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Executive Summary

Background

1 Three Dragons and Heriot Watt University were commissioned by the South East County Leaders
 to examine the potential offered by intermediate housing tenures to meet housing need and address the housing aspirations of the population in the South East. 

2 Intermediate housing is the generic term for low cost home ownership (LCHO) and intermediate rent
. It is for those who cannot afford open market housing, but can afford more than social rented.

Scale of Provision

3 Most intermediate housing in the South East has been provided through public subsidy from the Housing Corporation. In 2006/08 around 3,800 new intermediate units a year will be provided in the South East. Second-hand resales of around 650 a year are also available.
Affordable housing funded by the Housing Corporation (a 2 year figure)
	
	2004-06
	2006-08

	
	Homes
	%
	Homes
	%

	Total Social rent
	6,220
	39%
	9,330
	55%

	New Build Homebuy
	4,887

	
	3,871
	

	Open Market Purchase Homebuy
	3,203
	
	3,430
	

	Intermediate Rent
	1,664
	
	269
	

	Total Intermediate
	9,754
	61%
	7,570
	45%

	Total Affordable
	15,974
	100%
	16,900
	100%


4 The reduction in the number of intermediate homes funded in 2006-2008, compared with the previous two years reflects the greater emphasis given in the Regional Housing Strategy to provision for social rent.

5 Some affordable housing is delivered through the planning system on mixed tenure schemes without reliance on public funding (typically using a S106 agreement). It is difficult to be precise about numbers, but the research shows that about 300-350 homes were provided in this way in 2004/05. 

6 Local authorities in the region also collect financial contributions from developers, when affordable housing is not provided on-site. In 2004/05, it is estimated that local authorities received £11.3M in financial contributions, but spent only £5.3M. The remaining £6M presents a potentially valuable fund to support the delivery of more affordable housing and would, for example,  fund 100 social rented homes, or 330 New Build Homebuy homes. 

7 Intermediate housing requires less subsidy per unit than social rented housing. In 2006/08 the average public subsidy required in the South East for a social rented home is £53,750, compared with £18,200 for New Build Homebuy and £28,570 for Open Market Homebuy.  

Who Takes up Intermediate Housing?

8 Take up of intermediate tenure housing has been higher amongst single person and two adult households and lower amongst families.  For example, 70% of those taking up shared ownership and 64% of those purchasing on an equity share basis, were single people or couples. 
9 Relatively few households who take up intermediate housing come directly from the social rented sector. In 2004/05 only 27% of those taking up Homebuy were tenants of local authorities or housing associations, the remainder were mainly living in private rent (38%) or with family and friends (26%).  Over a third of all households taking up some form of low cost home ownership were registered with a local authority.
10 Consumers prefer Open Market HomeBuy (OMHB) because it gives them greater choice of property type and location.  But OMHB does not add to the overall supply of housing and has the effect of reducing the amount of lower priced market housing generally available. However, money received when purchasers sell their homes can be re-used to fund further purchases of OMHB to the benefit of the next generation of those in need of LCHO.  

Types of Property Provided

11 97% of new intermediate housing is currently provided in 1 and 2 bed units. This doesn’t just restrict choice now, but also in the future. If intermediate housing is to meet the needs of those households who use it as a tenure for a significant period of time, it will need to deliver more family sized housing.

Scale and Nature of Potential Demand

12 Potential demand for intermediate housing in the region was modelled by comparing the likely income profile of newly emerging households with estimates of current house prices. We also considered the potential for existing social renters to take up intermediate home ownership.   

13 The draft South East Plan provides for 35% of all new housing to be affordable housing.  The draft South East Plan puts forward a split of 25% social rent and 10% ‘other’ forms of housing, which are assumed to be intermediate housing.  With the 35% overall target for newbuild affordable housing as the starting point, our model suggests that across the region a split of 20% social rent and 15% intermediate housing would better meet potential demand and represent a more cost effective use of resources. 

14 Each year, the model shows need for 5,950 new social rented homes and 4,350 new intermediate homes.  In addition there is potential demand for 3,000 Open Market HomeBuy homes purchased on the open market.  This makes a new build affordable programme of 10,300 homes.

15 The Housing Corporation South East is currently funding around 8,450 affordable dwellings per annum at a total cost of £338m or £40,000 per unit.  To meet the above target would require funding of £485m or £36,500 per unit. 

16 Demand for intermediate housing varies in different parts of the region.  The table below shows the figures on a county basis.  It sets the demand figures for intermediate housing in the context of overall demand for affordable housing derived from the model.

Demand for Affordable and Intermediate Housing Derived from the Model
	County
	Affordable as %age 

of all housing
	Intermediate as %age 

of all affordable

	Bucks (inc Milton Keynes)
	28%
	34%

	Berks
	43%
	54%

	E Sussex
	36%
	49%

	Hampshire
	32%
	54%

	Isle of Wight
	45%
	8%

	Kent
	31%
	36%

	Oxfordshire
	40%
	31%

	Surrey
	45%
	43%

	West Sussex
	40%
	43%

	South East
	35%
	42%


17 Our model shows that, whilst the overall target of 35% affordable housing is appropriate across the region, some areas require higher total affordable  provision than this figure and some require less.  

18 Some of the potential demand for intermediate housing comes from current social renters who want to buy a property but not the one they are currently living in.  We estimate that if low cost home ownership was more effectively marketed to this group of households and a better mix of products was available (including family housing and homes suitable for older households whose children have left home) this could release up to 2,600 much needed social rental homes every year. 

19 Demand for low cost home ownership is extremely sensitive to changes in house prices and interest rates. Consequently, these targets should be flexible and regularly reviewed to reflect changing affordability.

Funding Intermediate Housing

20 More affordable housing could be provided if more effective use was made of S106 funding. We modelled the cost of provision of a development of a two bed flatted scheme with 35% affordable housing either a) as intermediate provision and b) as a mix of social rented and intermediate housing in different parts of the South East.

21 We concluded that a new build mix of 35% affordable housing could be delivered in most parts of the South East without public subsidy but there would be a significant impact on land value.  Public subsidy is most likely to be needed in areas where house prices are lower, and hence the total value in a scheme is less.  We recommend that public subsidy should be used to ensure that the product better meets the region’s housing needs – for example, providing more family housing instead of small flats.

New products 

22 There is an emerging range of private providers, who can offer intermediate housing for parts of the intermediate market to complement the mainstream programme provided by RSLs.  Private providers do not look for public subsidy to deliver new intermediate homes but will usually require a land value subsidy to carry out their developments. 
Intermediate housing and Key Workers

23 The Government’s definition of key workers is restricted to specific public sector jobs, such as teachers, health workers, and the police.  This is too narrow and should be broadened to include essential workers, which could vary from area to area and would give wider access to the full range of low cost home ownership products available.
Special Needs 

24 The intermediate housing programme for those with special needs is small in scale. We found examples of good practice from specialist providers but mainstream RSLs have little expertise in catering for those with special needs. Better joint working and new initiatives could be taken forward in conjunction with Counties Supporting People programmes.

A Role for the South East Counties
25 The provision of a wider range of intermediate housing targeted at a cross section of the community could be helpful in the future in meeting the aim of Local Area Agreements, “to balance and integrate the social, economic, and environmental needs of their community”.  It may be appropriate to consider an LAA outcome, which relates to the broadening of tenure choice for a wide range of households, including the elderly, disadvantaged and those in rural areas. 

26 Counties are well placed to co-ordinate, set, and monitor the framework for agreement about the types of intermediate housing, which are appropriate in their area. 

27 The use of Section 106 agreements can help in funding more affordable housing. But performance around the region on this is mixed and there is a need for a greater understanding of why some local authorities are able to achieve more from S106 agreements in delivering intermediate housing than others.  Good practice guidance at County level would help ensure that opportunities to provide intermediate housing with and without grant are maximised.  

28 Counties and other public bodies should consider how they might best use their own land to help deliver more intermediate tenure housing, Such initiatives could be targeted at pump priming either mainstream Homebuy for existing social renters; rural intermediate housing; or Homebuy for households with special needs.

Monitoring

29 In setting affordable housing targets, local authorities should take account of the economics of development and the mix of housing proposed. Monitoring arrangements need to be established to provide robust information about the actual provision and use of intermediate and affordable housing. 

Key Conclusions 

30 Intermediate housing can play a greater role in meeting overall affordable housing need than is indicated by the 25:10% split in the draft South East Plan. This is more likely if intermediate housing is made more attractive to existing social rented tenants.  

31 A uniform affordable housing and intermediate tenure target across the South East is not appropriate, although 35% is a reasonable average for the region as a whole.  There should be flexibility to set affordable housing targets to meet local need.

32 More use could be made of S106 Agreements to fund affordable housing provision and more could be done to extract maximum value from the public subsidy given to intermediate housing. Public subsidy should be used to create larger homes; to fund purchases under OMHB, and to reduce consumer costs.  

Note

Intermediate tenures cover:

· New Build Homebuy when a purchaser buys a minimum 25% share and pays rent on the unowned share, normally at 2.75%;

· Open Market Homebuy (OMHB) which provides an equity loan of up to £50,000, or around 25% of the sale price, to purchase a home on the open market;

· Social Homebuy which helps social rented tenants to acquire a minimum of 25% equity stake in their home and pay rent on the unowned share, normally at 2.75%;

· Intermediate Rent provides homes for rent, at 80% below market rates, on assured short-hold tenancies.

1.
Introduction 

1.1 Three Dragons and Heriot Watt University were commissioned by the South East County Leaders
 to examine the potential offered by intermediate housing tenures to meet housing need and address the housing aspirations of the region’s population. Our brief asked us to:

" identify the extent to which the provision of intermediate housing can meet the affordable housing needs in the South East which emerge through the new housing requirements established in the South East Plan. The emphasis will be on maximising the provision of homes offered at intermediate tenures to address housing need, particularly identifying the scope for those who would otherwise be reliant on social rented housing to move into an expanded intermediate sector".

1.2 The research was designed to provide the following outcomes:

· A clear definition of what is meant by intermediate housing;

· An understanding of the types and characteristics of households requiring social rented housing and the scale and nature of those households who may be able to afford some form of intermediate housing;

· An assessment of the extent to which emerging housing needs can be met through the provision of intermediate housing;

· An analysis of the potential for intermediate housing to be delivered with little or no grant, to include an examination of potential alternative financial models;

· An analysis of the role of the public and private sectors in delivering intermediate housing and the scope of growth in these sectors;

· The identification of any significant sub-regional variations in terms of eligibility, deliverability which can inform more local policy development.

· An analysis of best practice from the UK and overseas.

1.3 To address the study brief we undertook the following elements of research:

· A literature review which covered experience in the UK and overseas;

· An electronic survey of registered social landlords (RSLs) with experience in delivering intermediate housing.  We received 9 responses from a range of different types of RSLs;

· Interviews with a range of relevant organisations including the region's Homebuy agents
, leading private sector providers of intermediate housing as well as English Partnerships, ODPM, the Housing Corporation, the South East England Regional Assembly, Council for Mortgage Lenders, Commission for Rural Communities;

· A workshop of representatives frorm local authorities and RSLs in he region as well as private providers;

· A study of demand for intermediate housing;

· An assessment of development economics of the provision of intermediate housing (using an adapted version of a toolkit Three Dragons has previously developed).

1.4 The evidence from the research has been brought together into a thematic report whilst individual research strands are reported separately in a technical appendix.  The technical appendix also includes a glossary of terms.

1.5 However, to set the scene for the remainder of the report it is worthwhile, laying out some of the ground rules we have adopted.  We define affordable housing as the generic term which encompasses social rented and intermediate housing (IH).  Within intermediate housing there are two types of provision - intermediate rent and low cost home ownership (LCHO).  We go on to flesh out these definitions further in the next chapter of the report 

2
definitions and provision

Definitions

2.1 There are various definitions of intermediate housing but we found  general consensus amongst our consultees that intermediate housing is for those who cannot afford open market housing but can afford more than social rented housing.  This echoes draft PPS3 (Housing)
 which defines intermediate housing as 'Housing at prices or rents above those of social-rent but below market prices or rents.'  This can include shared equity products (for example Homebuy) and intermediate rent.
 Draft PPS3 excludes low cost market housing from the definition of intermediate housing - as did our consultees.   
2.2 Another definition of intermediate housing comes from Steve Wilcox
 (and was given a great deal of support at our workshop).  He actually uses two definitions.  A broad definition - "the % of working households in each local authority area unable to purchase at lower quartile house prices for 2 and 3 bedroom dwellings" and a narrower definition - "the % of working households in each local authority area that can afford to pay a social rent without recourse to housing benefit but cannot purchase at lowest decile house prices for 2 and 3 bedroom dwellings".

2.3 There is some ambivalence as to whether LCHO should be seen as a stepping stone to full home ownership or as a  tenure in its own right.  Some commentators seem to favour the former but as we describe later in this report, many households who take up LCHO stay in their homes (and/or within the intermediate 'sector') for a significant length of time.

2.4 The draft South East Plan
 defines affordable housing generally as housing provided with subsidy, '…to enable the asking price or rent to be substantially lower than the prevailing market prices or rents in the locality …'  This definition includes both social rent and intermediate housing - intermediate housing is not further defined.

