


EDAW – Affordable Housing Viability Model 

Introduction 

At the request of North Nothants Development Company (NNDC) we have prepared a number of 
Development Appraisals to reflect the details for various sites - the basic details of which have been 
provided by East Northamptonshire Council Planning Team. We have modelled these specific schemes 
using a process similar to those which a developer would undertake in order to assess the viability from a 
developer’s point of view and therefore highlight to the planning officers the developer’s perspective. The 
appraisals include estimated development costs, and sales and rental values based upon existing market 
data. The submission date of January 2008 has not been used due to the general weakening of the 
residential housing market through 2008, and to reflect the fact that developers are currently not committing 
to schemes and are unlikely to in most cases until 2010 at the earliest We have also included house price 
inflation in line with current research and borrowing costs for the developer. The current appraisal illustrates 
a target profit on cost for the developer of 20% which is considered to be the minimum for which a developer 
will consider taking a development forward. 

These schemes have been used as examples only to test viability in broad terms on schemes that are at 
different scales. The study has not had the benefit of specific cost information including land costs and has 
used reasonable assumptions based on knowledge of local market conditions. A schedule of assumptions 
used in the modelling is provided in Appendix 1. 

The model is divided into two constituent parts; a standard development appraisal which illustrates the input 
income elements and costs, and a cashflow which shows the phasing for the delivery of the scheme and 
calculates price inflation and interest on the developer’s debt balance. The data in the appraisal is set at Net 
Present Value and Net Present Cost and therefore the profits highlighted within the appraisal are generated 
by the cashflow to model a real market position. Using these tools we can illustrate a developer’s market 
position and the method they use to assess the viability of schemes and the profit that can be generated. 

The EDAW Model will assist East Northamptonshire Council in advising on the viability of their Affordable 
Housing policy which currently sets a target of 40% in a mix of tenure types. This model can be used to 
assess the viability of numerous policy positions which the authority may require to apply now and in the 
future. 

We have taken values for new build homes in the area as currently being offered by developers. The sales 
values within the cashflow model have had an estimated house price inflation figure applied to them to 
model a market recovery over an eight year period. The analysis has taken January 2009 as its basis point. 

Unit Costs – New Build 

In establishing the unit costs of the scheme we have taken benchmark examples from existing cost data and 
assumed a size for each property as defined in the table below. The costs are derived from information from 
existing cost plans for projects in the area and are specific to affordable housing. At this stage we have not 
amended the specification between the market value properties and those in the affordable element but 
have taken a normalised cost for construction of both types in order to simplify the model. It should be noted 
that the variation in cost will not deliver the margins required to materially affect the results of the current 
model. 

The costs include for all costs of construction plus all abnormals, such as site preparation which itself 
includes a percentage for ground remediation, archaeology etc. The costs assume that the buildings are 
taken to Code for Sustainable Homes Level 4 as by the time construction is commenced it is likely that this 
will be the minimum standard which must be achieved. The cost model includes for the properties achieving 
Lifetime Homes Standards. 



The unit sizes are defined in the table below, for the purposes of this appraisal we have not adjusted the 
specification for the affordable homes vs. the market value units. 

Type Size m² 

1 Bed 65 

2 Bed 72 

3 Bed 94 

4 Bed 112 

We have taken the sizes from existing schemes to inform the model which are Gross Internal Floor Area 
(GIA) for the calculation of costs. We have developed the cost model to reflect the increased unit cost of 
taking the homes to a Code for Sustainable Homes Level Four. The build costs also include for the 
Authorities requirement for all of the properties to be delivered to the Lifetime Homes standards with 5% 
being adapted for wheelchair users. It must be noted that these costs are notional at this stage as there is 
no defined scheme which we can cost. The construction costs have been developed from existing market 
intelligence and BCIS rates for residential builds. All costs have been applied on a per square meter basis 
the build up calculation for the rate is illustrated below. 

