone is contained within the Charging Schedule.  The zones 
broadly align with different postcodes within the Borough, as follows:   

■ Zone  SW1X  
■ Zone B: SW3, SW7 and SW1W 
■ Zone C: W8  
■ Zone D: SW5 and SW10  
■ Zone E: W14 
■ Zone F: W10  
■ Zone G: The Earl’s Court Exhibition Centre site  

In addition to the rates on residential development outlined above, the Charging Schedule also applies 
a levy of £160 per square metre on hotel developments and £125 per square metre on student 
housing.  All other types of development are nil rated.   

 

 

                                                      
1 The Examiner proposed that a new nil rated zone be created around the strategic development at the Kensal Gas Works site 
(the Draft Charging Schedule had proposed a £110 per square metre charge) and that the levy for Extra-care housing in zones 
E and F be reduced from the proposed £20 per square charge to nil.   
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3 Approach to establishing viability  
Our methodology for testing the impact of affordable housing obligations on viability of developments 
in the Borough utilises the ‘residual valuation’ approach, using locally-based sites and assumptions 
that reflect local market and planning policy circumstances.     

3.1 Residual value approach  

The residual value approach essentially calculates the value of the scheme once completed and 
deducts the development costs to determine a ‘residual’ amount that is left over to pay for the land.  
This is a standard approach that developers will adopt when calculating how much they should pay to 
acquire development opportunities.   

Appraisal models can be summarised via the following diagram.  The total scheme value is calculated, 
as represented by the left hand bar.  This includes the sales receipts from the private housing and the 
payment from a Registered Provider (‘RP’) for the completed affordable housing units (if they are to be 
provided on site).  The model then deducts the build costs, fees, interest, planning obligations and/or 
Community Infrastructure Levy (‘CIL’) and developer’s profit.  A ‘residual’ amount is left after all these 
costs are deducted –this is represented by the brown portion of the right hand bar in the diagram.    

 

The Residual Land Value is normally a key variable in determining whether a scheme will proceed.  If 
a proposal generates sufficient positive land value (in excess of current or existing use value, which 
we discuss later), it is likely to be implemented.  If not, the proposal will not go ahead, unless there are 
alternative funding sources to bridge the ‘gap’.   

The reliability of the results generated by development appraisals is dependent upon the inputs.  
Given that the inputs are (to a degree) based on forecasts, appraisals should be regarded as 
snapshots which are time limited.  Issues with key appraisal inputs are outlined as follows:  

■ Development costs are subject to national and local benchmarking and can be reasonably 
accurately assessed in ‘normal’ circumstances. In boroughs like RBKC, some sites will be 
previously developed.  These sites can sometimes encounter ‘exceptional’ costs such as 
decontamination (the costs of addressing the previous use of Kensal Gas Works, for example).  
Such costs can be very difficult to anticipate before detailed site surveys are undertaken; 
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■ Development value and costs will also be significantly affected by assumptions about the nature 
and type of affordable housing provision and other planning obligations. In addition, on major 
projects, assumptions about development phasing; and infrastructure required to facilitate each 
phase of the development will affect residual values. Where the delivery of the obligations are 
deferred, the less the real cost to the applicant (and the greater the scope for increased affordable 
housing and other planning obligations). This is because the interest cost is reduced if the costs 
are incurred later in the development cashflow; and 

■ While Developer’s Profit has to be assumed in any appraisal, its level is closely correlated with 
risk. The greater the risk, the higher the profit level required by lenders. While profit levels were 
typically up to around 15% of completed development value at the peak of the market in 2007, 
banks currently require schemes to show a higher profit to reflect the current risk. Typically 
developers and banks are targeting 20% profit on the private element of scheme value (a lower 
profit typically applies to the affordable housing, due to the reduced risk).  

Ultimately, the landowner will make a decision on implementing a project on the basis of return and 
the potential for market change, and whether alternative developments might yield a higher value.  
The landowner’s ‘bottom line’ will be achieving a residual land value that sufficiently exceeds ‘existing 
use value2’ or another appropriate benchmark to make development worthwhile.  The margin above 
existing use value may be considerably different on individual sites, where there might be particular 
reasons why the premium to the landowner should be lower or higher than other sites.    

Clearly, however, landowners have expectations of the value of their land which often exceed the 
value of the current use.  Ultimately, if landowners’ expectations are not met, they will not voluntarily 
sell their land and (unless a Local Authority is prepared to use its compulsory purchase powers) some 
may simply hold on to their sites, in the hope that policy may change at some future point with reduced 
requirements.  It is within the scope of those expectations that developers have to formulate their 
offers for sites.  The task of formulating an offer for a site is complicated further still during buoyant 
land markets, where developers have to compete with other developers to secure a site, often 
speculating on increases in value.   

3.2 Viability benchmark  

The NPPF is not prescriptive on the type of methodology local planning authorities should use when 
assessing viability.   The Local Housing Delivery Group published guidance in June 20123 which 
provides guidance on testing viability of Local Plan policies.  The guidance notes that “consideration of 
an appropriate Threshold Land Value [or viability benchmark] needs to take account of the fact that 
future plan policy requirements will have an impact on land values and landowner expectations.  
Therefore, using a market value approach as the starting point carries the risk of building-in 
assumptions of current policy costs rather than helping to inform the potential for future policy”.       

In light of the weaknesses in the market value approach, the Local Housing Delivery Group guidance 
recommends that benchmark land value “is based on a premium over current use values” with the 
“precise figure that should be used as an appropriate premium above current use value [being] 
determined locally”.  The guidance considers that this approach “is in line with reference in the NPPF 
to take account of a “competitive return” to a willing land owner”.   

The examination on the Mayor of London’s CIL charging schedule considered the issue of an 
appropriate land value benchmark.  The Mayor had adopted existing use value, while certain objectors 
suggested that ‘Market Value’ was a more appropriate benchmark.  The Examiner concluded that:     
 

“The market value approach…. while offering certainty on the price paid for a development site, suffers 
from being based on prices agreed in an historic policy context.”  (para 8) and that “I don’t believe that 
the EUV approach can be accurately described as fundamentally flawed or that this examination 
should be adjourned to allow work based on the market approach to be done” (para 9).     

                                                      
2 For the purposes of this report, existing use value is defined as the value of the site in its existing use, assuming that it 
remains in that use.  We are not referring to the RICS Valuation Standards definition of ‘Existing Use Value’.    
3 Viability Testing Local Plans: Advice for planning practitioners, Local Housing Delivery Group, Chaired by Sir John Harman, 
June 2012
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In his concluding remark, the Examiner points out that      
 
“the price paid for development land may be reduced [so that CIL may be accommodated]. As with 
profit levels there may be cries that this is unrealistic, but a reduction in development land value is 
an inherent part of the CIL concept. It may be argued that such a reduction may be all very well in 
the medium to long term but it is impossible in the short term because of the price already paid/agreed 
for development land. The difficulty with that argument is that if accepted the prospect of raising funds 
for infrastructure would be forever receding into the future. In any event in some instances it may be 
possible for contracts and options to be re-negotiated in the light of the changed circumstances arising 
from the imposition of CIL charges. (para 32 – emphasis added).   

It is important to stress, therefore, that there is no single threshold land value at which land will come 
forward for development.  The decision to bring land forward will depend on the type of owner and, in 
particular, whether the owner occupies the site or holds it as an asset; the strength of demand for the 
site’s current use in comparison to others; how offers received compare to the owner’s perception of 
the value of the site, which in turn is influenced by prices achieved by other sites.  Given the lack of a 
single threshold land value, it is difficult for policy makers to determine the minimum land value that 
sites should achieve.  This will ultimately be a matter of judgement for each individual local authority. 

Advisors to developers often suggest that local authorities should run their analyses of the viability of 
sites on market values.  This would be an extremely misleading measure against which to test viability, 
as market values should reflect existing policies already in place, and would consequently tell councils 
nothing as to how future policies might impact on viability.  It has been widely accepted that market 
values are inappropriate for testing planning policy requirements.   

Various Local Plan inspectors and CIL examiners have accepted the key point that Local Plan policies 
and CIL will ultimately result in a reduction in land values, so benchmarks must consider a reasonable 
minimum threshold which landowners will accept.  The ‘bottom line’ in terms of land value will be the 
value of the site in its existing use.  This fundamental point is recognised by the RICS at paragraph 
3.4.4 of their Guidance Note on ‘Financial Viability in Planning”: 

 “For a development to be financially viable, any uplift from current use value to residual land value that 
arises when planning permission is granted should be able to meet the cost of planning obligations 
while ensuring an appropriate Site Value for the landowner and a market risk adjusted return to the 
developer in delivering that project (the NPPF refers to this as ‘competitive returns’ respectively). The 
return to the landowner will be in the form of a land value in excess of current use value”.   

