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1 Introduction
1.1 Policy context

This document represents a Position Statement with respect to West Oxfordshire
DC’s Affordable Housing Viability Study, the Draft Final Report of which was
completed in November 20009.

The final report provided three main options for policy setting based on viability.
These were to:

e Retain the current policy target of 30% in Witney and Carterton and 50%
elsewhere in the District. [It was stated that] we do not think that this is a wholly
inappropriate policy from a viability perspective although the split may be too
crude and is probably not ambitious enough at the lower end of the market.

e Introduce a split target which is more directed. [It was stated that] This would
adopt a policy of 35% in Carterton and Witney, 40% in Eynsham, Mid Rural and
Rural East, Rural South, Chipping Norton and Rural North and Woodstock and
Rural East — and — a target of 50% in Prime West Oxon.

e [It was stated that] A third option is a more refined one. This would follow the
same split as the second option. However it would recognise that Witney has a
higher and a lower value area and as such a 40% target might be attainable in
some locations, but with the rider that grant would routinely need to be available
to bolster the target in weaker value areas.

The Draft West Oxfordshire Core Strategy 2011set out the Council’s policy following

the viability analysis. Policy CS10 (Affordable Housing) states that:

‘On undeveloped sites at least 50% of the proposed dwellings should be affordable
homes.

[and]
On other types of land:

in Witney and Carterton at least 35% of proposed dwellings should be affordable
homes

elsewhere at least 40% of proposed dwellings should be affordable homes’.

The policy adopted a split target approach in two ways. First, between undeveloped
and developed sites, and second, between areas, with, in the case of the latter, at
least 35% being sought in Witney and Carterton, and at least 40% being sought
elsewhere.
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1.2  Significant changes since the Viability report of 2009

A number of changes have occurred since Three Dragons completed their study in
November 2009. These changes can be summarised in terms of political change
and market change.

Planning

An election has taken place since the publication of the 2009 report. The
implications for planning and housing delivery are far reaching. A number of policies
have been catapulted into the public domain with important implications for the
house building industry. Most significant of these are the intention to abolish
Regional Spatial Strategies, the Localism Agenda and the New Homes Bonus. The
dual messages of growth and local autonomy have been, it is fair to say in many
quarters, interpreted as leading to a state of planning paralysis.

A recent amendment to the Localism Bill amendment adds a new consideration to
make "any local finance considerations" material to an application. The amendment
was introduced following concern that the Government’s flagship New Homes Bonus
policy, which aims to incentivise the building of new houses for local authorities,
would be open to legal challenges if town halls made planning decisions based on
financial incentives.

Amongst this plethora of initiatives may lie an irony: that the impetus to develop may
in some locations end up producing more housing than would otherwise have been
delivered under RSS.

Until national policy becomes coherent, it is difficult to say how these various policy
flyers will work through into delivery, if at all. There is strong opposition from
amongst both the development industry and the planning institutions.

Housing

On the housing front, the most significant change is the introduction of Affordable
Rent housing. This is an Affordable Housing tenure which allows a Registered
Provider to let units at up to 80% of the open market rent. Government’s intention
here seems to be allow housing associations to develop housing more viably and
thereby boost the supply of housing overall.

As housing associations can replace Social Rent with Affordable Rent, the revenue
in theory rises. In large parts of the Midlands and the North, the new tenure will
make only a marginal difference. In the South and London, it will generate greater
revenue, although recent research has shown (GVA) that the new tenure will only
begin to cover build costs in a number of Central London locations.
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This, combined with the obviously linked affordability challenge in the South and
London, along with the evidence emerging from many Strategic Housing Market
Assessments, showing a greater needs for Social Rented homes, makes it difficult to
be optimistic about the future success of the policy.

The market

The housing market appears to be diverging with areas of the North and Midlands
seeing lower prices and those in the South and Greater London seeing price
increases.

In some respects this follows a traditional pattern of ‘ripple effect’. Prices in Greater
London have risen significantly in some boroughs since 2010 and have risen in
some measure in all boroughs.