2.5 A different example of an approach to defining intermediate housing at the regional level comes from the London Plan (in its supplementary planning guidance on affordable housing).  It refines the definition of intermediate housing by reference to incomes. It sets out a range of intermediate housing costs with upper (an annual household income of £49,000) and lower thresholds with the need for average housing costs which are affordable to those on the mid-point of the target group (i.e. £32,700).

Types of Intermediate Housing

2.17 LCHO has a history going back at least 25 years but provision was on a very limited basis encouraged by a small number of organisations (e.g. Milton Keynes Development Corporation).  But a desire on the part of successive governments to spread ownership, (along with affordability problems emerging from late 1990s) encouraged the development of a wider range of LCHO mechanisms. Throughout the 1990s the main publicly  funded LCHO schemes were based on shared ownership - both new build (known as conventional shared ownership or CSO) and second hand (DIYSO) versions. Homebuy, a form of Equity Loan was introduced in Wales and then extended to England in 1999. Shared ownership and Homebuy were targeted primarily at social rented tenants and waiting list applicants. 

2.18 A key difference between shared ownership and traditional Homebuy is that in the former rent is paid on a share of the property whereas in the latter there is no rental payment only a mortgage on  the share owned by the customer, making it more like conventional home ownership. 

2.19 The Housing Corporation's 2006-2008 National Affordable Housing Programme has re-classified some former intermediate housing products and clarified the range of Government funded intermediate housing schemes.  The new range of intermediate housing schemes is:
· New build Homebuy - the purchaser buys a minimum 25% share and pays rent on the unowned share (normally at 2.75%);

· Open market Homebuy - provides an equity loan of up to £50,000 (or around 25% of the sale price) to purchase a home in the open market;

· Social Homebuy - a product for social rented tenants who are able to acquire an equity stake in  their home (at a minimum of 25%) and who pay rent on the unowned share (normally at 2.75%);

· Intermediate rent - homes for rent on assured short-hold tenancies where the rental charge is below 80% of market rent in the locality.

2.20 The New build Homebuy product is a form of traditional shared ownership.  It needs to be distinguished from the 'old Homebuy' product which did not include a rental payment on the unowned share.  Open market Homebuy is the nearest equivalent to the old 'Homebuy' product.

Key Workers 

2.21 Increasing affordability problems, especially in the South East and London, led to concerns that housing costs could be impacting negatively on recruitment and retention in key public sector occupations. This resulted in government linking housing subsidy to employment for the first time in the Starter Home Initiative (SHI) in 2001. SHI consisted mainly of equity loans and shared ownership both open market and new build and was targeted purely at a range of specified public sector occupations.

2.22 A larger, more mainstream initiative, Key Worker Living (KWL), replaced the SHI in 2004, building upon its lessons with new arrangements including the introduction of zone agents to co-ordinate the process. KWL introduced a wider range of products than SHI but continues to be targeted on a limited range of public sector occupations.

Policy context

2.23 Government's aspiration is to help 80,000 households into home ownership by 2010 through 'mainstream' LCHO programmes (26,400), key worker LCHO (30,500 households and 10,000 households through LCHO provided by private developers through S106 planning agreements.

2.24 The draft South East Plan sets an overall regional target that 25% of all new housing should be social rented accommodation and 10% other forms of affordable housing.  We take this to mean intermediate housing.  In numeric terms this equates to around 2,800 intermediate units per annum.

Scale of Provision   
Historic Patterns

2.25 Information from the Housing Corporation shows the number of intermediate dwellings completed in the South East over the five years 2000/01 to 2004/05 which have been funded through Housing Corporation grant or Local Authority Social Housing Grant (LASHG).  This shows that, whilst social rented housing is the largest element of the publicly funded programme, different forms of intermediate housing make up a significant proportion of the programme.

Figure 2.1
Publicly Funded Affordable Housing Completions - 


2000/01 to 2004/05
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15,703

4,681
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3,513

34,287

(Total Intermediate)

4,189

3,694

1,882

3,513

13,278

Notes

ADP - Housing Corporation Approved Development Programme 

CF - Challenge Fund

KWL - Key Worker Living

SHI - Starter Home Initiative (purchases in the open market)

2.26 Intermediate housing (including intermediate rent) represents 39% of all publicly funded housing in the South East over the five years.  However, a large element of this has been purchases of existing properties on the open market - about 46% of all intermediate housing has been delivered in this way.  

2.27 As the chart below shows, the importance of intermediate housing has been increasing, fuelled largely by purchases from the market, especially through the introduction of the Starter Home Initiative and Key Worker Living. 

Figure 2.2
Publicly Funded Housing – Provision of Main Tenure 



Options  2000/01 to 2004/05
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2.28 Whilst in 2001, there were about 560 new intermediate homes provided with grant funding, this figure had increased to 3,100 in 2004/05.

2.29 Delivery of intermediate housing has not been evenly spread across the region.  The ten authorities with the highest completions of publicly funded intermediate housing contributed about 46% of the total over the five years.  The authorities were:
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2004-06 Programme

2.30 The information on completions covers the period to 2004/05.  Analysis of the full 2004-2006 Housing Corporation allocations re-iterates the relative importance of intermediate housing and that a considerable amount of the intermediate programme is now being targeted at market purchases and at priority groups defined by Central Government ("public sector key workers").
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Figure 2.3
2004/2006 Housing Corporation Programme - Homes

2.31 Under the two year programme, a total of 9,750 intermediate homes was funded (or around 4,875 homes each year).  This represented 61% of the programme (with 44% for key workers).  Of the Main Programme, 31% was for intermediate housing - the largest part as shared ownership.  

2.32 Purchase of 3,200 street properties was to be funded under the programme.  This represented 20% of the total programme and a third of all intermediate housing. 

2.33 Intermediate rent was a very small part of the Main Programme but with much greater provision made for key workers - at about 800 units each year. 

2006-2008 Programme

2.34 The programme for 2006-2008 has recently been announced.  It shows a significant increase in provision for social rented housing and a decrease in intermediate housing.  This is set out in the table below which adopts the tenure names for the 2006-2008 programme and assumes that shared ownership under the 2004-06 programme is equivalent to Newbuild Homebuy in the 2006-08 programme.

Figure 2.4
2004-06 and 2006-08 Housing Corporation Programmes Compared - Homes

	
	2004-06
	2006-08

	
	Homes
	%
	Homes
	%

	Total Social rent
	6,220
	39%
	9,330
	55%

	New Build Homebuy
	4,887
	
	3,871
	

	Open Market Purchase Homebuy
	3,203
	
	3,430
	

	Intermediate Rent
	1,664
	
	269
	

	Total Intermediate
	9,754
	61%
	7,570
	45%

	Total Affordable
	15,974
	100%
	16,900
	100%



Notes

2004-06 figures include the then "Newbuild Homebuy" programme i.e. new housing sold as a fixed equity share but where no rent was paid on the unsold equity.

Figures for Open Market Purchase Homebuy  includes funding from the Council of Mortgage 
Lenders scheme (final details of which are still awaited) Housing Corporation funding for the 
scheme is at £98m for 2006-08 compared with £124m in 2004-06.

Figure 2.5
2006-08 Housing Corporation Programmes 
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2.35 In the 2006-08 programme, funding for intermediate housing will provide about 3,800 intermediate homes each year (7,570 across the two years).  Purchases in the open market have slightly increased - from 3,200 to 3,430 whilst provision for new build intermediate homes has decreased - from about 6,300 to 4,100.  Whilst in 2004-06, open market purchases represented about a third of the intermediate programme, in 2006-08 they will represent 45% of the intermediate programme.  

2.36 In terms of new properties, the 2006-08 programme will fund just over 2,000 intermediate homes each year.

2.37 Reflecting regional priorities, there has been a shift in resources in 2006-08 compared with 2004-06, towards social rent.  Whereas in 2004-06 funding for social rent represented 55.6% of the programme, in 2006-08 it has increased to 73.7% of the programme.   Numerically 55% of total affordable housing provision in 2006-08 will be social rented and 45% intermediate.  In terms of new housing provision the relevant percentages are 70:30. This compares with a draft South Plan target of 25% social rent and 10% intermediate or 71:29. 

Non Publicly Funded Intermediate Housing 

2.38 There is a general perception, confirmed by our consultees, that while information on publicly funded affordable housing (and here we include social rented as well as intermediate housing) is reasonably robust, the scale of provision of affordable housing without grant is less well recorded.  However, local authorities make an annual return to Government (Housing Strategy Statistical Appendix - HSSA) which asks for a range of information about delivery of affordable housing with and without grant.

2.39 For 2004/05 the HSSA shows 2,482 shared ownership dwellings completed by RSLs in the South East. 

2.40 The HSSA asks for information about the, 'Provision of affordable housing through planning policy' and the number of shared ownership dwellings provided by RSLs without public grant and those with 'mixed funding'.  The table below shows the figures for the last two years.

Figure 2.6
HSSA Information on the Provision of Additional Affordable Housing Through Planning Policy (2003/04 and 2004/05)

(Without public subsidy or mixed funding)

	
	2003/04
	2004/05

	RSL Shared ownership
	253
	512

	Units for sale on discounted basis 
	77
	58

	Tenure unknown
	31
	49


2.41 In 2004/05, of the 512 dwellings shown in the first row of the above table, 266 dwellings were reported as being delivered through S106 agreements without any public funding.  A further 37 units were delivered for sale on a discounted basis or described as 'other units' and provided without public funding.  

2.42 Provision from private providers of LCHO does not get counted in the HSSA returns and therefore the 266 is very likely an underestimate of the true position.  

2.43 Adding together:

· publicly funded LCHO (2,058)

· publicly funded intermediate rent (1,038)

· our estimate of LCHO delivered without public funding (say 350-400 dwellings) 

We suggest that around 3,400 to 3,500 new intermediate homes were provided in 2004/05.  This figure is more than the draft South East Plan would indicate should be provided each year 2006 to 2026. 

2.44 The HSSA indicates that these figures may be exceeded in 2005/06 and will be again in 2006/07.  In both years the HSSA shows that about 4,000 RSL shared ownership units were planned (in 2005/06) and proposed (2006/07).  However, with the decrease in grant funding for intermediate housing in the 2006/08 programme, the 2006/07 projection may prove to be a little optimistic and/or there will be a fall-off in completions in the following year(s).

2.45 The HSSA also indicates that in 2004/05 around £11,300,000 was received by local authorities in the region as financial contributions but only £5,300,000 was spent.  This represents a potentially valuable fund to help support provision of affordable housing (an estimated 100 social rented units or 330 New Build Homebuy units)

Summary

· There is a range of low cost home ownership products which have increasingly been focussed on keyworkers.   Intermediate housing also includes intermediate rent but provision so far has been very modest.

· Intermediate tenure housing should be affordable by households who cannot afford to buy the very cheapest 2 and 3 bed houses available on the open market.

· Around 3,400 to 3,500 intermediate tenure units were provided in the South East in 2004-05.  Around 90% of them were provided with public funding. The draft South East Plan suggests an annual target of around 2,800 units. 

· In the 2006-08 Housing Corporation programme, social rented housing attracts higher public subsidy per unit than intermediate housing (£53,750, compared with £18,200 for New Build Homebuy and £28,570 for Open Market Homebuy).  So that although 73.7% of the programme's funding is for social rented housing, it delivers only 55% of the new affordable homes to be provided.  This is a lower percentage of the affordable housing sought in the RSS (71% of the 35% affordable housing);

3 consumers of intermediate housing

Overview

3.1 Although the overall perspective is that intermediate housing is a product for young single people and couples, this is too simplistic a view.  Experience demonstrates that there is also interest from older people - often following  relationship breakdown, which leaves households with some capital but limited income.  Low cost home ownership can also appeal to elderly households whose existing housing is no longer suitable for their needs but who are unable to compete on the open market. 

3.2 As the provision of intermediate housing has developed (and awareness amongst consumers has grown), potential occupiers are increasingly discerning about their intermediate options and are said to be looking for a high quality product.  Location, layout and internal standards all matter and providers recognise that they must respond to market aspirations.  

Characteristics of households taking up intermediate housing

3.3 We have used CORE
 data to review the characteristics of households taking up LCHO products
 in 2004/05 (drawing on data from 2002/03 to identify any significant changes over the two years).  The Technical Report provides a fuller explanation of the data used and sets out the full analysis we have undertaken.  The key points emerging from the analysis are:

· Single people and couples dominate the market .  The figures vary with tenure and ranged from 64% for Homebuy to 83% for the Starter Home Initiative.  Only with DIYSO, did single people and couples represent less than half the households - with 53% of purchasers being families
;

· Reflecting the types of households taking up LCHO, the purchase of small properties were dominant e.g. 87% of shared owners bought either a one or two bedroom property;

· 35% of households taking up LCHO were on a housing register and 64% were in some form of housing need;

· The average household income of purchasers of LCHO was £28,500 but there were significant variations between the different LCHO schemes - with those purchasing through Homebuy having the highest incomes (£33,200);

· The average price of property purchased varied with the types of LCHO, ranging from £167,000 for conventional shared ownership to £143,000 under SHI;

· Excluding Homebuy and SHI, the average size of equity purchased fell from 49% in 2002/03 to 44% in 2004/05.

