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WHO WE ARE

The Society of Chartered Surveyors
Ireland is the independent professional
body for Chartered Surveyors working
and practicing in Ireland. One of our
key objectives is to provide impartial,
independent and authoritative advice
on key issues for consumers, business
and policy makers, as well as advancing
and maintaining standards for
Chartered Surveyors working in the
property, construction and land
sectors.

All aspects of the profession, from
education through to qualification and
the continuing maintenance of the
highest professional standards are
regulated and overseen through the
partnership of the Society of
Chartered Surveyors Ireland and Royal
Institution of Chartered Surveyors, in
the public interest. While we are
politically neutral, we are not policy
neutral.
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cAECUTIVE SUMMARY

HOUSING IN CRISIS

Followingyears of economic stagnation, Ireland is now experiencing a chronic housing shortage which has contributed
significantly to the current homelessness crisis. The latest SCSI Quarterly Housing Development Monitor (Q1 2016)
shows that in the last 12 months, the construction of only 4,000 residential units in housing schemes has commenced.
Of the 1133, of these commenced in Q1 2016, this equates to only 13 housing schemes.

COMMENCEMENTS OCCURRING
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GOST OF PROVIDING A 3-BED SEMI-DETAGHED HOUSE

Amidst all the commentary by many industry players and
economic analysts, the lack of credible, market data on
actual house building costs was identified as a significant
information deficit and with this in mind, the Society of
Chartered Surveyors Ireland undertook an extensive
and detailed study of a number of live house building
projects with a minimum of 30 units currently under
construction in the Greater Dublin Area.

The construction & delivery cost data has been analysed
by a panel of expert Chartered Quantity Surveyors to
provide a real-time, in-depth analysis of all the factors at
play in the market today. The findings of this study are
explained in detail within this report and are summarised
in the table overleaf.

The overall construction cost’ (building of the house
from foundation to roof and completing the estate roads
and drains etc.) is €150,251 which represents 45% of
the overall cost of providing the house.

It may come as a surprise to some commentators that
the cost to build a house is less than half of the overall
cost to provide the house. Non-construction factors,
such as the cost of acquisition & development finance,
design, sales & marketing, margin (including profit) and
taxation elements such as levies and VAT. are all
important elements influencing the economic and
sustainable cost of a new house.




ELEMENTAL ANALYSIS - 3 BED SEMI-DETACHED HOUSE
Gross internal Floor Area 1,214 Sq.ft 113 Sg.m

ELEMENT - €EPSF €PSM % OF TOTAL

CONSTRUCTION COSTS( per house )

Housing Building Cost (A) 122,251 101 1,084 37%
Siteworks Within Site Curtilage (=) 10,000 8 89 3%
Site Development (@) 18,000 15 160 5%
‘ ‘ 150,251 ‘ 124 ‘ 1,332 ‘ 45%
OTHER COSTS (per house) ‘ ‘ ‘ ‘ ‘
Professional Fees 5,500 5 49 2%
Levies 11,750 10 104 4%
Land & Acquisition Costs 57,500 47 510 17%
Sales & Marketing Costs 8,200 7 73 2%
Finance Cost 20,002 16 177 6%
Margin 37,980 31 337 11%
VAT 39,310 32 349 12%

‘ ‘ 330,493 ‘ 272 ‘ 2,930 ‘ 100%



012016

£€330493

3-bed semi-detatched
in Dublin on average

a couple earning

/74,000

in combined salary

require
~£35,000
in savings
permitted
aloan of

3.0

combined salary

for a maximum
loan amount of

~6209,000

can purchase a
house up to

£294,000

total house delivery cost exceeds
borrow amount by

+£36,493

COST OF PROVIDING A 3-BtD
SEMIF-DE TAGHED HOUSE

Our case study findings suggests that the average price
of a new 3 bed semi-detached home in Dublin would
need to equal or exceed delivery cost €330,493.

According to the Q1 2016 property report by
MyHome.ie in conjunction with Davy, the median asking
price for a 3 bed semi-detached house in Dublin is
€285,000.