Prices in higher value locations such as West Oxfordshire have also risen over the
past few months (see Section 2 below).

In some measure this may be to do with lower development rates, which is a supply
side impact. However, pure shortage only goes so far towards explaining why house
prices rise and fall.

Significant also is the level of credit, and there seems to be a general agreement
amongst housing professionals that a lack of credit, as it affects in particular First-
Time-Buyers, is exerting a downward pressure on prices.

Thus some balancing is occurring.

For developers, the lack of credit is significant. This seems to be most significant for
smaller developers and those who do not already have land banked.

The impact on development is not seen, as in the two previous recessions of the
early 1980s and 1990s, in higher interest rates, but in a sheer difficulty in accessing
funding.

The longer term

Clearly, the Council’s policy will need to apply over the Plan period. At the moment,
this can be regarded as the ‘long run’.

Changes over the long run are difficult to project. Historically the housing market
has grown strongly, well in excess of the rate of inflation and indeed of build costs.
There is no evidence to suggest that over the longer run this will not happen.

It is also clear however that the early growth seen in 2010 has lost momentum since
the Summer of 2010 and with it, housing market stimulus.
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In the short run therefore, the Council will need to be flexible in its approach to
housing and Section 106 delivery particularly where it wishes new development to be
built or where sites have stalled due to market change.

In the case of the latter, The Coalition government are encouraging a flexible
approach. In a ministerial statement issued following the Budget, Decentralisation
Minister Greg Clark said that "all local authorities should reconsider section 106
agreements that currently render schemes unviable, and where possible modify
those obligations to allow development to proceed".

2 Market change and its impact in West Oxfordshire
21 Values and costs

Two main variables are significant in assessing the impacts of market change since
October 2009 and today. These are house prices and build costs.

We have looked at these two key variables over the period between October 2009
(baseline date for the Viability Study), and March 2011 (the latest date for which
house price data is available from HM Land Registry).

It will be recalled from Section 2 of the main report of November 2009, that we are
concerned to a significant extent with the relationship between values and costs, as
set out in the diagram below:

Figure 1 Theory of the Section 106 process
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For Oxfordshire as a whole, prices have risen by 5% between October 2009 and
March 2011.
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The data for this is shown in Appendix 1 of this report.

On the costs, side, the RICS BCIS (Building Cost Information Service) shows that
costs have risen also by 5%. These costs relate to the South East and are
measured between Quarter 4 2009 and Quarter 2 2011 (this is a forecast).

The net impact of an equivalent increase in values and costs is to make
development more viable.

This is because the gross development revenue of a scheme in a location such as
West Oxfordshire is likely to be higher than the costs: 5% of a larger number is more
than 5% of a smaller number. This means, all considered, a higher residual value for
sites.

2.2 Residual values

We have run the price and cost increases through the West Oxfordshire Viability
Toolkit. The results are shown in Figure 2 below:

Figure 2 Residual values October 2009 versus March 2011

Residual Values October 2009 versus March 2011

Prime West Oxon Woodstock and Chipping Norton Witney Higher  Eynsham, Mid  Witney Lower
Rural East & Rural North Value Rural & Rural East Value

H 0% 2009 H 0% 2011 & 25% 2009 H 25% 2011 & 30% 2009 & 30% 2011 & 35% 2009
 35% 2011 i 40% 2009 M 40% 2011 W 50% 2009 W 50% 2011 ki 60% 2009 W 60% 2011

The graph shows residual values (£ million per hectare) for a typical 40 dwelling per
hectare scheme. This adopts the same assumptions as in the main report of
November 2009, but with house prices, build costs and Social Rents all increased by
5%.
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Figure 2 shows that in every scenario, residual value is higher in 2011 than in 2009.
This follows logically from the assumption that an equivalent increase in prices and
costs will lead to a higher residual value.

The residual value increases are not significant, particularly in absolute terms at the
lower end of the market.

