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MEETING OF SOUTH DUBLIN COUNTY COUNCIL

Monday, September 10, 2012

HEADED ITEM NO. 12

_____________________________________________________________________

Draft Section 48 Development Contribution Scheme 2013-2015

Section 48 of the Planning & Development Act, 2000, as amended, enables a Planning Authority, when granting planning permission under Section 34 of the Act, to attach conditions requiring the payment of a contribution in respect of public infrastructure and facilities benefiting development in the administrative area of the Planning Authority.  This relates to public infrastructure and facilities that are provided, or that it is intended will be provided, by or on behalf of the Local Authority. Section 48 (2) specifies that the basis for the determination of the contribution shall be set out in a scheme.

The current Development Contribution Scheme  was adopted by the Council on the 14th December 2009 for the period 2010-2017. 

Given the extraordinary changes in economic circumstances since the adoption of the current scheme, it is now considered prudent to examine that scheme and make a new scheme as provided for in Section 15 of the 2010-2017 Scheme.  

The current scheme was informed by a detailed report from a consortium headed by Deloitte Financial Consultants, engaged by the four Dublin Local Authorities to assist in the review and revision of the previous 2004-2009 Scheme. The Deloitte Report dated the 9th September 2009 examined inter alia the classes of projects to be included in the scheme, the estimated cost of such projects, funding sources, existing user benefit and the development potential of zoned lands.

In the 2009 Report, the consultants estimated that the contribution rate required to meet the eligible costs of the scheme would be €190 per square metre for non-residential development and €207 per square metre for residential development. This was significantly in excess of the contribution rates applicable under the 2004-2009 Scheme, which at end of said scheme in 2009, were;

· €83 per sq m for non residential;

· €11,067.55 per 2bed+ residential unit

· €5,533.78 per 1bed residential unit.

In order to avoid a detrimental impact on development levels the rate adopted at the start of the 2010-2017 scheme was significantly lower than required rate to meet eligible costs (€197.70, €406.10) and the 2010-2017 scheme was adopted in the knowledge that a funding gap of €76.9m existed between the contribution rates applied and the funding needed to provide the relevant infrastructure.  The rate subsequently adopted for the 2010-2017 scheme was €111 per sq metre for non-residential development and €120 per sq metre for residential development.
This approach was consistent with Departmental Circular PD 5/2007 which provided “it is essential that development charges are not pitched at such a high level as to act as a deterrent or disincentive for future prospective investment and development, or as a penalty on, or barrier to, enterprise start up.”

In examining the current (2010-2017) scheme it has become clear to the Council that, given the short period of time since the scheme was adopted in late 2009, the details and analysis provided in the underlying Deloitte Report dated the 9th September 2009 still provide the basis for the current examination process. The development potential of zoned and available lands remains substantially unchanged, existing user benefit remains substantially unchanged and it is not possible to make any more accurate assumptions regarding other funding sources, in the current climate. 
Given the significant changes in the economic environment and, in particular the development sector, what may have now changed is the pace at which public infrastructure and facilities will be delivered and at which new development will take place.  It is not possible in the current unprecedented economic circumstances and with any reasonable degree of accuracy to arrive at any significantly different conclusions than those which informed the outcome of the 2010-2017 Scheme, the contribution rates for which were ultimately set in recognition of changing market conditions rather than the much higher rates required to meet eligible costs.  
Having carefully considered the issues, the Council is of the view that the Deloitte Report of the 9th September 2009 provides the basis for the current process.  However, as in the adoption of the current scheme, the Council is concerned to ensure that the contribution rates are still appropriate in the prevailing market context and in particular that “development charges are not pitched at such a high level as to act as a deterrent or disincentive for future prospective investment and development, or as a penalty on, or barrier to, enterprise start up.”(Circular PD 5/2007). In addition, it is considered that a lower level of contribution may assist, albeit in a minor way, in stimulating some additional development activity. This is referenced in the Deloitte report of 5th July 2012 provided as part of the current examination of the 2010-2017 Scheme, below;
“A reduction in the Contribution Rate by itself will not be sufficient to stimulate development to any great extent but would nonetheless help to improve competitiveness and kick start development quicker than it might occur otherwise. In the same way that a reduction in the rate of stamp duty generally increases revenue as opposed to reducing it, a significant cut in Contribution Rates now could improve levels of income for public infrastructure for Local Authorities.”

