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Housing agree?:
The Need for Housing Opportunities in Communities Throughout Scottish Borders

1.0 Skirling is typical of many small communities in Scottish Borders. The settlement boundary for Skirling as defined in the 2016 Local Development Plan was
drawn tightly round the existing built-up area of the community. The boundary as defined does not permit any scope for new development. Many other villages
within Scottish Borders similarly have community boundaries defined in a way which effectively precludes any new development.

2.0 It is submitted that there is little purpose in defining community boundaries if the boundary is drawn in such a way as to prevent any development within
certain communities. In practice this would result in similarly restrictive policies applying both within the community boundary or in any countryside setting outwith
the community. There would be no effective difference. Unless the conscious intent is to stifle development, this would clearly be a nonsense. The MIR gives no
indication that it aims to mothball particular villages or communities. If it is intended that a moratorium should exist on development in certain places, this ought to
have been raised as an issue in the MIR.

3.0 The MIR is silent on the number of communities within the Borders area where an effective moratorium will exist. Instead the MIR suggests that a relaxation
on building could be introduced for housing in the open countryside. This suggestion is not a logical response and in reality avoids the real issue of providing the
certainty which a plan-led system should provide. The logical response is to identify sites within existing villages and communities through a comprehensive
review of the boundaries of all of the villages and communities in the Borders. It is disappointing that the MIR fails to recognise such a need.

4.0 It is submitted that it is not good enough to introduce a policy which may allow housing in the open countryside, by exception. Such an approach merely
broadens the uncertainty and inconsistencies of the planning system which lie at the heart of the criticism highlighted in the NHBC Foundation (2017) report. The
public and the construction industry both need the certainty which can be provided through a proper plan-led system in which local housing needs can be met
through clearly defined opportunities suitable for development by small local builders.

5.0 The MIR notes that the profile of age structure of the population in Scottish Borders is ageing noticeably. The MIR also comments that housing completions
across the Council area have been reducing year on year. The response suggested in the MIR is to identify and plan for large scale housing releases in particular
centres. The unstated corollary is that many small communities including Skirling will physically and socially become ossified with an increasingly ageing



population, and with little if any scope for younger people to gain accommodation locally.

6.0 The MIR fails to recognise a key change which has impacted widely on the local economy, and which | would submit partly explains the “low housing activity”
recognised by the MIR. The Council’'s 2017 Housing Land Audit (HLA) recorded only 250 completions, which is the lowest annual figure recorded since recording
began in 2005.

7.0 Low housing activity is not unique to Scottish Borders. Housing completions nationally are equally low. It is now widely accepted that poor performance in the
housing sector is largely attributable to the demise of small builders. Over the last 38 years there has been a dramatic, though largely unreported change in the
housebuilding sector in the UK.

8.0 In 1980 there were over 10,000 small and medium (SME) housebuilders in the UK. These companies were locally-based and understood the housing market
in their local areas. In 1980 these locally-based SMEs contributed 57% of all housing completions. By 2014 there had been a 72% reduction in the number of
small housebuilders, with only 2,800 SMEs then remaining delivering less than 30% of all housing completions.

9.0 In contrast, the top ten national housebuilders increased their share of housing production from 9 per cent in 1960 to 47 per cent by 2015. Over the 5 year
period, 2010-15, the pre-tax profits of the top five housebuilders increased by 473 per cent.

10.0 Whereas small local housebuilders depend completely on completions and house sales to remain profitable, national housebuilders are more concerned to
maximise returns than to increase output as an end in itself. As a means of securing sales at predicted prices, volume housebuilders may use landbanks to
control the flow of new housing into local markets, and to strengthen their negotiating position with landowners. They may therefore be reluctant to increase
completion rates if enhanced profitability per house unit can be achieved by controlling supply.

11.0 Scottish Government and local Councils unwittingly have become the greatest ally of the volume housebuilders by favouring the release of large sites which
only large national housebuilders are resourced to develop.

12.0 Some 14 years ago The Barker Review warned that it was not a “realistic option” to keep building at the low completion rates being then achieved in the UK

at the start of the 21st Century. Barker predicted that the inevitable consequences would be “greater homelessness”, “worsening affordability”, “social division”,
“declining quality in public services” and “increased costs for businesses”.

13.0 At the time of her report in 2004, annual housing completions across the UK were recorded as being 205,000. Instead of seeing the increase advocated by
Barker, annual housing completions some 10 years after the publication of her report had fallen by a further 25% to 153,000.

14.0 Changes in the planning system including increase in planning fees, greater dependency on supporting statements, technical and environmental reports,
planning obligation payments, and legal agreements all impose significant barriers to small builders. These increased costs together with Councils favouring
limited large scale releases, rather than multiple small sites all conspire against the ability of SMEs to survive in a difficult economic climate. The resultant lack of
competition and choice enables the large national housebuilders to manipulate the housing market to their own advantage. Small builders are rapidly being forced
out of business as a result of these changes.

15.0 In the last two years there has been an alarming failure rate of local construction companies in Scottish Borders. Reasons which account for these closures
are outlined in the HHBC Foundation 2017 report “Current Challenges to Growth”. Local building firms which have recently gone out of business include Murray
and Burrell (2017), NMK Construction (2018), John Rae Hawick (2018), ESP Construction (2018) and T Graham and Son (2018) all of which have been
dissolved.

16.0 At the same time, national housebuilders including Springfield Homes, Taylor Wimpey, Cruden Homes, and Barratt Homes have been largely monopolising
house building and land banking within Scottish Borders. It is submitted that this partly explains the reduction witnessed in housing completions.

17.0 There are approximately 200 identifiable communities in Scottish Borders. Typically these communities will have grown slowly and incrementally thereby
enabling physical and social integration in their context over a period of time. The identification of small sites in each of the Border communities would allow each
village and hamlet to continue to grow, creating opportunities for small locally-based builders and contributing to meeting housing needs not addressed by the
national builders.

18.0 A plan indicating a potential small site in Skirling accompanies this submission. This site is representative of a number of sites which can be identified in
villages throughout the Scottish Borders area. These are sites which are capable of being developed in a sensitive manner and which do not challenge or
threaten the established character of each community. Identification of these types of opportunities, provides assurance to the local community of potential
physical and social change, and provides opportunities which will enable SMEs in the construction sector to build and develop their businesses locally. It is
suggested though this submission that Scottish Borders Council, in consultation with local communities, undertake a comprehensive review of all community
boundaries before progressing to the next stage of the plan-making process.

References:
(1) To Build More Houses We Need to Think Small: The Planner (8th June 2017)
(2) Small Housebuilders and Developers: Current Challenges to Growth: NHBC Foundation (April 2017)
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Other main issues:
There is a need for the plan to recognise the need for small scale housing sites suitable for development by SMEs in the construction sector

Landowner details
Have you submitted any site suggestions in this consultation?

Yes

If yes, please confirm the site and provide the landowner details (if known) for each site you have suggested.:
Details are provided in Section 7
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The NHBC Foundation, established in 2006, provides high-quality research and
practical guidance to support the house-building industry as it addresses the
challenges of delivering 21st-century new homes. To date, it has published more
than 75 reports on a wide variety of topics, including the sustainability agenda,
homeowner issues and risk management.

The NHBC Foundation is also involved in a programme of positive engagement
with the government, academics and other key stakeholders, focusing on the
current and pressing issues relevant to house building.

To find out more about the NHBC Foundation, please visit www.nhbcfoundation.org.
If you have feedback or suggestions for new areas of research, please contact
info@nhbcfoundation.org.

NHBC is the standard-setting body and leading warranty and insurance provider
for new homes in the UK, providing risk management services to the house-
building and wider construction industry. All profits are reinvested in research
and work to improve the construction standard of new homes for the benefit of
homeowners. NHBC is independent of the government and house builders. To
find out more about the NHBC, please visit www.nhbc.co.uk.
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Foreword

The dramatic reduction over the past 10 years in the number of new homes built
by small house builders and developers is sadly all too familiar. Equally familiar is
the widespread political support from across the whole spectrum for a revival in
this sector. The Government'’s Housing White Paper” is clear in its commitment to
'help this sector to grow and develop again’.

But this is easier said than done. The White Paper makes clear the scale of the
decline in market share accounted for by small builders (defined as those building
no more than 100 homes a year) from 28% in 2008 to just 12% in 2015. If this

trend is to be reversed, it has to be on the basis of a clear understanding of the
obstacles in the way of smaller builders and developers who want to increase
output but are currently finding this difficult to achieve.

This is the background to this report, which explores the challenges to growth
facing smaller house builders and developers. The report is based on focus
groups held in different parts of the country and a survey which generated
responses from approaching 500 companies. The findings generally reinforce
the conclusions of our previous study, Improving the prospects for small house
builders and developers, published in 2014. The three principal obstacles
identified by house builders remain the time and costs involved in navigating
the planning system, the availability and cost of land suitable for small builders,
and the availability of finance, though the latter was not seen to be as large an
impediment as previously.

