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Executive summary
Purpose of the Addendum Report
1. Salford City Council has been preparing its Local Plan (Development Management:
Policies and Designations - SLP:DMP) and consulted on the publication SLP:DMP at the
start of 2020. The evidence base for the SLP:DMP included the Assessment of
Residential Viability1 (ARV) that was prepared by the council and published in January
2020. Following detailed comments received by the council, Three Dragons was
appointed to review the ARV and to undertake supplementary viability testing as required.
This Addendum Report provides the supplementary evidence.

2. In preparing the Addendum Report, Three Dragons drew on a range of information
including the comments made by representors (to the SLP:DMP and ARV) and in liaison
with the council’s planning team and its in-house property advisors. Three Dragons
undertook a further round of consultation with those organisations that had commented
on the 2020 ARV, presenting a set of updated testing assumptions for comment.
Additional consultation were also held with registered providers (RPs) active in Salford to
review the assumptions about affordable housing to be used in preparing the Addendum
Report.

3. The Addendum Report also draws on the work undertaken by Three Dragons for the
Greater Manchester Combined Authority (GMCA) in assessing the strategic viability of
the draft publication Greater Manchester Spatial Framework (GMSF). The analysis for the
GMCA included an assessment of a series of generic scheme typologies and sites
allocated in the GMSF, including three residential sites and one employment site in
Salford. These sites are not reviewed in this Addendum Report but assumptions used for
the testing of the GMSF have helped inform those used in this assessment.

Guidance followed
4. Both the ARV and this Addendum Report follow the principles for viability assessments
set out in National Planning Policy Framework (NPPF). The NPPF advises that the
cumulative effects of policy should not combine to render plans unviable:
‘Plans should set out the contributions expected from development. This should include
setting out the levels and types of affordable housing provision required, along with other
infrastructure (such as that needed for education, health, transport, flood and water
management, green and digital infrastructure). Such policies should not undermine the
deliverability of the plan.’2

5. Planning Practice Guidance3 (PPG) provides further details about how the NPPF should
be applied and has been followed in both the Addendum Report and the ARV. PPG
explains that evidence should be proportionate to ensure plans are underpinned by a
broad understanding of viability, with further detail for strategic sites that provide a
significant proportion of planned supply4. Other guidance relevant to the assessment of
the viability of development has also been taken into account including ‘Viability Testing
Local Plans - Advice for planning practitioners’5 which summarises viability as:
“An individual development can be said to be viable if, after taking account of all costs,
including central and local government policy and regulatory costs and the cost and
availability of development finance, the scheme provides a competitive return to the
1

Salford City Council (January 2020) Assessment of Residential Viability
MHCLG, 2019 NPPF Para 34
3
MHCLG, Planning Practice Guidance
4
PPG Paragraph: 005 Reference ID: 10-004-20180724
5
The guide was published in June 2012 and is the work of the Local Housing Delivery Group, chaired by Sir John Harman,
which is a cross-industry group, supported by the Local Government Association and the Home Builders Federation.
2
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developer to ensure that development takes place and generates a land value sufficient
to persuade the land owner to sell the land for the development proposed.”6

6. Reflecting this definition of viability, and as is standard practice for this type of
assessment, a residual value approach has been used. Residual value is the value of the
completed development (known as the Gross Development Value or GDV) less the costs
of undertaking the development. The residual value of a scheme can be compared with a
benchmark land value. If the residual value exceeds the benchmark, then the
development can be considered viable.

7. The NPPF does not state that all sites must be viable now in order to appear in the plan.
Instead, the NPPF is concerned to ensure that the bulk of the development is not
rendered unviable by unrealistic policy costs.

Testing approach
8. A comprehensive review of the key SLP:DMP policies highlighted the policies with a
potential direct or indirect impact on the costs of development and which should be taken
into account in an assessment of viability. These included environmental standards (e.g.
CC1, EG1, D7, A10, BG2), the size of new dwellings (H2), affordable housing delivery
(H4, H5, H6 and H7) and planning obligations to mitigate impacts (e.g. PC1, CT1, ED2).

9. The ARV identified a number of generic development typologies that were tested across
six value areas. For the Addendum Report, Three Dragons reviewed the Salford Housing
and Economic Land Availability Assessment (2019) (HELAA) to assess the range of sites
likely to be developed over the life of the plan and identified a number of additional
development types for testing. In total 15 typologies were identified, including a number
of high density flatted schemes. Most of the typologies are development on brownfield
sites but the Addendum Report includes greenfield developments. In addition to the
market led housing schemes, the Addendum Report includes testing of build to rent
schemes. For each typology, a notional mix of dwelling types has been identified, drawing
on information presented in the ARV.

10. For the Addendum Report, a number of other residential development types have been
identified for testing, reflecting policy requirements in the plan. These are:
•
•
•

Older persons housing;
Student accommodation;
Co-living.

11. Additionally, an assessment was made of the possible impact of policies in the SLP:DMP
on the viability of commercial development.

Assumptions used in the testing
12. A full set of assumptions for the values and costs of the market and affordable housing
were identified for each of the development types tested.

13. Residential sales values for the six market value areas identified in the ARV were
updated using Land Registry data of a sample of 4,300 recent sales in Salford (which
were matched to EPC data to arrive at a value per sqm). The market value areas used
are: Premium, High, Mid-High, Mid, Mid-low and Low.

14. Affordable housing and build to rent values were derived from published data on typical
rents, with the former discussed with local RPs.

6

P14 Local Housing Delivery Group, 2012, Viability Testing Local Plans - Advice for planning practitioners
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15. Development costs include base build costs, plot costs, site preparation and site
infrastructure costs for larger sites. For the base build costs, a number of data sources
were reviewed including Building Cost Information Service (BCIS), the GMSF Strategic
Viability Study and the costs from a sample of viability assessments submitted to the
council in connection with planning applications. In the absence of consistent evidence on
build costs, and following the lead of representors, the Addendum Report has used BCIS
costs. However, to reflect the local information that BCIS median values likely overstate
costs, lower quartile BCIS costs have been used. The one exception to this is the build
cost for flats of 7-15 storeys for which there is no directly comparable BCIS costs.
Instead, the figure used in the GMSF Stage 1 viability study has been used.

16. Other development costs including professional fees, finance costs, agents and legal fees
were taken forward from the ARV, updated in line with assumptions used in the GMSF
and/or comments from representors. These costs included developer return for market
housing. PPG sets out that the developer return should be between 15% – 20% of gross
development value. The Addendum Report took the mid point (as in the ARV) of 17.5%.

17. Benchmark land values (BMLVs) used in the ARV are based on known existing use
values in Salford plus a premium of 20-30% to incentivise landowner sale. This is
commensurate with PPG which states that
“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 landowner7.”

18. Additional evidence collected for the Addendum Report indicates that land transacts at
values above and below the benchmark land values used in the ARV. But there is no
pressing evidence that the BMLVs used in the ARV should be revised. However to take
into account comments made by representors that the ARV does not reflect the local
market in some locations, we carry out a sensitivity test in the Premium Value Area using
a higher figure to account for the possibility that there could be occasions where high
density sites in the Premium value area could have a higher benchmark value.

Assumptions used for the other development types
19. Specialist older persons housing uses the standards for costs, values, circulation space
and sales periods as recommended by the Retirement Housing Group UK.

20. Two notional student accommodation schemes, drawn from the GMSF Stage 1 viability
study and amended to reflect recent Salford schemes, are tested in the Addendum
Report with room values drawn from an extensive review of rents charged and recent
transactions relevant to Salford.

21. Co-living is a newly emerging form of development with fewer comparables to draw on
than for other types of flatted development. The co-living typology tested in the
Addendum Report draws on an analysis of comparable schemes from across Greater
Manchester and tests a single 500 bed flatted scheme, with build costs higher than for
student accommodation but lower than for build to rent.

22. Mixed use schemes with a mix of residential and commercial uses where it has been
assumed that the non residential uses will be 50:50 retail and office floorspace, typically
provided on lower floors. The values and costs for the commercial elements of mixed use
schemes have been drawn from a range of sources including Egi and site-specific
viability appraisals (submitted to the council).

7

PPG Paragraph: 013 Reference ID: 10-013-20190509
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Testing results
23. Testing across all the typologies and uses identified for the Addendum Report was
undertaken using the Three Dragons toolkit with results showing the residual value with
all values and costs taken into account, including the benchmark land value.

24. In addition to the main set of tests, a series of sensitivity tests were undertaken, to take
account of the variety of type and location of development anticipated to come forward in
Salford and to respond to comments made by representors. The sensitivity tests focused
on flatted high density development in the Premium value area and were:
•
•
•

Developer return – tested at 15% and 20% for market sale schemes to show the
impact of testing at either end of the range set out in the PPG;
Build costs - reduced by c12% to reflect the range of build costs apparent from the
viability appraisals provided to the council;
A higher benchmark land value for high density developments.

25. The viability testing undertaken for both the standard and sensitivity tests has confirmed
the variability in viability between sites and significant differences between development
in different value areas.
Premium value area

26. Using the standard assumptions, schemes of sale houses are viable and can meet the
policy requirements in the SLP:DMP.

27. This is not the case for sale market high density ‘tall’ buildings (i.e. 8-15 storeys) which
are not viable, even without affordable housing. It is a similar picture with the tallest
developments modelled as Build to Rent (and most likely to be delivered within the
Premium value area) – although the ‘viability gap’ is less. However, it is recognised that
‘tall’ buildings are being developed in places like the city centre and Salford Quays.

28. With the reduced build costs sensitivity test, residual values are increased such that Build
to Rent schemes become viable and capable of meeting the full set of policy
requirements. For market sale typologies, improvements in viability are also achieved
with the reduced level of developer return which, in conjunction with the reduced build
cost, indicate affordable homes could be achieved on some schemes that previously
were unviable. Increasing the return to 20% simply makes unviable schemes even less
viable. The final sensitivity test of an alternative benchmark land value has minimal
impact on viability.

29. As storey heights and density reduce (3-5 storeys), apartment schemes can meet the
proposed SLP:DMP policy requirements, including for 40% affordable housing. Schemes
modelled with a mix of houses and (lower rise) flats are also viable (noting that such
schemes represent a small element of likely future supply).
High value area

30. The results for the High value area follow a similar pattern as in the Premium value area
with high density, tall flats not being viable (even without affordable housing) but lower
density flatted schemes able to provide 20% affordable housing.

31. Schemes comprising houses only and schemes which include a mix of (lower rise) flats
and houses are able to meet all policy requirements, including affordable housing.
Mid-High value area
32. Again, tall flatted developments are not viable but these types of development are unlikely
to form a significant element of the future supply in the Mid-High value area. However
schemes of houses on their own or with a mix of houses and lower density flats, are
generally viable.
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Mid value area
33. Where development is as houses or a mix of houses and (low density) flats, schemes are
generally viable although, with the latter, achieving full policy compliance may require
flexibility in terms of the mix of units in a scheme.
Mid-Low value area

34. Smaller schemes of houses are viable and can meet policy requirements but larger
schemes (e.g. at 150 houses as tested) may not be able to deliver the full 20% of
affordable housing as required in the SLP:DMP. Introducing flats into residential
schemes adversely impacts viability.
Low value area
35. Viability is challenging in the Low value area for all forms of residential typologies tested,
although smaller housing only schemes can be viable, but generally without affordable
housing. But the anticipated supply in the Low value area is very small at 1%.
Overview of main residential testing

36. In considering the outcome of the viability testing, attention is concentrated on the
Premium and High value areas. This is because some 70% of the future supply is
anticipated to be here, with a focus on taller, high density developments. Using the
standard assumptions for the Addendum Report, the ability of these schemes to deliver
the policy requirements in the SLP:DMP is limited. However, with alternative but realistic
assumptions about build costs and developer return, policy compliant schemes are much
more achievable. In all areas of Salford, lower density/lower rise flats and houses tend to
be the more viable form of development and can deliver policy compliant schemes. This
may not be the case in the lowest value area but the future anticipated supply from here
is de minimis. It is noted that availability of public subsidy could improve viability but this
has not been tested.
Other residential developments
37. Older persons - The testing focused on a sheltered (retirement) standalone scheme with
results indicating that older person dwellings can come forward and provide upwards of
20% affordable housing but only in the Premium value area. Elsewhere, the development
would not be viable or only viable with zero affordable housing.

38. Co-living - The high level analysis of co-living development, indicates such schemes will
be viable and able to meet SLP:DMP policy requirements. However, as a relatively new
development type, until there is an improved understanding of the product, it would be
pragmatic for the relevant policies to be applied flexibly.

39. Mixed use schemes - Non-residential uses in the form of offices and retail do not
contribute positively to the viability of any of the residential schemes to which these uses
have been included. But since the overall proportion of non-residential floorspace is
relatively small, including non residential uses has little impact on overall viability in mixed
use schemes as tested.

40. Student accommodation – Including the policy requirement for 20% affordable units,
purpose built student accommodation is viable at 15% developer return. However, if the
expectation on return is higher at 17.5%, some student accommodation schemes may not
be viable.
Non-residential Development
41. The impact of policies on the costs of non-residential developments is minimal and is
unlikely to have a material impact on the deliverability of non-residential schemes.

42. Supporting technical detail for the Addendum Report is set out in a separate technical
report which contains appendices I – VII referred to in this report.
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1.

Introduction
Purpose of the update report

1.1

Salford City Council has been preparing its Local Plan (Development Management:
Policies and Designations - SLP:DMP) and consulted on the publication SLP:DMP at
the start of 2020. The evidence base for the SLP:DMP included the Assessment of
Residential Viability8 (ARV) that was prepared by the council and published in
January 2020.

1.2

The council received detailed comments about the ARV (and SLP:DMP) from three
organisations (The Peel Group,9 Bloor Homes and Taylor Wimpey10 and a
consortium of retirement homes specialists11). The representations challenged
aspects of the City Council’s assumptions and approach to viability testing. In light of
these responses, the council concluded that a further assessment of the viability
evidence was required to address the issues of soundness raised and to undertake
additional sensitivity testing. Three Dragons was appointed to review the
representations and the ARV and to undertake supplementary viability testing if
required.