Other developers and their advisors also make reference to ‘market testing’ of benchmark land values.  
This is another variant of benchmarking against market values.  These developers advocate using 
benchmarks that are based on the prices that sites have been bought and sold for.  There are 
significant weaknesses in this approach for the following reasons: 
 
■ Transactions are often based on bids that ‘take a view’ on squeezing planning policy requirements 

below target levels. This results in prices paid being too high to allow for policy targets to be met.  
If these transactions are used to test the viability of sites and planning policy requirements, the 
outcome would be unreliable and potentially highly misleading. 
 

■ Historic transactions of housing sites are often based on the receipt of grant funding, which is no 
longer available.  
 

■ There would be a need to determine whether the developer who built out the comparator sites 
actually achieved a profit at the equivalent level to the profit adopted in the viability testing.  If the 
developer achieved a sub-optimal level of profit, then any benchmarking using these transactions 
would produce unreliable and misleading results. 
 

■ Developers often build assumptions of growth in sales values into their appraisals, which provides 
a higher gross development value than would actually be achieved today.  Given that our 
appraisals are based on current values, using prices paid would result in an inconsistent 
comparison (i.e. current values against the developer’s assumed future values).  Using these 
transactions would produce unreliable and misleading results.     
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For the reasons set out above, the approach of using current use values is a more reliable indicator of 
viability than using market values or prices paid for sites.   

3.3 Using the appraisals to establish an affordable  housing target 

The Council is considering a number of distinct policy objectives in its Local Plan review.  Our testing 
of the impact of tenure mix; the impact of Starter Homes; mitigating the impact of Vacant Building 
Credit; and affordable housing requirements in older persons’ housing development all use the 
method outlined in the preceding paragraphs.  A common approach using the same sets of 
development typologies is adopted for testing the impact of different potential policy options.   The 
common assumptions are set out in Appendix 1. 

3.4 Impact of National Housing Standards Review  

The National Housing Standards Review has resulted in Code for Sustainable Homes being scrapped 
as a local requirement.   

The Zero Carbon policy remains in place, but the 6% allowance previously included in our appraisals 
significantly exceeds the amounts that are reported to be required in research by Sweett Group and 
Zero Carbon Hub ‘Cost analysis: meeting the zero carbon standards’, (February 2014), which 
identifies the following typical costs:   

■ Detached house: £76 per square metre  
■ Semi-detached house: £62 per square metre  
■ Terraced house: £57 per square metre  
■ Flats: £43 per square metre  

In contrast, the allowances in our appraisals range from a minimum of £96 per square metre to a 
maximum of £191 per square metre.   

The unit sizes in our appraisals exceed the sizes set out in the DCLG ‘Nationally described space 
standards’ (March 2015) for both private and affordable housing.    

Access requirements in the MALP require the provision of lifts providing access for wheelchair users.  
Given the nature of development in the Borough, lifts are a standard feature of all developments.   

3.5 Impact of Section 106 requirement     

Since the 2015 Viability Study was completed, the Council has been operating CIL and collecting 
Section 106 contributions for infrastructure that is not funded through CIL, with items funded by CIL 
identified on the Regulation 123 List.  The Regulation 123 list also identifies infrastructure for which the 
Council will seek to collect funds through Section 106 and Section 278 agreements (see overleaf).   

The Council has asked us to comment on the £1,000 residual Section 106 figure adopted in the CIL 
Viability Study and subsequent appraisals prepared for the Borough’s CIL Examination.  This is a 
figure that was previously advised by the Council based on internal analysis of historic section 106 
agreements in the context of what was (at the time) expected to be collected through Section 106 after 
CIL had been adopted.  In order to validate the £1,000 per unit figure for future schemes, we 
recommend that the Council review Section 106 agreements that have been completed after CIL was 
adopted (April 2015) to identify typical amounts that have been sought on schemes.  This data can 
then be used to consider an appropriate average sum for future viability testing, but it is important to 
note that the amount collected is likely to vary between schemes, depending on site-specific 
infrastructure requirements and their interaction with pooling restrictions.   
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Figure 3.5.1: RBKC Regulation 123 list  
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4 Tenure options 
In high value boroughs such as Kensington & Chelsea, the gulf between market values and the price 
registered providers can pay to acquire newly developed affordable housing on developments is so 
significant that changes to tenure mixes rarely result in a significant difference in outcome.  However, 
the Council needs to understand the differences that options for different affordable housing tenure 
splits will make on viability, albeit that those differences are likely to be modest.   

We have taken the assessments used in the 2015 Viability Study as a starting point to establish a 
base position against which the impact of changes to the affordable housing tenure mix can be 
measured.  As we are seeking to understand the impact of changes to tenure, the starting point is 
unimportant for this purpose.  The underlying assumptions are attached as Appendix 1.     

As noted in Section 2.2, the Council is seeking to consider four tenure options and have instructed that 
we retest the schemes in the 2015 Viability Study using options 1 to 3.   

4.1 Rent levels 

4.1.1 Option 1 – intermediate rent to take account of SHMA findings 

Under this option, the Council has set a target of 72% social/affordable rented housing and 28% 
intermediate housing, with the latter at rents set at varying percentages of market rents, as 
summarised in Table 4.1.1.   

Table 4.1.1: Option 1 rents  

Unit type Rent as % of 
market rent  

SHMA median 
weekly market 
rents  

Indicative rent (% 
of market)  

LHA per week  

One bed  80%  £450 £360 £260.64 

Two bed  74% £650 £481 £302.33 

Three bed 65% £975 £634 £354.46 

Four bed  49% £1,200 £588 £417.02 

The rent levels resulting from applying the percentages above to median market rents would result in 
rent levels that exceed Local Housing Allowances (‘LHA’).  Registered providers are required by 
central government to cap rent levels at LHA levels; the rent levels proposed by the Council would 
therefore need to be adjusted downwards so that they do not exceed LHAs.   

4.1.2 Option 2 – intermediate rents based on Counci l’s adopted Intermediate Rent Policy  

Under this option, the Council has set a target of 17% social/affordable rented housing and 83% 
intermediate housing, with the latter at rents set at varying percentages of market rents, as 
summarised in Table 4.1.2.   

Table 4.1.2: Option 2 rents  

Unit type  Rent as % of 
market rent  

SHMA median  
weekly market 
rents  

Indicative rent (% 
of market)  

LHA per week  

One bed  32%  £450 £144 £260.64 

Two bed  34% £650 £221 £302.33 

Three bed 35% £975 £341 £354.46 

Four bed  35% £1,200 £420 £417.02 
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With the exception of four bed units, the rent levels resulting from applying the percentages above to 
the market rents identified in the SHMA would be lower than Local Housing Allowances (‘LHA’).  We 
have therefore adopted these rents for one to three bed units, but applied the LHA rent for four bed 
units.    

4.1.3 Option 3 – Mid-point rents set out in the SHM A   

Under this option, the Council has set a target of 56% social/affordable rented housing and 44% 
intermediate housing, with the latter at rents set at the midpoint between the intermediate rents in 
options 1 and 2, as summarised in Table 4.1.3.   

Table 4.1.3: Option 2 rents  

Unit type Rent as % of 
market rent  

SHMA median 
weekly market 
rents  

Indicative rent (% 
of market)  

LHA per week  

One bed  67%  £450 £302 £260.64 

Two bed  54% £650 £351 £302.33 

Three bed 50% £975 £488 £354.46 

Four bed  50% £1,200 £600 £417.02 

All the rent levels resulting from applying the percentages above to median market rents would result 
in rent levels that exceed LHA levels.     

4.1.4 Summary of rents applied for each option  

Table 4.1.4 summarises the rents applied for each option.  The rents suggested by the percentages of 
market rent for options 1 and 3 would both result in rents that exceed LHA levels, so the rents for 
these two options are both effectively capped at the LHA.   

Table 4.1.4: Summary of rents applied for each option  

Unit type Option 1  Option 2  Option 3 

One bed  £261 £144 £261 

Two bed  £302 £221 £302 

Three bed £354 £341 £354 

Four bed  £417 £417 £417 

4.2 Appraisal results 

The results of our appraisals are summarised in tables 4.2.1 to 4.2.5 below.  The viability of the three 
tenure split options is compared to a base position of the current policy requirement of 85% 
social/affordable rented and 15% intermediate, assuming a 35% overall affordable housing provision.  
This is headed as the ‘Starting Residual Land Value’ with the residual land values for Options 1 to 3 
shown alongside the starting point.   