The report also demonstrates how it is the very smallest developers (those
building 10 homes or less each year) who have been worst affected by the decline
of recent years, and who find the obstacles to growth most daunting. This is not
an encouraging message as it suggests that capacity to manage the various
challenges that inevitably face developers in the modern world is key to recovery
and growth. Planning is an interesting example, as respondents recognised the
need for some system to regulate development, but were deeply frustrated by
the delays and costs associated with current planning procedures. While more
undoubtedly can and should be done to streamline unnecessarily slow and
complex processes, there is no easy panacea while communities continue to
expect detailed scrutiny of development proposals that will impact on their areas.

| hope that this latest report helps all parties — developers, landowners, planners
and politicians — understand better the real challenges facing smaller house
builders, and contributes to the development of policies and practices that help
this sector to grow.

* Fixing our broken housing market, Department for Communities and Local Government,
February 2017.

NHBC Foundation Small house builders and developers



Vi

NHBC Foundation Small house builders and developers



Key findings

1 Key findings

Small house builders and developers, defined for the purposes of this report as
those who build up to 50 homes a year (although most typically build only 1-10
homes per year), are an important part of the house-building industry. However,
the output of this sector has been in decline, with the market share of small house
builders and developers declining from 28% in 2008 to just 12% in 2015.

This report explores the reasons for this decline and the factors that are limiting
business growth in this sector. Based on a survey of 468 companies from across
the UK, it provides an update to an earlier report, Improving the prospects for
small house builders and developers, published by the NHBC Foundation in 2014.

Small house builders and developers typically differentiate themselves from
larger builders by building bigger homes on smaller developments. They tend

to place considerable emphasis on individuality, with high levels of tailoring to
attract those buyers who are seeking homes with distinctive features and a higher
specification.

Almost 60% of the companies surveyed for this report develop one site at a
time and therefore being able to predict and plan for continuity of projects and
workloads is critical to their success. When asked about future market growth,
58% said they are optimistic, but this figure is down from 78% in 2014.

This report identifies the following as being the main factors affecting the growth
of small house builders and developers:

= The planning process and associated costs — 38% of the companies surveyed
ranked this as their most serious business challenge and 31% ranked it as
their second main challenge. This presents a more pessimistic view of the
situation than in 2014.

= Availability and cost of viable land — 37% of the companies ranked this as
their first and 34% as their second most serious business challenge. This
factor has also become a more serious concern since 2014, and is particularly
a challenge for small house builders and developers in England compared
with other parts of the UK.

®  Availability of finance — 20% of the companies regard this as their first and
18% as their second most serious business challenge. This situation has,
however, improved since 2014, with reports of better relationships with banks
and an increase in the use of private funding sources.

These issues are similar to those highlighted in the 2014 NHBC Foundation report
mentioned above.

There are differences by size within this sector. The majority of companies
building 1-2 homes per year find their businesses are mainly challenged by

the availability and cost of viable land, whereas those building more than 5
homes per year described their most serious business challenge as the planning
process. Companies not building any homes in 2016 described planning and land
availability/cost as posing equally serious challenges to their businesses.

Other factors identified as business challenges include the poor standard of
service received from utilities and telecoms companies, the requirement to pay
council tax on completion of build and a shortage of skilled trades.

NHBC Foundation Small house builders and developers



Key findings

The key concerns that must be addressed to facilitate growth in the small house
builder and developer sector are as follows:

1 Planning

A large number of issues were identified including:

Length of time to achieve a planning decision
m  Unpredictability and inconsistency in the planning process
»  Planning fees and tariffs

m  Resourcing, quality of expertise and communication with planning
departments.

2 Land
Two issues of equal concern were raised by many respondents:
= Availability of viable land

s Cost of viable land.

3 Finance

Although raised by fewer companies, some still experience challenges with:
= Availability of finance

m  Cost of finance

m A perceived lack of understanding among the banks regarding the businesses
of small house builders and developers.

On the positive side, there is recognition that government initiatives, such as the
Help to Buy scheme and the exemption of smaller sites from the obligation to
build affordable homes, have had a positive impact.

These findings indicate that many small house builders are experiencing
increasing difficulties in predicting, quantifying and controlling the impacts of
certain aspects of the development process, resulting in many questioning the
value of returns against the risks. Predictability of costs, such as planning tariffs, is
important in order to allow the viability of developments to be calculated.

While the planning process is generally accepted as a necessary instrument

of control, small house builders and developers taking part in this research
expressed considerable frustration with it. The increasing complexity, time taken
to achieve an outcome and uncertainty of outcome are believed to be slowing the
delivery of new homes and causing companies to leave this market.

Almost two-thirds of small house builders and developers surveyed expect to
grow their output over the next 2 years. However, there is a need to address the
issues identified in this report if an increase in the delivery of developments,
particularly marginal ones, is to be achieved. Creating greater predictability and
certainty in the processes will enhance the ability to model viability and lead to
increased output from this sector of the house-building industry.

NHBC Foundation Small house builders and developers



Background and introduction

2 Background and
iNntroduction

In 2014, amid concern about the decline in housing output from smaller
companies, the NHBC Foundation published a report: Improving the prospects
for small house builders and developers. Based on primary research, it identified
the factors impeding growth in output of new homes within this sector of the
house-building industry.

This report provides a comprehensive update, identifying the business challenges
currently affecting the ability of small house builders and developers to increase
output, and how this has changed since 2014.1"

The number of small house builders and developers registering with NHBC saw a
sharp decline at the onset of the 2008 recession, and registrations have continued
to fall despite the ongoing recovery. The 2014 report noted that the number of
small house-building companies registered with NHBC had declined from a peak
of over 12,000 at the end of the 1980s to 2,710 in 2013 (small house builders and
developers were defined in that report as those building 1-100 homes per year).

As reported in the recent Housing White Paper? the market share of small
builders has declined from 28% in 2008 to just 12% in 2015.

This research explores the factors that are holding back smaller firms from
building more homes. In particular it helps to identify:

m the profile of small house builders and developers, characterising firms
working in the sector

m their views on market conditions for selling new homes
m the key business challenges which impact on their ability to increase output
m government initiatives and their effect on the sector

m companies’ plans for future growth.

It is hoped that the insights provided in this report will be useful in informing the
debate about the best course of action to encourage smaller firms to increase
their output of new homes.

[1] Note that the scope of the current survey differs from that of the 2014 report, which
considered companies building up to 100 homes a year. Of the house builders surveyed for
that report, 99% had an output of up to 50 homes a year; therefore, in this research we have
examined only those building up to 50 homes a year.

[2] Fixing our broken housing market, Department for Communities and Local Government,
February 2017.

NHBC Foundation Small house builders and developers
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Methodology

3 Methodology

To understand the current issues affecting small house builders and developers,
and to quantify their effect, the research involved two stages, as detailed below.

3.1 Research stages

Stage 1

This involved qualitative research in September 2016 to identify the key business
challenges facing small house builders and developers and whether these have
changed since the research for the previous report was carried out. Focus groups
were held in Leeds, Birmingham and Reading, with each lasting 22 hours and
attended by a total of 23 people. The attendees represented a range of sizes of
house builders, all building within the range of 1-50 homes per year. The results
informed the questionnaire used for stage 2.

Stage 2

An online survey was conducted during October and November 2016 to quantify
companies’ experiences of the issues raised in the focus groups, drawing on a
national audience of small house builders and developers.

An explanatory email with a link to the survey was sent to 5,600 NHBC-registered
house builders that had registered 0-50 homes within the past year, for which
email addresses were also available. To qualify for the survey, and for the focus
groups, companies had to be involved in land acquisition, as opposed to simply
building homes as a contractor, so that they were able to comment on the
development process. Companies not actually building any homes in 2016 were
included in order to understand what was preventing them from doing so.

The survey link was also sent to members of the Federation of Master Builders
and the National Federation of Builders.

To ensure robustness, additionally, interviews were conducted by phone using
the same questionnaire to achieve a minimum of 30 responses in each of the
constituent countries of the UK.

In total, 468 companies answered the majority of the survey, including the key
questions about business challenges. Up to 60 dropped out before answering the
last few questions, hence base numbers for answering some questions vary. This
compares with the total of 353 companies answering most of the survey for the
previous report published in 2014. The answers given by participants in the online
survey have been analysed by the number of homes built and, in some cases, by
country of the UK and region of England, to highlight differences.

3.2 Weighting of data

To ensure that the survey responses, when aggregated, are representative of UK
country and region of England, the geographic distribution of respondents has
been compared with NHBC registrations and, where there is a difference, results
have been weighted. This ensures that no country’s or region’s voice is over- or
under-represented in the aggregate figures.