Cost per square metre 

Base Cost £925 

Code for Sustainable Homes £140 

Lifetime Homes £55 

TOTAL £1120 

The basic rate has been applied to the smaller units and reduced for the larger units on the schemes to 
reflect economies of scale that are achieved in delivering larger homes. 

Abnormals 

The unit costs per house as identified above only include for the construction of the buildings themselves. 
The delivery of servicing to the site has been included in a specific abnormals section. These costs include: 
site preparation (including remediation, levelling, archaeological surveys etc); infrastructure (roads etc) 
within the boundary of the site; utilities provision; landscape costs; fees at 10% of construction cost; section 
106 contributions modelled on potential contribution levels for the area which is separately noted within the 
appraisal and a level for contribution, and a contingency level. The cost plan for this section is based upon 
servicing costs for urban extension schemes within the region and calculated on a pro rata basis. As above 
these are not measured costs but adapted from current cost information. 

Land Costs 

We have taken a notional estimate on the value of the land based upon information on existing land deals 
within the area at £90k to £100k per acre to take account of volume benefits on larger land assembly. The 
cost represents the values currently being achieved within the market for unconsented Greenfield sites in 
the area, which have been used as a base land value on urban extension schemes. It must be noted 
however that this is an assumed average value and not a confirmed transaction price as developers may 
have paid higher prices at the peak of the market and of course lower levels if the land was banked from 
earlier in the economic cycle. 



Revenues 

The income achieved by the development is based upon current data regarding housing of this type for sale 
within the area. These values have been uplifted using current research for CB Richard Ellis to give a level 
of house price inflation which reflects the point of recovery in the current market place. 

For the purpose of these appraisals we have capitalised the value of the rented properties. The value 
attached to this represents the value which these units would require to achieve from an RSL in order to 
make the scheme economic for the developer. The intermediate housing has been calculated on the basis 
of 50% of market value. 

The details of the revenue levels by type and tenure are detailed in the table below 

Type Market Value Affordable Value Rent Av 

1 Bed £124,995 50% of Market Value 

£85 per week 
2 Bed £159,995 - £179,995 50% of Market Value 

3 Bed £194,995 - £224,995 50% of Market Value 

4 Bed £234,995 - £279,995 50% of Market Value 

The rent levels have been informed by data from the Cambridge Centre for Housing and Planning Research 
and advice from the HCA, we have then taken an average and applied it across all units. The total annual 
rent has been capitalised at 6.25%; this is a notional figure which represents the quality of these covenants 
and the need for substantial levels of social rented housing, and the movement of the development markets 
to support rented accommodation. We have increased the yield for developments which are providing a 
smaller number of homes to reflect the fact that this is going to be less attractive to an institution. 

Programme 

We have assumed that the larger developments will be delivered over a period of 6 years commencing with 
a site purchase in 2009. Construction is set to commence in the third quarter of 2010 and will continue for a 
period of 5 years. The first sales will be completed in 2011 and therefore we have assumed no income until 
this point. We have not accounted for any pre-sales as these would only generate a 5% deposit and in the 
current market such costs are likely to be borne by the developer; such incentives are likely to remain until 
the market recovery in 2013 to 2015. The current slump in the property market has meant that a start prior 
to 2010 is unlikely as the market is predicted to bottom out during the first 6 months of 2010. If the issues 
within the capital credit markets persist and exacerbate the effects of the current economic recession then 
this timetable can be adjusted to illustrate further delays in delivering the schemes. The investment sales 
will be completed over a two year period, (assumes multiple RSL’s or other fund management vehicle), in 
years 2014 and 2015 when the houses are complete and fully occupied. The provision of social housing 
may in fact become a greater priority for developers as they seek to produce a high level of income 
guarantee in order to reduce any funding issues which they may be experiencing. 

The smaller developments (scheme 5 and 6) have been delivered over a two year period. We have 
assumed here that the developer is likely to be a smaller concern, may not be able to sustain large levels of 
debt and therefore will spread the small number of units over that period in order to reduce the impact of 
sales lag and to benefit from the rising market position. 



