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VIABILITY EXPLAINER 1 
 
THE CONCEPT OF VIABILITY 
 
WHAT IS IT? 
The viability of a development predicts whether or not it will eventually make more 
money than what was spent on construction and maintenance. Over the course of a 
project, a large investment is initially made in the land purchase and construction of the 
building, but this is eventually paid back through property sales or rental income. 
 
 

 
A viable project is one that where the eventual income is predicted to be equal to or 
greater than the required spend 
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HOW IS IT CALCULATED? 
The viability of a development is calculated through ‘viability assessments’. These weigh 
up the predicted costs of a building (including those during its lifetime) against its 
predicted income. The diagram below breaks down the variety of costs and income that 
are considered in a typical viability assessment. The size of these cash flows will vary 
over time, due to the different times they accrue, and interest/inflation 
 
 

 
 
WHAT DOES IT REPRESENT? 
If a project is assessed to be ‘viable’, it means that it is a satisfactory financial 
investment for the developer, because the development will eventually generate more 
money than it cost to build. If a project is assessed to be ‘not viable’, it means it is an 
unacceptable financial development for the developer, because the development would 
cost more to build that the income it will eventually generate. This doesn’t necessarily 
mean that a development has to make a profit in order to be viable – in the case of most 
public bodies, it is enough that the project breaks even. 
 
HOW IS IT USED? 
Viability assessments are used by developers (both private and public) at an early stage 
to decide whether or not to move forward with a project. At a later stage, viability 
assessments are sometimes used by developers to demonstrate to a planning authority 
that a fully policy compliant scheme is not financially viable, but that viability can be 
achieved by reducing the amount of affordable housing units (that provide low-income 
streams) in favour of high-income tenures such as private sale or market rent. This is in 
line with NPPF policy and has been a matter of some controversy in the past, when new 
developments have been built with low to zero levels of affordable housing.  
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VIABILITY EXPLAINER 2 
 
NET PRESENT VALUE 
 
WHAT IS IT? 
Net Present Value (NPV) is the value of a development at the present time, when taking 
into account future cash flows. A developer can use this number to decide whether or 
not the project is a viable investment.  
 
When you borrow money, you can work out how much that debt will be worth in the 
future by adding interest and inflation and subtracting any repayments. The Net Present 
Value (NPV) goes the other way, taking into account how future income will pay back 
the initial spend, in order to work out the value of the development in today’s money. 
 
 

 
 
HOW IS IT CALCULATED? 
The NPV is calculated by taking a sum of all the income and spend over a chosen time 
period and using assumptions about future inflation and borrowing costs to work out its 
value now. This is called ‘discounting’. 
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WHAT DOES IT REPRESENT? 
In basic terms, the larger the NPV, the more profitable the investment. 
In terms of viability, it is significant whether the NPV is negative, zero, or positive. 
 
— A positive NPV means that income will be greater than spend over the chosen time 

period, so the project isn’t viable. 
— An NPV of zero means income will be equal spend over the chosen time period, so 

the project is viable. 
— A negative NPV means the development income will less than spend over the 

chosen time period, so the project is not viable. 
 
HOW IS IT USED? 
It assesses the viability of the development, by telling you if the income will be greater 
than the spend over its lifetime. It assesses in real financial terms how much money a 
project will make. 
 
Housing developers tend to target a positive NPV to ensure greater profitability. 
Authorities on the other hand will often target an NPV of zero, to ensure that the 
development breaks even within an acceptable time period (usually WX years for social 
housing), rather than being continually loss-making, or making a profit at the expense of 
affordable tenures. 
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VIABILITY EXPLAINER 3 
 
INTERNAL RATE OF RETURN 
 
WHAT IS IT? 
Internal Rate of Return (IRR) is the average yearly rate at which a development would 
pay back the money that was originally spent to build it, if it were to break even exactly 
at the end of the investment period. It is a theoretical number because projects don’t 
break even exactly on time. IRR is expressed as a percentage, making it easy for 
companies to compare and decide which project or investment will generate the highest 
percentage return on investment (ROI). In viability jargon, IRR is ‘the discount rate that 
returns a zero NPV’. Compare the two diagrams below: 
 
Value increase over time of a generic project: 
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Value increase over time of a project that breaks even at the end of the chosen time 
period: 
 
 

 
 
HOW IS IT CALCULATED? 
As discount rate = growth rate in reverse, IRR can be calculated by assuming the project 
breaks even at the end of the time period (and therefore NPV = X), and calculating the 
percentage of growth needed to achieve this. Excel has an IRR function that can be 
used for this.  
 