Housing Costs, Equity Stake and Affordability 

3.4 Whilst CORE data describes average incomes for LCHO, our consultees indicated the range of household incomes for which intermediate housing was most suited.  A household income of £18,000 was generally seen as the minimum for entry into the intermediate market with £35,000 as the "upper level".  In higher priced areas, income requirements will be towards the higher end of this range.  For example one provider in a high price area said that their typical household had an income of around £26,000 for New build Homebuy and £32,000 for Market Homebuy.

3.5 It may seem odd to find that those purchasing New build Homebuy (as a shared ownership model) are buying more expensive properties but generally have lower incomes than purchasers of Market Homebuy.

3.6 There are two explanations for this.  First that, on a like for like basis, new properties have a price premium over second-hand properties;second that shared ownership can bring home ownership within the reach of lower income households (who only need to be able to raise a mortgage on the share they can afford.  

3.7 Purchasers of New build Homebuy  must also be able to meet the costs of the rental element of their purchase (and service charges where applicable) and so affordability is not simply about the amount which they can raise as a mortgage but the general principle of shared ownership being more accessible to  lower income households will hold.  

3.8 The lower the share size, the greater the range of households who afford the option.  But at very low share sizes, consultees expressed concerns about whether the tenure could be afforded in the long term. Purchasers of New build Homebuy have to meet all repair costs and, if they want to move, they only get their share of any growth in value of their property, to put towards a new purchase.

3.9 Consultees expressed different views on minimum share sizes consistent with sustainable home ownership.  Some said that 25% was acceptable whilst others were concerned if share size purchased went below 40%.  No one suggested that a share size below 25% should  be encouraged.

3.10 A "rule of thumb" on incomes for LCHO was that it should be affordable by single people who can afford £400 per month on housing costs and couples who can afford £600.

Consumer Preferences

3.11 Our analysis of CORE data highlights the take up of smaller units by purchasers of LCHO. In part this will reflect the types of household who form the LCHO market.  But it also reflects the nature of the current supply of units. Our survey of RSLs found that about 90% of new Intermediate Housing (LCHO and IR) last year was provided as 1 and 2 bed flats and another 7% as 1 and 2 bed houses. This provision profile is not a peculiarity of the intermediate market and reflects the general pattern of new housing provision. 

3.12 The predominance of small units can pose problems for providers who have flatted developments to sell or rent to a market which may not all want this type of housing.  It also can pose problems for people whose incomes do not rise but who go on to have children and become trapped in small units.  Balancing affordability and property types available for the intermediate market is not easy but there does seem to be a need for a more balanced product range and certainly for opportunities for households (especially those who cannot anticipate significant future income growth) to trade up within the intermediate market. 

3.13 We did not ask consultees directly about consumer preference between new build LCHO and where consumers can select a home from the second-hand market (Market Homebuy under the 2006-08 Housing Corporation programme).  However, wherever consultees did comment they were clear that consumers generally preferred the Market Homebuy model because it gives the consumer greater choice, allowing them to trade-off location and price.

"Massive pent up demand for open market Homebuy but not for new build."

4 potential DEMAND AND THE role of intermediate PROVISION

Priorities

Regional Housing Strategy

4.1 In setting out the Regional Housing Board's investment priorities for 2006-2008, the RHS identifies that:

· Once committed expenditure has been taken into account 65% of the new programme of funding allocations for affordable housing will be for social rented homes and the remainder for low cost/shared ownership and intermediate market rent;

· Key worker housing – This will be maintained at 2005-06 levels, which amounts to 24% of overall expenditure and equates to 25% of the new programme of funding allocations for affordable housing;
· Other forms of low-cost home ownership – To be aimed at a wider group of essential workers, with 9% of overall expenditure for these homes (compares to 10% in 2004-06) and 10% of the new programme of funding allocations for affordable housing;

· Sufficient funding is to be top-sliced to fund 720 affordable homes in rural areas (for both social rented and intermediate housing).

4.2 The RHS recognises that the proportion of investment for key workers and other forms of LCHO is slightly less than in 2004-06 in order to accommodate the increased provision of social rented accommodation.

Key Workers

4.3 Government closely defines the key workers eligible for its key worker housing programme.  These are restricted to a specific range of public sector jobs (e.g. teachers, health workers, police).  Many of our regional consultees argued that the centrally prescribed definition of key workers was too narrow and wanted to move to a more locally based definition.  They wanted to replace the concept of key workers with that of "essential workers" (which may or may not include Government defined key workers and could vary from area to area).

"A local authority can take a holistic view - who needs to be there for the economy to thrive"

"We need to stress to the RHB that definitions need to be loosened"

Public Sector Tenants

4.4 Our earlier analysis of the characteristics of LCHO showed, a relatively small proportion of those taking up LCHO come from the social rented sector but a far larger number would be potential occupiers of social rented housing (i.e. were registered with a local authority).  The RSLs replying to our survey said that between 25% and 62% of those moving into LCHO were already registered for housing.

4.5 The positive role of intermediate housing in taking the pressure off social rented housing was highlighted at our workshop:

"Intermediate housing releases social and private rent.  All about how you control allocations. We write first to people in existing social stock (2 week head start). (It) helps supply of social rented housing". (Workshop)

4.6 But it was also pointed out that those in social rent, in areas of very high market values, may not have sufficient income to afford LCHO, even at the lowest share sizes available:

"In high price areas social renters cannot afford even shared ownership.  Fundamental issue of affordability for us" (Workshop)

Older households

4.7 Several national stakeholders referred to potential demand for LCHO for older households, both existing social renters and poorer owner occupiers.  Existing social renters will include some older households occupying family homes whose needs will have changed as they grow older and children leave home. There is also likely to be a pool of older owner occupiers who are equity rich but cash poor. Both of these groups could be interested in some form of LCHO, although not in intermediate rent. This should be viewed as one of a range of housing choices for older households, the majority of whom are expected to want to stay in their own homes but may benefit from initiatives such as Care and Repair as they age and become increasingly frail.  

4.8 Although LCHO for older households is not currently widely developed specialist providers for the elderly (e.g. Anchor Trust, Housing 21) have experience of providing specialist LCHO products for older households.  Some mainstream LCHO providers have also experimented with offering LCHO  for older households within mainstream developments. (eg Home HA did a scheme at Appleby which included 10 large 2 bed bungalows.  Local older people sold bigger houses in order to move in – this freed up equity and reduced property maintenance worries).  In terms of wider housing policy such moves free up family housing and ease stock condition problems because new owners do up older properties to higher standards

What the housing market analysis tells us

4.9 We were asked to provide an assessment of the extent to which emerging housing needs can be met through the provision of intermediate housing.  We have done this using the Bramley model
 to estimate potential demand for low cost home ownership looking at demand from newly forming households and from existing social renters who could afford LCHO.  A full explanation of the assessment methodology and results is set out in the Technical Report.

4.10 The model takes two generic products and looks at potential: demand for new provision, after allowing for resales from the existing stock.  The two products are:

· Shared ownership  modelled for a 25% minimum share purchase of a new RSL property procured at a price based on a ‘standard’ house or flat in a relatively cheap part of each district
. Rent at 3.12% is charged on the retained equity.   

· Homebuy   modelled for a simple 75% share purchase  with no rent payable on the remaining share which is held by an RSL..
4.11 We make the following key assumptions:

· The main target group of households are those whose head is aged under 35 (but existing social renters and older households are also considered separately);

· Households are potential candidates for social or intermediate (affordable) provision if they cannot afford to buy a property in the open market; 

· The price threshold for access to the market is set mid-way between the lower quartile and the lower decile of all sale prices;

· The primary criterion of affordability for market purchase and Homebuy is a ‘lending multiplier’ (mortgage to gross income ratio) of 4.0 for a single earner and 3.4 for a two-earner household. This ratio is higher than the 3.5 used in recent studies, but is consistent with the lower quartile of actual first time buyer multipliers in the South East recorded in SML of 3.75 in 2002, 3.94 in 2003, and 4.71 in 2004;

· The second affordability test applied is that residual income after tax, NI, mortgage and estimated repair cost should exceed 120% of the HB ‘Applicable Amount’ (i.e. the basic poverty line);

· For shared ownership an affordability ratio (housing cost to net income) of 33% is applied, subject again to the above poverty test;

· The mortgage interest rate in 2004 is assumed to have been 5.5%, and buyers are assumed to take out a conventional 25-year repayment mortgage on 100% of the price;

· A ‘wealth adjustment’ is applied to the affordability rate to reflect households who are income poor but have access to capital. The average value in the South East is 8%, raising the affordability rate from 31% to 39%; 

· Shared ownership resales have been introduced into the model for the first time. The South East having an estimated shared ownership  stock of 19,400, a resale rate of 3.3% gives a number of resales of 644 pa. 

4.12 The current version of the model ignores the backlog; it simply deals with newly arising need.

Intermediate potential

Estimating need

4.13 Table 4.1 below presents our initial baseline analysis of the need/potential demand for shared ownership and Homebuy
) and for intermediate rent from new households and social renters.  

4.14 Looking at the first part of the Table, it can be seen that the potential need/demand for shared ownership for new households is estimated at 6,800, with a figure of 5,900 for Homebuy (these more or less fully overlap)

4.15 6,800 units  is about  22% of total provision in the draft South East Plan  suggesting that there may be a case for increasing the share of  intermediate tenure housing above the current indicative 10%. However, a number of pluses and minuses have to be considered. 

4.16 Firstly, if our overall need estimate is inflated, particularly for the medium/long term, because of the exceptional affordability conditions in 2004 or other reasons, then there would be some knock-on effect for LCHO numbers within the overall need total. This effect would probably be less than proportionate, but still tangible. These comparisons suggest that our LCHO need/potential demand figures may be on the high side for the medium/long term,. 

4.17 Secondly, we have to allow for the fact that Homebuy (in its Open Market Homebuy (OMHB) form) is applied to existing housing stock, so that these units are not a claim on new build quotas. Since it is the same (overlapping) households involved, if we provide, say, half
 the indicated need for Homebuy in OMHB form, this would reduce the newbuild shared ownership potential by 0.5x5,900=2,950, giving a newbuild SO figure of 6,800-2,950=3,850. 

4.18 Thirdly, and working in the other direction, we should consider the potential market for LCHO from the existing social renter population. Income data  suggests that in the  South East 5,200 social rented units per year  could be released for households in need of social rented accommodation if appropriate, attractive LCHO options were made available over and above what has been available in the past. 

4.19 This may be an overestimate, since we have no information which enables us to determine what proportion of social renters who could afford LCHO will take it up if it is made available to then  and there may be policy reasons in some areas (e.g. maintenance of balanced communities in more problematic estates) not to offer this option across the board. Nevertheless, it is reasonable to argue that provision could be made for a substantial proportion of these cases, say a half. This would add 2,600 to the LCHO programme, of which half might be OMHB and the remainder SO. 

4.20 That would make a total programme of 

3,850 +1,300 = 4,150 new build shared ownership 

and

 2,950 +1,300 = 4,250 Open Market Homebuy  
It would reduce the apparent need for rental provision from 28,400 to around 20,000. Under this scenario, the proportion of new development which could be shared ownership or equivalent new provision LCHO would be 11%, slightly above the current the Assembly's figure. 

4.21 A further, currently imponderable, consideration, is that the kind of new households for whom LCHO is an affordable option are also the kind of new households who are otherwise likely to go into the private rented sector, at least for a period until they can enter full homeownership rather later. Some may prefer to choose this option, so long as there is a reasonable supply of private renting opportunities at rents which are not cripplingly unaffordable. Therefore, the actual demand for LCHO from this group may be less than that indicated by the affordability-based potential calculation. This option is less likely to affect the potential demand from social renters. 

Developing a realistic programme

4.22 Our initial estimates of demand set out above are based on the recent household projections.  However in seeking to develop a  ‘notional programme’  we constrain household growth to the current South East Plan target figure of c.29,000, distributed pro rata against the new household projections, and we adjust the need estimates to reflect this (through reducing new household formation and migration). We also slightly reduce the basic needs estimates, using the evidence on private renting, and reflecting caution about the likely real level of demand for intermediate renting and from existing social renters, as well as about the scope for diverting former owner occupiers into equity sharing type schemes.

4.23 A more elaborate attempt has been made at modelling a plausible programme of provision at local authority level, which reflects both need and realism constraints.  Specific assumptions (as set out in Box 1 below) are made about the split between newbuild provision  and use of Open Market Homebuy and about the extent to which potential need from owner occupiers and existing social renters is met. Total newbuild affordable housing cannot exceed 45% of new provision,

	MODELLING ASSUMPTIONS

(a) 25% of Homebuy need is allocated OMHB; 
(b) 15% of theoretical Intermediate Rent need is allocated to new IR
(c)  half of the potential contribution of private renting (=: 25% of IR need) is deducted from net need and from SO need;
(d) all SO need, less the 25% of the overlapping Homebuy and 15% +25%=40% of  IR needs covered by (a), (b) and (c) above, is allocated to new build SO (or if negative, set at zero); 
(e) 15% of existing social renter potential for LCHO is allocated to new build SO, in addition to the amount derived from (c) above; 
(f) 35% of existing social renter potential is allocated to OMHB (so overall half of this potential is realised);
(g) 25% of need from owner occupiers is allocated to new SO, in addition to (c) and (e) amounts above;
(h) need for new affordable housing, subject to adjustments (a) and (c) above, divided by household growth (new projection-based), provides the first basis for affordable housing target, subject to constraint of maximum target of 45%; 
(i) residual new build (constrained target, after SO and IR) is allocated to social rent, subject to the constraint that the total affordable target on new provision does not exceed 45%. 


