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Addendum 
 

Further to the commencement of this study, Regional Spatial Strategies have been 
revoked. References to the East of England Plan and the Regional Spatial Strategy 
have been retained within the report as this was the planning policy context when the 
study was undertaken.  
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1 INTRODUCTION 

Review of project aims  

Welwyn Hatfield BC, in conjunction with Hertsmere DC and St Albans District 
Council, appointed Three Dragons (AG) in 2009 to undertake a Development 
Economics Study (DES) to examine the economic viability of land for housing 
development in the area The project brief explained that the DES will be used 
by the Councils to inform the development of policies in Core Strategies and 
other Local Development Documents. 
The DES was specifically required to examine the opportunities to deliver 
affordable housing in each of the local authority areas. It was also required to 
take account of other existing policy objectives (or possible future objectives) 
such as the achievement of sustainable building standards, Lifetime Homes and 
contributions that may be sought towards physical, social or green infrastructure 
through planning obligations (or a potential Community Infrastructure Levy).  
This DES examines the viability of delivering affordable housing by considering 
a range of possible different policy options for new qualifying thresholds and 
percentages for requiring the provision of affordable housing.   
Where relevant, account was also to be taken of relevant outputs from other 
studies, such as the Hertfordshire Infrastructure and Investment Strategy, 
Strategic Housing Land Availability Assessments or Strategic Housing Market 
Assessments. 
This report explains the research undertaken to address the brief and the main 
findings of that research. This project will support work on the Councils’ Local 
Development Framework (LDF).  

Policy context - national 

National planning policy, set out in Planning Policy Statement (PPS) 3 makes 
clear that local authorities, in setting policies for site size thresholds and the 
percentage of affordable housing sought, must consider development 
economics and should not promote policies which would make development 
unviable. 
PPS3: Housing (November 2006) states that:   

“In Local Development Documents, Local Planning Authorities should: 

Set out the range of circumstances in which affordable housing will be required. 
The national indicative minimum site size threshold is 15 dwellings. However, 
Local Planning Authorities can set lower minimum thresholds, where viable and 
practicable, including in rural areas. This could include setting different 
proportions of affordable housing to be sought for a series of site-size thresholds 
over the plan area. Local Planning Authorities will need to undertake an 
informed assessment of the economic viability of any thresholds and proportions 
of affordable housing proposed, including their likely impact upon overall levels 
of housing delivery and creating mixed communities”. (Para 29) 
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 The companion guide to PPS31 provides a further indication of the approach 
which Government believes local planning authorities should take in planning 
for affordable housing.  Paragraph 10 of the document states: 
“Effective use of planning obligations to deliver affordable housing requires 
good negotiation skills, ambitious but realistic affordable housing targets 
and thresholds given site viability, funding ‘cascade’ agreements in case grant 
is not provided, and use of an agreement that secures standards.” (our 
emphasis). 
 
Accordingly, this study considers the percentage of affordable housing that 
could be sought on mixed tenure sites and the size of site from above which 
affordable housing could be sought (the site size threshold). 
Policy context – The Regional Spatial Strategy for the East of England 

Policy H2 of the East of England Plan (May 2008) deals with affordable 
housing. It requires local authorities to set where appropriate, separate targets 
for social rented and intermediate housing. Targets should be based on the 
objectives of the RSS, local assessments of need and the Regional Housing 
Strategy. At the regional level, delivery is to be monitored against a target that 
35% of all housing coming forward through planning permissions granted after 
the publication of the EoEP are affordable. The supporting text to this policy 
indicates that targets of more than 35% may be justified in more pressurised 
areas. 
Community Strategy Objectives and targets 

The Sustainable Community Strategy (SCS) for Hertfordshire is “Hertfordshire 
2021: A Brighter Future”. It is produced by Hertfordshire Forward, a partnership 
of the key agencies in the county with an interest in improving the quality of life 
and wellbeing of local people. The SCS highlights housing and affordability as 
key areas of concern for improvement. Long-term objectives include ensuring 
that there is an appropriate mix of housing with a minimum of 35% of new 
housing to be affordable and sensibly integrated with private housing. 

“Welwyn Hatfield 2021” is the Borough’s Corporate and Community Plan (May 
2008). The shared long term objectives to 2021 reflect both local and county-
wide priorities with the delivery of affordable housing and quality 
neighbourhoods included in its long-term objectives to ensure that people have 
a decent home. 

Policy context – Welwyn Hatfield BC  

Saved Policy H7 the Welwyn Hatfield Local Plan, adopted in 2005, states that: 
 
‘Within the towns and specified settlements, the Council will expect all 
proposals for residential development on sites of 1ha or more, or with 25 units 
or more, to include the provision of affordable housing to meet the needs of 
local people who cannot afford to occupy dwellings generally available on the 
open market. The Council will therefore seek through negotiation a proportion of 

 

1 CLG, Delivering Affordable Housing, November 2006 
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1.12 

affordable housing, which as a minimum should comprise 30% subsidised 
housing, on each suitable site. The proportion, type and mix of affordable 
housing will be based on information in the latest housing needs survey and the 
criteria in Section 10 of Circular 6/98.’ 
 
Existing policy therefore aims for a minimum of 30% affordable housing to be 
delivered on sites of 25 units or one hectare.   
 
The Welwyn Hatfield Core Strategy  
 
In the spring of 2009, the Council consulted on its Core Strategy Issues and 
Options Paper. The Paper states that in order to help meet the Borough’s 
affordable housing needs, the Councils overall strategy will be to set an overall 
target which is in line with the Hertfordshire Sustainable Community Strategy 
target, i.e. that a minimum of 35% of new housing will be affordable. The 
Council will seek to deliver a range of housing types, sizes and tenures, as 
informed by its evidence gathering.  To help achieve this target, the Issues and 
Options Paper explores a range of options including: reducing thresholds to 15 
units in the Borough’s urban areas, introducing lower thresholds than 15 
(possibly variable), especially if it helps affordable housing provision in the large 
and small villages, seeking a financial contribution from small sites in lieu of on-
site provision or exempting sites below certain thresholds from making any 
provision. Around large and small villages, options are also explored for 
affordable schemes only or for a mix of affordable and market options. 
 
Monitoring 
 
The Council’s Annual Monitoring Report (2008/2009) indicates that, as an 
average, just over 30% affordable housing has been delivered in the borough 
over recent years, as a percentage of all housing completions.  

 
 

Year Total Completions 
(gross) 

Affordable 
Completions (gross) 

% Affordable 

2001/02 95 40 42.11% 

2002/03 504 180 35.71% 

2003/04 825 240 29.09% 

2004/05 682 178 26.10% 

2005/06 737 110 14.93% 

2006/07 708 307 43.30% 

2007/08 768 265 34.51% 

2008/09 348 185 53.16% 

Total 4,667 1,505 32.24% 
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Research undertaken for this study 

There were four main strands to the research undertaken to complete this 
study: 

• Discussions with a project group of officers from the Council to help inform 
the structure of the research approach; 

• Analysis of information held by the authority, including that which described  
the profile of land supply; 

• Use of the Three Dragons Toolkit, adapted for Welwyn Hatfield Council 
(and the other client local authorities) , to analyse scheme viability (and 
described in detail in subsequent chapters of this report); 

• A workshop held with developers, land owners, their agents and 
representatives from a selection of Registered Social Landlords active in 
the district.  

 

Structure of the report  

The remainder of the report uses the following structure: 

• Chapter 2 explains the methodology we have followed in, first, identifying 
sub markets and, second, undertaking the analysis of development 
economics.  We explain that this is based on residual value principles; 

• Chapter 3 describes the analysis of residual values generated across a 
range of different development scenarios (including alternative percentages 
and mixes of affordable housing) for a notional 1 hectare site;  

• Chapter 4 considers options for site size thresholds.  It reviews national 
policy and the potential future land supply and the relative importance of 
small sites.  The chapter considers practical issues about on-site provision 
of affordable housing on small sites and the circumstances in which 
collection of a financial contribution might be appropriate (and the 
principles by which such contributions should be assessed); 

• Chapter 5 identifies a number of case study sites (generally small sites 
which are currently in use), that represent examples of site types found in 
the authority.  For each site type, there is an analysis of the residual value 
of the sites and compares this with their existing use value; 

• Chapter 6 summarises the evidence collected through the research and 
provides a set of policy options. 

 



 

2 METHODOLOGY 
 

Introduction 
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2.2 

2.3 

In this chapter we explain the principles underlying the methodology we have 
followed.  The chapter explains the concept of a residual value approach and 
the relationship between residual values and existing/alternative use values. 
 

Viability – starting points 

We use a residual development appraisal model to assess development 
viability.  This mimics the approach of virtually all developers when purchasing 
land.  This model assumes that the residual value of the site will be the 
difference between what the scheme generates and what it costs to develop.  
The model can take into account the impact on scheme residual values of 
affordable housing, s106 (or similar) contributions and other policy objectives.   
Figure 2.1 below shows diagrammatically the underlying principles of the 
approach.  Scheme costs are deducted from scheme revenue to arrive at a 
gross residual value.  Scheme costs assume a profit margin to the developer 
and the ‘build costs’ as shown in the diagram include such items as professional 
fees, finance costs, marketing fees and any overheads borne by the 
development company. A site is extremely unlikely to proceed where the costs 
of a proposed scheme exceed the revenue. 

 
Figure 2.1 Theory of the Section 106 Process 

 
2.4 The gross residual value is the starting point for negotiations about the level and 

scope of s106 contribution.  The contribution will normally be greatest in the 
form of affordable housing but other s106 items will also reduce the gross 
residual value of the site.  Once the s106 contributions have been deducted, 
this leaves a net residual value. 
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The net residual value effectively represents what the site is “worth” (the return 
to the landowner). Calculating what is likely to be the value of a site, given a 
specific planning permission, is however only one factor in deciding what is 
viable. 
Simply having a positive net residual value will not guarantee that development 
happens.  The existing use value of the site, or indeed a realistic alternative use 
value for a site (e.g. commercial) will also play a role in the mind of the land 
owner in deciding whether to bring land forward for development. 
Figure 2.2 shows how this operates in theory.  Residual value (depicted by the 
red line) falls as the proportion of affordable housing increases.  At some point 
(here with affordable housing at a percentage represented by ‘b’), the 
alternative use value (or existing use value whichever is higher) will be equal to 
the residual value with ‘b’ % affordable housing.  With ‘c’ percentage affordable 
housing, the residual value is less than the alternative use value and the 
scheme is not viable.  At ‘a’ percentage affordable housing, the residual value is 
well in excess of the alternative use value and the scheme is therefore likely to 
be viable and the site to come forward.   
A critical issue for any viability assessment is identifying a reasonable 
percentage above the existing or alternative use value for the net residual value 
to be attractive to a landowner to bring forward their site.  In the diagram below, 
at point ‘b’ (where the net residual value equals the alternative use value), the 
return to the landowner is unlikely to be sufficient to encourage them to bring 
forward their site for housing.  
Figure 2.2 Affordable housing and alternative use value 

 

 
 
2.9 The analysis we have undertaken uses a Three Dragons viability model.  The 

model is explained in more detail in Appendix 2, which includes a description of 
the key assumptions used. 