1.3

This Addendum Report provides the supplementary evidence. The report explains
the process that has been followed, the sensitivity testing undertaken, the results of
the testing and the implications. The analysis and testing undertaken for Salford City
Council also draws on the work undertaken by Three Dragons for the Greater
Manchester Combined Authority (GMCA) in assessing the strategic viability of the
draft publication Greater Manchester Spatial Framework (GMSF). The analysis for
the GMCA included an assessment of a series of generic scheme typologies12 and
sites allocated in the GMSF13 including three residential sites and one employment
site in Salford. These sites are not reviewed in this Addendum Report but
assumptions used for the testing of the GMSF have helped inform those used in this
assessment.

Process followed
Reviewing comments

1.4

Three Dragons undertook a review of the ARV in the light of the comments received
from the three representors and national guidance on the preparation of viability
evidence (and described in detail in the next chapter). There is no difference in
principle in the approach taken to the assessment of viability between the ARV and
Three Dragons and none of the representors has criticised the principles
underpinning the ARV. The ARV and Three Dragons assess the residual value of a
scheme (i.e. the scheme’s total value less its costs) and compare this with a
benchmark land value – a viable scheme is one where the residual value exceeds
the benchmark land value (see the next Chapter for a fuller description of this
approach).

8

Salford City Council (January 2020) Assessment of Residential Viability
Turley (March 2020) Representations to Publication Salford Local Plan: Development Management Policies and
Designations. Representations made on behalf Peel L&P. Document 1 – Appendix 1: Assessment of Residential Viability
10
Cushman and Wakefield (March 2020) Salford Local Plan: Development Management Policies and Designations –
Assessment of Residential Viability. Consultation Response. Prepared on behalf of Bloor Homes and Taylor Wimpey
9

11 The Planning Bureau, on behalf of Renaissance Retirement, Pegasus Life, McCarthy and Stone and Churchill Retirement Living (March 2020) Response
to Publication Salford Local Plan: Development Management Policies and Designations consultation
12

Three Dragons et al (September 2020) Greater Manchester Spatial Framework: Strategic Viability Report Stage 1
Three Dragons et al (October 2020) Greater Manchester Spatial Framework: Strategic Viability Report - Stage 2 Allocated
Sites Viability Report
13
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1.5

The comments that were received included that the ARV had tested an insufficient
range of typologies (including a lack of testing of Build to Rent and mixed housing /
apartment schemes). We therefore analysed in detail the council’s Housing and
Economic Land Availability Assessment (2019) (HELAA)14 to assess the likely future
pattern of the residential land supply and the typologies that should be tested. Our
review of the policies in the SLP:DMP (see chapter 3) also identified some residential
uses (e.g. co-living schemes and retirement housing) and non-residential uses
(including mixed use schemes and purpose-built student accommodation) where
policies in the plan could impact on viability and therefore some viability assessment
should be undertaken.

1.6

Other comments questioned individual assumptions used in the ARV although
comments differed between representors. We review these in more detail in chapter
4 of the report and put forward an updated set of assumptions for the sensitivity
testing, i.e. the Addendum Report. The main criticisms of the assumptions are
summarised below:
•

Sales values not clearly defined or evidenced (although one commentator
considered the values in the ARV to be acceptable);

•
•

Affordable housing transfer values are insufficiently evidenced;
Benchmark land values are insufficiently evidenced and their application to value
areas is incorrect;
Build costs are insufficiently evidenced without data to support them;
No abnormal costs shown;
Apartment schemes have insufficient non saleable/lettable area included;
Some policy costs (especially in relation to carbon reduction) are not fully
accounted for;
Developer’s return (at 17.5%) is too low (although may be acceptable as blended
rate between market and affordable housing, it should be higher for market
housing);
Lead in times to development starting and subsequent delivery rates are not
evidenced and are too fast.

•
•
•
•
•

•

Additional consultation

1.7

A more general comment made was that the council had not undertaken meaningful
engagement with the development industry in preparing the ARV. However, there
have been three rounds of consultation on the local plan and the council has
prepared separate viability assessments alongside each – the Draft Local Plan
(November 2016), the Revised Draft Local Plan (January 2019), and the Publication
Local Plan (January 2020). The development industry had the opportunity to respond
and a small number did so. One of the representors responding to the 2019 ARV
noted that as a result of amendments made following previous representations,
transparency in the ARV had been greatly improved.

1.8

Nevertheless, Three Dragons undertook a further round of consultation on behalf of
the council with those organisations that had commented on the 2020 ARV.
Representors were sent a set of updated assumptions by e mail, including additional
typologies and uses for testing with over 2 weeks for further comment15. Two
representors provided further comments which we were able to take into account;
one representor felt the time available was insufficient. A copy of the information
circulated to consultees is shown in Appendix 1.

14
15

Salford City Council (September 2019) Housing and Economic Land Availability Assessment: 1 April 2020 to 31 March 2037
Consultation ran from 19th November to 7th December
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1.9

To address the issue of lack of evidence of the value of affordable housing in mixed
tenure developments, Three Dragons reviewed the assumptions set out in the ARV
and consulted with registered providers (RPs) active in Salford. Two RPs, along with
the council’s affordable housing enabler, were interviewed and a set of assumptions
and potential transfer values discussed. The information presented for discussion
with the housing associations is also set out in Appendix 1. Further amendments
were made to some of the costs following this exercise.
Approach to preparing the addendum to the ARV

1.10

In addition to the review of the ARV and the comments made by representors and
the additional consultations set out above, Three Dragons liaised with the council’s
planning team and its in-house property advisors. Further information, on an
anonymous basis, was provided about the economics of individual schemes that had
been presented to the council (as part of the planning application submissions) and
which provided data relevant to this exercise.

1.11

Taking all the evidence together, Three Dragons concluded that the council should
prepare supplementary evidence for the ARV to:

1.12

•
•

Expand the range of residential sites tested;
Provide sensitivity tests to ‘stress test’ the testing approach and assumptions
used in the ARV;

•

Assesses the viability of student accommodation, co-living and specialist
sheltered housing for older people (but not care homes or extra care) which
were not tested in the ARV but, for which, there are policy requirements with
development and cost implications;

•

Consider the impact of policy requirements on commercial development
costs.

The remainder of this report sets out:
•
•

•
•
•
•
•

1.13

Chapter 2 - National guidance on the preparation of viability evidence for plan
making purposes;
Chapter 3 – Analysis of policies in the SLP:DMP that can impact on scheme
viability and reference to potential future policy changes at national level e.g.
Future Homes Standard Consultation of October 2019;
Chapter 4 – The residential typologies and testing assumptions to be used;
Chapter 5 – Other testing assumptions;
Chapter 6 – Testing results;
Chapter 7 – Sensitivity testing the results of the Addendum Report;
Chapter 8 – Conclusions and implications.

Supporting technical detail is set out in a separate technical report which contains
appendices I – VII referred to in this report.
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2.

Approach to viability testing
Guidance followed

2.1

Both the ARV and this Addendum Report follow the principles set out in National
Planning Policy Framework and associated guidance, applicable at the time of
writing. We summarise the key elements of the guidance in the following sections.

National framework
2.2

The National Planning Policy Framework (NPPF) recognises the importance of
positive and aspirational planning but states that this should be done ‘in a way that is
aspirational but deliverable’16. Sustainable development is at the heart of the NPPF,
with the environment forming one of the Framework’s three objectives:
‘to contribute to protecting and enhancing our natural, built and historic environment;
including making effective use of land, helping to improve biodiversity, using natural
resources prudently, minimising waste and pollution, and mitigating and adapting to
climate change, including moving to a low carbon economy.’17

2.3

The NPPF advises that cumulative effects of policy should not combine to render
plans unviable:
‘Plans should set out the contributions expected from development. This should
include setting out the levels and types of affordable housing provision required,
along with other infrastructure (such as that needed for education, health, transport,
flood and water management, green and digital infrastructure). Such policies should
not undermine the deliverability of the plan.’18

2.4

In terms of affordable housing the government has reiterated previous policy on
affordable housing thresholds and a desire to increase affordable housing products
that can potentially lead to home ownership:
‘Provision of affordable housing should not be sought for residential developments
that are not major developments, other than in designated rural areas (where policies
may set out a lower threshold of 5 units or fewer). To support the re-use of brownfield
land, where vacant buildings are being reused or redeveloped, any affordable
housing contribution due should be reduced by a proportionate amount’19
‘Where major development involving the provision of housing is proposed, planning
policies and decisions should expect at least 10% of the homes to be available for
affordable home ownership, unless this would exceed the level of affordable housing
required in the area, or significantly prejudice the ability to meet the identified
affordable housing needs of specific groups.’20

2.5

For non-residential development, the NPPF states that local planning authorities
should:
‘ set out a clear economic vision and strategy which positively and proactively
encourages sustainable economic growth…local policies for economic development
and regeneration…seek to address potential barriers to investment, such as
inadequate infrastructure, services or housing, or a poor environment…be flexible
enough to accommodate needs not anticipated in the plan, allow for new and flexible

16

MHCLG, 2019 NPPF Para 16
MHCLG, 2019 NPPF Para 8
18
MHCLG, 2019 NPPF Para 34
19
MHCLG, 2019 NPPF Para 63
20
MHCLG, 2019 NPPF Para 64
17
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working practices (such as live-work accommodation), and to enable a rapid
response to changes in economic circumstances.’ 21
Planning Practice Guidance

2.6

Planning Practice Guidance22 (PPG) provides further detail about how the NPPF
should be applied. PPG contains general principles for understanding viability. The
approach taken in the Addendum Report and the ARV reflects the latest version of
PPG, which was updated in September 2019. In order to understand viability, a
realistic understanding of the costs and the value of development is required and
direct engagement with development sector may be helpful23. Evidence should be
proportionate to ensure plans are underpinned by a broad understanding of viability,
with further detail for strategic sites that provide a significant proportion of planned
supply24.

2.7

All development costs should be taken into account, including within setting of
benchmark land values, in particular para 012 within the PPG Viability section states
that:
“Costs include:
•

2.8

build costs based on appropriate data, for example that of the Building Cost
Information Service
• abnormal costs, including those associated with treatment for contaminated sites
or listed buildings, or costs associated with brownfield, phased or complex sites.
These costs should be taken into account when defining benchmark land value
• site-specific infrastructure costs, which might include access roads, sustainable
drainage systems, green infrastructure, connection to utilities and decentralised
energy. These costs should be taken into account when defining benchmark land
value
• the total cost of all relevant policy requirements including contributions towards
affordable housing and infrastructure, Community Infrastructure Levy charges,
and any other relevant policies or standards. These costs should be taken into
account when defining benchmark land value
• general finance costs including those incurred through loans
• professional, project management, sales, marketing and legal costs incorporating
organisational overheads associated with the site. Any professional site fees
should also be taken into account when defining benchmark land value”
PPG states that the developer return used should be 15 – 20% of gross development
value and that, where affordable housing is provided, a lower figure is more
appropriate25.
Other guidance on viability testing for development

2.9

Guidance has been published to assist practitioners in undertaking viability studies
for policy making purposes – ‘Viability Testing Local Plans - Advice for planning
practitioners’26. The foreword to the Advice for planning practitioners includes

21

MHCLG, 2019 NPPF, para 81
MHCLG, Planning Practice Guidance
23
PPG Paragraph: 010 Reference ID: 10-001-20180724
24
PPG Paragraph: 005 Reference ID: 10-004-20180724
25
PPG Paragraph: 018 Reference ID: 10-018-20190509
26
The guide was published in June 2012 and is the work of the Local Housing Delivery Group, chaired by Sir John Harman,
which is a cross-industry group, supported by the Local Government Association and the Home Builders Federation.
22
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support from DHCLG (as was), the LGA, the HBF, PINS and POS. PINS and the
POS27 state that:
“The Planning Inspectorate and Planning Officers Society welcome this advice on
viability testing of Local Plans. The use of this approach will help enable local
authorities to meet their obligations under NPPF when their plan is examined.”

2.10

The approach to viability testing adopted for this study follows the principles set out in
the Advice. The Advice re-iterates that:
“The approach to assessing plan viability should recognise that it can only provide
high level assurance.”

2.11

The Advice also comments on how viability testing should deal with potential future
changes in market conditions and other costs and values and, in line with PPG,
states that:
“The most straightforward way to assess plan policies for the first five years is to work
on the basis of current costs and values”. (page 26)

2.12

But that:
“The one exception to the use of current costs and current values should be
recognition of significant national regulatory changes to be implemented………”
(page 26)
Guidance on Land Value Benchmarks

2.13

Planning Practice Guidance sets out the principle that area wide viability studies
should follow when taking land values into account.
“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+).28”
Benchmark land value should:

2.14

•

“be based upon existing use value

•

allow for a premium to landowners (including equity resulting from those
building their own homes)

•

reflect the implications of abnormal costs; site-specific infrastructure costs;
and professional site fees29”

Existing use values should be informed by:
“….. market evidence of current uses, costs and values. Market evidence can also be
used as a cross-check of benchmark land value but should not be used in place of
benchmark land value. There may be a divergence between benchmark land values
and market evidence; and plan makers should be aware that this could be due to

27

Acronyms for the following organisations - Department of Communities and Local Government, LGA Environment and
Housing Board, Home Builders Federation, Planning Inspectorate, Planning Officers Society
28
PPG Paragraph 013 Reference ID: 10-013-20190509
29
PPG Paragraph: 014 Reference ID: 10-014-20190509
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different assumptions and methodologies used by individual developers, site
promoters and landowners.
This evidence should be based on developments which are fully compliant with
emerging or up to date plan policies, including affordable housing requirements at the
relevant levels set out in the plan. Where this evidence is not available plan makers
and applicants should identify and evidence any adjustments to reflect the cost of
policy compliance. This is so that historic benchmark land values of non-policy
compliant developments are not used to inflate values over time.”30

2.15

PPG goes on to define a ‘premium’ for a landowner as being:
‘…reasonable incentive for a land owner to bring forward land for development while
allowing a sufficient contribution to comply with policy requirements’31

2.16

The benchmark land values should therefore both reflect emerging policy
requirements and planning obligations as well as being informed by relevant market
evidence, taking current and or emerging policy requirements into account.

2.17

Advice for Planning Practitioners is similar to that contained within the PPG and
states:
“We recommend that the Threshold Land Value is based on a premium over current
use values and credible alternative use values……..”32

2.18

Advice for Planning Practitioners also notes that reference to market values can still
provide a useful ‘sense check’ on the benchmark values that are being used for
testing, but it is not necessarily recommended that these are used as the basis for
the input to a model. Therefore, land value benchmarks used to test plan policies can
be less than the value at which land is being traded in the market. This point was
highlighted in the London Mayoral CIL examiner’s report (also from 2012) which, sets
out important principles in the treatment of benchmark land values.
“Finally the price paid for development land may be reduced. 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”.