A table listing the weighting factors is given in the Appendix.

NHBC Foundation Small house builders and developers



Small house builders and developers — their characteristics

4 Small house builders

4.1

and developers - their
characteristics

Key points in this section

Most of the small house-building businesses surveyed have been
established for a long time: 56% have been trading for over 20 years,
while only 10% have been in business for 5 years or less.

Most respondents to the online survey both acquire the land and
undertake or manage the building work: 87% described themselves
as 'developers and builders’; just 13% identified themselves as
'developers only".

While the majority are building speculatively, one-third have also built
for private customers who already own the land in the past 2 years.

Half are also engaged in other building activities, such as renovations
and extensions, which helps them to spread the risk attached to
building homes speculatively.

Almost two-thirds expected to build up to 10 homes in 2016, mainly
houses rather than flats and typically with three bedrooms or more.

Most build one site at a time, looking for their next site as they do so;
and 41%, mainly the larger companies in this sector, have more than
one site with or awaiting planning permission.

A total of 30% employ apprentices directly, although concerns were
expressed about a lack of interest among the young in joining the sector.

Length of time in business

Over half of the small house builders and developers surveyed are well-
established, having been in business for over 20 years (Figure 1). Examples from
the focus groups showed that many of these are family enterprises with different
generations involved in sustaining the future of the business.

Years of trading

H Up to 2 years (2%)

M Over 2 and up to 5 years (8%)

B Over 5 and up to 20 years (34%)
Over 20 years (56%)

56%

Figure 1 Length of time in business. Responses to question 'For how many years has your

company been trading?’
Base: 468 companies

NHBC Foundation Small house builders and developers 5



Small house builders and developers — their characteristics

Only 10% are new entrants to the market, having set up their businesses within
the past 5 years — in effect starting after the 2008 recession.

My dad started the business about 26 years ago. He'’s looking to take a back seat
now. My brother and | run it. We build new homes and do barn conversions. At
the moment we are doing 4 to 6 a year. We've just had a busy spell on 14 homes
on one site, and a site of 5 and a smaller one of 2. We have a small number of
employees — 12 — and we also employ labour only and sub-contract. We keep the
key site managers employed, and people in the office. We are high end, very
bespoke. There'll be fewer homes built this year but we are planning to be more
profitable.

4.2 Customer type

The majority of respondents (87%) described themselves as both ‘developers and
builders’ (i.e. they identify potential land opportunities, seek planning permission
and undertake the building work). The remaining 13% are 'developers only’;
involved in land acquisition and securing planning permission, they may sell the
sites on to others, who may include housing associations, private customers or
other house builders, or they may commission a building company to undertake
the construction.

While most are building for speculative sale, in the past 2 years one-third have

also built new homes for private customers who already own the land (Figure 2).

Private customers —
speculative sale

Private customers —
already own the land

Housing associations

Local authorities

Self — property to be
retained for rental

0 20 40 60 80 100
Percentage of small house builders and developers

Figure 2 Customer types in past 2 years. Responses to question ‘Have you in the past 2 years
built homes for these customer types?’
Base: 468 companies

There are some differences in customer type by size of house builder; 31% of
the larger builders (11-50 homes registered in 2016) are building for housing
associations, compared with just 3% of those who registered fewer than 11 homes.

In Scotland, building for private customers who already own the land and have
planning permission in place is more common than in other parts of the UK, with
49% having built for private customers in the past 2 years, compared with 29% in
England, 24% in Wales and 37% in Northern Ireland.

I do 1 or 2 houses a year, and | also do a lot of other building work. A lot of the
new homes | do are for people who already have the land. | might have done an
extension for them and they ask me to build them a house. | am going through
planning at the moment for 12 units with my brother in a joint business; he'’s also a
builder. We've thought about selling the land on when we get planning if we can't
raise the cash (to buy and develop it).

6 NHBC Foundation Small house builders and developers



Small house builders and developers — their characteristics

4.3 Other building activities

Building speculatively for sale on the open market was described by many
participants as being a risky business. Furthermore, for those building only 1-2
homes a year, there is likely to be a gap between new build projects while they
are waiting for the homes to sell in order to finance their next project. For these
reasons, many smaller firms are also involved in other kinds of building work.

In the focus groups, in comparison with the 2014 research more house builders
said that they were also involved in other building industry-related activities

in order to spread their risks. This appeared to particularly affect the smaller
companies in the sector, which tend to develop one site at a time, where the
impact of the failure to gain planning permission or to sell a house within a
reasonable time frame is more pronounced. Many within this group therefore also
provide other building services. Conversely, some of the participants represented
diversified construction businesses which had made a decision to move into
house building to enhance their continuity of workload and profitability.

Investigating this issue further, results of the online survey show that half of small
house builders and developers undertake other types of building work. Some
offer more than one service, such as:

m 39% build extensions and provide renovations for the domestic sector
= 20% undertake building services in the commercial and/or industrial sector

m  10% provide sub-contract services to others.

I'm from a building background. I've been building for 20 years now. [ started off
doing renovations, then moved on to house building. Up to now I've been
building 1 or 2 homes a year for the last 5 or 6 years; I've got 10 to build this year.

| do other work in between, when I've got stuff for sale and I've got nothing else
to do. The workforce isn't employed by me. I've always sub-contracted because of
that very reason; once I've got a house for sale there’s nothing to do until it's sold.

4.4 Number of homes built per year

Within this small house builder and developer group the majority (64%) were
expecting to build 1-10 homes in 2016 (Figure 3). However, 15% did not expect to
build any homes during 2016.

Number of new homes

M 0 homes (15%)

[ 1-2 homes (22%)

W 3-5 homes (23%)
6-10 homes (19%)

W 11-50 homes (21%)

Figure 3 Distribution of small house builders and developers by number of homes
anticipated in 2016. Responses to question "How many new homes will you
complete in 20162’
Base: 468 companies
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Small house builders and developers — their characteristics

When asked how their plans for 2016 compared with 2015, 33% expected to build
a larger number of homes, and 21% fewer homes.

We are a private company; we're mainly civils — a big company. About 5 years
ago we decided to get into private house building to use the men and the
machines when we were quiet. We are pretty self-sufficient but get guys like
bricklayers in. We did 30 homes last year, 50 this year, with the aim of getting up
to 100 pretty quickly.

4.5 Types of homes built and differentiation from the
larger builders

Typically, the small house builder and developer sector builds houses with three
or more bedrooms, rather than apartments or smaller houses (Figure 4). In the
focus groups, the ideal development for many was described as a ‘small site for
luxury, high-value homes'.

100 +
" Type of home
=
3 80 1
5 Size of home
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§ 60
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g 40 -
©
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Houses  Apartments 12beds 3beds 4beds 5+ beds

Figure 4 Types and sizes of homes built in 2016 (percentage of companies building each type
and size). Responses to question ‘What type of homes are you building this year?’
Note: The results total over 100% as many companies have built more than one size of home
and some have built both houses and apartments.
Base: 468 companies

Small house builders and developers are not generally concerned about
competition from the larger, volume house builders. Their interest is in building
a local reputation for developing smaller sites, typically those that would not be
viable for high-volume operations. They are keen to promote individual, bespoke
new home environments and carry this philosophy through into their building,
differentiating their homes with individual features and special materials, finishes
and appliances. Their target buyer is someone who wants a more distinctive
product, is prepared to pay a premium for it and may be less inclined to live on a
very large development.

We offer a much more

We put granite worktops in
on a £250k house, the
kitchen is slightly better and
| put underfloor heating in
as standard. It costs a
fortune compared to putting
a few radiators around, but |
try to put a higher
specification in. You get a
better price that way.

We've got a big site of

1,200 [homes] down the road
to ours and another of 150.
We've changed our spec on
our site to more bespoke
houses because of that, and
we've re-designed the site
from 17 houses down to 12.

bespoke service than the
larger builders, we’ll allow
anything to be changed on
that house by the customer
as long as it can be
physically changed.

NHBC Foundation Small house builders and developers
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4.6 Project pipeline

Small house builders and developers, particularly those building 1-2 homes a
year, find that they struggle to provide the continuity of development operations
and employment needed to maintain sub-contractor relationships. Larger
companies are likely to be able to offer greater continuity.

A total of 59% in the online survey said that they build one site at a time, while
looking for the next site as they are doing so. Failure to have the next site
'shovel ready’ increases the risk of construction gaps, lost supplier and partner
relationships and erosion of any retained workforce.