 

3 HIGH LEVEL TESTING 
 

Introduction  
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3.2 

3.3 

This chapter of the report considers viability for mixed tenure residential 
development for a number of different proportions and types of affordable 
housing.  The analysis is based on a notional 1 hectare site and has been 
undertaken for a series of house price sub markets that have been identified. 
The chapter explains this and explores the relationship between the residual 
value for the scenarios tested and existing/alternative use values. 
Market value areas 

Variation in house prices will have a significant impact on development 
economics and the impact of affordable housing on scheme viability.   
We undertook a broad analysis of house prices in Welwyn Hatfield using HM 
Land Registry data to identify the sub markets.  These sub markets are based 
on post code sectors.  The house prices which relate to the sub markets provide 
the basis for a set of indicative new build values as at October 2009.  Table 3.1 
below sets out the sub markets adopted in the study.  
Table 3.1 Viability sub markets in the Welwyn Hatfield BC area 
 

 
 

Source: Market value areas as agreed between Three Dragons and Welwyn Hatfield BC as 
part of the LCB Toolkit commission. 

 

Testing assumptions (notional one hectare site)  

3.4 For the viability testing, we defined a number of development mix scenarios, 
using a range of assumptions agreed with the Council. The scenarios were 
based on an analysis of typical development mixes and were discussed at the 
stakeholder workshop. 
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3.5 The development mixes were as shows in Table 3.2 below: 
Table 3.2 Development densities and mixes tested in the study 

 
 
3.6 

3.7 

3.8 

3.9 

3.10 

We calculated residual scheme values for each of these (base mix) scenarios in 
line with a further set of tenure assumptions.    
The Study was required to review the viability of existing and emerging potential 
policy targets. In order to consider a full range of possible targets, testing took 
place assuming delivery of 20%; 25%; 30%; 35%, 40% and 50% affordable 
housing rates.  These were tested at 75% Social Rent and 25% New Build 
HomeBuy (previously known as Shared Ownership) in each case.  For the New 
Build HomeBuy, the share purchase was assumed to be 30%.  All the 
assumptions were agreed with the authority.  Unless stated, testing was carried 
out assuming nil grant. 
Further testing took account of a situation where Social Rented housing and 
Intermediate Affordable housing is split 50%:50% within a scheme.  Also a test 
to reflect the draft findings of the emerging SHMA which places an emphasis on 
affordable housing provision. 
Section 106 (or similar) contributions 

The testing assumptions on other Section 106 contributions were discussed 
between the three authorities in the light of monitoring information available to 
the 3 client authorities and the findings of the Hertfordshire Infrastructure and 
Investment Strategy 2009 (HIIS).  Monitoring data (principally for Hertsmere) 
indicates that in recent years, an average contribution of around £2,000 per 
dwelling has been secured for planning contributions relating to new residential 
development.  
However, the HIIS indicates that there is a significant existing infrastructure 
deficit in the County and it may now be considered by the authorities that such 
sums fall far short of what is actually required to support the necessary delivery 
of infrastructure. The HIIS estimates that an average requirement of £23,000 
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3.12 

per unit is now considered to be necessary to deliver infrastructure alongside 
growth in the future. 
For the purposes of modelling, we have adopted a baseline testing point of 
£10,000 per unit.  This reflects feedback from the stakeholder workshop on 
individual schemes and is part-way between the lower recent historical rates 
and the higher rates now considered necessary by the HIIS. However, testing 
was also carried out based on the lower sum of £2,000 per dwelling and the 
higher sum of £23,000 per dwelling. 
Results: residual values for a notional one hectare site 

This section looks at a range of development mixes and densities.  It shows the 
impacts of increasing the percentage of affordable housing on residual site 
values.  The full set of results is shown in Appendix 3. (The term ”housing” is 
used generically and may apply to houses or flats, as appropriate to the 
baseline testing for each modelled scheme). 
 



 

 

Residual values at 20 dph 
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3.13 Figure 3.1 shows the residual values for a 20 dph scheme and for each of the 
market value areas.  
Figure 3.1 Housing (at a density of 20 dph) – Residual value in £s million 

 
• Figure 3.1 shows a range of strong positive residual values.  Residual 

values at 35% affordable housing range from £2.0 million per hectare in the 
Peripheral Villages of the Borough to almost £1million per hectare in 
Hatfield. 

• The chart shows that the rural areas are generally stronger in terms of 
residual values than the urban ones.  This is fairly typical when looking at 
this type of analysis, reflecting the greater desirability of rural locations. 

• The range in values has potentially important implications for policy 
making.  With the scenarios tested, a higher value is generated in the 
Peripheral villages at 50% affordable housing, than in Hatfield at 20% 
affordable housing. 

• These differences are broadly mirrored across the range of densities which 
are analysed in the following sections. 



 

 Residual values at 30 dph 

Welwyn Hatfield BC Development Economics Study – May 2010   
 Page 13 

3.14 Figure 3.2 shows the residual values for a 30 dph scheme and for each of the 
market value areas.   
Figure 3.2 Housing development (at a density of 30 dph) – Residual 

value in £s million 

 

• Figure 3.2, like Figure 3.1, shows a range of positive residual values. 
Residual values at 35% affordable housing range from £2.9 million per 
hectare in Peripheral villages to £1.4 million per hectare in Hatfield. 

• In the middle of the market – Welwyn Garden City West (WGC West), 
residual values at 40% affordable housing are in excess of £1.5 million per 
hectare. 

• Residual values are higher in all scenarios at 30 dph than 20dph.  We 
would normally expect this to be the case, based on experience from 
housing markets elsewhere, although there will be instances where very 
high value, low density housing produces the highest levels of residual 
values. 

• As previously (Figure 3.1) we see rural areas generating amongst the 
highest residual values. 



 

 

Residual values at 40 dph 

Welwyn Hatfield BC Development Economics Study – May 2010   
 Page 14 

3.15 Figure 3.3 shows residual values for a 40 dph scheme and the residual values 
for each of the market value areas.  
Figure 3.3  Housing development (at a density of 40 dph) – Residual 

value in £s million 

 
 

• As for the 20 and 30 dph scenarios, a range of positive land values is 
shown. 

• An increase in density from 20 dph and 30 dph to 40 dph increases 
residual value in all scenarios (see Appendix 3) with the exception of a 
50% affordable housing target in the weakest two sub market areas – 
Welwyn Garden City East (WGC East) and Hatfield. 

• Significant residual values are now seen across all locations.  Residual 
values in excess of £2 million per hectare are achieved in all sub markets 
at 25% affordable housing with the exception of Hatfield (£2.00 million per 
hectare). 

• At the lower end of the market (Hatfield) residual values at 50% affordable 
housing are approaching £1 million per hectare. 



 

 

Residual values at 50 dph 
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3.16 Figure 3.4 shows residual values for a 50 dph scheme and the residual values 
for each of the market value areas outlined earlier.   
Figure 3.4 Housing development (at a density of 50 dph) – Residual 

value in £s million 

 
• An increase in density to 50 dph is likely to see residual values increase 

again (over and above the 40 dph scenario). 

• The 50 dph scenario, on the basis of our analysis, will normally produce the 
highest residual values and therefore provide the strongest negotiating 
position for Section 106 contributions.  However, this will only apply up to a 
target of 35% affordable housing.   

• With 40% and 50% levels of affordable housing, residual values are lower 
than seen at 40 dph in all locations with the exception of the Peripheral 
villages. 

• It will also be seen that in the following (higher density scenarios), 
increased densities does not necessarily lead to increased residual values. 



 

 
Residual values (at 80 dph) 
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3.17 Figure 3.5 shows residual values for a 80 dph scheme and the residual values 
for each of the sub markets. 
Figure 3.5 Housing development (at a density of 80 dph) – Residual 

value in £s million 

 
• The 80 dph scenario produces lower residual value per hectare than at 50 dph 

in almost all instances.  Only in the Peripheral villages at 100% market housing 
and at 20% affordable housing are residuals higher at 80 dph.T 

• The chart shows that by increasing density to 80 dph, residual value is not 
necessarily increased.  What happens at higher density is that a higher 
proportion of smaller units are introduced (1 and 2 bedroom flats comprise 45% 
and 2 and 3 bedroom terraced houses comprise 55% of the mix in this testing 
scenario). 

• In lower value areas, where the gap between selling prices and build costs is 
narrow, the increase in density does not necessarily translate to higher residual 
values. 

• At 80 dph we begin to see negative residual values.  These occur at 50% 
affordable housing in the weakest sub markets – WGC East and Hatfield. 

• Nevertheless, residual values remain strong generally at this density.  For 
example, at 35% affordable housing, residual values range from £1 million to 
£3.78 million. 



 

 
Residual values (at 120 dph) 
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3.18 Figure 3.6 shows residual values for a 120 dph scheme and the residual values 
for each of the sub markets. 
Figure 3.6 Housing development (at a density of 120 dph) – Residual 

value in £s million 

 
• The 120 dph scenario includes 100% flats – 40% one bed and 60% two bed.  

The consequence of this mix is to ‘stretch’ the range of residual values.  In other 
words, residuals rise to the highest point (all density scenarios compared) in the 
higher value locations at lower proportions of affordable housing.   

• However, residual values are now at their lowest (all density scenarios 
compared) at higher percentages of affordable housing in the lower value sub 
markets. 

• It can be seen (Figure 3.6) that residual values are now negative at higher 
percentages of affordable housing in the higher value rural sub-market 
Impacts of potential grant funding 

3.19 

3.20 

The availability of public subsidy (in the form of grant) can have a significant 
impact on scheme viability.  Grant given to the affordable housing providers 
enables them to pay more for affordable housing units, thus increasing overall 
scheme revenue and therefore the residual value of a mixed tenure scheme. 
There are two main sources of grant which may be available: from the Homes 
and Communities Agency and/or the local authority (for example using money 
collected from development in the form of a commuted sum, through a s106 
agreement). 
We have thus far carried out testing on the basis that grant is not available.  
Here we look at a ‘with grant’ scenario.  For the scenarios where grant is 
assumed to be available, a grant of £50,000 per Social Rented unit and 
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3.21 

£15,000 per New Build HomeBuy unit has been assumed. This level of grant is 
based on feedback from the workshop as being a reasonable figure to use for 
viability testing purposes.  
For our testing, we have tested the impact of grant on residual values for a 1 Ha 
site at 40 dph for all locations.  The results are shown in Table 3.2. 
 