In a mid market location such as Higher Value Witney, an increase in residual value
of around 6% is seen between October 2009 and March 2011.

The overall conclusion that can be reached here is that land values (in so far that
these reflect residual values) have not fallen since our main report; quite the reverse,
they are likely to have increased.

With this, the scope for affordable housing contributions is increased. Of course, the
ultimate test of viability is whether residual values for residential development have
increased relative to other uses. We have no evidence to suggest that this is not the
case, and would stress that the Council can take account of these variations on a
site by site basis using the Viability Toolkit.

The assumptions underlying the analysis in Figure 2 above is given in Appendix 2.
3 The impact of Affordable Rent on viability

As discussed in Section 2, a key potential tenure change may see an increased
provision in Affordable Rented housing at the expense of Social Rented housing.

We do not consider here the merit of either tenure in terms of its affordability and
ability to meet housing needs; only the impact on the viability of schemes. In doing
so, the Council will need to satisfy itself that Affordable Rent is an appropriate tenure
to deliver in a location such as West Oxfordshire where house prices and open
market rents are already very high in relation to most other areas of the country.

Figure 3 sets out a comparison of residual values based on a range of sub markets
in West Oxfordshire. The chart compares:

e Residual values as at Oct 2009 based on 70% Social Rent and 30% Shared
Ownership;

e Residual values as at March 2011 based on 70% Social Rent and 30% Shared
Ownership;

e Residual values as at March 2011 based on 70% Affordable Rent and 30%
Shared Ownership (i.e substituting Social Rent with Affordable Rent);

The graph shows that for a 40 dph scheme a combination of Affordable Rent and
Shared Ownership provides the highest residual values.
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The residual values are higher than for the March 2011 ‘baseline’ analysis which
included 70% Social Rent and 30% Shared Ownership. Since that scenario
produced higher residual values than for the October 2009 baseline (70% Social
Rent and 30% Shared Ownership), it follows that a scheme with a high proportion of
Affordable Rent developed now, is likely to produce significantly higher residual
value than for a scheme developed in October 2009 at the baseline position.

Figure 3 Impacts of Affordable Rent by comparison with baseline
scenarios (2009 and 2011)

RVs (£ million) - Oct 2009 SR:SO; March 2011 SR:SO; March 2011 AR:SO
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4 Conclusions

This analysis has looked at the impacts of market and policy change since October
2009. Two main changes have been considered: the effect of changing selling
prices and build costs, and, the impact of Affordable Rents on residual value.

In both instances in West Oxfordshire, the impacts are to increase residual value,
which, all other things equal, have the impact of making schemes more, rather than
less viable.
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We thus conclude that the findings of the main study published in November 2009
are robust today. This means that the policy options offered in the 2009 report are
robust, and as far as we can reasonably forsee over the Plan period, are also robust.

That being stated, the Council will need to be wary of the very difficult policy
environment in which the development industry currently operates. Until greater
clarity of planning direction is given at the national level, then the Council should
maintain a flexible approach in order to maintain development momentum and to
deliver Section 106 contributions.
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Appendix 1 Change in market prices and build costs

Change in market prices:

Land Registry .
House prices FAQs Contact us Site map

English Cvmrasg % 2
: House price index - custom reports

| | Search
' ' House Price Index - Oxfordshire Council
+Forms | publications
R 32
E-services 107
Add value services 3084
+Customer service 306+
+Fees 304
Business e-services = x 3024
Find a property = B a0
Mortgage e-signature = H S
Register your land £
+Education and training g 2
+ Latest information 2 2944
+Practice 2921
+ Property information 290+
+ Your information rights 288
+Information charter 2864
+About us 284 : . . : .
Terms and conditions Ot 09 Jan 10 Apr 10 Jul1o Qct10 Jan 11
Publication schemes = Month
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House Price Index report - Oxfordshire Council
(October 2009 - March 2011)