Among the respondents, 41% have already identified or purchased land which
has, or is awaiting, planning permission for future development (Figure 5). The
incidence of holding land directly relates to the scale of operation; 61% of those
building 11-50 homes a year have land awaiting development compared with only
22% of those building 1-2 homes a year.

s N
House builders with sites
) ) with or awaiting planning
W Have sites with or permission at the following
awaiting planning stages:
permission, for
future development M Pre planning 75%
(41%) L .
B Application being
[ Usually build one processed 70%
site at a time,
looking for the next u Apprqval granted,
site at the same time awaiting discharge of
(59%) conditions 69%
\_® Site being built 82% )

Figure 5 Development pipeline. Responses to questions (pie chart) ‘Do you have sites with
or awaiting planning permission for future development or do you usually build
one site at a time, looking for the next site at the same time?’ and (box) ‘Do you
currently have sites at these stages?”’

Base: 413 companies

| can't afford to have three sites all at different stages; that would be the ideal.
But for now it's buy a plot, all your eggs then go into one basket. You wait until
you get planning, then you get them built and wait until they are sold, and then
you start again.

4.7 Employment of apprentices

The focus group discussions confirmed the well-publicised concerns about

skills shortages in house building and in the wider construction industry. For

this reason, a question was included in the survey to find out more about the
employment of apprentices. Responses show that around a third (30%) are
employing apprentices and half (48%) believe that their sub-contractors are doing
so (Figure 6).

NHBC Foundation Small house builders and developers 9
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10

Our company employs
apprentices

Our sub-contractors
employ apprentices

Neither we nor our sub-
contractors employ apprentices

We don’t employ
apprentices and don't know
whether our sub-contractors do

20 40 60 80 100

Percentage of small house builders and developers

Figure 6 Employment of apprentices in the small house-building sector. Responses to
question ‘Do you or your sub-contractors employ apprentices?’

Base: 435 companies

When asked for views on why the industry does not tend to employ a larger
number of apprentices, the top answers (prompted) were:

m  alack of interest in joining the sector among young people (53%)

= cost to the employer of training provision (40%)

m quality of apprentices available (33%)

= apprentices often leave after training (32%).

Issues of cost, quality and return on training of apprentices seem to be preventing
more companies in this sector from making this investment.

There's too much written

Very few with the proper skill

work. Apprentices want to set are coming through.
learn how to do the trade.

NHBC Foundation Small house builders and developers
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5 Views on market conditions

Key points in this section

= Despite some concerns in the weeks following the Brexit vote, the
small house builders and developers surveyed were finding the market
to be buoyant in 2016.

= Looking ahead, 58% were optimistic about growth in the new homes
market over the next 2 years.

The outlook expressed in the focus groups during September 2016 was generally
positive, with talk of active construction programmes and buoyant sales. While
comments suggested there had been a slowdown in activity over the few weeks
immediately following the vote to leave the European Union, activity had quickly
regained momentum.

The survey carried out in November 2016 confirmed this; over half of respondents
were optimistic about growth in the new homes market over the next 2 years,
although most described their view as ‘cautiously optimistic’ (Figure 7). However,
the level of optimism has fallen since 2014, probably due to widely expressed
concerns about the uncertainty of how a withdrawal from the EU will affect
consumer confidence and therefore new house sales.

The research for the 2014 Improving the prospects report had revealed some
issues regarding mortgage availability. Similar concerns were not expressed
during the research for the current report, suggesting that mortgage availability
for prospective purchasers no longer represents a constraint.

The majority of survey participants in all countries of the UK were optimistic about
market prospects over the next 2 years, although those in Scotland were the least
optimistic. Within England, participants in the Midlands were the most optimistic.
By size, those companies expecting to build 11-50 homes in 2016 had the most
optimistic view of the future market over the next 2 years.

I've never known it this busy. We've still got properties for
We're selling off plan. There sale, the only thing that’s

was a blip around Brexit for a holding it up is the people
few weeks, but it was back who have their homes to sell.

again after that.

NHBC Foundation Small house builders and developers 1
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Overall response (compared with 2014 response)

Pessimistic Don’t know Optimistic

(2014: 11%) (2014: 11%) (2014: 78%)

How views are distributed

= Very Somewhat Don't know M Cautiously M Very
pessimistic pessimistic optimistic optimistic

\
All respondents ‘ ‘ ‘ ‘

By country
England

Wales
Scotland

Northern Ireland

By region in England
South

Midlands

North

0 homes
1-2 homes
3-5homes

6-10 homes

11-50 homes
|
0 20

Percentage of small house builders and developers

Figure 7 Views on growth in the new homes market over the next 2 years (November 2016).
Responses to question ‘What is your view about future growth in the new homes
market over the next 2 years in terms of its effect on you?”

Base: 468 companies
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6 Factors affecting growth

6.1

Key points in this section

= The planning process and the availability and cost of land that can
viably be developed are the two main constraints on small house
builders’ and developers’ businesses. The impacts of these factors
appear to have worsened since 2014.

m Planning is of greatest concern to those in Wales and the South of
England, while land availability and cost particularly affect England,
especially the South and Midlands.

m  Concerns over the availability of finance remain, but have eased since
2014.

m  The effects of these business constraints, according to the small house
builders and developers experiencing them, are to increase the time
taken to bring new homes to the market, restrict the number of new
homes built and increase costs.

m  Availability of skilled trades and materials are not considered to
be major business constraints among small house builders and
developers.

Constraints to building new homes

As in 2014, this research sought to identify the main factors constraining the
ability of small house builders and developers from building a greater number of
homes.

The main issues in 2016 were identified as follows:

The planning process and associated costs: In terms of main business
impediment, 38% ranked this first and 31% ranked it second (Figure 8).
This appears to represent a worsening of the situation since the survey
undertaken in 2014 (Figure 9). See section 7 for further information.

Availability and cost of viable land®: Of similar significance, this issue was
ranked first by 37%, and second by 34% of respondents, suggesting that
this was a considerably greater issue in 2016 than in 2014. Section 8 provides
further information.

Availability of finance: The significance of this as a constraint appears to
be broadly in line with the 2014 survey results. It was ranked as the main
concern by 20%, and ranked second by 18% of respondents. This issue is
covered in section 9.

[3] Viable land is defined as land which has a positive market value and is capable of being

developed, i.e. it has a reasonable likelihood of being adapted or improved or has the
potential for a change in its use (in planning terms).
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o Planning process  Availability/cost  Availability of Availability of Availability of
and associated costs  of viable land finance skilled workers materials

Figure 8 Main factors affecting growth of small house builders and developers in 2016
(prompted). Responses to question ‘Please rank in order the top three of these
factors as serious impediments to your business in building new homes; which is the
main or first, which second and which third?’

Base 2016: 468 companies

2014

Percentage of respondents

Planning process  Availability/cost  Availability of Availability of Availability of
and associated costs  of viable land finance skilled workers materials

Figure 9 Main factors affecting growth of small house builders and developers in 2014
(unprompted). Responses to question ‘Please describe the main business challenge
that you are currently facing to growing your business over the next 2-3 years’

Base 2014: 363 companies

A similar picture was presented in all three of the focus groups — many of the
attendees spoke passionately about the challenges they had experienced at
the planning stage. While house builders recognise the necessity of planning as
a regulatory tool, many frustrations were voiced about the overall experience,
in particular the time taken, the difficulties of communicating with planning
departments and the challenge of discharging conditions. These issues are
explored in more depth in section 7.

Figures 10 and 11 show that planning is a significant issue in all parts of the

UK, although this is somewhat more pronounced in Wales and in the South of
England. Figure 12 shows that for firms building new homes in 2016, concerns
about the planning process and costs rose in line with output; more than half
(54%) of builders with an annual output greater than 10 homes cited planning as

a main factor affecting growth. For those not building any homes in 2016, the
planning process and availability/cost of viable land were given as the key reasons
for not doing so.

Figure 10 shows that obtaining finance is more of a concern for builders in
Scotland and Northern Ireland than for those in England and Wales (the exception
to this finding being companies in the North of England).

Availability and cost of viable land has become a much greater concern since 2014
—small house builders and developers consider it to be on a par with planning

as a barrier to their businesses. Land is a particular matter of concern to small
house builders and developers in England, especially the South and Midlands,
compared with other parts of the UK.
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Figure 10 Main factors affecting growth of small house builders and developers, by country
in 2016. Responses to question 'Please rank in order the top three of these factors
as serious impediments to your business in building new homes; which is the main
or first, which second and which third?’

Base: England: 370 companies, Wales: 33 companies, Scotland: 35 companies, Northern
Ireland: 30 companies
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Figure 11 Main factors affecting growth of small house builders and developers, by region of
England in 2016. Responses to question ‘Please rank in order the top three of these
factors as serious impediments to your business in building new homes; which is the
main or first, which second and which third?’

Base: South: 225 companies, Midlands: 59 companies, North: 62 companies. Some
respondents did not give their region, hence the regional total is less than the base for
England. South combines London and other South-East, East and South-West regions.
Midlands combines East Midlands and West Midlands. North combines the North-East,
North-West and Yorkshire and Humberside
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Figure 12 Main factors affecting growth of small house builders and developers, by company
size in 2016. Responses to question ‘Please rank in order the top three of these
factors as serious impediments to your business in building new homes; which is the
main or first, which second and which third?’