4.24  Under this approach we would suggest a programme of 

3,160 newbuild LCHO  + 1,170  intermediate rent = 4,330

and 

 2,980 OMHB,.

alongside 5, 950  newbuild social rent.

4.25 The table below shows that the amount of intermediate housing needed varies between the counties and that the balance between intermediate housing and social rented provision is not the same across the Region. 

Table 4.1 : ‘
Realistic’ programme numbers per year by elements of 

affordable provision

	County
	New SO
	OMHB
	IR
	All
	SR
	Int %

	
	
	
	
	Int
	
	all affordable

	Bucks
	203
	172
	64
	267
	515
	34%

	Berks
	418
	437
	149
	567
	482
	54%

	E Sussex
	398
	330
	100
	498
	509
	49%

	Hampshire
	678
	809
	179
	857
	716
	54%

	Isle of Wight
	6
	21
	13
	19
	206
	 8%

	Kent
	716
	396
	174
	890
	1556
	36%

	Oxfordshire
	242
	325
	122
	364
	827
	31%

	Surrey
	261
	323
	239
	500
	654
	43%

	W Sussex
	236
	188
	130
	366
	475
	43%

	SOUTH EAST
	3,160
	2,980
	1,170
	4,328
	5,940
	42%


SO

Newbuild Shared ownership

OMHB

Open Market Home Buy

IR

Intermediate rent

SR

Social rent

Notes 

NBHB is a subset of SO. Ie all households who can afford NBHB can afford SO, but not all households who can afford SO can afford NBHB

4.26 The balance between intermediate and social rented housing new provision varies between Counties, ranging from 8% intermediate in  the Isle of Wight to 54% in Berkshire and Hampshire.  The proportion of intermediate housing is also above the regional average in East Sussex, West Sussex and Surrey.

4.27 For the region as a whole intermediate housing would be 42% of all new affordable provision and 15% of all new build. In other words, making maximum realistic use of intermediate provision would entail a rather higher share of the target than the 10% proposed in the draft South East Plan. 

4.28 In HMA terms the proportion of newbuild intermediate housing would be relatively low in Milton Keynes, Isle of Wight, Inner South, and North Hampshire. The intermediate share would be high (over 50% of new build affordable housing) in Reading-M4, Inner West, Guildford-Woking, South Hampshire and Sussex Coast. In most of these areas it would be justified to set the intermediate target at around 25% of all new build, rather than the average of 15%. 10-15% would be justified in most other subregions except those where low intermediate provision is indicated, as mentioned above
.   

4.29 The next table shows the percentage of social rented and intermediate housing for the counties, within an overall provision of 35% affordable housing across the Region.

Table 4.2
Realistic programme % of affordable, social rented and intermediate provision x Counties 

	County
	Total Affordable 
	Intermediate
	Social Rent

	
	%
	%
	%

	Bucks
	28
	10
	18

	Berks
	43
	23
	20

	E Sussex
	36
	18
	18

	Hampshire
	32
	17
	14

	Isle of Wight
	45
	4
	41

	Kent
	31
	11
	20

	Oxfordshire
	40
	12
	28

	Surrey
	45
	19
	25

	W Sussex
	40
	17
	23

	SOUTH EAST
	35
	15
	20


4.30 Although a total figure of 35% affordable housing can be derived for the South East as a whole there are significant variations between Counties.  A higher percentage of total affordable housing provision would be justified in Surrey, Isle of Wight, Berkshire and Oxfordshire.  A lower percentage is indicated for Buckinghamshire, Hampshire and Kent.

4.31 Social rented provision would be above the 20% regional average in Isle of Wight, Oxfordshire, Surrey and West Sussex.  It would be below the regional average in Hampshire, Buckinghamshire and East Sussex.  At HMA level  this indicator would be relatively high (over 24%) in Oxford, Inner North,  Blackwater Valley, Isle of Wight, Inner South, and Ashford-East Kent. It would be low (around or below 13%) in Milton Keynes, South Hampshire, and West Kent-Maidstone
. There are further variations within the counties which are reported in the Technical Appendix.

4.32 At HMA level six subregions appear to be relatively overproviding intermediate units  on this basis: Reading, Inner West, Blackwater Valley, North Hampshire, Isle of Wight and Inner South. Eight appear to be significantly under-providing intermediate housing: Milton Keynes, Oxford, Inner North, South Hampshire, Crawley-Gatwick, Sussex Coast, East Sussex, North Kent. It is lower price areas which seem to be more in this category.

4.33 Only three subregions are significantly over-providing social rent relative to our notional programme ( Reading, Inner West,  South Hampshire). Under-provision of social rent is more pervasive. Particularly low figures are shown for Oxford, Inner North, Blackwater Valley,Isle of Wight, East Sussex, North Kent, Ashford-East Kent. Again, it is lower priced areas which seem to be under-providing most.

Table 4.3
Actual provision of affordable housing vs notional programme 
	  S E County
	Actual provision of int housing 

% of notional programme
	Actual provision of SR  housing  

% of notional programme

	Bucks
	71
	72

	Berks
	69
	101

	E Sussex
	59
	71

	Hampshire
	106
	120

	Isle of Wight
	298
	21

	Kent
	62
	51

	Oxfordshire
	48
	30

	Surrey
	399
	127

	W Sussex
	62
	81

	SOUTH EAST
	100
	74


Demand from keyworkers

4.34 It is worth considering briefly how these estimates of intermediate sector potential compare with potential numbers of key workers. Implicitly, key workers are largely included within these affordability-based numbers because they meet the income criteria, although a few eligible key workers might fall outside these numbers because they are on higher incomes.. In an appendix to our evaluation of SHI report for ODPM
 some very rough ‘back of envelope’ estimates were made of potential numbers of key workers for whom intermediate housing provision might be relevant. Estimates based on turnover and other data by relevant occupation/age/income groups suggested that between 3,600 and 3,900  pa might be the order of magnitude of the potential within the South East.. This compares with the 6-8,000 need-based figures discussed above. For half of this provision to go to key workers might be in line with Government aspirations, but it could lead to difficulties in finding  such large numbers of key workers wanting intermediate housing in practice. 

Intermediate provision and older people

4.35 Most of the emphasis in this analysis of demand is upon younger newly forming households entering the housing market and becoming established. We have not given much consideration to problems of housing condition or suitability of intermediate housing for older established households. In many ways this is reasonable, as very often the solutions to these problems can be found by improvements or adaptations ‘in situ’, or by moves within the existing tenure. However, the Survey of English Housing confirms that in the South East there is an annual flow of around 5,900 households per annum from owner occupation into social renting.  . Some may be younger households experiencing mortgage difficulties, but most of these households are older, and many of these moves will be into sheltered housing or other stock intended for elderly persons. There is a substantial stock of this kind and it tends to have a fairly high turnover rate. 

4.36 Since these older households are owner occupiers and, being older, most will have a substantial amount of housing equity it might be argued that, rather than providing a subsidised rented housing unit (with possible future RTB rights), a more appropriate housing offer would be some form of flexible shared equity scheme, such as the ‘leasehold schemes for the elderly’ (LSE) promoted by the Housing Corporation since 1981 or the flexible tenure schemes promoted by the Joseph Rowntree Foundation. 

Developing a programme which meets the needs of existing social renters

4.37 Existing social renters are unlikely to be attracted by 1 bed units.  They will seek accommodation which is either comparable in quality to their existing home or, if smaller (perhaps for an older household which is downsizing) offers advantages in terms of location or longterm suitability of accommodation.  They will also seek low cost home ownership rather than intermediate rent. 

4.38 An LCHO programme targeted at existing social renters would need to provide a mix of 2 and 3 bedroom units and might include an element of accommodation specifically designed with the needs of older households in mind.  This would have the secondary advantage of providing a pool of trade-up LCHO accommodation for younger low cost home owners who find that a 1 or 2 bed LCHO property is no longer suitable for their needs once they start a family, but for whom there is currently very little move on accommodation available.

4.39 The RSL survey indicated a range of ways by which more could be done to encourage greater movement out of social rented stock and/or to take pressure off housing authority registers:

· Reduced share

· Reduced rent

· More flexible definition of local need 

· Better marketing of intermediate housing to social renters (being achieved in part through Zone Agents)

4.40 Other actions which could also be considered include:

· Provide purpose built LCHO specifically targeted to needs of older social renters;

· Market OMHB to existing social renters before releasing to other household groups;

· Include information on LCHO in the 'marketing literature' for (sub-regional) Choice Based Letting.

4.41 But encouraging  greater take up of LCHO by existing tenants (especially if their need is for a 2 or 3 bedroom home) would have affordability implications and probably require more public funding support to ensure share sizes available were low enough to be affordable. 

4.42 LCHO is also in competition with other options for tenants.  The Right to Acquire - although less attractive than in the past - is still a real alternative for many households and the introduction of Social Homebuy means that many low earners can afford to take an equity stake in their own homes.  If new build LCHO is to attract existing tenants the quality and location of the product will probably be as much of a factor as affordability.

Summary

· Potential demand for intermediate housing in the region was modelled by comparing the likely income profile of newly emerging households with estimates of house prices and by considering the potential for existing social renters to take up intermediate home ownership;

· Assuming an average target of 35% affordable housing the model suggests a split of 20% social rent and 15% intermediate housing.  Provision of 4,350 newbuild intermediate housing units would be complemented by a further 3,000 Open Market Homebuy units.  The newbuild social rented programme would be 5,950 units making a new build programme of 10,270 and total affordable provision of 13,250.  Estimated total affordable housing provision in 2006/08 is likely to be of the order of 9,000 units per annum;

· The split between intermediate and social rented housing is weighted more towards intermediate housing than the current target in the South East Plan partly because the model estimates that around 2,600 social rental units per year  could be released for households in need if appropriate, attractive  intermediate home ownership  options were made available to existing social rented tenants.  For this to happen the overall supply of intermediate home ownership units would need to be increased and the current focus on keyworkers would have to be broadened to include existing social renters. The model also postulates an increase in social rented provision from just over 4,665 units pa to 5,550;

· There are significant variations between different parts of the region.  The intermediate share would be high (around 25% of all new build) in Reading-M4, Inner West, Guildford-Woking, South Hampshire and Sussex Coast.  10-15% would be justified in most other sub-regions except in Milton Keynes, Isle of Wight, Inner South, and North Hampshire  where low intermediate provision is indicated;

· Social rent as a percentage of all new build would be relatively high (over 24%) in Oxford, Inner North, Blackwater Valley, Isle of Wight, Inner South, and Ashford-East Kent. It would be low (around or below 13%) in Milton Keynes, South Hampshire, and West Kent-Maidstone;

· Demand for intermediate home ownership is sensitive to movements in house prices and affordability and to assumptions about income multipliers.  It would be prudent to keep the above targets under review to reflect changing affordability over time.

5 funding intermediate housing

Use of Subsidy and Mixed Tenure Development

Delivery

5.1 Most intermediate housing is now developed in mixed tenure schemes delivered through the planning process and usually accompanied by a S106 agreement.  Our research found examples of major providers saying that 80% of their intermediate housing was delivered in this way, with the average from the RSL survey of 50%.

5.2 Analysis of previous HSSAs illustrates the build up in provision of LCHO delivered by housing associations through the planning system
.  

Figure 5.1
Low Cost Home Ownership  Delivered through the Planning System

	Year
	Completions
	Permissions granted

	2001/02
	476
	959

	2002/03
	807
	1,612

	2003/04
	1,014
	1,972

	2004/05
	1,916
	2,487



Source:
HSSA returns - ODPM website

Views on Subsidy

5.3 The RSL survey showed that it was common for RSLs to use a range of subsidy types. Of those providing information, all had used grant (7), while a majority had used discounted land (6), developer subsidy (5) and RSL reserves (5). Only two had used ‘other’ types of subsidy. In both cases this was Recycled Capital Grant Fund.

5.4 The need for additional subsidy was said to depend on:

· Profit on market sale units which can be invested in intermediate homes

· Planning policies (S106) and clear planning guidance 

· Access to low cost land

· Increased densities on site

· Higher values off setting need for SHG

· Higher initial equity sale or higher rent on retained equity 

5.5 Not mentioned in this list is any relationship between public subsidy and the affordability of the IH provided.  We found no evidence that public subsidy has been used in this way (nor to influence LCHO development in other ways e.g. to introduce family housing into a scheme).  There were a couple of anecdotal examples of local authorities investing in a scheme to deliver a cheaper product (e.g. to allow for a smaller average share size) but these examples were very rare and were set against a general background of an unstructured approach to the availability and use of grant.

5.6 Our consultees suggested that a culture of public subsidy availability for intermediate housing  may now exist in the region which means that developers/landowners anticipate its availability and land values reflect this.

5.7 In making these points, we are not saying that public subsidy should not be available for intermediate housing as a matter of principle but that the circumstances in which it is provided should be clearly spelt out (our analysis of development economics later in this chapter explores this further).

5.8 The need for subsidy for intermediate housing purchased -on the open market (e.g. Open Market Homebuy) is more clear cut.  Funding the 'non bought' share in the property needs to be found  from somewhere, be it from the Housing Corporation, local authority (perhaps through commuted sum payments received from small housing sites)  or from an RSL.  In this case of the latter, this can be recycled grant received when existing low cost home owners sell on.