Table 4.2.1: CIL Zone A  

Site type  Starting RLV  RLV option 1  RLV option 3  RLV option 4  

1 £9,597,661 £9,609,529 £9,648,746 £9,611,383 

2 £7,255,441 £7,268,285 £7,310,731 £7,270,293 

3 £61,064,792 £61,180,845 £61,564,354 £61,198,982 

4 £112,080,874 £112,308,729 £113,061,707 £112,344,341 

5 £206,920,776 £207,380,251 £208,898,638 £207,452,060 
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Table 4.2.2: CIL Zone B  

Site type  Starting RLV  RLV option 1  RLV option 3  RLV option 4  

1 £4,893,860 £4,905,728 £4,944,945 £4,907,583 

2 £3,298,061 £3,310,906 £3,353,351 £3,312,913 

3 £25,865,750 £25,983,700 £26,373,480 £26,002,133 

4 £43,874,740 £44,106,322 £44,871,614 £44,142,516 

5 £69,791,950 £70,266,578 £71,835,038 £70,340,756 

Table 4.2.3: CIL Zone C  

Site type  Starting RLV  RLV option 1  RLV option 3  RLV option 4  

1 £4,704,449 £4,716,316 £4,755,533 £4,718,171 

2 £3,140,491 £3,153,336 £3,195,781 £3,155,343 

3 £24,463,460 £24,581,411 £24,971,192 £24,599,845 

4 £41,165,993 £41,397,575 £42,162,867 £41,433,768 

5 £64,343,796 £64,818,423 £66,386,883 £64,892,601 

Table 4.2.4: CIL Zone D 

Site type  Starting RLV  RLV option 1  RLV option 3  RLV option 4  

1 £2,928,143 £2,940,010 £2,979,228 £2,941,865 

2 £2,118,442 £2,131,287 £2,173,733 £2,133,294 

3 £16,181,306 £16,299,256 £16,689,037 £16,317,690 

4 £26,565,450 £26,797,034 £27,562,325 £26,833,226 

5 £39,196,523 £39,671,151 £41,239,610 £39,745,327 

Table 4.2.5: CIL Zone E  

Site type  Starting RLV  RLV option 1  RLV option 3  RLV option 4  

1 £2,406,747 £2,418,614 £2,457,831 £2,420,469 

2 £1,680,507 £1,693,352 £1,735,798 £1,695,360 

3 £12,276,863 £12,394,813 £12,784,594 £12,413,247 

4 £18,958,726 £19,194,097 £19,971,905 £19,230,882 

5 £23,775,235 £24,257,626 £25,851,737 £24,333,016 

Table 4.2.6: CIL Zone F  

Site type  Starting RLV  RLV option 1  RLV option 3  RLV option 4  

1 £1,510,245 £1,522,112 £1,561,329 £1,523,967 

2 £926,842 £939,686 £982,133 £941,694 

3 £5,535,108 £5,654,987 £6,051,143 £5,673,723 

4 £5,764,626 £6,003,845 £6,794,376 £6,041,233 

5 -£3,200,478 -£2,702,181 -£1,055,498 -£2,624,304 
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As initially noted at the introductory paragraphs to this section, the impact of varying the rent levels 
and overall tenure split compared to the base position of 85% affordable rented to 15% intermediate is 
modest in high value areas, due to the significant difference between market values and affordable 
housing in the wider sense.  Adjustments to the tenure split and/or rents within the overall affordable 
housing provision therefore makes little difference to the overall residual land values generated by 
developments.  With that caveat in mind, it is clear from the results tables that all the proposed options 
result in a modest improvement in the residual land values in comparison to the base position (which 
assumes a tenure mix of 85% social/affordable rent and 15% shared ownership).  The Council could 
therefore proceed with any of the three options as they all modestly improve viability; no reduction in 
the overall quantum of affordable housing would be required to accommodate the proposed tenure 
mixes.   

4.3 Deliverability of intermediate rent 

As shown in the results above, introducing intermediate rent to replace shared ownership as the 
‘intermediate’ element of the overall affordable housing provision does not have any adverse impacts 
on viability of development.   

Intermediate rent is a tenure that is widely provided across London, particularly in high value areas 
where shared ownership has become unaffordable, even at initial equity sales of 25%, due to the high 
cost of the rent on the retained equity.  Boroughs such as Wandsworth have increasingly sought to 
secure intermediate rent units in the higher value northern half of the Borough.  Developers have not 
experienced any difficulties securing interest from registered providers in purchasing these units.   

Most of the larger London registered providers provide intermediate rented housing, including inter-alia 
Notting Hill, A2 Dominion, Newlon, One Housing, Peabody, Circle Anglia, Swan, London & Quadrant 
and Family Mosaic.   New entrants to the market include Private Rented Sector providers who are 
developing new blocks, who are keen to retain ownership of all housing developed, including the 
intermediate rented units.   

In the majority of scenarios, the registered provider will acquire the intermediate rented units as part of 
a package deal alongside any affordable/social rented units from the developer and pay in instalments 
during the build period.  The cashflow impact for the developer is therefore no different from acquiring 
a scheme with a mix of affordable rent and shared ownership units.    
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5 Review mechanisms  
The percentage of affordable housing on developments which do not meet a Council’s Local Plan 
target will typically be determined by a viability appraisal submitted by the developer with a planning 
application.  Following scrutiny of the viability appraisal, the Council will determine the application 
based on the conclusions of that validation process.  If the validation process concludes that the 
application cannot viably meet the Council’s affordable housing target at the time of determination, the 
Council will have regards to this conclusion in its decision making process.   

Viability appraisals do however come with an inherent flaw; they are merely a snapshot of the viability 
of a particular scheme at a point in time.  They are not dynamic, in that they do not take account of 
how scheme viability will change as a result of changes in key appraisal inputs, including sales values 
and build costs.  Clearly the outturn viability of any scheme may differ significantly in comparison to 
the results of a viability appraisal submitted with a planning application.  There are varying views on 
this issue, with some authorities seeking to introduce retrospective reviews to ‘capture’ a share of any 
improvement in viability over time, while others simply recognise this as a feature of a cyclical market 
and allow developers to retain any ‘upside’.   

Review mechanisms are a well-established route for reconsidering scheme viability after grant of 
planning permission.  It is a route that London boroughs have agreed with applicants on major 
developments.  The alternative to review mechanisms is that developers take a view on future growth 
in values and base their affordable housing provision on the ‘with growth’ appraisal outcome.  This 
provides the Council with more certainty (in terms of affordable housing percentage) but requires the 
Developer to take a risk of future value growth which they may price into their scheme through a 
higher profit margin.     

This section considers how review mechanisms can be negotiated to maximise the delivery of 
affordable housing in developments.  We consider the policy basis for review mechanisms; risks 
associated with viability reviews; and how review mechanisms might be made more acceptable to 
developers and funders.   

5.1 Policy basis for viability reviews  

5.1.1 London Plan  

The London Plan indicates that review mechanisms are an option that local planning authorities may 
legitimately seek on developments: 

“Negotiations on sites should take account of their individual circumstances, including development 
viability, the availability of public subsidy, the implications of phased development including provisions 
for re-appraising viability of schemes prior to implementation (‘contingent obligations’) and other 
scheme requirements” (Policy 3.12)   

The explanatory notes to the policy go on to explain that:  

“3.75  In making arrangements for assessing planning obligations, boroughs should consider whether 
it is appropriate to put in place provisions for re-appraising the viability of schemes prior to 
implementation.  To take account of economic uncertainties, and in respect of schemes presently 
anticipated to deliver low levels of affordable housing, these provisions may be used to ensure that 
maximum public benefit is secured over the period of the development”.   

Although not explicitly stated, we assume that the intention of the policy is that individual phases of a 
scheme are reviewed prior to implementation of each particular phase, rather than implementation of 
the scheme as a whole.  If the scheme were reviewed prior to the implementation of the first phase, 
the benefits of growth across the bulk of the scheme would be largely lost.   

5.1.2 Implementation in other boroughs  

Lambeth’s Local Plan (adopted September 2015) makes provision for review mechanisms to be 
secured on developments ranging in scale and not limited to schemes with multiple phases.   
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Policy H2 notes that:  

“Provisions for reappraising the viability of schemes may form part of section 106 planning agreements 
where the financial appraisal demonstrates that the maximum amount of affordable housing that a 
scheme can reasonably support is below the policy target”.   

The supporting text suggests a potentially more wide ranging use of review mechanisms than 
suggested by the London Plan:  

“Review mechanisms address economic uncertainties which may arise over the lifetime of a 
development proposal. They may be used to maximise affordable housing output by putting in place 
provisions for re-appraising the viability of schemes or phases in order to capture any uplift in value 
due to a delayed planning implementation and / or a phased build-out of a major scheme or other 
changes affecting financial viability. Any contribution arising from a review of viability would be capped 
at a level which is equivalent to the  combined value of any on-site or off-site affordable housing and 
additional provision or a cash contribution in-lieu of the remaining amount up to the equivalent of 40% 
(without grant) or 50% (with grant) affordable housing. The level of affordable housing may also be 
negotiated on the basis of a cascade agreement or growth model approach, having regard to the 
particular circumstances of a development proposal”.  

It is clear that the policy approach is intended to apply in a range of circumstances and not limited to 
multiple phase developments.  In particular, the indication that reviews could consider “other changes 
affecting viability” would mean that any scheme could be subject to a review, given that all schemes 
are subject to changes in the economy which affect viability.   

5.2 Negotiating review mechanisms      

There are various types of review mechanism that have evolved to cater for site-specific 
circumstances as a result of negotiations between developers and local authorities.  There are three 
main variants of review mechanisms as follows:  

■ Pre-implementation review;  

■ Phase by phase review; and 

■ Post-sales review.   