2.19

Recent RICS research also highlights the drawback in using market evidence to set
land value benchmarks:
‘If market value is based on comparable evidence without proper adjustment to
reflect policy compliant planning obligations, this introduces a circularity, which
encourages developers to overpay for sites and try to recover some or all of this
overpayment via reductions in planning obligations’.33

2.20

Recent guidance in London34 is also consistent with these principles, stating that:
“The Mayor considers that the ‘Existing Use Value plus’ (EUV+) approach is usually
the most appropriate approach for planning purposes. It can be used to address the
need to ensure that development is sustainable in terms of the NPPF and

30

PPG Paragraph 014 Reference ID: 10-014-20190509
PPG Paragraph 016 Reference ID: 10-016-20190509
32
P29 Local Housing Delivery Group, 2012, Viability Testing Local Plans - Advice for planning practitioners
33
RICS, 2015, Financial Viability Appraisal in Planning Decisions: Theory and Practice
34
GLA, 2017, Affordable Housing and Viability SPD 2017
31
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Development Plan requirements, and in most circumstances the Mayor will expect
this approach to be used.”35

Principles of viability testing
2.21

The Advice for Planning Practitioners36 summarises viability as follows:
“An individual development can be said to be viable if, after taking account of all
costs, including central and local government policy and regulatory costs and the cost
and availability of development finance, the scheme provides a competitive return to
the developer to ensure that development takes place and generates a land value
sufficient to persuade the land owner to sell the land for the development proposed. If
these conditions are not met, a scheme will not be delivered.”37

2.22

Reflecting this definition of viability we have adopted a residual value approach to our
analysis. Residual value is the value of the completed development (known as the
Gross Development Value or GDV) less the costs of undertaking the development.
The residual value is then available to pay for the land. The value of the scheme
includes both the value of the market housing and affordable housing (and other nonresidential uses). Scheme costs include the costs of building the development, plus
professional fees, scheme finance and a return to the developer. Scheme costs also
include planning obligations (including affordable housing, direct s106 costs) and the
greater the planning obligations, the less will be the residual value.

2.23

The residual value of a scheme is then compared with a benchmark land value. If
the residual value is less than the benchmark value, then the scheme is less likely to
be brought forward for development and is considered unviable for testing purposes.
If the residual value exceeds the benchmark, then it can be considered viable in
terms of policy testing.

2.24

The approach to testing local plan level viability assessments does not require all
sites in the plan to be viable. The Harman Report says that a site typologies
approach (i.e. assessing a range of example development sites likely to come
forward) to understanding plan viability is sensible, a view echoed in CIL guidance.
Viability '…is to provide high level assurance that the policies with the plan are set in
a way that is compatible with the likely economic viability of development needed to
deliver the plan”.

2.25

Similarly, The NPPF does not state that all sites must be viable now in order to
appear in the plan. Instead, the NPPF is concerned to ensure that the bulk of the
development is not rendered unviable by unrealistic policy costs. It is important to
recognise that economic viability will be subject to economic and market variations
over the local plan timescale. In a free market, where development is largely
undertaken by the private sector, the local planning authority can seek to provide
suitable sites to meet the needs of sustainable development. It is not within the local
planning authority’s control to ensure delivery actually takes place; this will depend
on the willingness of a developer to invest and a landowner to release the land. So,
in considering whether a site is deliverable now or developable in the future, we have
taken account of the local context to help shape our viability assumptions.

35

Para 3.47 GLA, 2017, Affordable Housing and Viability SPD 2017
Local Housing Delivery Group, 2012, Viability Testing Local Plans - Advice for planning practitioners
37
P14 Local Housing Delivery Group, 2012, Viability Testing Local Plans - Advice for planning practitioners
36
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3.

Local Plan (SLP:DMP) policies
Purpose of the policy review

3.1

As noted in the previous chapter, the NPPF (supported by the Viability PPG) makes
clear that the cumulative effects of policy should not combine to render plans
unviable and that the costs of plan policies should be identified and taken into
account in testing the viability of plans. The ARV undertook this process for the
SLP:DMP and Three Dragons has repeated the exercise, ensuring that all relevant
policies have been identified and additional testing has been carried out where
needed. The additional testing undertaken has been where:
•
•
•

A particular type of use is affected by one or more policy but was not included in
the ARV testing;
Other policy costs have been identified that need to be taken into account; and/or
There has been an announcement by government which has potential
implications for new development (and associated costs).

Review of publication SLP:DMP policies
3.2

The review of the key SLP:DMP policies with viability implications38 highlighted the
following policies as having a potential direct or indirect impact on the potential costs
of new developments:
•

•
•
•
•
•

•
•
•

3.3

The study responds to these requirements as follows:
•
•

38

CC1, EG1 and D7: environmental standards, with residential development
required to exceed the fabric energy efficiency required under Part L of the
Building Regulations 2013 by 19%, and non-residential development to achieve
at least BREEAM very good;
PC1, CT1, ED2, HH2 and R1: planning obligations to mitigate impacts;
AP1: city centre development to include mixed use and provide planning
obligations;
H2: dwelling sizes to meet NDSS, and flats to have 50% 2+ bedrooms;
H3: minimum net densities between 35 and 200 dph depending on location;
H4: affordable housing for developments of 10+ dwellings to provide 20%- 50%
affordable housing depending on location and type of location, split as follows:
social rent 37.5%; Affordable Rent 37.5%; shared ownership 25%; - student
housing (H7), sheltered housing for older people (H4 and H6), build to rent (H5)
and co-living (H4/H5) are also required to provide affordable housing;
H6 and D7: all dwellings to be accessible and adaptable under part M4(2);
A10 EV chargers for residential and non-residential development;
BG2: at least 10% biodiversity net gain for major developments.

Carbon reduction included in the viability testing; BREEAM costs reviewed for
non-residential development;
Typical planning obligations have been included in the viability testing based on
policy requirements, recent planning applications and City Council discussion;

See Appendix II for further details
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•
•

•

•
•

3.4

A mixed-use typology has been included in the testing, with appropriate planning
obligations;
Residential testing typologies include housing of different sizes to NDSS and
M4(2) standards, with dwelling mixes and densities as agreed with the City
Council;
Affordable housing with the appropriate proportions and tenure mix included in
for-sale and build to rent residential, sheltered housing, co-living and student
accommodation testing;
EV charging and bio-diversity net gain costs included in the residential and
mixed-use testing;
Gross to net developable areas for residential typologies include allowances for
open space.

Chapter 4 sets out how the above policies and their potential development costs
have been interpreted for the sensitivity testing carried out in this Addendum Report.
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4.

Residential testing assumptions

4.1

Following review of the representations made to the draft publication SLP:DMP and
the ARV, the further consultation and responses from the representors, as well as
consultation with council officers and locally developing RPs, Three Dragons has
arrived at a full set of residential testing assumptions discussed in this chapter.
Chapter 5 provides details of the assumptions relevant to the additional development
types tested. Appendix III sets out the assumptions in full.

Uses included in the testing
4.2

The uses tested are those included in the report, Assessment of Residential Viability
(ARV)39. In addition, development viability has been assessed for uses for which the
SLP:DMP has policies that will impact on the viability of that use. The policy review
highlights policies with an assumed impact on viability. The uses reviewed are set
out below. Those marked with an asterisk are in addition to those tested in the ARV
(and are reviewed in detail in subsequent chapters).
Residential
•
•

Residential for sale
Residential for market rent (build to rent)*

Other residential uses

4.3

• Housing for older persons*
• Student housing*
• Co-living*.
Offices and retail developments are included in the testing as part of the mixed-use
typology. The cost of policy requirements on a range commercial development is
also reviewed against standard build costs.

Typology selection - residential
4.4

4.5

39

The ARV identified a number of site typologies that were subsequently tested. These
are listed below (the dwellings per hectare is based on the gross site density):
• 330 unit apartment scheme at 550 dph
• 50 unit apartment scheme at 125 dph
• 33 unit house scheme at 66 dph
• 70 unit house scheme at 32 dph
• 80 unit house scheme at 36 dph
• 90 unit house scheme at 41 dph
The ARV also identified 6 residential value areas across the authority, not only will
values for land and houses vary between value areas, but different types of
development is likely to come forward. Values are discussed later in this chapter but,
for context, the map demonstrating the value areas is shown below.

Salford City Council, January 2020
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Figure 4.1 Residential value areas

4.6

The ARV typologies were not all tested in all the value areas. The table below sets
out which typologies were tested in which value areas.
Figure 4.2 Location for each case study tested in the Salford ARV
Value
area
Premium
High
Mid/High
Mid
Low/Mid
Low

330 flats

50 flats

90
houses

80
houses

70
houses

33
houses

4.7

Representors to the ARV have put forward that an inadequate sample of typologies
was tested. For example, one representation stated that the typologies are
insufficient and that “a wider range of typologies across different site sizes, densities
and unit numbers should be tested for each value area to reflect the different types of
scheme which will come forward across Salford throughout the plan period”. We
appreciate the context to this comment and the importance of ensuring that there is a
link between the case studies tested and the delivery of expected development.

4.8

We have therefore undertaken an analysis of the Salford Housing and Economic
Land Availability Assessment (2019) (HELAA) to assess the range of sites likely to
be developed over the life of the plan. This analysis was reviewed for apartments,
houses and mixed apartment/houses sites and has led to an expanded list of
typologies for testing.
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Apartments

4.9

A total of nine of the fifteen typologies in the ARV were of flatted development.
These included an apartment scheme of 330 units (described in the ARV as ‘high
density’) and ARV described ‘mid density schemes’ of 50 units.

4.10

Our analysis of the HELAA is shown in the chart below which highlights the variance
in schemes that are likely to come forward over the life of the plan.
Figure 4.3 Variation of flatted schemes in the 2019 HELAA
50
45

Number of Schemes

40
35
30
25
20
15
10
5

Number of units (Flats)

4.11

Based on the evidence in the HELAA, it is our view that the sample of typologies
relating to apartments should be expanded to include schemes of:
•

10 flats

•

50 flats

•

150 flats

•

375 flats (5 storeys)

•

375 flats (11 storeys)

•

1500 flats (8 storeys and 15 storeys)

•

Mixed residential/commercial uses.
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850 - 874

825 - 849

400 - 424

350 - 374

300 - 324

275 - 299

250 - 274

200 - 224

175 - 199

150 - 174

125 - 149

100 - 124

75 - 99

50 - 74

25 - 49

0 - 24

-
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Housing development

4.12

The remaining six of the fifteen typologies within the ARV focussed on the viability of
housing schemes. This included schemes of 33, 70, 80 and 90 houses, which varied
by value area. The figure shows our analysis of the variance of schemes within the
HELAA.
Figure 4.4 Variation of solely housing schemes in the 2019 HELAA
50
45

Number of Schems

40
35
30
25
20
15
10
5
150-174

100-124

75-99

50-74

25-49

0-24

0

Number of units (Houses)

4.13

Based on the number of sites in the HELAA, the majority of schemes are likely to be
in the ‘0 to 24’ bracket, below the smallest typology tested in the ARV. There are
also two sites beyond the largest typology of 90 units. Based on the evidence shown
below, it was agreed that the sample of typologies should be expanded to include
schemes of:
•

10 houses

•

30 houses

•

70 houses (across all value areas)

•

150 houses.

Mixed development

4.14

The HELAA shows that, though much fewer in number than solely flatted or housing
schemes, there is some delivery expected from mixed flat/houses schemes. This
point was raised in the representations.
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Figure 4.5 Variation of mixed schemes (houses & flats) in the 2019 HELAA
50
45

Number of Schemes

40
35
30
25
20
15
10
5
500 - 524

450 - 474

300 - 324

200 - 224

150 - 174

125 - 149

25 - 49

0 - 24

0

Number of units (Mixed)

4.15

It is our view that, whilst the ARV was correct to prioritise flatted and housing
typologies, the analysis shows that there is a case to consider some mixed schemes.
The HELAA indicates that these schemes are either relatively small in nature (six
schemes are under 49 units) or relatively large (eight are of 125+). We have
therefore selected the following two typologies for analysis:
•

15 dwellings mixed (split 50:50 between houses and flats)

•

300 dwellings mixed (split 65:35 between houses and flats).

Greenfield sites

4.16

Finally, the ARV tested all of the typologies on brownfield land indicating that “the
vast majority of dwellings that will be completed over the plan period across the city
will be on previously developed land”. Our analysis of the HELAA indicates that only
10% of apartment schemes are likely to be on greenfield sites, and only 7% of mixed
house & apartment schemes. However, the HELAA indicates a broadly equal number
of sites for housing are expected on greenfield sites as on brownfield land.

4.17

Therefore, whilst we would agree that there is little reason to consider flatted or
mixed schemes on greenfield sites, it is relevant that a selection of greenfield house
typologies should be considered. This will also respond to one of the comments
raised by representors.
Summary of typologies to be tested

4.18

Given the above analysis of the HELAA we have extended the range of typologies to
be tested, supplementing the schedule of typologies included in the ARV. The
additional typologies include a smaller site (but at a scale that still attracts various
policy requirements) and larger developments. At the same time, we have reduced
the number of schemes of houses of a similar scale and density and have introduced
schemes which are a mix of houses and apartments.
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4.19

We have also introduced typologies where there are policies in the publication Local
Plan SLP:DMP that impact on the viability of that type of development, but which
were not tested in the ARV. These are, in brief:
•

•
•

Older persons housing - Policy H6 Housing for older people states, “Where
appropriate, provides a range tenures”. The policy is silent on a specific
requirement for affordable housing but the policy implication is that there could
be. Council officers were in agreement that affordable housing would be
requested on residential, C3, schemes but not on C2 schemes such as extra care
or care homes. (This is in line with policy H4 which states that ‘The requirement
for affordable housing set out in this policy does not apply to assisted living (extra
care) dwellings for older people’.) The Retirement Housing Consortium also
highlighted a lack of testing of housing for older persons.
Student accommodation – Policy H7, which has a requirement that 20% of units
are affordable private rent (if over 0.5ha or 10 units);
Build to Rent and Co-living which have a requirement for affordable housing (see
Policy H4 which cross refers to affordable housing in such schemes being in
accordance with policy H5).