The impact on viability of providing intermediate housing

5.9 Discussion with providers indicates that it is normally possible to provide intermediate housing without public subsidy provided that land is made available (normally but not always through a S106 Agreement) at nil or minimal cost. Social rented housing however is perceived as normally requiring either additional public subsidy or cross subsidy from either intermediate housing or market housing within the same development. 

5.10 Figure 5.2 below provides worked financial examples for a specimen development of 10 two bed flats in different locations in the South East. The examples are based on a New build Homebuy model where the purchaser pays rent on the unowned share.  

Figure 5.2  Scheme viability with varying  affordable housing mix

	Market Value Scenarios
	Income 
Multiplier
	All affordable housing as NBHB
	Affordable housing as a mix 
of social rent and NBHB

	Unit value £180,000
	
	30% share
	50% share
	80% share
	80% share 50:50 soc rent NBHB
	50% share 40:60 soc NBHB

	Scheme Revenue
	
	£1,175,000
	£1,351,000
	£1,614,000
	£1,037,000
	£994,000

	Scheme Costs
	
	£953,000
	£953,000
	£953,000
	£903,000
	£953,000

	Residual – Whole scheme
	
	£222,000
	£398,000
	£661,000
	£134,000
	£41,000

	HH income required
	3 x
	£18,000
	£30,000
	£48,000
	

	
	4.5 x
	£12,000
	£21,500
	£32,000
	

	Unit value £240,000
	
	30% share
	50% share
	80% share
	80% share 50:50 soc rent NBHB
	50% share 50:50 soc NBHB

	Scheme revenue
	
	£1,576,000
	£1,811,000
	£2,164,000
	£1,312,000
	£1,135,000

	Scheme costs
	
	£953,000
	£953,000
	£953,000
	£953,000
	£953,000

	Residual - Whole scheme
	
	£623,000
	£858,000
	£1,211,000
	£359,000
	£182,000

	HH income required
	3 x
	£24,000
	£40,000
	£64,000
	

	
	4.5 x
	£18,000
	£27,000
	£42,500
	

	
Unit value £120,000

	
	30% share
	50% share
	80% share
	80% share 50:50 soc rent NBHB

	Scheme revenue
	
	£788,000
	£906,000
	£1,082,000
	£771,000

	Scheme costs
	
	£953,000
	£953,000
	£953,000
	£953,000

	Residual - Whole scheme
	
	-£165,000
	-£47,000
	£129,000
	-£182,000

	HH income required
	3 x
	£12,000
	£20,.000
	£32,000
	

	
	4.5 x
	£8,000
	£13,500
	£21,500
	


Notes

10 unit scheme of 2 bed flats with parking on 0.25 hectares of land 

Costs exclude land

Rent of 2.75% charged on unsold equity

5.11 The above table demonstrates that, for the two bedroom flat modelled:

· At property values of £180,000 and £240,000 it is possible to provide intermediate housing at a revenue which more than covers development costs at shares ranging from 30% to 80%;

· But in the case of a property valued at £180,000 a 30% share would be affordable to someone on an income of £18,000 (at 3 x income);

· In the case of a property valued at £240,000 a 30% share would be affordable to someone on an income of £24,000 (at 3 x income);

· At market values of £120,000 neither a 30% share nor a 50% share will cover development costs.  The difference in affordability between an 80% share and outright purchase is so small that it is doubtful that Homebuy would be a valid product in this market;

· A mix of 50% Homebuy and social rent can be provided without grant, but the 50% Homebuy units will only be affordable to households on incomes of £30,000+ in the case of a £180,000 property and  £40,000+ in the case of a £240,000 property;

· Affordability is sensitive to income multipliers.  If a multiplier of 4.5 x income is used (a not uncommon building society multiplier for market housing) then a 50% share in a £180,000 property is affordable on an income of £21,500 and a 50% share in a £240,000 property is affordable on an income of £27,000

5.12 Planning policies seeking a quota of affordable housing should have the effect of reducing site residual values.  This effect is weakened where either grant is available to assist the provision of affordable housing or competition between RSLs drives up prices paid to developers for affordable housing.  Feedback from providers confirmed that both these effects can be observed in the South East.

5.13 In the South West the Housing Corporation has adopted a policy of nil grant for S106 sites.  The effect of this policy has been to clarify expectations about the funding of affordable housing and to encourage local authorities, developers and affordable housing providers to start negotiations from the standpoint that grant is not available.

Land values and affordable housing provision

5.14 Below a certain residual site value land will not come forward for housing development.  Typically this arises where the residential site value is less than the alternative or existing use value or where the value with affordable housing is significantly below the value which the landowner believes to be reasonable for that land.  .

5.15 We have used a derivative of the Three Dragons Affordable Housing Toolkit to calculate residual site values for a range of typical housing markets across the South East.  Our typical housing market areas
 are:

· Windsor and Maidenhead/Wokingham (high value)

· Basingstoke and Deane (medium value)

· Medway Towns/Swale (low value)

5.16 We have carried out viability testing in line with the draft South East Plan policy.  The starting point is therefore a development of flats and houses at 40 dwellings per hectare which includes 65% private housing, 25% social rent and 10% intermediate affordable.  The intermediate affordable is taken to be New Build Homebuy modelled at two alternative share sizes - a 30% share purchase and an 80% share purchase. 

5.17 We then vary the mix of affordable housing from 35% social rent and 5% New Build Home Buy to 25% NBHB and 10% social rent.  It is assumed that there is no grant for any of the affordable housing and that no other planning obligations are sought.

5.18 All of these schemes deliver a positive residual value even in the lowest value market (Medway Towns and Swale) and even at a 30% share purchase for the NBHB product. As values rise, the capacity of sites to accommodate affordable housing provided without grant, increases. However the higher the percentage of social rented housing without grant support the lower the residual value.

· In Windsor, Maidenhead and Wokingham residual value (per hectare) falls from £4.8m to £3.56m a reduction of 26%

· In Basingstoke the residual falls from £2.6m to £1.8m a reduction of 30%

· In the Medway towns the residual falls from £1.32m to £0.78m a reduction of 41%

5.19 The more significant reduction in lower value areas reflects the fact that the NBHB product proportionately makes a higher contribution to the overall residual than in high value areas.  Another important dimension to the ‘equation’ is that in low value areas there is less need for low cost home ownership because more people on lower incomes can access market housing.

5.20 Viability is very sensitive to house prices and scheme mix.  In Windsor and Maidenhead the residual is higher with a flatted scheme at 80 dph than with a mixed scheme at 40 dph.  In Basingstoke the residual is lower for a flatted scheme and in the Medway towns the residual becomes marginal or negative for a purely flatted scheme if more than 10% social rented housing is sought.

5.21 Valuation Office data suggests that in the M4 Corridor bulk residential land is currently changing hands at about £4.9m per hectare.  In Basingstoke the equivalent figure is £3.2 million and for Medway, £2.45 million.  These figures are in excess of those shown in the tables above which suggests that 35% affordable housing can be expected to depress land values where no grant is available.  This could have an impact on the flow of land for residential development.

5.22 Other planning obligations will further depress land value. A figure of 20% of land value has been suggested as a possible indicative level of Planning Gain Supplement.  Coupled with affordable housing provision this would have the effect of bringing future land values well below those currently obtaining in the South East.  Further work is required to clarify the overall impact on land supply taking into account existing and alternative use values
.

Affordability of new properties vs existing properties

5.23 New properties are generally more expensive than comparable existing properties.  National data from Land Registry suggests that the following ratios apply

· Flats: plus 20%

· Terraces: plus 15% - 20%

· Semis: plus 15%

· Detached: plus 5%

5.24 The implication of this for affordability is illustrated in the table below which sets out a plausible scenario of Newbuild Homebuy in the wider housing market.

Figure 5.3
LCHO and Housing Market Scenario - Using a Notional 

Two Bedroom Flat

	
	NBHB
	Second-hand market purchase

	Market value
	£180,000
	£150,000



	% share purchased
	50%
	Outright



	Mortgage multiplier assumed


	3.5

(conservative multiplier)
	4.5

(possible in current market)

	Income required (per annum)
	£28,500

	£33,000




5.25 The above scenario shows how the market narrows for the Homebuy property to a relatively narrow income band unless a lower percentage share is offered.  A similar effect can be observed in mixed tenure developments where private housing for sale is offered for a discount on the quoted price and intermediate housing is still available at the original price.

Summary

· Intermediate housing is increasingly being delivered through the planning system but a high proportion of this has public grant. 

· Yet we have found that, for example, at property values of £180,000 and £240,000 it is possible to provide intermediate housing at a revenue which more than covers development costs at shares ranging from 30% to 80%;

· As values rise, the capacity of sites to accommodate affordable housing provided without grant, increases. Even so, at the proportions of social rent and intermediate housing consistent with the RSS, the notional mixed tenure schemes we tested deliver a positive residual value even in the lowest value market (Medway Towns and Swale) and even at a 30% share purchase for the NBHB product, albeit one which is below current land values.

· This has important implications for the use of grant, implying that  

· Assessment of the need for grant must take account of the other planning obligations placed upon a site but our analysis suggests that grant could be more carefully targeted and that intermediate housing may not need the levels of grant support it is currently receiving and certainly not as a matter of course.

· We found no evidence that public subsidy for intermediate housing is being used systematically (to improve the quality of the housing, to reduce consumer costs or to introduce family housing into a scheme);  Consideration should be given to more coherent use of public subsidy in this way with the stated aims of increasing the proportion of larger units, providing housing at lower percentage shares or catering for groups (such as the elderly and special needs households) who currently have limited access to intermediate housing.

· New homes tend to cost more to buy than equivalent properties in the second-hand market.  The effect of this is to narrow the market for New build Homebuy. Open Market Homebuy offers more choice to consumers and a better value product.   

6
delivery of intermediate housing  

Barriers to Delivery

6.1 Delivery of intermediate housing through the planning system is already important and is likely to become more so.  Whilst knowledge and experience of the process is growing, there are still aspects of it which sometimes prove to be barriers to delivery.

6.2 Although intermediate housing is now more widely available and generally accepted as a complementary tenure to social rent, one of the main barriers to enhanced delivery was said by various consultees to be the attitudes of some local authorities who give social rent priority:

" Intermediate housing (with or without grant) is not a local authority priority.  Accept it frees up council accommodation.  But why not put same subsidy into social rent? Do not provide LCHO housing at expense of social rented.  (We have a ) gross loss of rented stock." (Workshop - local authority officer)

6.3 The pressure on local authorities to minimise homelessness and meet the needs of vulnerable households are understandable reasons why authorities should take this view.  However, as we described earlier, provision of social rented housing will have to increase significantly to meet the draft South East Plan's targets.  Current under-supply may well explain why authorities are often set against provision of intermediate housing when they have a more pressing need for social rent.  But, it would be unfortunate if absolute under-supply of social rented housing counts against provision of intermediate housing when the solution really lies (as many consultees argued) in the greater provision of affordable housing generally.

6.4 Other barriers to effective delivery of intermediate housing were:

· High land values - said to be fuelled by landowner expectations of grant availability and competition between providers for land for intermediate housing;

· Inflexible arrangements for public grant;

· Weak/poorly thought out S106 agreements (which, in turn, could inadvertently have the effect of pushing up land values).

6.5 Consultees argued that robust and tailored S106 agreements were key to the delivery of LCHO with minimum public subsidy.  One provider encapsulated the views of many in putting forward the qualities of an effective S106 as:

· Not allowing RSL competition

· Specifying the number of affordable housing units and consumer costs

· Defining the quality of the affordable housing

· Saying when the affordable housing is to be delivered

· Setting out the price which an RSL pays for affordable housing - and should relate back to affordability for the IH units

· Must be precise in all respects.

6.6 To this list we would add:

· Specifying the income profile of households who are to benefit from the scheme (and hence the appropriate equity share households will be able to afford);

· Specifying an appropriate cascade mechanism which sets out appropriate provision without public grant and what should happen if grant is forthcoming (be it from the Housing Corporation or from another source e.g. the local authority).

Mixing tenures

6.7 We found that mixed tenure schemes are increasingly about a mix of social rent, LCHO and market housing.  There are no 'golden rules' on the right balance between tenures at the scheme level.  The appropriate balance will depend on local need, location, local authority aspirations and development economics.  

6.8 A traditional mix for an affordable housing component of a scheme is probably 2 social rent units to 1 intermediate housing.  But some providers are moving towards a 50/50 split - with LCHO or intermediate housing providing some element of cross subsidy to the social rent and helping to deliver mixed communities.  

Quality and location

6.9 As more intermediate housing becomes available, and in particular as consumers have a choice between purpose built provision and Open Market Homebuy choice is increased (for those households who are eligible) and new schemes have to be of a quality to 'compete' in the intermediate market.  This is placing a greater emphasis on design quality and internal specifications of intermediate housing (becoming more like market housing) and on the way intermediate housing is marketed.

6.10 In a more competitive market, choice of location for new build schemes can become critical.  Where providers have experienced problems marketing new intermediate housing, this has usually been explained by a poor choice of location, which is unattractive to the market. This problem is compounded if the target market is drawn very tightly as with some keyworker schemes.   This can be particularly important for intermediate rent - where the market is more specialised (e.g. tailored to young NHS workers).   