Deloitte Financial Consultants were engaged to assist this part of the examination process and in particular to provide:

· an overview of current market conditions

· an overview of the level of change in the market since the drafting of the Current Contribution Scheme (September 2009) and today

· advice on the type of indexation that is most appropriate for a contribution scheme, given changes in trends in relevant indices

· advice on whether a change in the contribution rate is necessary and provide a justification / rationale for same

This approach is consistent with the recently published Department of Environment, Community & Local Government’s Draft Guidelines for Planning Authorities on Development Contributions, which is currently on public display for consultation. The Draft Guidelines, published after the work on examining the current scheme had commenced, emphasise the importance of balancing the requirement for funding of public infrastructure and the need to encourage economic activity and sustainable development, through setting appropriate contribution rates, exemptions and reductions. 

The main recommendations in the Consultant’s Report can be summarised as follows;

1. Applying a reduction in the rate of development contributions (albeit for a limited time period) could help in stimulating some development activity 
2. Following consideration of a range of headings, it is recommended that the rate could be lowered by between 12.9% and 40%. The actual level of reduction should be determined by each local authority

3. While the Wholesale Price Index was deemed to be the most appropriate index to use for indexation purposes in 2010, the Tender Price Index or the Residential Property Price Index could have tracked the market a little better since that time.
4. The consultants do not advocate applying indexation in the current economic climate and recommend including the discretion to apply indexation in the new Scheme
In relation to recommendation no 2. above, trends in the Tender Price Index over the last 4 years have been analysed to define an appropriate contribution rate. 

The development contributions under the Councils first Development Contribution Scheme 2004-2009 (under Section 48 of the Planning and Development Act 2000 (as amended), wer connected to movements in the Tender Price Index (Published twice yearly by Society Chartered Surveyors of Ireland). The rate of contribution charged at the end of the 2004-2009 Scheme was as follows;

· €83 per sq m for non residential;

· €11,067.55 per 2bed+ residential unit

· €5,533.78 per 1bed residential unit.

These rates were based on the Tender Price Index value of 140.7 as at June 2008 (published late 2008)

The 2010-2017 Scheme, adopted by elected members in December 2009, connected the development contribution to movements in the Wholesale Price Index (Building and Construction Materials).

Despite the linkage of the 2010-2017 Scheme to the Wholesale Price Index, none of the Dublin Local Authorities have applied the increases in the index since adoption of schemes in December 2009. It is notable that this index has increased over the last two years, by over 6% (Q1 2010 –Q1 2012) despite the continued depressed economy. The report of the consultants for the purposes of re-examining the current scheme, has also advocated a continued suspension in applying the Wholesale Price Index given the disincentive that increasing contribution rates may cause to the development sector and consequently to Council income from contributions.
While the Wholesale Price Index (Building and Construction Materials) has been at variance with the general economic climate since the adoption of the 2010-2017 Scheme, the Tender Price Index, in the period 2004 – to date has however mirrored trends in other relevant indices, most notably the Central Statistics Office RPPI (Residential Property Price Index) (see below).
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The contribution rate at the end of the 2004-2009 Scheme was benchmarked against the June 2008 TPI rate, and reviewing the movement in the index from June 2008 to Dec 2011 (most recent available data from SCSI) shows a percentage decrease of 26.44%. 

See Table Below;

	Period
	Tender Price Index

	First Half 2008  
	140.7

	Second Half 2011  
	103.5

	% decrease
	26.44%


The impact of such a reduction if applied to current contribution rates is set out below;

	Scheme
	Residential
	Non Residential
	

	Current Rate 2010-2017 Scheme
	€120.00
	€111.00
	pSqm

	New Rate 2013-2015 Scheme
	€88.27
	€81.65
	pSqm


In the case of a residential development of 100sq m this would result in a reduction of €3,173 (from €12,000 to €8,827) and in non-residential of the same size, a reduction of €2,935 (from €11,100 to €8,165).