Funding Levels 

We have not identified any external funding sources within the models themselves and therefore have 
shown a full capitalised income. The tables within the Scheme Summaries highlight the level of HCA funding 
which could be attached to each project. 

The East Midlands Regional Assembly has set out its ambitions for the utilisation of HCA grant for the 2008
11 periods in its regional investment strategy. This was submitted to ministers in the summer of 2007 and 
sets the context in which HCA are working to allocate our funding. 

This document confirms that 34% of the funding is earmarked for Northamptonshire. The initial total regional 
pot for new affordable housing was £317m which leads to a share for Northamptonshire of £108m. This is 
available broadly on a straight line basis, i.e. approximately £36m p.a. across the county. 

This is distributed on a competitive value for money basis which has recently been on the basis of around 
£44,000 per rented home and £20,000 per low cost home ownership home. The current market conditions 
may affect these levels. There are significant levels of funding still available for funding of new homes in 
accordance with the agreed policy on interface with section 106 agreements. 



Scheme Summaries 

The identified schemes, most of which are allocated sites in the Rural North, Oundle and Thrapston Plan, 
have been assessed using a cash flow analysis and the costs outlined above. We have modeled three 
scenarios of affordable provision - 20%, 30% and 40% - and adopted the tenure split as set out in the policy. 

The tables below set out the profit or loss for each scenario of affordable housing provision. The first column 
shows the scheme details and each affordable housing scenario. The second column shows the target profit 
for the developer, followed by the profit or loss for each scenario. The third Column shows what level of 
HCA funding could be available based upon recent levels. The fourth column shows the level of grant that 
would be needed to achieve the affordable housing scenario in Column 1. For example; in scheme 1 below 
40% affordable housing could not be achieved as it would require £17,327,430 grant, and current funding 
levels suggest that only £9,728,000 could be achieved should funding be available. 

The ‘optimum’ row identifies the level of Affordable Housing that can be achieved on the site that produces 
the target or optimum profit percentage for the developer. This is the position whereby affordable housing 
and target profit can be achieved, with minimal or nil grant. 

In the case of the smaller schemes the Optimum position reflects the best position the developer can 
achieve often not providing any Affordable housing at all or only a single unit. We have shown this to 
illustrate that this may be the only position which the developer is willing to consider. The purpose of these 
graphs and the spreadsheets which are also attached is to illustrate the level of affordable housing that 
could be achieved without grant, and also the external funding that maybe required to support the higher 
levels of affordable provision. 



Scheme 1 

Thrapston - 685 Units Target Profit HCA funding based 
on recent levels 

Level of grant 
required 

Area - 22.86ha £20,376,722 

Affordable Level Profit/Loss 

40% £3,049,292 £9,728,000 £17,327,430 

30% £12,734,197 £7,172,000 £7,642,525 

23% Optimum £20,217,770 £5,484,000 £158,952 

20% £26,438,188 £4,756,000 Nil 

The scheme is viable at 23% affordable provision at the defined split of social rented and intermediate. The 
scheme’s viability is much improved by phasing sales of high values market housing in the later phases of 
development to benefit from the rising market. 



Scheme 2 

Ashton Road, Oundle 
- 145 Units 

Target Profit HCA funding based 
on recent levels 

Level of grant 
required 

Area - 4.86ha £4,367,710 

Affordable Level Profit/Loss 

40% £3,622,596 £ 1,756,000 £1,015,114 

36% Optimum £4,522,553 £1,540,000 £158,952 

30% £6,110,965 £1,312,000 Nil 

20% £8,651,504 £844,000 Nil 

The scheme is viable at 36% affordable provision, with a tenure split which reflects between social rented 
and intermediate, which reflects the position of the authority. The improved provision level is primarily due to 
the higher values attached to properties in this area and thus the market sales create a greater margin for 
the developer which provides greater levels of income this offsets the reduced monies attached to the 
affordable units. The success of this scheme demonstrates that under certain conditions the authority’s 
position is attainable and would indicate that in a rising market they maybe able to provide greater levels of 
affordable homes. 



