


Waterside, Railshead Road Viability Statement August 2024 Page 2

1 Background

I am Dr Andrew Golland, BSc (Hons), PhD, MRICS, a Chartered Surveyor. I
am a Chartered Surveyor, have a PhD in Development Economics and am
the founder of the GLA development appraisal Toolkit.

I have written several leading good practice guides on viability and Section
106, have completed over 80 viability studies for local authorities, and am a
retained consultant for several councils across England and Wales on
viability matters.  I have presented viability appraisals for all the major UK
house builders and have worked on several schemes, mainly across
London, for smaller developers and land owners.  My approach is
consistent between public and private sectors with respect to appeal and
Core Strategy examination precedent.

I have developed, along with a colleague, Dr Adam Watkins, over 150
development viability Toolkits (the ‘Three Dragons model’) for local
authorities.  This model is well received by developers as a way of sorting
out viability issues.  The model has been tested extensively at appeal and
Core Strategy examinations.

I have been instructed by Mr Bernard Tansey, Executive Chairman of the
Mizen Group to carry out a viability study for the scheme developed at 1,
Railshead Road, Isleworth in the London Borough of Richmond.

The assessment considers the viability of the development now, and by
comparison, in 2021 during construction.  The context is an application to
vary the current Section 106.

2 Policy background and viability

2.1 National planning

The National Planning Policy Framework (December 2023) states:‘56. Planning conditions should be kept to a minimum and only imposed
where they are necessary, relevant to planning and to the development to
be permitted, enforceable, precise and reasonable in all other respects.

Agreeing conditions early is beneficial to all parties involved in the process
and can speed up decision making. Conditions that are required to be
discharged before development commences should be avoided, unless
there is a clear justification.
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Further:

57. Planning obligations must only be sought where they meet all of the
following tests:

a) necessary to make the development acceptable in planning terms;

b) directly related to the development; and

c) fairly and reasonably related in scale and kind to the development.

58. Where up-to-date policies have set out the contributions expected from
development, planning applications that comply with them should be
assumed to be viable. It is up to the applicant to demonstrate whether
particular circumstances justify the need for a viability assessment at the
application stage.

The weight to be given to a viability assessment is a matter for the decision
maker, having regard to all the circumstances in the case, including
whether the plan and the viability evidence underpinning it is up to date,
and any change in site circumstances since the plan was brought into force.
All viability assessments, including any undertaken at the plan-making
stage, should reflect the recommended approach in national planning
guidance, including standardised inputs, and should be made publicly
available.’
National Planning Policy Guidance (last updated 24 th February 2024) on
viability states:‘The role for viability assessment is primarily at the plan making stage.
Viability assessment should not compromise sustainable development but
should be used to ensure that policies are realistic, and that the total
cumulative cost of all relevant policies will not undermine deliverability of
the plan.

It is the responsibility of plan makers in collaboration with the local
community, developers and other stakeholders, to create realistic,
deliverable policies. Drafting of plan policies should be iterative and
informed by engagement with developers, landowners, and infrastructure
and affordable housing providers.

Policy requirements, particularly for affordable housing, should be set at a
level that takes account of affordable housing and infrastructure needs and
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allows for the planned types of sites and development to be deliverable,
without the need for further viability assessment at the decision making
stage.

It is the responsibility of site promoters to engage in plan making, take into
account any costs including their own profit expectations and risks, and
ensure that proposals for development are policy compliant. Policy
compliant means development which fully complies with up to date plan
policies. A decision maker can give appropriate weight to emerging
policies. The price paid for land is not a relevant justification for failing to
accord with relevant policies in the plan. Landowners and site purchasers
should consider this when agreeing land transactions.’
2.2 Local planning policy – LB Richmond

The adopted Local Plan (3rd July 2018) states as follows:
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2.3 Community Infrastructure Levy

CIL rates are set out below:
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It is understood that neither the Borough or Mayoral CIL applies to this
scheme as there is no net increase in area.

3 Approach to viability assessment

3.1 Overview

It is important to understand how viability is assessed in the planning and
development process.  The assessment of viability is usually referred to a
residual development appraisal approach.  Our understanding is illustrated
in the diagram below.  This shows that the starting point for negotiations is
the gross residual site value which is the difference between the scheme
revenue and scheme costs, including a reasonable allowance for developer
return.

Once CIL or Section 106 contributions have been deducted from the gross
residual value, a ‘net’ residual value results.  The question is then whether
this net residual value is sufficient in terms of development value relative
to the site in its current use.
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Calculating what is likely to be the value of a site given a specific planning
permission, is only one factor in deciding what is viable.

3.2 Land owner considerations

A site is unlikely to proceed where the costs of a proposed scheme exceed
the revenue.  But simply having a positive residual value will not guarantee
that development happens.  The existing use value of the site, or indeed a
realistic alternative use value for a site (e.g. commercial) will also play a
role in the mind of the land owner in bringing the site forward and thus is a
factor in deciding whether a site is likely to be brought forward for housing.
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The diagram shows how this operates.  The land owner will always be
concerned to ensure that residual value clears the relevant land value
benchmark.