It should be noted in any event that contribution schemes only part fund infrastructure provision and that there is a funding gap of €76.8m in the current scheme based on the rates set at adoption in 2009. 
Given the reduction in funding to local authorities in the last 3 years it is felt that reductions beyond this level or for a prolonged period may jeopardise the delivery of future infrastructure. 
Recommendation

Based on the examination carried out by South Dublin County Council and the recommendations of the Consultants, the attached Scheme is therefore recommended as the Draft Development Contribution Scheme 2013-2015.
The significant variations in the Draft 2013-2015 Scheme when compared to the Development Contributions Scheme 2010-2017 are as follows;

· A reduction in that Development Contribution Rate contained in the 2010-2017 scheme by 26% to reflect the changes in the Tender Price Index (TPI) since the date of introduction of the new scheme. Analysis demonstrates that the TPI has followed a similar trend to residential property prices over the 2009-2012 period, while the Wholesale Price Index (Building and Construction Materials) do not. While the general economic climate is uncertain, having reviewed trends, it is considered that the TPI is the most appropriate tool to use to define the appropriate rate of reduction for this exercise, as outlined above. 
· Given the recently published Draft Guidance on Development Contributions Schemes and the changing environment surrounding local authority funding, the new scheme has a 3 year lifespan from 2013-2015 instead of the seven applicable in the current scheme. The new rates are to be applied to all planning permissions granted after the effective date and the rate will be frozen for a period of up to 2 years, 2013 and 2014, in order to provide some certainty to development decisions. The rate in the third year is to be determined at the appropriate time in consideration of any changes in the Tender Price Index in the intervening time, subject to the approval of the Members. The changing environment around local authority funding may necessitate an early review and making of a new scheme in any event accordingly the making of a scheme for a longer period may not be practical.
· While there are revised and/or re-defined Exemptions and Reductions attached in the Draft Scheme, the most significant aspects are as follows;
· 40sq m exemption for first extension to a non-residential development (currently for residential extension only);

·  Exemption of car parking assessed as being ancillary to the proposed development, and generally in line with Development Plan standards
· Reduction of charge for open storage from 33.3% to 10% of the non-residential rate

· Exemption of all primary and secondary schools development (though specific special contributions may be applied as required)
· Alteration of exemption to Childcare facilities to extend now only to not for profit sector.
· Exemption for certain sustainable energy development below certain output thresholds.
· Introduction of 30% reduction for development of Protected Structure

· Exemption for developments approved by temporary permission subject to certain thresholds

· Generous exemptions relating to change of use and/or demolition/re-development works where a contribution was previously paid. 

· Exemption of ancillary plant rooms. 

This report is being forwarded to the members for consideration at the Council Meeting to be held on 8th October 2012.  A copy of the draft 2013-2015 Scheme will be forwarded to each Council Member before it goes on public display. A copy of the consultants report will be available on the Council web-site as part of the public display.

The making of a scheme is a reserved function of the Council. In order to have a scheme operational before the end of January next, the Council will, on 9th October 2012, publish notice under Section 48(4) of the Planning & Development Acts 2000-2011 stating that a draft scheme has been prepared and is on public display and that submissions /observations will be accepted over a six week period.

In addition a copy of the draft 2013-2015 Scheme will be sent to the Minister for the Environment, Heritage & Local Government who may make recommendations. Four weeks following receipt of submissions the Manager will prepare a report on the submissions received and will submit this report to the Council. Not later than six weeks after receipt of the Manager’s Report, the Council will decide by resolution to vary / modify or make the scheme as submitted by the Manager. 
It is intended that a briefing be given to elected members prior to the December Council meeting. 
SDCC Timescale:  

	Stage
	Statutory Timescale
	Targeted Schedule 

	Working Group Econ Policy (non Statutory stage)
	
	4th September

	SPC 

(can be considered at September Council meeting)
	
	4th September 


	Draft Report to Council


	
	8th October

	Publish Notice


	
	10th October

	Public Display
	6 weeks
	10th October – 21st  November

	Managers Report circulated
	No later than 4 weeks after closing
	11th December 2012

	Consideration and adoption by Members
	No later than 6 weeks after receipt of Report
	14th January 2013
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