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1. Introduction 
This paper forms an extension to the City of Westminster Affordable Housing Viability Study 
and considers a mechanism by which payments in lieu could be determined within 
Westminster. 
 

2. City of Westminster’s Affordable Housing Policy 
The current Development Plan for Westminster comprises the newly adopted Core Strategy 
and ‘saved’ policies in the Unitary Development Plan (UDP). Unitary Development Plan policy 
H4 Affordable Housing calculates affordable housing requirements in units. In accordance 
with national policy, the UDP expects affordable housing to be provided on site. In cases 
where a financial contribution instead of on-site provision is considered appropriate, the City 
Council expects this to be: 

A) A sum per unit that would have been provided on site, equivalent to the cost of 
supplying the land that would otherwise be required; plus 

B) An increase in the resultant total sum to reflect the increase in market units that will 
arise from not providing affordable housing on the site 

 
The per unit sum currently used when calculating Payments in Lieu (PIL) is based on 
2005/2006 Housing Corporation’s Total Cost Indicator (TCI), which gave the cost of land in 
Inner London as £125,000 per 75-80 sq m unit. The figure is updated annually to reflect 
changes in land values. The PIL is currently (until 1 April 2011) £185,000 per unit (or 
£147,000 per unit in the Higher Value Areas of Mayfair, St James’s, Knightsbridge, and 
Belgravia). These amounts are then factored up to take into account the increase in market 
units that will arise from not providing affordable housing on the site. 
 
The Westminster Core Strategy was adopted on 26 January 2011. Policy CS16 sets a 
threshold for affordable housing contributions based on floorspace rather than unit numbers – 
of 1,000 sq m of additional residential floorspace (or 10 additional units in schemes less than 
1,000 sq m). The proportion of affordable housing floorspace required in individual schemes 
will be set out in the City Management Plan, which is expected to be adopted in mid 2012. 
Westminster City Council have therefore published a ‘Note on interim implementation of 
affordable housing policy in Westminster in the interim period between the adoption of the 
Core Strategy and the adoption of the City Management Plan’ to provide further clarification 
regarding the implementation of affordable housing policy until the City Management Plan is 
prepared and adopted.  
 
During the interim period, the note states that the affordable housing proportion sought will be 
based on floorspace in line with Core Strategy Policy CS16: Affordable Housing, but that 
Tables 3.1 to 3.3 from the UDP will be used to determine the exact level of affordable 
housing. To convert the unit numbers in these UDP tables to floorspace, it has been assumed 
that a single private housing unit equals 100 sq m and an affordable unit 80 sq m. The 
proportion of floorspace sought on individual sites reflect the unit proportions set out in UDP 
tables 3.1 to 3.3 translated into floorspace, and adjusted to ensure that no floorspace 
requirements exceed the maximum floorspace proportions deemed viable in the DTZ 
Affordable Housing Viability Assessment. The DTZ report details that for sites within the 
Central Activities Zone, Named Streets in Marylebone and Fitzrovia, and Paddington Special 
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Policy Area (Core CAZ etc) the affordable housing provision is capped at 25% of residential 
floorspace. For sites outside the Core CAZ etc the affordable provision is capped at 35%. 
 

3. Approach 
The approach to examining payments in lieu is based on the concept of ‘value neutrality’. 
Through this any payment in lieu is set at a level that ensures the residual land value of a 
typical scheme subject to the payment in lieu is the same as if the target level of affordable 
housing were provided on site. The approach therefore seeks to extract the financial benefit 
the developer would get from providing 100% market housing on site, as opposed to the 
relevant percentage of affordable housing. This approach is consistent with the approach to 
determining viability in the main viability report, is intellectually robust and represents an easily 
understood basis for determining payments in lieu. 
 
To ensure a consistent approach to that used in the Affordable Housing Viability Study, the 
archetypes (i.e. mix of typical schemes) used in the following analysis are sourced from that 
report. However, reflecting CS16, the City of Westminster should only consider payments in 
lieu on an exceptional basis, when on or off-site provision is shown to be not practical or 
viable. This will generally be more common for smaller schemes (including mixed use 
schemes), where there is greater likelihood that there will be justifiable reasons why 
affordable housing cannot be provided on or off-site.  