Table 3.3 Comparison showing the impact of grant (versus no grant) on 

residual values (at 40 dph): Residual Value (£s million per 
hectare); Affordable Housing tenure split assumed at 75% 
Social Rent: 25% Shared Ownership 

Peripheral villages Rural SE District WGC West WGC East Hatfield 40 Dph 
£million 

No grant Grant No grant Grant No grant Grant No grant Grant No grant Grant 
20% AH £4.39 £4.72 £3.10 £3.43 £2.83 £3.16 £2.28 £2.61 £2.17 £2.50 
25% AH £4.06 £4.47 £2.84 £3.25 £2.58 £2.99 £2.05 £2.46 £1.95 £2.36 
30% AH £3.73 £4.23 £2.57 £3.07 £2.32 £2.82 £1.82 £2.32 £1.73 £2.23 
35% AH £3.39 £3.97 £2.30 £2.88 £2.07 £2.65 £1.59 £2.17 £1.50 £2.08 
40% AH £3.06 £3.72 £2.03 £2.69 £1.81 £2.47 £1.36 £2.02 £1.28 £1.94 
50% AH £2.40 £3.23 £1.49 £2.32 £1.30 £2.13 £1.91 £2.74 £0.83 £1.66 

 

AH = percentage affordable housing 

3.22 

3.23 

3.24 

3.25 

Table 3.3 shows that the availability of grant will enhance site viability in all 
scenarios.   
As a general rule, the introduction of grant has a greater proportionate impact in 
the weaker sub markets.  For example, in Hatfield, there is a 29% increase in 
the residual value at 30% affordable housing (from £1.73m per hectare to 
£2.23m). The equivalent uplift in the Peripheral Villages sub market is 13%. 
However, we would question the requirement for grant in many instances, 
particularly in the higher value sub markets.  There is a danger that grant simply 
bolsters land owner value, or land owner expectation, which would seem 
counter-intuitive to the objective of the Section 106 process and the use of 
public subsidy. 
Impacts of increasing the proportion of Intermediate housing within the 
affordable element 
In the previous section we considered the impact of the availability of grant 
funding on scheme viability.  Where grant is not available to support schemes 
(or is not sufficient on its own), scheme viability can be (further) enhanced by 
increasing the percentage of intermediate affordable housing (although the local 
authority would need to carefully consider if this would be meeting local need for 
affordable housing).  We have tested all scenarios thus far assuming the 
relevant affordable element is tenure split on the basis of 75% Social Rent and 
25% Shared Ownership.  In the following section we test a 50%:50% tenure 
split in the affordable element. 
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Table 3.4 Residual alues (£ million per hectare) for a 40 dph scheme 

comparing 50% Social Rent and 50% Shared Ownership without 
grant versus 75% Social Rent and 25% Shared Ownership with 
grant.  

Peripheral villages WGC West Hatfield 
40 

Dph 50%:50% 
No Grant 

 
With75%:25% 

withGrant 
 

50%:50% 
No Grant 

75%:25% 
withGrant 

50%:50% 
No Grant 

75%:25% 
withGrant 

20% 
AH £   4.65 £4.72 £    3.02 £3.16 £  2.33 £2.50 

25% 
AH £    4.38 £4.47 £    2.81 £2.99 £  2.15 £2.36 

30% 
AH £    4.11 £4.23 £    2.60 £2.82 £  1.96 £2.23 

35% 
AH £    3.84 £3.97 £    2.39 £2.65 £  1.78 £2.08 

40% 
AH £    3.57 £3.72 £    2.18 £2.47 £  1.60 £1.94 

50% 
AH £    3.03 £3.23 £    1.77 £2.13 £  1.23 £1.66 

 
AH = percentage affordable housing 

3.26 

3.27 

3.28 

3.29 

3.30 

Table 3.4 shows that tenure switch (from a 75%:25% split to a 50%:50% split) 
will be an effective way by which residual value can be increased.  The table 
shows that, particularly at the higher end of the market, a 50%:50% solution will 
provide a residual value fairly close to that assuming grant is available. 
 
At the lower end of the market, a with grant scenario, at the levels assumed in 
Para 3.20 above) will normally yield a signficantly higher residual than a 
50%:50% affordable tenure split option without grant.  For example with 30% 
affordable housing in Hatfield, the residual value with grant on the basis of a 
75%:25% affordable tenure split is £2.23 million per hectare versus £1.96 
million per hectare with the 50%:50% tenure split scenario. 
 
The figures demonstrate that Shared Ownership, being based on an open 
market selling price (the equity element) generates robust payments for 
developers in principle. 

 
Shared Ownership is significantly more valuable to a developer in higher value 
areas than in lower value areas.  The analysis suggests that, in the rural areas 
of Welwyn, small shifts in tenure can result in large improvements in viability. 

 
As previously, the analysis questions the need for grant to support development 
other than in the weakest market areas and where existing use values are high 
and as mentioned above, it will be for the local authority to decide what tenure 
splits of affordable housing are most likely to help meet a local need for 
affordable housing. 
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3.31 

3.32 

 
 

Market sensitivity 
 
Given the volatility of the current housing market, we have looked a a situation 
where house prices are 10% higher and 10% lower than the levels assumed in 
our main testing, based at October 2009. 
 
Table 3.5 shows residual values for a 40 dph scheme with house prices 
increased and decreased by 10%.  This is not a reflection of any particular 
forecast of how the market will perform, but aims to show the sensitivity of 
residual values to changes in house prices. 

 
Table 3.5 Residual values (£ million per hectare) for a 40 dph scheme 

with prices 10% higher and lower than the baseline position 
(October 2009).  No grant assumed with a tenure split of 75% 
Social Rent: 25% Shared Ownership 

 

 
 Peripheral 

villages WGC West Hatfield 

 0%AH £6.73 £4.67 £3.81 
 20%AH £5.24 £3.52 £2.79 

Price increase 
+10% 30%AH £4.49 £2.94 £2.29 

 40%AH £3.74 £2.36 £1.78 
 50%AH £1.82 £1.78 £1.27 
     
 0%AH £5.72 £3.85 £3.06 
 20%AH £4.39 £2.83 £2.17 

Baseline  30%AH £3.73 £2.32 £1.73 
 40%AH £3.06 £1.81 £1.28 
 50%AH £2.40 £1.30 £0.83 
     
 0%AH £4.73 £3.04 £2.34 
 20%AH £3.57 £2.16 £1.57 

Price decrease-
10% 30%AH £2.98 £1.71 £1.18 

 40%AH £2.40 £1.27 £0.19 
 50%AH £3.00 £0.82 £0.41 

 
AH = percentage of affordable housing 

 
3.33 

3.34 

3.35 

Table 3.5 sets out the impact on residual values, were prices to increase or fall 
from the current levels.  The impact of price changes will tend to be felt more 
significantly in the lower value areas. 
 
For example, with 30% affordable housing, a 10% increase in house prices will 
bring about a 31% increase in residual values in Hatfield sub market, compared 
to a 20% increase in the Peripheral villages for the equivalent scenario. 

 
Price falls will have similar effects.  It should be noted (Table 3.5) that even with 
price falls of 10%, residual values across the Borough remain strong.  At 30% 



 

affordable housing, residual values in Hatfield, as the weakest sub market, are 
over £1 million per hectare. 
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3.36 

3.37 

 
An alternative measure of viability is to look at the relationship between short 
and long term trends.  Figure 3.7 shows trends for the South East region (which 
in this context, includes Hertfordshire, amongst other county areas). It 
demonstrates the short term volatility in house prices against the long term 
straight line trend.   

 
It puts into context the findings of this study, in that our analysis has been based 
on figures marginally below the long term trend.   

 
Figure 3.7 Long term house price trend 

 

Source: Halifax House Price Index November 2009 

3.38 

3.39 

3.40 

Figure 3.8 shows the longer term relationship between house prices and build 
costs (for the UK).  This shows a significant widening in the gap between prices 
and costs since the early 1980s with the gap between the two variables 
appearing most wide in 2007. 

 
The trends in Figures 3.7 and 3.8 need careful interpretation.  Whilst we appear 
to be in a market which is not far away from long term trend, it is clear that over 
time the gap between prices and costs has widened significantly in recent years 
leading to one conclusion that affordable housing has become increasingly 
viable to deliver as time has gone by. 

 
Nevertheless, the gap has narrowed over the past two years and there is no 
certainty that it will not narrow over the period of the Plan. 
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3.41 We believe that there is sufficient evidence from past trends to suggest that our 
analysis, carried out in 2009, will produce policy recommendations which are 
reasonable and realistic.  Indeed, the evidence could be interpreted as saying 
the Council may adopt a policy position whereby it assumes the local housing 
market will ‘grow into’ as conditions improve over time. 

 
Figure 3.8 Long term house prices and build costs 

 

Source: Halifax House Price Index and the Building Cost Information Service Tender 
Price Index. 

3.42 Figure 3.8 sets out the longer term relationship between house prices and build 
costs (UK trends).  It suggests a steadily widening long term gap between 
revenues and costs, which if emulated over the long term period of the Plan, 
should allow the local authority to find it it less challenging to deliver Section 
106 requirements. 
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3.43 

3.44 

3.45 

3.46 

3.47 

 

The impact on residual values of alternative set of costs to a scheme  

Schemes could incur alternative costs for a number of reasons.  One is a higher 
level of Section 106 obligations (over and above affordable housing); another is 
additional costs for the Code for Sustainable Homes.   
 
S106 contributions (or similar, such as a potential tariff or CIL) 
 
Impacts of a different planning gain package or CIL. 

 
The baseline testing has been carried out at a potential CIL contribution of 
£10,000 per unit.  Recent monitoring of planning permission data (for the 
partner authorities but particularly relating to permissions in Hertsmere), 
indicates that the current contribution per unit is around £2,000.  There is thus 
some considerable ‘cushion’ between the baseline level we have tested against 
levels of recent historic provision.  The ‘cushion’ would amount to some 
£320,000 in a 40 dwelling per hectare scheme basis and would be greater as 
density rises. 

 
We are aware that the Hertfordshire Infrastructure and Investment Strategy has 
estimated costs of up to £23,000 per unit.  This would add £13,000 per unit to 
the baseline level of contribution tested.  

 
This would mean an additional cost per hectare (on a 40 dph scheme) of some 
£520,000 over and above our baseline testing position.  This would hit the 
weakest markets hardest as its effects would be regressive.  It would for 
example, reduce residual values from £3.39 million per hectare to £2.87 million 
per hectare in a location such as the Peripheral Villages as a high value 
location.  This is a reduction of around 15% at 35% affordable housing.  In a 
middle market location such as Welwyn Garden City West, residual values 
would be reduced from around £2.07 million per hectare to £1.55 million per 
hectare (a reduction in residual of around 25%).  In Hatfield, residual values 
would be reduced from £1.50 million per hectare to £0.98 million per hectare at 
35% affordable housing.  This would reduce residual values there by around 
65%.  This could be a significant reduction in the case of some sites. 

 
It should be stressed that these figures are based on scenario testing only.  The 
actual viability of sites will depend on the relationship between selling prices of 
housing in the future and the timing of the potential imposition of higher (or 
indeed lower) Section 106/CIL type costs.  The local authoritity will be able to 
monitor this relationship by use of its Three Dragons Viability Toolkit. 



 

Welwyn Hatfield BC Development Economics Study – May 2010   
 Page 24 

3.48 

3.49 

3.50 

3.51 

3.52 

 
The Code for Sustainable Homes 
 
The Code for Sustainable Homes may have an impact on the viability of 
schemes although  it is uncertain to what extent the higher levels of the Code 
could impact negatively since viability, as we define it, depends on the 
relationship between scheme revenue and scheme cost, not simply costs alone.  
Thus housing development could become more viable in the future despite the 
impacts of the Code. 

 
As discussed at the workshop, the DES uses current BCIS build cost data..As 
RSLs must already build to Code Level 3 of the CFSH in order to qualify for 
grant funding, the average build costs are assumed to include Code Level 3 as 
a baseline position. The cost impact of moving from Level 3 to Level 4 of the 
CFSH is estimated, according to recent DCLG research (Cost Analysis of The 
Code for Sustainable Homes: Final Report, July 2008), at around £5000 per unit  
Moving to Code Level 4 could therefore generate additional costs of around 
£200,000 per hectare (based on a 40 dph scehme) for example. 