5.2.1 Pre-implementation review  

This review would consider changes in the viability of a development between the assessment 
undertaken prior to grant of planning permission and implementation of the scheme.  If there are 
improvements in viability between these two points, additional affordable housing would be provided 
on site, or the developer would be required to pay a commuted sum.  This type of review mechanism 
is largely designed to encourage early implementation; if little time elapses between the two 
assessments, then the main inputs to the appraisal are unlikely to change significantly and no 
additional affordable housing would be triggered. 

A variant to this model is a review that is only triggered if the scheme is not implemented within a 
defined period from grant of planning permission.  For example, if there is not a substantial start on 
site within twelve months from grant of planning permission, scheme viability would be reviewed and 
more affordable housing and/or a commuted sum would be provided if values had increased in excess 
of any cost increases.    

5.2.2 Phase by phase review  

This type of review is designed for schemes that will be developed over a period of years, typically 
with outline planning permission followed by a series of reserved matters applications.  A baseline 
viability appraisal is carried out prior to determination of the outline planning application, which will 
establish the minimum percentage of affordable housing that the scheme can provide.   
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When the developer submits a reserved matters application, they would also submit a refreshed 
viability appraisal with sales values and build costs reflective of any changes since grant of planning 
permission.  If viability has improved, the percentage of affordable housing would increase, or the 
tenure mix could change.   

At the second reserved matters application, values and costs would be informed by latest market 
intelligence, but also by values achieved in the previous phase.   

Phase by phase reviews would continue up to and including the final phase.  There might be a need to 
cap the level of on-site affordable housing in this phase, as improvements in viability might result in a 
level of affordable housing that would be unsustainably high. 

5.2.3 Post implementation review mechanism  

On single phase developments, it is not possible for a review mechanism to deliver additional on-site 
affordable housing.  A review of viability prior to construction of the development is therefore of limited 
value in terms of capturing any uplift in sales values when units are sold.  This issue has been 
addressed by Lambeth, Southwark, Waltham Forest, Hounslow and others by adopting a post-
implementation review of viability.   

On the recently approved Shell scheme, for example, Lambeth agreed a review that is triggered when 
70% of private units have been sold.  Before any additional sales can be completed, the Developer 
must submit a viability review.  If sales values exceed a pre-agreed ‘break-even’ value (the point at 
which a standard developer’s profit has been achieved), then a ‘surplus’ is generated, which is split 
50/50 between the Council and the Developer.   

The later the review takes place (in terms of sales completions), the more reflective the viability review 
will be of outturn sales values.  However, there is clearly a tension between the aim of deferring the 
review as far as possible into the sales programme and wishing to avoid introducing perverse 
incentives.  For example, if the review is triggered by sale of 97.5% of units, the value of the remaining 
2.5% of units would need to exceed the amount of any payment due under the mechanism to the 
Council.  If the reverse was true, the Developer may simply retain the last 2.5% of units to avoid 
making any payment to the Council.  Setting the threshold therefore requires careful judgement as to 
the balance between reflecting outturn values as much as possible, and the need to ensure that any 
payment due to actually paid.   

5.3 Perceived risks associated with review mechanis ms 

There are a number of perceived and, to an extent, real risks associated with review mechanisms 
which we consider below.   

5.3.1 Developer risk  

When planning authorities propose a review mechanism, a frequent reaction from the developer is that 
they will increase risk.  This perception is typically based on misconceptions as to how review 
mechanisms will operate.  If structured appropriately, a review mechanism should allow a scheme to 
achieve a ‘normal’ level of return before additional affordable housing and/or a payment is triggered.  
For example, if a scheme generates a 15% developer’s profit with an agreed level of affordable 
housing, appraisal inputs would need to change such that a 20% developer’s profit was achieved 
before any additional affordable housing is provided.  In this situation, the risk associated with selling 
the private units is mitigated through a full developer’s profit.  It is only when a scheme enters ‘super-
profit4’ territory that additional affordable housing is provided.     

5.3.2 Funding and fundability  

Developers often suggest that their funders will be less likely to fund a scheme where the Section 106 
contains a review mechanism in comparison to a scheme where there is no such mechanism in place.  
This is said to be related to resistance from funders, partly borne from misconceptions as to how 
reviews are intended to operate.   
                                                      
4 A profit that exceeds the level accepted as a risk-adjusted return for undertaking a speculative development.   
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Clearly a route to addressing this issue would be to make review mechanisms a standard feature of 
section 106 agreements so that – if a matter of course, funders will not have the option of picking and 
choosing which scheme to fund on the basis of presence or absence of a review mechanism. 

Local authorities will also typically cap any payment in lieu due under review mechanisms at a level 
which is equivalent to the maximum level of affordable housing indicated in local policies (when the 
on-site delivery and any payment are considered in aggregate).  This gives the developer and funder 
absolute clarity on the maximum potential exposure, noting of course that profits will also have 
increased substantially if the full payment becomes due.         

5.3.3 Property Mis-descriptions Act 1991/Consumer P rotection from Unfair Trading 
Regulations 2008  

Developers sometimes express concerns that changes to scheme content following sales of units off-
plan to occupiers may give rise to claims under the Property Mis-descriptions Act.  This may occur if 
units are sold based on plans showing particular locations of affordable housing that subsequently 
change following a viability review. 

This issue could be addressed if developers earmark certain units or areas in a development where 
units might be converted from private housing to affordable as a result of a viability review.  
Purchasers of private units would then be aware of the possibility of such changes prior to committing 
to a purchase.     

5.3.4 Potential over-concentration of affordable ho using in final phase  

In the case of review mechanisms that potentially deliver additional on-site affordable units, there are 
also potential concerns regarding the quantum of delivery in the final phase.  If the final phase in a 
scheme benefits from considerable growth in sales values, the result of the viability review might 
indicate that a very high proportion of the phase could be provided as affordable housing.  This may 
be undesirable for both the Council and the developer in terms of creating a mixed and balanced 
community (although to an extent this would already have been achieved by a mix in the earlier 
phases).   

The Council and the developer are likely to agree that a portion of the affordable housing could be 
delivered off-site, or through a commuted sum.   

5.3.5 Uncertainty on levels of affordable housing  

For the authority, a review mechanism may leave a degree of uncertainty as to the actual percentage 
and mix of affordable housing that the scheme will deliver, depending on how the mechanism is 
structured.  This uncertainty has led some authorities to not pursue the review mechanism route at all, 
but instead negotiate a higher initial level of affordable housing and accept that any future uplift would 
accrue to the developer.  This has been Wandsworth’s approach over the past few years.  The 
approach adopted by the Council has been to look at appraisals on a ‘with growth’ basis to determine 
the percentage and/or mix of affordable housing that might be viable in the future and negotiate with 
the developer on this basis.  This might be an option that the councils could consider as an alternative 
option to a review mechanism in some circumstances.        

5.3.6 Improving acceptability of review mechanisms  

As review mechanisms become more commonplace, it is likely that developer and funder 
understanding will improve.  At the current time, much of the resistance to review mechanisms stems 
from misconceptions and misunderstanding.  The Council may therefore wish to invest some time and 
resource into working with developers to address issues and develop a shared understanding.   

A next step in this process would be to work with developers and landowners to establish standard 
models for review mechanisms that can be tailored as appropriate to the circumstances of each 
particular development.  Whilst there cannot be a ‘one-size-fits-all’ solution, other councils have 
adopted models that have common principles, but that can be applied to similar development 
scenarios.  Differences between reviews that have been agreed tend to be around trigger points and 



 

 20 

relative shares of any ‘upside’, rather than the underlying principles.  In order to address perceived 
risks, review mechanisms should adopt common starting principles, as follows:  

■ Reviews should not result in any additional on-site provision or payments in lieu until two 
conditions are satisfied: 
 
■ firstly, the outturn residual land value of the scheme is no lower than the agreed benchmark 

land value for the site; and 
 

■ secondly, the scheme should generate a ‘normal’ developer’s return and be entering ‘super-
profit’ territory.   

 
■ There should be a limitation on any additional on-site provision or payment in lieu to a level 

equating to the provision sought by policy.  If all parties are aware of the parameters of additional 
requirements, it should give them more comfort to proceed.   
 

■ Reviews should not expose a developer to any open-ended liability to the local authority.   
 

■ An equitable arrangement for dividing super-profit between the developer and the local authority, 
such that the developer is incentivised to achieve improved scheme value. 

5.4 Review mechanisms and planning appeals  
The issue of whether review mechanisms can be applied to single phase developments has been 
considered at appeal, where the issue is specifically whether or not local planning authorities can 
impose review mechanisms on developments which would otherwise be acceptable in planning terms.  
Where this issue has been tested, inspectors have generally found in favour of the appellants, even 
where the Council concerned has an adopted policy basis for seeking a viability review.  This does 
not, of course, prevent the Council from seeking to include viability reviews by agreement with 
individual applicants.    
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6 Impact of Starter Homes  
The 2016 Housing and Planning Act introduced a requirement on local planning authorities to promote 
the supply of Starter Homes through their planning functions.  Starter Homes are defined as newly 
built properties (including conversions) that must be sold to purchasers who are first time buyers under 
the age of forty.  The sale price must be discounted by at least 20% below market value, with a cap in 
London of £450,000.  In its March 2016 consultation on Starter Homes, the government indicated the 
potential for other criteria to be introduced, including nationality.  The government has also indicated 
that after a period of five years, Starter Homes can be sold without restriction or clawing back of the 
equity that the purchaser did not initially acquire.   