Base: 0 homes: 64 companies, 1-2 homes: 99 companies, 3-5 homes: 112 companies, 6-10
homes: 92 companies, 11-50 homes: 101 companies
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The length of time in business affects companies’ perceptions of business
challenges: those companies which have been in business for up to 5 years ranked
availability/cost of viable land as their primary concern (63% ranked this as number
one), whereas among those trading for over 20 years (the majority) the main
concern was the planning process (47%).

6.2 Views on how business constraints have changed in
the past 2 years

The operating environment is becoming increasingly challenging, according to
those who completed the survey. Figure 13 shows that at least half find that the
planning process, its associated costs and the availability and cost of viable land
have all worsened compared with the situation in 2014.

The exception to this pattern is finance. More companies find the availability of
finance has improved since 2014 than find it has worsened, which again mirrors
the views expressed in the focus groups.

B Worse compared with 2 years ago
Same/no change

B Easier compared with 2 years ago

Costs associated with planning
The planning process

Availability and cost of viable land
Availability of skilled workers
Availability of materials

Availability of finance

0 20 40 60 80 100
Percentage of small house builders and developers
Figure 13 Comparison with 2014 — views of small house builders and developers. Responses

to question ‘Are any of these easier, the same or worse compared with 2 years ago?’
Base: 435-443 companies. Some respondents did not provide answers for all factors

The complexity of the factors involved in developing new homes, including the
planning process, was considered by many to have increased to the point where
skilled trades are being deterred from entering the market or are leaving it.

All this [planning, land and finance issues] is exactly why a lot of people have
gone out of it. They just don’t want the hassle. It's very over-complicated. Building
the house is the easy bit.

Historically, house building has been carried out by practical people, like
bricklayers who decided let’s get together with this carpenter, let’s form a bit of a
partnership and build a couple of houses. They are practical people, grafters
who've got the practical skills to build a house. Over the last 20 years life’s
become more complicated; dealing with the planners, dealing with Section 106s,
all the bureaucracy that goes with it. It's now 33% of my time whereas it was 10%.
It's a real turn-off.
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6.3 The effect on output of the identified constraints

The main effects of the key issues identified as business constraints (planning,
land and finance) were considered by respondents to the survey to be (Figure 14):

® anincrease in time to bring new homes to the market
= anincrease in costs

®m restrictions on the number of new homes which can be built.

Increases time to bring
new homes to market

Increases costs

Restricts numbers
of homes built

Creates uncertainty in being
able to deliver viable new
home developments

Other effect

0 20 40 60 80 100
Percentage of small house builders and developers

Figure 14 Effect of key issues identified as business constraints on home-building companies
(prompted). Responses to question ‘What is the effect of these issues [5 options] on
your home-building business?’

Base: 457 companies

There is clearly a relationship between the issues identified as constraints. The
number of new homes built is directly related to the availability of land that can
be developed viably. Viability is dependent on land costs, the nature and volume
of development for which permission can be obtained, the costs associated with
planning and the build process itself. The length of time to achieve planning
permission is also a factor that affects the number of new homes and can also
affect the amount of funding required.

It's not about bricks and mortar, it's The hardest thing is maintaining
more about planning, taxation, cash flow because of the planning
finance, all these things. It should system. We've worked it out, going
be about how fast we can build. back 7 or 8 years, to build the same

site requires double the amount of
money due to the time taken to get
planning.
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/ Planning

Key points in this section

m  The main concerns about the planning process include the length of time
it takes to achieve a decision, the unpredictability and inconsistency of
the process, the fees and tariffs involved, and the internal resourcing of
and communication with planning departments. Factors such as these,
and the pre-application process, are now greater concerns for small house
builders and developers than in 2014.

= The exception to this is Section 106 requirements (Section 75 in Scotland).
Most house builders are no longer required to provide affordable housing
due to a change in policy since the last survey; however, almost half are
instead being asked to make Section 106 payments.

m  The length of time from the pre-application discussions to authorisation
to start on site was over 7 months for half of the respondents, with a
requirement to discharge up to 20 conditions before being able to do so.

= Almost half were asked to agree to an extension of time on their most
recent planning application.

m  Almost 8 in 10 said that their costs associated with planning have
increased compared with the situation in 2014.

= Many respondents expressed a preference for avoiding the planning
appeals process due to the time, resources and costs involved.

71 Impact of the planning process

As noted in section 6.1, the planning process is the main or second most significant
business challenge for more than two-thirds of small house builders and developers,
but what are their specific concerns? In the focus groups, participants expressed
considerable dissatisfaction about the issues they face in achieving a planning
decision, and, as in 2014, the key concerns with elements of the planning process
have been examined in detail in the survey.

A four-point scale was used to understand which aspects of planning are affecting
businesses. Figure 15 shows the factors in order of severity, from those described as
serious impediments to those which were not considered to be a problem. The main
issues for over 40% of small house builder and developer respondents are:

= the length of time required to arrive at a planning decision

m the unpredictability and inconsistency of the planning process (between local
authorities but also between officers within the same department)

m  Community Infrastructure Levy (CIL)* and other fees and tariffs associated with
planning

[4] The ClL is a planning charge, introduced by the Planning Act 2008 as a tool for local authorities
in England and Wales to help deliver infrastructure to support the development of their areas.
It came into force on 6 April 2010 through the Community Infrastructure Levy Regulations 2010.
Development may be liable for a charge under the CIL if the local planning authority has chosen
to set a charge in its area. Most new development which creates net additional floor space of
100 square metres or more, or creates a new dwelling, is potentially liable to incur a charge
under the levy. Source: Planning Portal.
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m resourcing and quality of expertise within planning departments and difficulty of
communicating with planning officers

m the cost and time necessary to provide specialist reports.

The percentage describing these as serious business impediments has, in most
cases, remained much the same since 2014 or has worsened by a few percentage
points. One factor relates to the pre-application process; 74% in 2016 described this
as a serious impediment or challenge compared with 60% in the 2014 survey.

Comparing the results of the 2016 and 2014 surveys, across the board there seems
to have been no improvement in the effect of any of these elements of the planning
process.

I Serious impediment 1 A bit of a nuisance

A challenge B Not an issue at all

Length of time to get a
planning decision

Unpredictability and inconsistency
of the planning process

CIL and other fees and tariffs
associated with planning

Resourcing of planning departments

Cost and time of specialist reports

Quality of expertise in local
planning departments
Communication with
planning departments

Pre-application process and advice
Time to discharge conditions

Number of conditions
Local opposition to your
development

Payment of council tax on completion
of build and prior to occupation

0 20 40 60 80 100
Percentage of small house builders and developers
Figure 15 Effect of aspects of the planning process on small house builders’ and developers’
businesses. Responses to question ‘For each of these can you say whether it is not an

issue at all, a bit of a nuisance, a challenge or a serious impediment to your business?”’
Base: 439-442 companies. Some respondents did not provide answers for all factors

Local authorities
are acting as a

barrier rather than
a facilitator.

There’s so many homes they [the planners] have to
get through in a year. As a planning officer, you can
pick up the site which has 1,200 on it, and you can
spend é months on it. That's 1,200 of your quota
done. Doing our ones and twos takes the same time
as that big site. So they are more likely to want to
focus on the bigger sites; ours get pushed to the
bottom of the pile.

(&
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In 2014, 44% described the Section 106 (Section 75 in Scotland) requirements
to provide affordable homes as a serious impediment. But government policy
changes introduced later that year have limited this requirement, meaning
that developments of 10 or fewer homes are now exempt. This change was
warmly welcomed by the focus group participants. While 63% had not been
asked to provide affordable housing under Section 106 in the last year, 47%
had been asked to pay a Section 106 financial contribution on over half of their
developments (see Figure 20).

There are some differences by country in the elements of the planning process
that are regarded as impediments. Table 1 analyses the top seven issues, raised
by over 40% overall. This shows that the length of time for a planning application
to be determined is a major issue in all countries/regions, but particularly in
Northern Ireland and Wales.

The perceptions of these issues are fairly consistent by region of England.