 
The precise impacts will vary according to location within the Borough.  As a 
broad indication, reaching Code Level 4 (versus Code Level 3 now) will reduce 
residual value by around 6% at the top of the market (Peripheral villages) and 
by around 13% at the bottom of the market.  This figures relate to a 40 dph 
scheme at 35% affordable housing.  We do not think that these are value 
reductions sufficient to prevent land from coming forward.  The precise impacts 
however will be more significant at higher proportions of affordable housing and 
particularly at higher density. 

 
For a number of reasons, we have not considered it appropriate to test any 
additional impact of achieving higher Code Levels at this time. The DCLG 
recently consulted (December 2009 to March 2010) on The Code for 
Sustainable Homes and ZCH Energy efficiency. The objective was to seek 
agreement to changes to the Code for Sustainable Homes in 2010 to align it 
with changes to Part L of the Building Regulations and an approach to adopting 
a 2016 definition of zero carbon.  

 
In the consultation document, it was acknowledged that there have been a 
number of areas where the Code may not work as well as planned. The aim is 
to streamline the Code where necessary to make it easier and cheaper to build 
sustainable homes. The outcome of this consultation may therefore result in 
new cost estimates being produced at a future time. Also, as achieiving the 
Codes become part of a standard delivery package, there is evidence to 
suggest that reductions can be made to any additional costs. It is not possible to 
estimate the full and proper impact of any changes that may arise following this 
consultation event. Assumptions would also need to be made about house 
prices into the future; i.e house price growth may well ‘pay for’ the additional 
costs of the various Codes and once meeting the various Code Levels is made 
mandatory for all developers, the costs should become absorbed via the 
implementation of the Building Regulations as a standard build cost and not an 
exceptional cost. 
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3.54 

Lifetime Homes 
 
Lifetime Homes may be included within new developments.  We think the 
additional costs will not exceed £500 per unit and will not prove a constraint to 
viability and residual values could be expected to hold up well under these 
circumstances.  The Joseph Rowntree Foundation estimated (2007) additional 
costs for a typical three bed house to be between £100 and £300. 

 
Testing at the Draft SHMA (Strategic Housing Market Assessment) 
percentages 

 
A draft  SHMA for the LCB West was published for consultation purposes in 
January 2010. This suggests that of the remaining (adopted) RSS housing 
targets, an overall split of 51% Market housing, 42% Social Rented and 7% 
Shared Ownership for Welwyn Hatfield.  We have carried out additional tests 
and compare the results for the Draft SHMA (assuming no grant) with a 
baseline testing position of 35% affordable housing provision (again assuming 
no grant). Both scenarios have been tested at 40 dph and 80 dph, with the 
results shown in Table 3.6 below: 
 
Table 3.6 Residual values (£ million per hectare) based on the SHMA 

scenario, compared to a baseline position of 35% Affordable 
Housing (of which 75% social rented:25% intermediate, no 
grant). 

Sub Market SHMA 
tenure 

splits at 
40 dph 

Baseline at 
35% AH – 40 

dph 

SHMA 
tenure 

splits at 80 
dph 

Baseline at 
35% AH – 

80 dph 

     
Peripheral Villages £2.12 £3.39 £1.36 £3.26
Rural SE District £1.27 £2.30 £0.08 £1.60
WGC West £1.09 £2.07 -£0.15 £1.34
WGC East £0.73 £1.59 -£0.68 £0.77
Hatfield £0.66 £1.50 -£0.88 £0.56

 
3.55 

3.56 

3.57 

Table 3.6 shows that at the SHMA splits, based on housing needs, residual 
values will be hit hard, particularly in the weaker sub-markets.  For example, as 
against the baseline analysis using 35% affordable housing as a marker for a 
40 dph scheme, values in a middle sub-market sub as WGC West will be 
reduced by around 90% - from £2.07 million per hectare to £1.09 million per 
hectare.  This is a significant reduction.  
 
At higher density (example 80 dph), the impacts are more significant, with 
residual values falling for the same sub-markete (WGC West) from £1.34 million 
per hectare at 35% affordable housing to a negative residual of minus £0.15 
million per hectare.  This is a very severe impact. 

 
We would anticipate that this (SHMA) scenario would be very difficult to deliver 
apart from in very buoyant circumstances in the higher value sub markets.   



 

Benchmarking results 
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3.58 

3.59 

There is no specific guidance on the assessment of viability which is published 
by national government.  In Section 2, we set out that we think viability should 
be judged against return to the developer and return to the land owner.  
A (benchmarking) approach is to take “current” land values for different 
development uses as a kind of ‘going rate’ and consider residual values 
achieved for the various scenarios tested against these. Table 3.7 shows 
residential land values for selected locations within the East of England.  
Table 3.7 Residential land values for the Eastern region 

 
 (Source: Valuation Office; Property Market Report, July 2009) 
 
3.60 Another benchmark which can be referred to is that of industrial land.  Table 3.8 

shows values ranging  across the Eastern region.. 
Table 3.8 Eastern region industrial land values 

 
  (Source: Valuation Office; Property Market Report, July 2009) 
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3.62 

3.63 

3.64 

3.65 

3.66 

3.67 

The ‘benchmark’ of industrial land value can be important where land, currently 
in use as industrial land, is being brought forward for residential development or 
where sites may be developed either for residential or employment use.   

 
Commentary on results 

 

This Study has assessed the residual value for a notional 1 hectare site for a 
series of scenarios across five market value areas identified in the Borough. 
The market value areas perform very differently and, for the same set of 
assumptions about density/development mix and proportion of affordable 
housing, different residual values have been found.   
The baseline testing was on the assumption of nil grant with an affordable 
housing tenure split of 75% social rent and 25% intermediate. The introduction 
of grant enhances residual values, having a greater proportionate impact in the 
lower value market value areas.  But increasing the proportion of shared 
ownership (to 50% of the affordable housing) can also increase residual values 
above that of the baseline, nil grant position.  This has more impact in mid and 
higher value areas.  
Taking Stevenage as the nearest comparable from the Valuation Office’s 
systematic database, with a residential land value of £1.8 million per hectare 
(bulk land), residual values approximate to this level in Welwyn Hatfield at 
around 30% affordable housing in the lowest value area and around 40% at the 
middle of the market (Welwyn Garden City West). 
Similar (affordable housing) benchmarks could be used in so far as industrial 
land is concerned as those values are similar to residential (Tables 3.7 and 3.8). 
We have some very significant concerns about the deliverability of housing if 
the SHMA scenario were to be introduced, involving just under 50% affordable 
housing. 
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4.1 

4.2 

4.3 

4.4 

4.5 

4 LAND SUPPLY, SMALL SITES AND USE OF COMMUTED SUMS 
Introduction 

This chapter reviews the policy context and options for identifying the size of 
sites above which affordable housing contributions would be sought, in the 
national policy context.  The current threshold operating in Welwyn Hatfield BC 
is 25 dwellings, although PPS3 as the national guidance states 15 dwellings 
and 0.5 Hectare.   
The chapter provides an assessment of the profile of recent planning 
permissions  and the likely relative importance of small sites. Reference is also 
made to SHLAA work. It then considers practical issues about on-site provision 
of affordable housing on small sites and the circumstances in which collection of 
a financial contribution might be appropriate (and the principles by which such 
contributions should be assessed). 
Purpose of the Analysis  

PPS3 Housing sets out national policy on thresholds and affordable housing 
and states: 
”The national indicative minimum site size threshold is 15 dwellings.  However, 
Local Planning Authorities can set lower minimum thresholds, where viable and 
practicable, including in rural areas. This could include setting different 
proportions of affordable housing to be sought for a series of site-size thresholds 
over the plan area.”  (Para 29) 
Welwyn Hatfield currently has a threshold of 25 dwellings for its affordable 
housing policy. By reducing site size thresholds and ‘capturing’ more sites from 
which affordable housing can be sought, the authority can potentially increase 
the amount of affordable housing delivered through the planning system.   
In this section we examine the impact that varying site size thresholds would 
have on affordable housing supply.  In order to do this we need to examine the 
likely future site supply profile. 
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Site size analysis  

We have analysed data on past permissions to consider how important sites of 
different sizes may be to future land supply.  The table below (Table 4.1) shows 
the results of this exercise. 
Table 4.1 Site supply by scheme size for the Borough 

 

Scheme size (gross) Total Dwellings (gross) Percentage 

1 to 4 165 19.12% 

5 to 9 91 10.54% 

10 to 14 47 5.45% 

15 to 24 193 22.36% 

25 to 49 180 20.86% 

50 to 99 84 9.73% 

>100 103 11.94% 

Total 863 100.00% 

Source: Welwyn Hatfield BC (planning permissions data for 2006/07, 2007/08 and 2008/09). 

 
4.6 

4.7 

4.8 

4.9 

Table 4.1 shows that overall across the Borough, small sites can make an 
important contribution to supply.  The table suggests that 35% of all new 
dwellings granted permission during the period analysed will be developed on 
sites of less than 15 dwellings.  Further, that 30% of all dwellings granted 
permission over the period will be developed on sites of less than 10 dwellings.  
This is a very significant number particularly in an area where housing need is 
high and justifies on this basis alone a reduction in the current threshold. 
Tables 4.2 to 4.6 show equivalent analysis for the sub markets introduced in 
Chapter 3.  
Table 4.2 shows that for WGC East, 19% of all dwellings will be developed on 
sites of less than 15 dwellings.  Table 4.2 shows that the bulk of development 
(61% of all permissions) will be completed on sites with capacity between 25 
and 49 dwellings.  This shows a greater reliance generally on larger sites than 
for the Borough as a whole. 
Table 4.3 below, which looks at WGC West shows a greater reliance on small 
sites with 54% of all dwellings being given permission on sites of less than 15 
dwellings. 
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Table 4.2 Site supply by scheme size for Welwyn Garden City East 
 

Scheme size (gross) Total Dwellings (gross) Percentage 

1 to 4 16 13.01% 

5 to 9 8 6.50% 

10 to 14 0 0.00% 

15 to 24 24 19.51% 

25 to 49 75 60.98% 

50 to 99 0 0.00% 

>100 0 0.00% 

Total 123 100.00% 

 

Source: Welwyn Hatfield BC (planning permissions data for 2006/07, 2007/08 and 2008/09). 

 

Table 4.3 Site supply by scheme size for Welwyn Garden City West 
 

Scheme size (gross) Total Dwellings (gross) Percentage 

1 to 4 6 11.54% 

5 to 9 8 15.38% 

10 to 14 14 26.92% 

15 to 24 24 46.15% 

25 to 49 0 0.00% 

50 to 99 0 0.00% 

>100 0 0.00% 

Total 52 100.00% 

 

Source: Welwyn Hatfield BC (planning permissions data for 2006/07, 2007/08 and 2008/09). 
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4.10 

 

Table 4.4 shows the same framework, this time looking at Hatfield, the other 
major settlement in the Borough.  Table 4.4 shows that in Hatfield, 18% of all 
dwellings will be completed on sites of less than 15 dwellings.  26% of all 
dwellings will be built on one site of greater than 100 dwellings.  