The 2016 consultation also indicates that the requirement is likely to apply to all sites delivering ten or 
more units, or 0.5 hectares or more in size.  The government has indicated that it will require 20% of 
units to be delivered as Starter Homes and that local planning authorities can seek to secure other 
forms of affordable housing, but only after the Starter Homes requirement has been satisfied.   

In high value boroughs such as RBKC, it is unlikely that Starter Homes can be delivered at 80% of 
market value due to the £450,000 cap being far lower than 80% of market value.  Significant additional 
subsidy will be required to deliver Starter Homes and this will inevitably impact on the ability of 
developments to deliver other forms of affordable housing.   

6.1 Testing the impact of Starter Homes 

We have utilised the details of real development sites previously used for testing the impact of CIL to 
test the impact of Starter Homes on viability and the delivery of other forms of affordable housing.  The 
developments are summarised in Table 6.1.1. 

Table 6.1.1: Developments used to test the impact o f Starter Homes  

Site 
reference 

CIL zone  Description of development  

1 B Redevelopment of vacant office to provide 50 residential units  

2 C Redevelopment of cinema to provide new cinema and 40 residential 
units  

3 A Development of 13 residential units  

The inputs to the individual scheme appraisals are included at Appendix 1 and the results are 
summarised in the following charts.  For each of the three sites, there are two benchmark land values: 

■ a lower benchmark which enables the scheme to provide 50% affordable housing (in line with the 
current 85% rented and 15% intermediate tenure split);  
 

■ a higher benchmark with the schemes able to provide a lower percentage of affordable housing 
(30%).     

The 20% Starter Home requirement is initially introduced assuming that the starting level of affordable 
housing is preserved (i.e. the Starter Homes are taken from the private housing element).  This will 
result in a reduction in residual land value below the starting residual land value, so the scheme 
becomes unviable.  For the purposes of this report to assess the impact of Starter Homes on viability, 
the level of affordable housing is then adjusted downwards until the residual land value increases to 
the starting level.  These results are summarised in charts 6.1.2 to 6.1.7.   
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Chart 6.1.2: Site 1, lower benchmark land value 

 
 
Chart 6.1.3: Site 1, higher benchmark land value  
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Chart 6.1.4: Site 2, lower benchmark land value  
 

 
 
Chart 6.1.5: Site 2, higher benchmark land value  
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Chart 6.1.6: Site 3, lower benchmark land value  
 

 
 
Chart 6.1.7: Site 3, higher benchmark land value 
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In all cases, the requirement to provide 20% of units as Starter Homes has a significant impact on the 
residual land values generated by the developments.  This is largely due to the level of discount that 
would need to be offered to ensure the initial price does not exceed the £450,000 unit cap which the 
government has proposed.  Site 1 would require a 61% discount to market value; Site 2 would require 
an 86% discount to market value; and Site 3 would require a 97% discount to market value.  The size 
of units in sites 2 and 3 are large and arguably the amount of discount could be reduced if the internal 
layout were reconfigured to accommodate smaller unit sizes.  However, this may cause practical 
difficulties for developments and would not significantly improve the level of discount required given 
the high values in the Borough.   
 
As the charts above illustrate, a 50% reduction in affordable housing would be a typical outcome when 
the Starter Homes requirement is imposed on developments in the Borough.   
 
The Council may wish to consider incorporating the Starter Homes requirement into its affordable 
housing target. The ‘traditional’ affordable housing tenures would be reduced by approximately 50% of 
any affordable housing target (as the charts above illustrate) and the 20% Starter Homes could be 
added onto that remaining target, as part of the overall affordable housing target requirement, 
including Starter Homes. So, for example, the impact of a 20% Starter Homes requirement on a 40% 
‘traditional’ affordable housing target would be to reduce it by 50% to 20%. If Starter Homes are 
brought within a new definition of affordable housing, the remaining traditional affordable housing 
target in this example of 20% would be added onto the Starter Homes requirement of 20% to result in 
a new affordable housing target which, in this example, totals 40%. This would depend upon the 
government redefining affordable housing in the NPPF to include Starter Homes in line with the 
December 2015 consultation.    
 
It is also important to note that delivering Starter Homes carries more risk than affordable housing as 
all units need to be developed speculatively and sold to purchasers after the Developer has committed 
to building the scheme.  Although deposits will be paid when purchasers buy off-plan, the developer 
will receive the balance after practical completion, alongside the sales income from other units not sold 
off-plan.  In contrast, the Developer will typically contract to build the affordable housing before 
construction commences and will receive income over the development period.  As a consequence, 
there are two factors that adversely impact on viability.  Firstly, the Developer will incur higher interest 
costs due to receiving income for the Starter Homes later than had the same units been provided as 
‘traditional’ affordable.  Secondly, the Developer will need to apply a level of profit to the Starter 
Homes which is commensurate with market housing, as the risk is comparable for both tenures. These 
factors have been built in to the appraisals illustrated in the charts above.   
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7 Mitigating the impact of Vacant Building 
Credit 

This section considers the impact of Vacant Building Credit (‘VBC’) and how the Council might seek to 
limit the impact on affordable housing delivery in the Borough.  In March 2014 the Government 
published a consultation on “Planning Performance and Planning Contributions”, which sought views 
on ‘a further amendment to national policy so that local authorities should not apply section 106 
affordable housing contributions to buildings brought back into any use, other than proportionately for 
any increase in floor space. This would be on the basis of providing an incentive for brownfield 
development in accordance with national policy.’ (Para 8 of the Government’s response to the 
consultation on the Planning Contributions (Section 106 planning obligations) published in November 
2014).  In the Government’s response to the consultation published in November 2014 it identified at 
Para 23 that 
  
‘After careful consideration of these responses we are making the following changes to national policy 
with regard to section 106 planning obligations: … 
 
…A financial credit, equivalent to the existing gross floorspace of any vacant buildings brought back 
into any lawful use or demolished for re-development, should be deducted from the calculation of any 
affordable housing contributions sought from relevant development schemes. This will not however 
apply to vacant buildings which have been abandoned.’ 
 
2.6 This position was further reiterated by Brandon Lewis, The Minister of State, Department for 
Communities and Local Government (DCLG) identified in his written ministerial statement to the 
House of Commons on 28 November 2014 (Column 53WS) which set out that:  
 
‘…A financial credit, equivalent to the existing gross floor space of any vacant buildings brought back 
into any lawful use or demolished for re-development, should be deducted from the calculation of any 
affordable housing contributions sought from relevant development schemes. This will not however 
apply to vacant buildings which have been abandoned.  We will publish revised planning guidance to 
assist authorities in implementing these changes shortly.’   
 
Subsequently on 28 November 2014 DCLG updated the National Planning Practice Guidance (NPPG) 
to introduce the vacant building credit, and consequently only requires affordable housing obligations 
to apply to any increase in floorspace in proposed developments. The NPPG has been further 
updated on 24 February and 26 March 2015.  The VBC identifies that affordable housing obligations 
should only be sought on any increase in floorspace in proposed developments.  Paragraph: 021 of 
the NPPG (Reference ID: 23b-021-20150326) identifies that: 
 
‘National policy provides an incentive for brownfield development on sites containing vacant buildings.  
Where a vacant building is brought back into any lawful use, or is demolished to be replaced by a new 
building, the developer should be offered a financial credit equivalent to the existing gross floorspace 
of relevant vacant buildings when the local planning authority calculates any affordable housing 
contribution which will be sought. Affordable housing contributions may be required for any increase in 
floorspace.’  
 
Paragraph 022 of the NPPG (Reference ID: 23b-022-20150326) goes on to specify that,  
 
‘Where there is an overall increase in floorspace in the proposed development, the local planning 
authority should calculate the amount of affordable housing contributions required from the 
development as set out in their Local Plan. A ‘credit’ should then be applied which is the equivalent of 
the gross floorspace of any relevant vacant buildings being brought back into use or demolished as 
part of the scheme and deducted from the overall affordable housing contribution calculation. This will 
apply in calculating either the number of affordable housing units to be provided within the 
development or where an equivalent financial contribution is being provided. The existing floorspace of 
a vacant building should be credited against the floorspace of the new development. For example, 
where a building with a gross floorspace of 8,000 square metre building is demolished as part of a 
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proposed development with a gross floorspace of 10,000 square metres, any affordable housing 
contribution should be a fifth of what would normally be sought.’ 
 