By way of example, a couple both earning the average
industrial wage have a combined salary of €74,000. The
deposit requirement under the CBOI rules, based on
the average price, will require savings of ¢. €35,000.

Using the permitted maximum multiplier of 3.5 times
salary, this means a maximum loan amount of €259,000
which, coupled with the deposit, would allow the couple
to purchase a property up to €294,000.

From our study, it can be seen that the current total cost
to provide the average house exceeds the amount this
couple can borrow by €36,493.

Itis clear that thereis a serious financial viability issue in
the provision of housing and with particular emphasis in
urban areas, where the demand is highest, but where
land prices are also at their highest.




ANALYSIS OF COST REDUCTION
OPTIONS

Having analysed all the costs to provide a 3 bed All of these proposals are difficult to deliver and none in
semi-detached house, our panel of expert Chartered isolation will address the cost / affordability problem
Quantity Surveyors have considered options to reduce  which is contributing considerably to the housing crisis
costs as follows: in Ireland today.

Proposal 1 - Reduce VAT to 9%
Proposal 2 - Reduce Finance Cost to 5%

Proposal 3 - Reduce Development Levies to €1,500
Proposal 4 - Increase Supply of Land
Proposal 5 - Introduce Cost Benefit Analysis for all Regulations

SECTION 1+
COST TOPROVIDE A 3-BeD SEMFDETACHED HOUSE IN 2016

COST OF THE PROVISION OF HOUSING

The Society of Chartered Surveyors Ireland undertook an extensive and detailed study of a number of live house
building projects with a minimum of 30 units currently under construction in late 2015 and early 2016 in the Greater
Dublin Area.

Our panel of expert Chartered Quantity Surveyors analysed all cost inputs in the provision of housing to provide a
real-time, in-depth analysis of all the factors at play in the market today. The findings of this study is that the average
overall cost of providing a three bed semi-detached house of 113sq.m (1,214 sq.ft) in the Greater Dublin Area is
€330,493 (including VAT).

The table on the next two pages illustrates the cost of each element of the provision of this “average” 3 bed
semi-detached house.
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METHODOLOGY

The Society's Quantity Surveying Professional Group

(SCSI) established a Residential Working Group
specifically to participate in the capture and analysis of
real market data based on current house projects.

The Working Group canvassed quantity surveying
members of the SCSI  working on recently
completed/under construction residential projects in
the Greater Dublin Area of more than 30 house units in
size. The actual cost data from the sample projects has
been analysed, discussed and collated in an agreed
representative format.

In all project cases included in this study, our members
are independently retained cost consultants to procure
construction tenders and manage the costs of the
project through to completion. With a single exception,
our members are not direct employees of the project
developer.

Itisimportant to note that building costs can vary widely
in house construction projects, depending on factors
such as the specification/finish, for example the type of
windows utilised, the external wall finish, the amount of
renewable technologies used.

The “average” cost of building outlined in the study is
compliant with TGD Part L; Conservation of Fuel and
Energy - Dwellings 2011 and the resultant energy rating
would be expected to achieve a Building Energy Rating
(BER) of A3.

Similarly, house building costs are affected by many site
specific issues such as the nature of the soil (e.g., some
soils may require non-standard, more expensive
foundation  solutions),  proximity to  essential
infrastructure can have a significant cost impact as can
the absence of essential infrastructure such as drainage.

The average house cost in our study is based on projects
which did not experience any significant adverse
conditions or constraints which could affect
build/delivery cost.

We use industry terminology with other professionals to
describe the different cost centres and stages of
development, but we recognise the need to explain and
illustrate the range of factors into a comprehensible way
to all stakeholders.  Accordingly, we provide a
commentary on the various elements within our study as
follows:

HOUSE BUILDING COST

As can be seen, the overall construction cost’ (building
the house from foundation to roof and completing the
estate roads and drains etc) is €150,251 which
represents 45% of the overall cost of providing the
house.

The House Building cost analysis reflects a standard
specification for 3 bedroom semi-detached Houses
newly constructed in Ireland today.

While this specification varies slightly from development
to development and location to location, it is fairly
consistent and for that reason the cost is reasonably
identifiable.