Table 4.4 Site supply by scheme size for Hatfield 
 

Scheme size (gross) Total Dwellings (gross) Percentage 

1 to 4 29 7.27% 

5 to 9 21 5.26% 

10 to 14 22 5.51% 

15 to 24 66 16.54% 

25 to 49 74 18.55% 

50 to 99 84 21.05% 

>100 103 25.81% 

Total 399 100.00% 

Source: Welwyn Hatfield BC (planning permissions data for 2006/07, 2007/08 and 2008/09). 

4.11 Tables 4.5 and 4.6 show the break down of site supply in the two remaining sub 
market areas: Peripheral Villages and Rural South East District.  As may be 
anticipated in the (Peripheral) villages there is very high reliance on small sites 
to deliver new housing: 86% of all new supply will come from sites of less than 
15 dwellings and, according to recent planning permission data, there is no 
supply coming from sites of 25 dwellings or larger.  In the Rural South East the 
equivalent figure is 46%. 
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Table 4.5 Site supply by scheme size for Peripheral Villages 
 

Scheme size (gross) Total Dwellings (gross) Percentage 

1 to 4 72 63.16% 

5 to 9 26 22.8% 

10 to 14 0 0.00% 

15 to 24 16 14.04% 

25 to 49 0 0.00% 

50 to 99 0 0.00% 

>100 0 0.00% 

Total 114 100.00% 

 

Source: Welwyn Hatfield BC (planning permissions data for 2006/07, 2007/08 and 2008/09). 

Table 4.6 Rural South East District 

Scheme size (gross) Total Dwellings (gross) Percentage 

1 to 4 42 24.00% 

5 to 9 28 16.00% 

10 to 14 11 6.29% 

15 to 24 63 36.00% 

25 to 49 31 17.71% 

50 to 99 0 0.00% 

>100 0 0.00% 

Total 175 100.00% 

 

Source: Welwyn Hatfield BC (planning permissions data for 2006/07, 2007/08 and 2008/09). 
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Strategic Housing Land Availability Assessment (SHLAA) 
 

4.12 The Council has, as part of its evidence base for its LDF, carried out and 
published a Stage 1 SHLAA of urban (non-Green Belt) sites. Data derived from 
this piece of work indicates that there is the potential in the main urban areas of 
Welwyn Garden City and Hatfield, for sites of between 15 and 24 dwellings to 
make a contribution towards affordable housing delivery. In the smaller 
settlements, the picture is more varied but nevertheless, indications are that 
sites of between 5 to 9, 10 to 14 and 14 to 15 dwellings could, variously, make a 
difference to delivery in such areas. It is noted that just because such 
opportunities have been identified in the Stage 1 SHLAA does not necessarily 
mean that such sites will eventually be allocated or delivered. However, looking 
forward beyond existing planning permissions, it does provide a flavour for the 
types of sites that may come forward. 

 
Small sites and management of affordable housing 

 
4.13 We discussed the suitability of small sites for affordable housing at the 

workshop with the development industry.  The workshop considered the 
situation where there could be as few as one or two units on each site.  The 
workshop considered that small sites tend to provide a similar or better return 
than larger sites and that land owners of small sites will eventually have to 
accept a requirement for affordable housing.   

 
4.14 The housing associations present at the workshop did not object in principle to 

taking on small numbers of affordable homes and numbers of affordable homes 
as low as one or two can be acceptable. The key issue for RSLs is always 
location.  However, there are circumstances in which on-site provision is not 
suitable e.g. if the occupier service charges are high.  Housing associations can 
advise on this on a scheme by scheme basis.

 
Use of commuted sums 
 

4.15 As a general principle, we recognise that seeking on-site provision of affordable 
housing will be the first priority and that provision of affordable housing on an 
alternative site or by way of a financial payment in lieu (or commuted sum) 
should only be used in exceptional circumstances.  This position is consistent 
with national guidance in Paragraph 29 of PPS3 which states: 

 
“In seeking developer contributions, the presumption is that affordable housing 
will be provided on the application site so that it contributes towards creating a 
mix of housing. However, where it can be robustly justified, off-site provision or 
a financial contribution in lieu of on-site provision (of broadly equivalent value) 
may be accepted as long as the agreed approach contributes to the creation of 
mixed communities in the local authority area” Para 29. 
 

4.16 Where commuted sums are sought as an alternative to direct on or off-site 
provision, PPS3 sets out the appropriate principle for assessing financial 
contributions - that they should be of “broadly equivalent value” (see para set 
out 29 above).  Our approach is that the commuted sum should be equivalent to 
the ‘developer/landowner contribution’ if the affordable housing was provided on 
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site.  One way of calculating this is to take the difference between the residual 
value of 100% market housing and the residual value of the scheme with the 
relevant percentage and mix of affordable housing.  For example: 

 
RV at 100% market housing  £800,000 
RV at say 30% affordable housing £350,000 
Commuted sum therefore:   £450,000 

 
4.17 If the ‘equivalence’ principle is adopted, then the decision of the local authority 

to take a commuted sum will be based on the acceptability or otherwise of on-
site provision as a housing and spatial planning solution.  In other words, the 
local authority should not take viability into account when deciding whether to 
deliver on or off site contributions. 

 
4.18 Any concerns about scheme viability (whatever size of site) should be reflected 

by providing grant or altering tenure mix, or by a ‘reduced’ affordable housing 
contribution whether provided on-site, off-site or as a financial contribution.  
Other planning obligations may also need to be reduced under some 
circumstances. 

 
4.19 However, if affordable housing is sought from very small sites, in certain 

circumstances it becomes impractical to achieve on site provision e.g. seeking 
less than 33% on a scheme of 3 dwellings or less than 50% with a scheme of 2 
dwellings.  There will also be occasions where on-site provision can only deliver 
a partial contribution towards the proportion of affordable housing sought e.g. 
40% affordable housing in a scheme of 3 dwellings would deliver one affordable 
unit on site (representing 33% of provision).   



 

5 CASE STUDY VIABILITY ANALYSIS – SMALLER SITES 
Introduction 

5.1 The analysis in Chapter 3 provides a good indication of the likely viability of 
sites in the District.  The residual values can be compared with existing use 
values to establish whether land owners are likely to make a return over and 
above existing use value, taking into account a developer margin.   

5.2 The analysis in Chapter 3 will apply for large as well as small sites (on a pro 
rata hectare basis).  We do not have any evidence to suggest that the 
economics change significantly between large and small sites.  This assumption 
was accepted at the development industry workshop as has been the case 
elsewhere where we have run similar workshops.  It will be noted (Table 3.7) 
that small sites can achieve higher land values than larger ones, suggesting 
that the economics of developing smaller sites could actually be more 
favourable than developing larger ones.   

5.3 In theory therefore there is no real need to review in detail viability issues for 
small sites.  However, for the sake of further illustration, and recognising that 
there may be circumstances which impact on the viability of some types of 
smaller sites, it was felt helpful to review the development economics of some 
illustrative case studies of smaller sites.   
Case study sites 

5.4 In this section we review a number of case study developments which are 
examples of small sites (here less than 15 dwellings) for residential 
development.  Figure 5.1 sets out the various sources of supply which provide 
residential development in Welwyn Hatfield.  The chart shows incidences of 
planning permission for different types of scheme. 
Figure 5.1 Incidences of planning permission 2006 to 2009 
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5.5 The data on recent planning permissions suggests that a significant number 
(14% of all incidences of planning permission) of the small sites involve the 
development of land which might be termed residential ancillary or infill; i.e. 
back land, or garden land.  

5.6 However, a more significant number of instances of planning permission (28% 
of all instances) involve the demolition of one dwelling and replacement with a 
new one. 

5.7 Demolition and replacement by new units is significant in Welwyn Hatfield.  An 
Additional 11% of all instances of planning permission are made up by 
demolition of one dwelling and replacement by two to ten dwellings, depending 
on the application. 

5.8 Small scale conversions and changes of use make up around 9% of all 
incidences of planning permission.  These tend to be very varied in nature and 
from the perspective of policy setting are very difficult to assess. 

5.9 There are then a range of schemes which are not easily categorised.  We have 
termed these ‘Miscellaneous’.  They make up around 17% of all incidences of 
planning permission. 

5.10 On the basis of the data, we have selected four case studies for further 
investigation.  These are shown in Table 5.1 
 
Table 5.1 Case study sites  
Case 
Study 

Number of 
dwellings 

Type of new development Site Size 
(Ha) 

Resulting 
density 

A 1 1 x 5 bed detached house 0.03 33 

B 2 1 x 4 bed detached house; 
1 x 5 bed detached house 

0.075 27 

C 4 2 x 3 bed semis 
2 x 4 bed detached 

0.125 32 

D 8 3 x 1 bed flats; 
5 x 2 bed flats 

0.13 62 

 
5.11 For each case study we have undertaken an analysis of residual values for a 

selection of sub markets.  We test at 20%, 30%, 40% and 50% affordable 
housing. All the other assumptions used are the same as for the main analysis 
described in Chapter 3. Outputs are by scheme and the equivalent per hectare. 
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Case study A – Develop one detached house on a 0.03 ha site 

5.12 The first scenario assumes the development of one five bed detached house.  
The results, with the affordable housing impacts are shown in Table 5.2:  
Table 5.2 Develop one detached house 

  % Affordable Housing  

  0% 20% 30% 40% 
 

50% 
Peripheral 
Villages     

 

 (RV for scheme) 
 

£259,000 
 

£205,000 £180,000 £153,000 £127,000 

 (RV per ha) £8.63 £6.83 £6.00 £5.10 £4.23 

 WGC West      

 (RV for scheme) £172,000 £133,000 £115,000 £95,000 £75,000 

 (RV per ha) £5.73 £4.43 £3.83 £3.17 £2.50 

 Hatfield      

 (RV for scheme) £144,000 £109,000 £94,000 £76,000 £59,000 

 (RV per ha) £9.17 £3.63 £3.13 £2.53 £1.97 
 

Table shows residual values in a selection of market value areas: the upper figure is the 
residual value for the scheme and the lower figure is the equivalent residual value per hectare 
(in £s million). 

 

5.13 Table 5.2 shows that the development of one new detached house will generate 
a substantial residual value even with 40% affordable housing equivalent 
contribution and across all market value areas.  For example, a building plot for 
this type of dwelling in Hatfield would be expected to generate around £76,000.  
Where one dwelling of this type is built on, for instance, infill or back-land sites, 
we would expect the uplift in site value to be very substantial.  For sites taken 
from garden land, this will also be the case although a devaluation to the 
existing dwelling may also occur. 

5.14 Where a single new house replaces an existing dwelling, as is the case in the 
Borough to a significant extent (28% of all instances of planning consent), we 
would expect the economics to be difficult.  Even at the top of the market such a 
scheme will only generate around £260,000 for a building plot – on the basis of 
a market unit.  In most cases, we do not think this will be sufficient to cover the 
property acquisition costs for an existing dwelling, unless these are 
exceptionally favourable. 

5.15 This type of scheme (demolition and replacement) may work best for self build 
projects where a profit margin is keener. 
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Case study B – Develop two detached houses (one 4 bed and one five) on 
a 0.075 ha site. 