7.1 Other authorities’ approach to VBC  

Given the potential loss of affordable housing caused by the VBC and the ambiguity of the VBC 
guidance in the NPPG, other councils have implemented local guidance on the interpretation of the 
VBC guidance.  For example, Southwark Council published a Planning Committee report in March 
2015 ‘Application of the Vacant Building Credit in Southwark’.  This aligns to the CIL guidance and 
regulations, which we understand to be the stated intention of the minister.  This interpretation brings 
in an ‘in-use test’ and a ‘vacancy test’ to assess the eligibility for the VBC in line with the approach to 
the vacancy test for CIL.  This is a practical approach, which ‘will ensure that no development is able 
to benefit from CIL relief, on the basis that a building is in-use, whilst simultaneously benefitting from 
the VBC, on the basis that the building is vacant.  Furthermore, it is considered that the approach will 
moderate any immediate impacts of the VBC on the Borough’s affordable housing supply because it is 
unusual for buildings in Southwark to be vacant for extended periods prior to seeking planning 
permission for redevelopment’.  The Council’s local interpretation also requires applicants to 
‘demonstrate that the relevant vacant buildings have been actively marketed on realistic terms over a 
period of at least 24 months within the previous 36’.  See the table below taken from the Council’s 
committee report.  It is considered that this local interpretation will also assist in preventing owners 
intentionally emptying homes and businesses to take advantage of the VBC. 

Figure 7.1.1: Southwark Council’s proposed approach  to determining whether a building is 
vacant or in-use for the purpose of determining CIL  relief or eligibility for VBC 

 

7.2 Interaction between existing percentage target based policy and VBC  

The application of the VBC reduces the quantum of the development that local Planning authorities 
can seek the provision of affordable housing from.  We set out below a simple diagrammatic example 
of this assuming a 10,000 sq m scheme. 
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Figure 7.2.1: Previous policy position  

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Figure 7.2.2: New policy position with VBC  

(i) assuming existing building is 25% of the proposed floorspace (75% of proposed scheme 
eligible to be considered for AH delivery) 

 
 
 
 
 
 
 

 
 
 
 
 
 
Pvt = Private Housing 
AH = Affordable Housing 

(ii) assuming existing building is 50% of the proposed floorspace (50% of proposed 
scheme eligible to be considered for AH delivery) 

 
 
 
 
 
 
 
 
 
 
 

50% of scheme exempt 
from AH provision  
 

Pvt = 8,250 sq m 
 

AH = 1,750 sq m 
(35% of 
remaining  
50% of scheme) 

25% of scheme exempt 
from AH provision  
 

AH = 2,625 sq m 
(35% of remaining 
75% of scheme) 

Pvt = 7,375 sq m 
 

 Pvt = 6,500 sq m 
 AH = 3,500 sq m 

(35% of scheme) 
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(iii) assuming existing building is 75% of the proposed floorspace (25% of proposed 
scheme eligible to be considered for AH delivery) 

 
 
 
 
 
 
 
 
 
 
 

 

It is clear from the above diagrams that regardless of scheme viability the VBC reduces the quantum 
of floorspace from which local planning authorities can seek the provision of affordable housing.  The 
application of a target or set percentage of affordable housing sought (i.e. 35% etc.) applies a further 
complication and restriction on the amount of affordable housing that could be delivered by a scheme 
as this becomes a percentage of a percentage.   

The VBC is clearly a blunt instrument, which has a tendency to go too far in reducing affordable 
housing in some schemes and does not go far enough in other schemes to ensure their viable 
delivery.  As a result many observers have concerns that VBC will both prevent the delivery of housing 
in the Borough (where a site specific viability assessment would justify a lower provision of affordable 
housing to bring the site forward) and significantly impact on the delivery of affordable housing (by 
reducing the policy compliant level of affordable housing well below what the scheme could viably 
deliver).     

VBC does not make schemes more viable, it simply reduces the amount of floorspace that the Council 
can seek their affordable housing provision from.  Given the central-urban nature of the Borough, 
where the majority of sites that come forward for redevelopment are brownfield sites and could thus be 
eligible for VBC (where vacant), this could have a significant impact on the Council’s affordable 
housing supply.  Furthermore, sites are coming forward in the Borough without the assistance of VBC, 
as affordable housing delivery on individual sites can be adjusted if necessary to assist with site-
specific viability issues.   

The VBC policy is an inappropriate mechanism for delivering the maximum viable quantum of 
affordable housing as well as incapable of ensuring the delivery of schemes with more complex 
economic viability characteristics.  VBC is likely to significantly impact on the quantum of affordable 
housing delivered by the Council’s existing and adopted affordable housing policies.  On this basis we 
consider that the application of the VBC on schemes in the Borough will undermine the objectives of 
the Development Plan.   

In addition we are of the opinion that the Council’s current approach of determining the amount of 
affordable housing in each scheme on its own merits will ensure the Council is able to maintain a 
reasonable supply of affordable housing in the Borough without prejudicing the delivery of 
development.  We are aware that schemes are coming forward for redevelopment in the Borough on 
this basis and in this regard we consider that there is no need to introduce further incentives to 
encourage development in Kensington & Chelsea.   Values in the Borough following the recession 
have increased significantly since the previous peak and predicted value growth over the next five 
years remains robust. 

Notwithstanding the above, our appraisals demonstrate that in order for the Council to maintain its 
future supply of affordable housing in the context of the VBC policy, it should seek the ‘maximum 
reasonable amount of affordable housing’ from schemes and not be constrained to a fixed percentage 

75% of scheme exempt 
from AH provision  
 (35% of scheme)  

Pvt = 9,125 sq m 
 AH = 875 sq m  

(35% of remaining  
25% of scheme) 
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of the eligible floorspace.  As all schemes will be different i.e. they will all have differing quantums of 
net additional floorspace, it is appropriate that the Council’s emerging housing policy is flexible enough 
to allow them to seek the maximum viable amount that a scheme could viably deliver, especially if the 
Council has to continue to accept the VBC policy in their decision making process.  Further, we also 
consider the Council’s approach to determining and applying vacancy tests for calculating CIL 
liabilities and the application of the VBC to be reasonable and sensible. 
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8 Affordable housing and older persons’ 
housing 

The vast majority of local authorities apply their affordable housing requirements to all developments 
within C3 planning use class, regardless of the age of the intended occupants of specific schemes.  
This would include developments by specialist providers of housing for older people, such as 
McCarthy & Stone, Churchill and Pegasus.  Consequently, very few authorities specifically test the 
viability of C3 developments for older people at the plan making stage.  Housing for older people 
which is institutional in nature, i.e. C2 care homes or other housing with a high level provision of care 
are not normally caught by affordable housing requirements.    

These operators have issued advice via the ‘Retirement Housing Group’5 initially in May 2013, but 
subsequently updated in February 2016 which outlines the following features of C3 housing for older 
people which differ from general purpose housing:   

■ Retirement housing is higher density than most general needs development: typically 100-120 dph 
compared with average densities of 30-70 dph for general needs housing.  Clearly this comment 
relates to areas outside London and in RBKC typical densities are higher than the range identified 
for retirement schemes;   
 

■ Larger communal and non-saleable areas in retirement housing (eg common rooms, laundries, 
guest rooms, warden’s office, dining room, special activity rooms); 
 

■ Higher build costs per sq metre for older persons housing than for general needs housing due to 
higher specifications of individual apartments and buildings.  This is unlikely to apply to schemes in 
RBKC, where general needs schemes are typically highly specified;  
 

■ While revenue per unit is typically higher for specialist older person housing than for general needs 
flats, revenue per sq metre is not necessarily higher; 
 

■ A slower return on investment as schemes need to be fully completed before sales are made as 
older people are less inclined to buy ‘off plan’ without seeing a dwelling, the communal facilities 
and/or meeting staff.  This is less likely to be the case in central London due to the relative scarcity 
of the product;  
 

■ Higher marketing costs to reach this older age group for whom a move is a discretionary choice 
often requiring consultation with extended family. Marketing costs are typically 6% of GDV 
compared to 3% of GDV for open market housing;  
 

■ Greater financial risk as phasing is not possible as with general needs housing as retirement 
developments are often built as a single block, meaning a development must be built out before 
any return is possible.  This financial risk is, however, no different to any other flatted development 
in a central London context;  
 

■ Higher void costs as schemes take longer to sell than general needs housing and flats.  However, 
in central London, the relative scarcity of the product is likely to mean that such schemes will not in 
reality have significantly lengthier sales periods;  
  

■ Most schemes are on brownfield sites, which are often in short supply and have higher 
development costs.  Clearly in boroughs such as RBKC, almost all development takes place on 
brownfield sites, so retirement schemes in the Borough will be no different to other schemes in 
regards to scarcity of land and build costs.   