We will now analyse the individual cost elements to give
an understanding of the cost risks and opportunities
which exist within each element as follows:

X SUB-STRUCTURE - €118psu (Tlesr)

Traditional Strip Foundations on good bearing soil.
Unusual site features such as services running under
the building footprint, sloping site, soft or sandy soil
would all require special measures such as deeper
foundations, raft foundations or even piling supports
to accommodate them. These measures would all
increase this cost considerably.

X SUPER-STRUCTURE - €43Tpsu (40psr)

Timber or blockwork frame; render finish; tiled
roofs; insulated to 2011 Part L (Dwellings). The
survey has found that blockwork and timber framed
construction methods have similar all-in costs to
complete. While there are other construction
methods available, none were returned with the
survey.




X COMPLETIONS - €162ps (40ps]

Double glazed windows; paint grade softwood
doors, skirting & window boards internally. Window
types varied to include uPVC, Timber and ‘Alu-Clad’.
The findings indicate that where a higher cost
window is used, the additional cost is recovered
elsewhere.

FINISHES - €108psu (10psr)

Paint finished walls; tiling to bathrooms and shower
rooms.

SERVICES INCLUDING SANITARY WARE -
€221 (2Tpsr)

Quality grade sanitary fittings; solar panel;
mechanical ventilation with heat recovery (MVHR);
condensing boiler & radiators; Electrical: - plastic
fittings and pendants throughout; wired for alarm.

The average cost of building outlined in the study is
compliant with TGD Part L; Conservation of Fuel and
Energy - Dwellings 2011 and the resultant energy
rating would be expected to achieve a BER of AG.
Measures to conserve fuel and energy included
MVHR, solar panels, condensing boiler, substantial
insulation and u-Value of windows, combine to
provide Building Regulations compliance.

There are other routes to compliance such as heat
pumps combined with some but not all of these
measures, but the overall resultant cost would be
similar.

Increased building energy requirements such as
passive house standard would increase the cost
provided in this report considerably.

X SITE-WORKS CWITHIN SITE CURTILAGE) AND SITE

DEVELOPMENT - €24 951 (E23ps]

Our study identified a range of factors which can
influence this cost element. On standard sites with
no adverse conditions, a range of €15,000 - €40,000
would apply and the study covers a site which is at
the lower end of this scale and for which no unusual
site issues have been allowed.

This cost Includes underground services such as
telecom, electricity, foul &surface drainage, water,
seeded garden, timber fencing to garden; hard
paving to common areas; public open space amenity;
street lighting; access / road network; site
excavations.

Non-standard or abnormal features such as
retaining walls, deep excavations, sloping site,
extensive amenity areas, soft ground or isolated soft
spots within the site, rock, high water table, poor
ground precollege, adjacency to railways or rivers,
underground or overhead services diversions are
not reflected in the cost provided in this report and
may add considerably to cost.

X PROFESSIONAL FEES - €49psu (Edpsr]

Developer built scheme with level of repetition in
the order of 8 unit types in an 80 unit scheme of
house type; straightforward planning permission (no
appeal). Includes Building Control Amendment
Regulations  (BCAR) assessment.  Alternative
procurement routes with higher level of
administration would increase cost.

It is imperative that our housing stock is designed
and built to a high standard and a professional
advisory team is essential to ensure good design and
compliance at all levels. Professional fees are usually
established by competitive tender and ultimately,
the market will dictate this level. The amendment to
the Building Control Regulations 2014 has imposed
an additional fee cost in managing the certification
procedures that are now required.




X DEVELOPMENT LEVIES - €73psu (E/ps)

Connection fees associated with Local Authority
foul and surface water, Gas, Electricity and Water
connection fees. Some Local Authorities have
reduced development levies in recent times to
encourage the provision of housing.

Leviesare avery significant “on-cost” in the provision
of housing, the costs of which have to be borne from
early in the construction cost cycle.