5.16 The viability of developing two detached houses rather than one will depend on 
the site size and existing use value.  There will be some instances where the 
relationship between existing use value and residual development value is 
favourable and some where this may not be the case.  Table 5.3 shows residual 
values for the development of two detached houses. 
Table 5.3 Develop two detached houses 

  % Affordable Housing  

  0% 20% 30% 40% 
 

50% 
Peripheral 
Villages     

 

 (RV for scheme) 
 

£497,000 
 

£395,000 £344,000 £292,000 £241,000 

 (RV per ha) £6.63 £5.27 £4.58 £3.89 £3.21 

 WGC West      

 (RV for scheme) £333,000 £257,000 £221,000 £183,000 £144,000 

 (RV per ha) £4.44 £3.43 £2.95 £2.44 £1.92 

 Hatfield      

 (RV for scheme) £276,000 £210,000 £177,000 £144,000 £110,000 

 (RV per ha) £3.68 £2.80 £2.36 £1.92 £1.47 
 

Table shows residual values in a selection of market value areas: the upper figure is the 
residual value for the scheme and the lower figure is the equivalent residual value per hectare 
(in £s million) 

 

5.17 Similar arguments apply to Case Study 1 and 2.  For infill, backland and garden 
plots, we believe that a significant uplift in residual value will occur and that a 
contribution to affordable housing would not make development unviable.   

5.18 At the top end of the market – Peripheral villages - schemes are achieving close 
to £4 million per hectare at 40% affordable housing equivalent contribution and 
at the bottom end (Hatfield), almost £2 million per hectare.  

5.19 There are some instances (6% of all incidences of planning permissions) where 
the development of two dwellings replaces a single house (demolition).  This 
situation will be here, more favourable to the provision of affordable housing, 
although it can be noted for example that at 20% affordable housing residual 
value in WGC West (as a mid market location) is £257,000.  This will normally 
not, we think, be sufficient to acquire an existing dwelling.   
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Case study C – Develop four dwellings (Two semi-detached and two 
detached houses) on a 0.125 ha site  

5.20 A number of schemes in the District involve the development of three to five 
dwellings (we take here four dwellings as the average).  We have modelled 
here the development of two, three bed semi-detached houses and two, four 
bed detached houses 
 
Table 5.4 Develop four dwellings 

  % Affordable Housing  

  0% 20% 30% 40% 
 

50% 
Peripheral 
Villages     

 

 (RV for scheme) 
 

£753,000 
 

£586,000 £504,000 £421,000 £337,000 

 (RV per ha) £6.02 £4.69 £4.03 £3.37 £2.69 

WGC West      

 (RV for scheme) £507,000 £381,000 £319,000 £256,000 £192,000 

 (RV per ha) £4.06 £3.05 £2.55 £2.05 £1.54 

Hatfield      

 (RV for scheme) £409,000 £299,000 £244,000 £190,000 £134,000 

 (RV per ha) £3.27 £2.39 £1.95 £1.52 £1.07 
 

Table shows residual values in a selection of market value areas: the upper figure is the 
residual value for the scheme and the lower figure is the equivalent residual value per hectare 
(in £s million) 

5.21 Case Study C generates sound residual values, reflected in all scenarios tested.  
At 40% affordable housing in WGC West for example, the residual value per 
hectare is £2.05 million, or an equivalent of almost £65,000 per plot. 

5.22 At the lower end of the market, residuals are clearly lower, but nevertheless 
generating around £60,000 per plot (£1.95 million per hectare) at 30% 
affordable housing. 

5.23 These results add strength the case for a lower threshold reflecting evidence 
that suggests that small sites do not experience a particular viability challenge. 

5.24 Where four new dwellings replace one, the economics will be considerably 
more favourable than where one or two dwellings replace one.  A target range 
of 20% to 30% for these types of schemes is probably not unrealistic. 
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Case study D – Develop 8 dwellings (flats) on a 0.13 Ha site 
5.25 There will be a number of apartment schemes coming forward on small sites, 

based on recent planning permissions.  We model here 8 dwellings: 3, one bed 
flats and 5, two bed flats. 
 
Table 5.5 Develop 8 flats 
 

  % Affordable Housing  

  0% 20% 30% 40% 
 

50% 
Peripheral 
Villages     

 

 (RV for scheme) 
 

£510,000 
 

£317,000 £221,000 £124,000 £28,000 

 (RV per ha) £3.92 £2.44 £1.70 £0.95 £0.21 

 WGC West      

 (RV for scheme) £256,000 £104,000 £41,000 - £47,000 - £122,000 

 (RV per ha) £1.97 £0.80 £0.31 -£0.36 - £0.94 

 Hatfield      

 (RV for scheme) £137,000 £5,000 -£61,000 - £127,000 - £193,000 

 (RV per ha) £1.05 £0.38 -£0.47 - £0.98 - £1.49 
 

Table shows residual values in a selection of market value areas: the upper figure is the 
residual value for the scheme and the lower figure is the equivalent residual value per hectare 
(in £s million) 

5.26 This type of scheme will not normally prove as viable as schemes at lower 
density. Table 5.5 shows that in the middle to lower sub market areas, residual 
values are likely to be negative above 30% affordable housing. 

 
Providing Gypsy and Traveller Sites 

 
5.27 As a result of our review of available source material we have concluded that a 

typical gypsy and traveller site will be of the order of 10-15 pitches, but site size 
and layout will vary depending on the requirements of likely residents.  If a 
gypsy and traveller site is located within a residential development it will reduce 
the net developable area of the site in much the same way as would any other 
alternative land use required as part of the development.   This will have an 
impact on the residual value for the site as a whole and should be modelled 
along with other site specific S106 requirements when carrying out site specific 
appraisal of individual developments. 

 
Rural Exception schemes 

 
5.28 Invariably the Council will want to consider Rural Exception schemes (RESs), 

raising issues about the viability of delivery.  We have not tested here a RES 
but in our experience, these schemes are normally not viable without grant 
input.  RESs require sub market land plots to be provided, and require an 
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operator (to be able to meet the full costs of building less what the scheme is 
worth to an RSL).  Where this is Social Rent, there will in all cases be a shortfall 
to build costs.  Where the affordable product is intermediate, then the subsidy 
requirement is likely be less.  In all instances where a fair proportion of the 
scheme is Social Rent, then some significant subsidy is likely to be needed. 

 
Very large sites/Sustainable Urban extensions (SUEs) 

 
5.29 The Borough may in the future, subject to the extent of housing requirements 

about which there is currently significant uncertainty, decide to releases major 
sites for development.  It should be clear that we have not tested such sites as 
detailed viability analysis will be required taking into account the potential 
marketability of a site, any additional green field infrastructure costs and the 
concomitant position with respect to grant funding for affordable housing.  As a 
first step we suggest that the Council would adopt the Toolkit defaults for the 
local area in which the SUE might fall when thinking about an initial negotiating 
position on Section 106. 

 
Commentary on the results 

 
5.30 This section on case studies is primarily illustrative, looking at the economics 

with particular reference to smaller sites and including consideration of achieved 
residual values for different sites and how they compare with existing use 
values.   

 
5.31 Sites with a low number of dwellings (smaller sites) are no less viable than sites 

with a larger number.  They can be shown to generate higher land values than 
larger sites.  This means that where existing use value is relatively low, as we 
think will be the case for example, with back-land, infill or garden land, the 
Council could pursue a robust approach to obtaining affordable housing and 
other s106 contributions.   

 
5.32 The analysis of planning permissions suggests that a high proportion of sites in 

the District will come from residential land.  We believe this means gardens, 
back or amenity land.   

 
5.33 Nevertheless, a significant number of schemes involve the demolition of a 

single dwelling, or more dwellings.  Where a dwelling is to be replaced by one 
or two new dwellings, we believe the economics are not favourable to the 
provision of affordable housing.  At four new dwellings and above however, we 
believe that affordable housing contributions are normally viable. 
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6 MAIN FINDINGS AND CONCLUSIONS 
Key findings 

Market value areas 
6.1 Our analysis of house prices in the Borough indicated that the District can be 

divided into five market value areas: Peripheral villages, Rural South East 
District, Welwyn Garden City West, Welwyn Garden City East and Hatfield. 

6.2 There is a significant difference in house prices across the market value areas 
and these are reflected in the residual values for the different scenarios we 
tested.  We found that residual value is dependent not only on location but also 
on the density adopted.  
Residual values and scenario testing 

6.3 Residual values were greatest in the 40 dph to 50 dph density range.  At high 
percentages of affordable housing weaker sub markets, increasing density 
tends to reduce residual values, not increase them. 

6.4 Using the 40 dph scenario as a likely benchmark for many schemes in the 
District, residual values at 35% affordable housing (which would be working 
towards the overall regional monitoring target) vary from £3.39 per hectare in 
Peripheral Villages, to £1.50m in Hatfield.  These are substantial and robust 
residual values. This study has shown that even higher residual values can be 
achieved on slightly higher density schemes, at 50 dph. 

6.5 There is a broad division in viability between the rural areas and smaller 
settlements on the one hand, and the urban areas of Welwyn Garden City and 
Hatfield on the other.  This could suggest a policy response reflecting a higher 
affordable housing target in the rural areas than in the larger urban ones. 

6.6 All the results described above are based on nil grant and assume that the 
intermediate affordable element of the affordable housing was Newbuild 
Homebuy.   

6.7 The introduction of grant significantly improves residual values across the 
District.  It matters more proportionately in lower value areas.  

6.8 The analysis shows that increasing the proportion of intermediate affordable 
housing from 25% to 50% (of the total affordable element) will improve residual 
values.  In almost all instances, this approach will lead to a higher residual than 
would be case, were grant to be employed.  Generally, increasing the 
proportion of intermediate affordable housing at the expense of Social Rent, will 
be a more effective viability solution and we question the need for grant in the 
higher value areas of the District. 

6.9 However, it should be emphasised that these are ‘viability solutions’ in isolation.  
Increasing the volume of intermediate housing in high value areas and the 
volume of Social Rent in low value areas may intensify tenure concentration 
and therefore work against the objective of mixed communities.  

6.10 Further, the planning authority will need to consider whether a higher proportion 
of intermediate housing would meet the need for affordable housing in the 
borough or whether it would work against meeting a priority need for social 
rented housing as evidenced by other research such as the SHMA. 
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6.11 The impact of planning contributions on viability has been tested at baseline 
position of £10,000 per dwelling and at £23,000 per dwelling; the latter to reflect 
the general recommendations emerging from the HIIS. At the higher level of  
contributions, the impact on residual values is greatest in the weaker sub 
markets.   

6.12 We do not think that the estimated tenure splits, based on the remaining 
(adopted) RSS minimum housing targets, as set out in the draft SHMA, i.e. 49% 
affordable housing (including 42% Social Rent) is achievable in viability terms.  
The reduction in residual value is very significant and this is likely to have 
implications for land supply. 
Site supply and smaller sites 

6.13 The analysis of the planning permissions in Welwyn Hatfield BC over the last 
three years indicates that smaller sites can make an important contribution to 
the Borough’s land supply - 35% of all new dwellings granted permission during 
the period analysed will be developed on sites of less than 15 dwellings.   

6.14 A significant number of dwellings will nevertheless be developed on larger sites.  
Table 4.1 shows that marginally over 42% of dwellings will be built within 
schemes that are developed including 25 or more homes. Twenty five is the 
Council’s current threshold for the provision of affordable housing. A lower 
threshold of 15, which would be in line with the national indicative threshold, 
would also provide an opportunity to increase the supply of affordable housing. 