3.3 Approach and best practice

This approach follows that set out in the GLA’s Viability Toolkit Guidance
(2001) which was the forerunner to the current National Planning Policy
Guidance.  I was the author of the Toolkit and its guidance notes and, in
conjunction with two members of Three Dragons, have been instrumental
in framing national planning policy guidance.

The approach set out above is robust for:

 Policy development;

 Scheme specific assessment;

 Updating viability (policy and schemes);

 Commuted sums;

 Disposal of public and private land (subject to Section 106 and/ or CIL).

My approach, which has led national planning policy guidance has been
followed in good practice and in all appeals.
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4 Analysis

4.1 Overview

The appraisal work and report relies on a range of information sources.
These include comparable market analysis for house prices; this is derived
from both my own research and best available secondary data sources. In
addition, costs taken from both the BCIS industry standard source.

4.2 Costs

There are normally two main elements of cost analysis: base construction
costs and other development costs.  The base construction costs include
items such as Build Plot costs (sub and superstructure), roads and sewers,
landscaping and other external works.  Added to these are abnormal
construction costs and site remediation works.

Other development costs include such items as professional fees, developer
overheads, finance costs and developer margin.

4.2.1 Construction costs

Position as at August 2024

I have adopted the BCIS industry standard figure (Conversions to flats) for
the purposes of estimating the likely construction costs today (August
2024).

The analysis is shown below:
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I have factored in the baseline figure of £1,856 per square metre by an
allowance for externals works, location, contingency and finally by
converting to a NIA equivalent figure (BCIS being GIA based).

This gives an indicative cost of £3,010 per square metre and a contract sum
that would be expected from the industry average of £1,393,392.

Retrospect of costs (August 2021)

The table below presents BCIS costs from the third quarter (2021) to today
(August 2024):

3Q 2021
339

4Q 2021
344

1Q 2022
349

2Q 2022
365

3Q 2022
371

4Q 2022
375
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1Q 2023
379

2Q 2023
383

3Q 2023
386

4Q 2023
388

1Q 2024
390

2Q 2024
392

3Q 2024
394

This indicates costs of £2,589 calculated:

£3,010 x 339/ 394 = £2,590 per square metre; and a contract sum of
£1,199,087.

BPC response and previous evidence

BPC accepted a cost as at May 2021 of £989,857 based on a QS estimate
from Anderson Bourne.

This was in response to the Cost Plan review carried out by Vanessa
Dockerill on behalf of Mizen Developments which estimated a contract
value of £1,118,694.

This figure (£1,118,694) is close to the estimate produced by retrospective
indexing – at 93% of the BCIS.  This provides a figure which is realistic and
line with the industry standard.

4.2.2 Other development costs

Added to these costs will need to be other development costs. These are
set out in the screenshot below:
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These are the standard costs adopted in the nationally accepted Toolkit.

4.3 Values

In order to ascertain the likely prices for the proposed units I have looked
at comparable properties sold in the immediate locality.

These are set out in the table overleaf:
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Properties currently being marketed

Source:  Rightmove
(August 2024)
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Table sets out a range of values in the locality. I have looked at the
relationship between the size of dwellings and the price per square metre
achieved.

This analysis is set out on the following page:
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The analysis (previous page) indicates a gross development value (GDV) of
£3,022,514 for the six dwellings.

Retrospective assessment (August 2021)

I have looked back at price change since August 2021; from HM Land
Registry:

Date
All

property
types

Terraced
houses

Aug-21 £721,033 £814,483
Sep-21 £722,060 £815,195
Oct-21 £724,994 £813,619
Nov-21 £720,999 £807,821
Dec-21 £736,093 £825,741
Jan-22 £731,498 £823,256
Feb-22 £739,204 £832,363
Mar-22 £741,003 £832,410
Apr-22 £745,102 £837,007
May-22 £739,366 £831,570
Jun-22 £747,133 £841,790
Jul-22 £740,389 £838,630
Aug-22 £762,015 £866,595
Sep-22 £763,359 £871,448
Oct-22 £765,015 £872,210
Nov-22 £747,318 £850,415
Dec-22 £735,111 £835,576
Jan-23 £741,512 £839,897
Feb-23 £753,559 £853,999
Mar-23 £749,064 £846,831
Apr-23 £740,343 £838,008
May-23 £741,276 £836,721
Jun-23 £748,900 £848,845
Jul-23 £758,384 £862,382
Aug-23 £756,745 £865,256
Sep-23 £759,901 £871,262
Oct-23 £755,681 £868,460
Nov-23 £739,992 £848,906
Dec-23 £729,413 £836,188
Jan-24 £707,189 £811,891
Feb-24 £710,766 £820,913
Mar-24 £712,982 £823,936
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Apr-24 £728,983 £842,415
May-24 £729,486 £842,651
Jun-24 £737,024 £854,968

Change 105.0

I have updated the GDV calculation then for 2021:

This gives a figure of £2,931,553.