Scheme 3 

Creed Road, Oundle 
- 125 Units 

Target Profit HCA funding based 
on recent levels 

Level of grant 
required 

Area – 4.08ha £3,890,271 

Affordable Level Profit Loss 

40% £1,749,167 £1,724,000 £2,141,104 

30% £3,566,699 £1,400,000 £323,572 

20% £5,181,461 £840,000 £Nil 

The scheme is viable at approx 30% affordable provision, the project delivers less market income than that 
at Ashton Road and sales values are marginally less than the previous development. We have not modelled 
the Optimum, this is achieved at 29.25% but it would be reasonable in this scenario to request the 
developer to provide the 30% requirement. The profit is just under the preferred 20% level in this scenario 
however a developer is likely to accept such a position and will try to increase his margin via other routes 
such as value engineering. 



Scheme 4 

Kings Cliffe - 150 
Units 

Target Profit HCA funding based 
on recent levels 

Level of grant 
required 

Area – 4.48ha £4,570,065 

Affordable Level Profit/Loss 

40% £220,272 £2,092,000 £4,349,793 

30% £2,610,278 £1,576,000 £1,959,787 

26% Optimum £4,571,434 £1,356,000 £1,369 

20% £5,113,883 £1,032,000 £Nil 

As in the Schemes 2 & 3 the increased sales values allow the scheme to fund greater levels of affordable 
provision. In this development currently it is estimated that 26% is a viable level of affordable housing. 
Higher levels will require HCA funds in order to allow the developer to maintain their preferred margin. 



Scheme 5 

Nassington - 11 Units Target Profit HCA funding based 
on recent levels 

Level of grant 
required 

Area – 0.7ha £347,076 

Affordable Level Profit/Loss 

40% -£162,302 £152,000 £509,378 

30% -£61,682 £108,000 £408,758 

20% £109,395 £64,000 £237,681 

Optimum (1SR) £265,274 £44,000 £81,802 

Only at 20% affordable can the developer make any profit whatsoever on the scheme and this does not 
meet the target level. We have modelled a position with a single rented home as the optimum position, 
however this still leaves the developer below their target profit so inevitably they will be keen to provide no 
affordable housing in order to maximise their margin. 



Scheme 6 

Warmington - 12 
Units 

Target Profit HCA funding based 
on recent levels 

Level of grant 
required 

Area – 0.7ha £377,384 

Affordable Level Profit/Loss 

40% -£284,800 £152,000 £662,184 

30% -£150,966 £108,000 £528,350 

20% -£4,782 £64,000 £382,166 

Optimum £148,863 £44,000 £228,521 

As with Scheme 5 the project is unable to support the specified levels of affordable provision. We would 
estimate given the information available that the project may be able to support a single affordable home as 
shown by the optimum line, this still however does not produce the developer’s preferred level of profit 
however given the size of the development the profit expectations are likely to be reduced. The variation 
between the lines on the graph demonstrates how different sizes of affordable units can adjust the cashflow 
profile as you can see by comparing the 30% and 40% lines. 



Scheme 7 

The White House
9 Units Target Profit 

HCA funding based 
on recent levels 

Level of grant 
required 

Area – 0.25ha £301,153 

Affordable Level Profit/Loss 

40% -£129,715 £142,000 £431,028 

30% £45,379 £108,000 £255,774 

Optimum (see sheet) £288,770 £88,000 £12,383 

20% £465,050 £44,000 Nil 

The optimum level is 22% on this scheme. As with the other smaller schemes it is difficult to integrate the 
full policy position. It would be suggested that the authority look at typology and sizes of affordable and 
agree with a developer the most viable mix. In the scheme where the development delivers only 20% 
Affordable provision the project creates super profits for the developer, in such an instance the authority 
may consider the application of overage or claw back provision in order to fund further affordable off site or 
alternative s106 provision. We are currently working with NNDC to produce a mechanism for overage 
provisions and future value capture. 