Percentage of companies rating each aspect as a serious impediment, by country

England Wales Scotland Northern
(351 33) 33) Ireland
(29)
Length of time to get a planning decision 61 76 53 83
Unpredictability and inconsistency of planning process 64 56 41 41
CIL and other fees and tariffs associated with planning 52 67 32 17
Resourcing of planning departments 52 45 41 38
Cost and time of specialist reports 49 70 53 31
Quality of expertise in local planning departments 49 39 28 48
Communication with planning departments 44 21 42 62

Percentage of companies rating each aspect as a serious impediment, by region of England

South Midlands North

(215) 54) (59)
Length of time to get a planning decision 62 65 53
Unpredictability and inconsistency of planning process 68 46 57
CIL and other fees and tariffs associated with planning 54 43 54
Resourcing of planning departments 55 52 43
Cost and time of specialist reports 49 45 45
Quality of expertise in local planning departments 49 48 43
Communication with planning departments 46 33 44

20

Table 1 Effects of aspects of the planning process on small house builders’ and developers’
businesses, by country and region
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The issue of resourcing of planning departments was raised in the focus group
discussions. Examples were given of situations where it was difficult to contact
officers who work part time and yet their colleagues were unable to deal with
enquiries in their absence. There was also a feeling that many of the best planning
officers had made a move into the private sector because of the better pay and
conditions on offer. Overall, it was felt that planning departments do not have
adequate staff resources to match demand.

The government has done a good job of driving up new planning consents at the
grassroots level. But we've got one case officer who works one day a week. If we
don't catch the day she’s in we've lost another week. This has got to be

addressed.

The size of the building company made little difference to respondents’

views on the planning process. The length of time to get a planning decision,
unpredictability of the process, resourcing, expertise within planning departments
and fees and tariffs all emerged as main issues for every size of company.

Details of some of the planning issues, particularly those which impact on the
time taken to achieve planning permission, are examined in further detail in the
following sections.

7.2 Length of time to start on site

The planning application process typically consists of a pre-application
consultation with planning officers, the preparation of a detailed planning
application together with supporting information, the submission and validation
of the application, its review and consultation with interested parties, prior to
determination via delegated powers or committee decision. Thereafter, any
conditions imposed must be satisfied and discharged, legal agreements drawn up
and signed and tariffs paid, all commonly prior to the start of construction on site.

The length of time from the pre-application discussions to discharge of conditions
and authorisation to start on site was over 7 months for more than half of recent
developments, and for one-third it was in excess of a year (Figure 16).

Less than 8 weeks
8-10 weeks

11-12 weeks

3-4 months

5-6 months

7-9 months

9 months to 1 year

Over 1 year

0 10 20 30 40 50
Percentage of small house builders and developers

Figure 16 Time from commencement of pre-application discussions to discharge of
conditions for start on site, on last project. Responses to question ‘On your
last project where planning permission was granted, how long did it take from
commencement of the pre-application to discharge of conditions for start on site?’
Base: 430 companies

NHBC Foundation Small house builders and developers 21



Planning

22

Pre-application consultations are just another way for the planners to park your
application, because they are too busy to look at it properly, and stop the clock
ticking. If you put the application in, they've got 8 weeks. With a pre-app, they

can take 6 months looking at it and coming back to you.

Where planning authorities cannot make a decision within the statutory 8 to

16 weeks (dependent on the nature of the application), they are able to ask for
consent to an extension of time. Almost half of the survey respondents were
asked to agree to an extension of time by the planning authority on their latest
application (Figure 17).

Asked to consent
W Yes (48%)

B No (40%)

M Don't know (12%)

Figure 17 Requests to agree to extension of time by planning department during last
planning application. Responses to question ‘During your last planning application,
were you asked to consent to an extension of time by the planning department?’

Base: 429 companies

They are supposed to respond in 28 days, but you'll hear nothing in 28 days,
you just get a standard response. Getting a bad mark for not dealing with it in a
certain period seems to have gone now, it's all extensions of times or they’ll
refuse it.

7.3 Extent of planning conditions

Typically, a planning approval will have conditions attached covering matters such
as the protection of trees, approval of materials and provisions for archaeological
investigations, etc. Complying with and discharging conditions has time and

cost implications and can significantly delay commencement of the construction
works. According to the survey, the typical or median number of conditions being
attached to consents which must be discharged prior to start on site is 6-10
(Figure 18). Just over one-third were asked to discharge more than 10 conditions
on their last project. This picture is somewhat different from that discussed by
focus group participants who talked of commonly having 25-30 conditions to
discharge. There may be other conditions imposed by the planning department,
requiring actions and compliance during construction, rather than prior to a start
on site, which would explain this difference.

The issue with the planning system is that there are far too many stakeholders
involved. Bats, conservation officers, tree guys, highways. Just when you think
you've got a rational, articulate way forward, you then have a local councillor
who gets involved.
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Figure 18 Number of planning conditions for discharge prior to start on site
on last project. Responses to question ‘On your last project, how many planning

conditions were you asked to discharge prior to start on site?’
Base: 423 companies

You can get 25 or 30 conditions; the problem is when you embark on the
journey on your site, you never know which one’s going to wallop you on the
way through. You enter into it in good faith, you buy the site and you think
you've got everything covered. You never know on day one whether you're
going to have an issue, and that’s the difficulty. You can't plot with any accuracy
what the issues are.

7.4 Costs and tariffs associated with planning

Almost 8 in 10 survey respondents said that their costs associated with planning
had increased compared with 2014, by up to 50%.

Figure 19 shows that builders of all sizes and in all areas have been affected.
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Figure 19 Small house builders and developers experiencing increasing costs associated with
planning. Responses to question "How have your costs associated with planning
including the tariffs and fees changed compared with 2 years ago?”

Base: 427 companies
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These costs include fees, charges for reports prepared by specialist consultants
and tariffs, such as contributions and obligations under Section 106 and the CIL.

Figure 20 shows that 79% were asked to make a Section 106 contribution (Section
75 contribution in Scotland) and 75% paid the CIL contribution on at least some of
their developments.

Evidence from the focus groups suggests that small house builders and
developers are experiencing variations in requirements to meet Section 106
obligations and levels of contributions, and that the levels of CIL are being
calculated differently by local authorities within their areas of operation. This
uncertainty makes determining development viability difficult, with landowners
resisting corresponding reductions in land values.

B Over 75% (of developments) 50-75%
25-49% M Less than 25% M Never

Section 106 financial
contribution
contribution

40 60 80 100

Percentage of developments

Figure 20 Frequency of requests to pay tariffs. Response to question ‘How often are you
asked to pay these contributions?’
Base: 410 companies

Our local authority [in the South-East] calculates internal area for their CIL to
include the roof void although it's not floored, plus the garage and the roof
space over the garage. And with CIL they put in a clause to say there is no
commitment to actually spend the money on the specific items. This means they
can come back for a contribution for education. This particular case floored us —
they wanted a £1.8m additional contribution.

The focus group conversations demonstrated participants’ awareness of the
planning appeals process and its use in cases of non-determination, refusals
of permission and outcomes that were considered unacceptable due to the
imposition of conditions. However, the length of time, potential costs and
uncertainty of the appeal process drew negative responses, largely being
described as a route that was not viable for most small developments and
businesses with limited resources.
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8 Land - availability and cost

Key points in this section

m Land availability and cost are both causes for concern, particularly
among the very small builders in this group, and among businesses
in the South and Midlands. One-third described each as a serious
impediment, with at least a further 40% describing them as a
challenge.

As noted in section 6.1, 71% of survey respondents, when asked to rank their main
business challenges, ranked land availability/cost as either first or second. Finding
good quality, well-located sites of the right size was described as a challenge by
many of the focus group participants, who said that much of the land they are
offered is unsuitable for their needs or has some drawback, such as
contamination.

The cost of land and the availability of land are of equal concern (Figure 21), with
more than three-quarters of small house builders and developers reporting these
issues as challenges or serious impediments. When taken together, around half of
firms building no homes in 2016 said that land availability and cost was a serious
impediment.

Figure 22 shows that businesses in England are affected worse than those in
Wales, Scotland or Northern Ireland by issues of viable land availability and cost,
with house builders in the Midlands and South more severely affected than those
in the North.

I Serious impediment Abit of a nuisance
A challenge B Not an issue at all

Availability of suitable land
that can be developed viably

Cost of land .
100

0 20 40 60 80
Percentage of respondents

Figure 21 Views on the effect of land availability on small house builders’ and developers'
businesses. Responses to question ‘For each of availability and cost can you
say whether it is not an issue at all, a bit of a nuisance, a challenge or a serious
impediment to your business?’
Base: 446 and 442 companies. Some respondents did not provide answers for both factors
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Base: England: 351 companies, Wales: 33 companies, Scotland: 33 companies,
Northern Ireland: 29 companies

By region of England
M South

W Midlands
M North

Availability Cost

Base: South: 215 companies, Midlands: 54 companies, North: 59 companies. Some
respondents did not give their region, hence the regional total is less than the base for England

By size
M 0 homes in 2016

M 1-2 homes
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M 6-10 homes
M 11-50 homes

Availability Cost

Base: 0 homes: 61 companies, 1-2 homes: 92 companies, 3-5 homes: 108 companies,
6-10 homes: 87 companies, 11-50 homes: 98 companies

Figure 22 Land availability and cost; percentage rating these issues as a serious impediment

to business. Responses to question ‘For each factor of availability and cost can
you say whether it is not an issue at all, a bit of a nuisance, a challenge or a serious
impediment to your business?”’