BPC assessment of GDV

BPC reported on values and GDV in their reports of February and May
2021.

The February 2021 report suggested the following indicative values:

1 Bed flats - £7,317 per square metre;
2 Bed flats - £7,164 per square metre.

The May 2021 report suggested the following indicative values:

1 Bed flats - £7,817 per square metre;
2 Bed flats - £7,613 per square metre.

This suggested an increase in prices of 7% for the one bed flats; and an
increase in prices of 6% for the two bed flats.

HM Land Registry suggests a 1% increase over the period:

https:/ / landregistry.data.gov.uk/ app/ ukhpi/ browse?from=2021-02-
01&location=http%3A%2F%2Flandregistry.data.gov.uk%2Fid%2Fregion%2Frichmon
d-upon-thames&to=2021-05-01&lang=en
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However, it is noted above that prices increased only by 5% over the entire
last three years.  So the sample of comparables used to define the GDV
appears unreliable.

There are further problems with the BPC samples for both reports.  I have
presented my analysis on the following page:
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This plots selling prices per square metre against dwelling size (as I have
done using my own comparables).

It shows a most unusual pattern where there is no relationship.  Selling
prices appear unaffected by dwelling size.  I am sure that BPC would be the
first to admit that this doesn’t fit the usual expectation that smaller
dwellings generate higher values per square metre than larger ones.

On this basis also, I consider the BPC comparables and data on sales
unreliable; not least because the samples are so small.

However, they appear to have alighted on a similar figure to myself so this
point can be agreed.

5 Existing Situation – land value benchmark

The land value benchmark (LVB) is important in defining viability; in
particular, the financial relationship between residual value and the LVB

Where the LVB is higher than the residual value (RV), then schemes are in
principle, unviable.

The Revised NPPG

The Revised NPPG is very clear that the land value benchmark should be
based on existing use value (EUV).  It states:‘To define land value for any viability assessment, a benchmark land value
should be established on the basis of the existing use value (EUV) of the
land, plus a premium for the landowner.  The premium for the landowner
should reflect the minimum return at which it is considered a reasonable
landowner would be willing to sell their land.  The premium should provide
a reasonable incentive, in comparison with other options available, for the
landowner to sell land for development while allowing a sufficient
contribution to fully comply with policy requirements. Landowners and
site purchasers should consider policy requirements when agreeing land
transactions.  This approach is often called ‘existing use value plus’ (EUV+).’
The guidance goes on to state:‘Existing use value (EUV) is the first component of calculating benchmark
land value.  EUV is the value of the land in its existing use.  Existing use
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value is not the price paid and should disregard hope value.  Existing use
values will vary depending on the type of site and development types.  EUV
can be established in collaboration between plan makers, developers and
landowners by assessing the value of the specific site or type of site using
published sources of information such as agricultural or industrial land
values, or if appropriate capitalised rental levels at an appropriate yield
(excluding any hope value for development).

Sources of data can include (but are not limited to): land registry records of
transactions; real estate licensed software packages; real estate market
reports; real estate research; estate agent websites; property auction
results; valuation office agency data; public sector estate/ property teams’
locally held evidence.’
Existing use value of the site

The existing use value of the property is offices.

I have valued this use as follows:

This suggests a rental per annum of £133,632.

Assuming a yield of 8%, this gives a capital value of £1,897,574.
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In support of this valuation, I reproduce below a key page from a report by
JLL (May 2017) which shows the commercial rental value for Units A and B:

This amounts to £295,000 per annum and a rental equivalent per square
metre of £22.84 per square foot (£246 a square metre).

This supports the rental estimated based on current comparables and the
capital value of £1.9 million.

To this should be added a land owner premium, typically 20% for this type
of development.

This means a land value benchmark of £2.3 million.

6 Results and conclusions

6.1 August 2024 appraisal

The current viability position is set out in the Results page below:
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The appraisal shows a residual value of £606,000.  This means that revenue
is higher than costs and means a viable scheme before taking the land value
benchmark into account.

The LVB is however £2.3 million and hence the scheme is non viable.

6.2 August 2021 appraisal

The viability position at August 2021 is set out below:
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The appraisal shows a residual value of £769,000.  This means that revenue
is higher than costs and means a viable scheme before taking the land value
benchmark into account.

The LVB is however £2.3 million and hence the scheme is non viable.

6.3 Viability over time

Neither viability position is viable; neither 2024 or 2021.

It should be stated that the 2021 position is more viable than that at 2024.
This is because between the two points in time, costs have increased more
than selling prices.

Critically, the LVB is high and neither residential scheme is viable.
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