WHAT DOES IT REPRESENT? 
The IRR models how much money on average the developer gets back each year. In 
reality, how much money a project makes will vary from year to year, so the IRR is a 
theoretical value used for comparison to other average rates, rather than a real estimate 
of income in a particular year.  
A higher IRR means a project that pays out money more quickly – essentially more 
profitable. 
 
HOW IS IT USED? 
It can be used to assess viability, as the IRR must be greater than the cost of borrowing 
(plus any desired profit), otherwise the project is costing more to fund through loans than 
it is making, or it is making less money than a company’s target profit levels. 
It also assesses profitability and can be used to compare projects – a higher IRR means 
a more profitable project. 
 
It can also be used to assess risk. Given that there are always assumptions in a viability 
calculation, most viability software can calculate how sensitive the IRR value is in 
relation to changes in these assumptions, and therefore if there is a risk of the IRR value 
falling under than the cost of borrowing. 



  PN#$%_A_Explainer Sheets ; 

VIABILITY EXPLAINER 4 
 
CALCULATING VIABILITY: LAND VALUE METHOD 
 
WHAT IS IT? 
The Land Value method allows a developer to calculate whether or not it is viable to 
purchase a plot of land for development. This involves balancing the maximum value 
that the developer can afford to pay for the land against the minimum the landowner 
would accept, or in viability jargon, making sure that the Residual Land Value (RLV) 
exceeds the Benchmark Land Value (BLV). 
 
HOW IS IT CALCULATED? 
When calculating how much they are prepared to pay for the land, a developer will first 
calculate the Gross Development Value (GDV). This will be the total sales and rents 
income expected from the development on completion. From this GDV the developer will 
subtract an estimate for how much the development will cost to build, and an acceptable 
amount of profit. The value left over is the Residual Land Value. 
 
 

 
 
On the other hand, when calculating how much they are prepared to sell the land for, a 
landowner will first assess the Existing Use Value (EUV), based on the current state of 
the land. Then they will decide how much of an financial incentive they require in order 
to go through with the land sale – this is normally ^X-WX% of the EUV. This value forms 
the Benchmark Land Value.  
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If the Residual Land Value is higher than the Benchmark Land Value, then the sale is 
viable for both the developer and landowner. 
 
 

 
 
WHAT DOES IT REPRESENT? 
In basic terms, the RLV represents the maximum the developer can afford to pay for the 
land, and the BLV represents the minimum the landowner would accept. The calculation 
therefore represents whether or not a deal can be struck between developer and 
landowner. 
 
 

 
 
HOW IS IT USED? 
A developer will use this method to determine whether or not a plot of land up for sale is 
viable for development, and conversely a landowner could use this method to determine 
whether it is worth putting their land up for sale. 
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VIABILITY EXPLAINER 5 
 
CALCULATING VIABILITY: DISCOUNTED CASH FLOW 
METHOD 
 
WHAT IS IT? 
Discounted Cash Flow analysis assesses the viability of a development by weighing up 
the income vs spend over the building’s lifetime (or any chosen time period). It does this 
by calculating the value of the development in today’s money, accounting for future 
income and spend, and the increase in value of money over time due to inflation and 
interest.  
 
 

 
 
HOW IS IT CALCULATED? 
The value of a development is calculated by subtracting the spend from the income, 
which sounds simple until you realise you can’t compare present spend amounts directly 
with future income amounts, because money increases in value over time due to interest 
and inflation. When you invest or borrow money, you can work out how much that 
money will be worth in the future by growing it in line with interest and inflation. In the 
same way, if you look at an amount of money in the future, you can work out how much 
that money was worth in the past by discounting it in line with interest and inflation.  
 
Instead viability is calculated using a discounted cash flow analysis, where the total 
INCOME (positive cash flows minus negative cash flows) over a set amount of TIME, is 
discounted back to the present using a ‘rate of return’. This results in a valuation for the 
development in today’s money. This is called the Net Present Value (NPV). 
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WHAT DOES IT REPRESENT? 
A developer will use this method to determine whether or not a development will 
generate enough money in enough time to justify the initial spend. In other words, it 
assesses development viability. 
 
HOW IS IT USED? 
Discounted Cash Flow analysis forms the basis of most viability assessment software. 
Professional software is required, as the volume of cashflows involved in construction 
and their behaviour over time are too complex to model otherwise. 
 
Viability assessments of this sort have both an internal and external use. Authorities use 
them internally to evaluate the viability of their own developments, and they are also 
submitted by external developers as part of planning applications. 
 
For social housing, discounted cash flow analyses are generally carried out over a 
period of WX years. Due to the low rents of social housing, and the lack of funding for 
such developments, this is approximately the amount of time it takes for the rents from a 
typical social housing development to pay back the borrowed cost of construction. 
 
 