X LAND AND ACQUISITION COSTS AT A COST OF

E510psu (€4 /psr)

The largest single cost of any house is land cost and
for this study we have ‘inserted” €50,000 plus
associated transaction costs and the impact of the
10% ‘Part V' social housing provision. The site cost of
€50,000 is considered substantially less than the
market value of sites in some Dublin suburbs where
suite values can be 25/30% of the expected sale
value.

While the “bricks and mortar” costs analysed in our
study were relatively constant across the projects
around the Greater Dublin area, the cost of
development land is a significant variable in the
provision of housing. Land is a finite resource and
debate is ongoing about the necessity to maximise
this resource by developing high density & high rise
schemes as opposed to traditional housing estates.

Government has already sought to introduce
measures to encourage the best use of land,
including the Vacant Site Levy, which will become
effective in 2018, with a view to charging the owners
of unused development sites. In light of the viability
issues illustrated by our study, the fact that the tax
penalty will not arise until 2018 may not bring
forward any additional land or housing supply.

As development land prices have started toincrease
again while the viability of developing sites has
reduced, it is clear that some land owners have
decided they have no option but to retain their land.
Land hoarding is a term commonly used as a factorin
our deficient housing supply.

Inthe Society’s view, while it may be that certain land
owners have decided to retain their land in
anticipation of further price increases, it is also the
case that there is little chance of securing funding on
a marginal/potentially loss making development, or
where there are infrastructural/service deficits.

The sale of large land portfolios to single asset fund
buyers has meant fewer transactions and
opportunities for local developers to participate in
the market.

X SALE ANDMARKETING - €/3psu (€ /psr]

Includes allowance for show house fit-out which is
not recouped through the sale price as well as
marketing measures such as advertisements and
sale fees.

X FINANCE - €17 /psu (E16ps)

this is based on a finance cost of 10% on all
borrowings. In reality this will be a ‘blend’ of lower
cost bank and higher cost mezzanine finance. For a
functioning housing market, finance needs to be
available at rates at or below 5%.

The introduction of the Central Bank's Macro
Prudential Policy on mortgage lending, introduced
to ensure the stability in the financial sector and to
prevent previous reckless lending practices, has had
anegative impact on many buyers trying to purchase
their first home or to trade up and those in private
rented accommodation where rental levels have
experienced significant recent increases due to lack

of supply.

The new lending rules, which effectively cap the
amount that applicants can borrow, and
consequently can pay for a property, have been
successful in dampening price inflation, especially in
the Dublin region. One of the main components of
recent house price inflation was lack of supply,
coupled with an increase in demand across all
sectors. The cap on borrowing is one of the
significant factors which has resulted in the financial
unviability of a number of potential developments,
leading to further delays in the delivery of
much-needed supply.




X MARGIN - €33 /psu (E32ps]

The Society consulted financial institutions and
construction project funders on the minimum
margins required at the “feasibility stage”

The 15% margin rate was the common minimum
level for a number of reasons, including the risk
profile of development (market is subject to cyclical
pressure), potential for costly site specific issues to
arise that could not reasonably have been foreseen,
return on equity, site replacement and, on the basis
that development schemes occur over a number of
years, 15% is deemed to be a necessary return on
long term, high risk projects.

X VALUE ADDED TAX - £349psu (E3257)

The application of Value Added Tax at 13.5% on all
the input costs is a considerable cost factor to the
supply of a new house.

By way of comparison, new house sales in Northern
Ireland and the UK attract zero VAT rates.

Considering its impact to the bottom line, policy
makers may need to consider a change in VAT rates.
The effect of suggested rate changes are
demonstrated below in this Report.



SECTIONZ - AFFORDABILITY

Our case study suggests that the average price of anew 3
bed semi-detached home in Dublin will need to equal or
exceed the total cost of €330,493.

According to the Q1 2016 property report by
MyHome.ie in conjunction with Davy, the median asking
price for a 3 bed semi-detached house in Dublin is
€285,000.

By way of example, with reference to the graph indicated
below, a couple both earning the average industrial wage
have a combined salary of €74,000.

The deposit requirement under the CBOl rules, based on
the average price, will require savings of c. €35,000.