4.20

In discussion with the council and through the review of the HELAA, it is apparent
that higher density apartment schemes are often for build to rent. We have therefore
introduced build to rent into the range of typologies. The full list of residential
typologies to be tested is set out below.

4.21

Note that we have calculated densities for typologies 1-4 (as shown in the table
below) based on comparable schemes as set out in the HELAA plus an analysis of
building heights & footprint. The remainder are comparable with the ARV and are
based on the HELAA. The majority of typologies are to be tested in all value areas,
with the exception of Build to Rent and co-living which are only tested in the higher
value areas.
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Figure 4.6 Residential typologies for testing
Residential assumptions

Land type

1
2
3
4
5
6
7
8
9
10
11
12
13
14

Brownfield
Brownfield
Brownfield
Brownfield
Brownfield
Brownfield
Brownfield
Brownfield
Greenfield
Brownfield
Brownfield
Greenfield
Brownfield
Brownfield

1500
1500
375
375
150
50
10
150
150
70
30
30
10
300

1,765
857
1,250
469
300
125
111
35
35
35
35
45
40
60

2,206
1,220
1,563
670
455
125
111
52
52
49
46
59
40
95

0.85
1.75
0.30
0.80
0.50
0.40
0.09
4.29
4.29
2.00
0.86
0.67
0.25
5.00

Net
site
ha
0.68
1.23
0.24
0.56
0.33
0.40
0.09
2.87
2.87
1.42
0.66
0.51
0.25
3.17

Brownfield

15

50

50

0.3

0.3

Brownfield

1500

1,765

2,210

0.85

0.68

Brownfield
Brownfield
Brownfield
Brownfield

1500
375
375
150

857
1,250
469
300

1,220
1,563
670
455

1.75
0.30
0.80
0.50

1.23
0.24
0.56
0.33

Older persons – Sheltered Brownfield
Housing (3 storeys)
Co-living
Brownfield

50

100

100

0.5

0.5

500

2,393*

2,393

0.21

0. 21

15
16
17
18
19
20
21
22
23

1500 flats (15 storeys)
1500 flats (8 storeys)
375 flats (11 storeys)
375 flats (5 storeys)
150 flats (5 storeys)
50 flats (3 storeys)
10 flats (3 storeys)
150 houses
150 houses
70 houses
30 houses
30 houses
10 houses
300 mixed (65:35 Houses
and flats – 3 storeys)
15 mixed (50:50 Houses
and flats- 3 storeys)
1500 BTR flats (15
storeys)
1500 BTR flats (8 storeys)
375 BTR flats (11 storeys)
375 BTR flats (5 storeys)
150 BTR flats (5 storeys)

Dwellings

Density/
Gross ha

Density/
Net ha

Gross
site ha

Brownfield

375

1,250

1,563

0.30

0.24

ST1

Mixed use (flats /
commercial)
Student

Brownfield

100

2,607*

2,607

0.04

0.04

ST2

Student

Brownfield

500

2,393*

2,393

0.21

0. 21

*some site areas have been rounded hence density calculation may appear inaccurate

4.22

In discussion with the council we have accounted for the likelihood that open space is
provided off site for apartment schemes (particularly for the taller higher density
schemes) and s106 contributions have included this cost.

4.23

Details of the proposed testing for the specialist residential types are set out in the
following chapter.

Affordable housing
4.24

Policy H4 of the publication Local Plan SLP:DMP sets out a range of affordable
housing requirements depending on the dwelling type and value area. The relevant
extract from Policy H4 is set out below:

22
Three Dragons – January 2021

ARV – Addendum Report

4.25

In addition, H4 identifies a preferred mix for affordable housing as - social rent
37.5%; Affordable Rent 37.5%; shared ownership 25%.

4.26

The ARV assessed the impact of affordable housing on scheme viability as a
reduction in the value of the market housing (see chapter 7 of the ARV40). This
potentially has the effect of over-stating the impact of the affordable housing on
viability as it does not also allow for lower costs for affordable housing (reflecting the
reduced risk with the tenure and requirement for a different dwelling mix). As a result
we have recalculated the amount that affordable housing can contribute to scheme
revenues and to take account of the costs of delivering affordable housing.

4.27

Revenue for affordable housing is calculated as an amount that can be borrowed by
a provider on the basis of the net rental income received (sometimes called a
capitalised net rent). The rents used in the modelling, as provided by the council, are
set out below.
Figure 4.7 Gross affordable housing rents - £s per week (rounded) – April 2020
Type
Apartment
Apartment
Apartment
House
House
House

4.28

40

Number of
bedrooms
1
2
3
2
3
4

Social rent

Affordable rent

£76
£89
£99
£94
£104
£120

£138
£150
£167
£150
£167
£219

Other key assumptions for assessing the value of affordable housing are set out
below. They are consistent with the assumptions used by Three Dragons in the

In particular 7.9 of ARV Salford City Council, January 2020
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viability assessment of the GMSF, although following consultation with RPs active in
Salford, the capitalisation rate has been lowered from 6% to 5.35%.
Figure 4.8 Affordable housing key assumptions
Affordable & social rented units
Management and
maintenance

£1,000 pa

Voids/bad debts

4%

Repairs reserve

£500 pa

Capitalisation

5.35%

Shared ownership units
Rental factor

2.75% of share

Share size

35%

Capitalisation

5.35%

4.29

The size of affordable units tested is described in a later section of this chapter.

4.30

We have modelled affordable housing without Homes England grant or other public
subsidy. Nor have we considered the implications of alternative mixes of affordable
housing.

4.31

SCC has stated that Purpose Built Student Accommodation (PBSA) will be required
to provide 20% affordable rooms, at 80% of the market rent (in line with the
requirement of policy H7 of the SLP:DMP). For the purposes of this testing we have
assumed that the affordable PBSA rooms will be 80% of the capital value of the
general market PBSA rooms.

Dwelling mixes by typology
4.32

Dwelling mixes for the market sale and build to rent housing have been drawn from
the ARV, evidenced in appendices B41 and C42. We see no reason to deviate from
the market housing mixes in the ARV as these are based upon a thorough review of
permitted and completed development.

4.33

Mixes for the affordable housing take into account Policy H4 which also requires that,
“…in the first instance the affordable dwellings shall reflect the dwelling mix across
the development as a whole”. However, in discussion with the council and RPs, it
has been accepted that flexibility is required so that affordable housing reflects the
need in the city for a range of dwelling sizes and that affordable housing delivery
within the city is generally in the form of either as apartments or terrace/semi units.
“Review of the size, density, number of bedrooms and dwelling type in a sample of permitted / completed
developments”
42
“Assumed dwelling mix”
41
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Our modelling therefore does not include affordable housing as detached properties,
although we recognise the important principle that affordable housing should not be
readily distinguished from market housing by its external appearance.
We have reviewed the ARV Annex C, and further to this the make- up of the social
housing waiting list which shows demand as follows (noting that turnover/re-lets will
be quicker for 1 bed units when compared to 4/5 beds for example):
•
•
•
•

4.34

3,565 households for 1 bed
1,533 households for 2 bed
741 households for 3 bed and
207 households for 4/5 bed.

In the light of this information we model market and affordable housing as the
following mixes of dwelling types. (Note that in the mixed housing/apartment
schemes, unit mix is apportioned on a pro-rata basis.)
Figure 4.9 Market and Affordable housing dwelling mix
Typologies

Market housing mix

Apartment schemes –over
500 dph gross

100% apartments (split
1 and 2 bed)

Apartment schemes 100 to
500 dph gross

100% apartments (split
1 and 2 bed)

House schemes –
35 dph to 45 dph

15% 2 bed terrace
30% 3 bed terrace
35% 3 bed semi
20% 4 bed detached

Affordable housing
mix
45% 1 bed
50% 2 bed
5% 3 bed
40% 1 bed
50% 2 bed
10% 3 bed
25% 1 bed flat
25% 2 bed terrace
25% 3 bed terrace
25% 4 bed terrace

Note: Apartment mixes taken from ARV Annex B; House mixes derived from a simplified
version of those set out in the ARV Annex C

Size of dwellings

4.35

The size of dwelling affects both their market value (as sale values are assessed on
a per sq m basis) and their development costs (with build costs etc based on a rate
per sq m). The council policy is to achieve Nationally Described Space Standards
(Policy H2) and sets out the space standards used in the ARV at Annex D.

4.36

For our new typologies and sensitivity testing, we have adopted an approach that
draws on a sample of approximately 4,300 new build sales across Salford between
January 2015 and March 2020. This dataset is used both to generate the dwelling
sizes and per sq m sales values on a comparable basis by matching the Land
Registry data for sales value43 to the Energy Performance Certificate (EPC)44 data for
floorspace. Refer to Appendix IV for more detail.

43
44

HM Land Registry
EPC Register
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4.37

The average net floorspace for the dwelling types is:
•
•
•
•

Detached – 111 sqm
Semi-detached – 90 sqm
Terraced – 95 sqm
Flats – 55 sqm.

4.38

The above dwelling sizes are broadly consistent with Annex D of the ARV and meet
the NDSS.

4.39

For affordable housing unit sizes we have consulted with RPs and the city council’s
affordable housing officer and drawn up the following specific unit sizes which are
consistent with NDSS.
Figure 4.10 affordable housing dwelling sizes
Affordable Housing Type
1 bed flat
2 bed flat
3 bed flat
2 bed house
3 bed house
4 bed house
1 bed flat (sheltered)
2 bed flat (sheltered)

4.40

NIA*
50sqm
61sqm
74sqm
70sqm
84sqm
106sqm
50 sqm
75 sqm

For apartment schemes, an additional allowance of 15% to the ‘saleable floor’ area
has been made for typologies of up to 6 storeys for circulation and common areas.
For typologies of 7 or more storeys we have applied an allowance of 20%; which is
higher than the 17.5% used in the ARV and is based on comments received from
representations and assumptions used to inform the GMSF viability work. A 20%
allowance has also been applied to sheltered housing (3 storey) as per the RHG
guidance45.

Values
4.41

Some concern was raised by the development industry about the market values used
by the council in the ARV, although one representor described the values as being
‘acceptable’. We therefore reviewed the values using the same value areas as used
in the ARV46.

4.42

Using Land Registry data of new transactions between January 2015 and March
2020, we have found a sample of some 4,300 recent sales within Salford (which we
have matched to EPC data to arrive at a value per sqm). It is understood that the
council, in their ARV, included both second-hand and newbuild values in their
analysis, however given the volume of transactions identified here we have focussed
solely on new build for our sensitivity analysis. As we have used data, some of which
ranging back to January 2015, these transactions have been uprated to Q1 2020
using the House Price Index (HPI). The dataset used is shown in Appendix IV. The
values used by the council and those updated by Three Dragons are compared in the
table below, noting that for the ARV no distinction was made between houses and

45

community infrastructure levy and sheltered housing/extra care developments Retirement Housing Group February 2016
We undertook an initial analysis of the data to review the value areas in the ARV. The analysis supported the ARV and we
therefore did not reconfigure the value areas.
46
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flats but, for this sensitivity analysis, the level of detail obtained suggests that they
should be distinguished from each other.
Figure 4.11 Market values compared - £s per sqm
Value Area

Used in the
ARV

Three Dragons
updated values
(Houses)

Three Dragons
updated values
(Flats)

Premium
High
Mid/high

£3,500
£2,900
£2,500

£3,275
£2,925
£2,600

£3,650
£3,350
£2,750

Mid

£2,200

£2,525

£2,175

Low/mid
Low

£2,000
£1,800

£2,300
£2,200

£2,175
£2,175

Costs
Build costs

4.43

The build costs used by the council in their ARV are shown in the table below. It is
understood from the ARV that these were informed by Urban Vision Property
Services which was a joint venture involving the city council.. Paragraph 4.39 of the
ARV indicates that these figures were considered by Urban Vision as being more
appropriate than the Building Cost Information Services (BCIS) which were “not
representative of the actual build costs that they are seeing on actual schemes within
Salford….”. Paragraph 4.44 of the ARV states that these are ‘all-in’ figures which
include associated infrastructure and plot costs (such as access, services, parking
and drainage). The figure below sets out the build costs used in the ARV. For
comparison with the figures used by Three Dragons (that are built up from a base
cost that excludes infrastructure and plot costs) we have adjusted the build costs in
the ARV in line with our assumptions set out in Figure 4.14 below47. These
adjustments are for the purposes of comparison only and we have provided rounded
numbers to emphasise the point that the figures are best estimates.
Figure 4.12 ‘All in’ development costs’ and equivalent base build costs
Dwelling type

Houses
Mid density apartments (less
than 5 storeys)
High density apartments (6-15
storeys)

4.44

47
48

Cost per square metre
ARV ‘All in’ costs
Equivalent base build
costs48 - i.e. without
infrastructure & plot
costs
£1,130
£850
£1,292
£970
£1,884

£1,600

Representations on the ARV have criticised the lack of detail submitted to support
the costs provided and have also requested greater clarity of the costs assigned to
each of the cost components that make up the all-in rate.

By applying a 25% reduction for Houses and Mid Density apartments, and a 15% reduction for High density apartments
estimated by Three Dragons
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4.45

For the Addendum Report analysis, we have reviewed alternative build costs
including BCIS, those used in the GMSF viability study and build costs set out in a
sample of viability assessments submitted as part of planning applications to the
council and provided to Three Dragons by the property services team. Appendix V
summarises the information from the viability assessments (on an anonymous basis).
The appendix shows evidence of variability of costs ‘on the ground’ and that costs
can be below comparable median BCIS rates (with the relevant BCIS information
also shown in the Appendix).

4.46

In the absence of consistent evidence on build costs, we have, following the lead of
representors, reverted to using BCIS based costs for our assessment. However, to
reflect the local information that BCIS median values likely overstates local costs, we
have opted for the lower quartile rate (at Q1, 2020 using BCIS’s 5year data and
rebased for Salford).

4.47

The one exception to this is the figure for Flats 7-15 storeys as the figure provided by
BCIS (£1,265 per sqm) is considered too low for what we understand to be the build
costs of tall flatted development in this location. In this instance we have used the
figure set out in the GMSF Stage 1 viability study (i.e. £2,050 per sqm). The base
build costs (before infrastructure or plot costs are added) we use are shown in the
table below.
Figure 4.13 Residential development base build costs49
Type

Base build costs £ per
sq m

Estate housing

£1022

Flats 3-5 storey (inc. Build to
Rent)

£1,141

Flats 6-15 storey (inc. Build to
Rent)

£2,050

4.48

For the larger typologies, and in-line with the approach taken in the GMSF Stage 2
viability study for allocated sites there is an argument to reduce build costs in
recognition of the type of developer involved, scale and that greater cost engineering
could take place. In chapter 7 we describe further analysis of the council’s build cost
data in order to carry out additional sensitivity testing reflective of the range of costs
presented to the council by developers.