The documents goes on to advise that a typical retirement scheme will have the following attributes:  

                                                      
5 ‘Community Infrastructure Levy and Sheltered Housing/Extra Care developments: A briefing note on viability prepared for the 
Retirement Housing Group by Three Dragons’ May 2013, updated February 2016 
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■ A typical mix of 60% one bed flats and 40% two bed flats;  

■ Typical pricing in high value areas linked to general purpose flats with a 10% to 15% premium;  

■ Communal floor space ranging from 20% to 30% including stair/lift cores and entrances; 

■ They advise the use of BCIS ‘general sheltered housing’;  

■ Marketing costs typically 6% compared to 3% of GDV for general purpose developments;  

■ Typical build period of 18 months;  

■ Typical sales period 40% during first year of sales; 30% during second year of sales and 30% 
during third year of sales.  This advice is not likely to apply in London, as we were recently advised 
by McCarthy & Stone’s advisors that schemes in London typically achieve 50% of sales at 
practical completion and the remaining 50% over the subsequent four months.   

8.1 Testing viability of older persons’ housing in RBKC  

The most appropriate size of scheme in the five development typologies utilised in the 2015 Viability 
Study for an older persons’ development would be Site type 3, which provides 50 units.  This reflects 
the typical sizing of 50 to 60 units required to achieve a critical mass for on-site staff and communal 
facilities.   

We have applied the assumptions above to development typology 3 to determine the extent to which 
they would lead to a different conclusion in terms of viability of affordable housing in comparison to a 
general purpose scheme.  For clarity, the appraisal assumptions that differ are as follows:  

Table 8.1.1: Appraisal assumptions amended for olde r persons’ scheme 

Appraisal input  General purpose development  Older persons’ development  

Housing mix  10% one beds; 10% two beds; 50% 
three beds; 30% four beds 

50% one beds; 50% two beds  

Gross to net ratio  82.5%  70%  

Marketing costs  3% of GDV 6% of GDV 

Sales period  9 months  12 months  

Sales values premium 
above base values  

N/A  10%  

Build costs6  £2,508 per square metre  £2,508 per square metre  

Profit  20% of GDV on private, 6% on 
affordable  

20% of GDV on private, 6% on 
affordable  

8.2 Appraisal results 

In Table 8.2.1 below, we compare the residual land values generated by the retirement scheme 
compared to a general purpose development providing the same quantum of units, having regard to 
the differences in inputs outlined above.   

  

                                                      
6 Build costs do not vary between general purpose schemes and older persons’ development on a rate per square metre basis; 
however, costs per unit are higher due to the lower gross to net ratio on older persons’ schemes (typically circa 70% compared 
to 80 – 85% for a general purpose scheme).   
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Table 8.2.1: Older persons’ housing – residual land  values (35% affordable housing)  

Value area (CIL Zone)  General purpose 
development residual 
land value – 35% 
affordable housing  
(£ m)  

Older persons’ 
development residual 
land value – 35% 
affordable housing  
(£ m)  

Difference 

A  61.20 61.68 +0.8% 

B 26.02 24.73 -5.0% 

C 24.60 23.22 -5.6% 

D 16.32 15.07 -7.7% 

E 12.41 10.94 -11.8% 

F 5.67 3.81 -32.8% 

Across value areas A to E, the difference in residual land value generated by an older persons’ 
scheme is relatively modest compared to a general purpose scheme, ranging from 5% to 11.8%.  The 
value difference in value area F is slightly higher at 32.8%.  When taken across the Borough as a 
whole, the differences generated are sufficiently modest to conclude that the Council should seek to 
secure affordable housing from these types of development.  It is possible that the factors outlined 
earlier in this section will mean that older persons’ developments provide a slightly lower proportion of 
affordable housing, but this is likely to remain within the 30% to 35% range identified as the Council’s 
emerging option.  Table 8.2.2 re-runs the analysis of older persons’ developments, but this time 
assuming provision of 30% affordable housing to illustrate the impact of a slight reduction from the 
starting point in Table 8.2.1.  

Table 8.2.2: Older persons’ housing – residual land  values (30% affordable housing)  

Value area (CIL Zone)  General purpose 
development residual 
land value – 35% 
affordable housing  
(£ m)  

Older persons’ 
development residual 
land value – 30% 
affordable housing  
(£ m)  

Difference 

A  61.20 67.57 +10.4% 

B 26.02 27.77 +6.7% 

C 24.60 26.16 +6.3% 

D 16.32 17.00 +4.2% 

E 12.41 12.55 +1.1% 

F 5.67 4.89 -13.8% 

The modest 5% reduction in affordable housing provision results in a set of residual land values for 
older persons’ developments that now exceed the residual land values generated by general purpose 
schemes at 35% affordable housing.  The older persons’ scheme residual in area F is still lower than 
the general purpose scheme, but the difference has narrowed significantly.   

The results of the analysis above demonstrate that there is no compelling reason why the Council 
should not seek to secure affordable housing on older persons’ developments with the usual ‘subject 
to viability’ caveat to address site-specific issues that may arise from time to time.   
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9 Conclusions  
This report addresses specific affordable housing issues that have either arisen since the 2015 
Viability Report was drafted or additional matters that were pre-existing but not specifically addressed.   

In considering the previous work undertaken in 2015, the Housing Standards Review does not give 
rise to any material changes to appraisal assumptions that would warrant re-testing of the original 
appraisals which resulted in our conclusion that an affordable housing target of 30% to 35% could be 
adopted across the Borough, subject to scheme-specific viability where necessary.  This advice 
therefore remains unchanged.   

We have tested the impact on viability of the forthcoming requirement for Starter Homes.  In RBKC, it 
is likely that some schemes will need to discount units by a much greater proportion than the 20% 
envisaged by central government to keep the overall price within the £450,000 capped amount.  Our 
testing indicates that this is likely to have a significant impact on the delivery of affordable housing, 
with reductions of 50% being typical. Clearly it is for the Council to make a judgement on the extent to 
which the overall target should be adjusted in light of the potential impact of the requirement to provide 
Starter Homes. The results of our appraisals indicate that the requirement for 20% Starter Homes will 
adversely impact on viability if sought on top of existing affordable housing percentage targets, but to 
varying degrees depending on market values achieved in each development.   The Council could 
therefore adopt an overall affordable housing target that incorporates the Starter Home requirement 
and increase the overall percentage from 30-35% to 35-40%.   

Our testing of the Council’s affordable housing tenure options indicates that there is little difference in 
residual land values in comparison to the currently adopted tenure mix.  Furthermore, the outputs 
indicate a modest improvement, which suggests that the Council could adopt any one of the three 
proposed options without the need to make alterations to the overall affordable housing percentage.   

Review mechanisms provide a robust solution for dealing with the ‘static’ nature of viability appraisals 
which become out of date shortly after they are finalised.  If properly structured, with appropriate 
triggers that ensure the developer’s ‘normal’ level of profit is guaranteed before any additional 
provision is sought, review mechanisms do not increase risk, which is the allegation often levelled by 
certain advisors.  Furthermore, review mechanisms must include caps on any financial contributions to 
ensure that a developer contributes no more than the target amount in the Local Plan.  However, 
some appeal decisions have ruled against viability reviews on smaller schemes, but this does not 
prevent the Council from seeking them in negotiations with applicants.   

The Vacant Building Credit applies ‘assistance’ to developers who do not need encouragement to 
bring schemes forward; it merely reduces affordable housing and results in an increase in land value 
that is not required to bring schemes forward.  Other councils have sought to mitigate the impact of 
this policy by seeking the ‘maximum reasonable proportion’ of affordable housing on a development, 
rather than seeking a specific percentage target.  This then enables the provision of a higher 
percentage of the part of the scheme not offset by vacant floorspace to offset the affordable housing 
lost on the ‘offset’ floorspace.   

We have tested the viability of older persons’ housing (in the C3 use class) in comparison to general 
purpose residential development.  There are unique features of this type of housing that have a 
negative impact on viability (such as higher marketing costs and less efficient buildings) but these 
appear to be largely outweighed by the premium values achieved. The residual land values generated 
by older persons’ housing developments are marginally lower than general purpose housing, but this 
could be addressed through a modest reduction in affordable housing.  The viability testing indicates 
that the Council should seek to continue to apply its affordable housing requirement on these 
schemes, with the same site-specific viability caveats that apply to all other developments.   
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Appendix 1  - Appraisal assumptions 
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Appraisal inputs  
Site areas and scheme content  

We have adopted the same typologies as those used in the 2015 Viability study, which are 
summarised in Table 1.1.1.  Development densities range from 60 dwellings per hectare to 300 
dwellings per hectare.    

Table 1.1.1 – Development typologies  

 Number of 
units  

Housing 
type  

Development density units per ha  Net developable area (ha)  

1 4 Houses  60 0.067 

2 5 Flats  100 0.05 

3 50 Flats  150 0.33 

4 100 Flats  200 0.50 

5 200 Flats  300 0.67 

The unit mix adopted in the appraisals is summarised in Table 1.1.2.   

Table 1.1.2: Unit mix  

Site type  1 Bed flat  2 bed flat  3 bed flat  4 bed flat   3 bed house   4 bed house  

Unit sizes – 
private  

70 90 110 150 150 200 

Unit sizes – 
affordable 

54 75 90 115 100 120 

1 - - - - 50% 50% 

2 -  20%  40%  40% - - 

3 10% 10% 50% 30% - - 

4 10% 10% 50% 30% - - 

5 10% 10% 40% 40% - - 

 

Residential Sales values 

Sales values used in the appraisals are summarised in Table 1.1.3. These values are sourced from 
the 2015 Viability Study.  Land Registry data indicates that there have been no significant changes in 
values in the Borough over the past twelve months.   