While we have adopted a comprehensive approach to ensure a suitable range of schemes 
with the potential for a payment in lieu are analysed, the schemes where a payment in lieu is 
more appropriate are likely to be less than 50 units (i.e. Archetypes I, J & L). However, 
because of Westminster’s unique location and complex mixed use, some large schemes (in 
the Core CAZ in particular) can face practical difficulties in on-site provision. While in these 
circumstances the developer must first work with the council to find an appropriate site for off-
site provision, it would be prudent to test out the larger schemes (i.e. Archetypes A – H) in 
order to cover these situations. Archetype K has been excluded from consideration as it falls 
outside of policy.  

While the analysis takes into account the policy requirements for the Core CAZ and non-Core 
CAZ areas, it does not take into account the category of sites outside the Core CAZ with a low 
existing use value. Schemes on such sites are unlikely to be numerous and provision would 
normally be expected on site. For the rare occasions where provision is not expected on site 
and a payment in lieu is necessary, individual assessment based on the viability of the 
scheme is likely be more appropriate. 
 
The characteristics of each of the archetypes used in the analysis are set out below in Figure 
1. 
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Figure 1: Archetype Characteristics 

Archetype Unit 
Number 

Floorspace 
(at 0% 

affordable) 

Policy Affordable 
% - Core CAZ etc 

Area 

Policy Affordable 
% - Non-Core CAZ 

etc. Area 
A 138 17,939 sq m 25% 35% 
B 114 15,481 sq m 25% 35% 
C 84 10,627 sq m 25% 35% 
D 105 14,076 sq m 25% 35% 
E 75 11,562 sq m 25% 35% 
F 60 9,040 sq m 25% 35% 
G 45 6,555 sq m 25% 35% 
H 34 5,659 sq m 25% 33% 
I 25 4,740 sq m 25% 29% 
J 15 2,527 sq m 25% 25% 
L 5 3,391 sq m 25% 24% 

 
The viability model has been run for a ‘policy on’ scenario based on the above affordable 
percentages and a 0% affordable / 100% private scenario. The difference in residual land 
value between these two scenarios for each archetype reflects the value gain to the developer 
in not providing any affordable housing on site. These value differences have been converted 
to £ per sq m figures, based on the affordable floorspace in the ‘policy on’ position. 
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4. Value Difference by Archetype 
Value differences (based on residual land values) have been produced for the above 
archetypes and for each value area in the borough. This section analyses the differences 
across the archetypes (i.e. typical schemes) by using the average difference across all the 
value areas. The value differences below therefore reflect the average gain to the developer 
of providing 100% private units on site (as opposed to providing the policy compliant 
affordable percentage on site) for each of the archetypes. For ease of reading, numbers in the 
text have been rounded. 

The average value difference for each of the archetypes is set out in Figure 2 below. This 
indicates a range of £4,600 to £21,600 per sq m of affordable housing. Figure 3 displays this 
in graphical form, with the solid grey line indicating the overall average value for the 
archetypes. 

Figure 2: Average Value Difference by Archetype 

Archetype Total Dwellings Floorspace 
(at 0% affordable) 

Average Value Difference 
per sq m* 

A 138 17,939 sq m £ 5,221 
B 114 15,481 sq m £ 5,114 
C 84 10,627 sq m £ 4,627 
D 105 14,076 sq m £ 5,207 
E 75 11,562 sq m £ 5,110 
F 60 9,040 sq m £ 4,921 
G 45 6,555 sq m £ 4,840 
H 34 5,659 sq m £ 5,139 
I 25 4,740 sq m £ 5,418 
J 15 2,527 sq m £ 5,427 
L 5 3,391 sq m £ 21,611 

Average (inc. L) - - £ 6,603 
Average (exc. L) - - £ 5,102 

*This is the difference per sq m of affordable housing (i.e. representing the gain to the developer) of 
delivering 100% private units on site, instead of providing a policy compliant amount of affordable 
housing. 
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Figure 3: Graph showing Average Value Difference by Archetype 

 

As Figure 3 reveals, there is a considerable difference between Archetype L and the other 
archetypes. Without Archetype L, the value difference range narrows to between £4,600 and 
£5,400 per sq m of affordable housing. The average value difference decreases to £5,100 per 
sq m of affordable housing. To better compare the differences between Archetypes A to J, 
these are shown without Archetype L in Figure 4 below. The average value across all 
archetypes is indicated by the solid grey line. 