Index Average Monthly Annual Sales
Price (£) Change (%) Change (%) Velume
October 2009 2869 224 364 12 4.7 860
MNovember 2009 2901 226,893 1.1 -1.0 779
December 2009 2917 228,128 0.5 21 1.035
January 2010 2957 231,309 14 4.6 472
February 2010 2589 233,767 11 7.6 573
March 2010 3006 235,131 0.6 9.2 646
April 2010 3017 235,975 0.4 101 783
May 2010 303.3 237,238 0.5 10.9 T08
June 2010 3034 237.308 0.0 10.6 833
July 2010 3051 238,641 0.6 9.8 919
August 2010 307.9 240,791 0.9 9.3 881
September 2010 308.3 241,109 0.1 8.7 820
October 2010 308.2 241,015 0.0 7.4 740
Movember 2010 306.4 239,660 -0.6 5.6 716
December 2010 303.8 237,580 -0.9 4.1 649
January 2011 3004 234,946 -1.1 1.6 443
February 2011 300.6 235,100 0.1 0.6 -
March 2011 301.4 235,723 0.3 0.3 -
Change in build costs:
d_;;%? BCIS Dr Andrew Golland MRIG. - ogged on at 3:01PM on 14 May 2011
- Series Selection | Individual | Group | Graph | Definitions
Home 2Q2006 231 85 1.3% 1.3%
Anal = 3Q2006 228 75 32% -13%
indices) 40Q2006 232 61 1.8%
Average Prices 1Q2007 239 73 3.0%
Duration 202007 241 66 43% 0.8%
Briefing 3Q2007 248 69 8.8% 29%
Studies
4Q2007 251 63 8.2% 1.2%
MNews
Da e 1Q2008 249 66 42% 0.8%
Digests 2Q2008 247 68 25% 08%
Search 3Q2008 246 54 -0.8% 0.4%
4Q2008 240 50 44%
1Q2009 223 64 -10.4 %%
2Q2009 216 52 -12.6 %
3Q2009 216 62 0.0%
4Q200% 212 63 -11.7 % -19%
1Q2010 209 61 -6.3 % -1.4%
2Q2010 216 40 0.0% 33%
3Q010 216 33 0.0% 0.0%
4Q2010 219 21 33% 1.4%
1Q2011 ool | Forecast 57% 0.9%
2Q2011 223 Forecast 32% 0.9%
3Q2011 224 Forecast 0.4%
4Q2011 226 Forecast 32% 0.9%
1Q2012 228 Forecast 0.9%
2Q2012 230 Forecast 3.1% 0.9%
3Q2012 231 Forecast 3.1% 04%
4Q2012 233 Forecast 3.1% 0.9%
1Q2013 235 Forecast 3.1% 0.9%

Costs:
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Q4 2009 - 212

Q2 2011 (Forecast) - 223

Therefore increase of 5%

Affordable Rents

OMR Affordable Rent
Monthly | Weekly | AR @ 80% OMR | 95% Occupancy | Say
2 Bed Flat £700 £162 £129 £123 £125
2 Bed Terr £750 £173 £138 £132 £130
3 Bed Terr £900 £208 £166 £158 £160
3 Bed Semis £925 £213 £171 £162 £165
3 Bed Det £1,200 £277 £222 £210 £210
4 Bed Det £1,500 £346 £277 £263 £265
Appendix 2 Example
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West Oxon Update May 2011

40 Dph Scheme

ﬂ | Fisred resl. ainel siccante]. B beens ancl Conelitions set oul in the

West Codfordshire
Witney Higher ¥ alue v

Affordable Housing Viability Study — Position Statement May 2011 Page 12



Resulting Mumber of Dwellings

Resulting Density

Clear Tahle Llze Default Lhit Types Wiers Default bix -=

Dweeliing
Type

Descripon of Dweling Parking (fiats only)