Using the permitted maximum multiplier of 3.5 times
salary, this means a maximum loan amount of €259,000
which, combined with the deposit, allows the couple to
purchase a house for a maximum price of €294,000.

From our study, it can be seen that the current total cost
to provide the average house exceeds the amount this
couple can borrow by €36,493.

AFFORDABLITY Vs VIABILITY

It is clear from our study there is a serious financial
viability issue in the provision of housing and it is difficult
to see how developers can commence building in this
market, with particular emphasis in urban areas, where
the demand is highest, but where land prices are also at
their highest.

Based on our research, it is apparent that, unless a
balance can be found between the cost of providing
housing and sustainable borrowing levels, the supply of
new units will remain challenged.

MAXIMUM MORTGAGES BASED ON LOAN-TO-INCOME LIMIT OF 3.5 TIMES GROSS INCOME

629

MAX MORTGAGE BASED
ON 3.5X GROSS INCOME

(€000S)

MAX HOUSE PRICE
BUYER CAN AFFORD
(€000S)

GROSS INCOME

(€000S)

/




SEGTION 3 - CUS T REBUC TION PROPUSALS

Sowhat are the measures the new government can adopt
in order to stimulate supply into the market?

MINISTER FOR HOUSING

The sustainability of the Property & Construction
industry is of vital importance to our economic wellbeing.
We need to move away from the boom to bust cycles of
the industry to ensure that the current housing crisis is
never repeated for the good of all our citizens.

The Society has strongly advocated for the appointment
of a senior Minister for Construction, including Planning
& Housing to develop a national policy which would
ensure the strategic planning and delivery of the
necessary infrastructure and housing provision for the
good of our society and economy.

We welcome the recent appointment of a Minister for
Housing & Planning as a good start and we continue to
urge our Government to expand this role to incorporate
the construction industry to devise a national policy
approach in recognition of its strategic role and value to
our economy and society.

MINISTER FOR HOUSING

Undertaking this study has provided us with an
evidenced base, accurate assessment with which we can
identify and quantify proposals and suggestions,

We have included graphs to demonstrate the effect
that each proposal has on the overall cost of delivery
and it is reasonable to suggest that, if all these
proposals could be implemented today, the effect
would be radical.

Our policy makers need to ensure that any measures
introduced are aimed at encouraging supply, not on
increasing house prices.

Proposal 1 - Reduce VAT to 9%
Proposal 2 - Reduce Finance Cost to 5%

Proposal 3 - Reduce Development Levies to €1,500
Proposal 4 - Increase Supply of Land
Proposal 5 - Introduce Cost Benefit Analysis for all Regulations




PROPOSAL 1-ReDUGE VAT

Policy makers may consider the reduction to 9%, similar to the rate introduced for the hospitality sector in recent
years. Consideration should also be given to the zero rate applied in Northern Ireland and the UK.
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0GAL 2 - DEVELOPMENT FINANGE RATE

Reastically, state finance may be the most feasible option to achieve this by establishing a Development Bank with
expertise in construction project lending (similar to former ACC/ICC state-backed models) to provide finance at a rate
of 5%. With ECB rates at historically low levels and the State’s ability to borrow at nominal rates, this would improve
project viability and make a financial return to the State.
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PROPUSAL 3 - REDUCE DEVELOPMENT LEVIES

As the property tax was implemented to make up for the loss of income to Local Authorities when property
development slowed considerably in 2008, it should be feasible to radically reduce development levies to a small
connection fee. In other areas such as Northern Ireland, foul and surface water connection fees are at this level.

LEVIES / TOTAL HOUSE PROVISION COST

€340,000 -

€330,000 -

€320,000 -

€36,493 cs1025

€310,000 - 4 e21.357
CASE STUDY COUPLE

CEMDATD CAN AFFORD A HOUSE UP TO
€294,000

€290,000 -

€280,000 -

€270,000

€8,500 €5,000 €1500
B PRICE ———  OUR AVEARGE INCOME COUPLE

PROPOSAL 4 - INCREASE SUPPLY OF LAND

A variety of measures are available to our policy makers to ensure that land is made available to facilitate the supply of
new housing including taxation measures such as a reduction in Capital Gains Tax, an earlier introduction of the Vacant
Site Levy and a more progressive approach by Local Authorities to lead on the provision of infrastructure and services
to locations where housing need is most acute.