6.15 Between Welwyn Garden City and Hatfield the picture varies for sites with less 
than 15 dwellings.  In Welwyn Garden City, the percentage of dwellings to be 
developed on sites less than 15 dwellings is 19% (WGC East) and 54% 
respectively in WGC West.  Overall for WGC the figure is 30% (dwellings on 
sites of less than 15 dwellings).  In Hatfield, there would appear to be less 
reliance on small sites with only 18% of all permissions being developed on 
sites of less than 15 dwellings. 

6.16 In the Peripheral villages 86% of all dwellings according to recent permissions 
will be developed on sites of less than 15 dwellings and in the Rural South East 
District the respective figure is 46%. 
Smaller sites and viability 

6.17 If the planning authority wished to consider a threshold below the current 
national indicative minimum of 15 dwellings in either (or both) the urban and 
rural areas, the information provided in this report about viability of small sites 
would become important as part of the evidence for a reduced threshold.  It is 
important to highlight that the development industry workshop did not conclude 
that small sites are systematically more or less viable to develop than larger 
sites.  

6.18 Viability is sensitive to the relationship between existing (or, where relevant, 
alternative) use value. Many smaller schemes involve the development of 
residential ancillary land – gardens, back land or infill.  We do not believe, 
based on the likely very significant uplift in value, there is a viability problem 
here and therefore the Council could, if it chooses, take affordable housing 
contributions from these types of site.   

6.19 A significant proportion of sites being brought forward, involve however the 
redevelopment of existing residential properties – either as a one for one 
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replacement or at a higher density of development.  Whilst such schemes can 
deliver affordable housing in some circumstances it must be acknowledged that 
residual values, with even relatively low levels of affordable housing, will not be 
sufficiently above current use values to encourage land owners to bring the land 
forward. The use of grant, if available, could help in achieving higher levels of 
affordable housing on such sites.  

6.20 Again, it is important to highlight that it is not the size of the site per se that 
causes difficulties with viability, but the nature of the existing or alternative use.   
Small sites and management issues 

6.21 From a housing management perspective, we did not find any in-principle 
objections from housing associations to the on-site provision of affordable 
housing on small sites.  There may be particular schemes where on-site 
provision is not the preferred option, but as a general rule, on-site provision of 
(very) small numbers of affordable homes is acceptable to housing 
associations. 
Use of payments in lieu 

6.22 Where a financial payment in lieu of on-site provision of affordable housing (or 
commuted sum) is to be sought, it should be of “broadly equivalent value”.  This 
approach is, on the evidence we have considered, a reasonable one to take in 
policy terms.  

6.23 If this ‘equivalence’ principle is adopted, then the decision of the local authority 
to take a commuted sum will be based on the acceptability or otherwise of on-
site provision as a housing and spatial planning solution, not in response to 
viability issues. 
Conclusions and policy options 

6.24 There is no detailed government guidance setting out how targets should be 
assessed, based on an assessment of viability. An assessment of viability for 
policy setting purposes might have reference to a very wide range of factors 
including past and recent delivery of affordable housing, the relationship 
between residual value and existing use values, what has been found to be 
robust targets and thresholds in similar authorities through the Core Strategy 
process, the land supply equation and its relationship to be policy weight given 
to affordable housing delivery in the wider context of housing supply generally.  
To some extent land owner expectations are also significant.  The experience of 
the consultant, working in conjunction with the local authority and through 
developer workshops helps to arrive at a robust policy stance. 

6.25 Our analysis of residual values has led us to suggest a number of options for 
setting affordable housing proportions for spatial planning policy purposes 
which would be a reasonable policy conclusion from the viability information 
presented. In coming to our conclusions, we again note that viability is not the 
only consideration that the local authority will need to take into account in 
deciding on its policies and that it will need to consider the priority given to 
achieving affordable housing delivery to help address the very high level of 
need for affordable housing in the District.  
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6.26 We consider that the options are:  

a. Introduce a two way split affordable housing target which seeks a higher 
level of affordable housing in the high value area(s) in the District.  On 
the basis of the analysis, this split would operate between, on the one 
hand, the two rural sub markets – Peripheral villages and Rural South 
East, and, on the other, the two main urban centres – Welwyn Garden 
City and Hatfield. On this basis, we would suggest a 35% target for the 
rural areas and a 30% target elsewhere.  We think this would mean, in 
some instances, grant being required in Hatfield to meet the 30% target.  

b. Introduce a three way split target, reflecting the more specific variations 
in the local housing market.  This would mean a 35% target in the rural 
areas, a 30% target in Welwyn Garden City and a 25% target for 
Hatfield.   

c. A single percentage target of 35% is a further option, but the analysis 
suggests that this would probably be too ambitious in the lower value 
sub markets without grant being available in current market conditions. 
A single target the across the District is simple and leaves no room for 
doubt about the authority’s targets.   

6.27 In our experience, we recommend that the Council should, where practicable, 
adopt a split target approach (either of the options (a) or (b) above).  We believe 
that with Welwyn Garden City and Hatfield being relatively distinct settlements 
(from each other and from the rest of the Borough) a split target is deliverable in 
planning terms.   

6.28 We would underline that if the Council wished to maintain its current policy 
position on sites of 25 new dwellings of (a minimum) 30% target then this would 
we feel be routinely deliverable from a viability perspective. 

6.29 We are confident that a potential CIL of £10,000 per dwelling should not 
routinely hold back sites across the Borough.  A potential CIL of £23,000 per 
dwelling should not have a detrimental affect, we believe at the middle to top 
end of the market in the Borough, but the analysis suggests that at the lower 
end the impacts could be significant as the CIL would reduce land value 
substantially.  As previously stated in relation to any higher level CIL or 
additional costs for the Code for Sustainable Homes, these are scenarios only 
and actual viability will depend on the relationship between proves and costs at 
any given point in time. 
Viability on individual sites 

6.30 Our analysis has indicated that there will be site-specific circumstances where 
achievement of the affordable housing proportions set out above may not be 
possible. This should not detract from the robustness of the overall targets but 
the Council will need to take into account specific site viability concerns when 
these are justified. 

6.31 If there is any doubt about viability on a particular site, it will be the responsibility 
of the developer to make a case that applying the Council’s affordable housing 
requirement for their scheme makes the scheme not viable.  Where the 
Council is satisfied this is the case, the Council has a number of options open to 
it (including changing the mix of the affordable housing and supporting a bid for 
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grant funding from the Homes and Communities Agency and/or using their own 
funds) before needing to consider whether a lower level of affordable housing is 
appropriate. In individual scheme negotiations, the Council will also need to 
consider the balance between seeking affordable housing and its other planning 
obligation requirements. 
 

Thresholds 

6.32 There is a pressing need for affordable housing in Welwyn Hatfield.  In the past, 
smaller sites, i.e. below the existing policy threshold of 25 dwellings and below 
the national indicative minimum of 15 dwellings, have made an important 
contribution to the overall supply of sites. 

6.33 Given the level of need for affordable housing in the Borough and the lack of 
any evidence to indicate that viability of smaller sites is a particular problem, we 
believe there is a strong viability argument for seeking affordable housing 
contributions from sites of less than the existing policy threshold of 25 and 
indeed, less than the national indicative minimum of 15 dwellings. 

6.34 The analysis of recent planning permission data suggests that for the Borough 
as a whole, 35% of all dwellings will be developed on sites of less than 15 
dwellings.  We believe that this is a figure significant enough, where housing 
needs are high, to consider a threshold below 15 across the Borough. 

6.35 Moreover a case for a split threshold can be made between the urban (Welwyn 
Garden City and Hatfield) and the rural areas based on the data which shows 
less reliance on small sites in the two main towns. 

6.36 In the Peripheral villages,  63% of schemes are according to the data, on sites 
with one to four dwellings. In the Rural South East, this equivalent statistic falls 
to 24% but this is in our view nevertheless significant. On this basis, for the 
smaller settlements, we would support setting a threshold at a point between 
one gross dwelling and five gross dwellings. 

6.37 There is however a case against a threshold as low as one dwelling (gross) in 
the Welwyn Hatfield BC area as a whole, mainly because of the proliferation of 
schemes involving some sort of residential demolition.  Our analysis suggests 
that at least four units will be needed on sites where only a single dwelling is 
being acquired, in order to deliver affordable housing at or near to the targets 
set out above. 

6.38 The precise threshold should be considered by the Council taking into account 
a range of factors including, not least, resource implications. In considering 
what levels to reduce thresholds to, the planning authority would need to 
consider the additional workload that would arise for the authority in negotiating 
an increased volume of Section 106 agreements.  

6.39 In the two main urban centres – Welwyn Garden City and Hatfield, taking into 
account the profile of sites and dwelling supply, we would suggest a threshold in 
line with the national guidance of 15 dwellings (gross).  This could increase the 
number of qualifying dwellings by around 20% (those currently falling between 
15 and 24 dwellings). A 15 dwelling threshold would not necessarily maximise 
the delivery of affordable housing but it would recognise perhaps the potential 
for the Borough to generate significant supply through new larger housing 
development on sites going forward in these urban areas. 
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6.40 However, on viability grounds alone, should it decide to do so, then we would 
support a Council policy of a five dwelling (gross) threshold across the Borough 
as a whole.  

 
Commuted sums 

6.41 Where the local authority decides that it may be appropriate to accept a 
commuted sum in lieu of on-site or off-site provision,  a possible approach to 
calculating the appropriate sum sought is to base this on the equivalent amount 
which would be contributed by the developer/landowner were the affordable 
housing provided on site.  This is expressed as follows: 

 
RV 100% M = Residual value with 100% market housing 

 RV AH = Residual value with X% affordable housing (say 35%) 
 Equivalent commuted sum = RV 100% MV minus RV AH 
 
6.42 Where commuted sums are collected, the Council will need to have in place a 

strategy to ensure the money is spent effectively and in a timely manner.  
Options for spending will be a matter for the Council to consider but could 
include supporting schemes which would otherwise not be viable, increasing the 
amount of social rented housing in a scheme, increasing the proportion of family 
units in a scheme, seeking higher quality affordable housing (e.g. a higher level 
of the Code for Sustainable Homes).   
The current housing market 

6.43 At the time of preparing this report, the housing market has suffered a down-
turn as a result of the ‘credit crunch’. Our analysis of housing market values is 
as recent as possible and relates to October 2009. 

6.44 Our analysis of long term house price trends suggests that the housing market 
is now marginally below the long term trajectory.  This means that our analysis 
is ‘conservative’ in nature. 

6.45 We think it likely however that developers will increasingly run an argument 
during 2010 and 2011 that the affordable housing and wider s106 policy is 
holding back sites.  We believe that whilst the Council should be flexible in its 
negotiations on specific sites, we do not think it should shift its position from the 
policy conclusions of this report since these will be more appropriate to the 
longer term trend in house prices which has been shown to be upwards.  In 
other words, the policy position should be one which reflects the longer run and 
not simply the impacts of the credit crunch.   

6.46 Currently it is difficult to see the direction of travel over the longer run.  
Historically, prices have risen by around 3% per annum above inflation.  These 
sorts of rises, if emulated over the Plan period, should allow the authority to 
take a very robust view towards affordable housing policy. 
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Appendix 1  
 
Development Economics Study (DES) Workshop Notes 
 
Hertsmere Borough Council, St. Albans District Council and Welwyn Hatfield 
Borough Council 
 
 
Location: Hertsmere Civic Offices  
Date: 8th September 2009 9.30am-12pm  
 
Attendees: 
 
The following people attended the workshop.  Very many thanks to all for their 
contributions. 
 