2 Bed Flaz Flat

2 Bed Terraces House
3 Bed Terraces House
3 Bed Semis House
3 Bed Detached House
4 Bed Detached House

Total Number of unis
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Clear Table

wienn Default walues -=

Market Walue

Adjusiad Market

£200,000 |

E215,0:00

2245, 000

255,000

£330, 000

z
Jo
ammmwmgé

EA50, 000

Q6| =m0 |n]=

o>t Pacie

AFFORDAELE

Clear Table

Inizrmediaie
rent

Discount Market

Percemage Purchased

| Rendal limit on unbought share

purchaser for Discount Market
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Descripdon

Social Rent Values (|

Clear Tables

par week)

View Default Rents -=

Inkermediaie Rent Values (per week)

Ne. of 5ot Renss

User Renis

Mo, of
unis

Market Rent

Adjust User Renis

2 Bed Flats

7700

2 Bed Terraces

79.00

3 Bed Terraces

3 Bed Semis

3 Bed Defached

4 Bed Defached

£
£
£
£
£
£

oo |=|ch|on|defofraf—=)

Social Rent

tac] Kacl Facl Kacd Facl ac] Facd Bacl Facl Facl Facl Kacd Kacl Bacl Facl Eacl Facl Facl Facl Fac)

Toolka
Walues

tac] Kacl Facl Kacd Facl ac] Facd Bacl Facl Facl Facl Kacd Kacl Bacl Facl Eacl Facl Facl Facl Fac)

tac] Kacl Facl Kacd Facl ac] Facd Bacl Facl Facl Facl Kacd Kacl Bacl Facl Eacl Facl Facl Facl Fac)

ClearTahle

Cosis per anmnum

Management & Mainienancg £

1,000

Woids/bad debis

300

£

200

MNew Build HomeBuy

Coosts per annum

| Rental Factor

Intermediate Rent

Costs per annunm

yop
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Clear Tahles

Professional Fees % of build cosls

Internal Overheads of build costs (Market and Discount Market unis)

Inierest Rate (Markef) of build Cosis (Market, Discount Market and Low Cost Sale unis)
Inieresi Rate (Afiordable Housing) of build cos (SR, HB, IR unis)

Markeling Fees of markef value (Market and Discount Market unis)

Developers Return of markef value (Market and Discount Market unis)

Confraciors Refurn of developmeni costs (SR, HB, IR and LCS units)

Land financing coss

Sustainable Homes Standard
Market Housing Afiordable Housing
None None

Casts incured for Sustainable Homes Levels Nane and Nons Scheme Total
<Ener Costs Descriplon> per dwelling
<Ener Cogis Descripion> per hectare
<Enier Cosis Descriplon>

Clear Table

Input by Total Input by Unit Calculated
Affordable Total

User Toial New Buld | Infermedile | Di (Affordable
HomeBuy rent and Sale)

m
B

—
_|_|_|_|_|_|_|_|_|_|_|_|_|_|_|%

Obligaions package per unit
Confribuion from Commercial | ]

Toial for Scheme divided by fotal number of unis
Total for Scheme divided by number of sale unis
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Affordable Housing Tenures

Number of units

i} Default gncosis rae (%)
) User oncosis (%)
i) User oncosts By Unit (£

Oncosts per Unit
Tofal oncosts for Affiordable Housing

Total Oncosts for Afiordable Housing
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Site Reference Details

Sie Reference Number

Applicaiion Number

REVENUE AND COSTS

RESIDUAL VALUE

Total scheme revenue

Total scheme costs

Confribusion o revenue from:

Market housing

Afiordable Housing

- Social rent

PUELIC SUBSIDY (GRANT)

- New Build HomeBuy

Whole Scheme

- Iner Rent

Per Social Rental dwelling

- Discount Market

Per Mew Build HomeBuy dweliing

- Local Sale

Confribuson t0 cosis from:

Per Iniermediaie Rent dwelling

Alternative Site Values

Market housing

Afiordable Housing

- Social rent

Akernadve Use Value 1

- New Build HomeBuy

Alernaiive Use Value 2

- Iniermediaie Rent

- Discount Market

- Local Sale

Land Finance

Alernaive Use Value 3

AFFORDAEBLE UNITS
Quani 26 of All Unis

niermediaie

Against residual
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