6.11 Schemes of flats for intermediate housing (for rent or LCHO) can be particularly vulnerable to competition - because many units come onto the market at one time.  High quality marketing, a well thought out product and a wide target market  take on even greater prominence.

Open Market Homebuy and Purchase of existing dwellings

6.12 Elements of the intermediate programme which allow the purchaser to choose their own home from the second-hand market are, necessarily, more flexible and the consumer has choice both in location and style of home (although within price criteria).  

6.13 The other advantage, from the point of view of the provider, is that buying existing properties  takes less time than new build and provides a more immediate answer to meeting the need for more intermediate housing .  Depending on location,  purchase of existing properties for intermediate housing can also add to community diversity - introducing affordable housing into market areas.  Some consultees expressed concern that  despite creating more choice,  purchase of existing properties could create unfair competition in the market and squeeze out First Time Buyers.  Others felt that given the relatively small scale of  purchase of existing properties for intermediate housing such concerns were unwarranted.  It would seem sensible that, where   purchase of existing properties is encouraged local authority planning policies should encourage the provision of comparable units of newbuild housing for the open market.

Intermediate Housing in Rural Areas

6.14 34% of the Housing Corporation rural exceptions programme is intermediate tenure (248 units out of 725).  The programme is mainly being delivered by rural specialist RSLs e.g. Hastoe, English Rural, Kingfisher and Wayfarer. Those local authorities which have a significant rural exceptions programme usually run a mix of intermediate and social rented housing.  

6.15 Local authorities with a track record in delivery of rural intermediate housing include Winchester, Chichester, Ashford, Waverley, Guildford and Tonbridge and Malling.  These authorities are mainly in higher price areas of the region and their experience suggests that it is possible to make intermediate housing work in rural areas.   At our workshop intermediate housing was recognised  as having  a role in meeting the needs of economically active lower income households in rural areas - "keeping villages working".

6.16 One difficulty outlined in the research is the long lead in times for schemes to complete set against the changing nature of demand( i.e. households identified in being in need at the start of a scheme may well have found their own housing solution by the time the new homes are available). An option put forward by some providers was the greater use of  purchase of existing properties in rural areas - offering a more flexible solution to rural intermediate housing needs. Former council houses bought under the Right to Buy were identified as particularly suitable for this purpose. 

6.17 Intermediate housing provided for LCHO in rural areas is subject to a staircasing ceiling of 80% i.e. purchasers cannot go on and become outright owners of their home. There are mixed views on whether this deters both funders and purchasers.  Of the two RSLs in our survey with experience of rural provision one found that the restrictions have resulted in some households no longer wanting to buy, while the other argues that there are “no real problems” and restrictions are “not putting most people off”. 

6.18 We did not collect information on  the scale of demand for intermediate housing in rural areas. We note that the Assembly has commissioned work to review demand for affordable housing in rural areas and suggest to SECL that this study should be scrutinised when available for further information on rural demand for intermediate housing.

Intermediate Housing for those with Special Needs

6.19 We found that experience of delivering intermediate housing for those with special needs is very limited amongst mainstream providers.  Our RSL survey shows only 8 (out of a total of around 1,700) new units provided in 2004/05 were for households with special needs.  There is however historic expertise in providing LCHO options for households with special needs among specialist RSLS such as John Grooms. 

6.20 Several of our national stakeholders suggested that is appropriate to seek to provide LCHO options for households with special needs.  

6.21 We believe this is a small but important element of the intermediate programme and one which should be better understood and good practice collected and disseminated to extend provision.

Retaining Intermediate Housing in the Stock

6.22 One concern expressed about LCHO is that it is difficult to retain in perpetuity and is quickly lost to the sale market.  Our research does not support this.

6.23 We found very limited purchase of intermediate shares (e.g. taking a purchaser from 50% to 60% ownership).  When staircasing happens, it is usually at the same time as owners sell their property.

6.24 The 2004 Housing Act gave landlords first refusal to buy back properties sold under LCHO schemes.  With this enhanced power we found experienced providers (supported by robust S106 agreements and supportive local authorities) have  effective processes in place to ensure that the re-sale of LCHO units is to another household in need of intermediate housing.  We were quoted one example of an RSL which made 89% of resales to local authority nominations last year and another with around 150/160 resales of shared ownership each year and only about 5/6 losses to the open market.

6.25 Effective re-sale of LCHO is not only important in maintaining the stock of intermediate housing.  It also offers opportunities for households to move within the tenure and to meet changing household circumstances even if their incomes have not increased sufficiently to buy in the open market.  Given the predominance of small flats in the current programme of LCHO provision, this could prove particularly important in future years.

6.26 We also found examples to demonstrate that the LCHO market is not subject to particularly high levels of turnover. For example, a major provider which estimates that households are staying in their LCHO home for 5 to 8 years on average.

6.27 The introduction of the key worker market to LCHO may change this pattern in the future - key workers being on generally higher incomes than 'traditional' purchasers may want and be able to move to outright ownership more easily.  But this should not count against the development of a strong second-hand LCHO market.

6.28 Equity loan is different from Homebuy  in that once the loan is paid off the property is lost to LCHO.  But the loan is recycled for further  LCHO - So even if individual homes come into and out of LCHO, the overall level of funding does not and the strength of the programme can be retained.  

Monitoring

6.29 Whilst there is confidence in the accuracy of information about delivery of intermediate housing using Housing Corporation grant, there is less confidence in information about dwellings delivered without grant.  This issue is not limited to intermediate housing, although the lack of information about new homes provided by private providers is more likely to impact on statistics about intermediate rather than social rented housing.

6.30 As provision through S106 agreements increases in importance, the issue of monitoring will grow in importance.  We note that the Assembly is addressing this issue and urge that it takes a holistic approach which encompasses new build (both permissions and completions) and the purchase of street properties.  Other aspects which need to be monitored are:

· Numbers, tenures and types  of intermediate and social rented housing which are provided (and which should include purchase of existing properties) 

· Provision with and without public subsidy

· Resales of second-hand Homebuy and other Low Cost Home Ownership stock and use of any Recycled Capital Grant Received.  .
· The use and availability of grant 

· The impact of RTB and RTA sales;

· Size of dwellings provided  (particularly important given the concerns expressed about the limited size mix in the current programme).  

6.31 The other area where more information is needed is that of market intelligence.  This is a more localised issue and as housing market assessments are produced there may be a gradual improvement in the level of knowledge about the potential intermediate market - both the number of homes required but also appropriate consumer costs and suitable locations for development.

Summary

· Although intermediate housing is now more widely available and generally accepted as a complementary tenure to social rent, one of the main barriers to enhanced delivery was said by various consultees to be the attitudes of some local authorities;

· With the increasing importance of the planning system to the delivery of affordable housing the barriers to delivery still identified (e.g. weak/poorly thought out S106 agreements) need to be tackled;

· The quality and location of affordable housing matters as the supply of intermediate housing grows;

· The purchase of existing  properties provides choice and flexibility for consumers which explains the continuing popularity of this form of LCHO.  New build provision is responding by paying increasing attention to the quality and location of development, but Open Market Homebuy is likely to remain more popular than purpose built provision.;

· Intermediate housing in rural areas is mainly being delivered by rural specialists as part of mixed tenure schemes with social rented housing.. Whilst many local authorities are experienced in rural housing, some have a limited track record in using the planning system to deliver intermediate housing. The reasons for this need to be better understood;

· Provision of intermediate housing for those with special needs is a small but important element of the market and one which relies on a number of specialist providers;

· Improved monitoring of the provision of intermediate housing needs to take a holistic approach which takes into account new build as well as purchase of existing  properties.

7. 
the future of the tenure

7.1 There is a number of emerging products from the private sector which may add both to the range of new provision and the way which households can fund LCHO. Some of the options (e.g. Real Estate Investment Trusts or REITS) are very new but others represent a continuing trend towards greater private sector involvement in the intermediate market (both for rent and sale). 

Possible new products

7.2 Public funding alone will not provide sufficient affordable housing to meet housing need in the South East.  Both RSLs and private providers have therefore developed models which seek to provide affordable housing without public funding.

7.3 Subsidy for affordable housing has to come from somewhere and the models currently available rely principally on free or heavily discounted land.  This means that they are generally newbuild although some providers potentially offer the facility to provide market housing on free land and use the subsidy generated to purchase existing properties elsewhere.

7.4 Examples of selected schemes are given in the boxes below.

	Affordable Homes UK (AHUK)

AHUK provides social rented and intermediate tenure housing predominantly on mixed tenure sites although exceptions sites are also considered subject to scheme size (minimum 10 affordable units).  AHUK is currently active only in the SW, although looking to go national – and moving into South Wales. 

Affordable units are funded through land value, with serviced plots conveyed to AHUK at £1. This is sufficient to support equity share at a 33-65/70% share.  Social rent will also require SHG or other capital contribution. 

Intermediate rent is not offered because AHUK believe that an equity share product represents better value for money to the consumer and will typically cost less than the LA recommended intermediate rent on a comparable product.  

Affordability:  Equity share (no rent) is based on a multiplier of 3 x dual income or 3.5 x single income. The price to consumer reflects the development cost of the unit. In the South West homes are affordable by households on incomes of £18-35,000.  

Properties are offered with a maximum percentage share purchase of  80%.  This is policed through the S106 Agreement and is intended to provide housing which is affordable in perpetuity.


	Merlion Housing

Merlion is delivering 150-200 units per annum.  Typically a purchaser can buy a brand new home up to 75% of the open market value with an equity loan (25%) secured on the property.  Unlike other models, Merlion does not charge rent on the outstanding portion.  

Merlion works with S106 agreements on mixed tenure schemes.  Depending upon the discount negotiated with the developers, lower shares can be achieved which will ensure a wider range of people in housing need can be assisted. 

As Merlion is not grant funded, a purchaser may use their Open Market Homebuy loan to assist their purchase of their percentage share of the property.  For instance, a keyworker purchased a property in Wimbledon with the aid of a Keyworker Living loan and reduced the percentage amount required for a mortgage to 46%.  This significantly increases the affordability of a property to the lower income household.

Nominations: Merlion works in partnership with the Homebuy Agents and HomesinHants to access nominations from the Low Cost Home Ownership waiting lists.

In perpetuity:  Purchasers can sell on open market once they have staircased to 100% ownership or resale.  However, Merlion has an arrangement that they will recycle a percentage of the receipts within the local authority area.  This can reduce the initial equity sales down to as little as 25% depending on the level of released equities from previous schemes.  The ultimate aim is to reduce the mortgage payments to the level of target rents to enable council and housing association tenants to purchase shared equity properties and vacate rented accommodation which is high in demand.  As there is no additional rent to pay, this could be an alternative to or compliment the Social Homebuy initiative.


	Lend Lease

Principles

· Innovative design from top architects

· High quality build standards, maintained throughout the building’s life

· Innovative design and construction techniques based on those used in the commercial sector (can deliver homes built for a cost affordable by person on income of £25,000)

· Long term commitment to estate management (onsite management and community facilities)

· New approach to attracting institutional funding

· Affordable housing is perpetuity

Mixed tenure as standard.  Pepperpotting not necessarily best approach, but all units are tenure blind.

Critical mass per scheme required to gain economies of scale.  Looking at medium to high density e.g. 150 units, 6 storey flats on o.4 ha.  Could work at 4-5 storeys, but not below. Lend Lease provide flats rather than houses. 

Lend Lease are also involved in mixed tenure estate regeneration schemes.

Property offered on 250 yr lease, initially purchased at a multiple of key worker incomes (e.g. 4 x £30,000), subsequently retails at 30% discount on market value.


Equity mortgages

7.5 Several major lending institutions are working with ODPM to develop a Homebuy Mortgage which offers the purchaser a 12.5% interest free equity loan which has to be repaid when the mortgage is redeemed.  

7.6 Open Market Homebuy Equtity Loand will fund upto 20,000 households by 2010.  The new offer, agreed with HBOS, Nationwide Building Society and Yorkshire Building Society, will be available from October 2006 on a pilot basis for two years. Lenders will provide a ‘top-up’ equity loan along with the buyer’s mortgage, for example, a 75 per cent mortgage with a 12.5 per cent equity loan, with the remaining 12.5 per cent being provided by the Government. 
7.7 The Housing Corporation has set up a working group to advise on the development of a further equity mortgage product.

First Time Buyers Initiative

7.8 English Partnerships' First Time Buyers Initiative will provide 15,000 homes nationally by 2010  half of them targeted at keyworkers, the remainder at RHS priority groups. FTBI is a shared equity scheme. Purchasers will buy at least 50 per cent of the total market price, with English Partnerships retaining the unsold equity. After three years, buyers will pay a charge based on a percentage of the un-purchased equity.  On first sale the property will revert to market housing

PFI

7.9 West Wiltshire has developed an innovative PFI scheme which is currently awaiting ODPM approval.  

7.10 The Council has applied to the Government for PFI funding to deliver at least 400 new affordable homes to provide rented accommodation for local people in housing need. Although not currently structured to provide intermediate tenure housing there is no reason why the same principles could not be applied to intermediate tenure.

7.11 The main elements of the scheme are:

· The District Council will provide free development land for 100 homes;

· Development sites for a further 100 homes will be provided at open market value from land owned by the District and County Councils, as well as rural exception sites;

· The PFI contractor will be required to provide the rest of the development land.