 
Name 
 

 
Organisation 
 

Natalie Allen 
 

Hertsmere Borough Council 
 

Sarah Barker Welwyn Hatfield Borough Council 
 

Bill Beyzade Taylor Wimpey 
 

Martin Collins Home Group 
 

Philip Cringle 
 

Affinity Sutton 

John Edwards  Metropolitan Home Ownership 
 

Michael Fearn 
 

Shire Consulting 
 

Colin Foster 
 

Countryside Properties (Special Projects) Ltd 

Andrea Gilmore 
 

Hertfordshire County Council 
 

Samantha Hardy 
 

The Guiness Trust 
 

Carol Hyland Welwyn Hatfield Borough Council 
 

Dominic Jones Beverley Homes 
 

Mike Love DLA Town Planning 
 

Lynn McIver  
 

Taylor Wimpey 
 

Ruth McKeown 
 

Hallam Land Management Limited 

Russell Monck Hertfordshire County Council 
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1 Introduction 
 
The workshop was led by Dr Andrew Golland of Three Dragons.  Copies of the power 
point presentation were handed out during the workshop with an enlarged A4 sheet of 
development costs (slide 21). 
 
Andrew Golland (AG) introduced the context for the study.  AG explained that the 
testing framework would reflect local sub-areas, take account of site supply (including 
types of sites), look at thresholds and viability issues, a financial formula for 
commuting off-site (should any of the LAs decide to develop policy on this basis).  He 
asked if there were any industry issues that participants wished to raise.  Consistency 
in policy approach was cited as an issue between authorities. 
 
2 Principles of viability (slides 3-6).  
 
A question was raised around the amount that the toolkit allows for developer profit. 
AG explained; 15% was the default for private; 6% for affordable. Point was raised that 
developers may need higher than 15%, perhaps as much as 20%/25% especially in 
the current climate. Why use 3 Dragons method? AG explained that this work would 
need to inform policies that would endure for up to 20 years, including beyond the 
credit crunch. Markets fluctuate but it is the long term view that the DES takes. (On a 
site by site basis LAs and developers could negotiate) 15% has generally been the 
historic industry norm. AG asked if there was a minimum expectation of landowners, in 
agricultural use. No response. 
 
Acknowledged that developers may have overpaid for the land but that the reality is; 
this is the nature of the competitive market. So, does the model work if the developer 
has already purchased the land? 
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AG asked what was a reasonable uplift on land value due to planning ? No other figure 
suggested. 
 
3 General approach to the study 
 
3.1 Stage 1 “High Level” Testing (slide 8): AG explained the framework and asked 
for any comments. Question raised: were we aware of any shire local authority with a 
statutory policy of 50% (other than London). Oxford City Council was cited as a known 
example. 
 
3.2 Stage 2 “Generic Sites” Testing” (slide 9): Framework explained. A range of 
affordable housing targets for on-site delivery will be tested. S106 / CIL; explained that 
the Hertfordshire Infrastructure and Investment Study will suggest a figure that could 
become the strategic CIL for Hertfordshire. Indications are that figures will be fairly 
high and may have an impact on viability. 
 
The dual stage approach was agreed as a robust way of carrying out the study. 
 
4 Housing markets (slides 11-15) 
 
The DES will look at sub-markets within each local authority area. These were shown 
on screen. AG asked if there were any issues with taking the sub-area approach as 
this could affect future policy development. One participant remarked that a blanket 
policy would be easier. Another participant raised the issue of very small sites in 
affluent areas such as Harpenden, a requirement for affordable housing at 50% 
wouldn’t be delivered. 
 
AG asked if the house prices appeared to be relevant. The point was made that Land 
Registry data is not based on floorspace and is generalised by property type whereas 
developers will sometimes assess value based on floorspace and will also take 
account of property by property variations e.g. orientation, garages etc.  
 
AG responded that for the purposes of policy development an average was an 
appropriate benchmark (site by site negotiations could still take place where 
exceptions arise).  
 
Asked how an adjustment had been made for property decreases, AG said he was 
currently working on a 10% reduction from the baseline position. However, agreed that 
the data would be updated (Land Registry).  Feedback from one delegate that a 1 bed 
would give a better (generally) return than a 2 bed flat for example. 
 
Please can delegates provide examples of new build selling prices, thanks. 
 
5 Proposed Development Mixes (slide 16) 
 
No participant considered that densities in excess of 120 dph should be tested.  AG 
asked if the mix by density scenarios was appropriate to the study area. One 
suggestion on the 40dph option was to include 5% 1 bed flats.  Another observation 
was that 2 bed houses were rarely constructed.  Another point was that some 
developers are currently not building flats.  Should a “flats only” scenario and a “house 
only” scenario be tested [note: the 20 dph is house only and the 120dph is flats only]. 
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6 Thresholds and small site issues (slide 20) 
 
PPS3 cites 15 as a threshold but there appears to be little logic for this. Are small sites 
less viable than large sites?  In answer, one participant said that the greater the 
number of properties spreads the overall development costs and allows for greater 
potential return hence possibly that large sites can be more viable.  AG however said 
that Valuation Office data routinely shows small sites appear to be more viable than 
large ones (this could be partly because they are not providing affordable housing). 
 
There was a view that all development has an impact on infrastructure and all 
developments, however small should require an affordable housing contribution. 
 
Question asked to RSLs: is there a lower threshold where management becomes an 
issue. Consensus was it wasn’t the size of the site but the location that was important. 
 
Question: would the RSLs rather have a contribution to spend on a larger site. 
Consensus was that achieving 4/5 units on a small site was better than receiving a 
contribution with nowhere to spend it and would the sum be enough to deliver 
affordable housing elsewhere. 
 
AG flagged up that in some areas where small sites make up a large part of delivery, if 
viable, it might be appropriate to set low thresholds. RSLs were asked if they would be 
happy to take on small numbers of homes on small sites and / or in rural locations. 
RSLs responded that provided location was good, the size of development wasn’t an 
issue. 
 
7 Development Costs (slide 21) 
 
7.1 Development costs generally 
 
An A4 sheet showing the detail of the Development Costs part of the testing 
framework was circulated.  
 
BCIS costs are used as the default.  
 
Question: What do you get for £900? AG explained this includes all structural costs 
including sub and super structure and elements such as internal estate roads i.e. 
within the “red line” but not major costs such as a new balancing pond or service roads 
outside the “red line”. Such exception costs are not the “average” for the purposes of 
policy development. Costs are average for Hertfordshire, e.g. standard foundations.  
 
7% default for interest rates is based on a percentage of build costs. Question asked 
by participant: how does the front loading of developments costs get taken into 
account. Large developments often incur large up-front costs and capital lock up is 
paramount to viability.  
 
AG agreed and said that where detailed information is available in phasing for sites, 
this will be modelled.  However, this is often difficult to carry out with a DES type study 
and the analysis is more appropriately carried out at the time of a planning application 
submission. 
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Question raised: Would the model be copied to delegates. AG responded, not the 
model but that copies of the screen shots have been made available and will be 
circulated.  
 
7.2 Code for Sustainable Homes 
 
Agreed that RSLs are building to Code Level 3 whereas private sector not there yet. 
BCIS costs are based on data returns which are mostly RSL data. Therefore the BCIS 
costs will include those schemes where RSLs have achieved Code Level 3. 
 
8 Other (than affordable housing) S106 costs 
 
AG asked what working assumptions participants be comfortable with. Answers: 
schemes vary, one example given of around £8,500 - £9,000 per unit on a 9 -10 unit 
scheme.  
 
The Milton Keynes approach was cited where around £20,000 (land tax) is charged 
and up to each LA to decide how to spend.  
 
9 Grant Levels 
 
The DES will test without grant scenarios and with grant scenarios. Was the £50,000 
grant level for Social Rent and the £15,000 for Shared Ownership about right?  
 
Answer - if you can get grant?  - this is a more relevant question.  
 
Depends upon type of units, e.g. family homes more likely to get grant than flats. It 
was suggested that the regional average is £45,000 (social rented) and £15,000 
(shared ownership).  
 
10 Affordable housing tenures 
 
Were RSLs still delivering shared ownership or should other products be tested? 
Answer; still delivering shared ownership. A grant bidding round closes this Friday but 
outcome will not be known until October. Difficult to know from HCA how much grant 
can be expected as assessed on a scheme by scheme basis. 
 
Level of shared ownership: 30% equity share levels deliverable in area. Some 
schemes needing to start at 20% equity share. 25% considered to be an average. 
 
11 Off Site Provision (slide 22) 
 
AG to advise on a formula for commuted sums but not to advise LAs whether or not to 
consider such circumstances in policy. 
 
12 Protocol (slide 23) 
 
An individual report will be prepared for each LA area.  
 
13 Questions – Timetable 
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Hertsmere draft report to be delivered end of October, St. Albans a week later. Welwyn 
Hatfield later in 2009.  
 
Contact Details for feedback on the Development Economics Study: 
 
Andrew Golland 
 
Address: Three Dragons, The Hollies, 17 Baggrave End, Barsby, Leicestershire, LE7 
4RB 
 
Email: drajg@btopenworld.com 
 
We would welcome any observations and suggestions on any part of the testing 
framework and methodology.  Please send any comments on the meeting notes 
below, or on any other relevant matter, to: Andrew Golland at drajg@btopenworld.com 
by Wednesday 23 September. 
 
Apologies: For the technical difficulties experienced at the start of the event.  Thank 
you for your patience. 
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Appendix 2 Three Dragons model: Method statement 
 
The Toolkit provides the user with an assessment of the economics of residential 
development.  It allows the user to test the economic implications of different types and 
amounts of planning obligation and, in particular, the amount and mix of affordable 
housing.  It uses a residual development appraisal approach which is the industry 
accepted approach in valuation practice. 
 
The Toolkit compares the potential revenue from a site with the potential costs of 
development before a payment for land is made. In estimating the potential revenue, 
the income from selling dwellings in the market and the income from producing specific 
forms of affordable housing are considered. The estimates involve (1) assumptions 
about how the development process and the subsidy system operate and (2) 
assumptions about the values for specific inputs such as house prices and building 
costs. These assumptions are made explicit in the guidance notes. If the user has 
reason to believe that reality in specific cases differs from the assumptions used, the 
user may either take account of this in interpreting the results or may use different 
assumptions.  
 
The main output of the Toolkit is the residual value.  In practice, as shown in the 
diagram below, there is a ‘gross’ residual value and a ‘net’ residual value.  The gross 
residual value is that value that a scheme generates before Section 106 is required.  
Once Section 106 contributions have been taken into account, the scheme then has a 
net residual value, which is effectively the land owner’s interest. 
 



 

 
Key data assumptions 
 
Market areas and prices: 
 

 
 
The development mixes were as follows:  

 
Affordable housing targets: 
 
20%; 25%; 30%; 35%, 40%, 50%, 
 
Affordable housing split: 75% to 25% Social Rent to Shared Ownership 
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Appendix 3 Results – Residual values – no grant scenarios (£s million per 
hectare) 
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Appendix 4 
Worked example; one hectare site at 40 dph at 35% affordable housing in 
Welwyn Garden City West 
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