Scheme 8 

St Marys Farm – 
5 Units 

Target Profit HCA funding based 
on recent levels 

Level of grant 
required 

Area – 0.24ha £190,673 

Affordable Level Profit/Loss 

40% -£187,908 £88,000 £378,581 

30% N/A N/A N/A 

Optimum £133,775 Nil £56,898 

20% £47,829 £44,000 £142,844 

The small number of units on this scheme makes the viability of affordable housing on the 
development extremely challenging. The optimum position illustrates a scheme with no affordable 
provision. The 20% does provide a slim margin to the developer. We have not applied a target profit 
in this instance as the type of developer who may undertake a scheme of this size is likely to be 
small or a sole trader and therefore their profit margin will be much reduced and they often extract 
an operating profit from the construction. 



Scheme 9 

Bridge Street Filling 
Station - 4 Units 

Target Profit HCA funding based 
on recent levels 

Level of grant 
required 

Area – 0.16ha £164,463 

Affordable Level Profit/Loss 

40% -£225,152 £88,000 £389,615 

30% N/A N/A N/A 

20% -£18,603 £44,000 £183,066 

Optimum £153,492 Nil £10,971 

This scheme has had higher site preparation costs applied to it to include for remediation costs due to 
the previous site usage and the likely presence of contamination. We have not included a 30% provision 
as this would require us to model fractions of houses on a scheme of this size. However the scheme 
cannot provide either requirement as demonstrated and the optimum position does not provide any 
affordable units. The graph illustrates that all three scheme are the same until year 5 when the sales 
values then make the difference with the 40% being based upon the policy position and therefore only 
providing social rented with the optimum position providing a return reflecting market sales of 4 bedroom 
homes 



Summary 

As illustrated above none of the schemes currently provide a viable approach to deliver 40% affordable 
housing. In the majority the larger schemes can conceivably provide something in the region of 20% to 30%. 
The smaller schemes are not viable with any level of affordable provision as the receipts from market sales 
are unable to absorb the reduced value of the affordable stock; the addition of public funding will help to 
achieve a level of affordable housing on site. 

The model has taken notional values derived from actual schemes and applied them to these proposed 
developments and therefore provides us with a market led approach to calculating the viability of these 
projects. If market conditions worsen it is possible that developers will look at providing more affordable 
housing during this unfavourable period in order to continue to produce income and utilise sites for which 
they have already exercised options and invested capital. However it is unlikely that, unless there is 
substantial grant funding and/or elements such as land are provided at heavy discounts or s106 
contributions are reduced, they will be able to achieve the affordable housing targets set out in policy. We 
would note that there is the potential to use models of this type to work with developers to agree an 
optimum mix and programme in order to best meet the needs of the community in the region as well as 
satisfy the commercial demands of developers and institutional investors. 

The smaller schemes struggle to provide affordable housing inline with the policy although there maybe the 
ability for developers to absorb 1 or 2 units on an intermediate or shared equity basis and this should not be 
discounted. In these schemes it maybe necessary for the authority to look beyond the scope of the policy 
and look at other methods of achieving affordable housing levels in the area. 

Conclusions 

From the modelling work that has been carried out on a variety of sites, and densities in the plan area the 
following conclusions can be drawn 

•	 There is a viability issue on smaller sites and there will significant requirement from Homes and 
Community Agency (HCA) funding to provide affordable housing on these sites. 

•	 On the larger sites the modelling work shows that between 20% and 30% is a viable amount of 
affordable housing to provide (without any HCA funding), but this is based on a s106 contributions 
of around £10,000 per unit. If through Community Infrastructure Levy or s106 the contributions 
increase there would be pressure to reduce the affordable housing percentage. 

•	 The current challenging conditions are creating difficulties for developers to deliver market housing 
and produce a return; therefore they are unlikely to undertake development through the current 12 
month cycle. Even when the market recovery starts as is estimated in the second half of 2010 it will 
take a further 4 to 6 years for prices to return to their 2007 peak levels. 

•	 Targets based on need and evidence is the right policy position and provides justification for HCA 
input over and above viable contributions from development. 