7.12 The West Wiltshire model is one which we believe could potentially offer local authorities with greater funding flexibility to provide affordable housing.  Its progress and ODPM reaction needs to be kept under review.

Mortgage options

7.13 Lenders have been able to introduce a variety of initiatives to ease entry into ownership such as low start, discounted, generational and on occasion 100%+ mortgages as well as credit impaired or sub prime mortgages for higher risk borrowers . There are a variety of products which are available to assist first time buyers into home ownership including:

· Low equity/deposit lending – up to 100% loan to value (LTV) ratios in appropriate circumstances.

· Enhanced income multiples – taking account of rising career earnings higher income multiples are sometimes available. In addition some lenders will use affordability calculations so that where other outgoings are low, higher loans may be available.

· Specific FTB and related mortgage products – generally 95% LTV and help with up-front purchase costs. Joint mortgages and graduate mortgages are also available.

7.14 More general products with discounted and cash back features and fixed or capped rate mortgages can also assist FTBs. Offering flexibility in mortgages, such as extended repayment periods, can help in particular cases and current account mortgages may be of use where income is uneven.

7.15 The overall affect of this is to make full ownership more affordable for a wider range of households and potentially narrow the part of the market which continues to require LCHO.

7.16  Real Estate Investment Trusts (REITS) The introduction of REITS was set out in the 2005 pre Budget report with the intention of improving the efficiency of the property investment markets and encouraging increased institutional and professional investment to support the private rented sector.  REITS are collective investments which pool investors money and can invest in properties which are then leased.  Similar models of investment trusts area already available in the US, France, Australia and Japan and REITS are expected to be introduced in this country in January 2007.  REITS apply to both commercial and residential investment and the main interest so far has been from commercial property companies and investors.
7.17 Typically REITS will not be looking for perpetuity but they may be able to provide 20 year funding on terms which facilitate the provision of affordable housing.
Employer Involvement

7.18 A study in Surrey
 provides some of the best information available about the ways employers, who have experienced recruitment and retention difficulties, can respond directly. Offering competitive salaries was a key attraction, particularly in high cost areas, whilst a variety of other approaches were also used. One firm offered mortgage assistance which involved joining a save-as-you-earn mortgage deposit scheme instead of the pension scheme and this proved popular with younger employees The advisability of such a scheme in relation to long term pension planning must, however, be taken into account.. 

7.19 The Surrey Police ran an interest free equity loan scheme giving £20,000 loans to younger recruits which was said to have improved retention. A third company gave mortgage subsidy of £30 per month.

7.20 Other schemes in Surrey involved relocation assistance, help with temporary accommodation and rental costs. Hotels were able to give subsidised accommodation to staff and a coach company provided subsidised “digs” in 4 houses for drivers locating from elsewhere in the country. There were also subsidised travel and commuting schemes.

7.21 Experience from elsewhere in the region e.g. West Kent, indicates that  the disposal of public land at less than highest value can be helpful. This type of approach would be consistent with the objective of the Regional Housing Strategy to develop a portfolio of brownfield land to assist in affordable housing development.

Lessons from Abroad

7.22 The condition of the housing market, cultural attitudes to tenure and financial regulations vary enormously across the international scene and countries, e.g. Germany or Ireland, where we might have thought we would find useful lessons, actually have little to offer.  Our literature review did identify some innovative approaches which might be replicated in the UK but these are fairly limited in scope.

7.23 A scheme in San Francisco called Community Assisted Shared Appreciation (CASA) with a mix of funding from government and private institutions has attracted considerable support from institutions and is a potential template for future development. In this the owner takes out a conventional mortgage which is then topped up by two additional mortgages each of 10% taken out by a government funded not-for-profit agency and a private institutional investor. These loans are repaid on sale or after 14 years the owner must refinance or buy out these loans. The appreciation on the value of the property would be split 40% to the household 60% to the private and publicly funded partners.  This scheme is not dissimilar to the Open Market Equity Loan referred to above.

Summary

· There are a number of private sector developers who are providing intermediate housing.  Private providers do not use public subsidy; their models of provision rely principally on free or heavily discounted land;

· In a competitive mortgage markets, individuals can benefit from a range of flexible mortgage products.  A new initiative will be the introduction of equity mortgages which will offer a 12.5% interest free equity loan and 12.5% public subsidy;

· The PFI is not being used widely to provide affordable housing but it could offer an additional source of funding and progress with the West Wiltshire initiative needs to be kept under review;

· The introduction of REITS from January 2007 could have an  impact on the property market but it is too early to say how this could benefit intermediate /affordable housing provision in the Region;

· Whilst the UK faces similar housing problems to those of many overseas countries, we found limited examples of innovative approaches which might be replicated in the UK.  One possibility is a mixed funding scheme developed in San Francisco which is similar to the Open Market Equity Loan which will be introduced here from Autumn 2006

· Employer involvement in the provision of intermediate housing has been limited and there is no sense that employers are pushing to become more involved.  However, where public sector land owners can bring forward land at discounted price, this can assist in providing intermediate housing without recourse to other public subsidy.;

8 conclusions and recommendations

8.1 We draw together our research under a number of generic headings and make various recommendations to SECL for implementation through the South East Plan or the Regional Housing Strategy or through good practice directed at the region's local authorities.

What is the potential scale of demand for intermediate housing and does it vary by location and/or type of household?

Overview

8.2 Although across the Region there is potential demand for around 15%  of all new housing provision to be in the form of intermediate housing, demand varies widely between different housing market areas.  

8.3 Counties  where there is a particularly strong potential role for intermediate housing include 

· Berkshire

·  Hampshire

· East Sussex 

· West Sussex

· Surrey.

8.4 AT HMA level, the intermediate share would be high (over 50% of new affordable housing) in Reading-M4, Inner West, Guildford-Woking, South Hampshire and Sussex Coast. In most of these areas it would be justified to set the intermediate target at around 25% of all new build, rather than the average of 15%. 10-15% would be justified in most other sub-regions except in Milton Keynes, Isle of Wight, Inner South, and North Hampshire where relatively low intermediate provision is indicated.

8.5 Potential demand comes from newly forming households and older existing households in both rented and owner occupied stock.

8.6 For many households intermediate tenure is not the first step on the road to home ownership, it is a lifetime housing choice.  For some (particularly higher income keyworkers) intermediate tenure is a short term arrangement. This emphasises the importance of a wide range of housing provision, including large and small units and housing suitable for all age groups.  

8.7 Local authorities therefore need to develop a strategy which meets a range of housing needs.  This could for instance include 

· Smaller units provided as New build Homebuy for key workers, particularly singles and couples.

· Open Market Homebuy or Equity Loans targeted at low to moderate income family households, including keyworkers and existing social renters, enabling them to buy family housing from the existing housing stock.  This product could also be available to existing low cost home owners who are becoming overcrowded in their first home.

· Purpose built provision of smaller units targeted at older households, available to existing social renters and low income owner occupiers who do not have sufficient equity to access suitable accommodation on the open market.

· The ODPM definition of keyworkers is widely perceived as too narrow.  Whilst funding provided through the Key Worker Living Programme can only go to ODPM specified key workers, regions (and local authorities) have the power to adopt a wider local definition of workers who are a priority group for other publicly funded housing and for affordable housing provided without public subsidy.  A range of potential keyworkers was identified including bus drivers, care workers and shop staff and included lower income groups than those currently eligible for Key Worker Living. It was suggested that the concept of key workers should be replaced with that of "essential workers" (which may or may not include Government defined key workers and could vary from area to area).

8.8 We therefore recommend that
Overall, an average target of at least 15% intermediate housing provision and 20% social rented  is at about the right level to meet demand.   In parts of the region a higher target for both intermediate and social rented housing may be more appropriate.

In HMA terms the proportion of intermediate housing would be relatively low in Milton Keynes, Isle of Wight, Inner South, and North Hampshire. The intermediate share would be high (over 50% of new affordable housing) in Reading-M4, Inner West, Guildford-Woking, South Hampshire and Sussex Coast. In most of these areas it would be justified to set the intermediate target at around 25% of all new build, rather than the average of 15%. 10-15% would be justified in most other sub-regions except those where low intermediate provision is indicated, as mentioned above
.   

It may be appropriate to recognise these differences in planning at the sub regional level and which should provide guidance on the balance of intermediate and social rented housing to be achieved. 

The RSS (and RHS) should include a wider definition of keyworkers based on being essential to keep the local economy/social structure operating effectively.  This should embrace public and private sector workers and could usefully be developed at HMA level.

A role for the Counties 

8.9 Provision of a wider range of intermediate housing targeted at a cross section of the community fits well within the aim of Local Area Agreements “to balance and integrate the social, economic, and environmental needs of their community”.  It may be appropriate to consider specifying an LAA outcome which relates to the broadening of tenure choice for a wide range of households including the elderly, disadvantaged and those in rural areas. 

8.10 Practical measures which the Counties can help to develop to assist this include:

· Set the framework for agreement at local authority level about the types of intermediate housing which are appropriate in their area;

· Help to develop a locally based definition of keyworkers based on being essential to keep the local economy/social structure operating effectively;

· Support local authorities in developing policies which set out appropriate consumer costs and dwelling types for intermediate housing provision. . This should include consideration of the use of financial contributions and the role of Open market  Homebuy  properties in providing affordable housing 

Rural intermediate housing

8.11 Demand for intermediate housing can arise in both urban and rural areas and we found examples of good practice in provision of housing for LCHO, often but not always as part of a mixed tenure development including social rent, in a variety of rural areas.  However rural intermediate housing is generally provided by specialist providers with a track record in working with rural communities and not to any significant extent by those RSLs who specialise in LCHO. This may give problems with the introduction of Zone Agents for all LCHO products 

8.12 Those local authorities and RSLs with a track record in delivering rural affordable housing have been very effective, but there are still many local authorities whose ability to use the planning system to deliver rural affordable housing (for rent or LCHO) has been very limited. The reasons for this need to be better understood and consideration given to promoting best practice across the region (including making use of the more flexible powers given by draft PPS3).

8.13 The rural exceptions programme is currently funding a mix of rented and intermediate schemes (including intermediate rent).  The programme should continue to be used to deliver a variety of tenures, but, as with mainstream Housing Corporation funding, the programme should be used to add value in the form of either lower share sizes or larger homes, based on a comparison with what could be achieved if public funding was not available. 

8.14 Perpetuity is important in rural areas where housing supply is restricted. Various providers advised us that they operate covenants or leases which ensure that LCHO housing remains affordable in perpetuity. Information about how these products operate should be more widely available and we believe that SECL should consider whether there is a role for the region in promoting good practice here.

8.15 We therefore recommend that:

Consideration is given to the preparation of regional good practice guidance on the provision of affordable housing in rural areas.

The rural exceptions programme continues to support a range of affordable housing tenures but only where it can be seen to add value by providing larger or more affordable units than could have been achieved without public subsidy.

Special needs groups

8.16 The LCHO programme is making very limited provision for those with special needs (be they elderly, disabled, BME or vulnerable households). We found examples of good practice, particularly from John Grooms Housing Association, but mainstream LCHO providers have little expertise in catering for those with special needs. We believe more could be done to promote good practice in this area and we suggest that:
Consideration is given to setting aside an element of SHG to support pilot programmes of LCHO provision for those with special needs across the Region;

Research is carried out (in conjunction with the key agencies and voluntary sector organisations in the region) to identify the possible scope of future provision and good practice in designing , funding and managing LCHO and intermediate rent schemes for those with special needs.

Any initiatives developed should be taken forward in conjunction with the Counties Supporting People programmes.

Can the Intermediate AH Sector be expanded by using available public resources in better/more appropriate ways and/or through a bigger role for subsidy-free affordable housing?

8.17 Increasingly Intermediate Housing is being delivered through mixed tenure schemes guided by S106 agreements.  This is not likely to change and future provision will rely very heavily on the planning system.

8.18 Mixed tenure schemes provide more mixed communities but the type and scale of intermediate housing follows that of the overall housing supply.  At the moment this means a large number of small flats for LCHO which may not meet the aspirations of those taking up intermediate housing and certainly may not meet their long term housing needs.

8.19 Public subsidy has been widely available in the region for intermediate tenure provision  and its availability is largely anticipated and 'built into' land value expectations.  But there seems little evidence of a consistent approach to the use of grant to provide larger units, support smaller share sizes or facilitate provision of special needs housing  for LCHO at the regional or local level. Yet in most parts of the South East it is possible to develop  intermediate housing  without grant provided, at a minimum, that land is made available at nil value. 

8.20 We believe, as a general rule, that intermediate housing should be delivered more widely without public grant.  There will be locations and circumstances where this is not sufficient but the nil grant position should be the general starting point.

8.21 Public subsidy can play an important role in gap funding where available private subsidy is not sufficient.  It can also play a role in shaping the type of LCHO which is delivered. This can mean either providing a cheaper product for the consumer (through lower size shares especially in high price areas) and helping to provide more variety in the types of homes available.  We believe SECL should be very concerned about the imbalance in the types of LCHO homes which are being built today.