4.49

Allowance has also been made for plot costs, site infrastructure and site preparation
(including some ‘abnormal’ cost50) in addition to the base build costs shown above,
as detailed in the table below. By separating these costs out, we also address
criticisms from representors that the make-up of development costs required
clarification.

49

Build costs in the GMSF study are based on Q3 2019 and, to be aligned with the date for the values we have used (Q1
2020), we have reviewed the BCIS index for the two quarters and there is no change.
50
BGS (for GMSF) mapped likely ground conditions using historic mapping and, across Greater Manchester, the majority of
brownfield sites require some kind of intervention, however this will vary considerably both between and within sites. PPG is
quite clear that these ‘abnormal’ costs should be met out of land value. However, for the purposes of this high level testing a
small standard allowance is made on all brownfield sites (based on the lower quartile minimal costs identified by BGS) and
included within the site infrastructure.
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Figure 4.14 Additional build costs (externals and site preparation)
Site types

Brownfield
Greenfield
Tall
buildings (6
plus
storeys)

Plot costs

Site
infrastructure
Applies to
typologies of
100 units and
above
15% build cost

Site
preparation
Applies to all
sites

Applies to
Applies to
typologies
typologies
of 100 units below 100
and above
units
10% build
15% build cost
£160,000 per
cost
hectare
10% build
15% build cost 25% build cost
£45,000 per
cost
hectare
A ‘percentage’ approach is not appropriate and we use £1.5m per
pair of blocks.

Other residential development costs

4.50

There is a range of other standard costs that need to be applied when undertaking
the testing; these are shown in the table below. The majority are the same as in the
ARV. The exceptions are the professional fees which have increased from 7% to 8%
to account for representations, marketing fees which are applied solely to open
market units and developer return for affordable housing at 6% of affordable housing
costs. In response to our consultation with representors, a comment was raised that
a developer return of 17.5% was too low. Although our experience in the North West
and elsewhere suggests 17.5% is the correct figure in the current market, PPG
suggests a range of 15-20%51 is appropriate for developer return on market
development, we have therefore run sensitivity tests for a selection of typologies
using 15% and 20% to reflect the full range given in PPG and allow for fluctuation of
risk on different types of development.
Figure 4.15 Other residential development costs
Type
Fees and finance costs
Professional fees
Finance

Cost

Measurement

8% of build costs
6%

Marketing/sales fees
Developer return Sale
Contractor return – affordable
housing
Agents and legal
Stamp duty

3%
17.5%
6%

of build costs including plot costs
of total development costs including
land
of market GDV
of market GDV
of AH build cost

1.75%
According to land price and
based on current HMRC rate

Land cost (BMLV)
Land cost (BMLV)

Policy requirements

4.51

51

The ARV also sets out a range of policies, aside from affordable housing, that are
likely going to have a cost associated with their implementation. Having reviewed the
cost assumptions set out in the ARV, alongside the views made by representors we
have concluded that there is not a strong argument to vary the assumptions set out in
the ARV. There are 2 exceptions, firstly for accessible and adaptable housing which

PPG Paragraph: 018 Reference ID: 10-018-20190509
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representors noted had not been indexed – and there is also now a government
impact assessment available52. Secondly, we have used the specific costs calculated
for the GMSF Stage 1 report53 to update the costs of policy EG1 – this assessment
actually exceeds the policy and meets the requirements of the Government’s Futures
Homes Standard consultation54 which is expected to be adopted. Policy costs are set
out in the table below.

52

Para 45 https://www.gov.uk/government/consultations/raising-accessibility-standards-for-new-homes/raising-accessibilitystandards-for-new-homes-html-version#assessment-of-impacts
53
Currie & Brown 2019 – see GMSF Stage 1 Report
54
The Future Homes Standard: changes to Part L and Part F of the Building Regulations for new dwellings October 2019
MHCLG
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Figure 4.16 Policy requirements
Policy
Policy D7 Housing Design

Policy A10 Electric
Charging points

Policy EG1 Sustainable
Energy in new development
and Policy CC1 Climate
Change

Cost information
£1,400 per unit for the M4(2) accessible and adaptable standard
– as in the government’s impact assessment of 2020 referred to
in 4.51 above
The ARV uses a cost of £976 per unit and is based on the
Governments impact study55. For testing and in line with the
assumptions set out in the ARV we assume:
• It applies to all houses in the housing typologies
• For flatted schemes of 300 dph and above (typologies 1,
2, 3, 4 and the build to rent schemes) they are applied to
30% of the total units
• For all other flatted schemes they are applied to 70% of
the total units
These policies require that new build residential development
should exceed the fabric efficiency required under part L of the
Building Regulations by 19%. The ARV assumes a cost
equivalent to 2% of build costs to account for this policy. We
note that the policies in the SLP:DMP require the 19% figure to
be met, or any subsequent revision to building regulations,
working towards net zero carbon by 2028. Having regard to this,
we have used costs associated with achieving the Future
Homes Standard, as calculated for GMSF Stage 156, which will
incorporate a higher requirement than the 19% uplift into new
Building Regulations. For the purposes of this report, we have
not made an allowance for net zero carbon by 2028 given the
uncertainties associated with the costs of this and that the
SLP:DMP will be subject to a review within 5 years of its
adoption. Given this we have assumed the following costs:
£1,500 per flat
£2,000 per semi or detached
£3,000 per detached unit

Policy BG2 Biodiversity Net
Gain

The ARV used a cost figure of £242 per unit for brownfield and,
since greenfield typologies were not considered, omitted costs
for greenfield development.
Since the ARV was completed the council have provided further
information on costs to use to comply with BG2 and which are
set out below. These costs are calculated using information
from the national impact assessment which accompanied
Defra’s biodiversity net gain consultation57:
Greenfield: £33,690 per ha58

Residential charging infrastructure provision – Impact assessment 2019
Currie & Brown 2019 – see GMSF Stage 1
57
https://www.gov.uk/government/consultations/biodiversity-net-gain-updating-planning-requirements
58
Ibid – see tables 14 & 16 of the impact assessment
55
56
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Planning Obligations

Brownfield: £9,260 per ha59
The ARV had a number of components that contribute to the
overall cost of planning obligations. These are set out below
and are considered to be robust:
For Policy OB2 Open Space contribution: £1,637 per
bedspace for housing typologies and £1,182 for flatted
typologies
For Policy OB3 Education contribution: £1,192 per nonprincipal bedspace for houses and £0 for flats.
For Policy OB5 Transport contribution: £200 per bed for
houses and flats
For Policy OB6 Public Realm contribution: £550 per bed for
flats only
These have been included within this appraisal using the
updated costs published by Salford City Council60

Policy requirements for non-residential uses
4.52

The SLP:DMP includes policies that have viability implications (see section 3) and
some of these may affect non-residential development:
•
•
•

CC1 and EG1 BREEAM very good standard for development over 1,000sq m
A10 EV chargers, with one dedicated charge point per 1,000 sq m non-residential
GIA
BG2 – a minimum of 10% biodiversity net gain for major development.

BREEAM

4.53

Building Research Establishment Environmental Assessment Method (BREEAM) Is
measured in credits within nine different categories: management, health &
wellbeing, energy, transport, water, materials, waste, land use & ecology, and
pollution. The ‘very good’ standard is the mid-point in the range (Pass, Good, Very
Good, Excellent or Outstanding).

4.54

The Building Research Establishment (BRE) stated in 2016 that the additional capital
cost of BREEM very good varies between 0.1% and 0.2%61 depending on the
building use. The standards have evolved over time and in 2020 BRE stated that the
BREEAM related capital cost uplifts over the baseline office building’s overall
construction costs are less than 0.25%62. Both BRE and other commentators
indicate that it is necessary to consider BREEAM requirements early on in the
building design process to avoid incurring additional costs.

4.55

The suggested uplift in capital costs of 0.25% or less is within margins of error for
plan making viability, and costs of this magnitude are unlikely to significantly affect
the cost characteristics of individual buildings. For this reason we have not made

Ibid – see tables 14 & 17 of the impact assessment
background-document-cost-updates-2020-21-final.pdf (salford.gov.uk)
61
BRE, 2016, The value of BREEAM A review of latest thinking in the commercial building sector
62
BRE, 2020, Delivering Sustainable Buildings: Savings and Payback Office Case Study for BREEAM UK New Construction
2018
59
60
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adjustments to the build costs for the commercial elements of the mixed-use
schemes and we have not tested other non-residential development against this
standard.
Non-residential EV chargers

4.56

The DfT/MHCLG impact assessment63 provides a range of costs for ducting and
chargepoints, and the mid-point for a smart 7kw chargepoint and ducting is £4,156,
which is a base level of compliance. This level of cost would represent a very small
increase in base build costs.
Figure 4.17 Relative cost of EV chargers on non-residential development

Cost for
1,000m
building
£636,900
£602,800
£1,448,700

4.57

4.58

EV
chargepoint
as a % of
superstructure
and external
works cost
0.65%
0.69%
0.29%

External works
Use
BCIS LQ/sq m
at 10%
Factories
£579
£58
Warehouse
£548
£55
Offices
£1,317
£132
Retail
warehouse
£669
£67
£735,900
0.56%
Supermarkets
£1,062
£106
£1,168,200
0.36%
Shops
£837
£84
£920,700
0.45%
Some supermarkets or out-of-town retail parks may choose to offer a 50Kw quick
charge facility which will carry a significantly higher cost. However, such facilities will
often charge users for the electricity supply at a margin and there are various funding
routes to cover up front costs. Accordingly, we have assumed that a development
would not incur a large upfront cost in this respect.
For this reason, we have not specifically tested non-residential development against
this requirement.
Non-residential Bio-diversity Net Gain

4.59

The Natural England/Defra impact assessment64 provides information on the
estimated costs of providing 10% biodiversity net gain. Costs of meeting this
standard for non-residential development in the North West vary between £3,150/ha
and £47,885/ha, with a central estimate of £14,334/ha. The impact assessment
indicates that “net gain delivery costs are likely to be low as a proportion of key
variables such as build costs and land prices. In addition, it is unlikely to lead to a
significant increase on existing average developers contributions.”65

Scheme timings
4.60

The ARV set out a series of assumptions about development and sales rates at
tables 17 and 18. These assumptions were criticised by representors on grounds of
inadequate lead in time to first sales and that the build rate was too fast.

63

MHCLG, 2019, Non-residential charging infrastructure provision impact assessment
Natural England/Defra, 2019, Biodiversity net gain and local nature recovery strategies impact assessment
65
Ibid P46
64
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4.61

Given the analysis undertaken for preparation of the ARV, we use the ARV’s scheme
timings for sensitivity analysis in this Addendum Report, but with the addition of a
longer lead in time to first sale.

Benchmark land values
4.62

Benchmark Land Values (BMLVs) in the ARV have been derived based on known
existing use values in Salford plus a premium of 20-30% to incentivise landowner
sale. This is commensurate with PPG which states that
“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 landowner66.”

4.63

In the ARV, the council references MHCLG Land Value Estimates for Policy
Appraisal67, industrial brownfield land estimated at between £550,000 & £650,000
per hectare (2017). The estimates for 2019 have now been published, giving an
industrial land value for Salford of £550,000 per hectare. In the guidance for use
MHCLG guidance notes that
“… these values are not indicative of the market value of land, for example they
exclude any developer contributions which would be required in order to develop a
residential site. Therefore we would expect the market price to be substantially lower
than the values in the spreadsheet68.”

4.64

PPG is clear that
“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.69”

4.65

We have however sense checked this valuation against the market, using
•

•
•

A set of over 30 confidential appraisals provided by the council, as submitted in
support of planning applications, noting that not all these appraisals are PPG
compliant
Sites available on Rightmove70
Consultation with the SCC property team about land values and transactions.

4.66

There is evidence that land transacts at values above and below the land values
used in the ARV, demonstrating that there will be occasions when development can
afford to pay more, as well as less, that the benchmark. We nonetheless find no
evidence that the BMLVs used in SCCs assessment should be revised. A landowner
premium of 10-30% is well established71 as an industry norm for strategic high level
viability studies. Where the market is able to pay a higher premium, it will do so.

4.67

However to account for comments made in representations that BMLVs used in the
SCC assessment do not reflect the local competitive market in some locations, we
carry out a sensitivity test in the Premium Value Area using a figure of £1,038,000

66

PPG Paragraph: 013 Reference ID: 10-013-20190509
https://www.gov.uk/government/publications/land-value-estimates-for-policy-appraisal-2019
68
https://www.gov.uk/government/publications/land-value-estimates-for-policy-appraisal-2019/land-value-estimates-for-policyappraisal-2019-guidelines-for-use
69
PPG Paragraph: 002 Reference ID: 10-002-20190509
70 th
6 November 2020
71
Homes and Communities Agency, 2010, Appendix 1 (Transparent Viability Assumptions) - “Benchmarks and evidence from
planning appeals tend to be in a range of 10% to 30% above EUV in urban areas. For greenfield land, benchmarks tend to be
in a range of 10 to 20 times agricultural value”. (page 9)
67
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per ha. This sensitivity BMLV is evidenced in the GMSF stage 1 Viability Report72 as
appropriate for high value, existing use brownfield sites in the Greater Manchester
area and although our research does not evidence its particular applicability to
Salford we have covered the possibility that there could be occasion where high
density sites in the Premium value area attract higher benchmark value. This gives a
premium over 2019 EUV of 88%. We note that following our consultation with
representors, comment was made that £15m per ha could be an appropriate
benchmark for Salford – again, although land may transact at levels above the
benchmark we find no evidence that it should be raised to this level.

4.68

We have also proposed to model an additional greenfield typology. MHCLG puts the
existing use value for agricultural land in Salford is £23,000 per ha73. The research
referenced above suggests that for greenfield sites a multiplier of 10-20 times
agricultural value should be used. We have used a BMLV of £310,000 per hectare for
modelling greenfield sites which is within that range and upon which we have already
consulted with the development industry when preparing the viability report for
GMSF74.