Archetypes A – J all comprise the development of flats, while Archetype L comprises a 
development of five 4-bed houses. Given the difference between Archetype L and Archetypes 
A – J, Archetype L will be excluded from the remainder of the analysis to aid the overall 
robustness of the findings. Consequently, schemes involving larger houses should be treated 
separately to those for flats and, given their likely frequency, on a case by case basis. 
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Figure 4: Graph showing Average Value Difference for Archetypes A – J 
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5. Value Difference by Value Area 
The above analysis considers value differences for each archetype (i.e. A – J & L). The 
following reveals how the overall average difference for these archetypes changes across 
each of the value areas that make up the wider Core CAZ and non-CAZ areas. The value 
differences below therefore reflect the average gain to the developer of providing 100% 
private units on site (as opposed to providing the policy compliant affordable percentage on 
site) across each of the value areas.  
 
For the value areas that fall across both the Core CAZ etc and non-CAZ areas, the larger 
value difference from testing both policy scenarios has been used below. Overall the 
difference in results between the policy scenarios for these value areas is minimal. To ensure 
consistency, the Value Areas in the figures are numbered as in the main viability report.  
 
Figures 5 and 6 display the results for the different value areas (using the average difference 
for the archetypes). These indicate considerable variation across the values areas, ranging 
from £1,900 per sq m to £8,500 per sq m. The average value across all value areas is £5,100 
per sq m.  
 
Figure 5: Average Value Difference by Value Area 

Value Area No. Value Area 
Name 

Av. Difference per sq m 
(exc. Archetype L)* 

9 Church Street £ 1,941 
26 Harrow Road / Queens Park £ 2,030 
20 Bayswater £ 3,369 
23 Pimlico £ 3,430 
24 Victoria £ 3,494 
7 Fitzrovia £ 4,035 
5 Covent Garden £ 4,093 
28 Hyde Park £ 4,185 
3 Soho (including Chinatown) £ 5,093 
13 St John’s Wood £ 5,696 
8 Marylebone £ 5,756 
12 Regents Park £ 6,309 
21 North Knightsbridge and Hyde Park £ 6,909 
1 Mayfair Prime £ 8,372 
2 St James £ 8,433 
22 Belgravia £ 8,493 

Average - £ 5,102 
*This is the difference per sq m of affordable housing (i.e. representing the gain to the developer) of 
delivering 100% private units on site, instead of providing a policy compliant amount of affordable 
housing. 
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Figure 6: Graph of Average Value Difference by Value Area 

 
As Figure 6 indicates, there are clear groupings of value areas with similar value differences. 
These indicate potential levels at which payment in lieu figures could be set i.e. points at 
which the majority of schemes grouped into different ‘bands’ would remain viable. Based on 
the results displayed above, an indicative ‘banding’ for the different value areas is displayed in 
Figure 7. 
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Figure 7: Indicative Payment in Lieu Banding based on Value Difference Results 

Value Area No. Value Area 
Name 

Payment in Lieu Band 

9 Church Street A 
26 Harrow Road / Queens Park A 
20 Bayswater B 
23 Pimlico B 
24 Victoria B 
7 Fitzrovia B 
5 Covent Garden B 
28 Hyde Park B 
3 Soho (including Chinatown) C 
13 St John’s Wood C 
8 Marylebone C 
12 Regents Park D 
21 North Knightsbridge and Hyde Park D 
1 Mayfair Prime D 
2 St James D 
22 Belgravia D 

 

In determining a payment in lieu value, it is also useful to consider the average sales values in 
each value area, rather the setting a figure based solely on the value difference. This ensures 
that the value groupings are consistent with market reality. Figure 8 therefore sets out the 
average sales values per sq ft are presented in Section 2 of the main Viability Report.  
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Figure 8: Average Sales Value per sq ft – 2007/2008 