8.22 Mixed communities are beneficial not just on new developments but also in existing areas.  It may be appropriate to consider developing mechanisms which encourage the purchase of existing properties for intermediate tenure housing. Whilst land value subsidy is not directly available for this purpose one possible mechanism would be to seek a mix of land value subsidy and financial contributions from all new residential development and use the financial contributions to support a programme of Open Market Homebuy.

8.23 If a regime is to be introduced which links public grant more closely with consumer costs and mix of dwellings, it will have to be supported by a very robust planning response and the general tightening of S106 agreements.

8.24 We therefore recommend that:

In setting affordable housing targets local authorities should take account of the economics of development and the mix of housing proposed.

Counties/Housing market areas should agree on the type of intermediate tenure housing which is required and local authorities should have policies which set out appropriate consumer costs (reflected in share sizes available) and dwelling types required. 

The region should establish the principle that a base level of intermediate tenure housing should be developed in mixed tenure schemes without public grant.  Individual Counties  should identify the typical mix of market, social rented and intermediate housing  which can be delivered in this way and the parts of their area where (because of prevailing values) this approach needs to be modified.  This should include consideration of the use of financial contributions and the role of existing properties in providing affordable housing.

Public grant should be made available in defined circumstances i) to gap fund schemes in low price areas; ii) to reduce consumer costs; iii) to increase variety of dwelling types (and especially to increase 2 and 3 bedroom homes) iv) to support IH schemes specifically provided for those with special needs.

Grant is needed to make intermediate rent affordable and future RHS should reflect this in determining regional funding priorities.

Good practice in S106 agreements for LCHO needs to be strengthened.

To what extent (if at all) might an expanded intermediate sector diminish the need for 25% of new provision to be in the form of Social Rented housing?

8.25  Within an overall target of 35% affordable housing regionally 15% should be intermediate and 20% social rented.  The exact split will vary between Counties and HMAs and in some Counties an overall affordable housing of up to 45% could be appropriate..  

8.26 The resistance to intermediate housing still felt amongst some local authorities is partly a reflection of under-supply of social rented housing rather than a lack of support for intermediate housing in itself and its ability to meet the needs of economically active households on lower incomes and in helping create mixed communities.

8.27 LCHO already plays a role in meeting the home ownership aspirations of existing social rented tenants and in deflecting demand from the social rented sector by providing for households already on local authority housing registers.

8.28 There is scope to increase this role and encourage more social rented tenants to move into LCHO but this has to be set in the context of other opportunities available to them (right to acquire and Social Homebuy) and concerns that removing economically active households from established social rented housing will lessen social diversity in rented areas. Nonetheless across the Region around 2,600 social renters pa could move into LCHO thereby freeing up properties for social rent.

8.29 Purchase of existing  properties provides a mechanism for increasing provision of intermediate housing and can be attractive to a wide range of households, including social rented tenants.  It will be important that the level of Open Market Home Buy  is maintained and grants re-cycled for further  purchase of existing properties  if and when households move and sell their home .

8.30 We therefore recommend that:

Measures are put in place which offer more choice to existing tenants to take up LCHO opportunities (either in new build schemes or through Open Market Homebuy .  These measures could include:

· Market OMHB to existing social renters before releasing to other household groups;

· Use local authority cash receipts from planning obligations to increase the level of OMHB available for tenants;

· Tailored and lower share sizes for social rented tenants (for all forms of LCHO);

· Reduced rents on the unbought share; (along with lower share sizes this implies the need for higher subsidy to help fund development);

· More flexible definition of local need; 

· Better marketing of intermediate housing to social renters;

· Provide purpose built LCHO specifically targeted to needs of older social renters;

· Include information on LCHO in the 'marketing literature' for (sub-regional) Choice Based Letting.
What does the Research suggest in terms of possible revisions to Policy H4 of the submitted South East Plan? 

8.31 As discussed above, we believe that regionally the split between social rented and intermediate housing could be 20% to 15% making 35% in all.  There is an argument for allowing some Counties to adopt higher affordable housing targets of up to 45% although this must be considered in the context of also meeting demand for market housing.

8.32 The current draft of the policy could usefully be revised to include a more focused definition of intermediate housing which specified the types of intermediate housing to be included (and which specifically excludes 'low cost sale').

8.33 Although purchase  of existing properties  does not add to the overall stock of housing in the region, it  does add to the amount of intermediate housing  and can perform a very useful role, boosting the supply of intermediate housing, giving households choice  and helping to create more mixed communities in established areas.  It would be useful if both the RSS and RHS made reference to the purchase of existing properties as a means of increasing supply but as an addition to the 15% delivered through new build rather than as a substitute.

8.34 Each year, the model shows the need for 5,950 new social rented homes and 4,350 new intermediate homes.  In addition there is potential demand for 3,000 Open Market HomeBuy homes purchased on the open market.  This makes a new build affordable programme of 10,300 homes.

8.35 The Housing Corporation South East is currently funding around 8,450 affordable dwellings per annum at a total cost of £338m or £40,000 per unit.  To meet the above target would require funding of £485m or £28,700 per unit.   

Figure 8.1:  Indicative annual programme based on newbuild 

programme of  20%  social rent and 15% intermediate housing

and additional Open Market HomeBuy

	Programme 
	Social Housing
Grant
	Cost per unit
(1)
	Homes

	Housing for Rent 
	£319,824
	£53,752
	5,950

	Newbuild Homebuy 
	£79,479
	£18,271
	4,350

	Open Market Purchase Homebuy 
	£85,713
	£28,571
	3,000

	TOTAL 
	£485,016
	£36,500 
	10,300 


1.
Based on National Affordable Housing Programme in the South East 2006-2008   South East Regional Housing Board
8.36 A concern throughout this report has been the predominance of small units in the supply of intermediate housing and the mis-match between supply and the potential market (especially if LCHO is to attract social rented tenants). LCHO is a transitional tenure for may households but others stay in LCHO for a considerable length of time and their housing needs can change as family circumstances do.  The importance of providing a mix of intermediate homes through either  new build or  purchase of existing properties cannot be overstated. 

8.37 Equally important is retaining existing LCHO in the intermediate stock when households sell on.  This helps to create a LCHO market in its own right and to offer choice of dwelling types for LCHO owners who want to move but cannot afford outright purchase. Maintaining the LCHO stock can be achieved through effective management of the resale process by RSLs and positive co-operation from local authorities (e.g. through the use of 'common LCHO waiting lists).

8.38 As choice based lettings is introduced across the region, there is the opportunity to include intermediate housing in the process,  

8.39 Maintaining the level of delivery of new intermediate housing will require an effective partnership between local authorities, developers, RSLs and other private providers. It will require clear policies at the local level setting out the types of intermediate housing opportunities which are needed in the area, target markets and appropriate consumer costs and the approach to the use of public subsidy which is being pursued.  Good practice in drawing up robust S106 agreements is essential - particularly to avoid land value inflation and the use of public funds to gap-fund developments which would not have required public subsidy with proper planning.

8.40 We therefore recommend that:

Policy H4 provides a clearer definition of intermediate housing in terms of 'tenures' to be included and that affordable intermediate housing must be defined at the local level.

Policy H4 makes reference to the use of existing properties  to boost the supply of intermediate housing, making clear that this is in addition to the  new build target .  

Other measures we believe should be adopted in the region but which may not be appropriate for the RSS are that;

The RHS should give greater priority to making the best use of the existing LCHO stock, backed up by good practice for both  providers and local authorities.

Local authority housing and planning policies should include a clear definition of affordable intermediate housing and their approach to its funding, management and planning.  Exemplars of effective approaches to S106 agreements should be included here.

Finally, we note that adequate monitoring of the delivery of intermediate housing remains an outstanding issue for the region.  Reflecting the issues we have identified in the report we believe that, in addition to monitoring numbers and tenures of intermediate housing which are provided (and which should include street purchases) there is a crucial need for information which accurately records where and how public subsidy is being used and the types of intermediate homes which are both being permitted and are being built.

9.
GLOSSARY OF TECHNICAL TERMS

ADP


Housing Corporation Approved Development Programme

AH


Affordable Housing

BME


Black and Minority Ethnic

CF


Challenge Fund

CML


Council of Mortgage Lenders

CORE


Continuous Recording of lettings and sales by housing 




Associations and local authorities in England

CSO


Conventional Shared Ownership

DIYSO


Do it Yourself Shared Ownership

EP


English Partnerships

FTB


First Time Buyer


FTBI


First Time Buyers Initiative

HB


Housing Benefit

HC


Housing Corporation

HMA


Housing Market Area

HSSA


Housing Strategy Statistical Appendix

IH


Intermediate Housing

IR


Intermediate Rent

KWL


Key Worker Living

LA


Local Authority

LAA


Local Area Agreement

LASHG

Local Authority Social Housing Grant

LCHO


Low Cost Home Ownership

LTV


Loan to Value Ratio

NBHB


NewBuild Homebuy

NI


National Insurance

OMHB


Open Market Homebuy

PFI


Private Finance Initiative

REIT


Real Estate Investment Trust

RHS


Regional Housing Strategy

RSS


Regional Spatial Strategy

SECL


South East County Leaders

SHG


Social Housing Grant

SHI


Starter Home Initiative

SML


Survey of Mortgage Lenders

SO


Shared Ownership

SR


Social Rent































































































































� The South East Counties include: Buckinghamshire, East Sussex, Hampshire, Isle of Wight, Kent, Oxfordshire, Surrey, and West Sussex County Councils.  Analysis for the region includes the unitary authorities.


� See note at end of the Executive Summary for description of intermediate tenures


� 2004-06 figures include the then "Newbuild Homebuy" programme i.e. new housing sold as a fixed equity share but where no rent was paid on the unsold equity.


� Due to rounding, this figure is a little above that implied by the draft South East Plan.


� The South East Counties include: Buckinghamshire, East Sussex, Hampshire, Isle of Wight, Kent, Oxfordshire, Surrey, and West Sussex County Councils.


� Homebuy agents are RSLs which will provide a one-stop-shop to all applicants  covering all low cost home ownership schemes funded by the Housing Corporation. 


� Consultation Paper on a New Planning Policy Statement (PPS3) Housing, ODPM, December 2005


� Annex A of Consultation Paper on a New Planning Policy Statement (PPS3) Housing, ODPM, December 2005


� Wilcox, S (2005)  Affordability and the Interemdiate Housing Market: Local Measures for all local authority areas in Great Britian


� The South East Plan as submitted to Government, March 31st 2006


� Sustainable Communities, Homes for All, ODPM, 2005


� CORE data is collected by the Housing Corporation from RSLs and local authorities


� The products were Do It Yourself Home Ownership, (conventional) shared ownership, shared ownership resale, Homebuy, SHI (Starter Home Initiative) and 'other'


� In DIYSO or Do It Yourself Home Ownership, eligible households were able to buy on a shared ownership basis in the open market.  


� See “Housing Studies” Bramley and Karley 2005 for a description of the model.  The model has also been used by CML 2004, IPPR Commission on the South East and as background information for the Barker Review 2004 and the Housing Corporation Home Ownership Task Force 2003 


� Based on modelled ‘standardised’ prices from Bramley & Leishman 2005 ODPM study, using flat for 1-bedroom, terrace for 2-bedroom, average of terrace and semi for 3-bedroom, taking lower quartile of SOA values in each district


� Shared ownership refers to a part-own (25%) part rent product (formerly known as shared ownership, now known as Newbuild Homebuy).  Homebuy refers to a product where no rent is paid and the owner purchases 75% of the equity.


� 45% of current publicly funded intermediate provision is in the form of Open Market Homebuy.  This product is known to be popular with consumers.  A 50:50 split between New Build Homebuy and Open Market Homebuy therefore seems reasonable.


� More detailed information at HMA level is given in the Technical Report at Table 9 of Appendix 3  “Demand for Intermediate Housing”


� More detailed information at HMA level is given in Table 10 of Appendix 3 “Demand for Intermediate Housing”


�  “Evaluation of the Starter Home Initiative” ODPM 2005


� These include dwellings which were and were not grant funded.  The HSSA specifically refers to 'shared ownership' provided by RSLs and it is therefore likely to be an under-estimate of the true level of provision through the planning system.


� The information provided for the three areas is for illustration purposes and is not intended to provide specific guidance on viability issues in the three areas used as examples.


� "Traditional land rent theory suggests that land will be developed if the�residual value (sale proceeds less development costs) is positive. Evans�(1983, 2004) and others have suggested reasons why not all such land might�be developed at once. In a recent empirical study Bramley & Leishman (2006,�p.13) discuss the responsiveness of development takeup of available land to�residual value, suggesting that planning gain type charges would not have a�major impact on output so long as they were proportional to residual value.�Earlier examinations of this issue may be found in Bramley, Bartlett &�Lambert (1995) 'Planning, The Market and Private Housebulding', UCL Press�and Bramley & Watkins (1996) 'Steering the Housing Market; New building and�the changing planning system', Policy Press."


� After allowing for the rental payment on the unowned share.


� ANCER SPA (London and South East) Ltd (2003b) Study of Private Sector Key Worker Housing Issues in Surrey Findings from Good Practice Case Studies17 November 2003, Surrey Economic Partnership


� More detailed information at HMA level is given in Table 9 of Appendix XX “Demand for Intermediate Housing”


� More detailed information at HMA level is given in the Technical Report at Table 9 of Appendix 3 “Demand for Intermediate Housing”


� Due to rounding, this figure is a little above that implied by the draft South East Plan.
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