Following on from these conclusions and modelling work it is anticipated that these changes may be 
required to the policy position and to the supporting text in the Rural North, Oundle and Thrapston Plan as 
we have demonstrated that in a number of cases the viability thresholds cannot be met which means that 
developers will be unlikely to undertake development particularly in the current, market environment 

January 2009 

Angus Duguid 
Director 
EDAW plc 



Appendices




Appendix 1


Assumptions 

The models have commenced from January 2009 rather than the submission date due to the declining 
economic conditions during 2008. Only minimal development has been completed during the past 12 
months with many house builders suspending schemes rather than holding large levels of unoccupied stock 

Profit levels of 20% have been assumed as the target for the developer as this is the minimum they may 
seek to achieve in delivering schemes of this type for the level of investment required. Developers may well 
seek to maximise profits during the recovery to recoup costs incurred during the down turn related to sales 
lag and holding vacant stock In some examples we are unable to achieve the required level of profit. 

Affordable Housing Target – 40% is taken from the North Northamptonshire Core Spatial Strategy and the 
Rural North, Oundle and Thrapston Plan which has in turn taken the figure of 40% from the Strategic 
Housing Market Assessment based on needs assessment. 

Mix of tenure and types – the tenure mix and housing mix comes from policy 11 and 20 in the Rural North, 
Oundle and Thrapston Plan based on findings in the Strategic Housing Market Assessment. 

Code for Sustainable Homes – We have modelled the properties to Level 4 under the Code for Sustainable 
Homes and uplifted the basic BCIS by 14.7% in line with the cost guidance from CLG developed by Cyril 
Sweet. 

Lifetimes Homes standard –we have accounted in the cost breakdown for all of the units to be compliant 
with the Lifetime Homes standard from policy 11 of the Rural North, Oundle and Thrapston Plan based on 
findings in the Strategic Housing Market Assessment. 

Wheelchair accessible – The costs per unit provides enough scope to ensure that 5% of units to be 
wheelchair accessible from policy 11 of the Rural North, Oundle and Thrapston Plan based on findings in 
the Strategic Housing Market Assessment. 

Land value/acquisition – we have taken the values of land based upon non-serviced and unconsented plots 
based upon transaction data in the area with a green field site valued at £90,000 per acre. 

Debt interest on outstanding balances has been charged at 6.25% per annum for the duration of the project. 
This is reflective of the current reduction in base rates. 

The house price inflation is based upon data which has been produced by CB Richard Ellis.These 
calculations are indicative of perceived market trends, however with the current volatility in the capital 
markets and the housing market these may be subject to change. 

Revenue has been based upon 2009 sales values for the area for new developments. The rental values 
have been capitalised at 6.75% to reflect the quality of the covenant and that many of these schemes may 
now be seen as an attractive investment vehicle for institutions 

Site preparation has been attached to the area which reflects cost plan data which we currently have 
relating to large urban extensions within the area. 

Infrastructure has been attached to the area which reflects cost plan data which we currently have relating 
to large urban extensions within the area. 



Utilities - we have assumed the requirement for new primary utilities and the provision of gas and power 
supplies to the new developments, and for the installation of telecoms infrastructure. The figures also reflect 
a level of service provider rebates that may be available from the utilities suppliers. 

Landscape costs have been apportioned at 5% of build cost. 

Fees have been based upon 10% of direct construction cost which is a standard application an appraisal. 

S106 contributions – these are based on current practice on larger schemes in the North Northamptonshire 
area or are best information form stakeholders. In terms of smaller schemes in the rural areas the level of 
contribution reduces and currently only includes education. We have included a breakdown within the 
appendices. 

Contingency levels have been limited to an amount to cover minor changes that maybe required on the 
scheme. A level of contingency has also been included within the general rate levels. 



Appendix 2


Appraisal & Cashflow Spreadsheets
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Appendix 3


Section 106 Summary




SECTION 106 - ANALYSIS 

Section 106 – Large Schemes 

Section 106 - Small Scheme 



Prepared by EDAW plc 

On behalf of East Northamptonshire Council 

January 2009 