Value Area No. Value Area 
Name 

Average £ psf Sales 
Value 2007/08 

26 Harrow Road / Queens Park £ 469 
9 Church Street £ 529 
13 St John’s Wood £ 626 
23 Pimlico £ 638 
24 Victoria £ 649 
12 Regents Park £ 653 
20 Bayswater £ 697 
28 Hyde Park £ 710 
7 Fitzrovia £ 741 
3 Soho (including Chinatown) £ 760 
5 Covent Garden £ 790 
8 Marylebone £ 908 
2 St James £ 1,047 
21 North Knightsbridge and Hyde Park £ 1,063 
22 Belgravia £ 1,157 
1 Mayfair Prime £ 1,265 

Average - £ 794 
 
Comparing the grouping of these values with Figure 7 indicates that the high market sales 
values seen in Fitzrovia and Covent Garden (highlighted in bold) are more in line with the 
values areas in Category C rather than those in Category B. Given this trend, there is a strong 
argument that these two areas should be re-grouped into Category C. Amending the 
categories to reflect the strong sales values in Fitzrovia and Covent Garden produces the 
breakdown of Payment in Lieu bands as set out in Figure 9.  
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Figure 9: Payment in Lieu Bands (reflecting value difference and sales value) 

Value Area No. Value Area 
Name 

Payment in Lieu Band 

9 Church Street A 
26 Harrow Road / Queens Park A 
20 Bayswater B 
23 Pimlico B 
24 Victoria B 
28 Hyde Park B 
7 Fitzrovia C 
5 Covent Garden C 
3 Soho (including Chinatown) C 
13 St John’s Wood C 
8 Marylebone C 
12 Regents Park D 
21 North Knightsbridge and Hyde Park D 
1 Mayfair Prime D 
2 St James D 
22 Belgravia D 

 

Using these amended bands of value areas, Figure 10 displays the lower quartile, mean and 
upper quartile value differences for each band. These provide possible £ per sq m values at 
which a payment in lieu could be set. 
 

Figure 10: Value Differences by Value Band 

Value Band Value Difference (£ per sq m) 
Lower Quartile Mean Upper Quartile 

A £ 1,963 £ 1,986 £ 2,008 
B £ 3,415 £ 3,620 £ 3,667 
C £ 4,093 £ 4,934 £ 5,696 
D £ 6,909 £ 7,703 £ 8,433 
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6. Recommendations 
Use of Payment in Lieu 

The ‘value neutrality’ approach provides a robust and justifiable basis for determining a 
payment in lieu figure. In various circumstances though, developers may prefer to make a 
payment in lieu rather than provide affordable housing on site – on the basis that: 

- either the developer believes that having some affordable housing on site reduces the 
value of the market (or intermediate for sale) units; that is, a 100% market value scheme 
will have a higher residual land value, even after payment of PIL, compared with the 
scheme with on site provision. 

- or if the provision of affordable housing on-site increases costs or reduces the net 
development floorspace;  this could be the case where, for example, it is deemed 
necessary to provide separate access arrangements for the affordable units, or the size 
and design standards applying to affordable units make for less efficient use of overall 
space.  

We therefore recommend that payments in lieu should be regarded as only applicable in 
exceptional circumstances (and typically only on small schemes), where neither on site 
provision nor off site provision is practical. 
 
In theory, based on the above reasons, developers might be willing to pay more than implied 
by a payments in lieu figure determined through the ‘value neutrality’ approach. In practice 
this willingness to pay extra would be very dependent on the individual characteristics of the 
development, and attempting to extract these higher payments would probably be 
counterproductive in terms of time spent in negotiation and having to review the viability of 
often small schemes.   
 
It should also be recognised that in some instances, part of the affordable housing 
requirement is provided on-site, whilst the remainder of the requirement is subject to a 
Payment in Lieu. 
 
Payment in Lieu Figure 

From the above analysis of the archetypes (excluding Archetype L) the average value 
difference is £5,100 per sq m of affordable housing (averaged across all value areas). 
However, due to the high value difference between Archetype L and the remaining 
Archetypes, Archetype L has been excluded from the analysis. On the rare occasions where a 
payment in lieu figure is considered appropriate for schemes involving the development of 
larger family housing, this should be considered on a case by case basis. 
 