PROPUSAL o - INTRODUGE COST BENEFIT ANALYSIS OF ALL REGULATIONS

While there are signs of upward pressure on costs and these are explained further in the next section, we must find
methods to reduce input costs of construction while maintaining high levels of standards. As may be seen, the cost to
build the house is€100psf and it is truly difficult to see reduction in this amount as it was also the approximate cost ten
years ago but since then regulations have increased costs

X The Society of Chartered Surveyors has consistently advised that the introduction of all new regulations and
statutory measures should undergo an independent Cost Benefit Analysis to assess the impact on the
bottom-line cost of delivery and the benefit to the purchaser through better standards of living and savings
on energy bills.

X BCAR Certification — experts in this field are calling for less labour intensive and duplication of this procedure
to reduce cost while maintaining quality.

1



FUTURE BULDING COST RISKS AND OPPORTUNITIES

Inrelationto the base building cost and based on the Tender Price Index which the Society has measured and published
for many years, it seems apparent that the cost of labour, subcontractors and materials will continue to rise over the
coming years. There is concern that price inflation could, in fact, spike if demand increases significantly in the short
term.

As the general economy, and by extension the construction industry, continues to recover and grow, the resources
deficit will become more pronounced in the industry and, through the simple mechanics of “supply and demand’, this
will result inincreased costs for housing construction.

Kyoto 2020 and other such international agreements may require that our housing stock advances to a low carbon
model during construction which would affect the use of traditional materials such as blockwork and concrete and this
has the potential to increase cost of constructing houses in the medium term.

In Ireland and the UK over the past years, there has been particular emphasis on the development of construction
techniques that will reduce the physical cost of building units. However, it is apparent that techniques such as
prefabricated housing do not yet yield significant construction cost savings, albeit they can reduce build and therefore
delivery timelines considerably if applied successfully. It may be that in time these techniques will become more cost
effective than traditional construction as the base build costs rise over the coming years.

SEGTION 4 -
SUol UN-LINE NEW HOUSE CUST BELIVERY CALCULATOR

In addition to providing real-time market data
on actual construction costs, the Society has
analysed all the additional ‘soft’ factors which
contribute to the cost of housing provision and
have developed a useful online calculator to
demonstrate the impact that each cost factor,
including unit size, has on overall total. This
calculator will allow policy makers, members of
the SCSI and industry analysts to consider the
effect of altering any of the cost inputs in real
time with real time results.

It will be up to policy makers to decide what
measures they can implement to support the
early delivery of supply. Itisthe Society’s view
that early decisions are needed and that the
focus for any measures taken should be on
improving supply, not adding to house price
inflation.




CLOSING SUMMARY

There has been significant commentary on the reasons
why developers, with apparent pent up, guaranteed,
market demand for their product are not providing units
for, in particular for first time buyers.

Developers and builders’ representatives have been
outlining that it is currently not viable to produce such
units, while there has been contradictory views put
forward blaming land hoarding and excessive profit
expectations by developers.

The Society of Chartered Surveyors is involved with
building costs because they are an essential part of much
of the wvaried work that surveyors do, such as
construction, valuation, commercial and residential
property, quantity surveying, procurement, and the public
interest.

As an independent body, it is part of the Society’s remit to
provide objective analysis to help policy makers to make
key decisions on issues which affect not only the
construction and property industry, but importantly in
the public interest.

As experts in the cost of delivering all forms of
construction projects, our quantity surveyor members
are ideally placed to provide independent analysis on the
real cost of housing provision, as they are the
independently appointed construction cost managers on
projects of all types and scale.

Our study has highlighted that, based on real-time market
cost information, it is not currently economically viable to
produce homes for sale within the
affordabilityparameters set by the loan to income/loan to
value ratios of the Central Bank's macro- prudential
policy for residential mortgage lending

We remains ready and willing to play our part through the
provision of independent information in attempting to
address the critical issue of housing supply.
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