The industry is pretty opportunity led. If a good site comes
along we can finance it and buy it, but there aren’t enough
good sites coming along.
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9 Finance

Key points in this section

m  While for many small house builders and developers the availability
and cost of finance continue to be challenges, the situation has
improved since 2014, particularly with respect to their relationships with
the banks.

m  Although banks and self-funding continue to be the main sources of
development finance, there has been an increase in the proportion of
companies using private funding sources.

9.1 Finance issues
This section examines the effect of finance-related issues in more detail.

In 2014, as the industry was emerging from the 2008 recession and the attitude
of banks towards lending had become very cautious, 42% of small house
builders and developers described the limited availability of finance as a serious
impediment to their business.

This situation appears to have improved. In the focus groups, finance was not
raised as a major concern by many of the participants, and in the survey only 20%
identified availability of finance as their number one business challenge, around
half the number who mentioned planning and land availability.

When questioned in more detail, between 26% and 45% of participants described
at least one aspect of financing their business as a challenge or a serious
impediment (Figure 23). Availability of finance, the cost of finance, and loan-
to-asset value ratios were raised as concerns and 36% said that banks’ lack of
understanding of their business had a negative effect.

I Serious impediment A bit of a nuisance
A challenge B Not an issue at all

Availability of finance

Cost of finance, including
interest rate/arrangement fee

Banks' understanding
of your business

Loan-to-asset value ratios
Your relationship with your bank

Repayment terms

0 20 40 60 80 10
Percentage of small house builders and developers

o

Figure 23 Effect of finance-related issues on small house builders’ and developers’ businesses.
Responses to question ‘For each of these factors can you say whether it is not an
issue at all, a bit of a nuisance, a challenge or a serious impediment to your business?’
Base: 436-444 companies. Some respondents did not provide answers for all factors
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However, an improving picture is emerging. In 2014, the fees imposed by the
banks were described as a challenge or serious impediment by 69% compared
with 45% in the survey for this report. The relationship with their bank was an issue
in 2014 for 64% of respondents, whereas in this latest survey it was described as a
challenge or serious impediment by only 26%. Also considered to have improved
are loan-to-asset value ratios. The focus group discussions did, however, paint a
varied picture of experiences with some of the high street banks.

They [the banks] are willing I have had no problems with
to lend, but the set up fees my bank. We have a good
and interest rates are much relationship.

higher than they should be.

The results reveal differences by country; more small builders in Scotland and
Northern Ireland described poor finance availability as a serious impediment to
their business than in England and Wales. And, by region, more companies in the
North of England expressed the same concern.

9.2 Sources of finance

The survey asked about sources of development finance: 61% of respondents said
that they use the banks and 31% private investors, and 66% described themselves
as self-funding, although this is likely to be in conjunction with other sources.

While the majority continue to use banks for finance, the availability of private
sources has increased since the last report, with several of the focus group
participants describing how they had been approached by private investors,
ranging from friends and family to business acquaintances, looking for a better
return than they have been able to achieve elsewhere, from other investments.

The survey confirms an increase in the use of private sources, from 21% of small
house builders and developers in 2014 to 31% in 2016 (Figure 24).

Self-funding m 2016
= 2014
Banks
Private equity
Other
0 10 20 30 40 50 60 70 80 90 100

Percentage of small house builders and developers
Figure 24 Sources of finance for house building and development. Responses to question

‘Where do you typically source finance for house building and development?’
Base: 2014: 327 companies, 2016: 437 companies
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We were introduced to someone through our Private finance is
accountant. We've done five schemes with him. out there. There are
A wealthy individual who was only picking up millions and millions
0.3% in his account. It's more expensive than | know we could
bank finance, but it's a lot easier if you've got draw on.

that personal relationship.

In spite of the majority having few issues with the service provided by banks, the
39% who do not use banks for development finance were asked to describe the
key factors that prevent them from doing so. The top three reasons given were:

m a perceived or experienced reluctance to lend to small house builders and
developers

® unacceptably low loan-to-asset value ratios required

= the terms of finance offered.
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10 Other factors impacting on
small house builders and
developers

Key points in this section

= A further issue which is impacting small house builders’ and
developers' businesses is the poor service provided by utilities and
telecoms companies.

m  The requirement to pay council tax on completion of the build is an
additional factor affecting house builders and developers.

= To alesser extent, a shortage of skilled trades is also presenting a
challenge to the industry.

The focus group participants raised a number of other issues which were explored
further in the online survey. Results are given in Figure 25.

Several respondents complained about the service received from utilities and
telecoms companies, including difficulties with communication and the length
of time taken to install connections, which can delay home sales. Some 30%
of survey respondents described the poor service as a serious impediment to
business and a further 39% as a challenge.

The requirement to pay council tax in full on completion of the home but prior to
occupation is another concern, with 27% describing this as a serious impediment
and 30% as a challenge to their business.

M Serious impediment A bit of a nuisance
A challenge B Not an issue at all

Service from utilities and
telecoms companies

Payment of council tax
on completion of build
and prior to occupation

Shortage of skilled trades

Shortage of materials

0 20 40 60 80 100
Percentage of respondents

Figure 25 Other factors affecting small house builders’ and developers’ businesses.
Responses to question ‘For each of these can you say whether it is not an issue at
all, a bit of a nuisance, a challenge or a serious impediment to your business?’
Base: 439-443 companies. Some respondents did not provide answers for all factors

Although results in section 6.1 show that only 3% ranked a shortage of skilled
labour as the main constraint to their business, 41% consider the availability of
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skilled trades as a serious impediment or a challenge. Those attending the focus
groups indicated that the main issue affecting their relationship with trade sub-
contractors is the larger house builders’ ability to provide greater continuity of
work, with local trades therefore being less available for smaller companies.

Material shortages do not appear to be affecting the majority of this group;
however, the general view was that, due to their greater buying power, the larger
builders take priority with merchants and product suppliers.

| was quoted a price of £1,100 for It takes up so much time trying to
moving a telecoms pole. When we find the right person to talk to in
asked for it to be moved it had the utility companies.

gone up to £2,800.
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1T Impact of government
iNitiatives

Key points in this section

s The exemption from the requirement to build affordable homes and
the Help to Buy scheme have had the most profound positive effects
on the small house builder and developer sector.

Since 2009, successive UK governments have implemented a number of initiatives
to promote home ownership in the UK housing market. Early success of the Home
Buy and shared ownership initiatives led to the First Buy and, subsequently, the
Help to Buy schemes. In 2014, planning policy was changed to reduce the
requirement to build affordable homes within smaller developments. Despite
legal challenges, the policy was confirmed in May 2016. As these initiatives were
aimed at impacting those market segments targeted by small house builders, the
survey asked which of the most recent initiatives had proved most effective
(Figure 26). The two main initiatives which have had a positive effect on this small
house builder sector are:

= the exemption from building affordable homes on developments of under 10
units, and

m the Help to Buy scheme.
The exemption from building affordable homes for developments of under 10
units has been particularly positive for small house builders and developers in

England, where 44% said this has had a positive effect, but less so in Wales (27%),
Scotland (23%) and Northern Ireland (10%).

By size of business, the Help to Buy scheme has mainly benefitted those building
6 or more homes, while the exemption from building affordable homes has
benefitted all sizes of business within the scope of this report.

Exemption from building
affordable homes on
developments of under 10 units

Help to Buy scheme

Housing Growth Partnership
with Lloyds Bank

Builders Finance Fund

None of these

0 10 20 30 40 50
Percentage of small house builders and developers
Figure 26 Government initiatives which have had a positive effect on small house builders’

and developers’ businesses. Responses to the question ‘Which of these initiatives
has had a positive effect on your business?’

Base: 435 companies
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Key points in this section

= Almost two-thirds of small house builders and developers expect to
increase the number of homes they build over the next 2 years.

m  The ideal size of site for many is one slightly larger than the number of
homes they expected to build in 2016, demonstrating a wish to grow.

12.1 Development plans over the next 2 years

It is encouraging that, despite the impediments identified and some uncertainty in
the UK economy, the majority of respondents, 63%, expect to increase the number
of new homes they build over the next 2 years (Figures 27 and 28). The larger
builders in particular (those building 11-50 homes in 2016) wish to grow, but over
half in all size groups expressed an expectation that their output would increase.

63% plan to grow 11% expect to reduce in size

| |
% | | or leave the sector
g 50 1 I I
2 40 47%
£ oy | |
E I 27% I
g " I O I 6% 5%
c 10 1 16% 1 1 2
5 | |
s o
Grow Grow by No change Cut back Retire or cease
significantly small amount | | building

I for another
reason

Figure 27 Plans for number of new homes over next 2 years. Response to question ‘What are
your plans or expectations for the number of new homes you will build over the
next 2 years?’

