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a. The land release assessment tool: what it is and what it does
Nick Graham, a director at PDG responsible for the Sustainable Urban Systems Practice Area
undertook a study that looked at the potential benefits of the Urban LandMark Land Release
Assessment Tool. He reported on his findings from the study, beginning with a description of the
tool. The Land Release Assessment (LRA) tool looked at financial costs in order to understand how to
maximise the benefit of state investment in land. The LRA tool was applied to four case studies in an
Excel-based format, with a 30-year time horizon. It divided projects into housing typologies and
calculated net present value (NPV) of the total cost.
b. Western Cape and Gauteng case studies
The case studies used were Mitchell’s Plain, Cosmo City, Blue Downs and Pennyville. Each one was
very different in scale and type, and as such the developer’s cost of capital varied due to the varied
processes. For example:


Cosmo City had market rental units and the Cape Town case studies (Mitchell’s Plain and
Blue Downs) did not



The land in Mitchell’s Plain was purchased outright from the City of Cape Town by the
developer



Blue Downs had an agreement between the province and developer with transfer happening
on payment of market value



Cosmo was similar, with fixed value plus 50% on profits of bonded and commercial lots



Pennyville’s land was owned by the developer, transferred to the City, and then sold off to
unit owners.

There were a number of differences between the case studies of Gauteng and the Western Cape,
including the following:


Property rates, which meant that properties in the Western Cape generated less income



The difference in the sale price of electricity between Gauteng and the Western Cape meant
that there were differences in operating costs



The sale prices of units were similar, and total subsidy amounts were also similar, although
slightly higher in the Western Cape due to additional amounts attributed to climatic
conditions.

The study compared all subsidies, from land donations to land holdings costs, housing subsidies, etc.
The Gauteng case studies had a heavy cost to state in the long term, due to large capital upfront

costs in bulk infrastructure and services, which were not recovered in tariffs in the longer term. The
reason why development has not gone ahead in some areas was due to non-return of investment.
c. Key findings
The comparison of findings from a State perspective showed a great deal of variance in the NPV,
with the findings in Pennyville skewed due to Joshco charges being low. By comparison, the total
NPVs were as follows:


Cosmo City - ZAR784 million



Pennyville - ZAR424 million



Mitchell’s Plain - ZAR7 million



Blue Downs - ZAR477 million.

By comparison the findings from a developer perspective indicated similar returns on investment
[ROI], e.g.:


Blue Downs’ return on investment (ROI) was 8%



Mitchell’s Plain’s was 14%



Cosmo City’s was 13%



Pennyville’s ROI was 29%.

The negatives were that the developer was making higher profits on some items, such as the higherincome portion of the development, and subsidising the cost of the lower-income portion. The
householder benefitted due to owning property, excluding rental units.
It was, and remains, necessary for the developer to have a return on investment, and in that
instance subsidised households were winners, which is the intention of the policy. The bonded units
in Cosmo City are expected to increase in value (from ZAR500 000 - ZAR1 million). Blue Downs
bonded households were shown to benefit less than everyone else. In the Cosmo City development,
the State is losing out as well as market rental tenants. In Pennyville, the renters benefitted due to
subsidies creating low rental costs in highly desirable areas with good access to services.
The long-term viability for the State was questionable in the Gauteng case studies. Overall bulk
infrastructure development was shown to be a ‘make or break’ scenario for the developers. In terms
of subsidisation, subsidy recipients are the big ‘winners’, and internal cross-subsidising is essential,
but the question is, which portion should subsidise which portion? The findings also noted that gap
housing increases project risk and compromises viability – perhaps, then, social rental housing is a
better alternative?
In summary, it would seem that developers have gotten the housing mix right, but there is concern
over the level of subsidy required and the question of whether it is sustainable.
Open discussion:

Following Graham’s presentation, the floor was opened for questions and discussion.
Rob McGaffin, Urban LandMark: The purpose of the previous study was to provide a tool that said
‘You choose the option, whatever your political motivation would be, and whichever you choose this
tool can help you to understand the true costs’.
George Onatu, University of Johannesburg: Querying the Cosmo City project that took five to seven
years to get off the ground, is it not too early to conduct a cost benefit analysis?
Another point to note in the analysis is that in the case of Cosmo City the cost of development was
brought down due to State input.
Lauren Royston, Urban LandMark: From the model it can be seen that household benefits are based
on return, therefore the outcomes are not unexpected. The presentation showed that social rental
fared much better than market rental. Lauren requested that the conclusion be made more specific,
and also to explain the comparison between gap housing and social rental – she asked why social
housing was preferable.
Sue Nyathi, African Development Economic Consultants: Was land value included in the model?
Nick Graham, PDG: Confirmed that land value was included in the model.
Jean du Plessis, UN Habitat: The study seems to show that land was approximately 10% of the
overall cost, could that figure be assumed with other research?
Marcel Zimmerman, Zimmerman Consultants: Commenting on Cosmo City being based in ‘Noweto’,
what would happen if the government started buying out a place such as Linbro Park?
Nick Graham, PDG: It would be very different if the state were buying up land.
Rob McGaffin, Urban LandMark: What is the mixed-use opportunity cost?
Marcel Zimmerman, Zimmerman Consultants: The State has a lot of land in bad places, what are
the implications of that land?
Nick Graham, PDG: The impact of time on Cosmo City does not affect the case study - data were
taken from when the project was conceived and included the five-year delays. However, a projected
cost base of land prices had to be assumed - perhaps redoing the exercise in a few years could result
in a different conclusion.
Responding to the question about the State bringing cost down through ownership of the land, Nick
noted that the developer still had to pay for the land. However, bulk infrastructure contributions
outweighed the cost of the land (take, for example, the cost of the Malibongwe Drive upgrade – the
road that provides access to Cosmo City). Imputed rent is what people would pay as market-related
rent on the property they occupy. If someone occupies social housing, the reputed rent is much
lower, which is why people benefit. This fact bought the study to the conclusion that social rental
housing is a better option for the gap market. The risk is on the developer’s side, but in terms of

demand experienced, for example, at Pennyville, developers made strategic decisions that worked
very well. Social rented housing demand is enormous.
Targeting the gap market required differentiation from subsidised units so that people felt there
were benefits. There was not sufficient profit in what people could afford versus developer profit.
In terms of a question asked about land as a percentage of cost, the answer was that it was project
specific but that it would depend on what the project did. It did not,however, include the cost of the
infrastructure, e.g. the cost of the contributions to a wastewater treatment facility that is 20km
away, or the diversion of a river running alongside the development.
Rob McGaffin, Urban LandMark: The figure that came in around 5-8% seemed low, but serviced
land with rights pushes that figure up to 15-20%.