Given the differences in sales values across the value areas of Westminster and the differing 
average value differences between these value areas as seen in the above analysis, there is 
a strong justification to apply an approach to payments in lieu that differentiates between 
value areas. With this in mind, Figure 11 sets out the possible payment in lieu figures that 
could be applied for each value band. These are also displayed graphically in Figure 12. 
Given that the average value difference across all archetypes and value bands is £5,100 per 
sq m, the majority of the potential payment in lieu levels presented in Figure 11 are smaller 
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than this and are therefore likely to ensure the majority of schemes remain viable with the 
application of a payment in lieu. 
 

Figure 11: Potential Payment in Lieu by Value Band 

Value Band Value Area 
Value Difference (£ per sq  m) 

Mean Upper Quartile 

A Church Street 
Harrow Road / Queens Park £ 2,000 £ 2,000 

B 

Bayswater 
Pimlico 
Victoria 

Hyde Park 

£ 3,600 £ 3,700 

C 

Fitzrovia 
Covent Garden 

Soho (including Chinatown) 
St John’s Wood 

Marylebone 

£ 4,900 £ 5,700 

D 

Regents Park 
North Knightsbridge and Hyde 

Park 
Mayfair Prime 

St James 
Belgravia 

£ 7,700 £ 8,400 

N.B. Figures rounded from Figure 11 to nearest £100 per sq m 
 
From this, there are a number of policy options that could be adopted as the basis for a 
payment in lieu: 
 
- Set a payment in lieu figure for each value band at the mean value difference of each 

band. This would ensure as many schemes as possible that are likely to be subject to a 
payment in lieu would continue to be viable under the policy, while keeping them as close 
to a ‘value neutral’ position as possible. Recommended payment in lieu amounts based 
on this approach are set out in the third column of Figure 11 and range from £2,000 per 
sq m of affordable housing for Band A areas to £7,700 per sq m of affordable housing for 
Band D areas. However, while this option seeks to avoid deterring development, it may 
miss gaining as much payment from these types of developments as would otherwise be 
possible 

 
- Set a payment in lieu figure for each value band at the upper quartile value difference for 

each band. This is likely to capture more of the gain to the developer from not providing 
affordable housing on site for a number of schemes, although there is a risk that payment 
in lieu figures set at this level may undermine the viability of some schemes. 
Recommended amounts based on this approach are set out in the fourth column of 
Figure 11 and range from £2,000 per sq m of affordable housing for Band A areas to 
£8,400 per sq m of affordable housing for Band D areas 

 



 
 

 

 Page 14 

- Set out in policy the criteria for when a payment in lieu would be appropriate and the 
method for calculating the figure, and determine payments on a scheme by scheme basis 
when it is deemed appropriate. While this approach would allow the council to extract the 
exact value difference for each individual schemes, this is likely to require significant 
council time and resources. It also fails to provide the council or developers with any 
certainty in advance of planning application as to expected levels of payments. 

 
DTZ would therefore recommend setting a payment at either the mean or upper quartile level. 
Setting payment figures at the mean level where the majority of schemes remain viable would 
result in some schemes still remaining unviable, while risking losing significant revenue from 
the schemes with much higher values. In contrast, setting payments at the upper quartile level 
would mean losing less revenue from higher value schemes, but risks a greater proportion of 
schemes remaining unviable. Setting a PIL at this higher level would allow the City Council 
greater scope to capture future uplifts in the property market. However, if this approach is 
pursued, the council may want to use the figures in Figure 11 as a starting point and be willing 
to negotiate these figures down for schemes that can demonstrate that such a payment would 
undermine scheme viability.  
 
Updating the Payment in Lieu Figure 

The payment in lieu figure is based on the difference in residual land value between the 
developer providing 100% private units on site (as opposed to providing the policy compliant 
affordable percentage on site) for each of the archetypes. This method therefore takes into 
account the full range of development costs and revenues involved (e.g. sales values and 
build costs), rather than being based on a single factor. It therefore does not need updating or 
inflating annually in line with changes in any single factor. Instead, the study is only likely to 
need reviewing if the broad balance of factors changes substantially – for example if build 
costs are inflating consistently faster than sales values, or vice versa. 
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Figure 12: Potential Payment in Lieu Value Bands 

 