Base: 468 companies

801 63% plan

to grow

Percentage of respondents

All 0 1-2 35 610 11-50 England Wales Scotland Northern
Ireland

Company size (number of homes
planned for 2016) Company location

Figure 28 Proportions of small builders that plan to grow, by size of business and country.
Responses to question ‘What are your plans or expectations for the number of new
homes you will build over the next 2 years?’

Base: 468 companies
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Half of those who expect to remain at the same level of output or to cut back, or
16% overall, said they would like to grow but find that the impediments identified
in this report are preventing them from doing so.

12.2 Development site preferences

The focus groups and survey examined what small house builders and developers
regard as the ideal development site size and type. Most prefer sites that are

in keeping with their current size of operations, but a good proportion would
ideally like a development site that can accommodate more homes than the total
number of units they built in 2016. This may be due in part to the fact that it can
take longer than a year to build all the homes, particularly on larger sites, but it
also demonstrates a wish to grow their businesses. Figure 29 shows, for example,
that 40% of those building 1-2 homes in 2016 would ideally like a site that has the
potential for 3-5 homes.

Size of company Ideal development size

P
6-10 homes

built in 2016 More than 20 homes

11-20 homes

P
3-5 homes

built in 2016 1

More than 10 homes

1)

3% 6-10 homes

~
1-2 homes

A
.
)

built in 2016 More than 5 homes
3-5 homes
N
~
0 homes
. . lo)
built in 2016 M More than 2 homes
—W 1-2 homes
N J W Same as current or smaller

Figure 29 |deal development size by size of small house builder. Responses to question ‘What
is your ideal development size?’
Note: The figure does not show those building 11-50 homes in 2016 (91 companies), of
which 48% would prefer a development suitable for 21-50 homes, and 37% a development
suitable for 11-20 homes. In each size category, the majority of the balance of respondents
would prefer a development similar in size to the number of homes they built in 2016. A small
proportion, 10-15%, would prefer a smaller site.
Base: 338 companies
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Site size

Figure 30 Ideal development size across small house builders and developers. Responses to
question ‘What is your ideal development size?”
Base: 338 companies

Overall, 48% of the participants say they would prefer a site suitable for fewer than
6 homes (Figure 30).

Several participants in the focus groups described their preference for a ‘clean’
site without contamination to deal with, although brownfield sites are also
welcomed by some, particularly those with relevant experience and expertise.
However, there was a negative reaction to the suggestion that serviced plots,
with the services and roads already provided, could be made available for smaller
firms. Participants considered that these could restrict their own plans for the
development site. Such sites were felt to be more suited to private customers
wishing to commission the construction of their own home.
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13 Conclusion

Small house builders and developers — those building up to 50 homes a year —
make an important contribution to the new homes industry, differentiating
themselves from the larger volume builders through their smaller sites and
tailored homes with a choice of bespoke options. It is therefore a matter of
concern that their levels of activity are reducing. Their market share has declined
from 28% in 2008 to just 12% in 2015.

This report shows that in the 2 years since the 2014 NHBC Foundation report
Improving the prospects for small house builders and developers there has
been little change in the factors that are significantly affecting these businesses.
The availability and cost of viable land and the challenges presented by the
planning process, in particular the time required to achieve a planning decision,
the uncertainty and inconsistency in the process and the associated fees and
tariffs, are now the key issues constraining small house builders’ and developers’
ability to build more homes. The effect of these issues has worsened, with more
reporting planning issues and land availability as the main factors affecting their
businesses than in 2014. The actual construction of homes is often described

as 'the easy part’ — while the complexity of the process required to reach the
construction stage is thought to have contributed to the loss of companies from
this sector.

On a more positive note, constraints on the availability of development finance
have eased since the previous survey, with many finding the banks easier to
deal with, coupled with an increase in the use of private funding sources. There
is also evidence that government initiatives have made a positive contribution,
particularly the exemption for smaller developments from the Section 106
requirements for affordable homes. However, local authorities are now often
seeking financial contributions for affordable housing instead.

Despite these issues, the majority of respondents would like to increase the
volume of new homes they build over the next 2 years.

To facilitate an increase in output within this sector of the market, key constraints
need to be addressed - in particular, the challenges imposed by the planning
process. Greater certainty and more standardised approaches, clarity concerning
the fees and tariffs, coupled with a more responsive service from planning
departments would increase predictability and significantly help to speed up the
process, thereby reducing the timescale and increasing the number of homes
built. These measures ideally need to be coupled with an increase in availability
of smaller sites (accommodating up to 10 homes) if they are to make a significant
difference.
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Appendix: weighting factors

To ensure that no region is over- or under-represented in the research, a
weighting factor has been applied, based on NHBC registrations. For example,
61% of NHBC's registrations for small house builders building fewer than 50
homes in the last year for which data was available at the time of the analysis
(2015) were in the South of England, including London. In the survey, 51% of
responses were from this region. A weighting factor of 1.2 has therefore been
applied to answers given by builders in this region in calculating the total answers.

Regional analysis
Survey response compared with NHBC registrations and weighting factors

Number of Percentage Percentage

responses of responses of NHBC Weighting

in survey in survey registrations factor
England: South 225 51 61 1.20
England: Midlands 59 13 13 1.00
England: North 62 14 13 093
Wales 33 7 3 0.43
Scotland 35 8 5 0.63
Northern Ireland 30 7 5 0.71

Base: 444 companies which advised of their location.
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Small house builders and developers
Current challenges to growth

The UK's small house builders — those building up to 50 homes a year — play
a vital role in meeting the increasing demand for new homes. However, this
important sector of the house-building industry is in decline and facing a
number of significant challenges.

This report provides an update to the NHBC Foundation's 2014 report Improving
the prospects for small house builders and developers, allowing comparisons

to be drawn with the current state of the sector. It explores the reasons for the
decline and examines the factors that are currently limiting business growth,
pinpointing those areas of the planning process that require improvement and
highlighting the need for improved access to smaller, viable sites.
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L_egal landscape: To build more houses, we
need to think small

The housing white paper may have reframed the housing debate, but transformation in
housebuilding won’t happen until local authorities prioritise the needs of small and medium-
sized builders, says Bernadette Hillman.

Small and medium-sized builders could be doing more to help plug the housing shortfall and
increase housing density in urban areas, but local planning authorities must prioritise the
delivery of more ‘development-ready’ sites.

At the last count, the country needs an additional 230,000 homes a year to keep pace with
demand; but the last time more than 200,000 homes were built in a single year was in 1988.
As has been identified in the government’s housing white paper, a diverse approach is needed
to help solve this problem and planning teams must play their part.

Currently, there is a tendency for under-resourced planning authorities to prioritise the needs
of larger housebuilders. According to the latest research by the Home Builders Federation,



293,127 homes were granted permission in 2016 but the number of sites fell by 11 per cent,
indicating a shift towards larger schemes.

This willingness to give priority to larger developers is not surprising when we consider that
eight of the largest housebuilders are responsible for more than half of all new homes built,
according to the House of Commons’ Communities and Local Government

Committee. Backed by the right incentives, however, smaller builders could be doing much
more to develop smaller sites and increase housing density in built-up towns and cities.

""SMEs could also be given more public sector or local
authority-backed projects, with planning permissions in
principle or an equivalent type of permission"'

Back in 1998, two-thirds of all new homes were built by SMEs (small and medium-sized
enterprises), but over the past 18 years this has dropped significantly. Some small and
medium-sized developers are being driven away from housebuilding altogether because of
deeply frustrating delays and rising costs in the planning system and this is adding to the
housing crisis.

By way of example, the planning team at Shakespeare Martineau has supported clients that
have had to wait for more than a year for planning permission from a local planning
authority, while their planning-related fees have risen significantly. The uncertain economic
outlook is also making it harder for SME builders to plan ahead and this is leading to a more
cautious approach.

While it is still early days, the government’s Home Building Fund, which was launched in
October 2016, aims to provide funding to support SME developers. The housing white paper
also proposes a number of measures to support accelerated construction by encouraging
partnerships between small and medium-sized firms, other private sector partners and
contractors.

The housing white paper has certainly helped to reframe the housing debate by focusing on
measures that will boost supply in the medium to long term. Practical steps are needed now to
support SME builders. In particular, these developers need access to more development-ready
sites, which are backed by the right infrastructure and planning permissions. Such
opportunities will make it easier to secure the finance needed to get projects under way
quickly.

Incentives provided by the government to support the development of larger sites have not
been forthcoming when it comes to smaller projects. This imbalance must be addressed.
SMEs could also be given more public sector or local authority-backed projects, such as
building homes for councils, housing associations and central government, with planning
permissions in principle or an equivalent type of permission.

The housing white paper is promising to do all the right things, but local planning authorities
need to be doing more now to prioritise the needs of SME builders to stand a fighting chance
of meeting housing requirements in the future.
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