Table 1.1.3: Sales values used in the appraisals  

Area  Average values £s per sqm  

North of Ladbroke Grove W10 9,188 

Holland Park W11 15,546 

Olympia W14 12,307 

Notting Hill Gate and Kensington High Street W8 20,350 

Earls Court SW5 and SW10 14,168 

Chelsea SW3, SW1W 21,120 

Knightsbridge  37,210 
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Residential Sales rate  

Our appraisals assume that most units will be sold off-plan prior to practical completion, with income 
received at practical completion.  Our appraisals assume that there will be a period following practical 
completion during which any units that are not pre-sold will be marketed.    

Build costs   

We have sourced build costs for the residential schemes from the RICS Building Cost Information 
Service (BCIS), which is based on tenders for actual schemes (attached as Appendix 2).  However, 
adjustments to the base costs are necessary to reflect the specification of development in the 
Borough, which is reflective of high specification and high value property.  BCIS estimate that costs 
require an upwards adjustment of 24% to reflect Borough-specific circumstances.   

Our approach for each site is set out in the following paragraphs.   

Site type 1  is a scheme of 4 houses.  The upper quartile BCIS base cost for “one-off housing 
terraced” schemes is £1,402 per square metre, excluding external works and fees.  We have adjusted 
the base costs by 30% to reflect additional costs that would be incurred to meet the expectations of 
purchasers.  The adjusted cost is therefore £1,823 per square metre.  After a 15% allowance for 
external works has been added, the final build cost is £2,096 per square metre.  As the scheme is 
comprised wholly of houses, we have assumed a gross to net ratio of 100%. 

Site type 2  is a scheme of 5 flats.  We have adopted the upper quartile BCIS base cost for “flats of 6 
or more storeys” of £1,950 per square metre, excluding external works and fees.  We have adjusted 
the base costs by 30% to reflect additional costs that would be incurred to meet the expectations of 
purchasers.  The adjusted cost is therefore £2,535 per square metre.  After a 15% allowance for 
external works has been added, the final build cost is £2,915 per square metre.  We have assumed a 
net to gross ratio of 85%.   

Site type 3  is a scheme of 50 flats.  We have again adopted the upper quartile BCIS base cost for 
“flats of 6 or more storeys” of £1,950 per square metre, excluding external works and fees.  We have 
adjusted the base costs by 15% to reflect additional height above six storeys and the likelihood of the 
provision of an element of basement car parking.  A further 30% is added to reflect additional costs 
that would be incurred to meet the expectations of purchasers.  The adjusted cost is therefore £2,828 
per square metre.  After a 15% allowance for external works has been added, the final build cost is 
£3,252 per square metre.  We have assumed a net to gross ratio of 82.5%.      

Site type 4  is a scheme of 100 flats.  We have again adopted the upper quartile BCIS base cost for 
“flats of 6 or more storeys” of £1,950 per square metre, excluding external works and fees.  We have 
adjusted the base costs by 30% to reflect additional height above six storeys and the likelihood of the 
provision of an element of basement car parking.  A further 30% is added to reflect additional costs 
that would be incurred to meet the expectations of purchasers.  The adjusted cost is therefore £3,120 
per square metre.  After a 15% allowance for external works has been added, the final build cost is 
£3,588 per square metre.  We have assumed a net to gross ratio of 82.5%. 

Site type 5  is a scheme of 200 flats.  We have again adopted the upper quartile BCIS base cost for 
“flats of 6 or more storeys” of £1,950 per square metre, excluding external works and fees.  We have 
adjusted the base costs by 50% to reflect additional height above six storeys and the likelihood of the 
provision of an element of basement car parking.  A further 30% is added to reflect additional costs 
that would be incurred to meet the expectations of purchasers.  The adjusted cost is therefore £3,150 
per square metre.  After a 15% allowance for external works has been added, the final build cost is 
£4,037 per square metre.  We have assumed a net to gross ratio of 80%. 

A summary of build costs for each scheme type is provided in Table 1.1.4. 
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Table 1.1.4: Build costs  

An additional 6% allowance is included across all tenures for meeting Code for Sustainable Homes 
level 4, which is reflective of the findings of work undertaken by Cyrill Sweett on behalf of CLG.  This 
allowance exceeds the amounts that are reported to be required in research by Sweett Group and 
Zero Carbon Hub ‘Cost analysis: meeting the zero carbon standard’ (February 2014) which identifies 
the following typical costs:   

■ Detached house: £76 per square metre  

■ Semi-detached house: £62 per square metre  

■ Terraced house: £57 per square metre  

■ Flats: £43 per square metre  

In contrast, the allowances in our appraisals range from a minimum of £84 per square metre to a 
maximum of £117 per square metre.   

Affordable Housing 

Policy (CH2) of the Core Strategy sets the following affordable housing requirements: 

■ Schemes up to 799 square metres (GEA) – no requirement; 
 

■ Schemes of between 800 to 1,200 square metres (GEA) or more – a payment based on the entire 
net increase in floorspace on site (revised from the current requirement of a payment based on the 
floorspace in excess of 800 square metres); 

 
■ Whilst the current policy seeks a £2,500 per square metre charge, this is under review; 

                                                      
7 Applies in higher value areas only (Knightsbridge, Chelsea, Notting Hill and Kensington High Street areas)  

Site type BCIS 
base – 
quarter 2 
2012 

Base 
cost  

Height 
adjust 

Quality 
adjust 7 

Adjusted 
cost  

External 
works  

All-in 
cost  

1 One off 
housing 
terraced 
Upper 
Quartile 

£1,402 0 30% £1,823 15% £2,096 

2 Flats 6+ 
storeys 
Upper 
Quartile  

£1,950  0 30% £2,535 15% £2,915 

3 Flats 6+ 
storeys 
Upper 
Quartile  

£1,950 15% 30% £2,828 15% £3,252 

4 Flats 6+ 
storeys 
Upper 
Quartile  

£1,950 30% 30% £3,120 15% £3,588 

5 Flats 6+ 
storeys 
Upper 
Quartile  

£1,950 50% 30% £3,510 15% £4,037 
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■ Schemes providing 1,201 square metres or more – current policy assumes delivery on site.   

For the purposes of testing the affordable housing target, we have assumed that all sites would be 
required to provide affordable housing on-site, rather than through a payment in lieu.  Thresholds and 
payments in lieu are tested in a separate report.   

The Council has adopted a policy position with regards to rent levels for Affordable Rented properties8.  
Having regard to incomes of households in housing need and the benefit caps under the Universal 
Credit, the Council has concluded that setting a rent as a percentage of market rents is inappropriate.  
Instead, the Council has adopted a system that takes Target Rents as a starting point.  Where 
affordability allows, the Council would then add a percentage uplift to rents for certain properties, as 
shown in Table 1.1.5.     

Table 4.5.1: RBKC Affordable Rent units – proposed rent levels  
Unit type  Percentage uplift under interim housing policy  

1 bed  Average RP Target Rent plus 30%   

2 beds  Average RP Target Rent plus 25% 

3 beds  Average RP Target Rent plus 12% 

4 beds Average RP Target Rent plus 5% 

5 beds  Average RP Target Rent plus 5% 

Values for shared ownership properties are capped at £3,000 per square metre to ensure that units 
can be sold to purchasers who qualify under the London Plan household income thresholds.  Applying 
typical metrics in terms of equity sale tranches and rent and unsold equity would exceed these income 
thresholds in most cases in the Borough.    

Community Infrastructure Levy and section 106 oblig ations  

The position regarding the Council’s CIL is discussed in Section 2.1.  We have incorporated CIL at the 
relevant rate for each area into our appraisals.  In addition, we have incorporated an additional 
allowance of £1,000 per unit across all tenures for residual Section 106 requirements.   

Other assumptions   

The other assumptions in our appraisals are as follows:  

■ Allowance for professional fees of 10% of build costs on site typologies 1, 2 and 3, and 12% on 
site typologies 4 and 5; 

■ Finance costs of 7% on negative balances; 0% on positive balances;  

■ Profit of 20% of private housing Gross Development Value (GDV) and 6% on affordable housing 
GDV; 

■ Acquisition costs: 4% stamp duty land tax, 1% agent’s fee and 0.8% legal fees; 

■ Marketing costs: 3% of private housing GDV;  

■ Sales legal fee of 0.5% of private housing GDV; and 

■ Code for Sustainable Homes Level 4: 6% of base build costs.  

                                                      
8 RBKC: ‘Key Decision Report 18 November 2011 – Adoption of the Affordable Rent Interim Housing Policy for Section 106 
agreements’  



 

 40 

Benchmark land values  

Benchmark land values are not relevant for this update study as all the testing we have undertaken is 
based on comparisons of residual land values before and after the adoption of newly proposed 
policies.   

 

  
 
 

 