72

GMCA Stage 1 Strategic Viability Report Three Dragons September 2020 - the £1,038,000/ha reflects the BLV analysis set
out in section 6 of GMSF VA Stage 1 for a brownfield commercial site in a town centre location - it is based on a review site
specific viability assessments and VOA data
73
Land value estimates for policy appraisal MHCLG 2019
74
GMSF Stage 1 and 2
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5.

Other residential types

5.1

This chapter describes the approach taken to testing other residential uses to which
SLP:DMP policies apply. Where there is no difference from the assumptions used
for the main residential testing set out in the previous chapter, these assumptions
also apply.

Build to rent
5.2

We model build to rent schemes as an alternative development type in the higher
value areas and in apartment blocks only. We have assumed that the mix of units in
the schemes modelled is the same for build to rent as for build for sale and this is
broadly supported through analysis of other consented schemes in Salford. For the
build to rent schemes, (in line with the PPG) 20% of the units are modelled as
affordable housing (in the form of affordable private rent). These are a straight 20%
of the mix of private rent units modelled as intermediate rent with a 20% discount on
the market rents used and this is in line with PPG75.

5.3

The private rents assumed for the modelling are shown in the table below. They are
taken from web based information76 relating to average rents for postcodes M3, M5
and M50.
Figure 5.1 Private rents in £s per month for Salford (where BtR is modelled)
1 bed
2 bed

5.4

£s per month
£840
£1,065

As with affordable housing, the revenue from private rent is modelled as an
investment and on the basis of the amount that can be borrowed against the net rent.
We use the costs evidenced in the GMSF Stage 1 viability study and set out below.
Figure 5.2 Rental costs
Management fees
Sinking Fund
Voids
Total
Capitalisation rate
Developer return

12% of revenue
5.8% of revenue
5% of revenue
22.8% of revenue
4.75%
10% of GDV

Older persons housing
5.5

As highlighted in the representations to the publication Local Plan SLP:DMP, we
have introduced a typology for older persons housing. The resultant viability testing
for a sheltered scheme includes affordable housing at proposed policy levels and the
value of the affordable housing is the same as for general housing. The scheme was
tested in all value areas.

5.6

Specialist older persons housing uses the standards for costs, values, circulation
space and sales periods as recommended by the Retirement Housing Group UK77
(RHG). We note the comments from the Retirement Housing Consortium’s

75

PPG Paragraph: 002 Reference ID: 60-002-20180913
Using websites such as www.home.co.uk
77
CIL Viability Appraisal Issues RHG 2016 https://retirementhousinggroup.com/rhg-publications/
76
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representation that 60 units is too large a scheme for the Manchester area and test a
scheme of 50 sheltered units. We have assumed a density of 100 dph on a gross site
area of 0.5ha.

5.7

In line with the RHG guidance we have assumed a 2-bed sheltered flat has equal
value to an existing 3-bed semi-detached house78 and a 1-bed sheltered flat will sell
for 75% of that value. A sense check of the market79 revealed that there is no newbuild retirement housing for sale in Salford currently.
Figure 5.3 Sheltered values
Type of scheme and
size of unit allowing for
20% circulation space

Sheltered
1bf (62.5sqm)

2bf
(93.75sqm)

Premium value area

£239,000

£319,000

High value area

£171,000

£228,000

Mid-High value area

£148,000

£197,000

Mid value area

£145,000

£194,000

Mid-low value area

£132,000

£176,000

Low value area

£132,000

£176,000

5.8

Other differences in the assumptions used for retirement housing include increased
marketing fees (6%) and longer sales periods with first sale on completion of the
whole scheme and an additional cost of £100,000 included in appraisals to cover
voids. For build costs we have used BCIS 5-year LQ for supported housing. The
allowance for circulation space has been increased to 20% for sheltered.

5.9

Although we have not used ground rents in modelling general needs housing, we
have done so for retirement housing as it is anticipated that any new regulations
reducing ground rents to a peppercorn will not apply to retirement housing80. In
consultation with RHG we have used £500 pa for a 2 bed and £400 pa for a 1 bed,
capitalised at 5%.

Student accommodation
5.10

The typologies chosen for the viability testing reflect the spread of recent and
planned purpose-built student accommodation (PBSA) in central Salford and
Manchester. The type of accommodation in recent years ranges in size from around
100 bed spaces up to much larger schemes with 500 bed spaces or more81. Typical
developments have moved away from traditional cluster units, where many students
would share kitchen, lounge and bathroom facilities to a mix of smaller clusters with
ensuite bedrooms and increasingly individual studios. Many schemes also come

78

Land Registry Data sales of non-new-build semi-detached houses from overall dataset used to establish new
build values
79
Rightmove 9th November 2020
80

On the day this Addendum Report was submitted (7th January 2021) the Government announced in a press release that
contrary to previous announcements, ground rents will also be reduced for retirement housing (full details not known at this
stage) – we comment on the effect this may have on results as a footnote in chapter 6.
81
E.g. Discovery Quay Phase 2 with 457 bedrooms, 84 Cambridge Street with 97 bedrooms, 1 New Wakefield Street with 603
bedrooms, BUPA Car Park King William Street with 402 bedrooms, The Campus Phase 2 with 76 bedrooms.
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with improved communal facilities, including gyms, games rooms and cinemas. The
increase of individual space and quality communal facilities has also meant higher
rents for occupiers.

5.11

We test two notional student accommodation schemes, drawn from the GMSF Stage
1 viability study and amended to reflect recent Salford schemes:
Figure 5.4 Student housing typologies
Use
Floorspace
(sqm) / beds
ST1
ST2

Student
accommodation
Student
accommodation

3,260
100 beds
16,300
500 beds

Gross
site
area (h)
0.04

Storeys

0.21

12

10

5.12

The number of studios as a percentage of the rooms has increased over time
although cluster flat rooms tend to remain the majority in most cases. For this viability
testing we have used 60% cluster flat rooms with a gross floor area including shared
facilities of 31 sqm; and 40% studio rooms with a gross floor area of 35 sqm. This
ratio is used for both PBSA typologies.

5.13

In common with many university cities, there is an emphasis for new build PBSA to
focus on the higher end of the market. The testing requires a per room value to be
included within the appraisal to determine scheme GDV. There are two approaches
to inform this room value – review transactions for built student accommodation and
dividing the price paid by the number of rooms; or reviewing the rents, allowing for
managing and maintenance and capitalising the value using an appropriate market
yield.

5.14

In Greater Manchester we are aware of 8 transactions (1,500 bed spaces) which
have published capital values and bedroom numbers. These range from 47 beds to
561 beds and capital values of £2.4m to £30m. Whilst the average room value is
£51,000 these are generally older stock, in need of refurbishment and not necessarily
reflective of the higher quality new build stock like to come forward in the future. More
widely student developments often transact in portfolios, with several developments
packaged together and sold for investment. We have looked at nearly 40 of these
deals82, which account for nearly 110,000 bed spaces – these have a weighted
average value of £95,000 per room and an upper quartile of £117,000 per room.
Within Salford and Manchester the rents for the 2019/2020 academic year ranged
from £95 per week in basic large cluster accommodation to £290 per week at the
quality and more modern end of the market. Location also affects the rental values,
with accommodation closest to universities achieving higher rents. Minimum terms
for rent range from 43 weeks to 52 weeks, with most at the upper end of this range.
This viability testing uses gross rents of £146/week for apartment rooms and
£215/week for studios based on a review of existing schemes, which is within the
£164/week for apartment rooms and £174-£254per week studios in the current phase
one Discovery Quay scheme in Salford83. The resultant capitalisation exercise
produced room values ranging from around £95,000 per room for a cluster flat room
to £140,000 per room for a studio84. Based on these capitalised net rents a blended
figure (assuming 60% cluster and 40% studios) of £112,795 per room is used for
testing, which is within the range of values seen in scheme transactions.

82

These deals include student accommodation both within and outside Greater Manchester
https://www.truestudent.com/salford
84
Based on 30% allowance for management and maintenance, and capitalisation of 5.5%
83
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5.15

The testing has used £1,750/sq m as a build cost for student housing with an
allowance for externals of 15% added to the build cost85.

5.16

Allowances are made for biodiversity net gain (£242/room86) and for s106
(£1,008/room87). The benchmark land value is £1.038m/ha, based on the town
centre/high value existing use brownfield land value used in the GMSF viability
study88.

5.17

Affordable housing is included in the viability testing as per policy H7 Student
Housing. In line with this policy (which cross refers to policy H5), student
accommodation would be expected to provide 20% of the total bedrooms at a rent
that is at least 20% less than the market rents. Taking this into account the blended
capitalised value for market and affordable rooms is £108,283 per room.

Co-living
5.18

In order to respond to policy requirements for affordable housing on co-living
accommodation, we have tested a co-living scheme using the following key
assumptions.
Figure 5.5 Co-living
Use
Shared
Living

New type of rented
accommodation
with small room
sizes and
communal space.

Beds

Gross site
area (ha)
500 beds 0.21ha

5.19

Co-living schemes are a newly emerging form of development with fewer
comparables than for other types of flatted development. Nor is there a single
development model to draw upon. Our assumptions for co-living are therefore based
on benchmarking with other schemes, predominantly in the north west. We have also
assumed that design and quality will be above student accommodation.

5.20

Based on comparable schemes89 within Greater Manchester we understand that
these are predominantly one bedroom schemes, on average 35 sqm per room, gross
internal area but with a reduction of 40% for communal spaces. From these
comparables we understand that rents are in the region of £284 per week. For the
purposes of this testing we have assumed a yield of 6%, and an allowance for voids
and service costs of 35%. Build costs are higher than for student accommodation but
lower than for build to rent at £2,185 sqm including plot costs.

Mixed use schemes
5.21

The mixed-use typology is tested with a mix of retail and office floorspace, which
typically is provided on lower floors. A review of recent Salford mixed-use schemes90
suggests that there is 1.99 sq m commercial floorspace per dwelling and this ratio is

85

£1,750/sq m has been estimated as a suitable build cost by WWA in 3Q2019 as part of the GMSF viability study. BCIS AITPI
shows no change between this date and the 1Q2020 date for this study.
86
DEFRA, 2019, Biodiversity Net Gain Impact Assessment table 17
87
Based on recent s106 agreements for 18/72048/FUL and 17/72539/FUL SALFORD student schemes totalling 662 rooms
88
GMCA, 2020, GM Strategic Viability Report Stage 1
89
Based on developments in Swan Street (Northern Quarter), Angel Gardens (Northern Quarter), Corn Exchange and Princess
st
90
18/71512/FUL, 17/70278/FUL, 19/73148/FUL and 19/72944/FUL totalling 804 dwellings and 1,600.5 sq m commercial
floorspace
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used in the mixed-use viability testing giving a total of 747 sq m for the 375 dwellings.
These mixed-use scheme applications allowed for a variety of commercial uses and
for the purposes of this testing we have assumed a 50:50 split of office and retail
uses.

5.22

Data from Egi for Salford suggests that office rents are £174/sq m and retail rents are
£147/sq m. These values fit within site-specific viability appraisals for mixed use
schemes in Salford provided by the Council. These rents are capitalised at 8%,
which is representative of the yields recorded for office and retail investment
transactions in Salford as well as the capitalisation rates seen in the site-specific
viability appraisals (submitted as part of planning applications) for mixed use
schemes in Salford provided by the Council. The testing includes an allowance for
6.8% of value for purchaser costs as well as 3% for sales and letting costs.

5.23

The build cost for the commercial component of the mixed-use schemes is
£1,570/sq m91. 8% is added for professional fees and 6% finance is applied to the 24
month build and 6 months void/rent free periods.

91

BCIS 1Q2020 Offices with shops, banks, flats, etc
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6.

Results of the testing
Introduction

6.1

This chapter summarises results of the generic viability appraisals for Salford. Full
details of the testing results and examples of the appraisals undertaken are set out in
Appendices VI and VII. The residential results are presented as 100% market
schemes and then with varying levels of affordable dwellings. The results assume the
non-affordable housing s106 and other policies measures are fixed. Figure 6.1 shows
the range of typologies that have been tested.

6.2

The results of the residential testing, for each typology, are shown in figures 6.2
onwards and are presented on a residual value per dwelling basis, after deduction for
land value and development return. If this figure is positive then the scheme is viable,
the closer to £0 the more marginal the typology is within the given scenario. Where
affordable dwellings are included this is shown in the second and third columns on
the chart, for each scheme typology. The ‘sale’ scheme typologies are presented by
value area, these are followed by Build to Rent, Co-living, older persons and student
accommodation.
Figure 6.1 Scheme typologies
Scheme Scheme type
ref
1
1500 flats (15 storeys)
2
1500 flats (8 storeys)
3
375 flats (11 storeys)

Land type
Brownfield
Brownfield
Brownfield

4

375 flats (5 storeys)

Brownfield

5

150 flats (5 storeys)

Brownfield

6

50 flats (3 storeys)

Brownfield

7

10 flats (3 storeys)

Brownfield

8

150 houses

Brownfield

9

150 houses

Greenfield

10

70 houses

Brownfield

11

30 houses

Brownfield

12

30 houses

Greenfield

13

10 houses

Brownfield

Dwellings Value area
1500 Premium, High, Mid-High
1500 Premium, High, Mid-High
375 Premium, High, Mid-High,
Mid
375 Premium, High, Mid-High,
Mid
150 Premium, High, Mid-High,
Mid
50 Premium, High, Mid-High,
Mid
10 Premium, High, Mid-High,
Mid
150 Premium, High, Mid-High,
Mid, Low-Mid, Low
150 Premium, High, Mid-High,
Mid, Low-Mid, Low
70 Premium, High, Mid-High,
Mid, Low-Mid, Low
30 Premium, High, Mid-High,
Mid, Low-Mid, Low
30 Premium, High, Mid-High,
Mid, Low-Mid, Low
10 Premium, High, Mid-High,
Mid, Low-Mid, Low
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Scheme Scheme type
ref
14
300 mixed (65:35 Houses
and flats – 3 storeys)

Land type

15

15 mixed (50:50 Houses
and flats- 3 storeys)

Brownfield

16

Brownfield

17

1500 BTR flats (15
storeys)
1500 BTR flats (8 storeys)

18

375 BTR flats (11 storeys)

Brownfield

19

375 BTR flats (5 storeys)

Brownfield

20

150 BTR flats (5 storeys)

Brownfield

21

Older persons – Sheltered
Housing (3 storeys)
Co-living

Brownfield

Mixed use (flats /
commercial)
Student accommodation

Brownfield

22
23
SA

Brownfield

Brownfield

Brownfield

Brownfield

Dwellings Value area
300 Premium, High, MidHigh, Mid, Low-Mid,
Low
15 Premium, High, MidHigh, Mid, Low-Mid,
Low
1500 City centre, Salford
Quays and surrounds
1500 City centre, Salford
Quays and surrounds
375 City centre, Salford
Quays and surrounds
375 City centre, Salford
Quays and surrounds
150 City centre, Salford
Quays and surrounds
50 Salford wide
500 City centre, Salford
Quays and surrounds
375 Premium, High, MidHigh
500 Salford wide

Premium value area
6.4

The Premium value area covers parts of City Centre Salford (including Greengate
and Chapel Street) and the Quays. In terms of future supply, the 2019 HELAA
baseline supply identifies nearly 22,000 units within this value area (around 60% of
the future supply identified in Salford over the period 2019-37). Most of these units
are apartments within high density ‘tall’ flatted developments.

6.5

The figures below show the results of the Premium testing (net residual per dwelling).
Results are shown for:
•

Flats with affordable housing proportions of
o 0%, 10%, 20%, 40%

•

Houses with affordable housing proportions of
o

•

0%, 10%, 20%, 50%

Mixed houses and flats schemes with affordable housing proportions of
o

0%, 10%, 20%
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Figure 6.2 Premium value area results – flats

Figure 6.3 Premium value area results – houses

43
Three Dragons – January 2021

ARV – Addendum Report

Figure 6.4 Premium value area results – mixed houses/flats

Note that different levels of affordable housing are required for flats and houses in the Premium value
area

Commentary:
•

•

•

•

•
•

In the Premium value area, using our standard assumptions, high density ‘tall’
buildings are not viable, even without affordable housing – this is a result of the
greater costs for construction and land;
However, we note that such schemes are nonetheless coming forward for
development with many recently completed or currently under construction and
this is explored further in the next chapter on sensitivity testing; we also
understand from the council that a majority of schemes being developed are for
Build to Rent and for investment rather than ‘traditional’ market residential, we
show the testing results for build to rent later in the section;
As storey heights and density reduce (Tests 4 – 7) apartment schemes can meet
the proposed SLP:DMP policy requirement in respect of affordable housing
(40%);
All the house typologies are viable at the proposed 50% affordable housing target
set out in policy H4 of the SLP:DMP – however the larger sites (Tests 8 -10) are
more marginal at 50%;
The mixed house/apartment typologies are all viable at with the full affordable
housing requirement (50% for houses and 40% for the apartments);
In conclusion, whilst the majority of scheme types in the Premium value area are
viable with the proposed SLP:DMP policy requirements, the taller buildings are
not when using standard assumptions.

44
Three Dragons – January 2021

ARV – Addendum Report

High value area
6.6

The High value area covers parts of Eccles, Swinton, Worsley and Ordsall Riverside.
In terms of future supply the 2019 HELAA includes around 4,500 units (just over 10%
of future supply). The majority of this is anticipated to come forward through a mix of
schemes.

6.7

The figures below show the results of the High value area testing (net residual per
dwelling). Results are shown for:
•

flats with affordable housing proportions of
o 0%, 10%, 20%

•

Houses with affordable housing proportions of
o

•

0%, 10%, 20%, 35%

Mixed houses and flats schemes with affordable housing proportions of
o

0%, 10%, 20%

Figure 6.5 High value area results – flats
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Figure 6.6 High value area results – houses
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Figure 6.7 High value area results – mixed houses/flats

Note that different levels of affordable housing are required for flats and houses in the High
value area
Commentary:
•

•
•

•

•

The results for the High value area follow the same pattern at the Premium value
area with high density, high rise flats not viable even without affordable housing –
with the lower sales values but similar build costs to the Premium value area, the
viability is worse – however we note that the High value area does not have
significant supply from this (tall buildings) source;
Mid-density flats are viable with proposed policy levels of affordable housing
(20%);
House only schemes are all viable with the proposed affordable housing
requirements (35%), however these are marginal at the higher levels of delivery
where site infrastructure costs are higher (such as test 9 which is for 150 houses
on greenfield land);
The mixed house/apartment typologies are all viable in the High value area at
with the full affordable housing requirement (35% for houses and 20% for the
apartments);
Again, whilst the majority of dwellings are viable with the proposed policy
requirements, the taller buildings are not – however this High value area location
is not anticipated to be an area that relies on this type of delivery.

Mid-High value area
6.8

The Mid-High value area covers the Ordsall Estate, parts of Central Salford and more
suburban areas. In terms of future supply the 2019 HELAA includes around 4,500
units (just over 10% of future supply). The majority of this is anticipated to come
forward through house and mixed house/flats schemes.
47
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6.9

The figures below shows the results of the Mid-High value area testing (net residual
per dwelling). Results are shown for:
•

flats with affordable housing proportions of
o 0%, 10%, 20%

•

Houses with affordable housing proportions of
o

•

0%, 10%, 20%

Mixed houses and flats schemes with affordable housing proportions of
o

0%, 10%, 20%

Figure 6.8 Mid-High value area results – flats
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Figure 6.9 Mid-High value area results – houses

Figure 6.10 Mid-High value area results – mixed houses/flats

Commentary:
•

All the higher density tall building schemes are significantly unviable in the MidHigh value area, but this is not a significant source of supply – viability improves
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•
•

as the number of floors reduce with Tests 4 and 5 marginal at the 20% policy
requirement and Tests 6 and 7 viable with the 20% requirement;
All the house typologies are viable with affordable housing requirements included
apart from Test 9 which is marginally unviable;
The mixed house/apartment typologies are viable although with the proposed
policy level of affordable housing, albeit marginally.

Mid value area
6.10 The Mid value area covers southern Salford and parts of Central Salford. In terms of
future supply the 2019 HELAA includes around 2,000 units (just over 5% of future
supply). The supply is anticipated to come forward through a mix of scheme types.

6.11 The figures below show the results of the Mid value area testing (net residual per
dwelling). Results are shown for:
•

flats with affordable housing proportions of:
o 0%, 10%, 20%

•

Houses with affordable housing proportions of
o

•

0%, 10%, 20%

Mixed houses and flats schemes with affordable housing proportions of
o

0%, 10%, 20%

Figure 6.11 Mid value area results – flats
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Test 13, Houses, 10, 20% AH

Test 13, Houses, 10, 10% AH

Test 13, Houses, 10, 0% AH

Test 12, Houses, 30, 20% AH

Test 12, Houses, 30, 10% AH

Test 12, Houses, 30, 0% AH

Test 11, Houses, 30, 20% AH

Test 11, Houses, 30, 10% AH

Test 11, Houses, 30, 0% AH

Test 10, Houses, 70, 20% AH

Test 10, Houses, 70, 10% AH

Test 10, Houses, 70, 0% AH

Test 9, Houses, 150, 20% AH

Test 9, Houses, 150, 10% AH

Test 9, Houses, 150, 0% AH

Test 8, Houses, 150, 20% AH

Test 8, Houses, 150, 10% AH

Test 8, Houses, 150, 0% AH

Headroom per dwelling
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Figure 6.12 Mid value area results – houses

Scheme headroom per dwelling (Mid houses)

£35,000
£30,000
£25,000
£20,000
£15,000
£10,000
£5,000
£0
(£5,000)
(£10,000)

Scheme
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Figure 6.13 Mid value area results – mixed houses/flats

Commentary:
•
•
•

Flatted typologies are not viable in the Mid value area, even without affordable
housing;
Most of the housing typologies work at the 20% policy requirement, however Test
9 is only viable with 10% affordable housing;
The mixed house/apartment typologies are viable without affordable housing but
where this is introduced they are either unviable or marginal.

Mid-Low value area
6.12 The Mid-Low value area covers parts of Central Salford and parts of Salford West
(including Pendlebury and Little Hulton). In terms of future supply the 2019 HELAA
includes around 3,000 units (just under 10% of future supply). The majority of this is
anticipated to come forward through a mix of houses led schemes with a limited
number of flat only schemes (therefore flat only schemes are not tested).

6.13 The figures below show the results of the Mid-Low value area testing (net residual
per dwelling). Results are shown for:
•

Houses with affordable housing proportions of
o

•

0%, 10%, 20%

Mixed houses and flats schemes with affordable housing proportions of
o

0%, 10%, 20%
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Figure 6.14 Mid-Low value area results – houses

Figure 6.15 Mid-Low value area results – mixed houses/flats

£0
(£2,000)
(£4,000)
(£6,000)
(£8,000)
(£10,000)

Test 15, Mixed, 15, 20% AH

Test 15, Mixed, 15, 10% AH

Test 15, Mixed, 15, 0% AH

Test 14, Mixed, 300, 20%
AH

Test 14, Mixed, 300, 10%
AH

(£12,000)

Test 14, Mixed, 300, 0% AH

Headroom per dwelling

Scheme headroom per dwelling (Low-Mid mixed
houses/flats)

Scheme

Commentary:
•

Most of the house typologies are viable within the Mid-Low value area, however
when affordable housing is included in the larger schemes, they are generally
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•

unviable – smaller schemes are marginal to viable depending on scheme size and
level of affordable housing;
The mixed house/apartment typologies are generally marginally unviable with and
without affordable housing.

Low value area
6.14 The Low value area covers two relatively small areas in the central western area of
Salford (only 1% of future supply). The majority of this is anticipated to come forward
through a mix of schemes.

6.15 The figures below show the results of the Low value area testing (net residual per
dwelling). Results are shown for:
•

Houses with affordable housing proportions of
o

0%, 10%, 20%

Mixed houses and flats schemes with affordable housing proportions of
o

0%, 10%, 20%

Figure 6.16 Low value area results – houses
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Figure 6.17 Low value area results – mixed houses/flats

Commentary:
•

•
•
•

In the Low value area, the smaller schemes (Test 10 -13) are viable without
affordable housing, tests 12 & 13 remain marginally viable with 10% affordable
housing;
The larger schemes are all unviable;
The mixed schemes are all unviable even with no affordable housing included
In conclusion whilst viability is challenging in the Low value area the anticipated
supply is very small at 1%.

Build to Rent
6.16 The build to rent (BtR) schemes do not follow the ‘sale’ value areas used for the
residential testing set out above. Instead, the values reflect rents being advertised for
build to rent schemes, which are mostly focused around city centre Salford and
Salford Quays (in the Premium value area). It is not clear how much of the future
supply will be reliant on BtR but the council suggest that a significant proportion of
the flatted/apartment schemes currently coming forward in City Centre Salford and
Salford Quays are for BtR.

6.17 The figure below shows the results of the BtR testing (net residual per dwelling).
Results are shown for:
•

flats with affordable housing proportions of:
o 0%, 10%, 20%
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Figure 6.18 Build to rent results

Commentary:
•

•

•

•

The lower rise BtR typologies Test 19 and Test 20 (375 flats and 150 flats at 5
storeys) are viable with the affordable housing requirement of 20% (as per
SLP:DMP policy H5);
As development gets higher and attracts higher per square metre build costs they
become less viable, with most of the tested schemes considered as marginal with
no affordable housing – if 20% affordable housing is included then the schemes
become more challenging;
The results suggest that there is a particular form of development which is tall
enough to achieve savings in terms of land and plot costs but not so many
storeys that the build costs become too burdensome – it could be assumed that
developers will optimise their schemes to take advantage of cost benefit ratios
and deliver a policy compliant development;
Anecdotally the council suggest that this form of development is driving the
current market in respect of high density schemes, as opposed to a more
traditional market sale – the greater viability for this type of development (as
compared with traditional market sale) supports this view.

Older persons
6.18 The testing focused on a sheltered (retirement) standalone scheme as the local
authorities considered this was the most likely over the Salford plan period. The
results of the testing, indicating the headroom are set out below:
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Figure 6.19 Older person dwellings - Premium
Test no.

21

21

21

Use
Retirement/
sheltered
housing
Retirement/
sheltered
housing
Retirement/
sheltered
housing

Affordable
housing

Net residual
value

Net residual
value per unit

0%

£3,231,934

£64,639

10%

£2,597,819

£51,956

20%

£1,962,916

£39,258

Figure 6.20 Older person dwellings - High
Test no.

21

21

21

Use
Retirement/
sheltered
housing
Retirement/
sheltered
housing
Retirement/
sheltered
housing

Affordable
housing

Net residual
value

Net residual
value per unit

0%

£50,883

£1,018

10%

-£363,053

-£7,261

20%

-£776,989

-£15,540

Figure 6.21 Older person dwellings – Mid-High
Test no.

21

21

21

Use
Retirement/
sheltered
housing
Retirement/
sheltered
housing
Retirement/
sheltered
housing

Affordable
housing

Net residual
value

Net residual
value per unit

0%

-£968,395

-£19,368

10%

-£1,296,638

-£25,933

20%

-£1,645,677

-£32,914

6.19 The results suggest that older person dwellings can come forward and meet an
affordable housing policy requirement of upwards of 20% in the Premium value area.
However, we note that the government’s most recent announcement suggests that
the ability to charge a ground rent on retirement housing has been reduced to almost
zero92. As values drop, the older person scheme is not able to support any level of
affordable housing and in the Mid-High and lower value areas is not considered
viable (even with no affordable housing).

Co-living
6.20 Co-living bridges the gap between student and traditional build to rent products. As a
recent investment option, data is limited to support the testing as set out in the
assumptions chapter. Therefore, the results below, whilst providing a guide as to
92

On 7th January 2021 the Government announced in a press release that, contrary to previous announcements, ground rents
will be reduced for retirement housing (full details not known at this stage) – very roughly this would reduce viability in the
Premium value area by £8,000- £9,000per unit. This reduction would not be enough to change the outcome of the testing
undertaken.
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whether co-living development is viable are based upon a limited set of best available
information.

6.21 The results include a 20% discount in the market rent on 20% of the units to account
for the affordable housing requirements set out in SLP:DMP in policy H5.
Figure 6.22 Co-living
Use

Number of
beds

Developer
return93

Scheme
22 CLa

Co-living
accommodation

500 beds

17.5%

Scheme
22 CLb

Co-living
accommodation

500 beds

15%

Net residual
value

Net
residual
value per
unit

£8,927,000

£17,860

£10,675,000

£21,350

6.22 The co-living schemes are viable and can meet the policy requirements in the
SLP:DMP, noting that there are a limited number of examples of this type of
development coming forward in Greater Manchester, including Salford. However,
demand is unclear for this type of accommodation in the future and it is in its infancy
as an investment product. Therefore, a degree a caution is needed and the policy
should continue to be sufficiently flexible to account for an improved understanding of
the product as it matures.

Mixed use schemes
6.23 The non-residential floorspace to be included within the mixed-use schemes has
been reviewed, using recent applications as to a guide on the type and amount of
floorspace. When costs and values are considered on this basis the findings show
that non-residential uses in the form of offices and retail do not contribute positively to
any of the tested schemes. Therefore, the viability is worse when non-residential
development is added, although it should be noted that the overall proportion of nonresidential floorspace is relatively small, so whilst the impact is negative it does not
significantly change the general viability position of the results set out above for the
residential only schemes.

Student accommodation
6.24 Two typologies were tested in respect of student housing, with 100 bed spaces and
500 bed spaces. These reflect the types of development the council considers could
come forward in Salford over the plan period. Each typology has been tested at 20%
affordable housing in line with SLP:DMP policy H7. It has been tested at 15% and
17.5% developer return to reflect different assessments of risk and return
requirement. The required return is likely to be less if the risk is reduced for a
scheme commissioned by the future operator.

6.25 The results of the testing, indicating net residual values are set out below.

93

Whilst 15% and 17.5% have been used to illustrate the impact of development return, it is considered that as an investment
product a contractor return at a lower rate of 10% could be considered as acceptable
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Figure 6.23 Student accommodation
Use

ST1a

ST1b

ST2a

ST2b

Floorspace
(sqm) / beds

Student
accommodation

3,260

Student
accommodation

3,260

Student
accommodation

16,300

Student
accommodation

16,300

Developer
return

Net residual
value

Net
residual
value per
unit

£355,826

£3,558

£609,297

£6,093

-£509,399

-£1,019

£757,958

£1,516

17.5%
100 beds
15%
100 beds
17.5%
500 beds
15%
500 beds

6.26 Purpose built student accommodation is viable for both typologies at 15% developer
return. However, if the expectation on return is higher at 17.5%, the larger typologies
may struggle in respect of viability. It is likely that most PBSA will be commissioned
by the investors who plan to operate the scheme and, in these cases, the required
return may be less as the risk to the developer is significantly reduced.

Non-residential Development
6.27 The impact of policies on non-residential costs has been reviewed as part of this
Addendum Report. Three policies have been identified with potential viability impacts
on non-residential development:
•

6.28

94

CC1 requiring non-residential development of over 1,000 sq m to meet BREEAM
Very Good standard;
• A10 requiring an EV charge point per 1,000 sq m of floorspace;
• BG2 requiring a 10% net gain in biodiversity.
The combined impact of BREEAM Very Good and the EV charging requirement is
less than 1% of construction cost, and cost impacts of this magnitude are not
considered likely to have a material impact on the deliverability of most nonresidential schemes. The impact of meeting the biodiversity net gain requirement is
between 1.4% and 3.4% of the benchmark land values used in this Addendum
Report, and the Natural England/Defra Impact Assessment suggests that this
requirement “is unlikely to lead to a significant increase on existing average
developers contributions.”94

See section 4 of this report
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7.

Sensitivity Testing

7.1

In order to take account of the variety of type and location of development
anticipated to come forward in Salford, and also to respond to some of the comments
made by representors, we have carried out a series of sensitivity tests to the main
viability testing. These focus on high density (flatted) development in the higher value
areas and explore a range of alternative scenarios for:
•
•
•

7.2

Developer return;
Build costs;
Benchmark land values.

Developer return sensitivity test –the developer return used in the main residential
testing is at 17.5% which is the mid point of the guidance in PPG and reflects the
wide range of risk and development/investment types. In response to feedback from
representors and to explore the full range of returns set out in the PPG, we test at
either end of the PPG range of 15% and 20%. (Noting that PRS schemes have a
different approach to return, which we haven’t sensitivity tested.) The results for a
sample of schemes are shown in the figure below.
Figure 7.1 Sensitivity test on developer return in the Premium value area –
residual value per unit
Developer Return
Value
Area

Test number / Typology

17.5% (Main
Test) - per unit

15% - per unit

20% - per unit

Premium 1. 1500 flats (15 storeys) 0%AH

-£4,567

£458

-£9,592

Premium 1. 1500 flats (15 storeys) 20%AH

-£23,354

-£19,334

-£27,374

Premium 2. 1500 flats (11 storeys) 0%AH

-£8,097

-£3,072

-£13,122

Premium 2. 1500 flats (11 storeys) 20%AH

-£27,274

-£23,254

-£31,294

Premium 3. 375 flats (11 storeys) 0%AH

-£12,299

-£7,274

-£17,324

Premium 3. 375 flats (11 storeys) 20%AH

-£29,723

-£25,713

-£33,753

Premium 8. 150 houses 50% AH

£12,166

£16,116

£8,216

7.3

Clearly a reduction in developer return will improve viability and an increase will have
the opposite effect. What is significant here is that where return is reduced,
typologies are more likely to be viable, such as for typologies 1 and 2 (without
affordable housing). Combined with a reduction in build costs, as discussed below,
the delivery of affordable housing alongside market is achievable in some instances.

7.4

Not all results are shown here, but at 20% developer return, although viability is
reduced, the overall viability picture is unchanged from the main testing, with the
same pattern of viability across the typologies – in all value areas.

7.5

Build costs sensitivity test – Whilst the traditional market sale model for high
density tall buildings was shown to be unviable with policy compliant affordable
housing and a set of standard assumptions, the council has indicated that there are
examples of this form of development coming forward in Salford in the Premium
value area in particular.
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7.6

As described earlier in chapter 4, the council has supplied a range of viability
appraisals that have been used to inform planning decisions and are set out in
Appendix V. This shows that, for high density tall schemes, build costs are generally
below the figure of £2,050 per sq m used for the main testing. Therefore, we have
undertaken a series of sensitivity tests for tall high-density schemes using a lower
build cost of £1,800 per sqm. This figure is considered a reasonable estimate for a
sensitivity test based on the available data. A sample of results for the Premium
value area, using lower build costs, and, for the market sale schemes, building upon
the reduction in developer return, is shown below.
Table 7.2 Sensitivity test on base build costs with lower return – residual value
per unit
Original result (per Sensitivity result (per
unit) using £2,050
unit) using £1,800 sqm
sqm base build costs base build costs

Value Area

Test number / Typology

Premium

1. 1500 flats (15 storeys) 20%AH

-£23,354

£2,477

Premium

2. 1500 flats (11 storeys) 20%AH

-£27,274

-£1,036

Premium

3. 375 flats (11 storeys) 20%AH

-£29,733

-£5,092

BtR
BtR
BtR

16. 1500 flats (15 storeys) 20%AH
17. 1500 flats (11 storeys) 20%AH
18. 375 flats (11 storeys) 20%AH

-£9,404
-£13,329
-£15,861

£12,161
£8,666
£4,630

7.7

The results of the sensitivity testing show that for the traditional market sale product,
with 20% affordable housing, typology 1 (1500 units) is viable when build costs and
return are reduced. Typology 2 (also 1,500 units) is close to viable, and typology 3
(375 units) is less viable but still with potential to deliver some affordable housing
(albeit unlikely the full policy requirement).

7.8

The Build to Rent typologies become comfortably viable with the full policy compliant
level of affordable housing when the base build costs are reduced.

7.9

Land value sensitivity test – a higher land value at £1,038,000 per hectare has
been included within the sensitivity testing to reflect comments received during
consultation regarding the need to use a higher land value.

7.10

The results of including this higher land value show limited impact on higher density
schemes, largely due to the more intensive use of the land on relatively small plots
whereby an increase in value on a per hectare basis does not increase land value
significantly.
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8.

Addendum Report Conclusions
Scope of the Addendum Report

8.1

The evidence base for the SLP:DMP, included the Assessment of Residential
Viability95 (ARV) which highlighted, in its conclusions, the variability in viability, both
between sites and typologies. Representations received by the Council
challenged aspects of the Council’s assumptions and approach to viability testing
presented in the ARV. This Addendum Report has sought to address representors’
comments through a series of additional viability tests for residential developments,
with a focus on development types that will represent a high proportion of the future
supply – especially flatted development in the highest value area (the Premium value
area). The main testing undertaken for the Addendum Report has been
supplemented by a limited number of sensitivity tests to address specific issues
raised by commentators or where some of the available evidence indicates an
alternative assumption should be considered.

8.2

The Addendum Report has also provided evidence about the viability of other
residential and non residential development which will be affected by plan policies
with a potential impact on the economics of development.

Residential development.
8.3

The viability testing for this report has confirmed the variability in viability between
sites and significant differences between development in different value areas which
are reviewed in turn.
Premium value area

8.4

Using our standard assumptions, schemes of sale houses are viable and can meet
the policy requirements in the SLP:DMP.

8.5

However, this is not the case for sale market high density ‘tall’ buildings (i.e. 8-15
storeys) which are not viable, even without affordable housing. It is a similar picture
with the tallest developments modelled as Build to Rent (and most likely to be
delivered within the Premium value area) – although the ‘viability gap’ is less.
Information provided by the council indicates both that tall buildings are being
promoted in the Premium Value area and that their build costs vary considerably,
with evidence that it is reasonable to test at a reduced build cost (at £1,800 per sq
m). This sensitivity test increases residual values such that Build to Rent schemes
become viable and capable of meeting the full set of policy requirements. The same
typologies tested as market sale schemes become nearer to full viability with 20%
affordable housing. Improvements are also achieved using a reduced level of
developer return (consistent with the PPG) which in conjunction with a reduced build
cost indicate affordable homes could be achieved on some schemes that previously
were unviable. Increasing the return to 20% simply makes unviable schemes even
less viable. The final sensitivity test is of an alternative benchmark land value and
this has very limited impact on viability – given the relatively small plot sizes of these
schemes.

8.6

As storey heights and density reduce (3-5 storeys), apartment schemes can meet the
proposed SLP:DMP policy requirements, including for 40% affordable housing.
Schemes modelled with a mix of houses and (lower rise) flats are also viable and
meet policy requirements (noting that such schemes represent a small element of
likely future supply).

95

Salford City Council (January 2020) Assessment of Residential Viability
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High value area
8.7
8.8

8.9

In terms of future supply, it is anticipated that just over 10% of delivery will be in the
High value area through a mix of scheme types.
The results for the High value area follow a similar pattern as in the Premium value
area with high density, tall flats not being viable (even without affordable housing) but
lower density flatted schemes being able to provide 20% affordable housing.
Schemes comprising houses only and schemes which include a mix of (lower rise)
flats and houses are able to meet all policy requirements, including for affordable
housing.
Mid-High value area

8.10

The Mid-High value area is also anticipated to contribute just over 10% of future
supply, the majority of which will be as houses and mixed house/apartment schemes.

8.11

Again, tall flatted developments are not viable but these types of development are
unlikely to form a significant element of the future supply in the Mid-High value area.
However schemes of houses on their own or with a mix of houses and lower density
flats, are generally viable.
Mid value area

8.12

The Mid value area is only expected to deliver around 5% of the future supply.
Where development is as houses or a mix of houses and (low density) flats, schemes
are generally viable although, with the latter, achieving full policy compliance may
require flexibility to achieve a mix of units that will achieve viability.
Mid-Low value area

8.13

The Mid-Low value area is expected to deliver under 10% of the future supply.
Smaller schemes of houses are viable and can meet policy requirements but larger
schemes (we tested a scheme of 150 houses) may not be able to deliver the full 20%
of affordable housing as required in the SLP:DMP. Introducing flats into residential
schemes adversely impacts on viability.
Low value area

8.14

Viability is challenging in the Low value area for all forms of residential typologies
tested although smaller housing only schemes can be viable, but generally without
affordable housing. But the anticipated supply in the Low value area is very small at
1%.
Overview of main residential testing

8.15

In considering the outcome of the viability testing, attention is concentrated on the
Premium and High value areas. This is because some 70% of the future supply is
anticipated to be here, with a focus on taller, high density developments. Using our
standard assumptions, the ability of these schemes to deliver the policy requirements
in the SLP:DMP is limited. However, with alternative but realistic assumptions about
build costs and developer return, policy compliant schemes are much more
achievable, including policy H4 Affordable Housing. In all areas of Salford, lower
density/lower rise flats and houses tend to be the more viable form of development
and can deliver policy compliant schemes. This may not be the case in the lowest
value (Low) area but the future anticipated supply from here is de minimis and some
forms of development could be viable. It is noted that availability of public subsidy
could improve viability but this has not been tested.
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Other residential
Older persons
8.16

The testing focused on a sheltered (retirement) standalone scheme with results
indicating that older person dwellings can come forward and meet upwards of at least
a 20% affordable housing requirement but only in the Premium value area.
Elsewhere, this type of development would not be viable or only viable with zero
affordable housing.
Co-living

8.17

The high level analysis of Co-living development, indicates such schemes will be
viable and able to meet SLP:DMP policy requirements. However, as a relatively new
development type, until there is an improved understanding of the product, it would
be pragmatic for the policy to be applied flexibly.
Mixed use schemes

8.18

Non-residential uses in the form of offices and retail do not contribute positively to
any of the residential schemes to which these uses have been included. But since
the overall proportion of non-residential floorspace is relatively small, including non
residential uses has little impact on overall viability in mixed use schemes as tested.
Student accommodation

8.19

Purpose built student accommodation is viable at 15% developer return. However, if
the expectation on return is higher at 17.5%, some student accommodation schemes
may not be viable. Where schemes are commissioned by the investors who plan to
operate them, the required return may be less as the risk to the developer is
significantly reduced.
Non-residential Development

8.20

The impact of policies on the costs of non-residential developments have been
reviewed and three policies identified with potential viability impacts:
•

8.21

CC1 requiring non-residential development of over 1,000 sq m to meet BREEAM
Very Good standard;
• A10 requiring an EV charge point per 1,000 sq m of floorspace;
• BG2 requiring a 10% net gain in biodiversity.
The potential additional costs of the policies have been assessed and found to be
minimal and unlikely to have a material impact on the deliverability of most nonresidential schemes.
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